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PART |

ITEM 1. BUSINESS

FORWARD-LOOKING STATEMENTS

Thisreport containsforward-looking statementsthat are based on assumptions and may describefuture plans, strategies
and expectations of Berkshire HillsBancorp, Inc., Berkshire Bank and Berkshire Insurance Group. This document may
include forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E
of the Securities Exchange Act of 1934. These forward-looking statements, which are based on certain assumptionsand
describe future plans, strategies, and expectations of the Company, are generdly identified by use of the words
“anticipate,” “believe,” “estimate,” “ expect,” “intend,” “plan,” “project,” “seek,” “strive,” “try,” or future or conditional
verbs such as“will,” “would,” “should,” “could,” “may,” or similar expressions. Although we believe that our plans,
intentions and expectations, asreflected in these forward-1ooking statements are reasonabl e, we can give no assurance
that these plans, intentions or expectationswill be achieved or realized. By identifying these statementsfor you in this
manner, we are aerting you to the possibility that our actual results and financial condition may differ, possibly
materially, from the anticipated results and financia condition indicated in these forward-looking statements. Important
factorsthat could cause our actual resultsand financial condition to differ from thoseindicated in the forward-looking
statementsinclude, among others, those discussed below and under “Risk Factors® in Part |, Item 1A of this Annual
Report on Form 10-K. Y ou should not place undue reliance on these forward-looking statements, which reflect our
expectations only as of the date of this report. We do not assume any obligation to revise forward-looking statements
except as may be required by law.

GENERAL

Berkshire Hills Bancorp, Inc. (the “Company” or “Berkshire Hills’) is a Delaware corporation and the holding
company for Berkshire Bank (the “Bank”). Established in 1846, Berkshire Bank is one of Massachusetts oldest and
largest independent banks and is the largest banking institution based in Western Massachusetts. The Bank is
headquartered in Pittsfield, Massachusetts and operates 39 full-service banking offices serving communitiesthroughout
Western Massachusetts, Northeastern New Y ork and in Southern Vermont. The Bank operatesin four regions:

e TheBerkshire County Region, with twelve officesin Berkshire County. Berkshire County isthe Company’s
traditional market, where it has a leading market share in many of its product lines. Berkshire County is
renowned for its combination of nature, culture, and harmony which makeit aleisure and tourism destination
and an attractive location for an emerging creative economy.

e ThePioneer Valley Region with ten offices along the Connecticut River valley north and west of Springfield,
Massachusetts. The Company entered this region through the acquisition of Woronoco Bancorp, Inc. in June
2005. Thisregion is the metropolitan hub of Western Massachusetts and part of the Hartford/Springfield
economic region centrally located between Boston and New Y ork City.

e TheNew Y ork Region with ten offices serving Albany and the surrounding areain Northeastern New Y ork.
Thisregion represents ade novo expansion by the Bank begunin 2005. Albany isthe state capital and is part
of New Y ork’s Tech Valley which is gaining prominence as aworld technology hub including leading edge
nanotechnology initiatives representing a blend of private enterprise and public investment.

e TheVermont region with seven offices serving Southern VVermont. The Company entered thisregion through
the acquisition of Factory Point Bancorp, Inc. in September 2007. The Southern Vermont region is
contiguousto Berkshire County and sharessimilar characteristics, with amore pronounced focuson recreation
activitiesin Vermont’s Green Mountains.

These four regions are viewed as having favorable demographics and provide an attractive regional nichefor the Bank

to distinguish itself from larger super-regional banks and smaller community banks. The Company is pursuing growth
through acquisitions, de novo branching, product development, and organic growth. It made acquisitions of insurance
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and financial planning providersin 2004 and 2005, followed by the acquisition of fiveinsurance agenciesinthefourth
guarter of 2006. These insurance acquisitions were merged and integrated into the Berkshire Insurance Group, which
was made asubsidiary of the Company. Berkshire Insurance Group operates from ten locationsin the Berkshire County
and Pioneer Valley regionsin Massachusetts. The Bank promotesitself as* America sMost Exciting Bank”. It hasset
out to change the financial service experience, and its vision is to establish itself as a world-class financia services
company through an engaging and exciting environment where customers want to do business and empl oyees want to
work. This brand and culture statement is expected to drive customer engagement, loyalty, market share and
profitability.

The Company offers awiderange of deposit, lending, investment, wealth management, and insurance productsto retail,
commercial, not-for-profit, and municipal customersinitsmarket areas. In addition totraditiona retail and commercid
banking products, the Company’ s product offerings also include retail and commercial e ectronic banking, commercia
cash management, and commercia interest rate swaps. The Company’s commercial banking products are offered
within its regions and to commercial relationshipsin Massachusetts, Connecticut, and Rhode ISland. The Company
stresses a culture of teamwork and performance excellence to produce customer satisfaction to support its strategic
growth and profitability. The Company utilizes Six Sigmatoolsto improve operationa effectiveness and efficiency.

The Company has recruited executives with experience in regional management and has augmented its management
team asit has expanded into athree state diversified regional financial servicesprovider. The Company hasinvestedin
itsinfrastructure in order to position itself for further growth as aregiona consolidator with an objective of filling in
and expanding itsfootprint in itsNew England and New Y ork markets. The Company has absorbed expensesrelated
toitsten branch de novo expansion into the attractive New Y ork market . Itsacquisitionsof banks, insurance agencies,
and wealth management companies have resulted in near term dilution to per share tangible book valuein order for the
Company to achieve the scale, positioning, and momentum to support future beneficial growth.

The Company viewsits markets as geographically conservative, and these markets have experienced less exposure to
speculative development, real estate inflation, and subprime lending activities compared to many other regions of the
country. The Company’s markets are not contiguous with the densely populated Boston and New York City
metropolitan areas. The Company believesthat it has a closer and more consistent focus on its markets compared to
national competitors.

COMPANY WEBSITEAND AVAILABILITY OF SECURITIESAND EXCHANGE COMMISSION FILINGS

The Company’s Internet website is its Investor Relations section at www.berkshirebank.com. The Company makes
available free of charge on or through its website, its annual reports on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K, and any amendments to those reports filed pursuant to Section 13(a) or 15(d) of the
Securities Exchange Act of 1934 as soon as reasonably practicabl e after the Company el ectronically files such material
with the Securities and Exchange Commission. Information on the websiteisnot incorporated by referenceand isnot a
part of this annual report on Form 10-K.

ECONOMIC AND FINANCIAL EVENTS

In the second half of 2008, and continuing into 2009, there are economic and financia eventsin the United Statesand
around the globe which are unprecedented since World War 1I. The contraction of household wealth, as measured by
real estate values and investment values, was the largest decline since the Great Depression. Magjor financia
ingtitutionsfailed or were forced into mergerswith other institutions or ownership by national governments. All of the
major U.S. investment banking firms either merged with commercia banks or changed their charters to commercial
bank charters, except for Lehman Brothers, which declared bankruptcy. Thisbankruptcy precipitated afinancial panic
which threatened the continued operation of the global financia system. Emergency federal rescue measures were
undertaken, including large scae investments in financial institutions, guarantees of the liabilities of money market
funds and other financid ingtitution liabilities, expanded liquidity facilities made available by the Federal Reserve
Bank, increases in the amount of FDIC insurance, mortgage foreclosure mitigation programs, economic stimulus
spending, and various other measures. Emergency federal loanswere also madeto U.S. auto manufacturersin order to



avoid major bankruptciesin thisindustry. Most countries arein recession and thefinancial system remainsfragile early
in 2009.

COMPETITION

The Company is subject to strong competition from banks and other financia institutions and financia service
providers. Its competition includes nationa and super-regional banks such as Bank of America, TD Banknorth, and
Citizens Bank, which have substantially greater resources and lending limits. Non-bank competitors include credit
unions, brokerage firms, insurance providers, financial planners, and the mutua fund industry. New technology is
reshaping customer interaction with financial service providers and the increase of Internet-accessible financia
institutions increases competition for the Company’s customers. The Company generally competes on the basis of
customer service, relationship management, and the fair pricing of loan and deposit products and wealth management
and asset management services. Thelocation and convenience of branch officesisalso asignificant competitivefactor,
particularly regarding new offices. The Company does not rely on any individual, group, or entity for amaterial portion
of its deposits.

The economic and financia events of 2008 have significantly impacted the competitive environment. The Federal
Reserve System reduced short-term interest rates to closeto zero and numerous financial companies converted to bank
charters and began accepting FDIC insured deposits.

LENDINGACTIVITIES

General. The Bank originates|oansin thefour basic portfolio categories discussed below. Lending activitiesare limited
by federal and state laws and regulations. Loan interest rates and other key loan terms are affected principally by the
Bank’s asset/liability strategy, loan demand, competition, and the supply of money available for lending purposes.
These factors, in turn, are affected by general and economic conditions, monetary policies of the federal government,
including the Federal Reserve Board, legidativetax policies and governmenta budgetary matters. Most of theBank’s
loans are made in its market areas and are secured by real estate in its market areas. Lending activities are therefore
affected by activity in these red estate markets. The Bank does not engage in subprime lending activities targeted
towards borrowersin high risk categories. The Bank monitors and limits the amount of long-term fixed-rate lending
volume. Adjustable-rate loan products generally reduce interest rate risk but may produce higher loan losses in the
event of sustained rateincreases. The Bank retains most of theloansit originates, although the Bank generally sdlsits
longer-term, fixed-rate, one- to four-family residentia loans and sometimes buys and sells participations in some
commercial loans.

Loan Portfolio Analysis. Thefollowing table setsforth the year-end composition of the Bank’ sloan portfolioin dollar
amounts and as a percentage of the portfolio at the dates indicated.

2008 2007 2006 2005 2004
Percent Percent Percent Percent Percent
of of of of of

(Dollarsin millions) Amount  Total Amount  Tota Amount  Totd Amount  Tota Amount  Total
Residential mortgages $ 677.2 34 % $ 657.0 34 % $ 599.2 36 % $ 549.8 39 % $ 2352 28 %
Commercial mortgages 805.5 40 704.8 36 566.4 33 410.7 29 260.5 32
Commercial business 178.9 9 203.6 11 190.5 11 158.7 11 150.9 18
Total commercia loans 984.4 49 908.4 47 756.9 44 569.4 40 4114 50
Consumer 345.5 17 378.6 19 342.9 20 301.0 21 181.5 22
Total loans 2,007.1 100 % 1,944.0 100 % 1,699.0 100 % 1,420.2 100 %  828.1 100 %
Allowance for loan losses (22.9) (22.1) (19.4) (13.0) (9.3)
Net loans $1,984.2 $1,921.9 $ 1,679.6 $1,407.2 $ 818.8




Residential mortgages. The Bank offersfixed-rate and adjustable-rate residential mortgage loanswith maturities of up
to 30 years that are fully amortizing with monthly loan payments. Residential mortgages are generally underwritten
according to Fannie Mae and Freddie Mac guidelinesfor loansthey designateas“A” or “A-* (these arereferred to as
“conforming loans’). Private mortgageinsuranceisgenerally required for loanswith |oan-to-value ratiosin excess of
80%. The Bank aso originates loans above conforming loan amount limits, referred to as “jumbo loans,” which are
generally consistent with secondary market guidelines for these loans. The Bank does not offer subprime mortgage
lending programs, but may from time to time originate residential mortgage loans with FICO scores below 660, or
otherwise not consistent with conforming loan criteria, when merited by other underwriting considerations.

The Bank often sellsitsnewly originated fixed rate mortgages. It monitorsitsinterest rate risk position and sometimes
may decideto sell existing mortgage loansin the secondary mortgage market. During 2008, the Bank became approved
asadirect seller to Fannie Mag, retaining the servicing rights. The Bank may also sell loansto other secondary market
investors, either on aservicing retained or servicing released basis. The Bank sometimesoriginatesloansfor saletothe
FHA, VA, and state housing agency programs. As of year-end 2008, residential mortgage |oans serviced for others
totaled $111 million.

The Bank offers adjustable rate (*ARM") mortgages which do not contain interest-only or negative amortization
features. After aninitial term of six monthsto ten years, the rates on theseloans generally reset every year based upon
acontractual spread or margin abovetheaverageyield on U.S. Treasury securities. ARM loaninterest ratesmay riseas
interest ratesrise, thereby increasing the potential for default. At December 31, 2008, the Bank’ sARM portfoliototaled
$372 million.

The Bank originates loans to individuals for the construction and acquisition of persona residences. These loans
generally provide fifteen-month construction periods followed by a permanent mortgage loan, and follow the Bank’s
normal mortgage underwriting guidelines. Residential construction loans totaled $35 million at year-end 2008.

Commercial Mortgages. The Bank originates commercial mortgages on properties used for business purposes such as
small office buildings, industrial, healthcare, lodging, recreation, or retail facilities. This portfolio also includes
commercial 1-4 family and multifamily properties. L oans may generally be made with terms of up to 25 yearsand with
interest rates that adjust periodically (primarily from short-term to five years).

Berkshire Bank generally requires that borrowers have debt service coverageratios (the ratio of available cash flows
before debt serviceto debt service) of at least 1.25 times. Loans may be made up to 80% of appraised value. Generdlly,
commercial mortgages require personal guarantees by the principals. Credit enhancements in the form of additional
collateral or guarantees are normally considered for start-up businesses without a qualifying cash flow history.

Commercial mortgages generally involve larger principal amounts and a greater degree of risk than residential
mortgages. They a so often provide higher lending spreads. Because repayment is often dependent on the successful
operation or management of the properties, repayment of such loans may be affected by adverse conditionsin thereal
estate market or the economy. Berkshire Bank seeksto minimizetheserisksthrough strict adherenceto itsunderwriting
standards and portfolio management processes.

In 2008, the Bank began offering interest rate swapsto certain larger commercial mortgage borrowers. These swaps
allow the Bank to originate amortgage based on short-term LIBOR rates and allow the borrower to swap into alonger
termfixed rate. The Bank simultaneously sells an offsetting back-to-back swap to an investment grade national bank so
that it does not retain thisfixed-rate risk. The Bank aso records fee income on these interest rate swaps. In 2008, the
Bank also purchased oneinterest rate swap on afixed-rate tax-advantaged economic devel opment bond providedto a
local borrower, which is being accounted for as atrading security.

The Bank originates construction loans to builders and commercia borrowersin and around its markets. Theseloans
totaled $130 million, or 6% of the our total loan portfolio at year-end 2008. Construction loansfinancetheacquisition
and/or improvement of commercia and residential properties. The maximum loan to value limits for construction
loans generally follow FDIC supervisory limits, up to a maximum of 80%. The Bank commits to provide the
permanent mortgage financing on most of our construction loans on income-producing property. Advances on



construction loans are made in accordance with aschedule reflecting the cost of theimprovements. Construction loans
include land acquisition loans up to a maximum 65% loan to value on raw land.

Construction loans may have greater credit risk than permanent loans.  In many cases, the loan's repayment is
dependent on the completion of construction and other real estate improvements, which entailsrisk that construction
permits may be delayed or may not be received, or that there may be delays or cost overruns during construction.
Repayment is al so often dependent on the sale or rental of theimproved property, which depends on market conditions
and the availability of permanent financing. Developers and contractors may also encounter liquidity risks or other
risks related to other projects which are not being financed.

Commercial Business Loans. The Bank offers secured commercia term loans with repayment terms which are
normally limited to the expected useful life of the asset being financed, generally not exceeding seven years. Berkshire
Bank aso offers revolving loans, lines of credit, letters of credit, time notes and Small Business Administration
guaranteed loans. Businesslines of credit have adjustable rates of interest and are payable on demand, subject to annual
review and renewal.

Commercial lending policies regarding debt-service coverage ability and guarantees are similar to those which govern
commercial real estate lending. Commercia business loans are generally secured by a variety of collateral such as
accountsreceivable, inventory and equipment, and are generally supported by personal guarantees. L oan to vaueratios
depend on the collateral type and generally do not exceed 95% of the liquidation value of the collateral. Some
commercial loans may also be secured by liens on real estate. Berkshire Bank generally does not make unsecured
commercial loans.

Commercial loans are of higher risk and are made primarily on the basis of the borrower’ s ability to make repayment
from the cash flows of its business. Further, any collateral securing such loans may depreciate over time, may be
difficult to appraise and may fluctuatein value. The Bank givesadditional consideration to the borrower’ scredit history
and the guarantor’s capacity to help mitigate these risks. Commercial loans are often a central component of atotal
commercial banking relationship, and are therefore an important component of the Bank’ s lending activities.

Consumer Loans. TheBank’sconsumer loans consist principally of prime indirect automobile loans and home equity
loans. In 2008, the Company substantially ended the origination of new indirect automobileloans dueto its assessment
of credit and pricing conditionsin that market. The automobileloans have produced a higher loan charge-off ratethan
the Bank’ sother loan portfolios, which isviewed asnormal for this segment. Collections are more sensitive to changes
in borrower financial circumstances, and the collateral can depreciate or be damaged prior to repossession.
Additionally, collections are more subject to the limitations of federal and state laws. Automabile loans outstanding
totaled $135 million at year-end 2008.

The Bank’ s home equity lines of credit are typically secured by first or second mortgages on borrowers' residences.
Home equity lines have aninitial revolving period up to ten years, followed by an amortizing term up to fifteen years.
These loans are normally indexed to the prime rate. Home equity loans aso include amortizing fixed-rate second
mortgages with terms up to fifteen years. Lending policiesfor combined debt service and collateral coverage aresimilar
to those used for residential first mortgages, although underwriting verifications are more streamlined. The maximum
combined loan-to-value is 80%. Home equity line credit risks are similar to those of adjustable-rate first mortgages,
although these loans may be more sensitive to losses when interest rates arerising dueto increased sensitivity to rate
changes. Additionally, there may be possible compression of collateral coverage on second lien homeequity lines. The
Bank alsoincludes al other consumer loansin this portfolio total, including personal secured and unsecured loansand
overdraft protection facilities. Home equity and other loans outstanding at year-end 2008 totaled $211 million.

Maturity and Sensitivity of Loan Portfolio. The following table shows contractual final maturities of selected loan
categories at year-end 2008. The contractual maturities do not reflect premiums, discounts, and deferred costs, and do
not reflect prepayments.



Contractual Maturity OneYear Morethan One  More Than
(In thousands) or Less to Five Years Five Years Total

Construction mortgage loans:

Residential $ 22404 $ 12117 $ - $ 34,5521
Commercid 61,507 68,197 - 129,704
Commercial business loans 87,310 37,538 54,086 178,934
Total $ 171,221 $ 117,852 $ 54,086 $ 343,159

For the $172 million total of loans above which maturein morethan oneyear, $54 million of theseloans are fixed-rate
and $118 million are variable rate.

Loan Administration. Lending activities are governed by aloan policy approved by the Board' s Risk Management
Committee. Interna staff perform post-closing loan documentation review, quality control, and monitor commercial
loan administration. The lending staff assigns a risk rating to all commercial loans. Management employs an
independent third party to review the risk ratings of the majority of commercial loan balances.

The Bank’s lending activities follow written, non-discriminatory underwriting standards and loan origination
procedures established by the Board's Risk Management Committee and management. The Risk Management
Committee has approved individua and combined lending approval authorities up to specified limits for loans with
certain risk ratings. Management’ s Executive Loan Committeeisresponsiblefor commercid |oan approval above $5
million and residential mortgage approval above $2 million.

The Bank’ slending activities are conducted by its salaried and commissioned |oan personnel. From timeto time, the
Bank will purchase wholeloans or participationsin loans. Theseloans are underwritten according to Berkshire Bank’ s
underwriting criteriaand procedures and are generally serviced by the originating lender under terms of the applicable
participation agreement. The Bank from time to time will sell or securitize residential mortgages in the secondary
market based on prevailing market interest rate conditions and an analysis of the composition and risk of the loan
portfolio, the Bank’ sinterest raterisk profile and liquidity needs. The Bank sellsalimited number of commercial loan
participations on anon-recourse basis. The Bank issues|oan commitmentsto its prospective borrowers conditioned on
the occurrence of certain events. Loan origination commitments are made in writing on specified terms and conditions
and are generally honored for up to sixty days from approval; some commercial commitments are made for longer
terms. Total lending commitments, including lines and letters of credit, were $438 million at year-end 2008.

Theloan policy sets certain limits on concentrations of credit and requires periodic reporting of concentrationsto the
Risk Management Committee. Loans outstanding to the ten largest relationships were 81% of risk based capital at
year-end 2008. Total year-end commercial construction loans outstanding were 52% of the Bank’ srisk based capital at
year-end, and total commercial mortgage outstandings (including certain owner-occupied loans) were estimated at
247% of risk based capital. The FDIC has established monitoring guidelines of 100% and 300% for these ratios,
respectively. Above these guidelines, additional monitoring and risk management controls are required. The
commercial construction and devel opment loans primarily involve residential and condominium construction projects.
Additionally, the Bank finances construction of lodging, leisure, and retail properties. For the majority of theseloans,
the Bank provides permanent or semi-permanent financing after the construction period.

Problem Assets. The Bank prefersto work with borrowersto resolve problems rather than proceeding to foreclosure.
For commercia loans, thismay result in aperiod of forbearance or restructuring of theloan. For residential mortgage
loans, the Bank generaly follows FDIC guidelines to attempt a restructuring that will enable an owner-occupant to
remain in their home. However, if these processes fail to result in a performing loan, then the Bank generally will
initiate foreclosure or other proceedings no later than the 90" day of a delinquency, as necessary, to minimize any
potential loss. Management reports to the Board of Directors quarterly delinquent loans and nonperforming assets.
Loans are generally removed from accruing status when they reach 90 days delinquent, except for certain loanswhich
are well secured and in the process of collection. Delinquent automobile loans are maintained on accrua until they
reach 120 days delinquent, and then they are generally charged-off. Interest income that would have been recorded for



2008 had nonaccruing loans been current according to their original terms, amounted to $0.9 million. The amount of
interest income on those loans that was included in net income in 2008 was $0.1 million.

Red estate acquired by Berkshire Bank asaresult of loan collectionsisclassified asrea estate owned until sold. When
property isacquired it isrecorded at fair market val ue less estimated selling costs at the date of foreclosure, establishing
anew cost basis. Holding costs and decreases in fair value after acquisition are expensed. At year-end 2008, total
foreclosed real estate was $0.5 million

The following table sets forth additional information on year-end problem assets and accruing troubled debt
restructurings.

(Dallarsin thousands) 2008 2007 2006 2005 2004
Nonaccruing loans:

Residential mortgages $ 1,646 $ 726 % 15 $ 261 $ 327
Commercial mortgages 7,738 5177 308 271 147
Commercial business 1,921 4,164 7,203 553 523
Consumer 866 441 66 101 155
Tota nonperforming loans 12,171 10,508 7,592 1,186 1,152
Resal estate owned 498 866 - - -
Tota nonperforming assets $ 12,669 $ 11374 $ 7592 $ 1,186 $ 1,152
Troubled debt restructurings (accruing) $ 7,456 $ 4613 $ 5,268 $ 1234 $ 510
Accruing loans 90+ days past due 923 823 281 110 65
Total nonperforming loang/total loans 0.61% 0.54% 0.45% 0.08% 0.14%
Total nonperforming assets/total assets 0.48% 0.45% 0.35% 0.06% 0.09%

Asset Classification and Delinquencies. The Bank performs an interna analysis of its loan portfolio and assets to
classify such loans and assets similar to the manner in which such loans and assets are classified by thefederal banking
regulators. Therearefour classificationsfor loanswith higher than normal risk: loss, doubtful, substandard and specid
mention. An asset classified as“Loss’ isnormally fully charged-off. “ Substandard” assets have one or more defined
weaknesses and are characterized by the distinct possibility that the insured institution will sustain some loss if the
deficiencies are not corrected. “Doubtful” assets have the weaknesses of substandard assets with the additional
characteristic that the weaknesses make collection or liquidation in full on the basis of currently existing facts,
conditions and values questionable, and there is a high possibility of loss. Assets that do not currently expose the
insured institution to sufficient risk to warrant classification in one of the aforementioned categories but possess
weaknesses are designated “ Special Mention.”

At year-end 2008, there were no loan balances classified asloss. The balance of loans classified as doubtful was $1
million. Loansclassified as substandard totaled $82 million, including $73 million of accruing balancesand $9 million
of non-accruing balances. Please seethe additional discussion of hon-accruing and potential problemloansin ltem 7.
Loans rated special mention totaled $67 million at year-end 2008.

Allowance for Loan Losses. Berkshire Bank maintains an allowance for loan losses to absorb losses inherent in the
loan portfolio. The allowance represents management’ s estimate of inherent lossesthat are probable and estimable as of
the date of the financia statements. The alowance includes a specific component for impaired loans, a general
component for pools of outstanding loans and an unallocated component for estimated model imprecision.

The loan portfolio and other credit exposures are regularly reviewed by management to evaluate the adequacy of the
allowancefor loan losses. The methodol ogy for ng the appropriateness of the allowance includes comparison to
actual losses, peer group comparisons, industry data and economic conditions. In addition, management employs an
independent third party to perform an annual review of the risk ratings of al of Berkshire Bank’s commercial loan
relationships exceeding $1 million, all material credits on Berkshire Bank’ swatch list or classified as substandard, and



arandom sampling of new loans.

In ng the allowancefor loan losses, lossfactors are applied to various pool s of outstanding loans. Lossfactorsare
based on management’ s judgment of lossesinherent in the portfolio, including past loan loss experience, known and
inherent risksin the nature and volume of the portfolio, information about specific borrower situations and estimated
collateral values and economic conditions. The loss factors may be adjusted for significant factors that, in
management’ s judgment, affect the losses inherent in the portfolio as of the evaluation date. Generally, nonaccruing
commercial loans are deemed impaired and evaluated for specific valuation allowances. Berkshire Bank primarily
segregates the loan portfolio according to the primary loan types: residential mortgages, commercial mortgages
(including a pool for commercial construction loans), commercial business loans, auto loans, and home equity loans.
Reserves are assigned to impaired loans, and thisis normally based on the fair value of collateral since most impaired
loans are deemed to be collateral dependent.

In addition, management assesses the alowance using factors that cannot be associated with specific credit or loan
categories. These factors include management’ s subjective evaluation of local and national economic and business
conditions, portfolio concentrations, and changes in the character and size of the loan portfolio. The allowance
methodol ogy includes an unallocated amount due to the imprecision necessarily inherent in estimates of expected credit
losses.

Although management believes that it uses the best information available to establish the allowance for loan losses,
future adjustments to the allowance for loan losses may be necessary and results of operations could be adversely
affected if circumstances differ substantially from the assumptions used in making its determinations. Because the
estimation of inherent losses cannot be made with certainty, there can be no assurance that the existing allowance for
loan losses is adequate or that increases will not be necessary should the quality of any loan or loan portfolio category
deteriorate as aresult of the factors discussed above. Additionally, the regulatory agencies, asan integral part of their
examination process, also periodically review Berkshire Bank’ s allowancefor loan |osses. Such agencies may require
Berkshire Bank to make additional provisions for estimated losses based upon judgments different from those of
management. Any material increasein the allowance for |oan losses may adversely affect Berkshire Bank’ sfinancial
condition and results of operations.
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The following table presents an analysis of the allowance for loan losses for the years indicated.

(Dollarsin thousands) 2008 2007 2006 2005 2004
Balance at beginning of year $ 22,116 $ 19,370 $ 13,001 $ 9337 $ 8,969
Charged-off loans:

Residential mortgages 143 110 27 - -
Commercial mortgages 1,384 - - - 138
Commercia business 884 4,850 461 432 218
Consumer 2,031 1,416 1,288 1,110 1,846
Total charged-off loans 4,442 6,376 1,776 1,542 2,202
Recoveries on charged-off loans:

Commercia mortgages 100 - - - -
Commercia business 290 13 43 55 296
Consumer 264 356 667 517 709
Total recoveries 654 369 710 572 1,005
Net |oans charged-off 3,788 6,007 1,066 970 1,197
Allowance attributed to loans acquired by merger - 4,453 - 3,321 -
Provision for loan losses 4,580 4,300 7,860 1,313 1,565
Transfer of commitment reserve - - (425) - -
Allowance for loan losses, balance at end of year $ 22,908 $ 22,116 $ 19,370 $ 13,001 $ 9337
Ratios:

Net loans charged-off/average total loans 0.19 % 034 % 0.07 % 0.08 % 0.15 %
Recoveries/charged-off |oans 14.72 5.79 39.98 37.09 45.64
Net loans charged-off/allowance for loan losses 16.54 27.16 5.50 7.46 12.82
Allowance for loan losses/totd loans 114 114 114 0.92 113
Allowance for loan losses/nonperforming loans 1.88 x 210 x 255 x 10.96 x 8.11 x

The following table presents year-end data for the approximate allocation of the allowance for loan losses by loan
categories at the dates indicated and the percentage of loans in each category (including an apportionment of the
unallocated amount). Management believes that the allowance can be alocated by category only on an approximate
basis. The alocation of the allowance to each category is not indicative of futurelosses and does not restrict the use of
any of the allowance to absorb losses in any category.

2008 2007 2006 2005 2004
Percent of Percent of Percent of Percent of Percent of
Loans Loans Loans Loans Loans
in Each in Each in Each in Each in Each

Amount Category to Amount Category to Amount Category to Amount Category to Amount  Category to
(Doallarsinthousands)  Allocated Total Loans  Allocated Total Loans  Allocated Total Loans  Allocated Total Loans  Allocated Total Loans

Residential mortgages $ 2,006 34 % $ 2028 34 % $ 1845 36 % $ 1,649 39 % $ 435 28 %
Commercial mortgages 13,539 40 12,040 36 9,939 33 5,933 29 3,828 32
Commercia business 4,184 9 5,787 11 5,199 11 3,517 11 3,344 18
Consumer 3,179 17 2,261 19 2,387 20 1,902 21 1,730 22
Total $ 22,908 100 % $ 22,116 100 % $ 19,370 100 % $ 13,001 100 % $ 9,337 100 %

INVESTMENT SECURITIESACTIVITIES

The securities portfolio provides cash flow and liquidity to protect the safety of customer deposits. Theportfolioisalso
used to manage interest rate risk and to earn a reasonable return on investment. Investment decisions are made in
accordance with the Bank’s investment policy and include consideration of risk, return, duration, and portfolio
concentrations. Day-to-day oversight of the portfolio restswith the Chief Financial Officer and the Assistant Treasurer.
The Asset/Liability Committee meets monthly and reviewsinvestment strategies. The Risk Management Committee of
the Board of Directors reviews al securities transactions and provides general oversight of the investment function.

The Bank hashistorically maintained ahigh-quality portfolio of limited duration mortgage-backed securities, together

with aportfolio of municipal bondsincluding nationa and local issuersand loca economic devel opment bondsissued

to non-profit organizations. Nearly al of the mortgage-backed securities areissued by Fannie Mae or Freddie Mac,
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and they generally have an average duration of two to four years. They principally consist of collateralized mortgage
obligation PACs and hybrid ARM pass-through securities. Other than securitiesissued by Fannie Mae and Freddie
Mac, no other issuer concentrations exceeding 10% of stockholders’ equity existed at year-end 2008. The municipal
portfolio providestax-advantaged yield, and theloca economic development bondswere originated by the Company to
areaborrowers. All of the Bank’ savailablefor sale municipal securitiesareinvestment graderated. Over 85% of these
securities have underlying ratings of A of better based on the issuer; over 90% of the portfolio also carries credit
enhancement protection. Other corporate bondsinclude financial ingtitution trust preferred bondstotaling $6 million,
other financial institution bonds totaling $13 million, and other high grade corporate bonds totaling $2 million. The
Bank owns $21 million of equity in the Federal Home Loan Bank of Boston (“FHLBB”). Thisinvestmentisbased on
the operating relationship with the FHLBB and historically has paid dividends based on current money market rates. It
is carried on the cost basis since the FHLBB is expected to repurchaseit at cost if the Bank terminates the operating
relationship. Dueto stressesin the U.S. financia system, the Federal Home Loan Banks are expected to reduce their
dividends in 2009 and may need to consider other capital strategiesin order to maintain their safety and soundness.
During 2008, the Bank entered into an interest rate swap against a$15 million economic development bond issued to a
local non-profit organization, and as a result this security is carried as a trading account security. None of the
Company’ sinvestment securities were other than temporarily impaired at year-end, and the Bank did not record any
material losses or write-downs of investment securities during the year. The following table presents the year-end
amortized cost and fair value of Berkshire Bank’ s securities, by type of security, for the years indicated.

2008 2007 2006
Amortized Fair Amortized Fair Amortized Fair
(In thousands) Cost Value Cost Value Cost Vaue
Availablefor sale securities
Municipal bonds and obligations $ 76843 $ 75,414 $ 74223 $ 75,186 $ 6378 $ 64,503

Mortgage-backed securities 174,896 176,978 103,387 104,518 85,102 84,334
Other bonds and obligations 24,341 20,889 15,601 15,265 20,392 20,439
Equity securities 1,177 1,099 793 952 878 1,121

Total available for sale securities $ 277257 $ 274,380 $ 194004 $ 195921 $ 170,160 $ 170,397

Held to maturity securities
Municipal bonds and obligations $ 25066 $ 25,926 $ 36981 % 37,233 $ 35572 % 35,286
Mortgage-backed securities 806 803 2,475 2,456 4,396 4,400

Total held to maturity securities $ 25872 % 26,729 $ 39456 $ 39,689 $ 3998 $ 39,686
15000 $ 18,144 $ - $ - $ - %
Restricted equity securities $ 23120 $ 23,120 $ 23120 $ 23,120 $ 23809 $ 23,809

Trading account security

©*»

The following table summarizes year-end 2008 amortized cost, weighted average yields and contractual maturities of
debt securities available for sale and held to maturity. Yieldsare stated on abook basis (not fully taxable equivalent).
Mortgage backed securities may mature sooner due to planned amortization class bonds.

More than One More than Five Y ears
One Year or Less Y ear to Five Years to Ten Years Morethan Ten Years Tota
Weighted Weighted Weighted Weighted Weighted
Amortized Average  Amortized Average Amortized Average  Amortized Average  Amortized Average
(Dollarsin millions) Cost Yield Cost Yield Cost Yield Cost Yield Cost Yield
Municipal bonds and obligations $ 10.0 283 % $ 5.1 362 % $ 266 282 % $ 60.2 439 % $ 1019 3.79 %
Mortgage-backed securities 0.5 3.30 8.9 331 259 5.25 140.4 4.69 175.7 4.70
Other bonds and obligations - - 11.8 6.24 3.0 5.18 9.5 5.25 24.3 5.72
Tota $ 105 286 % $ 258 471 % $ 555 408 % $ 210.1 463 % $ 3019 447 %

DEPOSIT ACTIVITIESAND OTHER SOURCES OF FUNDS

Depositsare the major source of fundsfor Berkshire Bank’ slending and investment activities. Deposit accountsarethe
primary product and serviceinteraction with the Bank’ scustomers. The Bank servespersonal, commercial, non-profit,
and municipal deposit customers. Most of the Bank’ s deposits are generated from the areas surrounding its branch
offices. The Bank offers awide variety of deposit accounts with arange of interest rates and terms. The Bank also
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periodically offers promotional interest rates and termsfor limited periods of time. Berkshire Bank’ s deposit accounts
consist of interest-bearing checking, noninterest-bearing checking, regular savings, money market savings and time
certificates of deposit. The Bank emphasizes its transaction deposits — checking and NOW accounts for personal
accounts and checking accounts promoted to businesses. These accounts have thelowest margina cost tothe Bank and
are aso often a core account for a customer relationship. The Bank offers a courtesy overdraft program to improve
customer service, and also provides debit cards and other electronic fee producing payment services to transaction
account customers. The Bank is promoting remote deposit capture devices so that commercial accounts can make
deposits from their place of business. Money market accounts have increased in popularity dueto their interest rate
structure. Savings accounts include traditional passbook and statement accounts. The Bank’ s time accounts provide
maturities from three months to ten years. Additionally, the Bank offers a variety of retirement deposit accounts to
personal and business customers. Deposit service fee income also includes other miscellaneous transaction and
convenience services sold to customers through the branch system as part of an overal service relationship.

The Bank offers 100% insurance on all deposits as a result of a combination of insurance from the FDIC and the
M assachusetts Depositors Insurance Fund, a mutual insurance fund sponsored by Massachusetts-chartered savings
banks. This provides a competitive advantage compared to banks which do not offer this insurance. In the fourth
quarter of 2008, the FDIC temporarily increased itsinsurance limits from $100 thousand per person to $250 thousand
per person. Additionally, the FDIC optionally offered unlimited insurance on most categories of transaction deposit
accounts, and the Bank opted to participate in this program. These higher FDIC insurance amounts currently have a
targeted expiration of year-end 2009.

Thefollowing table presentsinformation concerning average bal ances and weighted averageinterest rateson Berkshire
Bank’ s interest-bearing deposit accounts for the years indicated.

2008 2007 2006

Percent Percent Percent

of Total Weighted of Total Weighted of Total Weighted

Average  Average Average Average  Average Average Average Average Average

(Dollarsin millions) Balance  Deposits Rate Balance  Deposits Rate Balance Deposits Rate
Demand $ 2252 12 % - % $ 1904 12 % - % $ 1745 12 % - %
NOwW 200.1 11 0.75 157.9 10 1.46 137.8 9 1.09
Money market 464.9 25 215 339.2 21 3.60 284.4 19 341
Savings 216.4 12 0.74 201.6 13 1.09 210.6 14 0.90
Time 7254 40 3.94 714.1 44 4.75 651.7 46 4.28
Total $ 1,832.0 100 % 228 % $ 1,603.2 100 % 316 % $ 1,459.0 100 % 281 %

At year-end 2008, Berkshire Bank had time deposit accountsin amounts of $100 thousand or more maturing asfollows:

Weighted

Average
Maturity Period Amount Rate
(Dallarsin thousands)
Three months or less $ 56,422 318 %
Over 3 months through 6 months 35,338 3.14
Over 6 months through 12 months 102,815 348
Over 12 months 157,088 4.18
Total $ 351,663 371 %

The Bank also uses borrowings from the FHLBB as an additional source of funding, particularly for daily cash
management and for funding longer duration assets. FHLBB advances also provide more pricing and option
aternatives for particular asset/liability needs. The FHLBB functions as a central reserve bank providing credit for
member institutions. Asan FHLBB member, Berkshire Bank isrequired to own capital stock of theFHLBB. FHLBB
borrowings are secured by a blanket lien on most of the Bank’ s mortgage |oans and mortgage-rel ated securities, aswell
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as certain other assets. Advances are made under severa different credit programs with different lending standards,
interest rates, and range of maturities.

The Company maintainsa$15 million line of credit, which was unused at year-end 2008. The holding company also
has outstanding bank term loanstotaling $17 million and a$15 million trust preferred debenture. Theholding company
also issued common stock and preferred stock in 2008.

DERIVATIVE FINANCIAL INSTRUMENTS

In 2008, the Company began using interest rate swap instrumentsfor its own account and a so offering them for saleto
commercial customers for their own accounts. Previoudly, the only derivative financial instruments used by the
Company were mortgage banking related commitments, and interest rate swaps owned asaresult of the acquisition of
another bank in 2005. At year-end 2008, the Company had $243 million in the gross notional amount of interest rate
swaps outstanding. The Company developed apolicy for managing itsderivative financial instruments, and the policy
and program activity are overseen by the Risk Management Committee of the Board of Directors. Swap counterparties
arelimited to aselect number of national financial institutions and commercial borrower customers. Collateral may be
required based on financial condition tests. The Company works with athird-party firm which assistsin marketing
swap transactions, documenting transactions, and providing information for bookkeeping and accounting purposes.

WEALTH MANAGEMENT SERVICES

The Bank’ s Asset Management/Trust Group provides consultative investment management and trust relationshipsto
individua s, businesses, and institutions, with an emphasis on personal investment management. The Group hasbuilta
track record over more than a decade with its dedicated in-house investment management team. At year-end 2008,
assets under management totaled $670 million. Specialized wealth management services offered include investment
management, trust administration, estate planning, and private banking. The Group providesafull line of investment
products, financial planning, and brokerage services utilizing Commonwealth Financial Network asthe broker/dedler.
In January 2008, the Group expanded into the Albany areawith the acquisition of the Center for Financial Planning.

INSURANCE

Berkshire Insurance Group isone of thelargest and fastest growing insurance agenciesin Western Massachusetts. As
an independent insurance agent, it represents a carefully selected group of financially sound, reputable insurance
companies offering attractive coverage at competitive prices. When thereisaloss, Berkshire Insurance Group works
with its customersto assurethat claims are processed fairly and promptly. The Group offersafull line of personal and
commercial property and casualty insurance. It dso offersemployee benefitsinsurance and afull line of persona life,
health, and financia servicesinsurance products. The executive team draws on over 175 years of independent agency
management and sales experience and manages a combined sales force of fifteen agents. Berkshire Insurance Group
sells dl lines of insurance in Western Massachusetts, Southern Vermont, Upstate New York and Northwestern
Connecticut. The Group operates afocused cross-sell program of insurance and banking products through all offices
and branches of Berkshire Bank.

PERSONNEL

At year-end 2008, the Company had 610 full-time equivaent employees, representing an increase of 50 from 560 at
year-end 2007. Thisgrowth was primarily dueto afirst quarter Asset Management acquisition of Center for Financial
Planning, as well asincreased headcount in our Insurance Group, Risk Management and Commercial Lending areas.
Y ear-end personnel included 100 full-time equivaent employeesin Berkshire Insurance Group and 510 in the Bank.
The employees are not represented by a collective bargaining unit and the Bank will strive to continue its strong
relationship with its employees.

SUBSIDIARY ACTIVITIES

Berkshire Hills Bancorp, Inc. wholly ownsthree active subsidiaries. Berkshire Bank, Berkshire Insurance Group, Inc.,
and Berkshire Hills Capital Trust |. The capital trust subsidiary was created under Delaware law in 2005 to facilitate
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the issuance of trust preferred securities. Berkshire Insurance Group, Inc. is incorporated in Massachusetts. It was
contributed to the Company by the Bank in October, 2006 in conjunction with insurance agency purchases, and was
previoudly discussed under “ Insurance”. The Company also owns one dormant Massachusetts subsidiary, Berkshire
Hills Technology, Inc., which discontinued operations in 2004.

Berkshire Bank isaM assachusetts chartered savings bank which wholly ownsfive subsidiaries. The Bank ownsthree
subsidiaries which are qualified as “securities corporations’ for Massachusetts income tax purposes. North Street
Securities Corporation, Woodland Securities, Inc., and Gold Leaf Securities Corporation. Berkshire Bank also owns
Berkshire Bank Municipal Bank, chartered in the state of New York. Additionally, the Bank owns the inactive
subsidiary, Berkshire Financial Planning, Inc., which ceased offering brokerage servicesin 2004. Except for Berkshire
Bank Municipal Bank, all subsidiaries of Berkshire Bank are incorporated in Massachusetts.

During 2007, the Company acquired Factory Point Bancorp, Inc. Between the acquisition date and the end of 2007, all
of the Factory Point subsidiaries were merged into existing Berkshire Hills entities. During 2005, the Company
acquired Woronoco Bancorp. Between the acquisition date and the end of 2005, all of the Woronoco subsidiarieswere
merged into existing Berkshire Hills entities, except for Woronoco Insurance Group, Inc., which was acquired by
Berkshire Bank and renamed Berkshire Insurance Group, Inc.

SEGMENT REPORTING

The Company hastwo reportabl e operating segments, Banking and Insurance, which are delineated by the consolidated
subsidiaries of Berkshire Hills Bancorp. Banking includesthe activities of Berkshire Bank and its subsidiaries, which
provide commercial and personal banking services. Insurance includes the activities of Berkshire Insurance Group,
which provides commercial and personal insurance services. The only other consolidated financial activity of the
Company isthe Parent, which consists of the transactions of Berkshire HillsBancorp. For moreinformation about the
Company’ sreportable operating segments, see the Segments note in thefinancia statements, Item 8 of thisForm 10-K.

REGULATION AND SUPERVISION

The following discussion describes elements of an extensive regulatory framework applicable to savings and loan
holding companies and banks and specific information about Berkshire Hills and its subsidiaries. Federal and state
regulation of savings banks and their holding companies is intended primarily for the protection of depositors and
deposit insurance funds rather than for the protection of stockholders and creditors.

General

Berkshire Bank is a Massachusetts-chartered stock savings bank and wholly-owned subsidiary of Berkshire Hills, a
Delaware corporation and savings and loan hol ding company registered with the Office of Thrift Supervison (“OTS’).
Berkshire Bank’ sdepositsare insured up to applicable limits by the Federal Deposit Insurance Corporation (“FDIC")
and by the Depositors Insurance Fund of Massachusetts for amountsin excess of the FDIC insurance limits. Berkshire
Bank is subject to extensive regulation by the Massachusetts Commissioner of Banks (the “Commissioner”) as its
chartering agency, and by the FDIC, as its deposit insurer. Berkshire Bank is required to file reports with the
Commissioner and the FDIC concerning its activities and financia condition in addition to obtaining regulatory
approvals prior to entering into certain transactions such as mergerswith, or acquisitions of, other savingsingtitutions.
The Commissioner and the FDIC conduct periodic examinations to test Berkshire Bank’ s safety and soundness and
compliance with various regulatory requirements. As asavings and loan holding company, Berkshire Hillsisrequired
by federal law to file reports with, and otherwise comply with the rules and regulations of, the OTS. The regulatory
structure gives the regulatory authorities extensive discretion in connection with their supervisory and enforcement
activities and examination policies, including policieswith respect to the classification of assets and the establishment
of adequate loan loss reserves for regulatory purposes. Any change in such regulatory requirements and policies,
whether by the Commissioner, the Massachusetts legidature, the FDIC, the OTS or Congress, could have a material
adverse impact on Berkshire Hills, Berkshire Bank and their operations.

Certain regulatory requirements applicable to Berkshire Bank and to Berkshire Hills are referred to below or
elsewhere herein. The description of statutory provisions and regulations applicable to savingsinstitutions and their
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holding companies set forth in this Form 10-K does not purport to be a complete description of such statutes and
regulations and their effects on Berkshire Bank and Berkshire Hills and is qualified in its entirety by reference to the
actual laws and regulations.

M assachusetts Banking L aws and Supervision

General. As a Massachusetts-chartered savings bank, Berkshire Bank is subject to supervision, regulation and
examination by the Commissioner and to various Massachusetts statutes and regul ations which govern, among other
things, investment powers, lending and deposit-taking activities, borrowings, maintenance of surplus and reserve
accounts, distribution of earnings and payment of dividends. In addition, Berkshire Bank is subject to Massachusetts
consumer protection and civil rights laws and regulations. The approval of the Commissioner is required for a
M assachusetts-chartered bank to establish or close branches, mergewith other financial institutions, organize aholding
company, issue stock and undertake certain other activities.

Massachusetts regulations generally alow Massachusetts banks to engage in activities permissible for federally
chartered banks or banks chartered by another state. The Commissioner has adopted procedures reducing regulatory
burdens and expense and expediting branching by well-capitalized and well-managed banks.

Dividends. A Massachusetts stock bank may declare from net profits cash dividends not more frequently than quarterly
and non-cash dividends at any time. No dividends may be declared, credited or paid if the bank’s capital stock is
impaired. The approva of the Commissioner is required if the total of al dividends declared in any calendar year
exceeds thetotal of its net profits for that year combined with its retained net profits of the preceding two years. Net
profitsfor this purpose meansthe remainder of al earningsfrom current operations plus actual recoveriesonloansand
investments and other assets after deducting from thetotal thereof all current operating expenses, actual losses, accrued
dividends on preferred stock, if any, and all federal and state taxes.

Loansto OneBorrower Limitations. Massachusetts banking law grants broad lending authority. However, with certain
limited exceptions, total obligations of one borrower to abank may not exceed 20.0% of thetotal of the bank’ s capital,
which isdefined under Massachusettslaw asthe sum of the bank’ scapital stock, surplusaccount and undivided profits.

Loansto a Bank’s|nsiders. The Massachusetts banking laws prohibit any executive officer, director or trustee from
borrowing, otherwise becoming indebted, or becoming liablefor aloan or other extension of credit by such bank to any
other person, except for any of the following loans or extensions of credit: (i) loans or extensions of credit, secured or
unsecured, to an officer of the bank in an amount not exceeding $100,000; (ii) |oans or extensions of credit intended or
secured for educationa purposes to an officer of the bank in an amount not exceeding $200,000; (iii) loans or
extensionsof credit secured by amortgage on residential real estate to be occupied in whole or in part by the officer to
whom the loan or extension of credit is made, in an amount not exceeding $750,000; and (iv) loans or extensions of
credit to a director or trustee of the bank who is not aso an officer of the bank in an amount permissible under the
bank’ s loan to one borrower limit.

The loans listed above require approva of the majority of the members of Berkshire Bank’s Board of Directors,
excluding any member involved in the loan or extension of credit. No such loan or extension of credit may be granted
with aninterest rate or other termsthat are preferential in comparison to loans granted to persons not affiliated with the
savings bank.

I nvestment Activities. In general, Massachusetts-chartered savings banks may invest in preferred and common stock of
any corporation organized under the laws of the United States or any state provided such investments do not involve
control of any corporation and do not, in the aggregate, exceed 4.0% of the bank’ s deposits. M assachusetts-chartered
savings banks may in addition invest an amount equal to 1.0% of their depositsin stocks of Massachusetts corporations
or companieswith substantial employment in Massachusettswhich have pledged to the Commissioner that such monies
will be used for further devel opment within the Commonwealth. However, these powersare constrained by federal law.
See “ —Federal Regulations— nvestment Activities” for federa restrictions on equity investments.

Regulatory Enforcement Authority. Any Massachusetts-chartered bank that does not operatein accordance with the
regulations, policies and directives of the Commissioner may be subject to sanctions for non-compliance, including
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seizure of the property and business of the bank and suspension or revocation of its charter. The Commissioner may
under certain circumstances suspend or remove officers or directors who have violated the law, conducted the bank’ s
business in a manner which is unsafe, unsound or contrary to the depositors interests or been negligent in the
performance of their duties. In addition, upon finding that abank has engaged in an unfair or deceptive act or practice,
the Commissioner may issue an order to cease and desist and impose a fine on the bank concerned. Finally,
M assachusetts consumer protection and civil rights statutes applicable to Berkshire Bank permit privateindividua and
class action law suits and provide for the rescission of consumer transactions, including loans, and the recovery of
statutory and punitive damage and attorney’ s fees in the case of certain violations of those statutes.

Depositorsinsurance Fund. All Massachusetts-chartered savings banks are required to be members of the Depositors
Insurance Fund, a corporation that insures savings bank depositsin excess of federal deposit insurance coverage. The
Depositors Insurance Fund is authorized to charge savings banks an annual assessment of up to 1/50th of 1.0% of a
savings bank’ s deposit balances in excess of amounts insured by the FDIC.

M assachusetts has other statutes or regulations that are similar to the federal provisions discussed below.
Federal Regulations

Capital Requirements. Under FDIC regulations, federally insured state-chartered banks that are not members of the
Federal Reserve System (“ state non-member banks"), such as Berkshire Bank, are required to comply with minimum
leverage capital requirements. For an institution determined by the FDIC to not be anticipating or experiencing
significant growth and to be in general a strong banking organization, rated composite 1 under the Uniform Financial
Institutions Rating System established by the Federa Financia Institutions Examination Council, the minimum capital
leveragerequirement isaratio of Tier 1 capital to total average assets (as defined) of 3%. For all other institutions, the
minimum leverage capital ratio is not less than 4%. Tier 1 capital is the sum of common stockholders’ equity,
noncumulative perpetua preferred stock (including any related surplus) and minority investments in certain
subsidiaries, less intangible assets (except for certain servicing rights and credit card relationships) and certain other
items. Berkshire Bank must also comply with the FDIC risk-based capital guidelines. The FDIC guidelinesrequire state
non-member banks to maintain certain levels of regulatory capital in relation to regulatory risk-weighted assets. Risk-
based capital ratios are determined by allocating assets and specified off-balance sheet items to four risk-weighted
categories ranging from 0% to 100%, with higher levels of capital being required for the categories perceived as
representing greater risk.

State non-member banks must maintain aminimum ratio of total capital to risk-weighted assets of at least 8%, of which
at least one-half must be Tier 1 capital. Total capital consists of Tier 1 capital plus Tier 2 or supplementary capital
items, which include allowances for loan losses in an amount of up to 1.25% of risk-weighted assets, cumulative
preferred stock, a portion of the net unrealized gain on equity securities and other capital instruments. Theincludable
amount of Tier 2 capital cannot exceed the amount of the ingtitution’s Tier 1 capital.

Asasavings and loan holding company regulated by the OTS, Berkshire Hillsis not subject to any separate regulatory
capital requirements. Berkshire Bank’ sregulatory capital isincluded in the Stockholders' Equity note of the Company’s
financial statements in Item 8 of this report. At December 31, 2008, Berkshire Bank met each of its capital
requirements.

I nterstate Banking and Branching. Federa law permits abank, such as Berkshire Bank, to acquire an institution by
merger in a state other than Massachusetts unless the other state has opted out. Federal law also authorizes de novo
branching into another state if the host state enacts a law expressly permitting out of state banks to establish such
branches within its borders. Berkshire Bank operates branchesin New Y ork and Vermont. At itsinterstate branches,
Berkshire Bank may conduct any activity that is authorized under Massachusetts law that is permissible either for a
savingsbank chartered in that state (subject to applicable federal restrictions) or abranch in that state of an out-of-state
nationa bank. The New Y ork State Superintendent of Banksand the Vermont Commissioner of Banking and Insurance
may exercise certain regulatory authority over the Bank’s New Y ork and Vermont branches.

Prompt Corrective Regulatory Action. Federal law requires, among other things, that federal bank regulatory
authoritiestake “ prompt corrective action” with respect to banksthat do not meet minimum capital requirements. For
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these purposes, the law establishes three categories of capital deficient institutions: undercapitalized, significantly
undercapitalized and critically undercapitalized.

The FDIC has adopted regulationsto implement the prompt corrective action legidation. Aninstitution isdeemed to be
“well capitalized” if it has atotal risk-based capital ratio of 10% or greater, aTier 1 risk-based capital ratio of 6% or
greater, and aleverageratio of 5% or greater. Aningtitutionis* adequately capitalized” if it hasatotd risk-based capital
ratio of 8% or greater, aTier 1 risk-based capital ratio of 4% or greater and generally aleverage ratio of 4% or greater.
Aninstitution is“undercapitalized” if it has atotal risk-based capital ratio of lessthan 8%, aTier 1 risk-based capital
ratio of less than 4%, or generaly a leverage ratio of less than 4% (3% or less for ingtitutions with the highest
examination rating). An institution is deemed to be “ significantly undercapitalized” if it has atotal risk-based capital
ratio of lessthan 6%, aTier 1 risk-based capital ratio of lessthan 3%, or aleverageratio of lessthan 3%. Aninstitution
isconsidered to be “critically undercapitalized” if it hasaratio of tangible equity (as defined in the regulations) to total
assetsthat isequal to or lessthan 2%. Asof December 31, 2008, Berkshire Bank met the conditionsto beclassified asa
“well capitalized” institution.

“Undercapitalized” banks must adhere to growth, capital distribution (including dividend) and other limitationsand are
required to submit a capital restoration plan. No institution may make a capital distribution, including payment as a
dividend, if it would be “undercapitalized” after the payment. A bank’s compliance with such plansisrequired to be
guaranteed by its parent holding company in an amount equal to the lesser of 5% of the institution’ stotal assetswhen
deemed undercapitalized or the amount heeded to comply with regulatory capital requirements. If an “ undercapitalized”
bank fails to submit an acceptable plan, it is treated as if it is “significantly undercapitalized.” “Significantly
undercapitalized” banks must comply with one or more of anumber of additional restrictions, including but not limited
to an order by the FDIC to sl sufficient voting stock to become adequately capitalized, requirementsto reduce assets
and cease receipt of depositsfrom correspondent banks or dismiss directors or officers, and restrictions on interest rates
paid on deposits, compensation of executive officers and capital distributions by the parent holding company.
“Critically undercapitalized” institutions must comply with additional sanctions including, subject to a narrow
exception, the appointment of areceiver or conservator within 270 days after it obtains such status.

Transactionswith Affiliates. Under current federal |aw, transactions between depository indtitutions and their affiliates
are governed by Sections 23A and 23B of the Federal Reserve Act. In aholding company context, at a minimum, the
parent holding company of asavings bank and any companieswhich are controlled by such parent holding company are
affiliates of the savings bank. Generally, Section 23A limitsthe extent to which the savingsbank or its subsidiaries may
engagein “ covered transactions,” such asloans, with any one affiliate to 10% of such savings bank’ s capital stock and
surplus, and contains an aggregate limit on al such transactionswith all affiliatesto 20% of capital stock and surplus.
Loansto affiliates and certain other specified transactions must comply with specified collateralization reguirements.
Section 23B requires that transactions with affiliates be on terms that are no less favorable to the savings bank or its
subsidiary as similar transactions with non-affiliates.

Further, federal law restricts an institution with respect to loans to directors, executive officers, and principal
stockholders (“insiders’). Loans to insiders and their related interests may not exceed, together with al other
outstanding loans to such persons and affiliated entities, the institution’ s total capital and surplus. Loans to insiders
above specified amounts must receive the prior approval of the board of directors. Further, loansto insiders must be
made on terms substantially the same as offered in comparabl e transactions to other persons, except that such insiders
may receive preferential loans made under a benefit or compensation program that is widely available to Berkshire
Bank’s employees and does not give preference to the insider over the employees. Federal law places additional
limitations on loans to executive officers.

Enforcement.The FDIC has extensive enforcement authority over insured savings banks, including Berkshire Bank.
This enforcement authority includes, among other things, the ability to assess civil money penalties, issue cease and
desist ordersand to remove directors and officers. In general, these enforcement actions may beinitiated in responseto
violations of laws and regulations and unsafe or unsound practices. The FDIC has authority under federal law to
appoint a conservator or receiver for an insured bank under limited circumstances.
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I nsurance of Deposit Accounts. Our deposit accounts are insured by the FDIC up to applicable legal limits, and, as
discussed above under “—Massachusetts Banking Laws and Supervision—Depositors Insurance Fund”, by the
M assachusetts Depositors Insurance Fund for amountsin excess of federal deposit insurance coverage.

In February 2006, federal legislation to reform federal deposit insurancewassigned into law. Thislegidation merged
the Savings Association Insurance Fund and the Bank Insurance Fund into aunified Deposit Insurance Fund; increased
the deposit insurance limit for certain retirement accounts to $250,000 and indexed that limit to inflation; established a
range of 1.15% to 1.50% for the FDIC’ s designated reserve ratio; and granted the FDIC discretion to set insurance
premium rates according to therisk for al insured banks regardless of the level of thereserveratio. Thelegislation also
granted aone-timeinitial assessment credit to certain banksin recognition of their past contributionsto thefund. The
Bank received aone-time credit of $1.2 million, of which $0.7 million was used in 2007 and the remaining $0.5 million
was used in 2008.

The FDIC imposes an assessment on all depository ingtitutions for deposit insurance. This assessment is based on the
risk category of the ingtitution and, prior to 2009, ranged from five to 43 basis points of theinstitution’ s deposits. On
December 22, 2008, the FDIC published afinal rulethat raisesthe current deposit insurance assessment ratesuniformly
for al ingtitutions by 7 basis points (to arange from 12 to 50 basis points) effective for the first quarter of 2009. On
February 27, 2009, the FDIC also issued afinal rulethat revisesthe way the FDIC calcul ates federal deposit insurance
assessment rates beginning in the second quarter of 2009. Under the new rule, the FDIC will first establish an
institution’ sinitial base assessment rate. Thisinitial base assessment rate will range, depending on therisk category of
theinstitution, from 12 to 45 basis points. The FDIC will then adjust theinitial base assessment (higher or lower) to
obtain the total base assessment rate. The adjustments to the initial base assessment rate will be based upon an
institution’s levels of unsecured debt, secured liahilities, and brokered deposits. The total base assessment rate will
rangefrom 7 to 77.5 basis points of the institution’ s deposits. Additionally, the FDIC issued an interim rule that would
impose aspecia 20 basis points assessment on June 30, 2009, which would be collected on September 30, 2009. The
interim rule also alows for additional special assessments.

In conjunction with the October 2008 enactment of the Emergency Economic Stabilization Act of 2008 (“EESA”), the
limit on FDIC insurance coverage was increased to $250,000 for all accounts through December 31, 2009. This
legidation, along with the rate increases and the use of our remaining credit will cause significant increasesto our FDIC
insurance premiums in 2009.

In addition to the assessment for deposit insurance, institutions are required to make payments on bondsissued in the
late 1980s by the Financing Corporation to recapitalize a predecessor deposit insurance fund. This payment is
established quarterly and during the calendar year ending December 31, 2008 averaged 1.10 basis points of assessable
deposits.

Insurance of deposits may be terminated by the FDIC upon a finding that the institution has engaged in unsafe or
unsound practices, is in an unsafe or unsound condition to continue operations or has violated any applicable law,
regulation, rule, order or condition imposed by the FDIC or the OTS. The management of Berkshire Bank does not
know of any practice, condition or violation that might lead to termination of deposit insurance.

FDIC-Temporary Liquidity Guarantee Program. On October 14, 2008, the FDIC announced a new program — the
Temporary Liquidity Guarantee Program (“ TLGP”). Thisprogram has two components. One guarantees newly issued
senior unsecured debt of the participating organizations, up to certain limits established for each institution, issued
between October 14, 2008 and June 30, 2009. The FDIC will pay the unpaid principal and interest on an FDIC-
guaranteed debt instrument upon the uncured failure of the participating entity to make atimely payment of principal or
interest in accordance with the terms of the instrument. The guarantee will remain in effect until June 30, 2012. On
February 27, 2009, the FDIC issued an interim rule allowing participants to apply to have the FDIC guarantee newly
issued senior unsecured debt that mandatorily convertsinto common shares on aspecified datethat ison or before June
30, 2012. Thisamendment will not change an eligible entity’ s existing debt guarantee cap. In return for the FDIC's
guarantee, participating institutions will pay the FDIC a fee based on the amount and maturity of the debt. The
Company and the Bank have opted to participate in this component of the TLGP, athough their initia eligibility to
issue FDIC guaranteed debt wasimmaterial.
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The other component of the program providesfull FDIC insurance coverage for non-interest bearing transaction deposit
accounts, regardless of dollar amount, until December 31, 2009. An annualized 10 basis point assessment on balances
in noninterest-bearing transaction accounts that exceed the existing deposit insurance limit of $250,000 will be assessed
on aquarterly basisto insured depository institutions that have not opted out of thiscomponent of the TLGP. Berkshire
Bank chose to not opt out of this program, and thereforeis providing the full FDIC insurance coverage on the related
transaction deposit accounts until year-end 2009.

Federal HomeLoan Bank System. The Bank isamember of the Federal Home L oan Bank system, which consists of
12 regional Federal Home Loan Banksthat provide acentral credit facility primarily for member ingtitutions. Berkshire
Bank, asamember, isrequired to acquire and hold shares of capital stock in the Federal Home L oan Bank of Boston.
Berkshire Bank was in compliance with this requirement with an investment in Federal Home Loan Bank of Boston
stock at year-end 2008 of $21 million.

The Federal Home Loan Banks are required to provide funds for certain purposes including contributing funds for
affordable housing programs. These requirements could reduce the amount of dividends that the Federal Home Loan
Banks pay to their members and result in the Federal Home L oan Banksimposing ahigher rate of interest on advances
to their members. For the years 2008, 2007, 2006, 2005 and 2004, cash dividendsfrom the Federal Home Loan Bank
of Boston to Berkshire Bank amounted to approximately $0.8 million, $1.4 million, $1.6 million, $1.3 million and $0.5
million, respectively. Dueto lossesreported in thefourth quarter of 2008, the Federal Home Loan Bank of Boston has
notified its members that it has suspended its dividend beginning in the first quarter of 2009.

Holding Company Regulation

General. Federd law alowsastate savings bank that qualifiesasa“ Qualified Thrift Lender,” discussed below, to elect
to be treated as a savings association for purposes of the savings and loan holding company provisions of federal law.
Such dection alowsits holding company to be regulated as a savings and loan holding company by the OTS rather
than asabank holding company by the Federal Reserve Board. Berkshire Bank made such election and the Company is
anon-diversified unitary savings and | oan hol ding company within the meaning of federal law. Assuch, the Company
isregistered with the OTS and must adhere to the OTS' sregulations and reporting requirements. In addition, the OTS
may examine, supervise and take enforcement action against the Company and has enforcement authority over the
Company and its non-savingsinstitution subsidiaries. Among other things, thisauthority permitsthe OTStorestrict or
prohibit activitiesthat are determined to be a serious risk to the subsidiary savingsinstitution. Additionally, Berkshire
Bank isrequired to notify the OTS at least 30 days before declaring any dividend to the Company. By regulation, the
OTS may restrict or prohibit the Bank from paying dividends.

As aunitary savings and loan holding company, the Company is generally unrestricted under existing laws as to the
types of businessactivitiesin which it may engage. The Gramm-L each-Bliley Act of 1999 provided that unitary savings
and loan holding companies may only engage in activities permitted to a financial holding company under that
legidation and those permitted for a multiple savings and loan hol ding company. Unitary savings and |oan companies
existing prior to May 4, 1999, such asthe Company, were grandfathered asto the unrestricted activities. The Company
would become subject to activities restrictions upon the acquisition of another savings ingtitution that is held as a
separate subsidiary.

Federd law prohibits a savings and loan holding company from, directly or indirectly, acquiring more than 5% of the
voting stock of another savings association or savings and loan holding company or from acquiring such an institution
or company by merger, consolidation or purchase of itsassets, without prior written approval of the OTS. In evauating
applications by holding companies to acquire savings associations, the OTS considers the financial and manageria
resources and future prospects of the Company and the institution involved, the effect of the acquisition on therisk to
the insurance fund, the convenience and needs of the community and competitive factors.

To be regulated as a savings and loan holding company by the OTS (rather than as a bank holding company by the
Federa Reserve Board), the Bank must qualify asa Qualified Thrift Lender. To qualify asaQualified Thrift Lender,
the Bank must maintain compliance with the test for a “domestic building and loan association,” as defined in the
Internal Revenue Code, or with a Qualified Thrift Lender Test. Under the Qualified Thrift Lender Test (the “QTL
Test"), asavingsingtitutionisrequired to maintain at | east 65% of its“ portfolio assets” (total assetsless. (1) specified
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liquid assets up to 20% of total assets; (2) intangibles, including goodwill; and (3) the value of property used to conduct
business) in certain “qualified thrift investments’ (primarily residential and commercial mortgages and related
investments, including certain mortgage-backed and related securities) in at least 9 months out of each 12-month
period. At year-end 2008, Berkshire Bank maintained 77% of its portfolio assets in qualified thrift investments.
Berkshire Bank aso met the QTL Test in each of the prior twelve months and, therefore, met the QTL Test.

Acquisition of the Company. Under the Federal Change in Bank Control Act, anotice must be submitted to the OTSif
any person (including acompany), or group acting in concert, seeksto acquire“ control” of asavingsand loan holding
company. Under certain circumstances, achangein control may occur, and prior noticeisrequired, upon the acquisition
of 10% or more of the Company’s outstanding voting stock, unless the OTS has found that the acquisition will not
result in a change of control of the Company.

Massachusetts Holding Company Regulation. In addition to the federal holding company regulations, abank holding
company organized or doing business in Massachusetts must comply with regulations under Massachusetts law.
Approval of the Massachusetts regulatory authoritieswould be required for the Company to acquire 25% or more of the
voting stock of another depository institution. Similarly, prior regulatory approval would be necessary for any person or
company to acquire 25% or more of the voting stock of the Company. The term “bank holding company,” for the
purpose of Massachusetts law, is defined generally to include any company which, directly or indirectly, owns, controls
or holds with power to vote more than 25% of the voting stock of each of two or more banking institutions, including
commercial banks and state co-operative banks, savings banks and savings and |oan association and national banks,
federal savingsbanksand federal savingsand |oan associations. In general, aholding company controlling, directly or
indirectly, only one banking institution will not be deemed to be a bank holding company for the purposes of
M assachusetts law. Under Massachusettslaw, the prior approval of the Board of Bank Incorporation isrequired before
any of thefollowing: any company becoming abank holding company; any bank holding company acquiring direct or
indirect ownership or control of more than 5% of the voting stock of, or all or substantialy all of the assets of, a
banking institution; or any bank holding company merging with another bank holding company. Although the
Company is not a bank holding company for purposes of Massachusetts law, any future acquisition of ownership,
control, or the power to vote 25% or more of the voting stock of another banking institution or bank holding company
would cause it to become such.

Berkshire Bank Municipal Bank

In 2005, Berkshire Bank established anew subsidiary, Berkshire Municipa Bank, asastate chartered limited purpose
commercial bank in New Y ork, to accept deposits of municipalities and other governmentd entitiesin the State of New
York. In February 2008, Berkshire Municipal Bank was renamed Berkshire Bank Municipal Bank. Berkshire Bank
Municipal Bank is subject to extensive regul ation, examination and supervision by the New Y ork State Superintendent
of Banks, asits primary regulator and the FDIC, as the deposit insurer. It is aso subject to regulation as to certain
matters by the Federal Reserve.

Other Regulations

Troubled Assets Relief Program—Capital Purchase Program. On October 14, 2008, the Treasury announced the
Capita Purchase Program (“ CPP”) under the Troubled Assets Relief Program (“ TARP”), part of the EESA enacted on
Octaober 3, 2008. Asa 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 and awarrant to purchase 226,330 shares of common stock. Under
the original terms of the CPP, prior to December 19, 2011 we could not redeem the preferred stock except with the
proceeds from aqualified equity offering. However, upon the February 17, 2009 enactment of the American Recovery
and Reinvestment Act of 2009, we may now redeem the preferred stock at any time, and without regard to having
proceeds from a qualified equity offering, subject to consultation with our primary federal regulator. In addition, the
termsof the CPP prohibit usfrom increasing the dividends on our common stock aswell asfrom making repurchases of
our common stock without the Treasury’s consent prior to December 19, 2011 unless we have fully redeemed the
preferred stock. Furthermore, participation in the CPP limits the compensation and tax deductibility of the
compensation we pay to certain of our executives.
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On February 10, 2009, the U.S. Department of the Treasury announced its Capital Assistance Program (“CAP”) under
whichtheU. S. Treasury will make capital availableto financial ingtitutionsthrough Treasury’ s purchase of cumulative
mandatorily convertible preferred stock. The preferred shares will mandatorily convert to common stock after seven
years. Prior to that time, the preferred shares are convertiblein whole or in part at the option of the institution, subject
to the approval of theinstitution’s primary federal regulator. The minimum investment is an amount equal to 1% of
risk-weighted assets and the maximum is an amount equal to 2% of risk-weighted assets. Institutions may receive
additional capital to the extent such funds are used to redeem preferred sharesissued in the CPP, effectively exchanging
the CAP convertible preferred stock for the preferred stock sold under the CPP.  Berkshire Bancorp has not yet
determined whether it will participate in the CAP, or the amount of any investment it will apply for if it does decideto
participate. The deadline for applying for participation in the CAP is May 25, 2009.

On February 17, 2009, the American Recovery and Reinvestment Act of 2009 (“ARRA”) was enacted. ARRA is
intended to provide a stimulus to the U.S. economy in the wake of the current economic downturn. The new law
includes additional corporate governance requirementsand limitations on executive compensation that are applicableto
financia institutions, such as Berkshire Hills Bancorp, that have received investments from Treasury.

Consumer Protection Laws. Berkshire Bank issubject to federal and state consumer protection statuesand regulations
promulgated under these laws, including, but not limited to, the:

e Truth-In-Lending Act, governing disclosures of credit terms to consumer borrowers; Home Mortgage
Disclosure Act, requiring financia institutions to provide certain information about home mortgage and
refinance loans,; Equal Credit Opportunity Act, prohibiting discrimination on the basis of race, creed or other
prohibited factorsin extending credit;

e Fair Credit Reporting Act, governing the provision of consumer information to credit reporting agencies and
the use of consumer information;

e Fair Debt Coallection Act, governing the manner in which consumer debts may be collected by collection
agencies; and

e Electronic Funds Transfer Act, governing automatic deposits to and withdrawals from deposit accounts and
customers' rightsand liabilities arising from the use of automated teller machines and other electronic banking
services.

Berkshire Bank asoissubject to federal laws protecting the confidentiality of consumer financial records, and limiting
the ability of the institution to share non-public personal information with third parties.

Anti-Money Laundering Laws. Berkshire Bank is subject to extensive anti-money laundering provisions and
requirements, which require the institution to have in place acomprehensive customer identification program and an
anti-money laundering program and procedures. These laws and regulations also prohibit financial institutions from
engaging in business with foreign shell banks; require financial institutions to have due diligence procedures and, in
some cases, enhanced due diligence proceduresfor foreign correspondent and private banking accounts; and improve
information sharing between financial institutions and the U.S. government. The Bank has established polices and
procedures intended to comply with these provisions.

FEDERAL AND MASSACHUSETTSINCOME TAXATION

The Company and the Bank report their income on a calendar year basis using the accrual method of accounting. The
federal incometax laws apply to the Company and Berkshire Bank in the same manner as they doto other corporations
with some exceptions, including particularly Berkshire Bank’ sreserve for bad debts discussed below. Thisdiscussion
of tax mattersisonly asummary and is not acomprehensive description of the tax rules applicableto the Company and
its subsidiaries.

Prior to 1995, the Bank was permitted to use certain favorable provisionsto cal cul ate deductions from taxableincome
for annual additions to its bad debt reserve. Federal legislation in 1996 repealed this reserve method and required
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savings ingtitutions to recapture or take into income certain portions of their accumulated bad debt reserves.
Approximately $844 thousand of the Bank’ s accumul ated bad debt reserveswill not be recaptured into taxableincome
unlessthe Bank makes a“non-dividend distribution” to the Company, including distributionsin excess of the Bank’s
current and accumulated earnings and profits. In the event of a non-dividend distribution, approximately 150% of the
amount of the distribution up to $844 thousand would be includable in income for federal income tax purposes,
resulting in anincreasein tax of $346 thousand assuming amarginal federal and statetax rate of 41%. The Bank does
not intend to pay dividends that would result in arecapture of any portion of its bad debt reserves.

The Massachusetts excise tax rate for savings banksis currently 10.5% of federal taxable income, adjusted for certain
items. On July 3, 2008 legislation was signed into law whereby the M assachusetts excise tax will bereduced to 10%in
2010, 9.5% in 2011, and 9% in 2012 and thereafter. The taxable income includes gross income as defined under the
Internal Revenue Code, plus interest from municipal obligations of any state, less deductions, but not the credits,
allowable under the provisionsof the Internal Revenue Code, except no deduction isallowed for bonus depreciation or
stateincometaxes. Carry forwardsand carry backs of net operating lossesare not allowd. A qualifying limited purpose
corporation is generally entitled to special tax treatment as a “securities corporation.” The Bank’s three securities
corporations all qualify for this treatment, and are taxed at a 1.3% rate on their gross income.

ITEM 1A. RISK FACTORS

Overall Business Risks

The Company’s Business May Be Adversely Affected by Conditionsin the Financial Markets and Economic
Conditions Generally

Since December 2007, the United States has been in arecession. Businessactivity acrossawiderangeof industriesand
regions is greatly reduced and local governments and many businesses are in serious difficulty due to declines in
revenues, the lack of consumer spending and the lack of liquidity in the credit markets. Unemployment hasincreased
significantly. Overall, during 2008, the business environment has been adverse for many households and businessesin
the United States and worldwide. The business environment in the markets in which the Company operates has been
less adversethan in the United States generally but continuesto deteriorate. It isexpected that the business environment
in the Company’ s markets, the United States and worldwide will continue to weaken for the near future. There can be
no assurance that these conditions will improve in the near term. Such conditions could adversely affect the credit
quality of the Company’s loans, results of operations and financial condition.

Since mid-2007, and particularly during the second half of 2008, the financia services industry and the securities
markets generally were materially and adversely affected by significant declinesin the values of nearly all asset classes
and by aserious lack of liquidity. Thiswasinitialy triggered by declinesin home prices and the values of subprime
mortgages, but spread to all mortgage and real estate asset classes, to leveraged bank loans and to nearly all asset
classes, including equities. The globa markets have been characterized by substantially increased volatility and short-
selling and an overall loss of investor confidence, initially infinancial institutions, but more recently in companiesina
number of other industries and in the broader markets.

Market conditions have also led to the failure or merger of a number of prominent financial institutions. Financial
ingtitution failures or near-failures have resulted in further losses as a consequence of defaults on securities issued by
them and defaults under contracts entered into with such entities as counterparties. Furthermore, declining asset val ues,
defaults on mortgages and consumer loans, and the lack of market and investor confidence, as well as other factors,
have al combined to increase credit default swap spreads, to cause rating agencies to lower credit ratings, and to
otherwiseincrease the cost and decrease the availability of liquidity, despite very significant declinesin Federal Reserve
borrowing ratesand other government actions. Some banks and other lenders have suffered significant lossesand have
becomereluctant to lend, even on asecured basis, dueto theincreased risk of default and the impact of declining asset
valueson thevalue of collateral. The foregoing has significantly weakened the strength and liquidity of somefinancia
ingtitutions worldwide. In 2008, the U.S. government, the Federal Reserve and other regul ators have taken numerous
stepsto increase liquidity and to restore investor confidence, including investing significantly in the equity of banking
organizations, but asset values have continued to decline and access to liquidity continues to be very limited.
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Lending

Continued and Prolonged Deterioration in the Housing Sector and Related Markets and the Economy May Adversaly
Affect Our Businessand Financial Results.

Residential real estate markets continued to decline throughout 2008. Economic measuresdeclined at an accelerating rate,
leading to a6.2% preliminary estimated annualized declineinthe U.S. GDPin thefourth quarter. Unemployment roseas
economic conditions deteriorated. We do not expect improvement in the economy or in real estate and financial market
conditionsin the near future. A worsening of these negative conditions could adversely impact theability of our borrowers
to servicetheir debt, dong with thevaue and liquidity of collateral and other forms of 1oan support. Thequdity andvalue
of our investment securities may aso beimpacted. Emergency government measuresmay affect our rightsas creditorsand
owners of securities. Adverse developments could affect our net interest income, charge-offs, loan loss provision, asset
and goodwill valuations, and our prospectsfor growth. Regulatory promulgations could affect our operationsand financia
condition.

Our Emphasis on Commercial Lending May Expose Usto Increased Lending Risks, Which Could Hurt Our
Profits.

Commercial loans are historically more sensitive to economic downturns. Such sensitivity includes potentialy higher
default rates and possible reduction of collateral vaues. Commercia lending involves larger loan sizes and larger
relationship exposures, which can have agreater impact on profitsin the event of adverseloan performance. Commercia
lending involves more devel opment financing, which is dependent on the future success of new operations. Residential
congtruction loans depend significantly on theresidentia rea estate and lending marketsfor the repayment of theseloans.
Commercial loans dso include lending to nonprafit organi zationswhich in some casesare particularly sensitive to negative
€conomic events.

Our Allowance for Loan Losses May Prove to be Insufficient to Absorb Lossesin Our Loan Portfalio.

Likeall financid institutions, we maintain an allowance for loan lossesto providefor loansin our portfolio that may not
be repaid in their entirety. We believe that our allowance for loan losses is maintained at a level adequate to absorb
probable losses inherent in our loan portfolio as of the corresponding balance sheet date. However, our allowance for
loan losses may not be sufficient to cover actual loan losses, and future provisions for loan losses could materially and
adversely affect our operating results. The Company has seen asignificant increasein the level of potential problem
loans and other loans with higher than normal risk. The Company expects to receive more frequent requests from
borrowers to modify residential mortgage and consumer loans. The related accounting measurements related to
impairment and the loan loss alowance require significant estimates which are subject to uncertainty and changes
relating to new information and changing circumstances. Our estimates of the risk of loss and amount of loss on any
loan are complicated by the significant uncertainties surrounding our borrowers’ abilitiesto successfully executetheir
business models through changing economic environments, competitive challenges and other factors. Because of the
degree of uncertainty and susceptibility of these factors to change, our actual losses may vary from our current
estimates.

State and federal regulators, asan integral part of their examination process, periodically review our allowancefor |oan
losses and may require usto increase our alowancefor |oan losses by recognizing additional provisionsfor loan losses
charged to expense, or to decrease our allowance for loan 1osses by recognizing loan charge-offs, net of recoveries. Any
such additional provisionsfor loan losses or charge-offs, asrequired by these regulatory agencies, could have amateria
adverse effect on our financial condition and results of operations.

Operating
A Continuing Downturn in the Local Economy or Local Real Estate Values Could Hurt Our Profits.

Our success depends to a significant extent upon economic conditions in our market areas. The demand for our
products and services, and our ability to maintain satisfactory pricing margins, may be affected by market conditions.
Adverse economic conditionsin our market areas could reduce our growth rate, affect the ability of our customersto
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repay their loans and generally affect our financial condition and results of operations. Any sustained period of
increased payment delinquencies, forecl osures or |osses caused by adverse market or economic conditionsin our market
areas could adversely affect the value of our assets, revenues, results of operations and financial condition. Moreover,
we cannot give any assurance wewill benefit from any market growth or favorabl e economic conditionsin our primary
market areas if they do occur.

Our Geographic Expansion and Growth, If Not Successful, Could Negatively | mpact Earnings.

We plan to achieve significant growth both organicaly and through acquisitions. We have recently expanded into new
geographic marketsand anticipate that we will expand into additional new geographic markets aswe expand asaregiond
bank. The success of this expansion depends on our ability to continue to maintain and develop an infrastructure
appropriate to support such growth. Also, our success depends on the acceptance by customers of us and our servicesin
these new marketsand, in the case of expansion through acquisitions, our successdepends on many factors, including the
long-term retention of key personnel and acquired customer relationships. The profitability of our expansion strategy aso
depends on whether the income we generate in the new markets will offset the increased expenses of operating alarger
entity with increased personnel, more branch locations and additional product offerings.

Competition From Financial | nstitutionsand Other Financial Service ProvidersMay Adversdly Affect Our Growth
and Profitability.

The banking business is highly competitive and we experience competition in each of our markets from many other
financia ingtitutions. Due to the interventions of the federal government, some of the institutions that we compete
with arereceiving substantial federal financial support which may not be availableto our Company. Many ingtitutions
have been allowed to convert to banking charters and to offer insured deposits for the first time. The federa
government has guaranteed money market funds which traditionally compete with bank deposits. The federa
government has offered significant guarantees of new debt issuances to some of the Company’ s competitors to help
them fund their operations. Fannie Mae and Freddie Mac are now in federal receivership and may operatedirectly asa
competitor in some lending markets in the future. Emergency measures designed to support some of the Company’s
competitors may provide no advantage to the Company or placeit at adisadvantage. Emergency changesin deposit
insurance, financial market regulation, bank regulation, and policy of the Federal Home Loan Bank system may all
affect the competitive environment for the Company and other market participants.

The Terms of Our Capital May Change and Our Access to Capital Markets and Financial Markets May Not Be
Available When It | s Needed.

The Company has participated in the U.S. Treasury Capital Purchase Program. Theterms of this program are subject to
changes by Congress and the burden of the program is affected by inspections and program management. Congress
continuesto add new termsto this program and the Treasury’ sinvolvement asapartner isevolving. Uncertainty about the
direction of this program and adverse changesin this program could affect the Company’ s ability to operate and generate
earnings, including the impact of dividend payments and the impact of compensation and operating restrictions. The
possible nationalization of portions of the U.S. financial system and/or failures or restructurings of maor market
participants may create unpredi ctable and adverse changesin the availability of capital and other financial resources. We
are required by federal and state regulatory authorities to maintain adequate levels of capital to support our operations.
Regulatory capita requirements and their impact on the Company may change. We may at some point need to raise
additional capital to support our operations and continued growth. Our ability to raise capitd, if needed, will depend on
conditionsin the capital markets at that time, which are outside of our control, and on our financid performance. If we
cannot raise additional capita when needed, it could affect our operations and our ability to execute our strategic plan,
which includes further expanding our operations through interna growth and acquisitions.

We are Subject to Security and Operational Risks Relating to Our Use of Technology that Could Damage Our
Reputation and Our Business.

Security breachesin our internet banking activities could expose usto possible liability and damage our reputation. Any
compromise of our security also could deter customers from using our internet banking services that involve the
transmission of confidential information. Werely onindustry standard internet security systemsto providethe security
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and authentication necessary to effect secure transmission of data. These precautions may not protect our systemsfrom
compromises or breaches of our security measures that could result in damage to our reputation and our business. We
utilize third part core banking software and for some systems we outsource our data processing to athird party. If our
third party providers encounter difficulties or if we have difficulty in communicating with such third parties, it could
significantly affect our ability to adequately process and account for customer transactions, which could significantly
affect our business operations. Due to the recession, there may be arising risk of fraud or illegal acts. Disaster and
disaster recovery risks could affect our ability to operate and our reputation.

Conditionsin Insurance Markets Could Adversealy Affect Our Earnings.

Revenue levels from our insurance segment could be negatively impacted by the fluctuating premiumsin the insurance
market caused by capacity constraints and | osses dueto natural disasters. Premium levelsand commission structures may
be affected by changesin the financia condition of insurers due to the financial and economic downturn. Other factors
that affect our insurance revenue are profitability and growth of our clients, continued devel opment of new productsand
services, aswell as our access to markets and the impact of state insurance regulations.

Liquidity

Our Wholesale Funding Sources May Prove Insufficient to Replace Deposits at Maturity and Support Our
Operations and Future Growth.

We must maintain sufficient funds to respond to the needs of depositors and borrowers. As a part of our liquidity
management, we use anumber of funding sourcesin addition to core deposit growth and repayments and maturities of
loans and investments. As we continue to grow, we may become more dependent on these sources, which include
Federa Home Loan Bank advances, proceeds from the sale of loans, and liquidity resources at the holding company.
Our financial flexibility will be severely constrained if we are unable to maintain our accessto funding or if adequate
financing is not available to accommodate future growth at acceptable costs. Finally, if we are required to rely more
heavily on more expensive funding sourcesto support future growth, our revenues may not increase proportionately to
cover our costs. In this case, our operating margins and profitability would be adversely affected.

Lack of Consumer Confidence in Financial I nstitutions May Decrease Our Level of Deposits.

Our level of deposits may be affected by lack of consumer confidencein financial ingtitutions, which have caused fewer
depositors to be willing to maintain deposits that are not insured by the Federal Deposit Insurance Corporation. That
may cause depositors to withdraw deposits and place them in other institutions or to invest uninsured funds in
investments perceived as being more secure, such as securities issued by the U.S. Treasury. These consumer
preferences may cause usto be forced to pay higher interest rates to retain deposits and may constrain liquidity aswe
seek to meet funding needs caused by reduced deposit levels.

Our Ability to Service Our Debt, Pay Dividends and Otherwise Pay Our Obligations as They Come Due Is
Substantially Dependent on Capital Distributions from Berkshire Bank, and These Distributions Are Subject to
Regulatory Limits and Other Restrictions.

While the Company maintained a high level of cash balances at year-end 2008, those balances may decrease due to
changesin the Company’ scapital structure, possible acquisitions, and possible further investmentsin the Bank. Over
the long term, a substantial source of our income from which we service our debt, pay our obligations and from which
we can pay dividendsis the receipt of dividends from Berkshire Bank. The availability of dividends from Berkshire
Bank islimited by various statutes and regulations. It is possible, depending upon the financial condition of Berkshire
Bank, and other factors, that the applicable regulatory authorities could assert that payment of dividends or other
paymentsis an unsafe or unsound practice. If Berkshire Bank is unableto pay dividends to us, we may not be able to
service our debt, pay our obligations or pay dividends on our common stock. Theinability to receive dividends from
Berkshire Bank would adversely affect our business, financial condition, results of operations and prospects.
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Economic Conditions May Adversely Affect Our Liquidity.

In the past year, reduced confidence by and between financial institutions, and significant declines in the values of
mortgage-backed securities and derivative securitiesby financia ingtitutions, government sponsored entities, and magjor
commercial and investment banks have led to decreased liquidity in financial markets among borrowers, lenders, and
depositors, aswell asdisruption and extreme volatility in the capital and credit markets and the failure of some entities
inthefinancia sector. Asaresult, many lenders and institutional investors have reduced or ceased to provide funding
to borrowers. Continued turbulence in the capital and credit markets may adversely affect our liquidity and financial
condition and the willingness of certain counterparties and customers to do business with us.

Interest Rates
Changesin Interest Rates Could Adversely Affect Our Results of Operationsand Financial Condition.

Net interest incomeis our largest source of income. Changesin interest rates can affect thelevel of net interest income.
The Company’ sinterest rate sensitivity is discussed in more detail in Item 7A of thisreport. We principally manage
interest rate risk by managing our volume and mix of our earning assets and funding liabilities. In achanging interest
rate environment, we may not be able to manage this risk effectively. If we are unable to manage interest rate risk
effectively, our business, financial condition and results of operations could be materially harmed. Changesininterest
rates can also affect the demand for our products and services, and the supply conditions in the U.S. financia and
capital markets. Changesintheleve of interest rates may negatively affect our ability to originatereal estateloans, the
value of our assetsand our ability to realize gains from the sale of our assets, al of which ultimately affect our earnings.

SecuritiesM arket Values

Continued or Further Declinesin the Value of Certain | nvestment Securities Could Require Write-Downs, Which
Would Reduce Our Earnings.

Theunrealized | osses on the investment securities portfolio are due to an increasein credit spreads and liquidity issues
in the marketplace. We have concluded these unrealized losses are temporary in nature since they are not related to the
underlying credit quality of theissuers, and we havethe intent and ability to hold these investmentsfor atime necessary
to recover our cost or stated maturity (at which time, full payment is expected). However, a continued declinein the
value of these securities or other factors could result in an other-than-temporary impairment write-down which would
reduce our earnings. Some of the Bank’s securities are locally originated economic development bonds to nonprofit
organizations. These securities could become impaired due to economic and real estate market conditionswhich also
affect loan risk.

I f Dividends Paid On Our I nvestment in the Federal Home Loan Bank of Boston Continueto be Suspended, or |f
Our Investment is Classified as Other-Than-Temporarily Impaired or as Permanently Impaired, Our Earnings
and/or Stockholders’ Equity Could Decrease.

We own common stock of the Federal Home Loan Bank of Boston to qualify for membership in the Federal Home
Loan Bank System and to be digibleto borrow funds under the FHLBB’ sadvance program. Thereisno market for our
FHLBB common stock. On February 26, 2009, the FHLBB reported a net annual loss of $73.2 million. The losswas
primarily due to a other-than-temporary impairment charge of $339.1 million on its private-label mortgage backed
securities portfolio. The FHLBB believesthat it will recover a substantial portion of the impairment losses over time
and expectsto hold the securities until maturity. Asaresult of the loss, the FHLBB al so announced that the dividend
paid on its common stock has been suspended indefinitely and that the payment of any dividend in 2009 is unlikely.
The continued suspension of the dividend will decrease our income. In an extreme situation, it is possible that the
capitalization of a Federal Home Loan Bank, including the FHLBB, could be substantially diminished or reduced to
zero. Consequently, we believe that thereisarisk that our investment in FHLBB common stock could be deemed other-
than-temporarily impaired at sometimein the future, and if this occurs, it would cause our earnings and stockholders
equity to decrease by the after-tax amount of theimpairment charge. We have been notified by the FHLBB that future
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dividend levels may be different from past levels, and a reduction or elimination of this dividend would reduce our
earnings.

Regulatory
Recent Legidative and Regulatory I nitiatives May Not Stabilize the Banking System.

The potential existsfor additional federa or statelawsand regulationsregarding lending, funding practices, and liquidity
standards, and bank regulatory agencies are expected to be more activein responding to concernsand trendsidentified in
examinations, including the expected issuance of many formal enforcement orders. Actions taken to date, as well as
potentia actions, may not have the beneficia effectsthat are intended, particularly with respect to the extreme levels of
volatility and limited credit availability currently being experienced. In addition, new laws, regulations, and other
regulatory changeswill increase our Federal Deposit Insurance Corporation insurance premiumsand may asoincrease our
costs of regulatory compliance and of doing business, and otherwise affect our operations. New laws, regulations, and
other regulatory changes, along with negative devel opmentsin the financial industry and the domestic and international
credit markets, may significantly affect the markets in which we do business, the markets for and value of our loansand
investments, and our ongoing operations, costs and profitability.

Future Legidativeor Regulatory Actions Responding to Percelved Financial and Market Problems Could I mpair Our
Rights Against Borrowers.

There have been proposals made by members of Congress and othersthat would reduce the amount distressed borrowers
are otherwise contractually obligated to pay under their mortgage loans and limit an ingtitution’ s ability to foreclose on
mortgage collatera. Were proposals such asthese, or other proposalslimiting our rights asacreditor, to beimplemented,
we could experience increased credit losses or increased expense in pursuing our remedies as a creditor.

Our Expenses Will Increase As A Result Of Increasesin FDIC Insurance Premiums.

The Federal Deposit Insurance Corporation (“FDIC”) imposes an assessment againgt financia ingtitutions for deposit
insurance. Thisassessment isbased on therisk category of theinstitution and currently rangesfrom 5to 43 basis points of
the institution’ s deposits. On December 22, 2008, the FDIC published afina rule raising the current deposit insurance
assessment rates uniformly for all ingtitutions by seven basis points (to a range from 12 to 50 basis points) for the first
quarter of 2009. The FDIC aso expectstoissueafina ruleearly in 2009, to be effective April 1, 2009, to changetheway
that the FDIC calculates federd deposit insurance assessment rates beginning in the second quarter of 2009. For more
information on FDIC assessments, see “ Regulation and Supervision— nsurance of Deposit Accounts” .

Changes|n Federal StatutesMay Adversely Affect the Termsof our Capital Purchase Program L etter Agreement with
the U.S. Treasury.

The Treasury may amend any provision of the Agreement to comply with changesto federa statutes. Any changein such
Agreement could haveamaterial impact on usand our operations. Futurefedera statutory changesmay adversely affect
the terms of the Capita Purchase Program and our financial condition. Any retroactiverestrictionswhich may adversely
affect our ability to comply with the terms of the Agreement or effectively manage our businessor our ability to repay the
preferred stock. Current terms of the agreement require approval by bank regulators before the stock may be repaid.

Provisions of our certificate of incorporation, bylaws and Delaware law, as well as state and federal banking
regulations, could delay or prevent a takeover of us by a third party.

Provisions in our certificate of incorporation and bylaws, the corporate law of the State of Delaware, and state and
federal regulations could delay, defer or prevent athird party from acquiring us, despite the possible benefit to our
stockholders, or otherwise adversely affect the price of our common stock. These provisions include: limitations on
voting rights of beneficia owners of more than 10% of our common stock, supermajority voting requirements for
certain business combinations; the election of directors to staggered terms of three years; and advance notice
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requirementsfor nominationsfor election to our board of directorsand for proposing mattersthat stockholders may act
on at stockholder meetings. In addition, we are subject to Delaware laws, including onethat prohibitsusfrom engaging
in abusiness combination with any interested stockholder for aperiod of three years from the date the person became
an interested stockholder unless certain conditions are met. These provisions may discourage potentia takeover
attempts, discourage bidsfor our common stock at apremium over market price or adversely affect the market price of,
and the voting and other rights of the holders of, our common stock. These provisions could also discourage proxy
contests and makeit more difficult for you and other stockholdersto elect directors other than the candidates nominated
by our Board.

Goodwill

Our Acquisitions Have Resulted in Significant Goodwill, Which if it Becomes | mpaired Would be Required to be
Written Down, Which Would Negatively | mpact Earnings.

We acquired Factory Point Bancorp, Inc. in 2007 and Woronoco Bancorp in 2005 and have purchased insurance and
financia planning businessesin the last two years, including thefiveinsurance agencieswe acquired on October 31, 2006.
Wewill pursueadditional opportunitiesfor acquisitionsin thefuture, including acquisitionsin adjacent states. The success
of acquisitions depends on many factors, including the long term retention of key personnel and acquired customer
relationships. Theinitia recording and subsequent impairment testing of goodwill and other intangible assetsrequires
subjective judgments about the estimates of thefair value of assetsacquired. Factorsthat may significantly affect the
estimates include specific industry or market sector conditions, changesin revenue growth trends, customer behavior,
competitive forces, cost structures and changes in discount rates. It is possible that future impairment testing could
result in an impairment of the value of goodwill or intangible assets, or both. If we determine impairment exists at a
given point intime, our earnings and the book va ue of therelated intangible asset(s) will be reduced by the amount of
the impairment. Notwithstanding the foregoing, the results of impairment testing on goodwill and core deposit
intangible assets have no impact on our tangible book value or regulatory capital levels. Thesearenon-GAAPfinancial
measures. They are not a substitute for GAAP measures and should only be considered in conjunction with the
Company’s GAAP financia information.

Trading

The Trading History of Our Common stock is Characterized by Low Trading Volume. The Value of Your
I nvestment May be Subject to Sudden Decreases Due to the Volatility of the Price of our Common Stock.

Our common stock tradeson The NASDAQ Global Select Market.  The average daily trading volume of our common
stock during 2008 was approximately 54,000 shares. Thelevel of interest and trading in our stock depends on many
factors beyond our control. The market price of our common stock may be highly volatile and subject to wide
fluctuationsin response to numerousfactors, including, but not limited to, thefactorsdiscussed in other risk factorsand
the following:

o actual or anticipated fluctuations in our operating results,

e changesin interest rates;

o changesinthelega or regulatory environment in which we operate;

e  press releases, announcements or publicity relating to us or our competitors or relating to trends in our
industry;

« changes in expectations as to our future financial performance, including financial estimates or
recommendations by securities analysts and investors,

o future sales of our common stock;

« changes in economic conditions in our marketplace, general conditions in the U.S. economy, financia
markets or the banking industry; and

o other developments affecting our competitors or us.
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These factors may adversely affect the trading price of our common stock, regardless of our actual operating
performance, and could prevent you from selling your common stock at the price you desire. In addition, the stock
markets, from timeto time, experience extreme price and volumefluctuationsthat may be unrelated or disproportionate
to the operating performance of companies. These broad fluctuations may adversely affect the market price of our
common stock, regardless of our trading performance. In the past, stockholders somtimes have brought securities class
action litigation against acompany following periods of volatility in the market price of their securities. We could be
the target of similar litigation in the future, which could result in substantial costs and divert management’ s attention
and resources.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

The Company’s headquarters are located in owned and leased facilities located in Pittsfield, Massachusetts. The
Company also owns or leases other facilitieswithin its primary market areas. Berkshire County, Massachusetts; Pioneer
Valley, Massachusetts; Southern Vermont, and the Capita Region, Northeastern New Y ork. The Company operates 39
full service banking offices and 10 full service insurance offices and it isin the process of combining its banking and
insurance offices in several communities. The Company considers its properties to be suitable and adequate for its
present and immediately foreseeable needs.

ITEM 3. LEGAL PROCEEDINGS

At December 31, 2008, neither the Company nor the Bank wasinvolved in any pending legal proceedings believed by
management to be material to the Company’ sfinancia condition or results of operations. Periodically, therehave been
various claims and lawsuits involving the Bank, such as claims to enforce liens, condemnation proceedings on
propertiesin which the Bank holds security interests, claimsinvolving the making and servicing of real property loans
and other issuesincident to the Bank’ sbusiness. However, neither the Company nor the Bank isaparty to any pending
legal proceedingsthat it believes, in the aggregate, would have a material adverse effect on the financial condition or
operations of the Company.

ITEM 4. SUBMISSION OF MATTERSTO AVOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of 2008.
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PART I1

ITEM 5. MARKET FOR REGISTRANT'SCOMMON EQUITY, RELATED SHAREHOLDER
MATTERSAND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

The common shares of Berkshire Hillstrade on the NASDAQ Global Select Market under the symbol “BHLB”. The
following table setsforth the quarterly high and low closing sales priceinformation and dividends declared per share of
common stock in 2008 and 2007.

Dividends
2008 High Low Declared
First quarter $ 26.29 $ 1950 $ 0.15
Second quarter 27.10 22.25 0.16
Third quarter 32.00 20.67 0.16
Fourth quarter 31.01 22.48 0.16
2007
First quarter $ 34.71 $ 325 3 0.14
Second quarter 33.75 3151 0.14
Third quarter 32.52 26.10 0.15
Fourth quarter 31.31 24.27 0.15
Holders

The Company had approximately 2,217 holders of record of common stock at March 6, 2009.
Dividends

The Company intendsto pay regular cash dividendsto common stockhol ders; however, there can be no assurance asto
future dividends because they are dependent on the Company’s future earnings, capital requirements, and financial
condition. Dividends from the Bank have been a source of cash used by the Company to pay its dividends, and these
dividends from the Bank are dependent on the Bank’ s future earnings, capital requirements, and financial condition.
Prior to December 19, 2011, unlesswe have redeemed all the preferred stock issued to the U.S. Treasury on December
19, 2008 under the CPP, or unlessthe U.S. Treasury hastransferred al the preferred stock to athird party, the consent
of the U.S. Treasury will be required for usto declare or pay any dividend or make any distribution on common stock
other than (i) regular quarterly cash dividends of not more than $0.16 per share, as adjusted for any stock split, stock
dividend, reverse stock split, reclassification or similar transaction, (ii) dividends payable solely in shares of common
stock and (iii) dividends or distributions of rights or junior stock in connection with astockholders rightsplan. Further
information about dividend restrictionsis provided in the Stockholders’ Equity note in the financial statementsin ltem
8 of this Form 10-K.

Recent Sales of Unregistered Securities; Use of Proceeds From Registered Securities

No unregistered securitieswere sold by the Company within the last three years. Registered securitieswere exchanged
aspart of the consideration for the acquisitions of Factory Point Bancorp and Woronoco Bancorp. Registered securities
were issued in 2008 in the Company’ s offerings of common stock and preferred stock. The Company issued 1.725
million common shares in a public stock offering. Net proceeds of $38.5 million were primarily deposited by the
Company into the Bank, which used the fundsto pay off short-term borrowings and to purchase investment securities.
The Company also issued 40 thousand shares of preferred stock in the U.S. Department of the Treasury Capita
Purchase Program. The offering proceeds were $40 million, of which $30 million was provided to the Bank as
additional contributed capital and the remaining balance was deposited into the Bank. The Bank used the fundsto

purchase investment securities and to purchase short-term investments pending anticipated reinvestment in the
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expansion of credit through lending activitiesin 2009. The preferred stock offering included the grant of awarrant to
purchase 226 thousand shares of common stock; there was no additional cash consideration received for this grant.

Purchases of Equity Securities by the Issuer and Affiliated Purchases

Therewere no purchases of equity securities during the fourth quarter of 2008 made by or on behdf of the Company or
any “affiliated purchaser”, as defined by Section 240.10b-18(a)(3) of the Securities and Exchange Act of 1934, of
shares of the Company’s common stock. On December 14, 2007, the Company authorized the purchase of up to
300,000 shares, from time to time, subject to market conditions. The repurchase planwill continue until itiscompleted
or terminated by the Board of Directors. The Company hasno intentionsto terminate this plan or to ceaseany potential
future purchases. However, prior to December 19, 2011, unlesswe have redeemed al the preferred stock issued tothe
U.S. Treasury on December 19, 2008, or unlessthe U.S. Treasury hastransferred al the preferred stock to athird party,
the consent of the U.S. Treasury will be required for usto repurchase any of our shares of common stock. Asof year-
end 2008, there were 98 thousand maximum shares that may yet be purchased under this publicly announced plan.

Performance Graph

The performance graph comparesthe Company’ scumulative stockholder return on its common stock over thelast five
years to the cumulative return of the NASDAQ Composite Index, and the SNL All Bank and Thrift Index. Total
stockholder return is measured by dividing total dividends (assuming dividend reinvestment) for the measurement
period plus share price change for a period by the share price at the beginning of the measurement period. The
Company’s cumulative stockholder return over a five-year period is based on an initid investment of $100 on
December 31, 2003.
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Period Ending
Index 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07 12/31/08
Berkshire Hills Bancorp, Inc. 100.00 104.01 95.24 96.68 76.63 93.20
NASDAQ Composite 100.00 108.59 110.08 120.56 132.39 78.72
SNL Bank and Thrift 100.00 111.98 113.74 132.90 101.34 58.28
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ITEM 6. SELECTED FINANCIAL DATA

The following summary datais based in part on the consolidated financial statements and accompanying notes, and
other schedules appearing el sewherein this Form 10-K. Historical dataisalso based in part on, and should beread in
conjunction with, prior filings with the SEC.

At or For the Y ears Ended December 31,

(In thousands, except per share data) 2008 2007 2006 2005 2004
Selected Financial Data:

Total assets $ 2,666,729 $ 2,513,432 $ 2,149,642 $ 2,035,553 $ 1,310,115
Securities 341,516 258,497 234,174 420,320 414,363
Loans, net 1,984,244 1,921,900 1,679,617 1,407,229 818,842
Goodwill and intangibles 178,830 182,452 121,341 99,616 7,254
Deposits 1,829,580 1,822,563 1,521,938 1,371,218 845,789
Borrowings and subordinated debentures 374,621 349,938 360,469 412,917 327,926
Total stockholders' equity 408,425 326,837 258,161 246,066 131,736
Selected Operating Data:

Total interest and dividend income $ 133211 $ 131,944 $ 118,051 $ 87,732 $ 61,081
Total interest expense 57,471 68,019 57,811 36,115 20,724
Net interest income 75,740 63,925 60,240 51,617 40,357
Service charges and fee income 30,334 26,654 13,539 9,373 5,493
All other non-interest income (loss) 1,261 (2,011) (1,491) 5,550 2,271
Total net revenue 107,335 88,568 72,288 66,540 48,121
Provision for loan losses 4,580 4,300 7,860 1,313 1,565
Total non-interest expense 71,699 65,494 48,868 48,998 28,977
Provision for income taxes - continuing operations 8,812 5,239 4,668 8,003 5,639
Net income (loss) from discontinued operations - - 371 - (431)
Net income $ 22,244 $ 13,535 $ 11,263 $ 8,226 $ 11,509
Dividends per share $ 063 % 0.58 $ 056 % 0.52 $ 0.48
Basic earnings per share $ 2.08 $ 147 $ 132 $ 116 $ 218
Diluted earnings per share $ 206 $ 144 3 1.29 $ 1.10 $ 2.01
Weighted average shares outstanding - basic 10,700 9,223 8,538 7,122 5,284
Weighted average shares outstanding - diluted 10,791 9,370 8,730 7,503 5,731
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At or For the Y ears Ended December 31,

2008 2007 2006 2005 2004
Selected Oper ating Ratios and Other Data:
Performance Ratios:
Return on average assets 0.87 % 0.60 % 0.53 % 0.47 % 0.89 %
Return on average equity 6.47 4.69 4.40 4.19 9.06
Interest rate spread 3.06 2.79 2.81 3.00 3.10
Net interest margin 3.44 3.26 3.24 3.33 3.37
Non-interest income/total net revenue 29.44 27.82 16.67 22.43 16.13
Non-interest expense/average assets 281 2.90 231 281 2.25
Dividend payout ratio 30.58 40.28 42.92 45.06 22.02
Capital Ratios:
Tier 1 capital to average assets - bank 9.34 7.97 7.69 7.79 8.08
Total capital to risk-weighted assets - bank 12.28 10.40 10.27 11.12 12.69
Stockholders' equity/total assets 15.32 13.00 12.01 12.09 10.06
Asset Quality Ratios:
Nonperforming loang/total loans 0.61 0.54 0.45 0.08 0.14
Nonperforming assets/total assets 0.48 0.45 0.35 0.06 0.09
Net loans charged-off/average total loans 0.19 0.34 0.07 0.08 0.15
Allowance for loan losses/total loans 1.14 1.14 1.14 0.92 113
Allowance for loan losses/nonperforming loans 1.88 x 2.10 x 2.55 x 10.96 x 8.11 x
Share Data:
Book value per share $ 30.33 $ 3115 $ 29.63 $ 2881 $ 2243
Market price at year end $ 30.86 $ 26.00 $ 33.46 $ 3350 $ 37.15

Note: All performance ratios are based on average balance sheet amounts where applicable.

ITEM 7. MANAGEMENT’SDISCUSSION AND ANALY SIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

GENERAL

Thisdiscussionisintended to assist in understanding the financial condition and results of operations of the Company.
This discussion should be read in conjunction with the consolidated financid statements and accompanying notes
contained in this report.

CRITICAL ACCOUNTING POLICIES

The Company’ ssignificant accounting policiesare described in Note 1 to the consolidated financid statements. Please
see those policies in conjunction with this discussion.

Critical accounting policiesarethosethat arereflective of significant judgments and uncertainties, and could potentialy
result in materially different results under different assumptions and conditions. Management believes that our most
critical accounting policies, which involve the most complex or subjective decisions or assessments, are as follows:

Allowance for Loan Losses. Arriving at an appropriate level of alowance for loan losses involves a high degree of
judgment. The allowance for loan losses provides for probable estimabl e |osses based upon eval uations of known and
inherent risksin theloan portfolio. Management uses historical information, aswell as current economic data, to assess
the adequacy of the allowance for loan losses asiit is affected by changing economic conditions and various external
factors, which may impact the portfolio in ways currently unforeseen. Although we believe that we use appropriate
available information to establish the allowance for loan losses, future additions to the allowance may be necessary if
certain future events occur that cause actual resultsto differ from the assumptions used in making the eval uation. For
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example, adownturnin thelocal economy could cause an increasein non-performing loans. Additionally, adeclinein
real estate values could reduce the collateral protection of our real estate loans. In either case, this may require usto
increase our provisions for loan losses, which would negatively impact earnings. The allowance for loan losses
discussion in Item 1 provides additional information about the allowance.

I ncome Taxes. Management considers accounting for income taxes asacritical accounting policy dueto the subjective
nature of certain estimatesthat areinvolved in the calcul ation and eval uation of the timing and recognition of resulting
tax liabilities and assets. Management uses the asset liability method of accounting for incometaxesin which deferred
tax assetsand liabilities are established for the temporary differences between the financial reporting basisand thetax
basis of the Company's assets and liabilities. Management must assessthe realizability of the deferred tax assets, and to
the extent that management believes that recovery is not likely, a valuation allowance is established. Adjustmentsto
increase or decrease the vauation allowance are generally charged or credited, respectively, to income tax expense.

Goodwill and I dentifiable Intangible Assets. In conjunction with the acquisitions of Factory Point Bancorp, Inc. in
2007 and Woronoco Bancorp in 2005, goodwill was recorded as an intangible asset equal to the excess of the purchase
price over the estimated fair value of the net assets acquired. Other intangibl e assetswere recorded for thefair value of
core deposits and non-compete agreements. Goodwill and intangible assets rel ated to insurance contracts were recorded
for the purchase of insurance agencies in 2006. The valuation techniques used by management to determine the
carrying value of assets acquired in the acquisition and the estimated lives of identifiable intangible assets involve
estimates for discount rates, projected future cash flows and time period calculations, all of which are susceptible to
change based on changes in economic conditions and other factors. Future events or changes in the estimates which
were used to determine the carrying value of goodwill and identifiable intangible assets or which otherwise adversely
affectstheir value or estimated lives could have a material adverse impact on future results of operations.

Determination of Other-Than-Temporary | mpairment of Securities. Management evaluates securitiesfor other-than-
temporary impairment on at least a quarterly basis, and more frequently when economic or market concerns warrant
such evaluation. Consideration is given to (1) length of time and the extent to which the fair value has been less than
cost, (2) thefinancial condition and near-term prospects of theissuer, and (3) the intent and ability of the Company to
retain itsinvestment in the issuer for aperiod of time sufficient to allow for any anticipated recovery infair value. The
consideration of the above factors are subjective and involve estimates and assumptions about matters that are
inherently uncertain. Should actual factorsand conditions differ materialy from those used by management, the actua
realization of gainsor losses on investment securities could differ materially fromthe amountsrecorded in thefinancia
Statements.

Fair Valuation of Financial Instruments. The Company uses fair value measurements to record fair vaue
adjustmentsto certain financid instruments and to determinefair val ue disclosures. Trading assets, securitiesavailable
for sale, and derivative instruments are recorded at fair value on arecurring basis. Additionally, fromtimeto time, the
Company may be required to record at fair value other assets on anonrecurring basis, or to establish alossallowance or
write-down based on the fair value of impaired assets. Further, the notesto financia statementsinclude information
about the extent to which fair value is used to measure assets and liabilities, the valuation methodologies used and its
impact to earnings. Additionally, for financial instruments not recorded at fair value, the notesto financial statements
disclose the estimate of their fair value. Dueto the judgments and uncertaintiesinvolved in the estimation process, the
estimates could result in materially different results under different assumptions and conditions.

SUMMARY

Net income rose to a record $22.2 million in 2008. Earnings per common share rose to a record $2.06. Financial
highlights in 2008 included:

e 21%increasein tota net revenue
o 3.44% net interest margin, the highest since 2003

e 8%increaseintota commercial loans; 7% increasein tota residential mortgage and home equity loans
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61.4% efficiency ratio, improved from 62.9% in 2007

0.48% nonperforming assets to total assets at year-end; accruing delinguent |oans were 0.51% of total loans

0.19% charge-offs on average loans

Public issuance of nearly $40 million in common stock and the issuance of $40 million of preferred stock
under the U.S. Treasury Capital Purchase Program

Record resultsin 2008 were the result of positive operating leverage dueto the benefit of organic growth and the new
Vermont operations. Despitethe spreading recessionin 2008, Berkshire Hills generated higher year-over-year earnings
per share in every quarter of the year. These results were achieved despite the impact of Berkshire Hills' October
common stock offering, which reduced EPS by $0.06 in the fourth quarter and by $0.07 for the year. This successful
public offering totaled nearly $40 million and bolstered equity capital, which totaled 15.3% of total assetsat year-end.
Berkshire Hillsalso issued $40 million in preferred stock under the Treasury Capital Purchase Program and agreed to
expand the flow of credit and support economic vitality in the communities that it serves.

COMPARISON OF FINANCIAL CONDITION AT DECEMBER 31, 2008 AND 2007

Balance Sheet Summary. Total assetswere $2.7 billion at year-end 2008, increasing by $153 million (6%) over year-
end 2007 dueto growth in loans and investments. Asset growth was primarily funded by common and preferred stock
offerings, together with growth in deposits and borrowings. Nonperforming assets did not increase materialy. The
ratio of equity/assetsincreased to 15.3% at year-end 2008 from 13.0% at year-end 2007, reflecting the benefit of record
earnings and the stock offerings.

I nvestment Securities. Total investment securitiesincreased by $83 million (32%) in 2008 due primarily to purchases
of short duration collateralized mortgage obligationsissued by federal agencies. Thisincrease primarily represented the
investment of funds provided by capital raises, pending reinvestment in anticipated |oan growthin 2009. At year-end
2008, the Company’ s securities portfolio consisted primarily of U.S. agency mortgage-backed securities, and municipal
and economic development bonds. All debt securitieswere rated investment grade except for $43 million in unrated
local municipal and economic development bonds. Thetotal net unrealized loss on securities availablefor sdlewas $3
million at year-end 2008 (1% of the outstanding balance), al of which was deemed to betemporary. During the year,
Berkshire Bank entered into an interest rate swap on a $15 million local economic devel opment bond, and as aresult
this security is carried as atrading security on the balance sheet.

At year-end 2008, the Company owned atotal of $342 million in investment securities, including the trading account
security. Securitiesincluded $175 million in federal agency mortgage-backed securities, $119 million municipal and
economic development bonds, $21 million in FHLBB stock, and $27 million in corporate bonds and other securities.
The tax equivaent yield on the portfolio in the fourth quarter of 2008 was 5.14%, compared to 5.85% in the fourth
quarter of 2007. The duration of the debt securities at year-end 2008 was approximately 3.8 years.

Loans. Total loans increased by $63 million (3%). Excluding targeted run-off of indirect auto loans, total loans
increased by 7%, reflecting growth in total commercial loans, along with higher residential mortgage and home equity
loans. Growth in commercial real estate loans mostly reflected loan opportunities previously serviced by national
providersin the Company’s New England lending areas. Home equity loan growth was due to new lines opened asa
result of relationship promotions. Residentia and home equity underwriting isbased on primelending standardswith
80% maximum loan-to-value. Commercia business |oans decreased due to paydowns. The Bank made a decision
early in the year to discontinue originations of indirect auto loans and this portfolio is declining as existing balances
runoff. The Company has emphasized adherence to strong credit standards and pricing objectivesin managing itsloan
originations. Berkshire Bank introduced commercial loan interest rate swaps as a new offering to larger commercial
mortgages in 2008. This allowed the Bank to originate variable rate loans and the customer to swap to afixed rate.
This contributed to loan growth and feeincomein 2008. Total loans with repricings over five years declined to $460
million at year-end 2008 from $518 million at the prior year-end. The averageyield onloanswas5.79% in the fourth
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guarter of 2008, compared to 6.68% in the fourth quarter of 2007. This generally reflected declining rates, the lower
percentage of fixed-rate loans, and the decrease in indirect auto loans.

The Company’s problem loan measures at year-end 2008 remained comparatively low and were not significantly
changed from the prior year-end. Y ear-end 2008 nonperforming assets totaled 0.48% of total assets, and accruing
delinquent loans were up moderately to 0.51% of total loans. Y ear-end 2008 nonperforming assetsincluded two real
estate secured commercial mortgages in the process of foreclosure totaling approximately $2.5 million each; oneloan
was related to arecreationa income producing property and the other was a condominium construction loan. There
were no other nonperforming assets over $1 million at that date.

In addition to nonperforming loans, the Company has identified $73 million in potential problem loans at year-end
2008, compared to $23 million at the prior year-end. Potential problem loansareloanswhich are currently performing,
but where known information about possible credit problems of borrowers causes management to have serious doubts
asto the ability of such borrowersto comply with the present |oan repayment terms and which may result in disclosure
of suchinthefutureasproblem loans. Potentia problem loansaretypicaly commercia loansthat are performing but
are classified by the Company’ sloan rating system as “ substandard.” At year-end 2008, the largest potential problem
loans included three commercia mortgages to non-profit organizations totaling $23 million, three residential
construction loan projectstotaling $17 million, and two commercial mortgagestotaling $12 million including alodging
loan and a commercial retail rental property. In severa cases, potential problem loans reflect situations in which
commercial borrowers increased debt to finance rea estate investment and the anticipated cash flow from these
investments did not materialize at the projected levels. Economic conditionsand other factors may causethese or other
loans to become nonaccruing or restructured or to require charge-offsin the future.

Loan Loss Allowance. The determination of the allowance for loan losses is a critical accounting estimate. The
Company’ s methodologies for determining the loan loss allowance are discussed in Item | of thisreport. The Company
considers the alowance for loan losses of $23 million appropriate to cover losses inherent in the loan portfolio as of
December 31, 2008. Actual future losses may be higher than this estimate and will depend on future economic and
financial conditionsand regulatory requirements. At year-end 2008, there were significant challengesand uncertaintiesin
the Company’ senvironment as described in the Economic Events section of Item|. Theimpact of thesefutureeventsand
eventsinthe Company’ sreal estate marketsisvery uncertain. The Company believesthat itsregiona economiesgenerally
did not enter the recession until the fourth quarter of 2008. While the Company has seen an adverse trend in its
commercial |oan risk ratings, loan performancein 2008 remained relatively strong and the Company did not believe that
inherent losses at year-end 2008 were outside of the range contemplated by its current |oan loss alowance methodol ogy.
Theratio of theloan lossallowanceto total loans remained unchanged at 1.14% of total loansat year-end 2008, compared
to the prior year-end. The Company’s net loan charge-offs decreased to $3.8 million in 2008 from $6.0 million in 2007
dueto one large loan charged-off in 2007. Total non-accruing loanswere $12.2 million at year-end 2008, which was up
modestly from $10.5 million at the prior year-end. The portion of the allowance assigned to specific reserves on
impaired loanswas $1.0 million at year-end 2008 and $1.2 million at year-end 2007. Thetotal amount of loansdeemed
impaired was $28.6 million at year-end 2008, compared to $14.8 million at year-end 2007. Performing loansincluded
troubled debt restructurings totaling $7.5 million at year-end 2008.

Cash Surrender Valueof Lifelnsurance. Berkshire Bank ownsvariouslifeinsurance policieswhich werewritten aspart
of the benefitsprogram provided to certain officersin prior years, including policiesrelating to officers of acquired banks.
The cash surrender value of these policies did not change significantly during 2008, and totaled $36 million at year-end.
The year-end totd included approximately $16 million in general account policies written with an AAA rated insurance
company and $9 million written with an AA rated company. There were no materia exposures to carriers below
investment grade ratings a year-end 2008.

Other Assets. All other assetsincreased by $9 million to $44 million at year-end 2008 primarily dueto anincreasein the
net deferred tax asset asaresult of tax benefits related to unrealized |osses on certain investment securities and derivative
financia instruments.

Deposits. Total depositsincreased by $7 million to $1.83 billionin 2008. Deposit activity included approximately $45
million in targeted run-off of higher cost municipal and commercia deposits, and brokered time deposit accounts,
primarily in the second quarter. Deposit growth excluding this run-off was 3%. Growth in money market and time
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deposit balances offset adeclinein NOW account balances, and demand deposit and savings balances did not change
significantly. Most of Berkshire Bank’s retail deposit and loan promotions are linked to companion checking
accounts. At the beginning of the year, the Bank promoted money market accounts dueto their lower cost and stronger
relationship crosssales. The Company also promotestime deposit account specials when they enhance balance sheet
management strategies or when the Company feel sthat the pricing is advantageous. When rates declined in thefourth
quarter, and subsequent to raising nearly $80 million from capital offerings, the Company reduced its promotions of
interest-bearing deposit accounts. Throughout the year, the Company carefully hewed to its pricing disciplinesin order
to support an expansion of the net interest margin and to mitigate the impact of the decision to discontinue originations
of indirect auto loans. Most brokered deposits were prepaid, and the total declined to $3 million at year-end 2008
compared to $21 million at the prior year-end. The Bank’s deposit growth primarily was in time deposits over $100
thousand, in part reflecting the benefit of the 100% deposit insurance protection offered by the Bank.

Deposit markets were turbulent in the last several months of theyear. Dueto thefailures and takeovers of investment
banks and prominent national banks and mortgage agencies, therewasaflight to quality and short-term treasury rates
were at timesnegative. Therewere several federal interventionsin the credit markets, including afederal guarantee of
money market funds. Berkshire Bank provides 100% insurance on dl depositsdueto acombination of FDIC insurance
and the Massachusetts Depositors Insurance Fund. Berkshire Bank initially received inflows of deposits and benefited
from demand for this comprehensive insurance. The FDIC increased deposit insurance on all deposit accounts and
optionally made available unlimited insurance on demand deposit bal ances, which Berkshire Bank elected to participate
in. Federal banking regulators also allowed numerous national financial ingtitutionsto convert to bank chartersin order
to be able to issue FDIC guaranteed deposits to replace liquidity sources which became unavailable as national
wholesale funding markets contracted. Accordingly, many national institutions offered comparatively high-rate time
deposits which competed with Berkshire Bank’ s deposit accounts. The FDIC a so began guaranteeing wholesale debt
offerings by participating banks, and these offerings al so competed with traditional bank deposits. Dueto thesefactors
and the extraordinarily low leve of interest rates, total deposits declined by $8 million in the fourth quarter.

Borrowings and Debentures.. Total borrowings and debenturesincreased by $25 million in 2008. Tota short-term
debt decreased by $70 million, and longer term FHL BB advancesincreased by $97 million. Thiswastheresult of the
Company’s strategy to bolster its liquidity and to eliminate its liability sensitivity in itsinterest rate risk profile. The
Company entered into $135 million in adjustabl e rate term advances from the FHLBB and used interest rate swapsto
fix the cost of these advances for periods in the range of 3 — 10 years, achieving a 3.9% fixed interest cost for atotal
average duration of 6 years on these advances. Berkshire Hills Bancorp reduced its holding company lines of credit
from $30 million to $15 million in 2008 due to higher credit costs.

Derivative Financial Instruments. The Company established relationships with several national banksin 2008 in
order to beableto enter into interest rate swaps. At year-end 2008, the Company had $243 million outstanding in gross
notional balances of interest rate swaps. In addition to swaps related to Federa Home Loan Bank borrowings, the
Company has aso entered into swaps related to a trading investment security, to the Company’s trust preferred
debenture, and to back-to-back swaps arranged with commercia borrowers. At year-end, the Company had swapswith
gross unrealized losses totaling $24 million and gross unrealized gains totaling $4 million. The unrealized losses
related primarily to swaps used to fix theinterest rates on Federal Home Loan Bank borrowings, which werevaued at a
discount at year-end dueto thelow rates resulting from government interventionsto respond to theeconomic crisis. If
the Company had instead fixed these rates directly with the Federal Home Loan Bank asit previoudly did, therewould
have been no market val ue adjustment recorded to the Company’ s balance sheet. Theincreasein Other Liabilitieswas
primarily due to the swap unrealized losses, together with a clearing balance due to broker.

Equity. Stockholders' equity increased by $82 million, including the benefit of $79 million in proceedsfrom common
stock and preferred stock offerings. The contribution of earnings was mostly offset by dividends, stock repurchases,
and unrealized |osses on securities and derivative financial instruments. Theratio of total equity to assetsincreased to
15.3% at year-end 2008, compared to 13.0% at the prior year-end. Reflecting the additional shares outstanding, book
value per common share was $30.33 at year-end 2008, compared to $31.15 at the prior year-end.

In October 2008, Berkshire Hillsissued 1.725 million shares of common stock, including an over-allotment amount
which was issued early in November. These shares were publicly issued under the Company’ s universal securities
shelf registration with the SEC. The Company received cash proceeds of $39 million from thisstock issuance, net of
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underwriting discountsand expenses. The shareswere sold at an average gross price of $24 per share. BerkshireHills
deposited the cash proceedsinto adeposit account at the Bank and maintained these cash balances at year-end 2008 to
support future growth opportunities and potential further investment in the Bank.

In December 2008, Berkshire Hillsissued 40 thousand shares of preferred stock to the United States Department of the
Treasury under its Capital Purchase Program in exchange for cash proceeds of $40 million. Under the related
agreement, Berkshire Hills also issued aten year warrant for 226,330 common shares exercisable at $26.51 per share.
The Company amended its SEC shelf registration and issued these securities under that registration. The preferred
stock will pay cumulative dividends at the rate of 5% per year for thefirst five years, and 9% thereafter. The agreement
included significant restrictions on repayment of the preferred stock, on common stock repurchases and dividends, on
executive compensation, and other aspects of corporate governance. Under the agreement, the Company pledged to
expand theflow of credit to U.S. consumers and busi nesses on competitive termsto promote the sustained growth and
vitality of the U.S. economy and to work diligently under existing programs to modify the terms of residential
mortgages as appropriate to strengthen the health of the U.S. housing market. Please see additional related discussion
inthe Stockholders' Equity noteto thefinancial statementsin Item 8 of thisreport. The agreement allows Congressto
unilaterally modify and/or add termsto the agreement. New termswere added in February 2009 and additional changes
continue to be proposed in Congress. The Company is evaluating the benefits of continuing to participate in this
program and its optionsto repurchase this preferred stock. BerkshireHillscontributed $30 million of the cash proceeds
as additional capita to the Bank, and held the remainder as depositsin the Bank to be used as potential future capital
contributions to the Bank or to service dividend payments on the preferred stock. At year-end 2008, there were
approximately 46,000 sharesremaining availableto beissued under the Company’ suniversal shelf registration, which
expiresin October, 20009.

The Bank met al regulatory capital requirements at year-end 2008 and continued to satisfy the conditions necessary to
beclassified as“ Well Capitalized” in accordance with federal regulatory standards. The Bank’ srisk-based capital was
12.3% at year-end 2008 compared to 10.4% at year-end 2007. During 2008, the Bank paid $17 millionindividendsto
the holding company, and proceeds were generally used to reduce outstanding debt of Berkshire Hills.

COMPARISON OF OPERATING RESULTSFOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

Net Income. Total net incomeincreased by 64% to arecord $22.2 million in 2008 from $13.5 million in 2007. Most
categories of income and expense increased in the first nine months of 2008, including the benefit of Vermont
operations acquired in September 2007. Earningsin 2007 were reduced by charges relating to the compl etion of the
Vermont acquisition and an associated balance sheet restructuring. All earnings per share referencesin thisreport are
to diluted earnings per share unless otherwise noted.

Earnings per share increased by 43% to arecord $2.06 in 2008 from $1.44 in 2007. Earnings per share increased by
8% in 2008 compared to the $1.90 result in 2007 before the above mentioned acquisition and restructuring charges.
This8% increaseincluded accretion from the Factory Point acquisition, the benefit of the balance sheet restructuring,
and the benefit of organic growth and an improved net interest margin in 2008.

Thereturn on assetsincreased to 0.87% in 2008 from 0.60% in 2007, and the return on equity increased to 6.5% from
4.7%. These returnsin 2008 were the highest level reported by the Company since 2004. The 3.44% net interest
margin was the highest since 2003. These results show the benefit resulting from acquisitions and organic growth in
recent yearswhich allowed Berkshire Hillsto devel op its management, infrastructure, and integration with the goal of
achieving higher franchise and stockholder vaue. Additionally, the Bank’ sten-branch de novo expansion into the New
Y ork Albany region continued to mature, reaching $165 millionin total deposits, and with four branches operating at or
above the breakeven level at year-end.

Berkshire Hills common and preferred stock placements in the fourth quarter of 2008 decreased the Company’s
leverage, and this was expected to initially result in annualized earnings per share dilution of $0.24 related to the
common stock and $0.17 related to the preferred stock. Because these stock offeringswere latein the year, theimpact
on 2008 earnings per share was $0.07 for the common stock, and there was no impact for the preferred stock. Actual
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dilution in 2009 will depend primarily on the pace of loan growth and any increase in leverage that the Company may
produce.

Total Revenue. Total revenue consists of net interest income and non-interest income. Tota revenueincreased by 21%
in 2008 to $107 million from $89 million primarily due to the benefit of acquired VVermont operations. Revenuein
2008 was 4% higher than the pro formacombined 2007 revenueincluding Vermont operations and excluding balance
sheet restructuring charges. This 4% increase was due primarily to organic growth, improved pricing, and the benefit
of the 2007 balance sheet restructure. On aper sharebasis, revenuesincreased by 1% to $9.95 over 2007 revenues per
share excluding restructuring charges. Revenues per shareincreased by 5% over 2007 revenuesincluding restructuring
charges. Feeincome declined dightly to 28% of total revenuein 2008 compared to 30% in 2007, reflecting soft pricing
conditionsin insurance and wealth management, aswell astheimprovement inthenet interest margin. Berkshire Hills
continues to focus on long-term growth of this ratio to diversify revenue and to increase franchise value reflecting
higher wallet share achieved through improved cross saes.

Net I nterest Income. Net interest income increased by 18% in 2008 primarily dueto the benefit of acquired Vermont
operations. Net interest incomeincreased by 4% compared to the pro formacombined net interest income of Berkshire
Hillsand Factory Pointin 2007. Thisincreaseincluded the benefit of the 2007 bal ance sheet restructuring, adherence
to loan and deposit pricing disciplines, and organic loan and deposit growth in 2008. Net interest income increased
sequentialy in each quarter of the year. Net interest income was up 7% in the fourth quarter of 2008 compared to
2007. Theimpactsof the Vermont operations and bal ance sheet restructuring wereincluded in resultsbeginningin the
fourth quarter of 2007.

Average interest bearing assets and liabilities were each up approximately 11% due to the Vermont operations and
organic growth. Average earning assets increased sequentially in each quarter in 2008, with the 2008 fourth quarter
average exceeding the 2007 fourth quarter average by 6%. This was primarily driven by continuous loan growth,
despite the impact of targeted runoff in the indirect auto |oan portfolio.

The net interest margin increased to 3.44% in 2008 from 3.26% in 2007, reflecting the benefit of higher-margin
Vermont operations, the balance sheet restructuring, and improved pricing spreads in 2008. The fourth quarter net
interest margin was 3.41% in 2008 compared to 3.38% in 2007. The margin increased sequentially in the first three
guarters of 2008, reaching 3.48% in the third quarter. Thiswas achieved despite the decision to fix the rates on more
than $100 million in Federal Home Loan Bank advances to reduce the sensitivity of earnings to anticipated future
interest rate hikes. Thesefixed rates were achieved through interest rate swaps, and the Company accepted the higher
current period interest costs to improve expected future earnings.

In the fourth quarter, the net interest margin decreased to 3.41% and it is expected to decrease further in 2009. Dueto
the global financial crisisand extraordinary federal interventions, short-term treasury rates at times dipped below zero
inthe fourth quarter. Dueto usual market floorsfor deposit ratesin itsregiona markets, and due to competition from
distressed nationa financial ingtitutions, the Company was unableto fully offset the declinein loan interest income by
reducing deposit costs. The effective cost of depositsalsoincreased dueto higher FDIC insurance premiums, which are
included in non-interest expense.

Theyield on interest bearing assets and the cost of interest bearing liabilities decreased sequentially in each quarter of
the year, primarily reflecting the reduction in short term interest rates during the year. Theyield on earning assetsalso
decreased due to the targeted run-off of higher yielding indirect auto loans and promotions of lower yielding home
equity lines of credit. The cost of interest bearing liabilities reflected the benefit of targeted run-off of higher cost
deposit accounts.

Provision for Loan Losses. The provision for loan lossesis a charge to earningsin an amount sufficient to maintain
the allowance for loan losses at a level deemed adequate by the Company. The level of the allowance is a critical
accounting estimate, which is subject to uncertainty. The level of the allowance was included in the discussion of
financial condition. The loan loss provision totaled $4.6 million in 2008 compared to $4.3 million in 2007, and the
year-end level of theloan loss allowance remained unchanged at 1.14% of total loans. Net loan charge-offsdeclined to
$3.8 million from $6.0 million for these periods; charge-offsin 2007 included $4.0 million in losses recorded on one

commercial credit with borrower fraud. The Company anticipatesthat the amount of net loan charge-offsand theloan
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loss provision will increase in the coming year due to the increase in potential problem loans and an expected
deepening of the recession in the economy and real estate markets. While the national and global financial outlook is
considered by many to beacrisis, theimpact of the downturn in the Company’ s lending marketsis uncertain and may
not be as severe asin other regions of the country. These markets generally did not experiencethelevel of speculative
devel opment and subprime pricing that were preval ent in growth markets el sewherein the U.S. Berkshire Bank does
not participate in shared national credits and substantially all of itsloan portfolioisto relationshipsin and around the
Company’ slending areasin New England and New Y ork.

Non-Interest Income. Non-interest income increased by 28% to $32 million in 2008 from $25 million in 2007.
primarily due to the benefit of the acquired Vermont operations. Non-interest income increased by 2% over the pro
forma combined 2007 non-interest income of Berkshire Hills and Factory Point, excluding restructuring charges.
Deposit service feesincreased by 7% over the pro formacombined 2007 deposit servicefees, reflecting organic volume
growth in 2008. Wealth management feesincreased by 8% over this pro formacombined base, reflecting both organic
growth and the benefit of the acquisition of the Center for Financia Planning in Albany in January 2008. Thisfee
growth was achieved despite the stock market downturn, which caused a 21% reduction in fourth quarter wealth
management revenuesin 2008. Wealth management new business bookingsin 2008 totaled $116 million, which was
15% of the starting balance. Total assets under management decreased from $781 million to $670 million dueto the
impact of the stock market downturn. Insurance revenues decreased by 1% in 2008. The negative impact of softer
commercial renewal premiums was partialy offset by organic growth in commercial insurance policies. The 59%
increase in loan and swap fee revenues was mostly attributable to Berkshire Bank’ sintroduction of commercial loan
interest rate swapsin 2008.

Non-I nterest Expense. Non-interest expense increased by 9% in 2008 to $72 million from $65 million including the
impact of acquired Vermont operations. Non-interest expense included $0.7 million of nonrecurring chargesin 2008
and $3.0 million in 2007 related to merger, integration, and restructuring charges. Excluding these charges, and
adjusting for the $2.5 million in targeted expense savingsin Vermont, total non-interest expense increased by 2% in
2008 over the adjusted combined pro formatotal including Berkshire Hillsand Factory Point in 2007. Higher expenses
included a $0.8 million increase in intangible amortization, a$0.5 million increase in loan collections expense, and a
$0.6 million increasein deposit insurance premiums. The Company expectsasignificant increasein deposit insurance
expensein 2009 dueto higher ongoing and one-time FDIC premium assessments. The Company’ sefficiency increased
in 2008, reflecting the positive operating leverage generated by the 4% revenue growth compared to the 2% expense
growth over the adjusted combined pro forma 2007 total.

Income Tax Expense. The effectivetax rate was 28.4% in 2008 compared to 27.9% in 2007. Thetax ratein 2008
included arate benefit of 2.6% related to the elimination of a state tax valuation allowance as aresult of growth in
the Bank’ s taxable income.

Results of Segment and Parent Operations. Net income of the banking segment increased to $22 million from $13
million due primarily to the same factors that affected consolidated earnings growth which were previously discussed.
Net income of the insurance segment decreased by 23% to $1.9 million from $2.5 million due to the impact of soft
renewal premiums and additional integration and restructuring chargesin 2008. Net income of the parent increased due
to earnings in the Bank. Dividends from subsidiaries were used to pay down debt, which reduced interest expense.

Comprehensive | ncome. Comprehensive income is a component of total stockholders’ equity on the balance shest.
Comprehensiveincome includes changesin accumul ated other comprehensiveincome, which consist of changes (after-
tax) in the unrealized market gains and losses on securities available for sale and the net gain (loss) on derivative
instruments used as cash flow hedges. The Company recorded comprehensive income of $9.5 million in 2008
compared to $14.7 million in 2007. This decrease was primarily due to unrealized losses recorded on derivative
financial instruments as a result of a sharp decline in interest rates following federa interventions in the financia
markets in the fourth quarter.

COMPARISON OF OPERATING RESULTSFOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006

Summary. Net incomeincreased by 20% to $13.5 million in 2007, compared to $11.3 million in the prior year. Net
income per diluted share increased by 12% to $1.44 in 2007 from $1.29 in 2006. Earnings growth was driven
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primarily by a$3.7 million increase in net interest income, a $3.6 million decrease in provision for loan losses and a
$12.6 million increasein non-interest income offset by a$16.6 million increase in non-interest expense. Theincreases
in non-interest income and non-interest expense were due primarily to the acquisition of thefiveinsurance agenciesin
the fourth quarter of 2006 and Factory Point in the third quarter of 2007.

Financial highlightsin 2007 included:

e $10.0 million increase in insurance commissions and fees (from first full year of operations from acquired
insurance agencies)

o 33% increasein deposit service fees

e 34% increase in wealth management fees

o 14% increasein loans (primarily from the Factory Point acquisition)

o 32% non-maturity deposit growth (23% from the Factory Point acquisition and 9% from organic growth)
Other highlightsin 2007 included:

e Acquired Factory Point Bancorp, contributing to a 17% increase in total assets

e Opened four new branches in New Y ork increasing our presence to ten branches in the New Y ork Capital
region

e Introduced anew brand identity to improve our overall competitive positioning

o First full year of operations for the expanded Berkshire Insurance Group — contributed $2.5 million in net
income

e Netinterest margin of 3.38% for the fourth quarter of 2007 — highest level in fourteen quarters
e Solid asset quality with nonperforming assets at 0.45% of total assets at December 31, 2007

Net Income. Net incomeincreased by 20% to $13.5 million in 2007, compared to $11.3 million in the prior year. Net
incomein 2007 included athird quarter after-tax charge of $2.4 million ($0.25 per share) due to a$3.8 million charge
from abalance sheet restructuring, $1.7 million in expenses from the Factory Point acquisition ($1.1 million after-tax),
$1.3 million in other restructuring expenses ($0.8 million after-tax), and a$2.5 million provision for loan losses ($1.5
million after-tax) related to a $2.5 million charge-off for one commercial loan that was impacted by borrower fraud.
Collectively, these charges lowered 2007 net income by $5.6 million. Net incomein 2007 a so included total costs of
$4.2 million for the New Y ork de novo branch program and the costs of the Company’ s branding program, which the
Company views as an investment in franchise expansion and brand awareness. The above chargeswere not viewed as
related to usual operations. Thereturn on average assetsfor the year 2007 was 0.60% and the return on average equity
was 4.69% for the year. Resultsin 2006 included athird quarter loss of $2.1 million ($0.25 per share) dueto a$5.3
million securitieslossrelated to a securities portfolio restructuring and del everaging. Third quarter resultsin 2006 also
included a $6.2 million loan loss provision due to an adjustment of the loan loss alowance.

Total Revenue. Total revenue consists of net interest income and non-interest income. Total revenueincreased by $16.3
million (23%) in 2007. Thisincrease was due primarily to afull year of insurance commissionsand feesfrom Berkshire
Insurance Group, acquisitions, de hovo expansion, and organic growth.

Net I nterest Income. Net interest income increased by $3.7 million (6%6) to $63.9 million in 2007 compared to 2006.
Theincreasein net interest income resulted primarily from an increase in average earning assets of 6% due to higher
loan balances (primarily from the Factory Point acquisition and organic loan growth). The net interest margin
improved by 2 basis points (“bp”) to 3.26% for 2007 compared to 3.24% in 2006. The Company improved its net
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interest margin during the second half of 2007 despite the difficult market conditions. As previously mentioned, the
Company restructured the balance sheet in the third quarter of 2007 by selling $32 million in investment securitiesand
$50 million in residential mortgages and paid down $82 million in borrowings. In addition, the Company acquired
Factory Point which had anet interest margin in excess of 4% and implemented new pricing strategies. These actions
led to theimprovement in the net interest margin increasing to 3.38% in the fourth quarter of 2007 from 3.15% for the
second quarter of 2007.

Theyield on earning assetsincreased 36 bp t0 6.61% in 2007 compared to 2006. Thisincreasewas due primarily tothe
deleveraging transactions in 2006 and 2007 aswell as an increasein yield on loan originations and purchases of new
securities during an increasing rate environment that was prevalent for 2006 and most of 2007. The average rate paid
for interest bearing liabilities increased 38 bp to 3.82% in 2007 compared to 2006. The increase in the rate paid on
interest bearing liabilities can be attributed to a higher average federa funds rate in 2007 compared to 2006. The
increasein average balances on interest earning assets and interest bearing liabilitieswasimpacted by the Factory Point
acquisition and offset somewhat by the third quarter balance sheet restructuring.

Provision for Loan Losses. Theloan loss provision totaled $4.3 million for theyear 2007, compared to $7.9 millionin
2006. The provision for loan losses for 2007 reflected a $2.5 million charge-off related to a commercial credit with
borrower fraud. Thetotal charge-offsin 2007 rel ated to thiscommercial credit with borrower fraud totaled $4.0 million.
Total net loan charge-offswere $6.0 million in 2007. Excluding the $4.0 million charge-off mentioned above, al other
net charge-offs totaled $2.0 million (0.11% of average loans), compared to net charge-offs of $1.1 million (0.07% of
average loans) in 2006. The decrease in the provision for loan losses in 2007 from 2006 was due primarily to the
previously mentioned $5.5 million charge in 2006 for increases in general pool reserve levels due to management’s
evauation of ahigher percentage of inherent losses in the loan portfolio at that time.

Non-Interest Income. Non-interest income increased $12.6 million in 2007 to $24.6 million from $12.0 million in
2006. Theincrease wasdriven primarily by a$10.0 million increase in insurance commissionsand feesfrom afull year
of activity of Berkshire Insurance Group aswell asincreasesin deposit service fees and wealth management. Deposit
service fees increased $1.9 million (33%) in 2007 from growth in core deposit accounts, pricing increases and the
Factory Point acquisition. Wealth management feesincreased $1.1 million (34%) in 2007 from organic growth and the
Factory Point acquisition. Non-interest income included $3.8 million in losses for the previously mentioned
deleveraging in the third quarter of 2007 and $3.1 million in losses from a balance sheet restructuring in the third
quarter of 2006.

Non-I nterest Expense. Non-interest expense increased by $16.6 million (34%) in 2007 compared to 2006. For 2007,
additional expense from the acquired insurance agencies totaled $6.5 million, merger, integration and restructuring
expenses increased $1.4 million, marketing expenses increased $1.1 million from the branding campaign and
acquisitions, amortization of intangible assetsincreased $1.0 million from acquisitions, and expensesrel ated to the de
novo branch program increased by $1.5 million. The remaining $5.1 million increase (10%) in total non-interest
expense was in al other non-interest expense related to higher overhead for the Company’ stransition into aregional
bank, together with initiatives to develop sales and products which resulted in increases in personnel, data processing
and professional fees.

Income Tax Expense. The effective tax rate for 2007 was 27.9%. The effective tax rate in 2006 was 30.3%. The
decrease in the effective tax rate resulted mainly from increases in tax credits and tax-exempt income in 2007.

Results of Segment Operations. Net income of the insurance segment for 2007 increased by $2.2 million dueto the
impact of the insurance agency acquisitionsin 2006. Net income for the banking segment for 2007 increased $1.1
million due to increases in net interest income (primarily due to growth in earning assets and the Factory Point
acquisition) and non-interest income (increasesin deposit service and wealth management fees) aswell asadecreasein
the provision for loan losses offset by an increase in non-interest expense (driven by the de novo branches, marketing
costs and the Factory Point merger costs).

Comprehensive Income. The Company recorded comprehensiveincome of $14.7 millionin 2007 compared to $13.6
million in 2006. Theincreasein netincome was partially offset by areduction in other net comprehensiveincome.
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AVERAGE BALANCES, INTEREST, AND AVERAGE YIELDSCOST

The following table presents an analysis of average rates and yields on a fully taxable equivalent basis for the years
presented. Tax exempt interest revenue is shown on atax-equivaent basis for proper comparison using a statutory
federal income tax rate of 35%.

2008 2007 2006
Average Average Average
Average Yield/ Average Yield/ Average Yield/

(Dollarsin millions) Balance Interest Rate Balance Interest Rate Balance Interest Rate
Inter est-ear ning assets:
Loans (1) $1,980.1 $120.6 6.09%  $1,789.0 $120.1 6.71%  $1,547.3 $100.8 6.51%
Investment securities (2) 271.2 145 5.37 235.2 13.9 591 370.8 191 5.15
Short-term investments 12.2 0.2 1.64 4.7 0.1 3.02 4.9 0.3 6.12
Total interest-earning assets 2,263.5 135.3 5.98 2,028.9 134.1 6.61 1,923.0 120.2 6.25
Intangible assets 180.3 138.3 103.2
Other non-interest earning assets 107.0 95.2 90.1
Total assets $2,550.8 $2,262.4 $2,116.3
Interest-bearing liabilities:
Deposits:
NOW accounts $ 200.1 15 0.75% $ 157.9 23 146% $ 137.8 15 1.09%
Money market accounts 464.9 10.0 2.15 339.2 12.2 3.60 284.4 9.7 341
Savings accounts 216.4 16 0.74 201.6 22 1.09 210.6 19 090
Certificates of deposit 725.4 28.6 3.94 714.1 33.9 4.75 651.7 279 428
Total interest-bearing deposits 1,606.8 41.7 2.60 1,412.8 50.6 3.58 1,284.5 410 319
Borrowings 363.8 15.8 4.34 365.8 17.4 4.76 394.4 16.8 4.26
Total interest-bearing liabilities 1,970.6 57.5 2.92 1,778.6 68.0 3.82 1,678.9 57.8 344
Non-interest-bearing demand

deposits 2252 190.4 1745
Other non-interest-bearing

liabilities 11.0 5.4 7.2
Total liabilities 2,206.8 1,974.4 1,860.6
Equity 344.0 288.0 255.7
Total liabilities and equity $2,550.8 $ 2,262.4 $ 2,116.3
Net interest-earning assets $ 2929 $ 2503 $ 2441
Net interest income $ 77.8 $ 66.1 $ 62.4
Interest rate spread 3.06% 2.79% 2.81%
Net interest margin 3.44% 3.26% 3.24%
Interest-earning assets/interest-bearing liabilities 114.86% 114.07% 114.54%
Fully taxable equivalent adjustment $ 21 $ 22 $ 21

(1) The average balances of loans includes nonaccrual loans, loans held for sale, and deferred fees and costs.
(2) The average balance of investment securities is based on amortized cost.
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RATE/VOLUME ANALYSIS

The following table presents the effects of changing rates and volumes on the fully taxable equivalent net interest
income. Tax exempt interest revenueis shown on atax-equivaent basisfor proper comparison using astatutory, federal
incometax rate of 35%. Changes attributable to changesin both rate and volume have been all ocated proportionately
based on the absolute value of the change due to rate and the change due to volume.

2008 Compared with 2007 2007 Compared with 2006
Increase (Decrease) Due to Increase (Decrease) Due to

(In thousands) Rate Volume Net Rate Volume Net
Interest income:

Loans $(11,686) $ 12,194 $ 508 $ 2944 $ 16,280 $ 19,224
Investment securities (1,362) 1,979 617 2,548 (7,714) (5,166)
Short-term investments (92 134 42 (103) (11) (114)
Total interest income (13,140) 14,307 1,167 5,389 8,555 13,944
Interest expense:

NOW accounts (1,318) 506 (812) 616 235 851
Money market accounts (5,874) 3,654 (2,220) 601 1,953 2,554
Savings accounts (783) 146 (637) 442 (77) 365
Certificates of deposit (5,728) 533 (5,195) 2,996 2,812 5,808
Total deposits (13,703) 4,839 (8,864) 4,655 4,923 9,578
Borrowings (1,587) (97) (1,684) 1,926 (1,273) 653
Total interest expense (15,290) 4,742 (10,548) 6,581 3,650 10,231
Change in net interest income $ 2150 $ 9565 $ 11,715 $ (1,192) $ 4905 $ 3,713

LIQUIDITY AND CAPITAL RESOURCES

Liquidity isthe ability to meet cash needs at al times with available cash or by conversion of other assetsto cash at a
reasonable price and in atimely manner. At year-end 2008, the Company had $47 million in cash and equivalentsdue
primarily to its $40 million common stock offering in the fourth quarter. The primary ongoing source of funding for the
Company isdividend paymentsfrom the Bank and from Berkshire Insurance Group. Additional sourcesof liquidity are
proceeds from borrowings and capital offerings, and from stock option exercises. The main uses of liquidity are the
payment of common and preferred stockholder dividends, purchases of treasury stock, debt service on outstanding
borrowings and debentures, and business acquisitions. There are certain restrictions on the payment of dividends as
discussed in the Stockholders' Equity note to the consolidated financial statements.

The Bank’ s primary source of liquidity is customer deposits. Additional sources are borrowings, repayments of loans
and investment securities, and the sale and repayments of investment securities. The Bank closely monitorsitsliquidity
position on a daily basis. Sources of borrowings include advances from the FHLBB and borrowings at the Federa
Reserve Bank of Boston. As of year-end 2008, based on its arrangements and collateral amounts, the Bank had
potential borrowing capacity totaling $270 million with the Federal Home Loan Bank of Boston.

The greatest sources of uncertainty affecting liquidity are deposit withdrawal s and usage of loan commitments, which
areinfluenced by interest rates, economic conditions, and competition. The Bank offers 100% insuranceon all deposit
balances as a result of the combination of FDIC insurance and the Massachusetts Depositors Insurance Fund. The
Bank also relies on competitive rates, customer service, and long-standing relationships with customers to manage
deposit and loan liquidity. Based on its historical experience, management believesthat it has adequately provided for
deposit and loan liquidity needs. Both liquidity and capital resources are managed according to policies approved by the
Board of Directors.

The Bank must satisfy various regulatory capital requirements, which are discussed in the Regul ation and Supervision

section of Item 1 and in the Stockholders’ Equity note to the consolidated financial statements. Please see the Equity
section of the discussion of financial condition for additional information about liquidity and capital at year-end 2008.
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In September 2006, the Company filed auniversal shelf registration with the Securities and Exchange Commission for
the issuance of up to $125 million in debt securities, common stock, or preferred stock. At year-end 2008,
approximately $46 million in securities remained issuable under this registration statement.

Contractual Obligations. The year-end 2008 contractual obligations were as follows:

Lessthan One OnetoThree Threeto Five After Five

(In thousands) Total Y ear Years Years Years

FHLBB borrowings (1) $ 342332 % 77,686 % 95610 $ 78,000 $ 91,036
Junior subordinated debentures 15,464 - - - 15,464
Operating |ease obligations (2) 42,180 2,558 4,925 4,667 30,030
Note payable 17,000 625 16,375 - -
Purchase obligations (3) 4777 2,945 968 864 -
Total Contractual Obligations $ 421,753 % 83814 $ 117878 $ 83531 $ 136,530

(1) Consists of borrowings from the Federal Home Loan Bank. The maturities extend through 2027 and the rates vary by borrowing.
(2) Consists of leases, bank branches and ATMs through 2031.
(3) Consists of obligations with multiple vendors to purchase a broad range of services.

Further information about borrowings and |ease obligationsisin the Borrowings and Commitment notesto thefinancia
Statements.

Off-Balance Sheet Arrangements. In the normal course of operations, the Company engagesin avariety of financia
transactionsthat, in accordance with accounting principles generally accepted in the United States are not recorded in
the Company’ sfinancial statements. These transactionsinvolve, to varying degrees, elementsof credit, interest rateand
liquidity risk. Such transactions are used primarily to manage customers’ requestsfor funding and take theform of loan
commitmentsand lines of credit. For 2008 and 2007, the Company did not engagein any off-balance sheet transactions
reasonably likely to have a materia effect on the Company’ s financial condition, results of operations or cash flows.

IMPACT OF INFLATION AND CHANGING PRICES

Thefinancia statementsand related financial data presented in this Form 10-K have been prepared in conformity with
accounting principles generally accepted in the United States of America, which require the measurement of financial
position and operating results in terms of historical dollars, without considering changes in the relative purchasing
power of money over time due to inflation. Unlike many industrial companies, substantialy all of the assets and
liabilities of Berkshire Bank are monetary in nature. As a result, interest rates have a more significant impact on
Berkshire Bank’s performance than the general leve of inflation. Interest rates may be affected by inflation, but the
direction and magnitude of theimpact may vary. A sudden changein inflation (or expectations about inflation), witha
related change in interest rates, would have a significant impact on our operations.

IMPACT OF NEW ACCOUNTING PRONOUNCEMENTS

Pleaserefer to the note on Recent Accounting Pronouncementsin Note 1 to the consolidated financial statementsfor a
detailed discussion of new accounting pronouncements.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

MANAGEMENT OF INTEREST RATE RISK AND MARKET RISK ANALYSIS

Qualitative Aspects of Market Risk. The Bank’s most significant form of market risk isinterest rate risk. The Bank
seeks to avoid fluctuationsin its net interest income and to maximize net interest income within acceptable level s of
risk through periods of changing interest rates. Berkshire Bank maintains an Asset/Liability Committee that is
responsiblefor reviewing its asset/liability policies and interest rate risk position. This Committee meets monthly and
reportstrendsand interest rate risk position to the Risk M anagement Committee and Board of Directorson aquarterly
basis. The extent of the movement of interest rates is an uncertainty that could have a negative impact on the
Company’s earnings. The Bank has managed interest rate risk by emphasizing assets with shorter-term repricing
durations, periodically selling long term fixed-rate assets, promoting low cost core deposits, and using FHLBB
advancesto structureitsliability repricing durations. Berkshire Bank also usesinterest rate swapsin order to enhance
itsinterest rate risk position and manage its ba ance sheet.

Quantitative Aspects of Market Risk. The Company uses a simulation model to measure the potential changein net
interest income that would result from both an instantaneous or ramped change in market interest rates assuming a
paralle shift along the entire yield curve. The chart below shows the analysis of aramped change. Therange of the
ramp was shifted up at year-end 2008 in the chart due to the very low interest rates prevailing at that date. Loans,
deposits and borrowings were expected to reprice at the repricing or maturity date. The Company uses prepayment
guidelines set forth by market sources aswell as Company generated data where applicable. Cash flowsfromloansand
securities are assumed to bereinvested based on current operating conditions and strategies. Other assumptions about
balance sheet mix are generally held constant. No material changes have been made to the methodologies used in the
model.

Changein
Interest Rates-Basis 1- 12 Months 13- 24 Months
Points (Rate Ramp) $ Change % Change $ Change % Change

(Dollarsin thousands)

At December 31, 2008

+ 300 $ 2,207 3.07 % $ 7,065 10.24 %
+ 200 1,587 221 5,283 7.66

+ 100 869 1.21 2,778 4.03

- 100 (1,977) (2.75) (5,779) (8.38)
At December 31, 2007

+ 200 $ (1,373) (1.88) % $ (1,704) (2.31) %
+ 100 (732) (1.00) (649) (0.88)
-100 428 0.59 (119) (0.16)

- 200 101 0.14 (1,971) (2.67)

During 2008, the Company shifted from amoderately liability sensitive profile to amoderately asset sensitive profile.
This shift reflects the Company’ s general preference to be modestly asset sensitive and a so reflects management’s
expectationsthat inflation and interest rateswill rise from recent low levels. Factors contributing to this shift included
the shift in consumer lending from fixed rate indirect auto loans to prime based home equity lines, aswell asthe stock
common and preferred stock offerings which were reinvested in short term investments and low duration mortgage
backed securities at year-end. Berkshire Bank entered into $135 million in cash flow interest rate swapsto fix the rate
on adjustable-rate Federal Home L oan Bank advancesto match therate duration on existing residential and commercial
mortgage loans. The Company also entered into swapsto convert a$15 million fixed rate economic devel opment bond
to variablerate and to fix theinterest rate on the Company’ s$15 millionin trust preferred debentures. Additionaly, the
Company also began offering back-to-back interest rate swapsto certain commercial borrowers, and thereby wasableto
originate adjustable rate commercia loans which the customers swapped into fixed interest rates. This allowed

47



Berkshire Bank to fund these loans with short term deposits, including money market accounts which help the
Company grow its core transaction based customer deposit franchise.

Dueto the limitations and uncertaintiesrel ating to model assumptions, the above computations should not berelied on
as projections of income. Further, the computations do not reflect any actions that management may undertake in
responseto changesin interest rates. The most significant assumption relatesto expectationsfor theinterest sensitivity
of non-maturity deposit accountsin arising rate environment. The model assumesthat deposit rate sensitivity will bea
percentage of the market interest rate change as follows: NOW accounts—ranging between 0 and 40% depending on
product type; money market accounts—ranging between 50 and 75% depending on the balance and product type; and
savings accounts—65%. One of the significant limitations of the simulation isthat it assumes parallel shiftsintheyield
curve. Actua interest rate risks are often more complex than this scenario. A key interest rate change in 2007 was the
steepening of theyield curvein the second half of the year. Assumption changesin 2007 were based on areview of past
performance and future expectations and were not viewed as materid.

48



<This page left intentionally blank>

49



ITEM 8. FINANCIAL STATEMENTSAND SUPPLEMENTARY DATA

MANAGEMENT’SREPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of the Company is responsible for establishing and maintaining adequate internal control over
financial reporting. The internal control process has been designed under our supervision to provide reasonable
assurance regarding thereliability of financial reporting and the preparation of the Company’ sfinancia statementsfor
external reporting purposes in accordance with accounting principles generally accepted in the United States of
America.

M anagement conducted an assessment of the effectiveness of the Company’ sinternal control over financia reporting as
of December 31, 2008, utilizing the framework established in Internal Control— ntegrated Framework issued by the
Committee of Sponsoring Organizationsof the Treadway Commission (COSO). Based on this assessment, management
has determined that the Company’ sinternal control over financial reporting as of December 31, 2008 is effective.

Our internal control over financial reporting includes those policies and proceduresthat (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonabl e assurance that transactions are recorded as necessary to permit preparation of financia
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the
company are being made only in accordance with authorizations of management and directors of the company; and (3)
provide reasonabl e assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition
of the company's assets that could have a material effect on the financia statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems
determined to be effective can provide only reasonabl e assurance with respect to financial statement preparation and
presentation. Also, projections of any evaluation of effectivenessto future periods are subject to therisk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

The effectiveness of the Company’ sinternal control over financial reporting as of December 31, 2008 has been audited
by Wolf & Company, P.C., an independent registered public accounting firm, as stated in their report, which follows.
This report expresses an ungualified opinion on the effectiveness of the Company’s internal control over financial
reporting as of December 31, 2008.

/s Michadl P. Daly /I Kevin P. Riley

Michael P. Day Kevin P. Riley

President and Chief Executive Officer Executive Vice President and Chief Financial Officer
March 13, 2009 March 13, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Berkshire Hills Bancorp, Inc.

We have audited the accompanying consolidated balance sheets of Berkshire Hills Bancorp, Inc. and subsidiariesas of
December 31, 2008 and 2007, and the related consolidated statements of income, changesin stockholders equity and
cash flows for each of the yearsin the three-year period ended December 31, 2008. We a so have audited Berkshire
HillsBancorp, Inc.’ sinternal control over financial reporting as of December 31, 2008, based on criteriaestablished in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COS0). Berkshire Hills Bancorp, Inc.'s management is responsible for these consolidated financial
statements, for maintaining effectiveinternal control over financia reporting, and for its assessment of the effectiveness
of internal control over financia reporting included in the accompanying Management’s Report on Interna Control
over Financial Reporting. Our responsibility isto express an opinion on these financia statementsand an opinion on
the Company'sinternal control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audits to obtain reasonabl e assurance about whether the
financial statementsarefree of material misstatement and whether effectiveinternal control over financia reporting was
maintained in al material respects. Our audits of thefinancial statementsincluded examining, on atest basis, evidence
supporting the amounts and disclosures in the financia statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financia statement presentation. Our audit of
internal control over financia reportingincluded obtaining an understanding of interna control over financia reporting,
assessing therisk that amaterial weakness exists, and testing and eval uating the design and operating effectiveness of
internal control based on the assessed risk. Our audits aso included performing such other procedures as we
considered necessary in the circumstances. We believe that our audits provide areasonable basisfor our opinions. A
company'sinternal control over financial reporting isa process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposesin accordance with
generally accepted accounting principles. A company'sinternal control over financia reporting includesthose policies
and proceduresthat (1) pertain to the maintenance of recordsthat, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statementsin accordance with generally accepted accounting
principles, and that recei ptsand expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company's assetsthat could haveamateria effect onthe
financial statements.

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectivenessto future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, the consolidated financia statements referred to above present fairly, in all material respects, the
financial position of Berkshire HillsBancorp, Inc. and subsidiaries as of December 31, 2008 and 2007, and theresults
of their operations and their cash flows for each of the years in the three-year period ended December 31, 2008, in
conformity with accounting principles generally accepted in the United States of America. Also in our opinion,
Berkshire Hills Bancorp, Inc. maintained, in all material respects, effectiveinterna control over financial reporting as
of December 31, 2008, based on criteria established in Internal Control—ntegrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO).

/sl Walf & Company, P.C.

Boston, Massachusetts
March 16, 2009
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BERKSHIRE HILLSBANCORP, INC.
CONSOLIDATED BALANCE SHEETS

December 31,
(In thousands, except share data) 2008 2007
Assets
Cash and due from banks $ 26,582 $ 33,259
Short-term investments 18,216 7,883
Total cash and cash equivalents 44,798 41,142
Trading security 18,144 -
Securities available for sale, at fair value 274,380 195,921
Securities held to maturity (fair values of $26,729 and $39,689) 25,872 39,456
Restricted equity securities 23,120 23,120
Residential mortgages 677,254 657,045
Commercial mortgages 805,456 704,764
Commercial business loans 178,934 203,564
Consumer loans 345,508 378,643
Total loans 2,007,152 1,944,016
Less: Allowance for loan losses (22,908) (22,116)
Net loans 1,984,244 1,921,900
Premises and equipment, net 37,448 38,806
Goodwill 161,178 161,632
Other intangible assets 17,652 20,820
Cash surrender value of life insurance 35,668 35,316
Other assets 44,225 35,319
Total assets $ 2,666,729 $ 2513432
Liabilities
Demand deposits $ 233,040 $ 231,994
NOW deposits 190,828 213,150
Money market deposits 448,238 439,341
Savings deposits 211,156 210,186
Time deposits 746,318 727,892
Total deposits 1,829,580 1,822,563
Short-term debt 23,200 92,800
Long term Federal Home Loan Bank advances 318,957 221,674
Other long-term debt 17,000 20,000
Junior subordinated debentures 15,464 15,464
Other liabilities 54,103 14,094
Total liabilities 2,258,304 2,186,595
Commitments and contingencies (See note 15)
Stockholders equity
Preferred stock ($.01 par value; 1,000,000 shares authorized; 40,000 shares
with $1,000 liquidation value in 2008 and no shares issued in 2007) 36,822 -
Common stock ($.01 par value; 26,000,000 shares authorized;
14,238,825 sharesissued in 2008 and 12,513,825 in 2007) 142 125
Additional paid-in capital 307,620 266,134
Unearned compensation (1,905) (2,009)
Retained earnings 127,773 113,387
Accumulated other comprehensive (loss) income (11,574) 1,217
Treasury stock (1,985,381 sharesin 2008 and 2,021,120 shares in 2007) (50,453) (52,017)
Total stockholders' equity 408,425 326,837
Total liabilities and stockholders' equity $ 2,666,729 $ 2,513,432

The accompanying notes are an integral part of these consolidated financial statements.
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BERKSHIRE HILLSBANCORP, INC.
CONSOLIDATED STATEMENTSOF INCOME
Y ears Ended December 31,

(In thousands, except per share data) 2008 2007 2006
Interest and dividend income

Loans $ 120,567 $ 120,059 $ 100,836
Securities 12,460 11,743 16,957
Other 184 142 258
Total interest and dividend income 133,211 131,944 118,051
Interest expense

Deposits 41,733 50,597 41,044
Borrowings and junior subordinated debentures 15,738 17,422 16,767
Total interest expense 57,471 68,019 57,811
Net interest income 75,740 63,925 60,240
Non-interest income

Deposit service fees 9,782 7,747 5,803
Wealth management fees 5,704 4,407 3,287
Insurance commissions and fees 13,619 13,728 3,757
Loan and swap fees 1,229 772 692
Total fee income 30,334 26,654 13,539
Loss on sales of securities, net (22 (591) (3,130)
Loss on sale of loans and prepayment of borrowings - (3,130) -
Other 1,283 1,710 1,639
Total non-interest income 31,595 24,643 12,048
Total net revenue 107,335 88,568 72,288
Provision for loan losses 4,580 4,300 7,860
Non-interest expense

Salaries and employee benefits 38,282 34,018 24,708
Occupancy and equipment 11,238 9,945 7,699
Marketing, data processing, and professional services 8,761 8,598 6,648
Merger, integration and restructuring 683 2,956 1,510
Amortization of intangible assets 3,830 3,058 2,035
Other 8,905 6,919 6,268
Total non-interest expense 71,699 65,494 48,868
Income from continuing operations before income taxes 31,056 18,774 15,560
Income tax expense 8,812 5,239 4,668
Net income from continuing oper ations 22,244 13,535 10,892
Income from discontinued operations before income taxes - - 606
Income tax expense - - 235
Net income from discontinued operations - - 371
Net income $ 22244 $ 13535 $ 11,263
Basic earnings per share

Continuing operations $ 2.08 $ 147 $ 1.28
Discontinued operations - - 0.04
Total $ 2.08 $ 1.47 $ 1.32
Diluted earnings per share

Continuing operations $ 2.06 $ 1.44 $ 1.25
Discontinued operations - - 0.04
Total $ 2.06 $ 1.44 $ 1.29
Weighted average shares outstanding

Basic 10,700 9,223 8,538
Diluted 10,791 9,370 8,730

The accompanying notes are an integral part of these consolidated financial statements.
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BERKSHIRE HILLSBANCORP, INC.
CONSOLIDATED STATEMENTSOF CHANGESIN STOCKHOLDERS EQUITY

Y ears Ended December 31, 2008, 2007 and 2006

Accumulated
Additional  Unearned other comp-
Common stock Preferred paid-in compen- Retained rehensive Treasury

(In thousands) “Shares  Amount. stock capital sation earnings income (loss) stock Tota
Balance at December 31, 2005 8540 $ 106 $ - $198,667 $ (1435) $ 99429 $ (2,239) $(48,462) $ 246,066
Comprehensive income:
Net income - - - - - 11,263 - - 11,263
Other net comprehensive income - - - - - - 2,331 - 2,331
Total comprehensive income 13,594
Cash dividends declared ($0.56 per share) - - - - - (4,834) - - (4,834)
Treasury stock purchased/transferred (76) - - - - - - (2,876) (2,876)
Exercise of stock options 197 - - - - (227) - 3,556 3,429
Reissuance of treasury stock - other 53 - - 853 - - - 935 1,788
Stock-based compensation - - - 195 - - - - 195
Tax benefit from stock compensation - - - 1,260 - - - - 1,260
Change in unearned compensation - - - - (461) - - - (461)
Balance at December 31, 2006 8,713 106 - 200,975 (1,896) 105,731 92 (46,847) 258,161
Comprehensive income:
Net income - - - - - 13,535 - - 13,535
Other net comprehensive income - - - - - - 1,125 - 1,125
Total comprehensive income 14,660
Acquisition of Factory Point Bancorp, Inc. 1,913 19 - 63,331 - - - - 63,350
Cash dividends declared ($0.58 per share) - - - - - (5,398) - - (5,398)
Treasury stock purchased (290) - - - - - - (7,822) (7,822)
Forfeited shares (41) - - (36) - - - (1,112) (1,148)
Exercise of stock options 132 - - - - (481) - 2,598 2,117
Reissuance of treasury stock - other 66 - - 1,001 - - - 1,166 2,167
Stock-based compensation - - - 187 - - - - 187
Tax benefit from stock compensation - - - 676 - - - - 676
Change in unearned compensation - - - - (113) - - - (113)
Balance at December 31, 2007 10,493 125 - 266,134 (2,009) 113,387 1,217 (52,017) 326,837
Comprehensive income:
Net income - - - - - 22,244 - - 22,244
Other net comprehensive loss - - - - - - (12,791) B (12,791)
Total comprehensive income 9,453
Issuance of preferred stock - - 36,802 - - - - - 36,802
Fair value of warrant issued with

preferred stock - - - 3,198 - - - - 3,198
Issuance of common stock 1,725 17 - 38,504 - - - - 38,521
Cash dividends declared ($0.63 per share) - - - - - (6,837) - - (6,837)
Treasury stock purchased (200) - - - - - - (4,880) (4,880)
Forfeited shares (©)] - - 5) 70 - - (65) -
Exercise of stock options 185 - - - - (1,206) - 4,714 3,508
Reissuance of treasury stock - other 53 - 20 (193) - 185 - 1,795 1,807
Stock-based compensation - - - 55 - - - - 55
Tax loss from stock compensation - - - (73) - - - - (73)
Change in unearned compensation - - - - 34 - - - 34
Balance at December 31, 2008 12253 $ 142 $ 36822 $307620 $ (1,905 $ 127,773 $ (11,574) $(50,453) $ 408,425

The accompanying notes are an integral part of these consolidated financial statements.
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BERKSHIRE HILLSBANCORP, INC.

CONSOLIDATED STATEMENTSOF CASH FLOWS
Y ears Ended December 31, 2008, 2007 and 2006

2008 2007 2006

(In thousands)

Cash flows from operating activities:

Continuing operations:

Net income 22,244 13,535 $ 10,892
Adjustments to reconcile net income to net cash provided

by continuing operating activities:

Provision for loan losses 4,580 4,300 7,860

Net amortizaton of securities 173 250 943

Net loan amortization and deferrals 2,949 3,767 2,981

Premises depreciation and amortization expense 3,835 3,404 2,831

Stock-based compensation expense 1,635 1,604 1,338

Excess tax loss (benefit) from stock-based payment arrangements 73 (676) (1,260)

Amortization of other intangibles 3,830 3,058 2,035

Increase in cash surrender value of bank owned life insurance (352) (1,078) (1,034)

Loss on sales of securities, net 22 591 3,130

Loss on sale of loans - 1,950 -

Loss on prepayment of borrowings - 1,180 -

Deferred income tax provision (benefit), net 905 986 (1,762)

Net change in other (704) (9,440) (3,540)
Net cash provided by continuing operating activities 39,190 23,431 24,414

Discontinued operations:

Pre-tax income - - 606
Net cash provided by discontinued operations - - 606
Total net cash provided by operating activities: 39,190 23,431 25,020
Cash flows from investing activities:

Trading account security purchased (15,000) - -
Securities available for sale:

Sales 10,058 59,141 190,009

Proceeds from maturities, calls, and prepayments 25,307 31,152 46,138

Purchases (98,918) (45,810) (40,155)
Securities held to maturity:

Proceeds from maturities, calls, and prepayments 30,065 14,850 16,319

Purchases (16,481) (14,344) (26,379)

(continued)

The accompanying notes are an integral part of these consolidated financial statements.
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BERKSHIRE HILLSBANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONCL UDED)

Y ears Ended December 31, 2008, 2007 and 2006

2008 2007 2006
(In thousands)
Increase in loans, net (70,744) (77,679) (279,458)
Proceeds from sales of loans - 55,612 -
Additions to premises and equipment, net (2,477) (5,571) (6,095)
Net cash paid for business acquisitions (1,090) (8,050) (22,541)
Net cash (used) provided by continuing investing activities (139,280) 9,301 (122,162)
Cash flows from financing activities:
Net increase in deposits 7,017 31,598 150,720
Proceeds from Federal Home Loan Bank advances 145,000 150,214 257,014
Repayments of Federal Home Loan Bank advances (102,317) (216,127) (324,462)
Proceeds from notes payable - 35,000 15,000
Repayments of notes payable (18,000) (15,000) -
Proceeds from issuance of preferred stock and warrant 40,000 - -
Proceeds from common stock issuance 38,521 - -
Payments to acquire treasury stock (4,880) (7,822) (2,876)
Proceeds from reissuance of treasury stock 5,315 4,284 5,218
Excess tax (loss) benefit from stock-based payment arrangements (73) 676 1,260
Cash dividends paid (6,837) (5,398) (4,834)
Net cash provided (used) by financing activities 103,746 (22,575) 97,040
Net change in cash and cash equivalents 3,656 10,157 (102)
Cash and cash equivalents at beginning of year 41,142 30,985 31,087
Cash and cash equivaents at end of year $ 44,798 $ 41,142 $ 30,985
Supplemental cash flow information:
Interest paid on deposits $ 42,089 $ 50,759 $ 40,992
Interest paid on borrowed funds 14,902 17,686 16,760
Income taxes paid, net 6,043 5,405 931
Fair value of non-cash assets acquired 837 376,656 9,835
Fair value of liabilities assumed - 305,592 3,492
Fair value of common stock issued in acquisition - 63,350 -
Due to broker, investment purchase 19,895 - -

The accompanying notes are an integral part of these consolidated financial statements.
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Y ears Ended December 31, 2008, 2007 and 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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 accounting principles generally accepted in the United States of America
(“GAAP"). The Company is a Delaware corporation and the holding company for Berkshire Bank (the “Bank”), a
M assachusetts-chartered savings bank headquartered in Pittsfield, Massachusetts. These financia statementsinclude
the accounts of Berkshire Hills Bancorp, Inc. and its wholly-owned subsidiaries, Berkshire Insurance Group and
Berkshire 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 balances and transactions have been eliminated in consolidation. Certain reclassifications have been madeto
prior year balancesto conform to the current year presentation.

Business

Through itswholly-owned subsidiaries, the Company providesavariety of financia servicestoindividuals, businesses,
not-for-profit organizations, and municipalities through its offices in western Massachusetts, southern Vermont and
northeastern New Y ork. Its primary deposit products are checking, NOW, money market, savings, and time deposit
accounts. Its primary lending products are residential mortgages, commercial mortgages, commercia businessloans
and consumer loans. The Company offers el ectronic banking, cash management, and other transaction and reporting
services, it also offersinterest rate swap contractsto commercial customers. The Company offerswealth 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
evauated regularly by the chief operating decision-maker in deciding how to allocate resources and evaluate
performance. The Company hastwo reportabl e operating segments, Banking and Insurance, which are delineated by the
consolidated subsidiaries of Berkshire Hills Bancorp, Inc. Banking includesthe activities of Berkshire Bank and its
subsidiaries, which provide commercial and consumer banking services. Insuranceincludestheactivitiesof Berkshire
Insurance Group, which provides commercia and consumer insurance services. The only other consolidated financia
activity of the Company consists of the transactions of Berkshire Hills Bancorp Inc.

Use of estimates

In preparing the financia 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 theinitial
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.

Cash and cash equivalents

Cash and cash equivalents include cash, balances due from banks, and short-term investments, all of which mature
within ninety days. Cash and cash equivalents are carried at cost.
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Trading account security

The Company €elected the fair value option permitted by Statement of Financial Accounting Standards (“ SFAS’) No.
159, “ The Fair Value Option for Financial Assets and Financial Liabilities”, on an economic development bond
originated in 2008. The bond has been designated as a trading account security and is recorded at fair value, with
unrealized gains and losses recorded through earnings each period as part of non-interest income.

Securities

Debt securities that management has the positive intent and ability to hold to maturity are classified as “held to
maturity” and recorded at amortized cost. All other securities, including equity securitieswith readily determinablefair
values, are classified as“ available for sale€” and recorded at fair value, with unrealized gainsand losses excluded from
earnings and reported in other comprehensiveincome. Restricted equity securities are reflected at cost and consist of
$21.1 million of stock in the Federal Home Loan Bank of Boston (“FHLBB™) and $2.0 million of stock in the Savings
Bank Life Insurance Company of Massachusetts. The Bank isa member of the FHLBB, which requiresthat members
maintain an investment in FHLBB stock, which may be redeemed based on certain conditions. There are no quoted
market pricesfor restricted equity securities. FHLBB stock redemptions may be delayed in the future. Pleaseseethe
note on Subsequent Events.

Purchase premiums and discounts are recognized in interest income using the interest method over the terms of the
securities. 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. In estimating other-than-temporary
impairment losses, management considers (1) the length of time and the extent to which the fair value has been less
than cogt, (2) thefinancia condition and near-term prospects of theissuer, and (3) theintent and ability of the Company
to retain itsinvestment in the issuer for aperiod of time sufficient to allow for any anticipated recovery in fair value.
Gains and losses on the sale of securities are recorded on the trade date and are determined using the specific
identification method.

Loans held for sale/ gains and losses on sales of mortgage loans

Residential mortgage loans originated and held for sale are carried at the lower of aggregate cost or market value and
areincluded with other assets on the balance sheet. Gains and |osses on sales of mortgage loans are recognized in non-
interest income at the time of the sale. Market value is based on committed secondary market prices.

Loans

The Bank originates residential mortgage, commercial mortgage, commercial business, and consumer loans to
customers. A substantial portion of the loan portfolio is secured by real estate in western Massachusetts, southern
Vermont, northeastern New Y ork, and in the Bank’s New England lending areas. The ability of many of the Bank’s
debtors to honor their contracts is dependent, among other things, on the economies and real estate marketsin these
aress.
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L oans that management hasthe intent and ability to hold for the foreseeable future or until maturity or pay-off generally
arereported at their outstanding unpaid principal ba ances adjusted for charge-offs, the allowance for loan | osses, any
deferred fees or costs on originated loans, and any premiums or discounts on loans purchased or acquired through
mergers. Interest income is accrued on the unpaid principal balance. Direct loan originaions costs, net of any
origination fees, in addition to premiums and discounts on loans, are deferred and recognized as an adjustment of the
related |oan yield using the interest method. Interest on loans, excluding automobile loans, isgenerally not accrued on
loans which are ninety days or more past due unlessthe loan iswell-secured and in the process of collection. Past due
status is based on the contractual terms of the loan. Automobile loans generally continue accruing to one hundred and
twenty days delinquent at which time they are charged off. All interest accrued but not collected for loans that are
placed on non-accrual or charged-off isreversed against interest income except for certain loans designated as well-
secured. Theinterest on non-accrual loansisaccounted for on the cash-basis or cost-recovery method, until qualifying
for return to accrua . Loans arereturned to accrual statuswhen all the principal and interest amounts contractually due
are brought current and future payments are reasonably assured.

Allowance for loan |osses

The allowance for loan losses is established through a provision for loan losses charged to earnings to account for
inherent lossesthat are probabl e at the financia statement date and which can be reasonably estimated. L oan lossesare
charged against the alowance when management believes the uncollectibility of a loan balance is confirmed.
Subsequent recoveries, if any, are credited to the allowance.

Theallowancefor loan lossesisevaluated on aregular basis by management and is based upon management’ speriodic
review of the collectibility of the loans in light of historical experience, the composition and volume of the loan
portfolio, adverse situations that may affect the borrowers' ability to repay, the estimated value of any underlying
collateral and prevailing economic conditions. Thisevaluation isinherently subjective asit requires estimatesthat are
susceptible to significant revision as more information becomes available.

The alowance consists of impaired, pool, and unallocated components. For loans that are classified asimpaired, an
allowanceis established based on the methodol ogy discussed below. The pool component covers pools of non-impaired
loans segregated by loan type and is based on historical 1oss experience adjusted for qualitative factors. An unallocated
component is maintained to cover uncertainties that could affect management’ s estimate of probable |osses.

A loan is considered impaired when, based on current information and events, it is probabl e that the Company will be
unableto collect the scheduled payments of principal or interest when due according to the contractual terms of theloan
agreement. Impairment is measured on aloan by loan basis by either the present value of expected future cash flows
discounted at the loan’s effective interest rate, or the fair value of the collatera if the loan is collateral dependent.
Substantially al of the Company’ sloansthat have been identified asimpaired have been measured by thefair value of
existing collateral. Large groups of smaller balance homogeneous loans are collectively evaluated for impairment.
Accordingly, the Company does not separately identify individual consumer loans or residential mortgage loans for
impairment disclosures.

Foreclosed and repossessed assets

Assetsacquired through, or in lieu of, loan forecl osure or repossession are held for saleand areinitially recorded at the
lower of the investment in the loan or fair value less estimated costs to sell at the date of foreclosure or repossession,
establishing anew cost basis. Subsequently, valuations are periodically performed by management and the assets are
carried at the lower of carrying amount or fair value less estimated coststo sell. Revenue and expensesfrom operations
and changes in the valuation allowance are included in other non-interest expense.

Mortgage servicing rights

Servicing assets are recognized as separate assets when rights are acquired through the purchase or through sale of
financial assets. For sales of mortgage loans, a portion of the cost of originating the loan is allocated to the servicing
right based on relative fair value. Fair value is based on market prices for comparable mortgage servicing contracts,
when available, or dternatively, isbased on avaluation model that cal cul atesthe present value of estimated future net
servicing income. The vauation model incorporates assumptions that market participants would use in estimating
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future net servicing income, such asthe cost to service, the discount rate, the custodial earningsrate, an inflation rate,
ancillary income, prepayment speedsand default rates and losses. Servicing assets are evaluated for impairment based
upon the fair value of the rights as compared to amortized cost. Impairment is determined by stratifying rights into
tranches based on predominant characteristics, such as interest rate, loan type and investor type. Impairment is
recognized through a valuation allowance for an individua tranche, to the extent that fair value is less than the
capitalized amount for the tranches. If the Company later determines that all or a portion of the impairment no longer
exists for a particular tranche, a reduction of the allowance may be recorded as an increase to income. Capitalized
servicing rights are reported in other assets and are amortized into non-interest income in proportion to, and over the
period of, the estimated future net servicing income of the underlying financial assets.

Premises and equipment

Land iscarried at cost. Buildings and improvements and equipment are carried at cost, less accumulated depreciation
and amortization computed on the straight-line method over the estimated useful lives of the assets. Leasehold
improvements are amortized over theinitial term of the lease, plus optional termsiif certain conditions are met.

Goodwill and other intangibles

Thetangible assets, identifiableintangible assets, and liabilities acquired in abusiness combination arerecorded at fair
value at the date of acquisition. The fair values of tangible assets and liabilities are established based on specific
guidance set forthin SFAS No. 141, “ Business Combinations’. Identifiable intangibl e assets ari se from contractual or
other legal rights. Thefair values of these assets are generally determined based on appraisals. Deferred tax liabilities
or assets are recognized for differences between the assigned value and the tax basis of the recognized assets and
acquired liabilities. Premiums and discounts recorded on interest-bearing assets and liabilities are recognized as an
adjustment of interest yield or cost using the interest method, or based on a strai ght-line amortization over an estimated
average life if that is the most practicable estimate. Identifiable intangible assets are subsequently amortized on a
straight-line basis or an accelerated basis over their estimated lives. Management assesses the recoverability of
intangible assets whenever events or changesin circumstancesindicate that their carrying val ue may not berecoverable.
If carrying amount exceeds fair value, an impairment charge is recorded to income.

Goodwill isrecognized for the excess of the acquisition cost over the fair values of the net assets acquired and is not
subsequently amortized. Goodwill includes direct costs of the business combination. Contingently payable costs are
recorded to goodwill at thetimethat it is determined that the contingency will be satisfied. Goodwill may be adjusted
for areasonable period of time after acquisition based on additional information that isreceived about thefair values of
acquired net assets. Management evaluates each material component of goodwill for impairment annualy, with thetest
being performed in the same period of each year. Theimpairment test compares thefair value of areportable business
unit to its carrying value, including goodwill. Thefair value is based on observable market prices, when practicable.
Other valuation techniques may be used when market prices are unavailable. If the fair value exceeds the carrying
value, then there is no impairment. If there is impairment, the fair value of the assets and liabilities of the unit are
evaluated asthey would bein acontemporaneous purchase. If theresulting net fair valueislessthan the carrying value,
an impairment charge is recorded to net income to reduce the carrying value to net fair value.

Transfers of financial assets

Transfersof financial assets are accounted for as sal es, when control over the assets has been surrendered. Control over
transferred assets is deemed to be surrendered when (1) the assets have been isolated from the Company, (2) the
transferee obtains the right (free of conditions that constrain it from taking advantage of that right) to pledge or
exchange the transferred assets and (3) the Company does not maintain effective control over the transferred assets
through an agreement to repurchase them before their maturity.
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I ncome taxes

The Company accounts for income taxesin accordance with SFAS No. 109, “ Accounting for Income Taxes” (“ SFAS
N0.109"), which resultsin two components of income tax expense: current and deferred. Current incometax expense
approximates taxes to be paid or refunded for the current period. Deferred tax assets and liabilities are reflected at
currently enacted incometax rates applicabl e to the period in which the deferred tax assets or liabilities are expected to
berealized or settled. Va uation allowances are then recorded as necessary to reduce deferred tax assetsto the amounts
management concludes are more likely than not to berealized. Aschangesin tax lawsor ratesare enacted, deferred tax
assets and liabilities, and the related valuation allowance, are adjusted accordingly through the provision for income
taxes. The Bank’ s base amount of its federal income tax reserve for loan losses is a permanent difference for which
there is no recognition of adeferred tax liability. However, the loan |oss allowance maintained for financial reporting
purposesisatemporary difference with allowable recognition of arelated deferred tax asset, if it is deemed realizable.

The Company estimatesitsincometaxesfor each of thejurisdictionsin which it operatesto determinethe appropriate
components of income tax expense. Significant management judgment is required in determining incometax expense,
deferred tax assets and liabilities, and any valuation allowances. Management cal culates and discloses the reasons for
the differences between the statutory federal incometax rate and the effective tax rates. Management al so cal culatesand
disclosesthe significant components of year-end tax assets and liabilities. Management annually reviewsthefinal tax
returns for accuracy and adjusts its current assumptions and estimates based on the completed tax returns. The
Company uses the deferral method of accounting for income tax credits.

FASB Interpretation No. 48, " Accounting for Uncertainty in Income Taxes—an inter pretation of FASB Satement No.
109" ("FIN No.48") prescribes a recognition threshold and measurement attribute for the financial statement
recognition and measurement of atax position taken or expected to be taken in atax return, and provides guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and
transition. Management reviewstheinventory of tax positionstaken at each reporting period to assessthe more-likely-
than-not recognition threshold proposed by FIN 48. Previously recognized tax positionsthat no longer meet the more-
likely-than not recognition threshold are derecognized in the first subsequent financial reporting period in which that
threshold is no longer met.

I nsurance commissions

Most commission revenue is recognized as of the effective date of the insurance policy or the date the customer is
billed, whichever is later, net of return commissions related to policy cancellations. In addition, the Company may
receive additional performance commissions based on achieving certain sales and loss experience measures. Such
commissions are recoghized when determinable, which is generally when such commissions are received or when the
Company receives data from the insurance companies that allows the reasonable estimation of these amounts.

Stock-based compensation

In accordancewith SFASNo. 123R, “ Share Based Payment”, the fair value of restricted stock and stock option awards
isdetermined on the date of grant. Thefair value of restricted stock awardsisrecorded as unearned compensation. The
deferred expense is amortized to compensation expense ratably over the longer of the required service period or
performance period. For performance-based restricted stock awards, the Company estimates the degree to which
performance conditions will be met to determine the number of shares that will vest and the related compensation
expense. Compensation expense is adjusted in the period such estimates change.

Income tax benefits related to stock compensation in excess of grant date fair value less any proceeds on exercise are
recognized asan increaseto additional paid-in capital upon vesting or exercising and delivery of the stock. Any income
tax effectsrelated to stock compensation that islessthan the grant date fair value less any proceeds on exercise would
berecognized as areduction of additional paid in capital to the extent of previousy recognized incometax benefitsand
then as compensation expense for the remaining amount.
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Earnings per common share

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

Y ears Ended December 31,

(In thousands, except per share data) 2008 2007 2006

Net income applicable to common stock $ 22,244 $ 13,535 $ 11,263
Average number of common shares issued 12,869 11,135 10,600
Less: average number of treasury shares (2,046) (1,812) (1,963)
Less: average number of unvested stock award shares (123) (100) (99)
Average number of basic shares outstanding 10,700 9,223 8,538
Plus: dilutive effect of unvested stock award shares 123 100 78
Plus: dilutive effect of stock options outstanding (32 47 114
Average number of diluted shares outstanding 10,791 9,370 8,730
Earnings per average basic share $ 208 $ 147 $ 132
Earnings per average diluted share $ 206 $ 144 $ 129

For the year 2008, 115 thousand shares of restricted stock were anti-dilutive and therefore excluded from the earnings
per share calculations. At year-end 2008, the warrant to purchase 226,000 shares of common stock that wasgranted to
the U.S. Treasury on December 19, 2008 was not dilutive to earnings per share. See note on Stockholder’ s Equity.

Wealth management assets

Wealth management assets held in a fiduciary or agent capacity are not included in the accompanying consolidated
balance sheets because they are not assets of the Company.

Derivative instruments and hedging activities

The Company entersinto interest rate swap agreements as part of the Company’ sinterest rate risk management strategy
for certain assets and liabilitiesand not for speculative purposes. Based on the Company’ sintended usefor theinterest
rate swap at inception, the Company designates the derivative as either an economic hedge of an asset or liability or a
hedging instrument subject to the hedge accounting provisions of SFAS No. 133, “ Accounting for Derivative
Instruments and Hedging Activities” .

For interest rate swaps subject to SFAS No. 133, the Company formally documents at inception al relationships
between hedging instruments and hedged items, aswell asitsrisk management objectivesand strategiesfor undertaking
the various hedges. Additionally, the Company uses dollar offset or regression analysisat the hedge' sinception and for
each reporting period thereafter, to assess whether the derivative used in its hedging transaction is expected to be and
has been highly effective in offsetting changes in the fair value or cash flows of the hedged item. The Company
discontinues hedge accounting when it is determined that aderivative is not expected to be or has ceased to be highly
effective as ahedge, and then reflects changesin fair value of the derivative in earnings after termination of the hedge
relationship.

The Company has characterized itsinterest rate swaps subject to SFAS No. 133 hedge accounting as cash flow hedges.
Cash flow hedges are used to minimize the variability in cash flows of assets or liahilities, or forecasted transactions
caused by interest rate fluctuations, and are recorded in other assets or liabilities within the Company’ s balance sheets.
Changesinthefair value of these cash flow hedgesareinitially recorded in accumulated other comprehensiveincome
and subsequently reclassified into earnings when the forecasted transaction affects earnings. Any hedgeineffectiveness
assessed as part of the Company’s quarterly analysisis recorded directly to earnings.
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Interest rate swaps designated as economic hedges are also recorded at fair value within other assets or liahilities.
Changesin the fair value of these derivatives are recorded directly through earnings.

Off-balance sheet financial instruments

In the ordinary course of business, the Bank enters into other off-balance sheet financial instruments, consisting
primarily of credit related financial instruments. These financial instruments are recorded in the financial statements
when they are funded or related fees are incurred or received.

Fair Value of Financial Assets and Liabilities

On January 1, 2008, the Company adopted the provisions of SFASNo. 157, “ Fair Value Measurements,” for financial
assets and financia liabilities. In accordance with Financial Accounting Standards Board Staff Position (FSP) No.
SFASNo. 157-2, “ Effective Date of FASB Statement No. 157,” the Company will delay application of SFAS No. 157
for non-financial assetsand non-financial liabilities, until January 1, 2009. SFAS No. 157 definesfair value, establishes
a framework for measuring fair value in generally accepted accounting principles based on exit price, and expands
disclosures about fair value measurements.

The Company elected to carry its trading account security at fair value in accordance with SFAS No. 159, “ The Fair
Value Option for Financial Assetsand Liabilities’. SFASNo. 159 allowsan entity theirrevocable optionto elect fair
value for the initial and subsequent measurement for certain financial assets and liabilities on a contract-by-contract
basis.

When available, the fair values of the Company’s financia instruments are based on quoted market prices. If such
gquoted market prices are not available, fair value is based primarily on inputs that are observable market-based
parameters. V a uation adjustments may be made to ensure that financial instruments are recorded at fair value. These
adjustments may include amounts to reflect counterparty credit quality and the Company’ s credit worthiness, among
other things, as well as unobservable parameters. Any such val uation adjustments are applied consistently over time.

Recent accounting pronouncements

Financial Accounting Standards Board (“FASB”) Statements of Financial Accounting Standards, Staff
Positions, and Interpretations

In September 2006, the FASB issued SFASNo. 157, “ Fair Value Measurements” . This Statement definesfair value,
establishes a framework for measuring fair value, and expands disclosures about fair value measurements. This
statement became effective for the Company in 2008; please see the note on Fair Value Measurements. The adoption
of this statement did not have a material impact on the Company’s financial position, results of operations, or cash
flows. On February 12, 2008, the FASB issued FASB Staff Position (“FSP’) No. FAS 157-2, “ Effective Date of FASB
Satement No.157.” This FSP defers the effective date of SFAS No0.157 for nonfinancial assets and nonfinancial
liabilities, except those that are recognized or disclosed at fair valuein thefinancid statements on arecurring basis (at
least annually), to years beginning after November 15, 2008, and interim periods within those fiscal years. The
Company does not expect that the adoption of this Staff Position will have amateria impact on itsfinancial position,
results of operationsor cash flows. In October, 2008, the FASB issued FSP No. 157-3, “ Determining the Fair Value of
a Financial Asset When the Market for That Asset IsNot Active” . FSP No. 157-3 clarifiesthe gpplication of SFAS No.
157 in amarket that is not active and provides an exampleto illustrate key considerationsin determining thefair value
of afinancial asset when the market for that financial asset isnot active. FSP No. 157-3 was effectiveimmediately upon
issuance, and did not have a material impact on the financial statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities’, including an amendment of SFASNo. 115. This Statement permitscompaniesto elect tofollow fair value
accounting for certain financial assets and liabilities in an effort to mitigate volatility in earnings without having to
apply complex hedge accounting provisions. The Statement al so establishes presentation and disclosure requirements
designed to facilitate comparison between entities that choose different measurement attributes for similar types of
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assets and liabilities. This Statement was adopted by the Company on January 1, 2008 and did not have a material
impact on the Company’ sfinancial statements. The Company has elected to apply this statement to its trading account
security.

In December 2007, the FASB issued SFASNo. 141 (revised 2007), “ Business Combinations’ (“ SFAS No. 141(R)").
This Statement replaces SFAS No. 141, “ Business Combinations’ (“ SFASNo. 141"). SFASNo. 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 noncontrolling
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 financid
statementsto eval uate the nature and financia effects of the business combination. This Statement became effectivefor
all business combinations for which the acquisition dateis on or after January 1, 2009. The Statement will changethe
Company’ s accounting treatment for business combinations on a prospective basis.

In December 2007, the FASB issued SFASNo. 160, “Noncontrolling Interestsin Consolidated Financial Statements-
an amendment of ARB No. 51.” This Statement establishes accounting and reporting standards for noncontrolling
interests in a subsidiary and for the deconsolidation of a subsidiary. Minority interests will be recharacterized as
noncontrolling 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 effectivefor fiscal years, and interim periods within those fiscal years, beginning on or after December 15,
2008. The Company does not expect that the adoption of this Statement will have a materia impact on its financia
position, results of operations or cash flows.

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. 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 rel ated hedged items affect an entity’ sfinancial position, results of operationsand cash flows. To meet
those objectives, SFAS No. 161 requires qualitative disclosures about objectives and strategies for using derivatives,
guantitative disclosures about fair value amounts of gains and |osses on derivative instruments and disclosures about
credit-risk-related contingent features in derivative agreements. SFAS No. 161 is effective for the Company on
January 1, 2009 and is not expected to have a significant impact on the Company’ s financial statements.

In May 2008, the FASB issued SFAS No. 162, “ The Hierarchy of Generally Accepted Accounting Principles.”
SFAS No. 162 identifiesthe sources of accounting principlesand the framework for selecting the principlesto be used
in the preparation of financial statements of nongovernmental entities that are presented in conformity with generaly
accepted accounting principles (GAAP) in the United States (the GAAP hierarchy). The hierarchica guidance
provided by SFAS No. 162 did not have a significant impact on the Company’ s financia statements.

In December 2008, the FA SB issued FSP No. 48-1, “ Definition of Settlement in FASB Interpretation No. 48.” FSP No.
48-1 provides guidance on how to determine whether atax position iseffectively settled for the purpose of recognizing
previously unrecognized tax benefits. FSP No. 48-1 was effective retroactively to January 1, 2007 and did not
significantly impact the Company’ s financia statements.

FASB Emerging I ssues Task Forcelssues

At its September 2006 meeting, the Emerging Issues Task Force ("EITF") reached afinal consensus on Issue 06-04,
“Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life
Insurance Arrangements.” The consensus stipulates that an agreement by an employer to share a portion of the
proceeds of a life insurance policy with an employee during the postretirement period is a postretirement benefit
arrangement required to be accounted for under SFAS No. 106, “Employers’ Accounting for Postretirement Benefits
Other Than Pensions’ or Accounting Principles Board Opinion ("APB") No. 12, "Omnibus Opinion - 1967." The
consensus concludes that the purchase of a split-dollar life insurance policy does not constitute a settlement under
SFASNo. 106 and, therefore, aliability for the postretirement obligation must be recognized under SFASNo. 106 if
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the benefit is offered under an arrangement that constitutesa plan or under APB No. 12, if it isnot part of aplan. This
EITF was adopted by the Company on January 1, 2008 and did not have amaterial impact on the Company’ sfinancia
Statements.

In March 2007, the FASB ratified the consensus of the EITF and released Issue 06-10, “ Accounting for Deferred
Compensation and Postretirement Benefit Aspects of Collateral Assignment Split-Dollar Life Insurance
Arrangements.” This|ssue addresses questions raised about whether the consensus reached in | ssue 06-4 should apply
to collateral assignment split-dollar lifeinsurance arrangements and the recognition and measurement of theemployer’s
asset in such arrangements. The EITF concluded that an employer should recognize aliability for the postretirement
benefit related to a collateral assignment split-dollar life insurance arrangement in accordance with either SFAS No.
106 or APB No. 12 based on the substantive agreement with the employee. In addition the EITF reached aconclusion
that an employer should recognize and measure an asset based on the nature and substance of the collateral assignment
split-dollar arrangement based on what future cash flows the employer is entitled to, if any, aswell asthe employee’s
obligation and ability to repay the employer. This EITF was adopted by the Company on January 1, 2008 and did not
have a material impact on the Company’ s financial statements.

Securitiesand Exchange Commission Bulletins

In November 2007, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 109, “Written Loan
Commitments Recorded at Fair Value Through Earnings’ (“ SAB No. 109"). SAB No. 109 supersedes SAB No. 105,
“ Application of Accounting Principlesto Loan Commitments,” and indicates that the expected net future cash flows
related to the associated servicing of the loan should be included in the measurement of all written loan commitments
that are accounted for at fair value through earnings. The guidancein SAB No. 109 became effective for the Company
for derivative loan commitments issued or modified beginning on January 1, 2008. SAB No. 109 did not have a
material impact on the Company’ s financial position, results of operations or cash flows.

2. MERGERSAND ACQUISITIONS

In January 2008, the Company acquired the Center for Financial Planning (“CFP”) in Albany, New York. This
acquisition provides afoundation for the Bank’s New Y ork region wealth management and investment services. The
acquisition was accounted for as a purchasetransaction with al cash consideration funded through interna sources. The
operating results of CFP are included with the Company's results of operations since the date of acquisition. The
purchase of CFP did not significantly impact the Company's financial statements.

On September 21, 2007, the Company completed its acquisition of Factory Point Bancorp, Inc. and its subsidiary,
Factory Point Nationa Bank of Manchester Center, (collectively “Factory Point”) for $79.4 million, including the
assumption of Factory Point stock options. Under the terms of the agreement, the Company issued 1,913,353 shares of
the Company’ s common stock and paid $16.0 millionin cash in exchangefor all outstanding Factory Point sharesand
also assumed all outstanding Factory Point stock options. Concurrent with the merger of Berkshire Hills Bancorp and
Factory Point Bancorp, the Bank and Factory Point National Bank merged, with the Bank surviving. The results of
operations for Factory Point are included in the financial statements subsequent to the acquisition date.

On October 31, 2006, the Company acquired five western Massachusettsinsurance agencies. The acquisitionswere
accounted for under the purchase method of accounting, with their resultsfrom operationsincluded in the Company’ s
financial statements beginning on the acquisition date. The purchase price of $22.5 million was paid in cash.
Additionally, the Company recorded $2.9 millionin conditional purchase consideration based on performancetargetsin
2007 which was recorded to goodwill.
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3. CASH AND CASH EQUIVALENTS

Cash and cash equivalentsincludes cash on hand, amounts due from banks, and short-term investments with original
maturities of threemonthsor less.  The Bank generally maintains cash balancesin other financial institutionsin excess
of federally insured deposit limits.

Short-term investments included $14.3 million pledged as collateral support for derivativefinancial contractsat year-
end 2008; there were no amounts pledged at year-end 2007. The Federal Reserve system requires nonmember banksto
maintain certain reserve requirements of vault cash and/or deposits. The reserve requirement included in cash and
equivalents was $8.0 million and $6.0 million at year-end 2008 and 2007, respectively.

4.  TRADING ACCOUNT SECURITY

During the second quarter of 2008, the Company originated a$15.0 million economic development bond that isbeing
accounted for at fair value in accordance with SFAS No. 159’ sfair value el ection. The security had an amortized cost
of $15.0 million and a fair value of $18.1 million at year-end 2008. As discussed further in the note on derivative
instruments and hedging activities, the Company has entered into a swap contract to swap-out the fixed rate of the
security in exchangefor avariablerate. I1n accordance with the guidance of SFASNo. 159, thissecurity isclassified as
atrading security. The Company does not purchase securities with theintent of selling themin the near term, thusthere
are no other securitiesin the trading portfolio at year-end 2008.
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5. SECURITIES

A summary of securities available for sale (* AFS’) and securities held to maturity (“HTM”) follows:

Gross Gross

Amortized Unrealized Unrealized
(In thousands) Cost Gains Losses Fair Value
December 31, 2008
Securities available for sale
Debt securities:
Municipal bonds and obligations $ 76,843 $ 401 $ (1,830) $ 75,414
Mortgaged-backed securities 174,896 2,275 (193) 176,978
Other bonds and obligations 24,341 170 (3,622) 20,889
Total debt securities 276,080 2,846 (5,645) 273,281
Equity securities:
Marketable equity securities 1,177 32 (110) 1,099
Total securitiesavailablefor sale 277,257 2,878 (5,755) 274,380
Securities held to maturity
Municipal bonds and obligations 25,066 860 - 25,926
M ortgaged-backed securities 806 1 (4 803
Total securitiesheld to maturity 25,872 861 (4) 26,729
Total $ 303,129 $ 3,739 $ (5759 $ 301,109
December 31, 2007
Securities available for sale
Debt securities:
Municipal bonds and obligations $ 74,223 $ 1,028 $ (65) $ 75,186
M ortgaged-backed securities 103,387 1,152 (22) 104,518
Other bonds and obligations 15,601 38 (374) 15,265
Total debt securities 193,211 2,218 (460) 194,969
Equity securities:
Marketable equity securities 793 197 (38) 952
Total securitiesavailable for sale 194,004 2,415 (498) 195,921
Securities held to maturity
Municipal bonds and obligations 36,981 377 (125) 37,233
M ortgaged-backed securities 2,475 - (19 2,456
Total securitiesheld to maturity 39,456 377 (144) 39,689
Total $ 233,460 $ 2,792 $ (642) $ 235,610

At year-end 2008 and 2007, accumul ated net unrealized (losses) gainson AFS securitiesincluded in accumul ated other
comprehensive (loss) income were $(2.9) million and $1.9 million, net of the related income tax benefit (expense) of

$1.2 million and $(0.7) million.

The amortized cost and estimated fair value of AFS and HTM securities by contractual maturity at year-end 2008 are
presented below. Expected maturities may differ from contractual maturities becauseissuers may havetheright to call
or prepay obligations. Mortgage-backed securities are shown in total, as their maturities are highly variable. Equity

securities have no maturity and are therefore shown in total.
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Availablefor sale Held to maturity

Amortized Fair Amortized Fair

(In thousands) Cost Vaue Cost Vaue

Within 1 year $ 2,365 $ 2,380 $ 7,662 $ 7,662
Over 1 year to 5 years 15,635 15,824 1,376 1,380
Over 5 yearsto 10 years 27,413 27,311 2,150 2,212
Over 10 years 55,771 50,788 13,878 14,672
Total bonds and obligations 101,184 96,303 25,066 25,926
Marketable equity securities 1,177 1,099 - -

M ortgage-backed securities 174,896 176,978 806 803
Total $ 277,257 $ 274,380 $ 25872 $ 26,729

At year-end 2008 and 2007, the Company had pledged securities as collateral for certain municipa deposits, to the
Federad Reserve Bank of Boston for certain customer deposits, and for interest rate swapswith certain counterparties.
Thetotal amortized cost and fair values on these pledged securitieswere asfollows. Additiondly, thereisablanket lien
on certain securitiesto collateralize borrowingsfrom the Federal Home L oan Bank of Boston (“FHLBB”), asdiscussed
further in the Borrowings and Junior Subordinated Debentures note.

2008 2007
Amortized Fair Amortized Fair
(In thousands) Cost Value Cost Value
Securities pledged to swap counterparties $ 9,844 $ 10,032 $ - $ -
Securities pledged for municipa deposits 8,257 8,480 8,394 8,520
Securities pledged to the Federal Reserve Bank of Boston 3,219 3,221 4,212 4,280
Total $ 21,320 $ 21,733 $ 12,606 $ 12,800

Proceeds from the sale of AFS securitiesin 2008, 2007, and 2006 were $10.1 million, $59.1 million and $190.0 million
respectively. The components of net realized gains (Iosses) on the sale of AFS securities were asfollows, theseamounts
were reclassified out of accumulated other comprehensive income and into earnings:

(In thousands) 2008 2007 2006
Gross realized gains $ 62 $ 88 $ 2,449
Gross realized losses 84 679 5,579
Net realized losses $ (22 $ (591) $(3,130)

Theincometax benefit attributableto net realized lossesin 2008, 2007, and 2006 was $7 thousand, $216 thousand, and
$1.2 million, respectively. Realized gains and | osses from the sales of AFS and HTM securitieswere determined using
the specific identification method.
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Y ear-end securities with unrealized losses, segregated by the duration of their continuous unrealized loss positions, are
summarized as follows:

Less Than Twelve Months Over Twelve Months Tota
Gross Gross Gross
Unrealized Fair Unredlized Fair Unrealized Fair
(In thousands) Losses Value Losses Value Losses Value

December 31, 2008

Securities available for sale
Debt securities:
Municipal bonds and obligations $ 1585 $ 39573 $ 245 $ 4070 $ 1830 $ 43643

M ortgaged-backed securities 139 16,292 54 2,142 193 18,434
Other bonds and obligations 472 3,741 3,150 7,142 3,622 10,883
Total debt securities 2,196 59,606 3,449 13,354 5,645 72,960
Equity securities:

M arketable equity securities - 85 110 640 110 725
Total securities available for sale 2,196 59,691 3,559 13,994 5,755 73,685

Securities held to maturity
Municipal bonds and obligations - - - - -
M ortgaged-backed securities - - 4 553 4 553

Total securitiesheld to maturity - - 4 553 4 553
Total $ 2196 $ 59,691 $ 3563 $ 14,547 $ 5759 $ 74,238

December 31, 2007

Securities available for sale
Debt securities:

Municipal bonds and obligations ~ $ 5 $ 2255 $ 60 $ 32714 $ 65 $ 5529
M ortgaged-backed securities - 149 21 6,713 21 6,862
Other bonds and obligations 254 5,026 120 4,939 374 9,965
Total debt securities 259 7,430 201 14,926 460 22,356
Equity securities:

M arketable equity securities 38 412 - - 38 412
Total securitiesavailable for sale 297 7,842 201 14,926 498 22,768

Securities held to maturity:

Municipal bonds and obligations 125 8,423 - - 125 8,423
M ortgaged-backed securities 2 1,382 17 1,032 19 2,414
Total securitiesheld to maturity 127 9,805 17 1,032 144 10,837
Total $ 424 $ 17,647 $ 218 $ 15,958 $ 642 $ 33,605

Management evaluates AFS and HTM securities for other than-temporary-impairment (“OTTI") at least quarterly.
Securities are evaluated individually based on variousfactorsincluding, (1) thelength of time and the extent to which
the fair value has been lessthan cogt, (2) the financial condition and near term prospects of theissuer, and (3) theintent
and ability of the Company to hold the investment for a period of time sufficient to allow for any anticipated recovery
of cost. Declinesin thefair 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. Based on
management’ sreview, there were no securities deemed impaired on an other-than-temporary basisin 2008, 2007, and
2006.

Securitieswith unrealized lossesincreased in 2008 due to the widespread disruption in financial marketsin the fourth

quarter, offset in part by very low interest rates resulting from the Federal Reserve Bank’ s stabilizing interventions.
Unrealized losses on these securities were caused by increases in market interest rates relative to the contractual
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interest rates of the securities. The higher market rates generally reflected higher perceived risk in the overall credit
markets and lower liquidity inthe marketsfor these securities at year-end 2008. The unrealized |osses were generated
by 130 securities, primarily from the AFS debt portfolio, with atotal amortized cost of $80.0 million. Municipal bonds
and mortgage-backed securities comprised approximately $2 million of the gross unrealized losses at year-end 2008.
All availablefor sale debt securities were rated investment grade as of year-end 2008. Additionally, the mortgage pools
underlying the securitiesin the mortgage-backed securities portfolio are backed by one of three government-sponsored
agencies: the Federal National Mortgage Association (* Fannie Mag”), the Federal Home L oan Mortgage Corporation
(“Freddie Mac”), or the Government National Home Mortgage Association (“*GNMA”). The Company has theintent
and ability to hold the securities until maturity and believes in the overal recoverability of the amortized cost.
Accordingly, the Company has not recognized any other-than-temporary impairment for securities in the municipal
bond or mortgage-backed portfolios. Therewas no unrealized loss on held to maturity municipa securitiesat year-end
2008. Theissuers of these securities are unrated local governments and non-profit organizations and the interest rates
on these securities were above year-end origination rates that were used to establish their value and the credit outl ook
for these companies remained stable at year-end 2008.

Other bonds and obligations, including corporate debentures and trust-preferred securities, made up $3.6 million of the
grossunrealized losses at year-end 2008. Unrealized losses on these securities resulted from overall increasesin market
rates reflecting higher credit risk spreads and lower market liquidity at year-end 2008. Theunrealized lossincluded one
investment grade-rated $2.6 million security with a$700 thousand fair val ue which wasthe only pooled trust preferred
security owned by the Company. Securities in these portfolios were rated investment grade at year-end 2008. The
portfolios' credit quality declined modestly during 2008, but there were no individual downgrades of more than one
rating throughout the year. The Company hasthe intent and ability to hold the securitiesin these portfoliosfor aperiod
of time necessary to recover the amortized cost thus no other-than-temporary impairment was recognized.

6. LOANS

Y ear-end loans consisted of the following:

(In thousands) 2008 2007
Residential mortgages

1-4 family $ 642,733 $ 610,231
Construction 34,521 46,814
Tota resdential mortgages 677,254 657,045
Commercial mortgages

Construction 129,704 125,349
Single and multifamily 69,964 69,724
Other 605,788 509,691
Total commercial mortgages 805,456 704,764
Commercial business 178,934 203,564
Consumer

Auto 134,846 196,748
Home equity and other 210,662 181,895
Total consumer 345,508 378,643
Total loans $ 2,007,152 $ 1,944,016

Included in year-end total loans were the following:

Unamortized net loan origination costs $ 8,329 $ 9,574
Unamortized net premiumon purchased loans 129 199
Total unamortized net costs and premiums $ 8,458 $ 9,773
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Activity in the allowance for |oan losses was as follows:

(In thousands) 2008 2007 2006
Balance at beginning of year $ 22116 $ 19,370 $ 13,001
Provision for loan losses 4,580 4,300 7,860
Transfer of commitment reserve - - (425)
Allowance attributed to acquired loans - 4,453 -
Loans charged-off (4,442) (6,376) (1,776)
Recoveries 654 369 710
Balance at end of year $ 22,908 $ 22,116 $ 19,370

Most of the Company’ slending activity occurswithin its primary marketsin western M assachusetts, southern Vermont
and northeastern New Y ork, along with commercial loan originations in Massachusetts, Connecticut, and Rhode
Isand. Most of theloan portfoliois secured by real estate, including residential mortgages, commercial mortgages, and
home equity loans. Asof year-end 2008, loansto operators of nonresidential buildingstotaed $231 million, or 11.5%
of total loans. There were no other concentrations of loansrelated to any oneindustry in excess of 10% of total loans
at year-end 2008 or 2007.

At year-end 2008 and 2007, the Bank’ s commitments outstanding to related parties totaled $10.5 million and $11.0
million, respectively, and the loans outstanding against these commitments totaled $6.4 million and $6.5 million,
respectively. Related partiesinclude directors and executive officers of the Company and its subsidiaries and their
respective affiliates in which they have acontrolling interest, and immediate family members. For theyears 2008 and
2007, al related party loans were performing. Y ear-end Bank aggregate extensions of credit to one related party
totaled $4.6 million in 2008 and $5.4 millionin 2007. In 2008, there were new extensions of credit to thisparty in the
amount of $30 thousand and no new extensionsto this party in 2007. Reductions of extensions of credit (including
oan repayments) to this party were $0.8 million and $0.4 million in 2008 and 2007 respectively.

71



The following is summary information pertaining to impaired loans and non-accrual loans as of year-end (unless
otherwise stated):

(In thousands) 2008 2007 2006

Investment in impaired loans $ 28,607 $ 14,751 $ 13,632
Impaired loans with no valuation allowance 21,503 7,224 5115
Impaired loans with a valuation allowance 7,104 7,527 8,517
Specific vauation allowance allocated to impaired loans 1,014 1,230 812
Average investment in impaired loans during the year 16,293 9,259 2,954
Cash basis impaired loan income received during the year 560 881 290
Non-accrual loans 12,171 10,508 7,592
Total loans past due ninety days or more and still accruing 923 823 281

7. PREMISESAND EQUIPMENT

Y ear-end premises and equipment are summarized as follows:

(In thousands) 2008 2007

Land $ 4146 $ 4175
Buildings and improvements 33,335 32,512
Furniture and equipment 20,732 18,794
Construction in process 254 555
Premises and equipment, gross 58,467 56,036
Accumulated depreciation and amortization (21,019) (17,230)
Premises and equipment, net $ 37,448 $ 38,806

Depreciation and amorti zation expense for the years 2008, 2007 and 2006 amounted to $3.8 million, $3.4 million, and
$2.8 million, respectively.

8. GOODWILL AND OTHER INTANGIBLES

The components of total goodwill were as follows:

(In thousands) 2008 2007

Woronoco acquisition $ 7794 $ 7794
Factory Point acquisition 53,014 53,721
Insurance agencies 23,176 23,176
Other 7,034 6,781
Total $ 161,178 $ 161,632

No impairments of goodwill were recognized by the Company for the years 2008, 2007, and 2006.
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The components of total other intangible assets were as follows.

Gross Net
Intangible Accumulated Intangible

(In thousands) Assets Amortization Assets
December 31, 2008

Non-maturity deposits $ 16,978 $ (5,718) $ 11,260
I nsurance contracts 7,463 (1,708) 5,755
Non-compete agreements 2,318 (2,318) -
All other intangible assets 1,037 (400) 637
Total $ 27,796 $ (10,144) $ 17,652
December 31, 2007

Non-maturity deposits $ 16,978 $ (3,240) $ 13,838
Insurance contracts 7,463 (961) 6,502
Non-compete agreements 2,318 (1,996) 322
All other intangible assets 375 (217) 158
Total $ 27,134 $ (6,314) $ 20,820

Other intangibl e assets are amortized on astraight-line or accel erated basis over their estimated lives, whichrangefromfivetoten
years. Amortization expense related to intangible assets totaled $3.8 million in 2008, $3.1 million in 2007, and $2.0 millionin
2006. Grossintangible assets rel ated to wealth management contractsincreased by $722 thousand in 2008 in connection with the

Center for Financial Planning acquisition.

The estimated aggregate future amortization expense for intangible assets remaining as of year-end 2008 is as
follows: 2009- $3.3 million; 2010- $3.3 million; 2011- $3.3 million; 2012- $2.8 million; 2013- $1.9 and thereafter-

$3.0 million.

9. OTHERASSETS

Y ear-end other assets are summarized as follows:

(In thousands) 2008 2007

Loans held for sale $ 1,768 $ 3444
Net deferred tax asset 12,235 4,310
Capitalized mortgage servicing rights 901 1,203
Accrued interest receivable 8,995 10,077
Investment in tax credits 4,908 4,799
Foreclosed and repossesed assets 871 1,327
Derivative assets 3,740 -
Other 10,807 10,159
Total other assets $ 44,225 $ 35319

The Bank has sold loansin the secondary market and has retained the servicing responsibility and receivesfeesfor the
services provided. Mortgage | oans sold and serviced for othersamounted to $110.9 million, $128.0 million, and $90.3
million at year-end 2008, 2007, and 2006, respectively. Capitaized mortgage servicing rights represent the capitalized
net present value of feeincome streams generated from servicing theseloans. Thefair value of theserightsisbased on
discounted cash flow projections. The fair value approximated carrying value at year-end 2008 and 2007, and no
impairment charges were recognized at these dates. Contractually specified servicing fees were $178 thousand, $72
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thousand, and $97 thousand for the years 2008, 2007, and 2006, respectively. Thesignificant assumptionsusedinthe
valuation at year-end 2008 included a discount rate of 10% and a pre-payment speed assumption of 12.2%.

The components of mortgage servicing rights were as follows:

(In'thousands) 2008 2007 2006

Balance at beginning of year $ 1,203 $ 986 $ 1168
Additions - 39%5 -
Amortization (302 (78) (182
Balance at end of year $ 901 $ 1203 $ 986

10. DEPOSITS

A summary of year-end time depositsis asfollows:

(In thousands) 2008 2007
Maturity date:

Within 1 year $ 453,435 $ 596,319
Over 1 year to 2 years 149,452 67,767
Over 2 yearsto 3 years 67,506 18,245
Over 3 yearsto 4 years 19,511 9,261
Over 4 yearsto 5 years 52,286 12,841
Over 5 years 4,128 23,459
Tota $ 746,318 $ 727,892
Account balance:

Less than $100,000 $ 394,655 $ 429,884
$100,000 or more 351,663 298,008
Total $ 746,318 $ 727,892

11. BORROWINGSAND JUNIOR SUBORDINATED DEBENTURES

Short-term debt includes FHLBB advanceswith an origina maturity of lessthan one year and outstanding borrowings
on linesof credit. Total short-term debt was $23.2 million and $92.8 million at year-end 2008 and 2007, respectively.
The weighted-average interest rates on total short-term debt at year-end 2008 and 2007 were 0.37% and 3.50%,
respectively.

The Bank isapproved to borrow on ashort-term basis from the Federal Reserve Bank of Boston asanon-member bank.
The Bank has pledged certain loans and securitiesto the Federal Reserve Bank to support thisarrangement. The Bank
had no borrowings with the Federal Reserve Bank in 2008, 2007, or 2006.

At year-end 2008, the Company had a$15.0 million unsecured line of credit. At year-end 2007, the Company had two
unsecured lines of credit totaling $30.0 million. Theinterest on theselinesof credit wasvariable, based on either prime
or overnight LIBOR rates. There was no outstanding balance on the line of credit at year-end 2008. The outstanding
balance on lines of credit was $15.0 million at year-end 2007.

At year-end 2008 and 2007, other long-term debt consisted of unsecured term notes totaling $17.0 million and $20

million, respectively, maturing in September 2010. These loans bear interest based either on prime or short-term
LIBOR rates. The year end weighted-average interest rates on these notes were 1.98% and 6.09%, respectively.
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Long-term FHLBB advances consisted of advances with an original maturity of morethan one year. Total advances
outstanding were $319.0 million at year-end 2008 and $221.7 million at year-end 2007 with year-end weighted-average
interest rates of 3.34% and 4.39%, respectively. The advances outstanding at year-end 2008 included callable advances
totaling $61.5 million, adjustable rate advances totaing $135 million, and amortizing advancestotaling $7.0 million.
All FHLBB borrowings, including the line of credit, are secured by ablanket security agreement on certain qualified
collateral; principally all residentia first mortgage loans and certain securities.

Scheduled maturities of FHLBB advances at year-end 2008 were as follows: 2009 - $54.3 million; 2010 - $50.0
million; 2011 - $45.6 million; 2012 - $40.0 million; 2013 - $38.0 million; and thereafter - $91.0 million.

The Company holds 100% of the common stock of Berkshire HillsCapitd Trust | (“Trust I”) whichisincluded in other
assets with a cost of $0.5 million. The sole asset of Trust | is $15.5 million of the Company’s junior subordinated
debentures duein 2035. These debentures bear interest at avariable rate equal to LIBOR plus 1.85% and had arate of
4.00% at year-end 2008. The Company hasthe right to defer payments of interest for up to five yearson the debentures
at any time, or from time to time, with certain limitations, including a restriction on the payment of dividends to
stockholderswhile such interest payments on the debentures have been deferred. The Company hasnot exercised this
right to defer payments. The Company has the right to redeem the debentures without penalty after August 23, 2010.
Trust | is considered a variable interest entity for which the Company is not the primary beneficiary. Accordingly,
Trust | is not consolidated into the Company’ s financial statements.

12. OTHERLIABILITIES

Y ear-end other liabilities are summarized as follows;

(In thousands) 2008 2007

Due to broker $ 19,895 $ -
Derivative liabilities 24,068 -
Other 10,140 14,094
Total other liabilities $ 54,103 $ 14,094

13.  INCOME TAXES

Income tax expense was as follows:

(In thousands) 2008 2007 2006
Current

Federa $ 4,993 $ 2,924 $ 5,159

State 2,914 1,329 1,506
Total current 7,907 4,253 6,665
Deferred

Federal 1,327 677 (1,779)

State 371 461 (335)
Total deferred 1,698 1,138 (2,114)
Change in valuation allowance (793) (152) 352
Total income tax expense $ 8,812 $ 5,239 $ 4,903
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The effective income tax rate differs from the statutory tax rate as a result of the following:

2008 2007 2006

Statutory tax rate 35.0% 35.0% 35.0%
Increase (decrease) resulting from:

State taxes, net of federal tax benefit 6.9 6.2 6.1
Dividends received deduction (0.2) (0.2) (0.2)
Tax exempt income - investments (5.5) (8.0) (8.3)
Bank-owned life insurance (1.6) (2.0 (2.2)
Change in valuation allowance (2.6) (0.8 2.2
Investment tax credits (2.0 (1.9 (1.4
Other, net (1.7) (0.5) (0.9
Effective tax rate 28.4% 27.9% 30.3%
Y ear-end deferred tax assets (liabilities) related to the following:

(In thousands) 2008 2007
Allowance for loan losses $ 9,358 $ 9395
Employee benefit plans 1,270 1,835
Net unrealized loss (gain) on swaps and securities available for salein OCI 8,131 (700)
Goodwill amortization (3,594) (1,525)
Investments (840) (711)
Purchase accounting adjustments (3,548) (3,786)
Investment tax credits 2,243 396
Other (785) 199
Valuation allowance - (793)
Deferred tax asset, net $ 12,235 $ 4,310

Management believesthat it is morelikely than not that the Company will realizeitsnet deferred tax assets, based onits
recent historical and anticipated future levels of pre-tax income. Actual futureincome may differ from management’s
expectations.

A valuation alowance of $793 thousand was established by the Company in 2007 for the full amount of the
Massachusetts net deferred tax asset due to uncertainties of realization based on the Bank’s income. In 2008,
management concluded that it is more likely than not that the Company will realize this tax asset, and the valuation
allowance was reduced to zero.

The Company is no longer subject to U.S. federa income tax examinations for tax years before 2005. Adjustments,
pendties and interest resulting from the most recent examination of the 2002 and 2003 tax years did not have a
significant impact on the Company’s financial statements. Management believes that the tax benefits taken by the
Company for the years 2005-2008 will morelikely than not be sustained upon examination by taxing authorities, thus
no unrecognized tax benefits were recorded at year-end 2008 and 2007.

14. DERIVATIVE INSTRUMENTSAND HEDGING ACTIVITIES

Aspart of the Company’ srisk management strategy, in 2008, the Company entered into interest rate swap agreements
with atotal notional value of $243 million to mitigatethe interest rate risk inherent in certain of the Company’ s assets
and liabilities. Of thistotal, interest rate swaps with acombined notiona va ue of $150 million were designated ascash
flow hedges as defined in Statement of Financial Accounting Standards No. 133, “Accounting for Derivative
Instrumentsand Hedging Activities” (“SFASNo. 133"). Theremaining $93 million have been designated aseconomic
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hedges, which are hedges not subject to the hedge accounting rulesof SFASNo. 133. At year-end 2008, 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 ingtitutional derivative
counterparties and their ability to meet contractual terms. The agreements are entered into with counterpartiesthat meet
established credit standards and contain master netting and collateral provisions protecting the at-risk party. The
derivatives programisoverseen by the Risk Management Committee of the Company’ sBoard of Directors. Based on
adherence to the Company’ s credit standards and the presence of the netting and collatera provisions, the Company
believes that the credit risk inherent in these contracts was not significant in 2008.

The Company pledged collatera to derivative counterpartiesin the form of cash totaling $14.3 million and securities
with an amortized cost of $9.8 million and afair value of $10.0 million as of year-end 2008. No collateral was posted
from counterparties to the Company in 2008 as most of the company’ s derivatives werein an unreaized loss position
throughout the year.

Information about interest rate swap agreements entered into for interest rate risk management purposes at year-end
2008, summarized by type of financia instrument the swap agreements were intended to hedge, follows:

Weighted Estimated
Notional Average Weighted Average Rate Fair Value
Amount Maturity Received Paid Gain (Loss)
(In thousands) (Inyears) (In thousands)
Cash flow hedges
Interest rate swaps on FHLBB borrowings $ 135,000 57 257 % 424 % $ (15,657)
Interest rate swaps on junior subordinated debentures 15,000 5.4 4.00 5.54 (1,171)
Total cash flow hedges 150,000 (16,828)
Economic hedges
Interest rate swap on industrial revenue bond 15,000 20.9 2.27 5.09 (3,299)
Interest rate swaps on loans with commercial loan customers 38,948 6.2 4.14 6.42 (3,941)
Reverse interest rate swaps on loans with commercial loan customers 38,948 6.2 6.42 4.14 3,740
Total economic hedges 92,896 (3,500)
Total $ 242,896 $ (20,328)

Cash flow hedges

Thefair value of interest rate swaps designated as cash flow hedgesareincluded in other liabilitiesin the accompanying
Consolidated Balance Sheets. The effective portion of unrealized changes in the fair value of the derivatives are
reported in other comprehensive income and subseguently reclassified to earnings when gains or losses are realized.
Each quarter, the Company assesses the effectiveness of each hedging relationship by comparing the changesin cash
flowsof the derivative hedging instrument with the changesin cash flows of the designated hedged item or transaction.
The ineffective portion of changesin the fair value of the derivativesis recognized directly in earnings.

In 2008, the Company 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 Boston
(“FHLBB") advances to fixed rates, with the objective of fixing the Company’s monthly interest expense on these
borrowings. As of year-end 2008, the weighted average fixed interest rate on interest payments payable from the
Company to its counterparties and the weighted average variable interest rate receivable from the counterparties was
4.24% and 2.57%, respectively, on these swaps.

In April 2008, the Company entered into an interest rate swap with a notiona value of $15 million to convert the
floating rate interest on its junior subordinated debentures to afixed rate of interest. The purpose of the hedge wasto
protect the Company from therisk of variability arising from the floating rate interest on the debentures. The Company
received a 4.00% floating rate from the counterparty and paid afixed rate of 5.54% as of year-end 2008.
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Unrealized losses recorded in other comprehensive loss on interest rate swaps designated as cash flow hedges at year-
end 2008 totaled $16.8 million, net of the related income tax benefit of $6.9 million. Interest expense recognized on
cash flow derivativestotaled $1.1 million for the year-ended 2008 and was included in interest expense on borrowings
and junior subordinated debenturesin the Consolidated Statements of Income. Hedge ineffectiveness on interest rate
swaps designated as cash flow hedges was immaterial to the Company’s 2008 financial statements.

Economic hedges

Thefair value of interest rate swaps designated as economic hedges areincluded in other assets and other liabilitiesin
the accompanying Consolidated Balance Sheets. Unrealized gains and losses on these derivatives are recognized
through earnings.

In the second quarter of 2008, the Company applied the fair value option permitted under Statement of Financial
Accounting StandardsNo. 159, “ The Fair Value Option for Financial Assetsand Financial Liabilities” (“SFAS No.
159"), to a$15.0 million economic devel opment bond bearing afixed-rate of 5.09%. Thebond is classified asatrading
security. The Company simultaneously entered into an interest rate swap with a$15.0 million notional, to swap out the
fixed rate of interest on the bond in exchangefor aLIBOR based floating rate. Theintent of the economic hedgewasto
improve the Company’ sasset sensitivity to changing interest rates in anticipation of favorable average floating rates of
interest over the 21-year life of thebond. Unrealized gainson the economic development bond totaling $3.1 million for
2008 were offset against unrealized losses of $3.3 million on the related interest rate swap within other non-interest
income on the Consolidated Statements of Income at year-end 2008. Interest expense on the swap totaled $186
thousand in 2008 and isreflected through interest and dividend income on securitiesin the Consolidated Statements of
Income.

In addition to the hedging activities above, in 2008 the Company began offering certain derivative products directly to
qualified commercia borrowers. The Company economically hedges derivativetransactions executed with commercial
borrowers by entering into mirror-image, offsetting derivatives with third-party financial institutions. Thetransaction
allowsthe Company’ s customer to effectively convert avariable-rateloan to afixed rate. Because the Company actsas
anintermediary for its customer, changesin thefair val ue of the underlying derivative contracts for the most part offset
each other and do not significantly impact the Company’s earnings. Because the derivatives have mirror-image
contractual terms, the changesin fair value substantially offset through earnings. As of year-end 2008, the unrealized
gains (losses) on the interest rate swaps with customers and the reverse swaps with financial institutionstotaled $3.7
million and $(3.9) million, respectively. These unrealized gains (losses) are reflected within other non-interest income
ontheincome statement. Credit value adjustmentsarising from the differencein credit worthiness of the commercial
loan and financial institution counterpartieswere not material to thefinancial statements. Interestincomeand expense
on these swaps and related fee income from customers are posted to non-interest income. The interest income and
expense offset each other; the related fee income totaled $437 thousand.

15. COMMITMENTS, CONTINGENCIES, AND OFF-BALANCE SHEET ACTIVITIES

Credit related financial instruments. The Company isaparty to financia instrumentswith off-balance-sheet risk inthe
normal course of business to meet the financing needs of its customers. These financia instruments include
commitmentsto extend credit and standby letters of credit. Such commitmentsinvolve, to varying degrees, elements of
credit and interest rate risk in excess of the amount recognized in the accompanying consolidated balance sheets.

The Company’ sexposureto credit lossin the event of nonperformance by the other party to thefinancia instrument is
represented by the contractual amount of these commitments. The Company uses the same credit policiesin making
commitments as it does for on-balance-sheet instruments. A summary of financia instruments outstanding whose
contract amounts represent credit risk is asfollows at year-end:
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(In thousands) 2008 2007

Commitments to originate new loans $ 63,108 $ 46,813
Unused funds on commercial and other lines of credit 70,156 210,747
Unadvanced funds on home equity lines of credit 197,343 180,795
Unadvanced funds on construction and real estate loans 66,135 102,311
Standby |etters of credit 41,402 29,013
Commercial letters of credit - 1,500

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may
require payment of afee. The commitments for lines of credit may expire without being drawn upon. Therefore, the
total commitment amounts do not necessarily represent future cash requirements. The Company evaluates each
customer’ s creditworthiness on a case-by-case basis.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a
customer to athird party. Theseletters of credit are primarily issued to support borrowing arrangements. Thecredit risk
involved inissuing letters of credit is essentially the same asthat involved in extending loan facilitiesto customers. The
Company considers standby letters of credit to be guarantees and the amount of the recorded liability related to such
guarantees was not material at December 31, 2008.

Operating lease commitments. Future minimum rental payments required under operating leases at December 31, 2008
are as follows: 2009 — $2.6 million; 2010 — $2.5 miillion; 2011 — $2.4 million; 2012 — $2.4 million; 2013 — $2.3
million; and all years thereafter — $30.0 million. The leases contain options to extend for periods up to twenty years.
The cost of such rental optionsisnot included above. Total rent expense for the years 2008, 2007, and 2006 amounted
to $2.6 million, $2.4 million, and $1.4 million, respectively.

Employment and changein control agreements. The Company has entered into an employment agreement with one
senior executive with athree-year term. The Bank a so has changein control agreements with several officers which
provide a severance payment in the event employment isterminated in conjunction with adefined change in control.

Legal claims. Various legal claims arise from time to time in the norma course of business. In the opinion of
management, claims outstanding at December 31, 2008 will have no materia effect on the Company’s financia
statements.

16. STOCKHOLDERS EQUITY

Minimum regulatory capital requirements

The Bank is subject to various regulatory capital requirements administered by thefederal and state banking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary
actions by regulators that, if undertaken, could have a direct material effect on the Company’s financial statements.
Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must meet
specific capital guidelinesthat involve quantitative measures of itsassets, liabilitiesand certain off-balance-sheet items
as calculated under regulatory accounting practices. The capital amounts and classification are aso subject to
qualitative judgments by the regulators about components, risk weighting and other factors. The Company, as a
savings and loan holding company, has no specific quantitative capital requirements.
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Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum
amounts and ratios (set forth in the following table) of total and Tier 1 capital (as defined in the regulations) to risk-
weighted assets (as defined) and of Tier 1 capital to average assets (as defined). As of year-end 2008 and 2007, the
Bank met the capital adequacy requirements. Regulators may set higher expected capital requirementsin some cases

based on their examinations. In 2009, regulators announced new stress tests that may be applied prospectively to
certain banks.

As of year-end 2008 and 2007, Berkshire Bank met the conditions to be classified as “well capitalized” under the
regulatory framework for prompt corrective action. To be categorized aswell capitaized, an institution must maintain
minimum total risk-based, Tier 1 risk-based, and Tier 1 leverageratiosas set forth inthefollowing tables. TheBank’s
actual and required capital amounts were as follows:

Minimum to be Well

Minimum Capitalized Under
Capital Prompt Corrective
Actual Requirement Action Provisions
(Doallarsin thousands) Amount Ratio Amount Ratio Amount Ratio
December 31, 2008
Total capital to risk-weighted assets  $ 250,729 1228 % $ 163,314 800 % $ 204,142 10.00 %
Tier 1 capital to risk-weighted assets 227,821 11.16 81,657 4.00 122,485 6.00
Tier 1 capital to average assets 227,821 9.34 97,602 4.00 122,002 5.00
December 31, 2007
Total capital to risk-weighted assets  $ 206,080 1040 % $ 158,462 800 % $ 198,077 10.00 %
Tier 1 capital to risk-weighted assets 183,530 9.27 79,231 4.00 118,846 6.00
Tier 1 capital to average assets 183,530 7.97 92,136 4.00 115,169 5.00

A reconciliation of the Company’ s year-end total stockholders' equity to the Bank’ s regulatory capital is as follows:

(In thousands) 2008 2007
Total stockholders' equity per consolidated financial statements $ 408,425 $ 326,837
Adjustments for Bank Tier 1 Capital:

Holding company equity adjustment (45,161) 10,648
Net unrealized loss (gain) on available for sale securities 1,778 (1,241)
Net unrealized |oss on cash flow hedges 9,046 -
Disallowed goodwill and intangible assets (146,267) (152,714)
Total Bank Tier 1 Capital 227,821 183,530
Adjustments for total capital:

Allowed unrealized gains on equity securities - 89
Includible allowances for loan losses and unused lines of credit 22,908 22,461
Total Bank capital per regulatory reporting $ 250,729 $ 206,080

Preferred stock and warrant

On December 19, 2008, the Company entered into a definitive agreement with the U.S. Treasury. Pursuant to the
agreement, the Company sold 40,000 shares of Senior Perpetua Preferred Stock, par value $.01 per share, having a
liquidation amount equal to $1,000 per share, with an attached warrant (“ The Warrant”) to purchase 226,330 shares of
the Company’ s common stock, par value $0.01 per share, for the aggregate price of $6.0 million, tothe U.S. Treasury.
The preferred stock is senior to the Company’s common stock with respect to dividends and distributions. The
preferred stock qualifiesas Tier 1 capital and will pay cumulative dividends at arate of 5% per year, for thefirst five
years, and 9% per year thereafter. Under the amended terms of the agreement, the preferred stock may be redeemed at
par and thewarrant extinguished with the approval of the FDIC andthe OTS. The Warrant hasa 10-year term with

50% vesting immediately upon issuance and the remaining 50% vesting on January 1, 2010 if certain qualified equity
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offerings are not satisfied. The Warrant hasan exercise price, subject to anti-dilution adjustments, equal to $26.51 per
share of common stock. Under the terms of the agreement, the U.S. Congress may impose additional conditions and
requirements which will be binding on the company and which may be made retroactive. Additionally, the Treasury
Department has established an Office of the Special Inspector General for the Troubled Assets Relief Programwhichis
empowered to perform audits, conduct investigations and issue subpoenas related to the operations of the program.
Under the original terms of the agreement, the Company could not repurchase common shares or increaseitsdividend
for three yearsfrom the date of the agreement unlessthe preferred shares sold to the U.S. Treasury have been redeemed
in whole or transferred to athird party. Additionally, there were significant restrictions on the Company’ s ability to
redeem the preferred shares. Based on the American Recovery and Reinvestment Act passed in February 2009, these
redemption restrictions were significantly reduced and additional operating restrictions were placed on program
recipients. Please see the note on Subsequent Events for additiona information.

The Company accounted for this transaction in accordance with Accounting Principles Board Opinion No. 14,
Accounting for Convertible Debt and Debt Issued with Stock Purchase Warrants (“ APB 14”). APB 14 requiresthe
proceeds from the issuance to be alocated between the preferred stock and warrant based on relative fair value.
Accordingly, thefair value of thewarrant, in the amount of $3.2 million wasrecorded asan increaseto additiona paid-
in-capital. A discount in the amount of $3.2 million was recorded on the preferred stock and isbeing accreted over an
estimated period of five years using the effectiveinterest method. The accretion of the discount on the preferred stock
will be treated as a deemed dividend and as a reduction to net income available to common shareholders.

The fair value of the warrant was calculated based on the Black-Scholes valuation model. Significant inputs to the
model are as follows. expected dividends — 2.3%; expected term — 10 years; expected volatility — 30%; risk free
interest rate — 1.35%.

Common stock

The Bank is subject to dividend restrictions imposed by various regulators, including a limitation on the total of al
dividendsthat the Bank may pay to the Company in any calendar year, to an amount that shall not exceed the Bank’s
net income for the current year, plus the Bank’s net income retained for the two previous years, without regulatory
approval. Asof year-end 2008, the Bank could declare aggregate additional dividends of approximately $14 million
without obtaining regulatory approval based on the above statutory calculation. Dividends from the Bank are an
important source of funds to the Company to make dividend payments on its common and preferred stock, to make
payments on its borrowings, and for its other cash needs. The ability of the Company and the Bank to pay dividendsis
dependent on regulatory policies and regulatory capital requirements. The ability to pay such dividendsin the future
may be adversely affected by new legidation or regulations, or by changes in regulatory policies relating to capital,
safety and soundness, and other regulatory concerns.

In conjunction with Massachusetts conversion regulations, the Bank established a liquidation account for eligible
account holders, which at the time of conversion amounted to approximately $70 million. In the event of aliquidation
of the Bank, the éligible account holders would be entitled to receive their pro-rata share of the net worth of the Bank
prior to conversion. However, as quaifying deposits are reduced, the liquidation account is reduced in an amount
proportionate to the reduction in the qualifying deposit accounts.

The payment of dividends by the Company is subject to Delaware law, which generally limitsdividendsto an amount
equal to an excess of the net assets of a company (the amount by which total assets exceed tota liabilities) over
statutory capital, or if there is no excess, to the company’s net profits for the current and/or immediately preceding
fiscal year.

In the fourth quarter of 2008, the Company issued 1.725 million common sharesin apublic offering and received net
cash proceeds of $38.5 million. On December 19, 2008, the Company entered into an agreement with the U.S.
Treasury related to its purchase of $40 million of preferred stock. Under this agreement, the Company may not
repurchase common shares or increase its dividend for three years from the date of the agreement subject to certain
conditions described in the preferred stock note above.
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Other comprehensiveincome

Comprehensive income is the total of net income and al other non-owner changes in equity. It is displayed in the
Consolidated Statements of Changes in Stockholders' Equity. Reclassification detail is shown for the years below.

(In thousands) 2008 2007 2006
Unrealized holding (loss) gain on

available for sale securities during the period $ (4,816) $ 1,089 $ 768
Reclassification adjustment for net loss realized in income 22 591 3,130
Unrealized (loss) gain on available for sale securities (4,794) 1,680 3,898
Net loss (gain) on effective cash flow hedging derivatives (16,828) 71 (18)
Tax effects 8,831 (626) (1,549)
Total other comprehensive (loss) income, net $ (12,791) $ 1,125 $ 2,331

Y ear-end components of accumulated other comprehensive (loss) income were as follows:

(In thousands) 2008 2007
Net unrealized holding (loss) gain on available for sale securities $ (2877) $ 1,917
Net loss on effective cash flow hedging derivatives (16,828) -
Tax effects 8,131 (700)
Accumulated other comprehensive (loss) income $ (11,574 $ 1,217

17. EMPLOYEE BENEFIT PLANS

The Company provides a401(k) Plan which most employees participate in. The Company contributes a non-elective
3% of grossannual wagesfor each participant, regardless of the participant’ sdeferral, in addition to a 100% match up
to 4% of gross annua wages. The Company’s contributions vest immediately. Expense related to the plan was $1.5
million, $1.3 million, and $0.9 million for the years 2008, 2007, and 2006, respectively.

The Company maintains a supplemental executive retirement plan (“SERP”) for one executive officer. Benefits
generally commence no earlier than age sixty-two and are payable at the executive’ s option, either asan annuity or asa
lump sum. At year-end 2008 and 2007, the accrued liability for this SERP was $994 thousand and $756 thousand,
respectively. SERP expense was $238 thousand in 2008, $313 thousand in 2007, and $175 thousand in 2006, and is
recognized over the required service period.

The Company owns endorsement split-dollar lifeinsurance arrangements pertaining to certain prior executives. Under
these arrangements, the Company purchased policiesinsuring the lives of the executives, and separately entered into
agreements to split the policy benefits with the executive.

18. STOCK-BASED COMPENSATION PLANSAND EMPLOYEE STOCK OWNERSHIP
PLAN

In April 2008 the stockholders of the Company voted to terminate the 2001 Stock-Based Incentive Plan while
simultaneously increasing by 200 thousand the number of shares of common stock that the Company may issue under
the 2003 Equity Compensation Plan. These amendments represented anet increase of 118 thousand sharesavailableto
grant stock and option awards.
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The 2003 Equity Compensation Plan permits the granting of a combination of stock awards and incentive and non-
qualified stock options to employees and directors. A total of 500 thousand common stock shares were authorized
under the plan, as amended. As of year-end 2008, the Company had the ability to grant approximately 261 thousand
additional stock and option awards under this plan.

On September 21, 2007, the Company assumed the outstanding unexercised optionsissued by Factory Point Bancorp
aspart of the merger agreement between the Company and Factory Point. Each Factory Point option was convertedtoa
vested option for one of the Company’ s shareswith an exercise price equal to the market price of Factory Point’ s stock
at the date of grant and amaximum original term of ten years based on the original grant date subject to the exchange
ratio set forth in the merger agreement. In 2007, the total stock-based compensation cost capitalized as part of the
goodwill of the Factory Point acquisition was $2.1 million.

A summary of activity in the Company’ s stock compensation plans is shown below:

Non-vested Stock

Awards Outstanding Stock Options Outstanding

Weighted- Weighted-

Average Average

Number of Grant Date Number of Exercise

(Shares in thousands) Shares Fair Value Shares Price
Balance, December 31, 2007 105 $ 31.88 644 $ 21.90
Granted 68 22.80 - -
Stock options exercised - - (185) 18.96
Stock awards vested (47 30.03 - -
Forfeited 3) 27.67 (6) 33.46
Balance, December 31, 2008 123 $ 27.40 453 $ 23.00
Exer cisable options, December 31, 2008 437 $ 22.61

Stock awards

Thetotal compensation cost for stock awards recognized asexpensewas $1.6 million, $1.6 million, and $1.3 million, in
the years 2008, 2007 and 2006, respectively. Thetotal recognized tax benefit associated with this compensation cost
was $0.6 million, $0.6 million, and $0.5 million, respectively.

Thefair value of stock awardsis based on the closing stock price on the grant date. The weighted averagefair value of
stock awards granted was $22.80, $33.06 and $33.96 in 2008, 2007 and 2006. Stock awards vest over periods up to
five years and are valued at the closing price of the stock on the grant date.

Thetotal fair value of stock awards vested during 2008, 2007 and 2006 was $1.4 million, $1.4 million and $2.1 million,
respectively. The unrecognized stock-based compensation expenserel ated to unvested stock awardswas $1.9 millionas
of year-end 2008. This amount is expected to be recognized over aweighted average period of 1 year.

Option Awards

Option awards are granted with an exercise price equal to the market price of the Company’ s stock at the date of grant,
and vest over periods up to five years. The options grant the holder the right to acquire a share of the Company’s
common stock for each option held, and have a contractua life of ten years. The Company generadly issues sharesfrom
treasury stock as options are exercised. The fair value of each option grant is estimated on the date of grant using the
Black-Scholes option-pricing model. The expected dividend yield and expected term are based on management
estimates. The expected volatility isbased on historical volatility. The risk-freeinterest ratesfor the expected term are
based on the U.S. Treasury yield curve in effect at thetime of the grant. The following weighted-average assumptions
were used in the determination of the weighted average grant date fair value for option awards granted in 2007 and
2006. The Company did not grant option awards in 2008. Option awards granted in 2007 and 2006 totaled
approximately 20 thousand and 3 thousand, respectively.
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(In thousands) 2007 2006

Expected dividends 1.85% 1.85%
Expected term 6 years 6 years
Expected volatility 19% 19%
Risk-free interest rate 4.68% 4.86%
Weighed average grant date fair value $ 7.67 $ 8.05

Thetotal intrinsic value of options exercised was $1.1 million, $1.9 million, and $3.4 million for the years 2008, 2007,
and 2006, respectively. As of year-end 2008, unrecognized stock-based compensation expense related to unvested
options amounted to $50 thousand. This amount is expected to be recognized over aweighted average period of less
than 1 year. The weighted average intrinsic value of stock options outstanding at year-end 2008 was $4.1 million, and
the similar value of exercisable optionswas $4.1 million. The expense pertaining to options vesting in the years 2008,
2007, and 2006 was $55 thousand, $187 thousand, and $195 thousand, respectively

19. FAIRVALUE MEASUREMENTS

Fair Value Hierarchy

Effective January 1, 2008, the Company adopted the provisions of SFAS No. 157, "Fair Vaue Measurements," for
financial assetsand financia liabilities. In accordance with Financial Accounting Standards Board Staff Position (FSP)
No. 157-2, "Effective Date of FASB Statement No. 157," the Company will delay application of SFAS No. 157 for
non-financial assets and non-financial liabilitiesuntil January 1, 2009. SFAS No. 157 definesfair value, establishesa
framework for measuring fair value in generally accepted accounting principles and expands disclosures about fair
value measurements.

SFAS No. 157 defines fair value as the price that would be received to sell an asset or paid to transfer aliability in an
orderly transaction between market participants. A fair value measurement assumes that the transaction to sell the asset
or transfer the liability occursin the principal market for the asset or liability or, in the absence of a principa market,
the most advantageous market for the asset or liability. The priceintheprincipa (or most advantageous) market used to
measure the fair value of the asset or liability shall not be adjusted for transaction costs. An orderly transaction is a
transaction that assumes exposure to the market for a period prior to the measurement date to allow for marketing
activitiesthat are usual and customary for transactionsinvolving such assetsand ligbilities; it isnot aforced transaction.
Market participants are buyers and sellersin the principa market that are (i) independent, (ii) knowledgeable, (iii) able
to transact and (iv) willing to transact.

SFAS No. 157 requires the use of valuation techniques that are consistent with the market approach, the income
approach and/or the cost approach. The market approach uses prices and other relevant information generated by
market transactions involving identical or comparable assets and liabilities. The income approach uses valuation
techniquesto convert future amounts, such as cash flows or earnings, to asingle present amount on adiscounted basis.
The cost approach is based on the amount that currently would be required to replace the service capacity of an asset
(replacement cost). Vauation techniques should be consistently applied. Inputs to vauation techniques refer to the
assumptions that market participants would use in pricing the asset or liability. Inputs may be observable, meaning
those that reflect the assumptions market participants would use in pricing the asset or liability developed based on
market data obtai ned from independent sources, or unobservable, meaning those that reflect the reporting entity'sown
assumptions about the assumptions market participants would use in pricing the asset or liability devel oped based on
the best information availablein the circumstances. In that regard, SFAS No. 157 establishesafair value hierarchy for
valuation inputsthat givesthe highest priority to quoted pricesin active marketsfor identical assetsor liabilitiesand the
lowest priority to unobservable inputs. The fair value hierarchy is asfollows:

o Leve 1Inputs- Unadjusted quoted pricesin active marketsfor identical assets or liabilities that the reporting
entity has the ability to access at the measurement date.
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e Level 2Inputs- Inputsother than quoted pricesincluded in Level 1 that are observablefor theasset or liability,
either directly or indirectly. These might include quoted pricesfor similar assetsor liabilitiesin active markets,
quoted pricesfor identical or similar assets or liabilitiesin marketsthat are not active, inputs other than quoted
pricesthat are observablefor the asset or liability (such asinterest rates, volatilities, prepayment speeds, credit
risks, etc.) or inputs that are derived principally from or corroborated by market data by correlation or other
means.

o Level 3 Inputs - Unobservable inputs for determining the fair values of assets or liabilities that reflect an
entity's own assumptions about the assumptions that market participants would use in pricing the assets or
lighilities.

A description of the valuation methodologies used for instruments measured at fair value, as well as the general
classification of such instruments pursuant to the valuation hierarchy, is set forth below. These va uation methodologies
were applied to al of the Company's financial assets and financial liabilities carried at fair value effective January 1,
2008.

Fair value is based upon quoted market prices, where available. In most cases, such quoted market prices are not
available, and fair value is based on inputs other than quoted prices that are market based or are derived from or
corroborated by market databy correlation or other means. V aluation adjustments may be madeto ensurethat financial
instruments are recorded at fair value. These adjustments may include amountsto reflect counterparty credit quality, the
Company's creditworthiness, among other things, aswell as unobservable parameters. Any such valuation adjustments
are applied consistently over time. The Company's va uation methodol ogies may produce afair val ue calculation that
may not be indicative of net realizable value or reflective of future fair values. While management believes the
Company's valuation methodol ogies are appropriate and consi stent with other market participants, the use of different
methodologies or assumptions to determine the fair value of certain financial instruments could result in a different
estimate of fair value at the reporting date. Furthermore, the reported fair value amounts have not been comprehensively
revalued since the presentation dates, and therefore, estimates of fair value after the balance sheet date may differ
significantly from the amounts presented herein.

Recurring fair value measurements of financial instruments
Thefollowing table summarizesfinancial assetsand financial liabilities measured at fair value on arecurring basisas of

year-end 2008, segregated by the level of the valuation inputs within the fair value hierarchy utilized to measure fair
value.

Level 1 Level 2 Level 3 Total
(In thousands) Inputs Inputs Inputs Fair Value
Trading account security $ - $ - $ 18144 $ 18144
Securities available for sale 381 272,553 1,446 274,380
Derivative assets - 3,740 - 3,740
Derivative liabilities - 24,068 - 24,068

Trading Security at Fair Value. The Company holds one security designated as a trading security. It is a tax
advantaged economic development bond issued by the Company to alocal nonprofit organization which provides
wellnessand health programs. The determination of the fair valuefor this security is determined based on adiscounted
cash flow methodology. Certain of the inputs to the fair value calculation are unobservable and there islittle to no
market activity in the security. The security meets FAS No.157’ sdefinition of alevel 3 security and hasbeen classified
as such.

Securities Availablefor Sale (* AFS”). AFS securitiesclassified asLevd 1 consist of publicly-traded equity securities
for which the fair values can be obtained through quoted market prices in active exchange markets. AFS securities
classified as Level 2 include certain agency mortgage-backed securities and investment grade-rated municipal bonds
and corporate bonds. The pricing on Level 2 was primarily sourced from third party pricing services and isbased on
modelsthat consider standard input factors such as dealer quotes, market spreads, cash flows, the U.S. Treasury yield
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curve, livetrading levels, trade execution data, market consensus prepayment speeds, credit information and the bond's
termsand condition, among other things. Securitiesclassified asLevel 3 are structured securitiesfor which fair valueis
based on issuer- provided financia information or which are priced based on discounted cash flow models that are
dependent on unobservable inputs.

Derivative Assets and Liabilities. The valuation of the Company’ s interest rate swaps is obtained from athird-party
pricing service and is determined using adiscounted cash flow analysis on the expected cash flows of each derivative.
The pricing analysisis based on observable inputsfor the contractual terms of the derivatives, including the period to
maturity and interest rate curves.

The Company incorporates credit val uation adjustments to appropriately reflect both its own nonperformancerisk and
the respective counterparty’ s nonperformance risk in the fair value measurements. In adjusting the fair value of its
derivative contracts for the effect of nonperformance risk, the Company has considered the impact of netting and any
applicable credit enhancements, such as collateral postings.

Although the Company has determined that the majority of theinputs used to valueitsderivativesfall within Level 2 of
the fair value hierarchy, the credit valuation adjustments associated with its derivatives utilize Level 3 inputs, such as
estimates of current credit spreadsto evaluate the likelihood of default by itself and its counterparties. However, as of
year-end 2008, the Company has assessed the significance of the impact of the credit valuation adjustments on the
overall valuation of itsderivative positions and has determined that the credit valuation adjustments are not significant
to the overal valuation of itsderivatives. Asaresult, the Company has determined that its derivative vauationsin their
entirety are classified in Leve 2 of the fair value hierarchy.

Thetable below presentsthe changesin Leve 3 assetsthat were measured at fair value on arecurring basisfor the year-
ended 2008.

Assets

Trading Securities

Account Available
(In thousands) Security for Sale
Balance as of January 1, 2008 $ - $
Transfersinto Level 3 18,144 1,446
Balance as of December 31, 2008 $ 18,144 $ 1,446
Change in unrealized gains/(losses) relating to instruments still held at the reporting date  $ 3,144 $ (1,799)

Assetsweretransferred from Level 2to Level 3 during 2008 dueto low liquidity for the assets and the significance of
unobservable inputs in the determination of the assets' fair values.

Non-recurring fair value measur ements of financial instruments

The Company is required, on anon-recurring basis, to adjust the carrying value of certain assets or provide valuation
allowances related to certain assets using fair value measurements in accordance with GAAP. The following is a
summary of applicable non-recurring fair value measurements.

Loans. Loans are generally not recorded at fair value on arecurring basis. Periodically, the Company records non-
recurring adjustments to the carrying value of loans based on fair value measurements for partial charge-offs of the
uncollectible portions of those loans. Non-recurring adjustments a so include certain impai rment amountsfor collateral -
dependent loans calculated in accordance with SFAS No. 114 when establishing the allowancefor credit losses. Such
amounts are generally based on the fair value of the underlying collateral supporting the loan and, as a result, the
carrying val ue of theloan lessthe cal culated val uation amount does not necessarily represent the fair value of theloan.
Real estate collateral istypically valued using appraisals or other indications of value based on recent comparable sales
of similar properties or assumptions generally observablein the marketplace. However, the choice of observabledata

issubject to significant judgment, and there are often adjustments based on judgment in order to make observable data
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comparable and to consider the impact of time, the condition of properties, interest rates, and other market factorson
current values. Additionally, commercial real estate appraisal s frequently involve discounting of projected cash flows,
which relies inherently on unobservable data. Therefore, real estate collateral related nonrecurring fair value
measurement adjustments have generally been classified as Leve 3. Estimates of fair value used for other collatera
supporting commercial loans generally are based on assumptions not observabl ein the marketpl ace and therefore such
valuations have been classified asLevel 3. Impaired loanstotaling $28.6 million were subject to nonrecurring fair vaue
measurement at year-end 2008. These loanswere primarily commercia |oans and these measurementswere classified
asLevel 3. Impaired loanswith acost basis of $7.1 million were determined to require avaluation allowance, which
was recorded at $1.0 million at year-end 2008 based on estimated fair value.

Loans held for sale. Loans originated and held for sale are carried at the lower of aggregate cost or market value.
Market value is based on committed secondary market prices, which was alevel 2 classification.

Capitalized mortgageloan servicing rights. A loan servicing right asset represents the amount by which the present
value of the estimated future net cash flows to be received from servicing loans are expected to more than adequately
compensate the Company for performing the servicing. Thefair value of servicing rightsis estimated using a present
value cash flow model. The most important assumptions used in the valuation model are the anticipated rate of theloan
prepayments and discount rates. Adjustments are only recorded when the discounted cash flows derived from the
valuation model arelessthan the carrying value of the asset. Although some assumptionsin determining fair value are
based on standards used by market participants, some are based on unobservable inputs and therefore are classified in
Level 3 of the valuation hierarchy.

Summary of estimated fair values of financial instruments

Asrequired under FASB Statement No. 107, “ Disclosures about Fair Vaue of Financia Instruments,” the estimated
fair values, and related carrying amounts, of the Company’ s financial instruments are as follows. Statement No. 107
excludes certain financial instrumentsand all nonfinancial instrumentsfrom its disclosure requirements. Accordingly,
the aggregate fair vaue amounts presented herein may not necessarily represent the underlying fair value of the
Company.

2008 2007

Carrying Fair Carrying Fair
(In thousands) Amount Vaue Amount Vaue
Financial Assets
Cash and cash equivalents $ 44,798 $ 44,798 $ 41,142 $ 41,142
Trading security 15,000 18,144 - -
Securities available for sale 274,380 274,380 195,921 195,921
Securities held to maturity 25,872 26,729 39,456 39,689
Restricted equity securities 23,120 23,120 23,120 23,120
Net loans 1,984,244 1,994,103 1,921,900 1,964,983
Loans held for sale 1,768 1,768 3,444 3,444
Capitalized mortgage servicing rights 901 901 1,203 1,203
Accrued interest receivable 8,995 8,995 10,077 10,077
Cash surrender value of lifeinsurance policies 35,668 35,668 35,316 35,316
Derivative assets 3,740 3,740 - -
Financial Liabilities
Total deposits $ 1,829,580 $ 1,836,921 $ 1,822,563 $ 1,827,705
Short-term debt 23,200 23,200 92,800 92,800
Long term Federal Home L oan Bank advances 318,957 329,356 221,674 223,431
Long-term debt 17,000 16,683 20,000 20,054
Junior subordinated debentures 15,464 13,403 15,464 15,506
Derivative liabilities 24,068 24,068 - -
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Other than as discussed above, the following methods and assumptions were used by management to estimate thefair
value of significant classes of financial instruments for which it is practicable to estimate that value.

Cash and cash equivalents. Carrying vaueis assumed to represent fair value for cash and due from banks and short-
term investments, which have original maturities of 90 days or less.

Securities held to maturity. Fair values of held to maturity securitiesare based on quoted market prices of identical or
similar securities or ded er quoteswhen available. In other cases, fair values are based on estimates using present value
or other valuation techniques.

Cash surrender value of lifeinsurance policies. Carrying value is assumed to represent fair value.

Loans, net. Thecarrying value of theloansin the loan portfolio isbased on the cash flows of the loans discounted over
their respective loan origination rates. The origination rates are adjusted for substandard and special mention loansto
factor theimpact of declinesintheloan’scredit standing. Thefair value of theloansis estimated by discounting future
cash flows using the current interest rates at which similar loans with similar terms would be made to borrowers of
similar credit quality.

Accrued interest receivable. Carrying value is assumed to represent fair value.

Deposits. The fair value of demand, non-interest bearing checking, savings and certain money market deposits is
determined as the amount payable on demand at the reporting date. The fair value of time deposits is estimated by
discounting the estimated future cash flows using market rates offered for deposits of similar remai ning maturities as of
year-end.

Borrowed funds. Thefair value of borrowed fundsis estimated by discounting the future cash flows using market rates
for similar borrowings. Such fundsinclude al categories of debt and debenturesin the table above.

Junior subordinated debentures. Junior subordinated debentures reprice every ninety days and the carrying amount
approximates fair value.

Off-balance-sheet financial instruments. Fair valuesfor off-balance-sheet lending commitmentsareimmaterial. Inits

credit commitments, the Company does not normally provide interest rate locks exceeding sixty days, and most credit
commitments are for adjustabl e rate loans.

20. OPERATING SEGMENTS

The Company hastwo reportabl e operating segments, Banking and Insurance, which are delineated by the consolidated
subsidiaries of Berkshire Hills Bancorp. Banking includesthe activities of Berkshire Bank and its subsidiaries, which
provideretail and commercial banking, along with wealth management and investment services. Insuranceincludesthe
activities of Berkshire Insurance Group, which provides retail and commercial insurance services. The only other
consolidated financia activity of the Company is the Parent, which consists of the transactions of Berkshire Hills
Bancorp. Management feesfor 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 asthose of the Company. The Insurance segment and
the Parent reimburse the Bank for administrative services provided to them. Income tax expense for the individua
segmentsis cal culated based on the activity of the segments, and the Parent recordsthetax 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.
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A summary of the Company’ s operating segments was as follows:

Tota
(In thousands) Banking Insurance Parent Eliminations Consolidated
Y ear ended December 31, 2008
Net interest income $ 77,486 $ - $ 18,722 $ (20,468) $ 75,740
Provision for loan losses 4,580 - - - 4,580
Non-interest income 17,906 13,694 3,277 (3,282) 31,595
Non-interest expense 60,448 10,450 801 - 71,699
Income before income taxes 30,364 3,244 21,198 (23,750) 31,056
Income tax expense (benefit) 8,528 1,330 (1,046) - 8,812
Net income $ 21,836 $ 1,914 $ 22,244 $ (23,750) $ 22,244
Average assets (in millions) $ 2,515 $ 32 $ 340 $  (336) $ 2,551
Tota
(In thousands) Banking Insurance Parent Eliminations Consolidated
Year ended Decmeber 31, 2007
Net interest income $ 66,115 $ - $ 6,265 $ (8,455) $ 63,925
Provision for loan losses 4,300 - - - 4,300
Non-interest income 11,010 13,954 6,981 (7,302) 24,643
Non-interest expense 55,198 9,919 775 (398) 65,494
Income before income taxes 17,627 4,035 12,471 (15,359) 18,774
Income tax expense (benefit) 4,746 1,557 (1,064) - 5,239
Net income $ 12,881 $ 2478 $ 13,535 $ (15,359) $ 13,535
Average assets (in millions) $ 2,229 $ 31 $ 378 $ (376) $ 2,262
Tota
(In thousands) Banking Insurance Parent Eliminations Consolidated
Year ended Decmeber 31, 2006
Net interest income $ 61,478 $ - $ 13,741 $(14,979) $ 60,240
Provision for loan losses 7,860 - - - 7,860
Net interest income after provision for loan losses 53,618 - 13,741 (14,979) 52,380
Non-interest income 8,321 3,811 - (84) 12,048
Non-interest expense 44,865 3,372 3,630 (2,999) 48,868
Income (loss) from continuing 17,074 439 10,111 (12,064) 15,560
operations before income taxes
Income tax expense (benefit) 5,273 176 (781) - 4,668
Net income (loss) from continuing operations 11,801 263 10,892 (12,064) 10,892
Net income from discontinued operations - - 371 - 371
Net income (loss) from continuing operations $ 11,801 $ 263 $ 11,263 $ (12,064) $ 11,263
Average assets (in millions) $ 2,103 $ 10 $ 289 $ (286) $ 2,116
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21. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY

Condensed financial information pertaining only to the parent company, Berkshire Hills Bancorp, Inc., isasfollows:

CONDENSED BALANCE SHEETS

December 31,
( Inthousands) 2008 2007
Assets
Cash due from Berkshire Bank $ 46,529 $ 8,84
Investment in subsidiaries 389,982 364,808
Other assets 5,745 4,007
Total assets $ 442,256 $ 377,619
Liabilities and Stock holder s' Equity
Accrued expenses payable $ 1,367 $ 318
Notes payable 17,000 35,000
Junior subordinated debentures 15,464 15,464
Stockholders' equity 408,425 326,837
Total liabilities and stockholders' equity $ 442,256 $ 377,619

CONDENSED STATEMENTSOF INCOME

Years Ended December 31,

(In thousands) 2008 2007 2006
Income:
Dividends from subsidiaries $ 20,500 $ 844 $ 15,087
Other 27 113 606
Total income 20,527 8,558 15,693
Interest expense 1,778 2,227 1,271
Operating expenses 801 775 714
Total expense 2,579 3,002 1,985
Income before income taxes and equity in

undistributed income of subsidiaries 17,948 5,556 13,708
Income tax benefit (1,046) (1,064) (471)
Income before equity in undistributed

income of subsidiaries 18,994 6,620 14,179
Equity in undistributed income (loss) of subsidiaries 3,250 6,915 (2,916)
Net income $ 22244 $ 13535 $ 11,263
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CONDENSED STATEMENTS OF CASH FLOWS

Y ears Ended December 31,

(In thousands) 2008 2007 2006
Cash flows from operating activities:
Net income $ 22,244 $ 13535 $ 11,263

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

Equity in undistributed (income) loss of subsidiaries (3,250) (6,915) 2,916
Other, net (2,588) (1,615) (2,359)
Net cash provided by operating activities 16,406 5,005 11,820

Cash flows from investing activities:

Investment in insurance subsidiary - - (28,843)
Investment 1n bank subsidiary (32,500) - -

Net cash paid for Factory Point acquisition - (12,665) -

Purchase of investment securities (300) (120) (300)
Net cash used by investing activities (32,800) (12,785) (29,143)
Cash flows from financing activities:

Net (repayment of) proceeds from notes payable (18,000) 20,000 15,000

Net proceeds from issuance of preferred stock and warrant 40,000 - ;

Net proceeds from issuance of common stock 38,521 - -

Proceeds from rei ssuance of treasury stock 5,315 4,284 5,218

Payments to acquire treasury stock (4,880) (7,822) (2,876)
Cash dividends declared and paid (6,837) (5,398) (4,834)
Net cash provided by financing activities 54,119 11,064 12,508

Net change in cash and cash equivalents 37,725 3,284 (4,815)
Cash and cash equivalents at beginning of year 8,804 5,520 10,335
Cash and cash equivalents at end of year $ 46,529 $ 8,804 $ 5,520

22. DISCONTINUED OPERATIONS

In 2004, the business assets of EastPoint Technologies, abank core systemsvendor, weresold. The Company owned a
60% interest in EastPoint, with the remaining 40% interest recorded as minority interest. The Company recorded
contingent revenue recei pts of $606 thousand in 2006. There were no contingent future revenuesremaining at year-end
2006. Net income and cash flows related to EastPoint have been reclassified in 2006 as related to discontinued
operationsin the financia statements.

23. SUBSEQUENT EVENTS

On February 17, 2009, the President of the United States signed the American Recovery and Reinvestment Act. This
Act contained severa additiona terms applicable retroactively to Banks participating in the U.S. Treasury Capital
Purchase Program. Berkshire Hills Bancorp issued $40 million of preferred stock in 2008 under this program. The
additional terms include additional restrictions on executive compensation and corporate governance procedures.
Additionally, the Act eliminated the preferred stock redemption restrictions which were part of the original purchase
program agreement, but continued to require approval of any redemption by bank regulatory authoritiesduring aninitia
period.
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On February 26, 2009, the Federal Home Loan Bank of Boston announced a 2008 annual loss of $73 million. The
FHLBB suspended itsfirst quarter dividend and announced that 2009 dividend paymentsare unlikely. The FHLBB
stated that it meetsall of itsregulatory capital requirements and remains confident of itsability to fulfill itscoremission
of providing liquidity to member banks. Berkshire Bank’sinvestment in the FHLBB totaled $21 million at year-end
2008. It recorded dividend income of $821 thousand in 2008 from FHLBB dividends.

On February 27, 2009, the FDIC announced a0.20% emergency specia assessment on theindustry on June 30, 2009,
payable on September 30, 2009. This assessment would equal $3.7 million based on Berkshire Bank’ s deposits as of
year-end 2008. It also announced that, under itsinterimrule, it is permitted to charge an additional emergency special
assessment up to 0.10% after June 30, 2009 if necessary to maintain public confidencein federal depositinsurance. It
additionally announced increasesin ongoing FDIC deposit insurance premium assessments, along with changesinthe
assessment system. On March 6, 2009, the FDIC announced that it may reduce the June 30, 2009 special assessment if
Congress passes legidation to increase the FDIC's borrowing authority. In 2008, the Company recorded FDIC
insurance premium expense of $760 thousand.

24. QUARTERLY DATA (UNAUDITED)

Quarterly results of operations were as follows:

2008 2007
Fourth Third Second First Fourth Third Second First

(In thousands, except per share data) Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

Interest and dividend income $ 32762 $ 33092 $ 3284 $ 34523 $ 35849 $ 32631 $ 31,94 $ 31470
Interest expense 13,292 13,763 14,187 16,229 17,631 17,152 16,956 16,280
Net interest income 19,470 19,329 18,647 18294 18218 15,479 15,038 15,190
Non-interest income 6,377 7,235 8511 9472 7,069 2,444 6,893 8,237
Total revenue 25,847 26,564 27,158 27,766 25,287 17,923 21,931 23427
Provision for loan losses 1,400 1,250 1,105 825 3,060 390 100 750
Non-interest expense 17,256 17,737 18,632 18,074 18,393 16,589 15,103 15,409
Income before income taxes 7,191 7577 7421 8,867 3834 Y4 6,728 7,268
Income tax expense 1,985 2,301 1,708 2,818 761 - 2,152 2,326
Net income $ 5206 $ 5276 $ 5713 $ 6049 $ 303 $ M4 $ 4576 $ 4942
Basic earnings per share $ 04 $ 051 $ 055 $ 058 $ 029 $ 011 $ 052 $ 057
Diluted earnings per share $ 04 $ 051 $ 05 $ 058 $ 029 $ 011 $ 052 $ 056

2008 quarterly interest income and expense declined due to declining interest rates, but net interest income increased
and the net interest margin reached the highest level since 2003, including the benefit of improved pricing spreads
between loans and deposits. Non-interest incomeincluded the seasonal benefit of contingent insurancerevenuesinthe
first half of the year. Non-interest expense included $683 thousand in charges in the second quarter related to
severance payments and reversals of deferred |oan costs and late feesreceivable. Fourth quarter non-interest expense
included the benefit of lower incentive compensation accruals. Second quarter incometax expenseincluded the benefit
of acredit resulting from the reduction in the val uation reservefor deferred state tax assets dueto higher taxableincome
in Berkshire Bank. Fourth quarter earnings per share reflected theissuance of 1.7 million additional common sharesin
apublic common stock offering.

2007 quarterly interest and dividend income increased due to organic growth and continued branch expansionin the
Company’s New York region, together with the benefit of the Factory Point acquisition near the end of the third
quarter. Third quarter non-interest income was reduced by $3.8 million in charges due to the execution of an $82
million del everage strategy related to the Factory Point acquisition. Non-interest incomeincluded the seasond benefit
of contingent insurance revenues in the first half of the year. The provision for loan losses increased in the fourth
quarter dueto a$2.5 million charge-off related to one commercial credit with borrower fraud. Third and fourth quarter
non-interest expense increased primarily due to the Factory Point acquisition.
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ITEM 9. CHANGESIN AND DISAGREEMENTSWITH ACCOUNTANTSON
ACCOUNTING AND FINANCIAL DISCLOSURE

None

ITEM 9A. CONTROLSAND PROCEDURES

The Company’ smanagement, including the Company’ s principal executive officer and principa financial officer, have
evaluated the effectiveness of the Company’ s*“ disclosure controlsand procedures,” assuch termisdefined in Rule 13a
15(e) promulgated under the Securities Exchange Act of 1934, as amended, (the “Exchange Act”). Based upon their
evaluation, the principal executive officer and principal financial officer concluded that, as of the end of the period
covered by this report, the Company’ s disclosure controls and procedures were effective for the purpose of ensuring
that the information required to be disclosed in the reports that the Company files or submits under the Exchange Act
with the Securities and Exchange Commission (the“ SEC”) (1) isrecorded, processed, summarized and reported within
the time periods specified in the SEC’ srules and forms, and (2) is accumulated and communi cated to the Company’ s
management, including its principal executive and principa financial officers, asappropriateto alow timely decisions
regarding required disclosure.

CHANGESIN INTERNAL CONTROL OVER FINANCIAL REPORTING

No changeinthe Company’ sinternal control over financial reporting occurred during the quarter ended December 31,
2008 that has materialy affected, or is reasonably likely to affect, the Company’s internal control over financia
reporting. Therewasavacancy in the position of the Company’ s Controller during the period in which thisForm 10-K
was prepared. The Company utilized other internal resources and contracted externa resourcesto preparethefinancia
statements and this Form 10-K, and management concluded that this did not materialy affect the Company’ sinterna
control over financia reporting. Management’s report on internal control over financia reporting and Wolf &
Company, P.C.’ sreport on the Company’ sinternal control over financial reporting are contained in “ Item 8 —Financial
Statements and Supplementary Data” in this annual report in Form 10-K.

ITEM 9B. OTHER INFORMATION

Other Events

The annual meeting of stockholders will be held on Thursday, May 7, 2009 at the Crowne Plaza Hotel, One West
Street, Pittsfield, Massachusetts.

PART I11

ITEM 10. DIRECTORSAND EXECUTIVE OFFICERS OF THE REGISTRANT

For information concerning the directors of the Company, the information contained under the sections captioned
“Items to be Voted on by Stockholders — Item 1 - Election of Directors’ in Berkshire Hills' Proxy Statement for the
2009 Annual Meeting of Stockholders (“ Proxy Statement”) isincorporated by reference.

Thefollowing table setsforth certain information regarding the executive officers of Berkshire Hills, Berkshire Bank
and Berkshire Insurance Group.

Name Age  Position

Michael P. Daly 47 President and Chief Executive Officer

Kevin P. Riley 49 Executive Vice President, Chief Financial Officer and Treasurer
Michael J. Oleksak 50 Executive Vice President of Commercial Banking

Shepard D. Rainie 56 Executive Vice President and Chief Risk Officer

John Millet 43 President - Berkshire Insurance Group
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The executive officers are elected annually and hold office until their successors have been elected and qualified or
until they are removed or replaced. Mr. Daly is employed pursuant to a three-year employment agreement which
renews automatically if not otherwise terminated pursuant to its terms.

BIOGRAPHICAL INFORMATION

Michael P. Daly is President and Chief Executive Officer of the Company and the Bank. Before these appointments,
Mr. Daly served as Executive Vice President and Senior Loan Officer of the Bank. He has been an employee of the
Bank since 1986. Age 47. He has served as a Director of the company and the Bank since 2002.

Kevin P. Riley serves as Executive Vice President, Chief Financial Officer, Treasurer, and Secretary of the Company
and the Bank. Mr. Riley joined the Company on August 1, 2007. In addition to Finance, Mr. Riley al'so managesthe
Company’s Information Technology and Deposit Operations departments.  Mr. Riley chairs the Company’s
Asset/Liability Committee and he co-chairs the Pricing Committee. Prior to joining the Company, Mr. Riley was
Executive Vice President for Client Information and Relationship Management with KeyCorp where he was
responsiblefor bank-wide customer rel ationship management, datagovernance and facilities. Previously from 1996 to
2002, he served as Executive Vice President and Chief Financial Officer of KeyBank National Association, KeyCorp's
flagship community bank and was a member of its executive team.

Michael J. Oleksak serves as Executive Vice President of Commercial Banking . Mr. Oleksak isresponsible for the
development and implementation of all commercia banking strategies, including products, pricing and geography. He
is responsible for all of the Company’s commercia lending activities, including small business lending. He aso
manages commercial loan collections, government banking, commercial cash management services, and commercial
salesof derivativefinancid instruments. Mr. Oleksak joined the Company and the Bank in February 2006 as Regional
President for the Pioneer Valey. Mr. Oleksak was Senior Vice President and Co-Regiona Executive of Western
Massachusetts at TD Banknorth. During his banking career, Mr. Oleksak has had extensive commercial lending
experience throughout New England, and served in various capacities at Fleet Bank and Shawmut Bank.

Shepard D. Rainie serves as Executive Vice President and Chief Risk Officer. He is responsible for al of the
Company’ s risk management monitoring and controls. Departments that he manages include the commercial credit
department, loan review, loan documentation, internal audit, compliance, and thelegal department. Mr. Rainie chairs
Berkshire Bank’s Executive Loan Committee and Asset Quality Committee. He coordinates the Board's Risk
Management Committee and Audit Committee and advisesthe Board’ s Compensation Committee on risk management
aspects of compensation policy. Mr. Rainie joined the Company in August 2006. Most of his career was spent with
Bank of America and its predecessor banks, Fleet Bank and First National Bank of Boston where he most recently
served as Senior Vice President — Credit Review and prior to that as Managing Director — Strategic Risk Management —
Credit Review.

John S. Millet serves as President and Chief Executive Officer of Berkshire Insurance Group. He manages the
Company’s insurance agency subsidiary which is one of the largest in New England with ten offices, ailmost 100
employees and over $70 million in premium volume. Mr. Millet joined Berkshire Bank in May 2005 to oversee
devel opment of strategic risk management and profitability measurement policiesand systems. Hewas subsequently
promoted to Controller and then interim Chief Financial Officer of the Company and the Bank. Hejoined Berkshire
Insurance Group as Chief Operating Officer in August 2007 and was promoted to his current position in July 2008.
Prior tojoining the Bank, Mr. Millet was a senior operating officer for amedical servicescompany in Pittsfield. Inhis
17-year career as a certified public accountant, Mr. Millet has also worked in public accounting and as a financial
consultant to Fortune 50 companies.

Referenceis madeto the cover page of thisreport and to the section captioned “ Other Information Relating to Directors
and Executive Officers - Section 16(a) Beneficial Ownership Reporting Compliance” in the Proxy Statement for
information regarding compliance with Section 16(a) of the Exchange Act. For information concerning the audit
committee and the audit committee financia expert, reference is made to the section captioned “ Corporate Governance
— Committees of the Board of Directors— Audit Committee” in the Proxy Statement.
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For information concerning the Company’s code of ethics, the information contained under the section captioned
“Corporate Governance — Code of Business Conduct” in the Proxy Statement isincorporated by reference. A copy of
the Company’s code of ethicsis available to stockholders on the Company’ s website at “www.berkshirebank.com.”

ITEM 11. EXECUTIVE COMPENSATION

For information regarding executive compensation, the sections captioned “ Compensation Discussion and Analysi's,”
“ Executive Compensation” and“ Director Compensation” inthe Proxy Statement areincorporated herein by reference.

For information regarding the compensation committee report, the section captioned “ Compensation Committee
Report” in the Proxy Statement is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSAND
MANAGEMENT AND RELATED SHAREHOLDER MATTERS

@

(b)

(©)

Security Ownership of Certain Beneficial Owners

Information required by thisitem isincorporated herein by reference to the section captioned “ Stock
Ownership” in the Proxy Statement.

Security Ownership of Management

Information required by thisitem isincorporated herein by reference to the section captioned “ Sock
Ownership” inthe Proxy Statement.

Changesin Control

Management of Berkshire Hills knows of no arrangements, including any pledge by any person of
securities of Berkshire Hills, the operation of which may at a subsequent date result in achange in
control of the registrant.

(d) Equity Compensation Plan Information
The following table setsforth information, as of December 31, 2008, about Company common stock
that may be issued upon exercise of options under stock-based benefit plans maintained by the
Company.
Number of securities
Number of securities remaining available for
to be issued upon Weighted-average future issuance under
exercise of exercise price of equity compensation plans
outstanding options, outstanding options, (excluding securities
Plan category warrants and rights warrants and rights reflected in the first column)
Equity compensation plans
approved by security holders 453,000 $23.00 261,000
Equity compensation plans
not approved by security holders
Tota 453,000 $23.00 261,000
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ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS

Theinformation required by thisitem isincorporated herein by reference to the sections captioned “ Other Information
Relating to Directors and Executive Officers —Procedures Governing Related Persons Transactions’ and
“ Transactions with Related Persons’ in the Proxy Statement.

Information regarding director independence is incorporated herein by reference to the section captioned
“ Proposals to be Voted on by Stockholders — Proposal 1 — Election of Directors’ in the Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTING FEESAND SERVICES

The information required by this item is incorporated herein by reference to the section captioned “ Proposals to be
Voted on by Stockholders— Proposal 2 — Ratification of Independent Registered Public Accounting Firm” inthe Proxy
Statement.
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PART IV

ITEM 15. EXHIBITSAND FINANCIAL STATEMENT SCHEDULES

@ (1]

Financial Statements

Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets as of December 31, 2008 and 2007
Consolidated Statements of Incomefor the Y ears Ended December 31, 2008, 2007 and 2006

Consolidated Statements of Changesin Stockholders' Equity for the Y ears Ended December
31, 2008, 2007 and 2006

Consolidated Statements of Cash Flowsfor the Y ears Ended December 31, 2008, 2007 and
2006

Notes to Consolidated Financial Statements

The consolidated financial statements required to be filed in our Annual Report on Form 10-K are included
in Part I1, Item 8 hereof.

(2]

(3]

Financial Statement Schedules

All financia statement schedules are omitted because the required informationiseither included or is

not applicable.

Exhibits

31 Certificate of Incorporation of Berkshire Hills Bancorp, Inc.®

32 Certificate of Designations for the Series A Preferred Stock @

33 Bylaws of Berkshire Hills Bancorp, Inc. ®

41 No long-term debt instrument issued by the Registrant exceeds 10% of consolidated assetsor
is registered. In accordance with paragraph 4(iii) of Item 601(b) of Regulation S-K, the
Registrant will furnish the Securities and Exchange Commission copies of long-term debt
instruments and related agreements upon request.

10.1  *Amended, Restated Employment Agreement by and among Berkshire Bank, Berkshire
Hills Bancorp, Inc. and Michael P. Daly ¥

10.2  *Amended and Restated Three Y ear Change in Control Agreement by and among
Berkshire Bank, Berkshire Hills Bancorp, Inc. and Kevin P. Riley @

10.3  *Amended and Restated Three Y ear Change in Control Agreement by and among
Berkshire Bank, Berkshire Hills Bancorp, Inc. and John S. Millet @

104  *Amended and Restated Three Y ear Change in Control Agreement by and among
Berkshire Bank, Berkshire Hills Bancorp, Inc. and Michael J. Oleksak @

10.5 * Amended and Restated Three Y ear Change in Control Agreement by and among

Berkshire Bank, Berkshire Hills Bancorp, Inc. and Shepard D. Rainie

10.6 * Consulting Agreement between Berkshire Hills Bancorp, Inc. and David B. Farrell ©

10.7 * Amended and Restated Supplemental Executive Retirement Agreement between Berkshire
Bank and Michael P. Daly

10.8  *Amended and Restated Berkshire Hills Bancorp, Inc. 2003 Equity Compensation Plan®

109  *Form of Berkshire Bank Employee Severance Compensation Plan®

10.10 *Berkshire Hills Bancorp, Inc. 2001 Stock-Based Incentive Plan”
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10.11  *Woronoco Bancorp, Inc. 1999 Stock-Based Incentive Plan®

10.12  *Woronoco Bancorp, Inc. 2001 Stock Option Plan®

10.13  *Woronoco Bancorp, Inc. 2004 Equity Compensation Plan®

10.14 *Factory Point Bancorp, Inc. 1999 Non-Employee Directors Stock Option Plan, asamended
and restated (11)

10.15  *Factory Point Bancorp, Inc. 1999 Stock Incentive Plan™

10.16  *Factory Point Bancorp, Inc. 2004 Stock Incentive Plan, as amended and restated ™

11.0 Statement re; Computation of Per Share Earningsisincorporated herein by referenceto Part
I1, Item 8, “Financial Statements and Supplementary Data’

21.0  Subsidiary Information is incorporated herein by reference to Part |, Item 1, “Business -
Subsidiary Activities’

23.0  Consent of Wolf & Company, P.C.

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

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

321 Section 1350 Certification of Chief Executive Officer

32.2 Section 1350 Certification of Chief Financial Officer

)

@)
©)
4
®)
(6)
@)

®)
9

*Management contract or compensatory plan, contract or arrangement.

Incorporated herein by reference from the Exhibits to Form S-1, Registration Statement and
amendments thereto, initially filed on March 10, 2000, Registration No. 333-32146.

Incorporated by reference from the Exhibits to the Form 8-K filed on December 23, 2008.
Incorporated herein by reference from the Exhibits to the Form 8-K asfiled on February 29, 2008.
Incorporated by reference from the Exhibits to the Form 8-K filed on January 6, 2009.
Incorporated by reference from the Exhibits to the Form 8-K filed on December 17, 2008.
Incorporated herein by reference from the Appendix to the Proxy Statement asfiled on April 3, 2008.
Incorporated herein by reference from the Appendix to the Proxy Statement as filed on December 7,
2000.

Incorporated herein by reference from the Proxy Statement asfiled on March 20, 2000 by Woronoco
Bancorp, Inc.

Incorporated herein by reference from the Proxy Statement asfiled on March 12, 2001 by Woronoco
Bancorp, Inc.

(10) Incorporated herein by reference from the Proxy Statement asfiled on March 22, 2004 by Woronoco

Bancorp, Inc.

(11) Incorporated herein by reference from the exhibitsto the registration statement on Form S-8 asfiled on

October 10, 2007, registration No. 333-146604.
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SIGNATURES

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

Berkshire Hills Bancorp, Inc.
Date: March 16, 2009 By: /s Michael P. Daly

Michael P. Daly
President, Chief Executive Officer and Director

Pursuant to the requirements of the Securities Exchange Act of 1934, thisreport has been signed below by thefollowing
persons on behalf of the registrant and in the capacities and on the dates indicated.

/s Michael P. Daly President, Chief Executive Officer March 16, 2009
Michael P. Daly and Director
(principal executive officer)

/s Kevin P. Riley March 16, 2009
Kevin P. Riley Chief Financia Officer and Treasurer

(principal financial and accounting officer)
/s/ Lawrence A. Bossidy Non-Executive Chairman March 16, 2009
Lawrence A. Bossidy
/s Wallace W. Altes Director March 16, 2009
Wallace W. Altes
/s/ John B. Davies Director March 16, 2009
John B. Davies
/s Rodney C. Dimock Director March 16, 2009
Rodney C. Dimock
/s/ David B. Farrell Director March 16, 2009
David B. Farrell
/s/ Susan M. Hill Director March 16, 2009
Susan M. Hill
/s Cornelius D. Mahoney Director March 16, 2009
Cornelius D. Mahoney
/s/ Catherine B. Miller Director March 16, 2009
Catherine B. Miller
/s/ David E. Phelps Director March 16, 2009
David E. Phelps
/s D. Jeffrey Templeton Director March 16, 2009

D. Jeffrey Templeton

/s Corydon L. Thurston Director March 16, 2009
Corydon L. Thurston
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Exhibit 23.0

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Berkshire Hills Bancorp, Inc.’s Registration Statement Nos. 333-
41766, 333-56446, 333-105721, 333-122522 and 333-146604 on Forms S-8 and Registration Statement No. 333-
137246 on Form S-3 of our report dated March 16, 2009 relating to our audits of the consolidated financial
statements and internal control over financial reporting of Berkshire Hills Bancorp, Inc. and subsidiaries appearing
in this Annual Report on Form 10-K.

/s Wolf & Company, P.C.

Boston, Massachusetts
March 16, 2009



Exhibit 31.1

CERTIFICATION

I, Michadl P. Daly, certify that:

1. | havereviewed this annual report on Form 10-K of Berkshire Hills Bancorp, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to statea
materia fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, thefinancial statements, and other financia information included in thisreport, fairly
present in all material respectsthefinancia condition, results of operationsand cash flows of the registrant as
of, and for, the periods presented in this report;

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

a)

b)

d)

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

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

Evaluated the effectiveness of theregistrant’ s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controlsand procedures, as of theend
of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’ s interna control over financia reporting that
occurred during the registrant’ s most recent fiscal quarter (the registrant’ sfourth fiscal quarter in the
case of an annual report) that has materially affected, or isreasonably likely to materially affect, the
registrant’ sinternal control over financia reporting; and

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

a)

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

b)  Any fraud, whether or not material, that involves management or other employees who have a
significant rolein the registrant’ sinternal control over financial reporting.
Date: March 16, 2009 /s’lMichael P. Daly
Michael P. Daly

President and Chief Executive
Officer



Exhibit 31.2

CERTIFICATION

I, Kevin P. Riley, certify that:

1) | havereviewed this annual report on Form 10-K of Berkshire Hills Bancorp, Inc.;

2) Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to statea
materia fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3) Based on my knowledge, thefinancial statements, and other financid information included inthisreport, fairly
present in all material respectsthefinancia condition, results of operationsand cash flows of the registrant as
of, and for, the periods presented in this report;

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

a)

b)

d)

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

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

Evaluated the effectiveness of theregistrant’ sdisclosure controlsand procedures and presented in this
report our conclusions about the effectiveness of the disclosure controlsand procedures, as of theend
of the period covered by this report based on such evaluation; and

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

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

a)

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

b)  Any fraud, whether or not material, that involves management or other employees who have a
significant rolein the registrant’ sinternal control over financial reporting.
Date: March 16, 2009 /sl Kevin P. Riley
Kevin P. Riley

Chief Financia Officer and Treasurer



Exhibit 32.1

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

In connection with the Annual Report of Berkshire Hills Bancorp, Inc. (the* Company”) on Form 10-K for the
year ended December 31, 2008, as filed with the Securities and Exchange Commission (the “ Report”), |, Michael P.
Daly, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, asadded by Section 906 of
the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

2. Theinformation contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company as of and for the period covered by the Report.

/s Michael P. Daly
Michael P. Daly
President and Chief Executive Officer

March 16, 2009



Exhibit 32.2

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

In connection with the Annual Report of Berkshire Hills Bancorp, Inc. (the* Company”) on Form 10-K for the
year ended December 31, 2008, as filed with the Securities and Exchange Commission (the “Report”), |, Kevin P.

Riley, Chief Financial Officer and Treasurer of the Company, certify, pursuant to 18 U.S.C. Section 1350, asadded by
Section 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

2. Theinformation contained in the Report fairly presents, in all material respects, the financial condition
and

results of operations of the Company as of and for the period covered by the Report.

/s Kevin P. Riley
Kevin P. Riley
Chief Financia Officer and Treasurer

March 16, 2009



