
WESTFIELD FINANCIAL, INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF CASH FLOWS 

(Dollars in thousands) 

OPERATING ACTIVITIES: 
Net Income 
Adjustments to reconcile net income to net cash provided 

by operating activities: 
Provision for loan losses 
Valuation adjustment of other real estate owned 
Other than temporary write-down of securities 
Depreciation and amortization of premises and equipment 
Net amortization of premiums and discounts on securities, mortgage 

Backed securities and mortgage loans 
Amortization of unearned compensation 
Gain on sale of other real estate owned 
Gain on sale of fixed assets 
Net realized securities gains 
Deferred income tax benefit 
Increase in cash surrender value of bank-owned life insurance 

Changes in assets and liabilities: 
Accrued interest and dividends 
Other assets 
Other liabilities 

Net cash provided by operating activities 

INVESTING ACTIVITIES: 
Securities, held to maturity: 

Purchases 
Proceeds from maturities and principal collections 

Securities, available for sale: 
Purchases 
Proceeds from sales 
Proceeds from calls, maturities and principal collections 

Purchases 
Principal collections 

Purchases 
Proceeds from sales 
Principal collections 

Mortgage backed securities, held to maturity: 

Mortgage backed securities, available for sale: 

Purchase of Federal Home Loan Bank of Boston and other stock 
Purchase of residential mortgages 
Net other increase in loans 
Proceeds from sale of other real estate owned 
Purchases of premise and equipment 
Proceeds from sale of fixed assets 
Purchase of bank-owned life insurance 

Net cash provided by (used in) investing activities 

FINANCING ACTIVITIES: 
(Decrease) increase in deposits 
Increase in customer repurchase agreements 
Federal Home Loan Bank of Boston advances 
Purchase of common stock in connection with employee benefit program 
Cash dividends paid 
Treasury stock purchased 
Reissuance of treasury shares in connection with stock option exercises 
Stock issuance costs 

Net cash (used in) provided by financing activities 

NET CHANGE IN CASH AND CASH EQUIVALENTS: 

Beginning of year 
End of year 

See notes to consolidated financial statements 
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WESTFIELD FINANCIAL, INC. AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31,2004,2003, AND 2002 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Nature of Operations and Basis of Presentation - Westfield Financial, Inc. is a Massachusetts 
corporation. The Company has a federally-chartered stock savings bank subsidiary called Westfield 
Bank (the “Bank). The Bank‘s deposits are insured to the limits specified by the Federal Deposit 
Insurance Corporation (“FDIC). The Bank operates 10 branches in Western Massachusetts. The 
Bank‘s primary source of revenue is earned from loans to small and middle-market businesses and 
to residential property homeowners. 

In 1998, the Bank formed a subsidiary, Elm Street Real Estate Investments, Inc. (the “REIT”). The 
RElT was 99.9% owned by the Bank. In December 2003, the Bank dissolved the RElT to streamline 
the overall bank structure. Westfield Securities Corp., a Massachusetts chartered security 
corporation, was formed in 2001 by the Company for the primary purpose of holding qualified 
investment securities. In 2003, the Bank formed another wholly owned subsidiary, Elm Street 
Securities Corporation, a Massachusetts chartered security corporation for the primary purpose of 
holding quality investment securities. 

On July 23, 2004 Westfield Bank and Westfield Mutual Holding Company completed their 
conversions from companies regulated by the Massachusetts Division of Banks or the Federal 
Reserve Board to federally-chartered companies regulated by the Office of Thrift Supervision (the 
“OTS. 

Principles of Consolidation - The consolidated financial statements include the accounts of the 
Company, the Bank, Westfield Securities Corp., Elm Street Securities Corporation, and the RElT 
prior to its dissolution. All material intercompany balances and transactions have been eliminated in 
consolidation. 

Estimates - The preparation of consolidated financial statements in conformity with accounting 
principles generally accepted in the United States of America requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure 
of contingent assets and liabilities at the date of the consolidated financial statements and the 
reported amounts of income and expenses for each. Actual results could differ from those 
estimates. Estimates that are particularly susceptible to significant change in the near-term relate to 
the determination of the allowance for loan losses and other than temporary impairment of 
investment securities. 

Cash and Cash Equivalents - The Company defines cash on hand, cash due from banks, federal 
funds sold and interest bearing deposits having an original maturity of 90 days or less as cash and 
cash equivalents. Cash and due from banks at December 31, 2004 and 2003 includes partially 
restricted cash of approximately $347,000, and $1 54,000 respectively, for Federal Reserve Bank of 
Boston cash reserve requirements. 

Securities and Mortgage Backed Securities - Securities, including mortgage backed securities, 
which management has the positive intent and ability to hold until maturity are classified as held to 
maturity and are carried at amortized cost. Securities, including mortgage backed securities, which 
have been identified as assets for which there is not a positive intent to hold to maturity are classified 
as available for sale and are carried at fair value with unrealized gains and losses, net of income 
taxes, reported as a separate component of stockholders’ equity. The Company does not acquire 
securities and mortgage backed securities for purposes of engaging in trading activities. 



Realized gains and losses on sales of securities and mortgage backed securities are computed 
using the specific identification method and are included in noninterest income. The amortization of 
premiums and accretion of discounts is determined by using the level yield method to the maturity 
date. 

Other than Temporary lmpairment of Securities - On a quarterly basis, the Company reviews 
available for sale investment securities with unrealized depreciation on a judgmental basis to assess 
whether the decline in fair value is temporary or other than temporary. 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 cost, (2) the financial condition and near-term prospects of the issuer, and 
(3) the intent and ability of the corporation to retain its investment in the issuer for a period of time 
sufficient to allow for any anticipated recovery in fair value. 

Loans - Loans are recorded at the principal amount outstanding. Interest on loans is calculated 
using the effective yield method on daily balances of the principal amount outstanding and is 
credited to income on the accrual basis to the extent it is deemed collectible. The Company's 
general policy is to discontinue the accrual of interest when principal or interest payments are 
delinquent 90 days or more, or earlier if the loan is considered impaired. Any unpaid amounts 
previously accrued on these loans are reversed from income. Subsequent cash receipts are applied 
to the outstanding principal balance or to interest income if, in the judgment of management, 
collection of the principal balance is not in question. Loans are returned to accrual status when they 
become current as to both principal and interest and when subsequent performance reduces the 
concern as to the collectibility of principal and interest. Loan fees and certain direct loan origination 
costs are deferred, and the net fee or cost is recognized as an adjustment to interest income over 
the estimated average lives of the related loans. Compensation to an auto dealer is normally based 
upon a spread that a dealer adds on the loan base rate set by the Company. The compensation is 
paid to an automobile dealer shortly after the loan is originated. The Company records the amount 
as a deferred cost that is amortized over the life of the loans in relation to the interest paid by the 
customer. 

Allowance for Loan Losses - The allowance for loan losses is established through provisions for 
loan losses charged to expense. Loans are charged off against the allowance when management 
believes that the collectibility of the principal is unlikely. Recoveries of amounts previously charged- 
off are credited to the allowance. 

The Bank maintains an allowance for loan losses to absorb losses inherent in the loan portfolio 
based on ongoing quarterly assessments of the estimated losses. The Banks methodology for 
assessing the appropriateness of the allowance consists of two key components, which are a 
specific allowance for identified problem loans and a formula allowance for the remainder of the 
portfolio. The specific allowance incorporates the results of measuring impaired loans as provided in 
Statement of Financial Accounting Standards ("SFAS) No. 114, "Accounting by Creditors for 
impairment of a Loan," and SFAS No. 118, "Accounting by Creditors for Impairment of a Loan - 
Income Recognition and Disclosures." These accounting standards prescribe the measurement 
methods, income recognition and disclosures related to impaired loans. The formula allowance is 
calculated by applying loss factors to outstanding loans by type, excluding loans for which a specific 
allowance has been determined. In determining the loss factors to apply to each loan category, the 
Company considers historical losses, peer group comparisons, industry data and loss percentages 
used by banking regulators for similarly graded loans. Loss factors may be adjusted for qualitative 
factors that, in management's judgment, affect the collectibility of the portfolio as of the evaluation 
date. 



A loan is recognized as impaired when it is probable that principal and/or interest are not collectible 
in accordance with the loan's contractual terms. A loan is not deemed to be impaired if there is a 
short delay in receipt of payment or if, during a longer period of delay, the Company expects to 
collect all amounts due including interest accrued at the contractual rate during the period of delay. 
Measurement of impairment can be based on present value of expected future cash flows 
discounted at the loan's effective interest rate, the loan's observable market price or the fair value of 
the collateral, if the loan is collateral dependent. This evaluation is inherently subjective as it 
requires material estimates that may be susceptible to significant change. If the fair value of the 
impaired loan is less than the related recorded amount, a specific valuation allowance is established 
within the allowance for loan losses or a writedown is charged against the allowance for loan losses 
if the impairment is considered to be permanent. Measurement of impairment does not apply to 
large groups of smaller balance homogeneous loans that are collectively evaluated for impairment 
such as the Company's portfolios of home equity loans, real estate mortgages, installment and other 
loans. 

The Company's methodology for assessing the appropriateness of the allowance consists of two key 
components, which are a specific allowance for identified problem or impaired loans and a formula 
allowance for the remainder of the portfolio. Measurement of impairment can be based on the 
present value of expected future cash flows discounted at the loan's effective interest rate, the loan's 
observable market price or the fair value of the collateral, if the loan is collateral dependent. This 
evaluation is inherently subjective as it requires material estimates that may be susceptible to 
significant change. The appropriateness of the allowance is also reviewed by management based 
upon its evaluation of then-existing economic and business conditions affecting the key lending 
areas of the Company and other conditions, such as new loan products, credit quality trends 
(including trends in nonperforming loans expected to result from existing conditions), collateral 
values, loan volumes and concentrations, specific industry conditions within portfolio segments that 
existed as of the balance sheet date and the impact that such conditions were believed to have had 
on the collectibility of the loan portfolio. Although management believes it has established and 
maintained the allowance for loan losses at appropriate levels, future adjustments may be necessary 
if economic, real estate and other conditions differ substantially from the current operating 
environment. 

In addition, the Office of Thrift Supervision, as an integral part of its examination process, 
periodically review the loan and foreclosed real estate portfolios and the related allowance for loan 
losses and valuation allowance for foreclosed real estate. The Office of Thrift Supervision may 
require adjustment to the allowance for loan losses based on their judgments of information 
available to them at the time of their examination, thereby adversely affecting results of operations. 

Management believes that the allowance for loan losses accurately reflects estimated credit losses 
for specifically identified loans, as well as probable credit losses inherent in the remainder of the 
portfolio as of the end of the periods presented. 

Transfers and Servicing of Financial Assets - Transfers of financial assets are accounted for as 
sales, 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. 



Premises and Equipment - Land is carried at cost. Buildings and equipment are stated at cost, 
less accumulated depreciation, computed on either the straight-line or accelerated methods over the 
estimated useful lives of the assets, or lease term, if shorter, as follows: 

Buildings 
Leasehold Improvements 
Furniture and Equipment 

Years 
39 
20 
3-7 

The cost of maintenance and repairs is charged to expense when incurred. Major expenditures for 
betterments are capitalized and depreciated. 

Other Real Estate Owned - Other real estate owned represents property acquired through 
foreclosure or deeded to the Company in lieu of foreclosure. Other real estate owned is recorded at 
the lower of the carrying value of the related loan, or the estimated fair value of the real estate 
acquired, net of estimated selling costs. Initial write-downs are charged to the allowance for loan 
losses at the time the loan is transferred to other real estate owned. Subsequent valuations are 
periodically performed by management and the carrying value is adjusted by a charge to expense to 
reflect any subsequent declines in the estimated fair value. Operating costs associated with other 
real estate owned are expensed as incurred 

Retirement Plans and Employee Benefits - The Company provides a defined benefit pension plan 
for eligible employees through membership in the Savings Banks Employees Retirement Association 
(“SBERA). The Company’s policy is to fund pension cost as accrued. Employees are also eligible 
to participate in a 401(k) plan through SBERA. The Company makes matching contributions to this 
plan at 50% of up to 6% of the employees’ eligible compensation. 

The Company currently offers postretirement life insurance benefits to retired employees. Such 
postretirement benefits represent a form of deferred compensation which requires that the cost and 
obligations of such benefits are recognized in the period in which services are rendered. 

lncome Taxes - The Company uses the asset and liability method for income tax accounting, 
whereby, deferred tax assets and liabilities are recognized for the future tax consequences 
attributable to differences between the financial statement carrying amounts of existing assets and 
liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using 
enacted tax rates applied to taxable income in the years in which those temporary differences are 
expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in 
tax rates is recognized in income in the period that includes the enactment date. 

Earnings per Share - Basic earnings per share represents income available to common 
stockholders divided by the weighted-average number of common shares outstanding during the 
period. Diluted earnings per share reflects additional common shares that would have been 
outstanding if dilutive potential common shares had been issued, as well as any adjustment to 
income that would result from the assumed issuance. Potential common shares that may be issued 
by the Company relate solely to outstanding stock awards and options, are determined using the 
treasury stock method. 



Earnings per common share for the years ended December 31, have been computed based on the 
following (in thousands, except per share data): 

- 2004 2003 2002 

$ i = L u i S w w  Net income available to common stockholders 

Weighted average number of common shares outstanding 9.706 10.037 10.336 - 
Effect of dilutivestock awards 224 176 261 
Adjusted weighted average number of common shares 

outstanding used to calculate diluted earnings per 
common shares 3 3 10.597 

Basic earnings per share $ 0.65 $ 0.36 $ 0.39 

Diluted earnings per share $ 0.64 $ 0.36 $ 0.38 

Reclassifications - Certain amounts in the prior year financial statements have been reclassified to 
conform to the current year presentation. 

Stock Options -The Company applies APE Opinion No. 25 and related Interpretations in 
accounting for stock options. Accordingly, no compensation cost has been recognized. Had 
compensation cost for the Company’s stock options been determined based on the fair value at the 
grants dates for awards under the plan consistent with the method prescribed by SFAS No. 123, the 
Company’s net income (in thousands) and earnings per share would have been adjusted to the pro 
forma amounts indicated below: 

For the years ended December 31, 

2004 2003 2002 
(In thousands, except per share data) 

Net income as reported $ 6,323 $ 3,651 $ 4,044 

Less: Compensation expense 
determined under fair value 
based method for all awards, 
net of tax effects 

Pro forma net income 
(272) (254) (129) 
i$ 695 l & = = L s z  $ 3215 

Net income per share 
Basic as reported 
Basic pro forma 
Diluted as reported 
Diluted pro forma 

$ 0.65 $ 0.36 $ 0.39 
0.62 0.34 0.38 
0.64 0.36 0.38 
0.61 0.33 0.37 
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The fair value of each option grant is estimated on the date of grant using the Black-Scholes option 
pricing model with the following weighted average assumptions: 

Years Ended 
December 31, 

Dividend yield 
Expected life in years 
Expected volatility 
Risk-free interest rate 

2004 2002 
1.02% 1.25% 

10 years 10 years 
17% 15% 

4.16% 3.58% 

No options were granted in 2003. 

Recent accounting pronouncements 

In March 2004, the Securities and Exchange Commission (“SEC) issued Staff Accounting Bulletin 
(“SAW) No. 105, Application of Accounting Principles to Loan Commitments, which provides 
guidance regarding loan commitments that are accounted for as derivative instruments. In this SAB, 
the SEC determined that an interest rate lock commitment should generally be valued at zero at 
inception. The rate locks will continue to be adjusted for changes in value resulting from changes in 
market interest rates. This SAB did not have any effect on the Company’s financial position or 
results of operations. 

In December 2004, the Financial Accounting Standards Board (“FASB) published FASB Statement 
No. 123 (revised 2004), Share-Based Payment (“FAS 123(R)” or the “Statement”). FAS 123(R) 
requires that the compensation cost relating to share-based payment transactions, including grants 
of employee stock options, be recognized in financial statements. That cost will be measured based 
on the fair value of the equity or liability instruments issued. FAS 123(R) covers a wide range of 
share-based compensation arrangements including stock options, restricted share plans, 
performance-based awards, share appreciation rights, and employee share purchase plans. FAS 
123(R) is a replacement of FASB Statement No. 123, Accounting for Stock-Based Compensation, 
and supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees, and its related 
interpretive guidance. 

The effect of the Statement will be to require entities to measure the cost of employee services 
received in exchange for stock options based on the grant-date fair value of the award, and to 
recognize the cost over the period the employee is required to provide services for the award. FAS 
123(R) permits entities to use any option-pricing model that meets the fair value objective in the 
Statement. 

The Company will be required to apply FAS 123(R) as of the beginning of its first interim period that 
begins after June 15, 2005, which will be the quarter ending September 30, 2005. 

FAS 123(R) allows two methods for determining the effects of the transition: the modified 
prospective transition method and the modified retrospective method of transition. Under the 
modified prospective transition method, an entity would use the fair value based accounting method 
for all employee awards granted, modified, or settled after the effective date. As of the effective date, 
compensation cost related to the nonvested portion of awards outstanding as of that date would be 
based on the grant-date fair value of those awards as calculated under the original provisions of 
Statement No. 123; that is, an entity would not remeasure the grant-date fair value estimate of the 
unvested portion of awards granted prior to the effective date of FAS 123(R). An entity will have the 
further option to either apply the Statement to only the quarters in the period of adoption and 
subsequent periods, or apply the Statement to all quarters in the fiscal year of adoption. Under the 
modified retrospective method of transition, an entity would revise its previously issued financial 
statements to recognize employee compensation cost for prior periods presented in accordance with 
the original provisions of Statement No. 123. 
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The Company has not yet completed its study of the transition methods or made any decisions about 
how it will adopt FAS 123(R). 

The changes in accounting will replace existing requirements under Statement of Financial 
Accounting Standards (SFAS) No. 123, "Accounting for Stock-Based Compensation," and will 
eliminate the ability to account for share-based compensation transactions using APB Opinion 
No. 25, "Accounting for Stock Issued to Employees," which does not require companies to expense 
options if the exercise price is equal to the trading price at the date of grant. The accounting for 
similar transactions involving parties other than employees or the accounting for employee stock 
ownership plans that are subject to American Institute of Certified Public Accountants ("AICPA) 
Statement of Position 93-6, "Employers' Accounting for Employee Stock Ownership Plans," would 
remain unchanged. 

On September 30, 2004, the Financial Accounting Standards Board ("FASB) issued FASB Staff 
Position ("FSP) Emerging Issues Task Force ("EITF) Issue No. 03-1-1 delaying the effective date 
of paragraphs 10-20 of ElTF 03-1, "The Meaning of Other-Than-Temporary Impairment and Its 
Application to Certain Investments", which provides guidance for determining the meaning of "other- 
than-temporarily impaired and its application to certain debt and equity securities within the scope of 
SFAS No. 115, "Accounting for Certain Investments in Debt and Equity Securities", and investments 
accounted for under the cost method. The guidance requires that investments which have declined 
in value due to credit concerns or solely due to changes in interest rates must be recorded as other- 
than-temporarily impaired unless the Company can assert and demonstrate its intention to hold the 
security for a period of time sufficient to allow for a recovery of fair value up to or beyond the cost of 
the investment which might mean maturity. The delay of the effective date of ElTF 03-1 will be 
superceded concurrent with the final issuance of proposed FSP Issue 03-1-a. Proposed FSP Issue 
03-1-a is intended to provide implementation guidance with respect to all securities analyzed for 
impairment under paragraphs 10-20 of ElTF 03-1. Management continues to closely monitor and 
evaluate how the provisions of ElTF 03-1 and proposed FSP Issue 03-1-a will affect the Company. 

2. SECURITIES 

Securities are summarized as follows: 

December 31,2004 
Gross Gross Estimated 

Amortized Unrealized Unrealized Fair 
cost Gains Losses Value 

(In Thousands) 

Held to maturity 
Federal agency obligations 5 38,160 5 117 $ 266 5 38,011 
Municipal bonds 29,147 520 70 29,597 
Corporate debt securities 3,991 55 4,046 

Total held to maturity 71,298 692 336 71,654 

Available for sale: 
Equity securities 7,301 315 6,986 
Federal agency obligations 6,991 63 4 7,050 
Corporate debt securities 918 14 932 

Total available for sale 15.210 77 319 14,968 

Total Securities w s  769 u $ 86,622 
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Held to maturity: 
Federal agency obligations 
Municipal bonds 
Corporate debt securities 

Total held to maturity 

Available for sale: 
Equity securities 
Federal agency obligations 
Corporate debt securities 

Total available for sale 

Total Securities 

December 31,2003 
Gross Gross Estimated 

Amortized Unrealized Unrealized Fair 
cost Gains Losses Value 

(In Thousands) 

$ 43,250 
21,687 

4,990 

69,927 

14,594 
6,487 
3,745 

24.826 

$ 94.753 

41 

$ 501 $ 12 
369 15 
233 

1.103 27 

1,004 143 
73 3 
49 

1,126 146 

$ 2.229 $ 173 

$ 43,739 
22,041 

5.223 

71,003 

15,455 
6,557 
3.794 

25.806 
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Information pertaining to securities with gross unrealized losses at December 31,2004 and 2003, 
aggregated by investment category and length of time that individual securities have been in a 

Total Temporarily Impaired Securities $ 13.76!2 U $ 2364 

continuous loss position, follows: 

Held to maturity: 
Federal agency obligations 
Municipal bonds 

Total held to maturity 

Available for sale: 

Equity securities 
Federal agency obligations 

Total available for sale 

Total Temporarily Impaired Securities 

Held to maturity: 
Federal agency obligations 
Municipal bonds 

Total held to maturity 

Available for sale: 

Equity securities 
Federal agency obligations 

Total available for sale 

December 31,2004 
Less than Twelve Months Over Twelve Months 

Gross Gross 

Losses - Value Losses - Value 
(In Thousands) 

Unrealized - Fair Unrealized - Fair 

$ 266 $ 22,894 $ $ 
70 6,110 

336 29,004 

75 4,330 240 760 
4 943 

79 5.273 240 760 

December 31,2003 
Less than Twelve Months Over Twelve Months 

Gross Gross 
Unrealized Fair Unrealized - Fair 

Losses Value Losses Value 
(In Thousands) 

$ 12 $ 5,267 $ $ 
15 1,450 

27 6,717 

124 7,043 19 1,352 
- 3 1,212 

124 7,043 22 2,564 
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At December 31, 2004, twelve debt securities have gross unrealized losses of 1.1% from the Bank's 
amortized cost basis of temporarily impaired debt securities. Because these losses relate to federally- 
sponsored agency obligations and highly rated municipal obligations, are the result of fluctuations in interest 
rates, and management has the intent and ability to hold these securities for the foreseeable future, no 
declines are deemed to be other than temporary. 

At December 31, 2004, three equity securities classified as available for sale have an unrealized loss of 
1.7% from the Bank's amortized cost basis of temporarily impaired equity securities which existed for less 
than twelve months and is principally related to fluctuations in interest rates. These losses relate to mutual 
funds which invest primarily in short term debt instruments and adjustable rate mortgage-backed securities. 
Because these losses are the result of fluctuations in interest rates, and management has the intent and 
ability to hold these securities for the foreseeable future, no declines are deemed to be other than temporary. 

At December 31, 2004, one equity security classified as available for sale has an unrealized loss of 2.4% 
from the Bank's amortized cost basis of temporarily impaired equity securities which existed for greater than 
twelve months. Because the security is an adjustable rate preferred stock issued by a federally-sponsored 
agency, the unrealized loss is principally related to fluctuations in interest rates, and management has the 
intent and ability to hold these securities for the foreseeable future, the decline is not deemed to be other 
than temporary. 

December 31,2004 
Amortized Estimated 

cost Fair Value 
(In Thousands) 

Held to maturity: 
Due in one year or less $ 3,991 $ 4,046 
Due after one year through five years 18,179 18,033 

Due after ten years 31,739 32,238 

Total held to maturity LTLzL2a fj 71.654 

Available for sale: 

Due after five years through ten years 17,389 17,337 

Due after five years through ten years $ 6,043 $ 6,106 
Due after ten years 1,866 1,876 

Total available for sale - $7.982 

Gross gains of $1,130,000, $771,000, and $423,000, and gross losses $39,000, $333,000, and $897,000 
were recorded on securities during the years ended December 31,2004,2003, and 2002, respectively. 
During 2004, 2003, and 2002, the Company recorded losses of $ - 0 -, 85,000, and $2,105,000, 
respectively, for other than temporary impairments in value. 

Securities with a carrying value of $37 million and $35 million were pledged as collateral to the Federal 
Reserve Bank of Boston at December 31,2004 and 2003, respectively. 

Unrealized losses on securities available for sale, net of tax were $176,000 and unrealized gains on 
securities available for sale were $647,000 at December 31, 2004 and 2003, respectively. 
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3. MORTGAGE BACKED SECURITIES 

Mortgage backed securities are summarized as follows: 

Held to maturity: 
Fannie Mae 
Freddie Mac 
Ginnie Mae 
Collateralized Mortgage Obligations 

Total held to maturity 

Available for sale: 
Fannie Mae 
Freddie Mac 
Ginnie Mae 
Collateralized Mortgage Obligations 

Total available for sale 

Total Mortgage Backed Securities 

December 31,2004 
Gross Gross Estimated 

Amortized Unrealized Unrealized Fair 
cost Gains Losses Value 

(In Thousands) 

Held to maturity: 
Fannie Mae 
Freddie Mac 
Ginnie Mae 
Collateralized Mortgage Obligations 

Total held to maturity 

Available for sale: 
Fannie Mae 
Freddie Mac 
Ginnie Mae 
Collateralized Mortgage Obligations 

Total available for sale 

Total Mortgage Backed Securities 

$ 120,595 
39,772 
14,775 

160 

175,302 

32,676 
22,842 
15,036 
2,688 

73.242 

$44 

Amortized 
cost 

$ 131,808 
50,751 
8,583 

541 

191,683 

31,627 
18,611 
20,854 

4.872 

75,964 

$ 267§47 

$ 234 
171 
33 

$ 1,250 
280 
159 

438 

178 
66 
58 
51 

353 

$ 791 

1.689 

141 
70 
25 
43 

279 

u 

December 31,2003 
Gross Gross 

Unrealized Unrealized 
Gains Losses 

(In Thousands) 

5 772 5 895 
239 301 
66 60 

7 

1,084 1,256 

348 103 
74 99 
91 88 
26 36 

539 326 

$ 1.623 $ 1.583 

$ 119,579 
39,663 
14,649 

160 

174,051 

32,713 

15,069 
2,696 

73,316 

$ 247.36 7 

22,838 

Estimated 
Fair 

Value 

$ 131,685 
50,689 
8,589 

548 

191,511 

31,872 
18,586 
20,857 

4,862 

76.177 

$ 267688 
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Collateralized Mortgage Obligations include tranches of AAA investment grade and consist of high quality 
mortgage obligations. 

Gross gains of $135,000, $56,000 and $850,000 and gross losses of $349,000, - 0 -, and $21,000 were 
recorded on mortgage backed securities during the years ended December 31,2004, 2003, and 2002, 
respectively. 

Unrealized gains on mortgage backed securities available for sale, net of tax were $54,000 and $141,000 at 
December 31,2004 and 2003, respectively. 

Information pertaining to securities with gross unrealized losses at December 31, 2004 and 2003, aggregated by 
investment category and length of time that individual securities have been a continuous loss position, follows: 

December 31,2004 
Less than Twelve Months Over Twelve Months 

Held to maturity: 
Fannie Mae 
Freddie Mac 
Ginnie Mae 

Total held to maturity 

Available for sale: 
Fannie Mae 
Freddie Mac 
Ginnie Mae 
Collateralized Mortgage Obligations 

Total available for sale 

Total Temporarily Impaired Securities 

L 

Gross 
Unrealized 
Losses 

$ 573 
260 
159 

992 

141 
70 
23 

Fair 

$ 57,204 
19,887 
10.580 

87,671 

13,414 
8,202 
4,563 

234 

u 

45 
~ 

26,179 

$113.850 

Gross 
Unrealized 
Losses 

$ 677 
20 

697 

2 
43 

45 

$ 742 

Fair 

$ 36,727 
1,559 

38,286 

1,262 
1,624 

$ 2.886 

$41.172 



Decemoer 31,2003 
Less than Twe ve Months 

Held to maturity: 
Fannie Mae 
Freddie Mac 
Ginnie Mae 

Total held to maturity 

Available for sale: 
Fannie Mae 
Freddie Mac 
Ginnie Mae 
Collateralized Mortgage Obligations 

Total available for sale 

Total Temporarily impaired Securities 

Gross 
Unrealized 
Losses 

$ 895 
301 
60 

1,256 

103 
99 
88 
36 

326 

$==LE@ 

Fair 
Value 

5 81,245 
23,283 

5.882 

11 0,475 

7,485 
8,349 

13,133 
2,963 

31,930 

$142.340 

None of the mortgage backed securities that had an unrealized loss as of December 31,2003 were in a loss 
position for more than twelve months in 2003. 

At December 31, 2004, sixty-seven mortgage backed securities have gross unrealized losses of 1.3% from the 
Bank's amortized cost basis of temporarily impaired mortgage backed securities. Because these losses relate 
to mortgage-backed securities, which were primarily issued by federally-sponsored agencies; are the result of 
fluctuations in interest rates; and management has the intent and ability to hold these securities for the 
foreseeable future, no declines are deemed to be other than temporary. 

4. LOANS 

Loans consisted of the following amounts: 

Residential real estate 
Commercial and industrial 
Commercial real estate 
Consumer 

Total Loans 

December 31, 
2004 2003 

(In Thousands) 

$ 122,822 $ 110,547 
94,726 85,292 

144,336 131,292 
11,565 22.310 

373,449 349,441 

Unearned premiums and deferred loan fees and costs, net 
Allowance for loan losses (5.2771 14,642) 

L=LsB&u $ 344380 
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The following table summarizes information regarding impaired loans: 

Recorded investment in impaired loans 
Specific allowance for impaired loans 
Impaired loans in nonaccrual status 

December 31, 
2004 2003 
(Dollars in Thousands) 

5 1,826 
500 

1,663 

1,900 
70 
49 

Years Ended 
December 31. 

2004 2003 2002 
(Dollars in Thousands) 

Average recorded investment in impaired loans $ 1,787 $1,970 $2,008 
Income recorded during the period for impaired loans 11 126 130 
Income recorded on cash basis during the period for impaired loans 12 127 143 

There were no restructured loans at December 31, 2004, 2003 and 2002. 

Nonaccrual loans at December 31,2004, December 31,2003 and 2002 and related interest income are 
summarized as follows: 

At or For the Years Ended 
December 31, 

2004 2003 2002 
(Dollars in Thousands) 

Amount 
Interest income that would have been 

recorded under the original contract terms 

$2,171 51,768 $2,383 

176 134 146 

Mortgage loans serviced for others are not included in the accompanying consolidated balance sheets. The 
unpaid balances of these loans totaled $21.7 million and $31.8 million at December 31, 2004 and 2003, 
respectively. Net service fee income (expense) of $30,000, ($46,000), and $76,000 was recorded for the 
years ended December 31,2004,2003, and 2002, respectively. 

The Company's servicing assets are recorded at fair value at the time the asset is acquired. The fair value 
is based upon the net present value of future cash flows of the net servicing revenue. Assumptions used in 
determining fair value include service fee revenue, float revenue, escrow revenue, servicing expense, and 
estimated life of the underlying loans. The fair value of the asset is recalculated quarterly to determine 
possible impairment. At December 31, 2004 and 2003, the Company's servicing assets had a fair value of 
571,000 and $90,000 and a carrying value in other assets of 552,000 and 576,000, respectively. There 
were no impairment losses on servicing assets in 2004. The servicing asset is amortized in proportion to the 
estimated net servicing revenue of the loans. 

No amounts of mortgage servicing assets were capitalized during 2004 and 2003. Amortization expense on 
the Company's mortgage servicing assets for the years ended December 31,2004,2003, and 2002 totaled 
524,000, $1 06,000, and 5143,000, respectively. In addition, for the years ended December 31, 2003 and 
2002, the Company recorded impairment charges of $30,000 and $253,000, respectively. 
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5. ALLOWANCE FOR LOAN LOSSES 

Balance, beginning of year 
Provision 
Charge-offs 
Recoveries 

An analysis of changes in the allowance for loan losses is as follows: 
Years Ended 
December 31, 

2004 2003 2002 
(In Thousands) 

$ 4,642 $4,325 $3,923 
750 750 934 

(404) (725) (928) 
289 292 - 396 

Balance, end of year 

6. PREMISES AND EQUIPMENT 

Premises and equipment are summarized as follows: 

December 31, 
2004 2003 

(In Thousands) 

Land 
Buildings 
Leasehold improvements 
Furniture and equipment 
Total 

Accumulated depreciation and amortization 

Premises and equipment, net 

$ 2,201 $ 2,201 
9,915 9,866 

743 735 
6,338 5,666 

19,197 18,468 

(7.692) (6,694) 

L==lLsE $ 11.774 

Depreciation and amortization expense for the years ended December 31,2004,2003, and 2002 
amounted to $1,003,000, $1,080,000, and $1,052,000, respectively. 
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7. DEPOSITS 

Deposit accounts by type and weighted average rates are summarized as follows: 

Years Ended December 31, 

- 2004 Rate _. 2003 Rate 
(Dollars in Thousands) 

Demand and Now: 
Now accounts $ 57,050 0.51% $ 42,465 0.54% 
Demand accounts 48,305 54,620 

46,331 0.50 44,882 0.50 
Savings: 

Regular accounts 
Money market accounts 149,288 0.93 154,825 0.98 

Time certificates of deposit 313,096 2.51 334.1 90 2.58 

Total Deposits $ L 6  12621 $i 632.431 

Time deposits of $100,000 or more totaled approximately $63.9 million and $69.8 million at 
December 31, 2004 and 2003, respectively. Interest expense on such deposits totaled $1.6 
million, $2.3 million and $3.1 million for the years ended December 31, 2004, 2003, and 2002 
respectively. 

Cash paid for interest was: 
Years Ended 
December 31, 

(In Thousands) 
2004 2003 2002 

Deposits 
Customer Repurchase Agreements 
Federal Home Loan Advances 
Total 

$ 9,615 $13,130 $ 18,571 
195 21 1 213 

1.093 525 
- $ 1 3 . 8 6 6 -  

At December 31, 2004, the scheduled maturities of time certificates of deposits are as follows: 

Amount Rate 
(Dollars in Thousands) 

Within 1 year 
Over 1 year to 3 years 
Over 3 years to 5 years 

$184,500 2.14% 
103,856 2.88 
24,740 3.71 

Total certificates of deposits $313.096 2.51% 
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Interest expense on deposits for the years ended December 31,2004,2003, and 2002 is summarized as 
follows: 

December 31, 
2004 2003 2002 

(In Thousands) 

Savings 
Money market accounts 
Time certificates of deposit 
Other interest bearing 

$ 234 $ 371 $ 474 
1,419 1,860 2,541 
7,723 10,544 14,957 

249 347 589 

LW25 uu22 $18.561 

8. CUSTOMER REPURCHASE AGREEMENTS 

The following table summarizes information regarding repurchase agreements: 

Years Ended 
December 31, 

2004 2003 
(Dollars in Thousands) 

Balance outstanding, end of year $ 14,615 $ 12,135 
Maximum amount outstanding at any month end during period 16,439 14,247 
Average amount outstanding during period 15,934 13,192 

Book value of collateral pledged end of year 36,701 35,204 
Fair value of collateral pledged end of year 36,562 35,570 

Weighted average interest rate 1.23% 1.21% 

9. FEDERAL HOME LOAN BANK ADVANCES 

The following fixed rate advances are collateralized by a blanket lien on the Company's residential real 
estate loans and certain mortgage backed securities. 

December 31, 

- Year 

2005 
2006 
2007 
2008 
2009 

Total FHLB advances 

December 31, Weighted Average 
Amount Rate 

2004 2003 2004 2003 
(Dollars in Thousands) 

$ 5,000 $ 2.4% - % 
10,000 5,000 3.0 2.6 
20,000 10,000 3.1 3.2 
5,000 5,000 3.9 3.9 
5,000 

$ 45900 $20.000 
3.3 
3.1% 3.2% 
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10. LINE OF CREDIT 

The Company has a line of credit with the Federal Reserve Bank of Boston collateralized by investments. 
Additionally, the Company has an "Ideal Way" line of credit with the Federal Home Loan Bank for 
$9,541,000 and $4,541,000 for the years ended December 31, 2004 and 2003, respectively. Interest on 
this line of credit is payable at a rate determined and reset by the Federal Home Loan Bank on a daily 
basis. The outstanding principal shall be due daily but that portion not repaid will be automatically 
renewed. No amounts were outstanding under these lines at December 31,2004 and 2003. 

11. STOCK PLANS AND EMPLOYEE STOCK OWNERSHIP PLAN 

Stock Options 

Under the Company's Stock Option Plan, the Company may grant options to its directors, officers and 
employees for up to 497,260 shares of common stock. Both incentive stock options and non-statutory 
stock options may be granted under the plan. The exercise price of each option equals the market price of 
the Company's stock on the date of grant and an option's maximum term is ten years. All options currently 
outstanding vest at 20% per year. 

A summary of the status of the Company's stock options for the years ended December 31,2004 and 2003 
is presented below: 

Weighted Average 
Shares Exercise Price 

Balance at December 31,2002 448,000 5 14.39 
Exercised (2,000) 14.39 
Forfeited (1,500) 14.39 
Balance at December 31,2003 444,500 14.39 

Granted 
Exercised 
Balance at December 31,2004 

2,500 25.00 
(1,800) 14.39 

445.200 14.45 

The weighted average fair value of the options granted in 2004 and 2002 using the Black-Scholes option 
pricing model were $7.93 per share and 53.75 per share, respectively. No options were granted in 2003. 

Assumptions used to determine the weighted average fair value of options granted: 

Years Ended 
December 31, 

Dividend yield 
Expected life in years 
Expected volatility 
Risk-free interest rate 

2004 ~ 2002 
1.02% 1.25% 

10 years 10 years 
17% 15% 

4.16% 3.58% 

Information pertaining to options outstanding at December 31, 2004 is as follows: 

Weighted Average 
Exercise Number Remaining Number 
Price Outstandinq Contractual Life Exercisable 

$ 14.39 442,700 7.6 Years 174,800 
25.00 2.500 9.1 Years 500 

445.200 175.300 

51  



Stock Awards 

Under the Company's Recognition and Retention Plan dated November 1,2002, the Company may grant 
stock awards to its directors, officers and employees for up to 198,904 shares of common stock. The 
Company applies APB Opinion No. 25 and related Interpretations in accounting for stock awards. The 
stock allocations, based on the market price at the date of grant, is recorded as unearned compensation. 
Unearned compensation is amortized over the vesting period to be benefited. The Company recorded 
compensation cost related to the stock awards of approximately $551,000 in 2004, $544,000 in 2003 and 
$109,000 in 2002. 

Stock awards for 189,800 shares, having a fair value of $14.39 per share, were granted during 2002. 
Stock awards for 1,000 shares, having a fair value of $25.00 per share, were granted in 2004. No stock 
awards were granted in 2003. 

Employee Stock Ownership Plan 

In January 2002, the Company established an Employee Stock Ownership Plan (the ESOP) for the benefit 
of each employee that has reached the age of 21 and has completed at least 1,000 hours of service in the 
previous twelve-month period. As part of the conversion, the Company provided a loan to the Wesffield 
Financial Employee Stock Ownership Plan Trust which was used to purchase 8%, or 397,808 shares, of 
the Company's outstanding stock in the open market. The loan bears interest equal to 8.0% and provides 
for annual payments of interest and principal. 

At December 31, 2004 the remaining principal balance is payable as follows: 

Years Ending 
December 31 (In thousands) 

2005 
2006 
2007 
2008 
2009 

Thereafter 

201 
201 
201 
201 
201 

4,434 

u22 
The Bank has committed to make contributions to the ESOP sufficient to support the debt service of the 
loan. The loan is secured by the shares purchased, which are held in a suspense account for allocation 
among the participants as the loan is paid. Total compensation expense applicable to the ESOP amounted 
to $440,000, $225,000 and $193,000 for the years ended December 31,2004,2003, and 2002, 
respectively. 

Shares held by the ESOP include the following at December 31,2004 and 2003. 

2004 2003 

Allocated 33,216 13,679 
Committed to be allocated 19,135 20,528 
Unallocated 343,949 363.084 

3s63ao i22LZg 
Cash dividends received on allocated shares are allocated to participants and cash dividends received on 
shares held in suspense are applied to repay the outstanding debt of the ESOP. The fair value of these 
shares was approximately $8.9 million and $8.6 million at December 31, 2004 and 2003, respectively. 
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ESOP shares are considered outstanding for earnings per share calculations based on the value of shares 
allocated. Unallocated ESOP shares are excluded from earnings per share calculations. Dividends 
declared on allocated ESOP shares are charged to retained earnings. The value of unearned shares to be 
allocated to ESOP participants for future services not yet performed is reflected as a reduction of 
stockholders' equity. 

12. RETIREMENT PLANS AND EMPLOYEE BENEFITS 

Pension Plan - The Company provides basic and supplemental pension benefits for eligible employees 
through the Savings Banks Employees Retirement Association Pension Plan (the "Plan"). Employees must 
work a minimum of 1,000 hours per year to be eligible for the Plan. Eligible employees become vested in 
the Plan after five years of service. 

The following table provides information for the Plan at December 31: 

2002 2004 2003 - 
(In Thousands) 

Change in benefit obligation: 
Benefit obligation, beginning of year 
Service cost 
Interest 
Actuarial loss (gain) 
Benefits paid 
Benefit obligation, end of year 

Change in plan assets: 
Fair value of plan assets, beginning of year 
Actual return (loss) on plan assets 
Employer contribution 
Benefits paid 
Fair value of plan assets, end of year 

Funded status (benefit obligation less 
fair value of plan assets) 

Unrecognized net actuarial loss 
Transition liability 
Accrued benefit cost 

Accumulated benefit obligation 

$ 7,410 
548 
463 
570 

(1 86) 
LUQ5 

$ 5,658 
607 
457 
(186) 

$i=&LiE 

$ 2,269 

115 
(574) 

$1.810 

$4.635 

$ 6,515 
504 
439 
80 

(1 281 
LL4m 

$ 4,498 
708 
580 
(128) 

L5&!3 

$ 1,752 

I27 
$ 1.714 

(165) 

$4.263 

$ 6,262 
51 3 
438 
(223) 
(475) 

$L=&tzs 

$ 4,678 
(460) 
755 
(4751 

$4.498 

$ 2,017 

139 
(453) 

$1.703 

fiLLZ2 

Net pension cost includes the following components for the years ended December 31: 

2002 2004 2003 - 
(In Thousands) 

Service cost 
Interest cost 
Expected return on assets 
Actuarial (gain) loss 
Transition obligation 

Net periodic pension cost 

$ 513 
438 
(374) 
(7) m 

&Liz2 
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The following actuarial assumptions were used for the years ended December 31: 

Weighted-average assumptions: 
Discount rate 
Expected return on plan assets 
Rate of comDensation increase 

2002 - 2004 - 2003 - 
6.25% 6.75% 7.00% 
8.00% 8.00% 8.00% 
5.00% 5.00% 5.50% 

The expected long term rate of return on plan assets is based on prevailing yields of high quality fixed 
income investments increased by a premium of 3% to 5% for equity investments. The Company expects 
to contribute $477,000 to its pension plan in 2005. 

The Company’s pension plan asset allocation at December 31, 2004 and 2003 and target allocation foi 
2004 are as follows: 

Percentage of Plan 
Target Assets 

Allocation at December 31. 
Asset Cateaoy 2004 2004 

Equity Securities 55 - 75% 65.8 54.9 
Total IQQmL uLQ% 

Fixed Income Securities (including money market) 25 - 45% 34.2% 45.1 % 

Trustees of the Savings Bank Employees Retirement Association (“SBERA) select investment managers 
for the portfolio and a special investment advisory firm is retained to provide allocation analysis. The 
overall investment objective is to diversify equity investments across a spectrum of types, small cap, large 
cap and international, along with investment styles such as growth and value. 

The Company estimates that the benefits to be paid from the pension plan for years ended December 31, 

Benefit Payments to 

(In Thousands) 
&&r Participants 

2005 
2006 
2007 
2008 
2009 

In Aggregate for 2010 - 2013 

$ 31 8 
1,297 

51 
7 

983 
1,652 u 

Postretirement Benefits - The Company provides postretirement life insurance benefits to employees 
based on the employee’s salary at time of retirement. The accrual of postretirement benefits other than 
pension expense is made during the years an employee provides service. The following sets forth the 
funded status: 

December 31, 

(In Thousands) 
- 2004 - 2003 

Benefits obligation and funded status 
Transitional obligation 
Accrued benefit costs 
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Actuarial assumptions used in accounting for the postretirement benefit plan were: 

Assumed average salary compensation increase 
Discount rate 

Benefit cost 
Benefit paid 

Net periodic benefit cost for: 

Assumed average salary compensation increase 
Discount Rate 
Expected long-term rate of return on assets 

December 31, 

(In Thousands) 

5.00% 5.00% 
6.25% 6.75% 

$ 17 $ 60 
71 69 

2004 2003 

Years Ended December 31, 
2004 ~~ 

5.00% 5.00% 5.00% 
6.25 6.75 6.75 
8.00 8.00 8.00 

Supplemental Retirement Benefits - The Company provides supplemental retirement benefits to certain 
key officers. At December 31,2004 and 2003, the Company had accrued $2.0 million and $1.8 million, 
respectively, relating to these benefits. Amounts charged to expense were $289,000, $1 80,000, and 
$23,000 for the years ended December 31,2004,2003 and 2002, respectively. 

401(kj - Employees are eligible to participate in a 401 (k) plan through SBERA. The Company makes a 
matching contribution of 50% with respect to the first 6% of each participant's annual earnings contributed 
to the plan. The Company's contribution to the plan were $134,000, $150,000 and $1 13,000, for the years 
ended December 31,2004,2003 and 2002, respectively. 

13. REGULATORY CAPITAL 

The Bank is subject to various regulatory capital requirements administered by the Office of Thrift 
Supervision. 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 
Banks consolidated financial statements. Under capital adequacy guidelines and the regulatory framework 
for prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative 
measures of assets, liabilities, and certain off-balance sheet items as calculated under regulatory 
accounting practices. The capital amounts and classification are also subject to qualitative judgments by 
the regulators about components, risk weightings, and other factors. Prompt corrective action provisions 
are not applicable to savings and loan holding companies. 

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 (as defined) to average assets (as 
defined). Management believes, as of December 31, 2004 and 2003, that the Bank met all capital 
adequacy requirements to which it is subject. 

As of December 31, 2004, the most recent notification from The Office of Thrift Supelvision categorized the 
Bank as "well capitalized under the regulatory framework for prompt corrective action. To be categorized 
as "well capitalized the Bank must maintain minimum total risk-based, Tier 1 risk based and Tier 1 
leverage ratios as set forth in the following. There are no conditions or events since that notification that 
management believes have changed the Bank's category. The Company's and the Bank's actual capital 
ratios as of December 31, 2004 and 2003 are also presented in the table. 
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December 31,2004 

Total Capital (to Risk Weighted Assets): 
Consolidated 
Bank 

Consolidated 
Bank 

Consolidated 
Bank 

Tier I Capital (to Risk Weighted Assets): 

Tier 1 Capital (to Adjusted Total Assets): 

December 31,2003 

Total Capital (to Risk Weighted Assets): 
Consolidated 
Bank 

Consolidated 
Bank 

Consolidated 
Bank 

Tier I Capital (to Risk Weighted Assets): 

Tier 1 Capital (to Average Assets): 

Minimum 
To Be Well 

Minimum Capitalized 
For Capital Under Prompt 
Adequacy Corrective 

Actual Purposes Action Provisions 
Amount Ratio Amount - Ratio Amount Ratio 

(Dollars in Thousands) 

5 123,222 26.90% $ 36,650 8.00% NIA 
87,916 19.49 36,091 8.00 $ 45,114 10.00% 

117,945 25.75 18,325 4.00 NIA 
82,639 18.32 18,046 4.00 27,069 6.00 

117,945 14.69 32,125 4.00 NIA 
82,639 10.85 30,452 4.00 38,065 5.00 

Minimum 
For Capital 
Adequacy 

Actual Purposes 

(Dollars in Thousands) 
Amount Ratio Amount - Ratio 

5 129,120 29.63% $ 34,864 8.00% 
82,733 19.57 33,820 8.00 

124,008 28.46 17,432 4.00 
77,621 18.36 16,910 4.00 

124,008 15.31 32,407 4.00 
77,621 10.18 30,510 4.00 

Minimum 
To Be Well 
Capitalized 
Under Prompt 

Corrective 
Action Provisions 
Amount Ratio 

NIA 
$ 42,275 10.00% 

NIA 
25,365 6.00 

NIA 
38,137 5.00 
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The following is a reconcilliation of the Company's GAAP capital to regulatory Tier 1 capital: 

December 31, 
2004 2003 

Consolidated GAAP capital $ 118,051 $ 124,804 
Less: Unrealized gains on certain available-for-sale securities, net of tax (1 06) (788) 

Disallowed servicing assets 
Tier 1 Capital 

. .  
(4 

117,945 124,008 

Plus: Allowance for loan losses 5,277 4,720 
392 

Total Regulatory Capital $ 123.222 $ 129.12Q 

Allowed unrealized gain on available-for-sale securities 

14. INCOME TAXES 

Income taxes consist of the following: 

Current tax provision: 
Federal 
State 

Total 

Years Ended December 31, 

(In Thousands) 
- 2004 - 2003 - 2002 

$2,883 $2,106 $4,740 
294 1,706 342 

3.177 3.812 5.082 

Deferred tax (benefit) provision: 
Federal 
State 

Total 

(616) (992) (2,843) 

(615) (992) (2,843) 

1 

The reasons for the differences between the statutory federal income tax rate and the effective rates are 
summarized below: 

Statutory federal income tax rate 
Increase (decrease) resulting from: 

State taxes, net of federal tax benefit 
Tax exempt income 
Dividends received deduction 
Other, net 

Years Ended December 31, 
2004 - 2003 - 2002 

34.0% 34.0% 34.0% 

2.2% 17.4% 3.6% 
(5.6%) (5.5%) 
(0.1%) (0.5%) (0.5%) 
(1.7%) (1.8%) (1.5%) 

Effective tax rate 7R8% 43.6% 35.6% 

Cash paid for income taxes for the years ended December 31,2004,2003, and 2002 was $2.3 million, 
$7.2 million and $4.6 million, respectively. 
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The tax effects of each item that gives rise to deferred taxes are as follows: 

Net unrealized loss (gain) on securities 

Depreciation 
Allowance for loan losses 
Deferred income 
Employee benefit plans 
Other 

Net deferred tax asset 

available for sale 

December 31, 
- 2004 - 2003 

(In Thousands) 

$ 46 $ (406) 
(66) (1 28) 

1,794 1,578 

1,525 1,235 
321 274 

$ 3.620 $ 2553 

A summary of the change in the net deferred tax asset is as follows: 

December 31, 
2004 2003 

Balance at beginning of year 
Deferred tax benefit 
Net unrealized gain/loss 

on securities available for sale 

Balance at end of year 

(In Thousands) 

$ 2,553 $ 1,285 
61 5 992 

452 276 - 
The 2003 taxes were affected by Massachusetts legislation that was signed on March 5, 2003 amending the 
corporate tax law affecting the treatment of dividends received from Real Estate Investment Trusts (REITs). 
Dividends from the RElT subsidiary are no longer eligible for a dividends-received deduction. As a result of 
the enactment of this legislation, the Company ceased recording the tax benefits associated with the 
dividend received deduction effective for the 2003 tax year. 

In addition to the effect on 2003, the legislation was retroactive to 1999. The Company’s 2003 results 
included a charge of $1.45 million representing the additional state tax liability, including interest, relating to 
the deduction for dividends received from the RElT for 2002 and prior years. 

The federal income tax reserve for loan losses at the Bank‘s base year is $5.8 million. If any portion of the 
reserve is used for purposes other than to absorb loan losses, approximately 150% of the amount actually 
used, limited to the amount of the reserve, would be subject to taxation in the fiscal year in which used. As 
the Bank intends to use the reserve solely to absorb loan losses, a deferred tax liability of approximately 
$2.4 million has not been provided. 
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15. TRANSACTIONS WITH DIRECTORS 

The Company has had, and expects to have in the future, loans with its directors and executive officers. 
Such loans, in the opinion of management do not include more than the normal risk of collectibility or other 
unfavorable features. Following is a summary of activity for such loans: 

Years Ended 

Balance, beginning of year 
New loans granted 
Repayments of principal 

December 31. 
2004 2003 2002 

(In Thousands) 

$ 7,175 $ 2,453 $ 1,570 
10,532 4,911 1,487 
(4,240) (189) (604) 

I Balance, end of year $LEwiz$7.175$2.453 

16. COMMITMENTS AND CONTINGENCIES 

In the normal course of business, various commitments and contingent liabilities are outstanding, such as 
standby letters of credit and commitments to extend credit with off-balance-sheet risk that are not reflected 
in the consolidated financial statements. Financial instruments with off-balance-sheet risk involve elements 
of credit, interest rate, liquidity and market risk. 

Management does not anticipate any significant losses as a result of these transactions. The following 
summarizes these financial instruments and other commitments and contingent liabilities at their contract 
amounts: 

December 31, 
- 2004 2003 

(In Thousands) 

Commitment to extend credit: 
Unused lines of credit $ 59,444 5 56,112 
Other unused commitments 32,237 24,371 
Mortgage commitments 116 134 
Existing loan agreements 3,123 3,490 
Standby letters of credit 5,297 6,801 

The Company uses the same credit policies in making commitments and conditional obligations as it does 
for on balance sheet instruments. 

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 ciauses and may require payment of a fee. Since some commitments expire without being 
drawn upon, the total commitment amounts do not necessarily represent future cash requirements. The 
Company evaluates each customer's creditworthiness on a case-by-case basis. The amount of collateral 
obtained, if deemed necessary by the Company upon extension of credit, is based on management's credit 
evaluation of the counterparty. Collateral held varies but may include accounts receivable, inventory, 
property, plant and equipment, and income-producing commercial properties. 
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Standby letters of credit are written conditional commitments issued by the Bank to guarantee the 
performance of a customer to a third party. Those guarantees are primarily issued to support public and 
private borrowing arrangements. The credit risk involved in issuing letters of credit is essentially the same 
as that involved in extending loan facilities to customers. 

At December 31, 2004, outstanding commitments to extend credit totaled $100.2 million, with $6.5 million 
in fixed rate commitments and $93.7 million in variable rate commitments. 

In the ordinary course of business, the Company is party to various legal proceedings, none of which, in 
the opinion of management, will have a material effect on the Company's consolidated financial position or 
results of operations. 

The Company leases facilities and certain equipment under cancelable and noncancelable leases expiring 
in various years through the year 2013. Certain of the leases provide for renewal periods for up to fifteen 
years at the discretion of the Company. Rent expense under operating leases was 5199,000,5172,000, 
and $179,000, for the years ended December 31,2004, 2003, and 2002, respectively. 

Aggregate future minimum rental payments under the terms of the operating leases at December 31, 2004, 
are as follows: 

Years Endinq (In Thousands) 

2005 
2006 
2007 
2008 
2009 
Thereafter 

$ 199 
193 
104 
97 
53 
41 

$ 687 

17. CONCENTRATIONS OF CREDIT RISK 

Most of the Company's loans consist of residential and commercial real estate loans located in Western 
Massachusetts. As of December 31, 2004 and 2003, the Company's residential and commercial related 
real estate loans represented 72% and 69% of total loans, respectively. The Company's policy for 
collateral requires that the amount of the loan may not exceed 95% and 80% of the appraised value of the 
property for residential and commercial real estate, respectively, at the date the loan is granted. For 
residential loans, in cases where the loan exceeds the percentage, private mortgage insurance is typically 
obtained for that portion of the loan in excess of 80% of the appraised value of the property. 

18. FAIR VALUE OF FINANCIAL INSTRUMENTS 

Methods and assumptions for valuing the Company's financial instruments are set forth below for financial 
instruments that have fair values different than their carrying values. Estimated fair values are calculated 
based on the value without regard to any premium or discount that may result from concentrations of 
ownership of a financial instrument, possible tax ramifications or estimated transaction costs. 

Cash and Cash Equivalents and Accrued Interest Receivable and Accrued Interest Payable - The 
carrying amounts of these items are considered to be a reasonable estimate of fair value due to their short- 
term nature. 

Securities and Mortgage Backed Securities - The estimated fair values for securities and mortgage 
backed securities, except certain state and municipal securities, are based on quoted market prices or 
dealer quotations. The estimated fair value of certain state and municipal securities, not readily available 
through market sources other than dealer quotations, are based on quoted market prices of similar 
instruments, adjusted for differences between the quoted instruments and the instruments being valued. 

Federal Home Loan Bankand Other Stock- These investments are carried at cost which approximates 
fair value. 
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Loans - Fair values are estimated for portfolios of loans with similar financial characteristics. Loans are 
segregated by type, net of the applicable portion of the allowance for loan losses, such as commercial and 
industrial, commercial real estate, residential mortgage, and consumer. Each loan category is further 
segmented into fixed and adjustable rate interest terms and by performing and nonperforming categories. 

The fair value of performing loans, except residential mortgage loans, is calculated by discounting 
scheduled cash flows through the estimated maturity using estimated market discount rates that reflect the 
credit and interest rate risk inherent in the loan. The estimate of maturity is based on the Company's 
historical experience with repayments for each loan classification, modified, as required, by an estimate of 
the effect of current economic and lending conditions. For performing residential mortgage loans, fair value 
is estimated by discounting contractual cash flows adjusted for prepayment estimates using discount rates 
based on secondary market sources adjusted to reflect differences in servicing and credit costs. 

Estimated fair value for impaired loans is based on recent external appraisals if the loan is collateral 
dependent. Assumptions regarding credit risk cash flows and discount rates are judgmentally determined 
using available market information and specific borrower information. 

Management has made estimates of fair value discount rates that it believes to be reasonable 

Deposits- The estimated fair value of deposits with no stated maturity, such as noninterest-bearing 
demand deposits, savings and NOW accounts, and money market and checking accounts, is equal to the 
amount payable on demand. The estimated fair value of cettificates of deposit is based on the discounted 
value of contractual cash flows. The discount rate is estimated using the rates currently offered for 
deposits of similar remaining maturities. 

Customer Repurchase Agreements - The fair value of these agreements is estimated based on the 
discounted value of contractual cash flows. The discount rate is estimated using the rates currently 
offered. 

Borrowings -The estimated fair value of borrowings is based upon the discounted value of contractual 
cash flows. The discount rate is estimated using Federal Home Loan Bank advance rates currently offered 
for borrowings with similar maturities. 

Commitments to Extend Credit - The stated value of commitments to extend credit approximates fair 
value as the current interest rates for similar commitments do not differ significantly. For fixed-rate loan 
commitments, fair value also considers the difference between current levels of interest rates and the 
committed rates. Such differences are not considered significant. 
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The estimated fair values of the Company's financial instruments at December 31 are as follows: 

2004 2003 
Carrying Estimated Carrylng Estimated 

Value Fair Value Value Fair Value 
(In Thousands) 

ASSETS: 
Cash and cash equivalents 5 51,047 5 51,047 5 45,674 5 45,674 
Securities: 

Available for sale 14,968 14,968 25,806 25,806 
Held to maturity 71,298 71,654 69,927 71,003 

Mortgage backed securities: 
Available for sale 73,316 73,316 76,177 76,177 
Held to maturity 175,302 174,051 191,683 191,511 

other stock 4,237 4,237 4,237 4,237 

Loans - net 368,601 371,377 344,980 353,496 

Accrued interest receivable 3,551 3,551 3,555 3,555 

Federal Home Loan Bank and 

LIABILITIES: 
Deposits 612,621 612,216 632,431 633,390 

Customer repurchase agreements 14,615 14,615 12,135 12,135 

Federal Home Loan Bank advances 45,000 44,380 20,000 20,392 

Accrued interest payable 140 140 9 9 

Limitations - Fair value estimates are made at a specific point in time, based on relevant market 
information and information about the financial instrument. These estimates do not reflect any 
premium or discount that could result from offering for sale at one time the Company's entire 
holdings of a particular financial instrument. Where quoted market prices are not available, fair 
value estimates are based on judgments regarding future expected loss experience, current 
economic conditions, risk characteristics of various financial instruments, and other factors. These 
estimates are subjective in nature and involve uncertainties and matters of significant judgment. 
Changes in assumptions could significantly affect the estimates. 

19. SEGMENT INFORMATION 

The Company has one reportable segment, "Community Banking." All of the Company's activities 
are interrelated, and each activity is dependent and assessed based on how each of the activities of 
the Company supports the others. For example, commercial lending is dependent upon the ability of 
the Bank to fund itself with retail deposits and other borrowings and to manage interest rate and 
credit risk. This situation is also similar for consumer and residential mortgage lending. Accordingly, 
all significant operating decisions are based upon analysis of the Company as one operating 
segment or unit. 

The Company operates only in the U.S. domestic market, primarily in Western Massachusetts. For 
the years ended December 31, 2004,2003, and 2002, there is no customer that accounted for more 
than 10% of the Company's revenue. 
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20. CONDENSED PARENT COMPANY FINANCIAL STATEMENTS 

The condensed balance sheets of the Company are as follows: 

ASSETS: 
Due from banks 
Federal funds sold 
Investment in subsidiaries 
Other assets 
TOTAL ASSETS 

LIABILITIES AND EQUITY: 
Liabilities 
Equity 
TOTAL LIABILITIES AND EQUITY 

2004 - 

$ 25 
987 

115,810 
1,271 

$118.093 

$ 42 
11 8,051 

$118.093 

December 31, 

(In Thousands) 
2003 2002 

$ 7,204 $ 660 
15,232 

117,345 11 1,027 
500 

-$126.919 

$ 245 $ 220 
124,804 126.699 

$125.049 $ 176.919 

The condensed statements of income for the Company are as follows: 

December 31, 

(In Thousands) 
2002 - 2003 _. 2004 - 

INTEREST AND DIVIDEND INCOME: 
Securities 
Interest-bearing deposits 
Federal funds sold 
Total interest income 

NONINTEREST EXPENSE: 
Salaries and employee benefits 
Other 
Total noninterest exDense 

LOSS BEFORE EQUITY IN UNDISTRIBUTED INCOME 
OF SUBSIDIARIES AND BENEFIT FOR INCOME TAX 

EQUITY IN UNDISTRIBUTED INCOME 
OF SUBSIDIARIES 

INCOME TAX BENEFIT 

NET INCOME 

$ - $  34 $ 
23 35 232 

6 88 
29 69 320 

1,019 786 309 
183 294 251 

1,202 1,080 560 

7,016 4,248 4,200 

(480) (414) (84) 
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The condensed statement of cash flows of the Company are as follows: 

December 31, 

(In Thousands) 
2004 - 2003 - 2002 - 

OPERATING ACTIVITIES: 

Net Income $ 6,323 
Equity in undistributed earnings of subsidiaries (7,016) 

Increase in other assets (771) 
Increase in other liabilities (204) 

Net transfers from subsidiaries 7,641 
Other, net 694 

6,667 Net cash (used in) provided by operating activities 

INVESTING ACTIVITIES: 

Purchase of securities 
Sale of securities 
Other, net 

(987) 

Net cash provided by (used in) investing activities (987) 

FINANCING ACTIVITIES: 

Cash dividends paid 
Treasury stock purchased 
Other, net 

(1,713) 
(1 1,956) 

81 0 

Net cash used in financing activities (1 2,859) 

NET CHANGE IN CASH AND CASH 
EQUIVALENTS 

CASH AND CASH EQUIVALENTS: 
Beginning of year 

End of year 

7.204 

$ 25 

$ 3,651 
(4,248) 

25 
(500) 

637 

(435) 

(34) 
15,266 
(2,500) 

12,732 

(2,113) 
(1,134) 
(2.506) 

(5,753) 

6,544 

660 

$ 7204 

$ 4,044 
(4,200) 

220 

23,695 

23,759 

(15,000) 

(15,000) 

(1,588) 

(6.51 1) 

18,099) 

660 

21. OTHER NONINTEREST EXPENSE 

There is no item that as a component of noninterest expense, exceeds 1% of the aggregate of total 
interest income and noninterest income for the years ended December 31,2004,2003, and 2002 
respectively. 
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22. SUMMARY OF QUARTERLY FINANCIAL INFORMATION (UNAUDITED) 

Interest and dividend income 
Interest expense 

Net interest and dividend income 

Provision for loan losses 
Noninterest income 
Gains on sales and writedowns 

of securities, net 
Noninterest expense 

Income before income taxes 

Income taxes 

Net income 

Basic earnings per share 

Diluted earnings per share 

Interest and dividend income 
Interest expense 

Net interest and dividend income 

Provision for loan losses 
Noninterest income 
Gains on sales and writedowns 

of securities, net 
Noninterest expense 

Income before income taxes 

Income taxes (1) 

Net income 

Basic (loss) earnings per share 

Diluted (loss) earnings per share 

2004 
First Quarter Second Quarter Third Quarter Fourth Quarter 

(Dollars in thousands, except per share amounts) 

$ 8,621 
2,751 

5.870 

150 
586 

478 
4,483 

2,301 

694 

$..._l$nz 

$ 0.16 

$ 0 16 

$ 8,372 
2,684 

5.688 

125 
888 

389 
4.480 

2,360 

727 

w 
$ 0.17 

$ 0.16 

$ 8,577 
2.688 

5.889 

200 
778 

0 
4.286 

2,181 

627 

$ 1554 

$ 0.16 

$ 0.16 

$ 8,858 
2,790 

6,068 

275 
767 

10 
4.527 

2,043 

514 

u 
$ 0.16 

$ 0.16 

2003 
First Quarter Second Quarter Third Quarter Fourth Quarter 

(Dollars in thousands, except per share amounts) 

$ 9,673 $ 8.991 $ 8,393 $ 8,578 
3,957 3.575 3,320 3.006 

5,716 5.416 5,073 5,572 

200 150 
624 639 

150 250 
710 642 

60 53 70 276 
4,629 4,478 4,315 4,208 

1,571 1,480 1,388 2,032 

3,177 (1.253) 337 559 

$ = 4 u m -  uw 
$ (0.16) $ 0.27 $ 0.11 $ 0.15 

$ (0.16) $ 0.27 $ 0.10 $ 0.14 

(1) During the first quarter of 2003, the Company accrued an amount of $2.9 million, net of federal 
benefit related to the REIT. As a result of the settlement with the Department of Revenue, the 
Company's second quarter financial results include a credit of approximately $1.45 million, 
representing a reversal of 40% of the charge taken in the first quarter. See Note 14, Income Taxes, 
in the notes to the consolidated financial statements. 
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CORPORATE INFORMATION 
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Westfield Financial, Inc.  
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www.westfieldbank.com 

Annual Meeting 
The Annual Meeting of the Shareholders of Westfield Financial, Inc. will be held on 
Friday, May 20, 2005 a t  ten o'clock in the morning at  Tekoa Country Club, 459 
Russell Road, Westfield, Massachusetts. 
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Thacher Proffitt &Wood LLP 
1700 Pennsylvania Avenue, NW 
Washington, DC 20006 
202-347-8400 

Transfer Agent and Registrar 
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Shareholder Relations 
Westfield Financial, Inc. shareholders and the public are encouraged to  contact us 
with any questions or comments. Questions pertaining to  the material presented in 
this report and requests for a copy of the Annual Report on Form 10-K filed with 
the Securities and Exchange Commission should be directed to:  
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141 Elm Street 
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Common Stock Listing 
Westfield Financial, Inc.  common stock is listed on the American Stock Exchange 
and is traded under the symbol 'WFD". 
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