
ABM INDUSTRIES INC /DE/
Form 10-Q
March 04, 2010

Edgar Filing: ABM INDUSTRIES INC /DE/ - Form 10-Q

1



Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
FORM 10-Q

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended January 31, 2010
OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from                      to
Commission file number: 1-8929

ABM INDUSTRIES INCORPORATED
(Exact name of registrant as specified in its charter)

Delaware 94-1369354

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

551 Fifth Avenue, Suite 300, New York,
New York 10176

(Address of principal executive offices) (Zip Code)
212/297-0200

(Registrant�s telephone number, including area code)
None

(Former name, former address and former fiscal year, if changed since last report)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes þ No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes o No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer þ Accelerated filer o Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller

reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
o No þ
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Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable
date.

Class Outstanding at February 26, 2010
Common Stock, $0.01 par value per share 51,917,607 shares
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

ABM INDUSTRIES INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

January
31, October 31,

(in thousands, except share amounts) 2010 2009
(Unaudited)

ASSETS

Current assets
Cash and cash equivalents $ 21,177 $ 34,153
Trade accounts receivable, net of allowances of $11,235 and $10,772 at
January 31, 2010 and October 31, 2009, respectively 476,910 445,241
Prepaid income taxes 12,205 13,473
Current assets of discontinued operations 8,480 10,787
Prepaid expenses 40,332 38,781
Notes receivable and other 17,567 21,374
Deferred income taxes, net 49,729 52,171
Insurance recoverables 4,917 5,017

Total current assets 631,317 620,997

Non-current assets of discontinued operations 3,573 4,567
Insurance deposits 42,289 42,500
Other investments and long-term receivables 5,884 6,240
Deferred income taxes, net 61,018 63,444
Insurance recoverables 65,800 67,100
Other assets 31,852 32,446
Investments in auction rate securities 19,651 19,531
Property, plant and equipment, net of accumulated depreciation of $96,715
and $92,563 at January 31, 2010 and October 31, 2009, respectively 57,562 56,892
Other intangible assets, net of accumulated amortization of $46,239 and
$43,464 at January 31, 2010 and October 31, 2009, respectively 57,425 60,199
Goodwill 547,830 547,237

Total assets $ 1,524,201 $ 1,521,153

See accompanying notes to the condensed consolidated financial statements.
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ABM INDUSTRIES INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(Continued)

January
31, October 31,

(in thousands, except share amounts) 2010 2009
(Unaudited)

LIABILITIES AND STOCKHOLDERS� EQUITY

Current liabilities
Trade accounts payable $ 79,524 $ 84,701
Accrued liabilities
Compensation 83,658 93,095
Taxes � other than income 20,401 17,539
Insurance claims 78,174 78,144
Other 70,629 66,279
Income taxes payable 1,950 1,871
Current liabilities of discontinued operations 1,170 1,065

Total current liabilities 335,506 342,694

Income taxes payable 20,713 17,763
Line of credit 172,000 172,500
Retirement plans and other 31,983 32,963
Insurance claims 267,883 268,183

Total liabilities 828,085 834,103

Commitments and Contingencies

Stockholders� equity
Preferred stock, $0.01 par value; 500,000 shares authorized; none issued � �
Common stock, $0.01 par value; 100,000,000 shares authorized; 51,884,698
and 51,688,218 shares issued at January 31, 2010 and October 31, 2009,
respectively 519 517
Additional paid-in capital 179,813 176,480
Accumulated other comprehensive loss, net of taxes (2,350) (2,423)
Retained earnings 518,134 512,476

Total stockholders� equity 696,116 687,050

Total liabilities and stockholders� equity $ 1,524,201 $ 1,521,153

See accompanying notes to the condensed consolidated financial statements.
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ABM INDUSTRIES INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended
January 31

(in thousands, except per share data) 2010 2009
(Unaudited)

Revenues $ 869,884 $ 887,472

Expenses
Operating 782,101 787,268
Selling, general and administrative 62,802 71,387
Amortization of intangible assets 2,775 2,823

Total expenses 847,678 861,478

Operating profit 22,206 25,994
Interest expense 1,215 1,668

Income from continuing operations before income taxes 20,991 24,326
Provision for income taxes 8,155 9,571

Income from continuing operations 12,836 14,755
Loss from discontinued operations, net of taxes (61) (538)

Net income $ 12,775 $ 14,217

Net income per common share � Basic
Income from continuing operations $ 0.25 $ 0.29
Loss from discontinued operations � (0.01)

Net Income $ 0.25 $ 0.28

Net income per common share � Diluted
Income from continuing operations $ 0.24 $ 0.29
Loss from discontinued operations � (0.01)

Net Income $ 0.24 $ 0.28

Weighted-average common and common equivalent shares outstanding
Basic 51,821 51,110
Diluted 52,548 51,470

Dividends declared per common share $ 0.135 $ 0.130
See accompanying notes to the condensed consolidated financial statements.
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ABM INDUSTRIES INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Ended
January 31

(in thousands) 2010 2009 (Note 1)
(Unaudited)

Cash flows from operating activities:
Net income $ 12,775 $ 14,217
Loss from discontinued operations, net of taxes (61) (538)

Income from continuing operations 12,836 14,755
Adjustments to reconcile income from continuing operations to net cash
(used in) provided by continuing operating activities:
Depreciation and amortization of intangible assets 8,493 7,306
Deferred income taxes 4,868 3,361
Share-based compensation expense 1,960 1,493
Provision for bad debt 606 1,286
Discount accretion on insurance claims 228 312
Gain on sale of assets (92) (43)
Changes in operating assets and liabilities, net of effects of acquisitions
Trade accounts receivable (32,276) (28,253)
Prepaid expenses and other current assets 2,241 (2,642)
Insurance recoverables 1,400 �
Other assets and long-term receivables 1,161 (2,147)
Income taxes payable 4,286 2,306
Retirement plans and other non-current liabilities (928) (1,776)
Insurance claims payable (498) 615
Trade accounts payable and other accrued liabilities (16,505) 16,887

Total adjustments (25,056) (1,295)

Net cash (used in) provided by continuing operating activities (12,220) 13,460
Net cash provided by discontinued operating activities 3,307 12,619

Net cash (used in) provided by operating activities (8,913) 26,079

Cash flows from investing activities:
Additions to property, plant and equipment (7,379) (5,441)
Proceeds from sale of assets 1,043 415
Purchase of businesses (588) (623)

Net cash used in investing activities (6,924) (5,649)

Cash flows from financing activities:
Proceeds from exercises of stock options (including income tax benefit) 1,251 463
Dividends paid (6,992) (6,641)
Borrowings from line of credit 131,000 173,000
Repayment of borrowings from line of credit (131,500) (176,000)
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Changes in book cash overdrafts 9,102 (13,852)

Net cash provided by (used in) financing activities 2,861 (23,030)

Net decrease in cash and cash equivalents (12,976) (2,600)
Cash and cash equivalents at beginning of period 34,153 26,741

Cash and cash equivalents at end of period $ 21,177 $ 24,141

Supplemental Data:
Cash (refunded) paid for income taxes, net of refunds received $ (1,243) $ 3,915
Tax effect from exercise of options 241 8
Cash received from exercise of options 1,010 455
Interest paid on line of credit $ 979 $ 1,908

See accompanying notes to the condensed consolidated financial statements.
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ABM INDUSTRIES INCORPORATED AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)
1. Basis of Presentation
The accompanying condensed consolidated financial statements of ABM Industries Incorporated (�ABM�, and together
with its subsidiaries, the �Company�) contained in this report are unaudited and should be read in conjunction with the
consolidated financial statements and accompanying notes filed with the U.S. Securities and Exchange Commission
(�SEC�) in ABM�s Annual Report on Form 10-K for the fiscal year ended October 31, 2009. All references to years are
to the Company�s fiscal year, which ends on October 31.
The accompanying condensed consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America (�GAAP�). The preparation of financial statements in
accordance with GAAP requires management to make estimates and assumptions that affect the amounts reported in
ABM�s condensed consolidated financial statements and the accompanying notes. These estimates are based on
information available as of the date of these financial statements. The current economic environment and its potential
effect on the Company�s clients have combined to increase the uncertainty inherent in such estimates and assumptions.
As future events and their effects cannot be determined with precision, actual results could differ significantly from
these estimates. Changes in those estimates resulting from continuing changes in the economic environment will be
reflected in the financial statements in future periods. In the opinion of management, the accompanying condensed
consolidated financial statements reflect all adjustments, which are normal and recurring, necessary to fairly state the
information for each period contained therein. The results of operations for the three months ended January 31, 2010
are not necessarily indicative of the operating results that might be expected for the full fiscal year or any future
periods.
Immaterial Correction
The presentation of the accompanying condensed consolidated statements of cash flows for the three months ended
January 31, 2009, corrects the presentation of cash and cash equivalents and changes in book cash overdrafts related to
offsetting of positive and negative book cash balances. The effects of the correction, which had no impact on the
Company�s previously reported earnings for any periods, are presented in the following table:

Three Months Ended
January 31, 2009

As
Previously As

(in thousands) Reported Corrected

Net cash used in financing activities $ (9,178) $ (23,030)
2. Recently Adopted Accounting Pronouncements
Effective November 1, 2009, the Company adopted the Financial Accounting Standards Board (�FASB�) updated
authoritative standard for accounting for business combinations, which is included in Accounting Standards
Codification TM (�ASC�) Topic 805 �Business Combinations� (�ASC 805�). Upon adoption, on November 1, 2009, the
Company expensed approximately $1.0 million of deferred acquisition costs for acquisitions currently being pursued.
This authoritative standard will impact the way in which the Company accounts for future business combinations.
Effective November 1, 2009, the Company adopted the FASB updated authoritative standard for determining the
useful life of intangible assets, which is included in ASC Topic 350-30 �General Intangibles Other than Goodwill�
(�ASC 350-30�). This authoritative standard amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of a recognized intangible asset and requires additional
disclosures. The disclosure requirements must be applied prospectively to all intangible assets recognized as of the
effective date. This authoritative standard had no impact on the Company�s condensed consolidated interim financial
statements, but could impact the way in which the useful lives of intangible assets acquired in a business combination
will be determined for future acquisitions, if renewal or extension terms are apparent.
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Effective November 1, 2009, the Company adopted the FASB updated authoritative standard on employers�
disclosures about post-retirement benefit plan assets, which is included in ASC Topic 715 �Compensation�Retirement
Benefits� (�ASC 715�). The authoritative standard expands the annual disclosures by adding required disclosures about
how investment allocation decisions are made by management, major categories of plan assets and significant
concentrations of risk. Additionally, it is now required for an employer to disclose information about the valuation of
plan assets similar to that required under ASC Topic 820 �Fair Value Measurements and Disclosures� (�ASC 820�). This
authoritative standard will not have an impact on the Company�s condensed consolidated interim financial statements
as it only amends required annual disclosures.
Effective November 1, 2009, the Company adopted the FASB authoritative standard on fair value measurements for
non-financial assets and non-financial liabilities measured on a non-recurring basis, which is included in ASC 820.
The Company�s non-financial assets and non-financial liabilities principally consist of intangible assets acquired
through business combinations and long-lived assets. During the three months ended January 31, 2010, the Company
did not re-measure any non-financial assets or non-financial liabilities at fair value, therefore, this authoritative
standard did not have an impact on the Company�s condensed consolidated interim financial statements. This
authoritative standard will impact the way in which fair value is measured and disclosed for non-financial assets and
non-financial liabilities that are measured at fair value on a non-recurring basis in periods subsequent to initial
recognition.
3. Fair Value Measurements
As required by ASC 820, fair value is determined based on inputs or assumptions that market participants would use
in pricing an asset or a liability. These assumptions consist of (1) observable inputs � market data obtained from
independent sources, or (2) unobservable inputs - market data determined using the company�s own assumptions about
valuation. ASC 820 establishes a hierarchy to prioritize the inputs to valuation techniques, with the highest priority
being given to Level 1 inputs and the lowest priority to Level 3 inputs, as described below:
Level 1 � Quoted prices for identical instruments in active markets;
Level 2 � Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations in which all significant inputs or significant value-drivers
are observable in active markets; and
Level 3 � Unobservable inputs.
Financial assets and liabilities measured at fair value on a recurring basis are summarized in the table below:

Fair Value Measurements
Fair Value at Using Inputs Considered as

(in thousands)
January 31,

2010 Level 1 Level 2 Level 3

Assets
Assets held in funded deferred compensation
plan (a) $ 5,468 $ 5,468 $ � $ �
Investments in auction rate securities (b) 19,651 � � 19,651

Total assets $ 25,119 $ 5,468 $ � $ 19,651

Liabilities
Interest rate swap (c) $ 1,062 $ � $ 1,062 $ �

Total liabilities $ 1,062 $ � $ 1,062 $ �

Edgar Filing: ABM INDUSTRIES INC /DE/ - Form 10-Q

Table of Contents 14



(a) The fair value of
the assets held
in the deferred
compensation
plan is based on
quoted market
prices.

(b) The fair value of
the investments
in auction rate
securities is
based on
discounted cash
flow valuation
models,
primarily
utilizing
unobservable
inputs. See Note
4, �Auction Rate
Securities�.

(c) The fair value of
the interest rate
swap is
estimated based
on the present
value of the
difference
between
expected cash
flows calculated
at the contracted
interest rates
and the
expected cash
flows at current
market interest
rates using
observable
benchmarks for
LIBOR forward
rates at the end
of the period.
See Note 7,
�Line of Credit
Facility�.
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See Note 4, �Auction Rate Securities�, for a roll-forward of assets measured at fair value using significant unobservable
Level 3 inputs.

8

Edgar Filing: ABM INDUSTRIES INC /DE/ - Form 10-Q

Table of Contents 16



Table of Contents

Other Financial Assets and Liabilities
Due to the short-term maturities of the Company�s cash, cash equivalents, receivables, payables, and current assets and
liabilities of discontinued operations, the carrying value of these financial instruments approximates their fair market
values. Due to the variable interest rates, the fair value of outstanding borrowings under the Company�s $450.0 million
line of credit approximates its carrying value of $172.0 million. The carrying value of the receivables included in
non-current assets of discontinued operations of $3.6 million and the acquired insurance deposits related to acquired
self-insurance claims of $42.3 million approximates fair market value.
Other financial instruments of $1.4 million included in other investments and long-term receivables have no quoted
market prices and, accordingly, a reasonable estimate of fair value could not be made without incurring excessive
costs.
4. Auction Rate Securities
As of January 31, 2010, the Company held investments in auction rate securities from five different issuers having an
original principal amount of $5.0 million each (aggregating $25.0 million). At January 31, 2010 and October 31, 2009,
the estimated fair value of these securities, in total, was approximately $19.7 million and $19.5 million, respectively.
These auction rate securities are debt instruments with stated maturities ranging from 2025 to 2050, for which the
interest rate is designed to be reset through Dutch auctions approximately every 30 days. However, auctions for these
securities have not occurred since August 2007.
The Company estimates the fair values of auction rate securities it holds utilizing a discounted cash flow model, which
considers, among other factors, assumptions about: (1) the underlying collateral; (2) credit risks associated with the
issuer; (3) contractual maturity; (4) credit enhancements associated with financial insurance guarantees, if any; and
(5) assumptions about when, if ever, the security might be re-financed by the issuer or have a successful auction
(presently assumed to be approximately 4 to 8 years). Since there can be no assurance that auctions for these securities
will be successful in the near future, the Company has classified its auction rate securities as long-term investments.
The Company�s determination of whether impairments of its auction rate securities are other-than-temporary is based
on an evaluation of several factors, circumstances and known or reasonably supportable trends including, but not
limited to: (1) the Company�s intent to not sell the securities; (2) the Company�s assessment that it is not more likely
than not that the Company will be required to sell the securities before recovering its cost basis; (3) expected defaults;
(4) the decline in ratings for the auction rate securities or the underlying collateral; (5) the rating of the associated
guarantor (where applicable); (6) the nature and value of the underlying collateral expected to service the investment;
(7) actual historical performance of the security in servicing its obligations; and (8) actuarial experience of the
underlying re-insurance arrangement (where applicable) which in certain circumstances may have preferential rights
to the underlying collateral. Based on the Company�s analysis of the above factors, no other-than-temporary
impairment was identified during the three months ended January 31, 2010.
The Company�s determination of whether an other-than-temporary impairment represents a credit loss is based upon
the difference between the present value of the expected cash flows to be collected and the amortized cost basis of the
security. Significant assumptions used in estimating the credit loss include: (1) default rates for the security and the
monoline insurer, if any (which were based on published historical default rates of similar securities and consideration
of current market trends) and (2) the expected terms of the securities (which represents the Company�s view of when
market efficiencies for the securities may be restored). Adverse changes in any of these factors could result in further
material declines in fair value and an additional other-than-temporary impairment in the future.
The following table presents the changes in the cost basis and fair value of the Company�s auction rate securities for
the three months ended January 31, 2010:

Fair Value
(in thousands) Cost Basis (Level 3)

Balance at beginning of year $ 23,434 $ 19,531
Unrealized gains � 171
Unrealized losses � (51)
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Balance at January 31, 2010 $ 23,434 $ 19,651
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At January 31, 2010 and October 31, 2009, unrealized losses of $3.8 million ($2.2 million net of tax) and $3.9 million
($2.3 million net of tax) were recorded in accumulated other comprehensive loss, respectively.
5. Net Income per Common Share
Basic net income per common share is net income divided by the weighted average number of shares outstanding
during the period. Diluted net income per common share is based on the weighted average number of shares
outstanding during the period, adjusted to include the assumed exercise and conversion of certain stock options,
restricted stock units and performance shares. The calculation of basic and diluted net income per common share is as
follows:

Three Months Ended
January 31

(in thousands, except per share data) 2010 2009

Income from continuing operations $ 12,836 $ 14,755
Loss from discontinued operations, net of taxes (61) (538)

Net income $ 12,775 $ 14,217

Weighted-average common shares outstanding � Basic 51,821 51,110
Effect of dilutive securities:
Stock options 389 196
Restricted stock units 262 105
Performance shares 76 59

Weighted-average common shares outstanding � Diluted 52,548 51,470

Net income per common share
Basic $ 0.25 $ 0.28
Diluted $ 0.24 $ 0.28
The diluted net income per common share excludes certain stock options and restricted stock units since the effect of
including these stock options and restricted stock units would have been anti-dilutive as follows:

Three Months Ended
January 31

(in thousands) 2010 2009

Stock options 846

See accompanying notes to consolidated financial statements.
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BERKSHIRE HILLS BANCORP, INC.
CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended    
March 31,    

(In thousands, except per share data) 2007 2006
Interest and dividend income
Loans $ 28,522 $ 22,356
Securities and other 2,948 4,714
Total interest and dividend income 31,470 27,070
Interest expense
Deposits 11,949 8,756
Borrowings and junior subordinated debenture 4,331 3,706
Total interest expense 16,280 12,462
Net interest income 15,190 14,608
Non-interest income
Insurance commissions and fees 4,991 908
Deposit service fees 1,514 1,286
Wealth management fees 919 756
Loan service fees 309 226
Total fee income 7,733 3,176
Gain on sale of securities, net 81 497
Other 423 418
Total non-interest income 8,237 4,091
Total net revenue 23,427 18,699
Provision for loan losses 750 290
Non-interest expense
Salaries and employee benefits 8,511 5,653
Occupancy and equipment 2,486 1,931
Marketing, data processing, and professional services 1,947 1,630
Non-recurring expense 153 -
Amortization of intangible assets 662 478
Other 1,650 1,533
Total non-interest expense 15,409 11,225

Income before income taxes 7,268 7,184
Income tax expense 2,326 2,366
Net income $ 4,942 $ 4,818

Basic earnings per share $ 0.57 $ 0.57
Diluted earnings per share $ 0.56 $ 0.55
Average shares outstanding
Basic 8,662 8,476
Diluted 8,842 8,755

See accompanying notes to consolidated financial statements.
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BERKSHIRE HILLS BANCORP, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Three Months Ended March
31,

(In thousands) 2007 2006

Total stockholders' equity at beginning of period $ 258,161 $ 246,066
Comprehensive income:
Net income 4,942 4,818
Change in net unrealized gain (loss) on securities available-for-sale,
net of reclassification adjustments and tax effects 154 (2,093)
Net gain (loss) on derivative instruments 3 (24)
Total comprehensive income 5,099 2,701
Cash dividends declared ($0.14 per share) (1,220) (1,203)
Treasury stock purchased (378) (2,140)
Exercise of stock options 1,078 1,221
Reissuance of treasury stock-other 979 1,608
Stock-based compensation 196 84
Tax benefit from stock compensation  -  574
Change in unearned compensation (828) (1,274)
Total stockholders' equity at end of period $ 263,087 $ 247,637

See accompanying notes to consolidated financial statements.
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BERKSHIRE HILLS BANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Ended March
31,

(In thousands) 2007 2006
Cash flows from operating activities:
Net income $ 4,942 $ 4,818
Adjustments to reconcile net income to net cash provided by operating activities
Provision for loan losses 750 290
Depreciation, amortization, and deferrals, net 1,361 497
Stock-based compensation 346 421
Excess tax benefits from stock-based payment arrangements  0  (574) 
Increase in cash surrender value of bank-owned life insurance policies (241) (293)
Net gains on sales of securities and loans, net (81) (497)
Deferred income tax (benefit) provision, net (4) 490
Net change in loans held for sale - 826
Net change in all other assets (1,602) (501)
Net change in other liabilities (302) 1,061
Net cash provided by operating activities 5,169 6,538

Cash flows from investing activities:
Sales of securities available for sale 2,046 1,027
Payments on securities available for sale 11,383 13,491
Purchases of securities available for sale (10,019) (11,315)
Payments on securities held to maturity 2,977 5,362
Purchases of securities held to maturity (1,161) (4,301)
Increase in loans, net (31,366) (32,257)
Capital expenditures (2,234) 700
Total net cash used by investing activities (28,374) (27,293)

Cash flows from financing activities:
Net increase in deposits 13,674 79,336
Proceeds from Federal Home Loan Bank advances 74,325 20,000
Repayments of Federal Home Loan Bank advances (62,692) (81,188)
Repayment of bank note  (5,000) 
Treasury stock purchased (378) (2,140)
Proceeds from reissuance of treasury stock 1,078 2,067
Excess tax benefits from stock-based payment arrangements  -  574
Cash dividends paid (1,220) (1,203)
Net cash provided by financing activities 19,787 17,446

Net change in cash and cash equivalents (3,418) (3,309)
Cash and cash equivalents at beginning of period 30,985 31,087
Cash and cash equivalents at end of period $ 27,567 $ 27,778

Supplemental cash flow information:
Interest paid on deposits $ 11,994 $ 8,699
Interest paid on borrowed funds 4,319 3,852
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Income taxes paid, net 871 (77)

See accompanying notes to consolidated financial statements.
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BERKSHIRE HILLS BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. GENERAL

Basis of Presentation and Consolidation, and Use of Estimates

The consolidated financial statements include the accounts of Berkshire Hills Bancorp, Inc. ("Berkshire" or the
"Company") and its wholly-owned subsidiaries: Berkshire Bank (the "Bank") and Berkshire Insurance Group, but
exclude its wholly-owned subsidiary Berkshire Hills Capital Trust I, which is accounted for using the equity
method.  The consolidated financial statements and notes thereto have been prepared in conformity with U.S.
generally accepted accounting principles for interim financial information and with the instructions to Form 10-Q and
Rule 10-01 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by U.S.
generally accepted accounting principles for complete financial statements. In the opinion of management, all
adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation have been included.
All significant intercompany transactions have been eliminated in consolidation. The results of operations for the three
months ended March 31, 2007 are not necessarily indicative of the results which may be expected for the year.

The preparation of the consolidated financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities, as of the date of the consolidated financial statements, and
the reported amounts of revenues and expenses for the periods presented. Actual results could differ from those
estimates. Material estimates that are susceptible to near-term changes include the determination of the allowance for
loan losses, tax related assets and liabilities, and the carrying value of goodwill and other intangible assets.  These
consolidated financial statements should be read in conjunction with the audited consolidated financial statements and
notes thereto included in Berkshire’s Annual Report on Form 10-K for the year ended December 31, 2006.

Business

Through its wholly-owned subsidiaries, the Company provides a variety of financial services to individuals,
municipalities and businesses through its offices in Western Massachusetts and Northeastern New York. Its primary
deposit products are checking, NOW, money market, savings, and time deposit accounts.  Its primary lending products
are residential mortgage, commercial mortgage, commercial business loans and consumer loans. The Company offers
electronic banking, cash management, and other transaction and reporting services. The Company offers wealth
management services including trust, financial planning, and investment services. The Company is the agent for
complete lines of property and casualty, life, disability, and health insurance.
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BERKSHIRE HILLS BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Earnings Per Common Share

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

Three Months Ended    
March 31,    

(In thousands, except per share data) 2007 2006
Net income applicable to common stock $ 4,942 $ 4,818

Average number of common shares outstanding 8,752 8,578
Adjustment for average unallocated SERP and ESOP shares - 6
Less: average number of unvested stock award shares (90) (108)
Average number of basic shares outstanding 8,662 8,476
Plus: average number of unvested stock award shares 90 108
Plus: average number of dilutive shares based on stock options 90 171
Average number of diluted shares outstanding 8,842 8,755

Basic earnings per share $ 0.57 $ 0.57
Diluted earnings per share $ 0.56 $ 0.55

Recent Accounting Pronouncements

Statements of Financial Accounting Standards (“SFAS”)

SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments — an amendment of FASB Statements No. 133 and
140.” SFAS 155 amends SFAS 133, “Accounting for Derivative Instruments and Hedging Activities” and SFAS 140,
“Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.” SFAS 155 (i) permits
fair value remeasurement for any hybrid financial instrument that contains an embedded derivative that otherwise
would require bifurcation, (ii) clarifies which interest-only strips and principal-only strips are not subject to the
requirements of SFAS 133, (iii) establishes a requirement to evaluate interests in securitized financial assets to
identify interests that are freestanding derivatives or that are hybrid financial instruments that contain an embedded
derivative requiring bifurcation, (iv) clarifies that concentrations of credit risk in the form of subordination are not
embedded derivatives, and (v) amends SFAS 140 to eliminate the prohibition on a qualifying special purpose entity
from holding a derivative financial instrument that pertains to a beneficial interest other than another derivative
financial instrument. Adoption of SFAS 155 on January 1, 2007 did not have a significant impact on the Company's
financial statements.

SFAS No. 156, “Accounting for Servicing of Financial Assets — an amendment of FASB Statement No. 140.” SFAS 156
amends SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities — a
replacement of FASB Statement No. 125,” by requiring, in certain situations, an entity to recognize a servicing asset or
servicing liability each time it undertakes an obligation to service a financial asset by entering into a servicing
contract. All separately recognized servicing assets and servicing liabilities are required to be initially measured at fair
value. Subsequent measurement methods include the amortization method, whereby servicing assets or servicing
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liabilities are amortized in proportion to and over the period of estimated net servicing income or net servicing loss or
the fair value method, whereby servicing assets or servicing liabilities are measured at fair value at each reporting
date, and changes in fair value are reported in earnings in the period in which they occur. If the amortization method is
used, an entity must assess servicing assets or servicing liabilities for impairment or increased obligation based on the
fair value at each reporting date.  Adoption of SFAS 156 on January 1, 2007 did not have a significant impact on the
Company's financial statements.
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SFAS No. 157, “Fair Value Measurements.” SFAS 157 defines fair value, establishes a framework for measuring fair
value in generally accepted accounting principles, and expands disclosures about fair value measurements. SFAS 157
is effective for the Company on January 1, 2008 and is not expected to have a significant impact on the Company’s
financial statements.

SFAS No. 159, “The Fair Value Option for FinancialAssets and Financial Liabilities.” SFAS 159 permits all entities to
choose to elect to measure eligible financial instruments at fair value. A business entity shall report unrealized gains
and losses on items for which the fair value option has been elected in earnings. Eligible items include any recognized
financial assets and liabilities with certain exceptions including but not limited to, deposit liabilities, investments in
subsidiaries, and certain deferred compensation arrangements. The decision about whether to elect the fair value
option is generally applied on an instrument -by-instrument basis, is generally irrevocable, and is applied only to an
entire instrument and not to only specified risks, specific cash flows, or portions of that instrument. This Statement is
effective as of the beginning of each reporting entity’s first fiscal year that begins after November 15, 2007.
Management is currently analyzing the impact of making this election for any of the Company’s eligible financial
assets or liabilities.

Financial Accounting Standards Board (“FASB”) Interpretation and Task Force Issue

FASB Interpretation (“FIN”) No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement
109.”   The Company adopted the provisions of FIN 48 effective January 1, 2007.  FIN 48 prescribes a recognition
threshold and a measurement attribute for the financial statement recognition and measurement of a tax position taken
or expected to be taken in a tax return. Benefits from tax positions should be recognized in the financial statements
only when it is more likely than not that the tax position will be sustained upon examination by the appropriate taxing
authority that would have full knowledge of all  relevant information. A tax position that meets the
more-likely-than-not recognition threshold is measured at the largest amount of benefit that is greater than fifty
percent likely of being realized upon ultimate settlement. Tax positions that previously failed to meet the
more-likely-than-not recognition threshold should be recognized in the first subsequent financial reporting period in
which that threshold is met. Previously recognized tax positions that no longer meet the more-likely-than-not
recognition threshold should be derecognized in the first subsequent financial reporting period in which that threshold
is no longer met. FIN 48 also provides guidance on the accounting for and disclosure of unrecognized tax benefits,
interest and penalties. Adoption of FIN 48 did not have a significant impact on the Company's financial
statements.  The Company files income tax returns in the U.S. federal jurisdiction.  The Company is no longer subject
to U.S. federal income tax examinations by tax authorities for years before 2004.  The Company accounts for interest
and penalties related to uncertain tax positions as part of its provision for federal and state income taxes.

EITF No. 06-10, “Accounting for Deferred Compensation and Postretirement Benefit Aspects of Collateral Assignment
Split-Dollar Life Insurance Arrangements.”  In March 2007, the EITF reached a final consensus on Issue No. 06-10
(“EITF 06-10”), “Accounting for Deferred Compensation and Postretirement Benefit Aspects of Collateral Assignment
Split-Dollar Life Insurance Arrangements.” EITF 06-10 requires employers to recognize a liability for the
post-retirement benefit related to collateral assignment split-dollar life insurance arrangements in accordance with
SFAS No. 106 or APB Opinion No. 12. EITF 06-10 also requires employers to recognize and measure an asset based
on the nature and substance of the collateral assignment split-dollar life insurance arrangement. The provisions of
EITF 06-10 are effective for the Company on January 1, 2008, with earlier application permitted, and are to be applied
as a change in accounting principle either through a cumulative-effect adjustment to retained earnings or other
components of equity or net assets in the statement of financial position as of the beginning of the year of adoption; or
as a change in accounting principle through retrospective application to all prior periods. The Company is in the
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. SECURITIES

A summary of securities follows:

Amortized Fair
(In thousands) Cost Value
March 31, 2007
Securities Available for Sale
Debt securities:
Municipal bonds and obligations $ 62,730 $ 63,465
Mortgage-backed securities, other 91,431 90,956
Other bonds and obligations 14,207 14,218
Total debt securities 168,368 168,639
Equity securities:
Federal Home Loan Bank stock 19,720 19,720
Other equity securities 2,551 3,095
Total equity securities 22,271 22,815
Total securities available for sale 190,639 191,454

Securities Held to Maturity
Municipal bonds and obligations 34,119 33,581
Mortgage-backed securities 4,033 3,953
Total securities held to maturity 38,152 37,534
Total securities $ 228,791 $ 228,988

Amortized Fair
(In thousands) Cost Value
December 31, 2006
Securities Available for Sale
Debt securities:
Municipal bonds and obligations $ 63,788 $ 64,503
Mortgage-backed securities 85,102 84,334
Other bonds and obligations 20,392 20,439
Total debt securities 169,282 169,276
Equity securities:
Federal Home Loan Bank stock 21,766 21,766
Other equity securities 2,921 3,164
Total equity securities 24,687 24,930
Total securities available for sale 193,969 194,206

Securities Held to Maturity
Municipal bonds and obligations 35,572 35,286
Mortgage-backed securities 4,396 4,400
Total securities held to maturity 39,968 39,686
Total securities $ 233,937 $ 233,892
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3. LOANS

Loans consisted of the following:

March 31, 2007
December 31,

2006
(Dollars in millions) Balance Balance
Residential mortgages:
1 - 4 Family $ 574 $ 567
Construction 34 32
Total residential mortgages 608 599

Commercial mortgages:
Construction 132 130
Single and multi-family 66 65
Other commercial mortgages 392 372
Total commercial mortgages 590 567

Commercial business loans 189 190
Total commercial loans 779 757

Consumer loans:
Auto 202 196
Home equity and other 141 147
Total consumer loans 343 343
Total loans $ 1,730 $ 1,699

4. LOAN LOSS ALLOWANCE

Activity in the allowance for loan losses was as follows:

Three Months Ended March 31,
(In thousands) 2007 2006
Balance at beginning of period $ 19,370 $ 13,001
Provision for loan losses 750 290
Loans charged-off (627) (331)
Recoveries 159 130
Balance at end of period $ 19,652 $ 13,090
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5. DEPOSITS

A summary of period end time deposits is as follows:

March 31, 2007
December 31,

2006
(Dollars in millions) Balance Balance
Time less than $100,000 $ 381 $ 370
Time $100,000 or more 294 280
Brokered time 29 42
Total time deposits $ 704 $ 692

6. REGULATORY CAPITAL

The Bank’s actual and required capital ratios were as follows:

FDIC Minimum 

March 31, 2007 
December 31,

2006 
to be Well

Capitalized 

Total capital to risk weighted assets 10.3% 10.3% 10.0%

Tier 1 capital to risk weighted assets 9.2 9.1 6.0

Tier 1 capital to average assets 7.8 7.7 5.0

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

7. STOCK-BASED COMPENSATION PLANS

A combined summary of activity in the Company’s stock award and stock option plans for the three months ended
March 31, 2007 is presented in the following table:

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, 2006 93 $ 30.98 586 $ 20.62
Granted 34 33.75 20 33.46
Stock options exercised - - (71) 15.26
Stock awards vested (40) 30.76 - -
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Forfeited (2) 34.15 (1) 22.30
Balance, March 31, 2007 85 $ 32.11 534 $ 21.81

During the three months ended March 31, 2007 and 2006, proceeds from stock option exercises totaled $1.1 million
and $1.2 million, respectively. During the three months ended March 31, 2007, there were 105,000 shares issued in
connection with stock option exercises and non-vested stock awards.  All of these shares were issued from available
treasury stock. Stock-based compensation expense totaled $346 thousand and $421 thousand during the three months
ended March 31, 2007 and 2006. Stock-based compensation expense is recognized ratably over the requisite service
period for all awards.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

8. OPERATING SEGMENTS

The Company has two reportable operating segments, Banking and Insurance, that are delineated by the consolidated
subsidiaries of Berkshire Hills Bancorp.  Banking includes the activities of Berkshire Bank and its subsidiaries, which
provide commercial and consumer banking services.  Insurance includes the activities of Berkshire Insurance Group,
which provides commercial and consumer insurance services.  The only other consolidated financial activity of the
Company is the Parent, which consists of the transactions of Berkshire Hills Bancorp.  There are no income statement
eliminations and the total consolidated average assets are net of eliminations of $274 million in 2007 and $270
million in 2006.

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

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

Total
 (In thousands) Banking Insurance Parent Consolidated
 Three Months Ended March 31, 2007
 Net interest income $ 15,730 $ - $ (540) $ 15,190
 Provision for loan losses 750 - - 750
 Non-interest income 3,100 5,137 - 8,237
 Non-interest expense 12,759 2,500 150 15,409
 Income (loss) before income taxes 5,321 2,637 (690) 7,268
 Income tax expense 1,506 820 - 2,326
 Net income (loss) $ 3,815 $ 1,817 $ (690) $ 4,942

 Average assets (in millions) $ 2,123 $ 30 $ 278 $ 2,430

Total
 (In thousands) Banking Insurance Parent Consolidated
 Three Months Ended March 31, 2006
 Net interest income $ 14,851 $ - $ (243) $ 14,608
 Provision for loan losses 290 - - 290
 Non-interest income 3,181 910 - 4,091
 Non-interest expense 10,586 480 159 11,225
 Income (loss) before income taxes 7,156 430 (402) 7,184
 Income tax expense 2,083 158 125 2,366
 Net income (loss) $ 5,073 $ 272 $ (527) $ 4,818

 Average assets (in millions) $ 2,043 $ 5 $ 266 $ 2,314
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

Management’s discussion and analysis of financial condition and results of operations is intended to assist in
understanding the financial condition and results of operations of the Company. The following discussion and analysis
should be read in conjunction with the Company’s consolidated financial statements and the notes thereto appearing in
Part I, Item 1 of this document and with Management’s Discussion and Analysis included in the 2006 Annual Report
on Form 10-K. In the following discussion, income statement comparisons are against the same period of the previous
year and balance sheet comparisons are against the previous fiscal year-end, unless otherwise noted.  Operating results
discussed herein are not necessarily indicative of the results for the year ending December 31, 2007 or any future
period.   In management’s discussion and analysis of financial condition and results of operations, certain
reclassifications have been made to make prior periods comparable. Tax-equivalent adjustments are the result of
increasing income from tax-advantaged securities by an amount equal to the taxes that would be paid if the income
were fully taxable based on a 35% federal income tax rate.

Berkshire Hills Bancorp, Inc. is the holding company for Berkshire Bank. Established in 1846, Berkshire Bank is one
of Massachusetts' oldest and largest independent banks and the largest banking institution based in Western
Massachusetts. The Bank is headquartered in Pittsfield, Massachusetts with branches serving communities throughout
Western Massachusetts and Northeastern New York. The Bank is transitioning into a regional bank and is positioning
itself as the financial institution of choice in its retail and commercial markets, delivering exceptional customer
service and a broad array of competitively priced deposit, loan, insurance, wealth management and trust services, and
investment products.  Berkshire Hills Bancorp is also the holding company for Berkshire Insurance Group, which sells
all lines of insurance (personal, commercial, employee benefits, and life insurance) in ten locations in Massachusetts
and in affiliation with the branch offices of Berkshire Bank.

FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements that are based on assumptions and may describe future plans,
strategies and expectations of Berkshire Hills Bancorp, Inc. and subsidiaries. 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 assumptions and
describe future plans, strategies, and expectations of the Company, are generally 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, as
reflected in these forward-looking statements are reasonable, we can give no assurance that these plans, intentions or
expectations will be achieved or realized. Our ability to predict results or the actual effects of our plans and strategies
are inherently uncertain. Actual results, performance or achievements could differ materially from those contemplated,
expressed or implied by the forward-looking statements contained in this Form 10-Q. Important factors that could
cause actual results to differ materially from our forward-looking statements are set forth under Item 1A. - “Risk
Factors” in this Form 10-Q, and in other reports filed with the Securities and Exchange Commission. There are a
number of factors, many of which are beyond our control, that could cause actual conditions, events, or results to
differ significantly from those described in the forward-looking statements. These factors include, but are not limited
to: general economic conditions, either nationally or locally in some or all of the areas in which we conduct our
business; conditions in the securities markets or the banking industry; changes in interest rates and energy prices,
which may affect our net income or future cash flows; changes in deposit flows, and in demand for deposit, loan, and
investment products and other financial services in our local markets; changes in real estate values, which could
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impact the quality of the assets securing our loans; changes in the quality or composition of the loan or investment
portfolios; changes in competitive pressures among financial institutions or from non-financial institutions; the ability
to successfully integrate any assets, liabilities, customers, systems, and management personnel we may acquire into
our operations and our ability to realize related revenue synergies and cost savings within expected time frames; our
timely development of new and competitive products or services in a changing environment, and the acceptance of
such products or services by our customers; the outcome of pending or threatened litigation or of other matters before
regulatory agencies, whether currently existing or commencing in the future; changes in accounting principles,
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policies, practices, or guidelines; changes in legislation and regulation; operational issues and/or capital spending
necessitated by the potential need to adapt to industry changes in information technology systems on which we are
highly dependent; changes in the monetary and fiscal policies of the U.S. Government, including policies of the U.S.
Treasury and the Federal Reserve Board; war or terrorist activities; and other economic, competitive, governmental,
regulatory, and geopolitical factors affecting the Company’s operations, pricing, and services. Additionally, the timing
and occurrence or non-occurrence of events may be subject to circumstances beyond our control. You 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.

APPLICATION OF CRITICAL ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES, AND NEW
ACCOUNTING PRONOUNCEMENTS

The Company’s significant accounting policies are described in Note 1 to the consolidated financial statements in the
2006 Form 10-K. Please see those policies in conjunction with this discussion.   The accounting and reporting policies
followed by the Company conform, in all material respects, to accounting principles generally accepted in the United
States and to general practices within the financial services industry. The preparation of financial statements in
conformity with accounting principles generally accepted in the United States requires management to make estimates
and assumptions that affect the amounts reported in the financial statements and accompanying notes. While the
Company bases estimates on historical experience, current information and other factors deemed to be relevant, actual
results could differ from those estimates.

The Company considers accounting estimates to be critical to reported financial results if (i) the accounting estimate
requires management to make assumptions about matters that are highly uncertain and (ii) different estimates that
management reasonably could have used for the accounting estimate in the current period, or changes in the
accounting estimate that are reasonably likely to occur from period to period, could have a material impact on the
Company’s financial statements.

Accounting policies related to the allowance for loan losses, income taxes, and goodwill and identifiable intangible
assets are considered to be critical, as these policies involve considerable subjective judgment and estimation by
management.   For additional information regarding critical accounting policies, refer to Note 1 - Summary of
Significant Accounting Policies in the notes to consolidated financial statements and the sections captioned "Critical
Accounting Policies" and "Loan Loss Allowance" in Management's Discussion and Analysis of Financial Condition
and Results of Operations included in the 2006 Form 10-K. There have been no significant changes in the Company’s
application of critical accounting policies since year-end 2006, except for the implementation of FIN 48, which did
not have a significant impact on the Company’s financial statements.

Please refer to the note on Recent Accounting Pronouncements in Note 1 to the financial statements of this report for a
detailed discussion of new accounting pronouncements.
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Selected Financial Data

The following summary data is based in part on the consolidated financial statements and accompanying notes, and
other information appearing elsewhere in this Form 10-Q.

At or for the Three Months
Ended 

March 31,    
2007 2006

Performance Ratios:
Return on average assets 0.92% 0.94%
Return on average equity 7.57 7.64
Net interest margin 3.24 3.27
Stockholders' equity/total assets 12.10 12.04

Period Growth (annualized):
Total loans 7% 9%
Total deposits 3 23

Financial Data:  (In millions)
Total assets $ 2,175 $ 2,056
Total loans 1,730 1,453
Other earning assets 230 415
Total intangible assets 121 99
Deposits 1,535 1,451
Borrowings and debentures 367 352
Stockholders' equity 263 248

Asset Quality Ratios:
Net charge-offs (annualized)/average loans 0.11% 0.06%
Loan loss allowance/total loans 1.14 0.90
Nonperforming assets/total assets 0.39 0.04

Per Share Data:
Earnings - diluted $ 0.56 $ 0.55
Dividends declared 0.14 0.14
Book value 29.87 28.79
Common stock price:
High 34.82 36.08
Low 32.34 32.37
Close 33.65 34.94

For the Period: (In thousands)
Net interest income $ 15,190 $ 14,608
Provision for loan losses 750 290
Non-interest income 8,237 4,091
Non-interest expense 15,409 11,225
Net income 4,942 4,818
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Average Balances and Average Yields/Rate

The following table presents average balances and an analysis of average rates and yields on an annualized fully
taxable equivalent basis for the periods included.

Three Months Ended March 31,      
2007   2006   

Average Yield/Rate Average Yield/Rate

(Dollars in millions) Balance
(FTE
basis) Balance

(FTE
basis)

Assets
Loans
Residential mortgages $ 604 5.29% $ 555 5.09%
Commercial mortgages 578 7.47 428 7.23
Commercial business loans 188 8.09 153 7.46
Consumer loans 340 6.97 298 6.61
Total loans 1,710 6.76 1,434 6.21

Securities  and other 233 6.06 420 4.96
Total earning assets 1,943 6.63 1,854 5.99
Other assets 212 190
Total assets $ 2,155 $ 2,044

Liabilities and stockholders' equity
Deposits
NOW deposits $ 142 1.54% $ 141 1.01%
Money market deposits 294 3.63 270 3.12
Savings deposits 199 1.06 218 0.76
Time deposits 703 4.77 611 3.92
Total interest-bearing deposits 1,338 3.62 1,240 2.86
Borrowings and debentures 376 4.67 380 3.96
Total interest-bearing liabilities 1,714 3.85 1,620 3.12
Non-interest-bearing demand deposits 171 169
Other liabilities 8 5
Total liabilities 1,893 1,794

Stockholders' equity 262 250
Total liabilities and stockholders' equity $ 2,155 $ 2,044

Interest rate spread 2.78% 2.87%
Net interest margin 3.24% 3.27%

Supplementary Data
Total deposits $ 1,509 $ 1,409
Fully taxable equivalent income adjustment (in
thousands) 553 494
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and costs.
(2) The average balance of investment securities is based on amortized cost.
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SUMMARY

First quarter net income increased by $124 thousand (3%) to $4.94 million in 2007 compared to 2006.  First quarter
diluted earnings per share increased to $0.56 in 2007 compared to $0.55 in 2006.  First quarter financial highlights
included:

• 450% increase in insurance fee income
• 21% increase in other fee income

• 12% annualized commercial loan growth
• 7% annualized total loan growth

•7% annualized deposit growth excluding managed run-off of $13 million in brokered time deposits (3% annualized
growth in total deposits)

• 4% increase in net interest income
• Nonperforming loans were 0.39% of assets, compared to 0.35% at year-end 2006

• Annualized net charge-offs were 0.11% of average loans for the quarter

Insurance fees more than quadrupled due to the insurance agency acquisitions in the fourth quarter of 2006.  This
more than doubled non-interest income, boosting non-interest income to 35% of total net revenue.  This was an
important milestone in the Company’s efforts to diversify its revenue sources, defend against a persistent inverted yield
curve, and increase the product mix that the Company offers in its markets.  Balance sheet growth included 12%
annualized growth in commercial loans, which resulted in 7% annualized growth of total loans.  Deposits grew by 3%
annualized, and annualized deposit growth measured 7%, exclusive of managed run-off of brokered time deposits.
Year-over-year first quarter average transaction deposits increased by 1%, and net interest income increased by
4%.  The Company continued to emphasize credit quality.  It has no subprime lending programs and its annualized
loan charge-off rate was at 0.11% in the first quarter of 2007.

The Company unveiled its new branding and culture statement as “America’s Most Exciting Bank”SM in the first quarter,
and it was encouraged by the initial response to its vision of creating an engaging and exciting financial services
environment.  The Company opened three new branches in its New York region during the quarter, and a fourth
branch was opened at the beginning of May.  This brought the total branch count to 31, an increase of 15% from the
beginning of the year.  First quarter net income included after-tax expenses of $0.06 per share related to the de novo
branch program, which the Company views as an investment in franchise expansion.   During the first quarter, the
Company announced that Kevin P. Riley will become its Executive Vice President and Chief Financial Officer,
effective August 1, 2007.  Mr. Riley served with KeyCorp for twenty-one years, including serving as Executive Vice
President and Chief Financial Officer of KeyBank National Association, KeyCorp’s flagship community bank, from
1996 to 2002.  The Company also announced important leadership appointments in Commercial Banking, Retail
Banking, and Consumer Lending.

COMPARISON OF FINANCIAL CONDITION AT MARCH 31, 2007 AND DECEMBER 31, 2006

Balance Sheet Summary. Total assets increased at a 5% annualized rate to $2.17 billion during the first quarter of
2007 due to 7% annualized loan growth.  This was funded by deposit growth (3% annualized) and higher borrowings
(8% annualized growth).  Stockholders’ equity increased at an 8% annualized rate by $5 million, which was also the
approximate amount of net income for the first quarter.

Assets.  The $25 million increase in assets was due to the $31 million increase in loans to $1.73 billion.  Most
categories of loans increased.  Loan growth was led by commercial mortgages, which increased by $23 million (16%
annualized).   A $6 million (16% annualized) decrease in home equity and other consumer loans was related in part to
the expiration of certain introductory rate offerings.  The Company introduced a home equity line campaign in the first
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quarter to promote growth in home equity borrowings.

Asset quality remained well-controlled during the quarter.  The Company does not offer subprime lending
programs.  The average FICO scores on its consumer auto loans have increased in each of the last four quarters,
reaching an average of 728 in the first quarter of 2007.  The annualized rate of net loan charge-offs was 0.11% during
the quarter.  Total nonperforming assets increased slightly during the quarter to 0.39% of total assets from 0.35% at
year-end 2006.  Nonperforming assets totaled $8.5 million, and included one $6.0 million commercial relationship at
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both dates, which is in bankruptcy.  All other nonperforming assets were 0.12% of total assets at quarter-end,
compared to 0.07% at year-end 2006.  Total accruing delinquent loans were 0.38% of total loans at quarter-end,
compared to 0.26% at year-end 2006.  The loan loss allowance remained flat at 1.14% of total loans during the first
quarter of 2007.  The allowance included a $1.0 million impaired loan reserve on the above mentioned nonperforming
commercial relationship; this reserve was increased by $500 thousand during the quarter.  The Company had no
foreclosed real estate at March 31, 2007.

Liabilities.  Total deposits increased by $13 million to $1.54 billion during the first quarter of 2007.  Excluding $13
mill ion of planned run-off of brokered t ime deposits ,  total  deposits  increased by $26 mill ion (7%
annualized).   Deposit growth included an increase of $14 million (51% annualized) to $122 million in the de novo
New York branch program.  Excluding the brokered time deposit runoff, Massachusetts deposits increased by $12
million (4% annualized).  Balances of non-maturity accounts were flat during the quarter, with funds shifting into
money market accounts from other non-maturity accounts.  Growth in time deposits provided the overall deposit
growth, with in-market time deposits increasing by $25 million (15% annualized) and more than offsetting the
planned decline in brokered time deposits.  Total borrowings increased by $7 million (8% annualized) to $352 million
to provide supplemental funds for loan growth.  The Company paid down its unsecured bank note from $15 million to
$10 million during the quarter and extended the maturity to October, 2007.

Equity.  Stockholders’ equity increased by $5 million (8% annualized) to $263 million due primarily to the benefit of
retained earnings. Book value per share increased to $29.87 at quarter end.  The ratio of total equity to assets increased
to 12.10% from 12.01% during the quarter.  The Company repurchased 11,000 shares of common stock during the
first quarter.  During the quarter, the Bank received permission from its regulators to pay dividends to the Company in
an aggregate amount of $10 million in 2007 subject to various conditions, including that the Bank maintain its “well
capitalized” classification after factoring in the payments.

COMPARISON OF OPERATING RESULTS FOR THE QUARTERS ENDED MARCH 31, 2007 AND 2006

Net Income.  First quarter net income increased by $124 thousand (3%) to $4.94 million in 2007 compared to
2006.  First quarter diluted earnings per share increased to $0.56 in 2007 compared to $0.55 in 2006.  Seasonal fee
income on recently acquired insurance agencies offset the higher carrying costs of the New York de novo branch
program and higher overhead related to the transition to a regional bank.  The Company views the costs of its de novo
branch program as an important investment in franchise expansion.  A $582 thousand increase in net interest income
due to loan growth offset a $460 thousand increase in the loan loss provision due to loan growth and higher pool
reserves.  The return on assets was 0.92% in 2007 compared to 0.94% in 2006.  The return on equity was 7.6% in both
years.  Net income in the first quarter of 2007 included $837 thousand in non-interest expense related to the de novo
New York branch program and $662 thousand in expense for the amortization of intangible assets.  Before these
expenses, the adjusted cash operating return on equity was approximately 8.9%, which the Company regards as a
measure of its ongoing cash return on invested capital before its investment in franchise expansion.

Total Net Revenue.   Total first quarter net revenues increased by $4.7 million (25%) in 2007 to $23.4 million from
$18.7 million in 2006.   The increase in net revenue included a $582 thousand (4%) increase in net interest income,
accompanied by a $4.6 million (143%) increase in fee income due primarily to insurance fee growth.

Net Interest Income.  The 4% increase in net interest income was due to 5% growth in average earning assets in the
first quarter of 2007, compared to the same quarter of 2006.  The growth in average earning assets was due to a $276
million (19%) increase in average loans.  This more than offset a $187 million (45%) decrease in average investments
due primarily to the securities restructuring in September and October of 2006.
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The net interest margin decreased to 3.24% from 3.27% for these periods due primarily to time account repricings,
along with the ongoing impact of the shifting of funds into higher yielding money market and time accounts.  The
Company is promoting lower cost transaction accounts to help offset margin pressures and to provide increased
cross-selling opportunities.  The Company is also promoting money market accounts to provide more relationship
benefits compared to time accounts.  The net interest margin in the most recent quarter also included a negative
impact of about 0.06% due to the cost of borrowings to finance the insurance agency acquisitions in the fourth quarter
of 2006.  The margin benefited from the securities restructuring at the beginning of the same quarter.

19

Edgar Filing: ABM INDUSTRIES INC /DE/ - Form 10-Q

Table of Contents 47



Back to Index

Both asset yields and liability costs have increased in each quarter during the last year due to the lagged impact of
interest rate increases which were primarily related to seventeen consecutive hikes in the federal funds interest rate by
the Federal Reserve Bank over a two year period which ended at mid-year in 2006.  The net interest margin has also
been impacted by the inverted yield curve, which lowers the spread between lending rates and deposit costs.  Net
interest income had risen from $14.6 million in the first quarter of 2006 to $15.6 million in the fourth quarter, and then
declined to $15.2 million in the most recent quarter.  Also contributing to this trend were changes in the volume of
lower costing average non-maturity deposits, which had increased in each quarter of 2006 and then decreased by 2%
in the most recent quarter, compared to the linked quarter.

Non-Interest Income.  Total first quarter non-interest income increased by $4.1 million (101%) to $8.2 million in
2007 compared to $4.1 million in 2006.  This increase was primarily due to a $4.1 million (450%) increase in
insurance fee revenue, following the acquisition of five affiliated insurance agencies in the fourth quarter of
2006.  Insurance revenues are seasonally weighted towards the first half of the year, primarily due to contingent
revenues which are received in the first and second quarters.   Contingent insurance revenues totaled $2.5 million in
the first quarter of 2007, compared to $0.3 million in the first quarter of 2006.  All other fee revenues increased by
$474 thousand (21%) reflecting growth in all areas.  Deposit service fee growth of 18% included the benefit of new
fee based convenience services implemented in the fourth quarter of 2006.  Wealth management fee growth of 22%
resulted primarily from growth in assets under management, which increased at a 13% annualized rate during the
quarter to $510 million at quarter-end. Net securities gains decreased due to the liquidation of most marketable equity
securities in 2006.

Provision for Loan Losses. The provision for loan losses is a charge to earnings in 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 first quarter provision for loan losses totaled $750 thousand in 2007, compared to $290
thousand in 2006.  This increase reflected higher loan balances and pool reserving ratios.  The first quarter loan loss
provision of $750 thousand measured 160% of net charge-offs during the quarter.

Non-Interest Expense and Income Tax Expense.  First quarter non-interest expense increased by $4.2 million (37%)
in 2007 compared to 2006.  This increase reflected a $2.0 million increase related to higher insurance operating
expenses following the acquisition of five insurance agencies in the fourth quarter of 2006.  It further reflected a $0.6
million increase for the higher carrying costs related to the opening of six new branches in the de novo New York
branch program since the beginning of 2006. Additionally, it included an increase of $1.6 million (15%) in all other
non-interest expense related to higher overhead for the Company’s transition into a regional bank, together with
initiatives to develop sales, products, and new branding.  The first quarter expense increase was more than offset by
the benefit of positive operating leverage related to higher revenues previously noted.

Total salaries and benefits increased by $2.9 million (51%), including a $1.5 million insurance related increase and a
$0.4 million impact of lower salary deferrals on originated loans as a result of lower volume.  Total first quarter
marketing and advertising expense increased by $0.4 million due primarily to the new branding program.  Estimated
FDIC premium expense of $0.2 million in the most recent quarter was offset by a transitional credit which was
estimated to be approximately $1.1 million as of year-end 2006.  First quarter 2007 non-interest expense included
nonrecurring charges totaling $153 thousand on the sale of swaps related to brokered time deposits.  First quarter costs
of the de novo branch program in New York totaled $837 thousand in 2007, compared to $230 thousand in
2006.  These costs equated to $0.06 per share in 2007 and are viewed by the Company as an investment in franchise
growth.   The first quarter effective tax rate decreased to 32.0% in 2007 from 32.9% in 2006, and was consistent with
the rate in the linked quarter.
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Results of Segment Operations.  The Company acquired five affiliated insurance agencies in the fourth quarter of
2006.  The Company had not previously established operating segments for the purposes of financial statement
disclosure.  Due to the change in the composition of the Company’s business as a result of the insurance agency
acquisitions, the Company has designated two operating segments for financial statement disclosure: banking and
insurance.  Additional information about the Company’s accounting for segment operations is contained in Note 8 to
the financial statements.

One of the Company's strategies is to emphasize fee income growth to diversify revenues, enhance customer benefit,
and reduce reliance on net interest income where margins are under pressure.  The Company's acquisition of insurance
agencies in the fourth quarter of 2006 was a significant step in implementing this strategy.  The first
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quarter net profit of the insurance segment increased by $1.5 million due to the impact of the acquired insurance
agencies.  Additionally, the acquired agencies have a significant seasonality to revenues and earnings due to the
impact of annual contingency revenues which are received in the first half of the year.  The first quarter income of the
insurance segment is expected to be the highest quarterly income of this segment in 2007 due to this seasonality.  The
increase in insurance segment income more than offset the $1.3 million decrease in earnings from the banking
segment.  This change included after-tax impacts of $0.4 million related to higher costs of the expanded de novo
program, $0.3 million related to a higher loan loss provision, $0.3 million due to lower net securities gains/losses and
nonrecurring expenses, and $0.3 million after tax related to branding related costs.

Comprehensive Income. Accumulated other comprehensive income is a component of total stockholders’ equity on
the balance sheet.  Comprehensive income includes changes in accumulated other comprehensive income, which
consists principally of changes (after-tax) in the unrealized market gains and losses of investment securities available
for sale.  The change in accumulated other comprehensive income was $0.2 million in the first quarter of 2007
compared to a loss of $2.1 million in the first quarter of 2006 primarily due to changes in bond prices as a result of
interest rate changes.  The Company recorded $5.1 million in total comprehensive income in the first quarter of 2007,
compared to $2.7 million in the first quarter of 2006.

Liquidity and Cash Flows. The Company’s primary sources of funds were deposit growth and borrowings in the first
quarter of 2007.   The primary use of funds was loan growth.  Net deposit and loan growth are expected to continue to
be significant sources and uses of funds. Borrowings from the Federal Home Loan Bank are a significant source of
liquidity for daily operations and for borrowings targeted for specific asset/liability purposes. Berkshire Hills
Bancorp’s primary routine sources of funds are expected to be dividends from Berkshire Bank and Berkshire Insurance
Group.  The holding company also receives cash from the exercise of stock options and uses cash for dividends, stock
repurchases and debt service.  Additional discussion about the Company’s liquidity and cash flows is contained in the
Company’s 2006 Form 10-K in Item 7.

Capital Resources. Please see the “Equity” section of the Comparison of Financial Condition for a discussion of
stockholders’ equity.  At March 31, 2007, Berkshire Bank continued to be classified as “well capitalized.”  Additional
information about regulatory capital is contained in the notes to the consolidated financial statements and in the 2006
Form 10-K.

Off-Balance Sheet Arrangements and Contractual Obligations.  In the normal course of operations, the Company
engages in a variety of financial transactions that, in accordance with generally accepted accounting principles, are not
recorded in the Company’s financial instruments. These transactions involve, to varying degrees, elements of credit,
interest rate and liquidity risk.  Such transactions are used primarily to manage customers’ requests for funding and
take the form of loan commitments and lines of credit. A further presentation of the Company’s off-balance sheet
arrangements is presented in the Company’s 2006 Form 10-K. For the three months ended March 31, 2007, the
Company did not engage in any off-balance sheet transactions reasonably likely to have a material effect on the
Company’s financial condition, results of operations or cash flows.  Information relating to payments due under
contractual obligations is presented in the 2006 Form 10-K.  There were no material changes in the Company’s
payments due under contractual obligations during the first three months of 2007.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There has not been any material change in the market risk disclosure from that contained in the Company’s 2006 10-K
for the fiscal year ended December 31, 2006.

ITEM 4. CONTROLS AND PROCEDURES

As of the end of the period covered by this report, the Company carried out an evaluation, under the supervision and
with the participation of the Company’s management, including its Chief Executive Officer and its Chief Financial
Officer, of the design and operation of the Company’s disclosure controls and procedures. Based on this evaluation, the
Company’s Chief Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and
procedures are effective for gathering, analyzing, and disclosing the information the Company is required to disclose
in the reports it files under the Securities Exchange Act of 1934, within the time periods specified in the SEC’s rules
and forms. During the first quarter of 2007, the Controller also carried the duties of Interim Chief Financial Officer
while the Company was recruiting to fill a vacancy in the position of Chief Financial Officer.  This change was not a
response to an identified significant deficiency or material weakness. There was no other change in the Company’s
internal control over financial reporting that occurred during the period covered by this report that has materially
affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting.
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PART II

ITEM 1. LEGAL PROCEEDINGS

The Company is not involved in any legal proceedings other than routine legal proceedings occurring in the normal
course of business.  Such routine proceedings, in the aggregate, are believed by management to be immaterial to the
Company’s financial condition or results of operations.

ITEM 1A. RISK FACTORS

There have been no material changes to the risk factors previously disclosed in the Company’s Annual Report on Form
10-K for the year ended December 31, 2006.  In addition to the other information set forth in this report, you should
carefully consider the factors discussed in Part I, “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the
year ended December 31, 2006, which could materially affect our business, financial condition or future results.  The
risks described in our Annual Report on Form 10-K are not the only risks that we face.  Additional risks and
uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely
affect our business, financial condition and/or operating results.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

(a) No Company unregistered securities were sold by the Company during the quarter ended March 31, 2007.

(b) Not applicable.

(c)The following table provides certain information with regard to shares repurchased by the Company in the first
quarter of 2007.

Total number of
shares Maximum number of

purchased as part of shares that may yet
Total number

of Average price publicly announced be purchased under

Period
shares

purchased paid per share plans or programs the plans or programs
January 1-31, 2007 11,027 $ 33.70 11,027 273,973
February 1-28, 2007 - - - 273,973
March 1-31, 2007 189 34.61 189 273,784
Total 11,216 $ 34.16 11,216 273,784

On February 23, 2006, the Company authorized a new plan to purchase up to 300,000 shares from time to time,
subject to market conditions.  This repurchase plan will continue until it is completed or terminated by the Board of
Directors.  There were no other stock purchase plans in effect at March 31, 2007, and the Company has no plans that it
has elected to terminate prior to expiration or under which it does not intend to make further purchases.  As of March
31, 2007, there have been 26,216 shares purchased pursuant to the current plan.  The shares purchased in the first
quarter represent outstanding shares delivered to pay for the taxes upon the vesting of stock grant awards.
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ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

ITEM 5. OTHER INFORMATION

None.
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ITEM 6. EXHIBITS

3.1Certificate of Incorporation of Berkshire Hills Bancorp, Inc.(1)

3.2Bylaws of Berkshire Hills Bancorp, Inc.(2)

4.1Draft Stock Certificate of Berkshire Hills Bancorp, Inc.(1)

31.1Rule 13a-14(a) Certification of Chief Executive Officer

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

32.1Section 1350 Certification of Chief Executive Officer

32.2Section 1350 Certification of Chief Financial Officer
___________________________________________

(1)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.

(2)Incorporated herein by reference from the Exhibits to the Form 10-K as filed on March 16, 2006.
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SIGNATURES

Pursuant to the requirements 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.

Dated: May 9, 2007 By: /s/  Michael P. Daly
Michael P. Daly
President, Chief Executive Officer
and Director

Dated: May 9, 2007 By: /s/  John S. Millet
John S. Millet
Senior Vice President, Interim Chief
Financial Officer
and Treasurer
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