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PART T

FORWARD-LOOKING STATEMENTS

This Form 10-K contains certain forward-looking statements within the meaning
of the Private Securities Litigation Reform Act of 1995, including statements
regarding the strength of the company's capital and asset quality. Such

statements may be identified by words such as "believes," "will," "expects,"
"project," "may," "could," "developments," "strategic," "launching,"
"opportunities," "anticipates," "estimates," "intends," "plans," "targets" and

similar expressions. These statements are based upon the current beliefs and
expectations of Slade's Ferry Bancorp.'s management and are subject to
significant risks and uncertainties. Actual results may differ materially from
those set forth in the forward-looking statements as a result of numerous
factors.

The following factors, among others, could cause actual results to differ
materially from the anticipated results or other expectations expressed in our
forward-looking statements:

(1) enactment of adverse government regulation;

(2) competitive pressures among depository and other financial
institutions may increase significantly and have an effect on
pricing, spending, third-party relationships and revenues;

(3) the strength of the United States economy in general and
specifically the strength of the New England economies may be
different than expected, resulting in, among other things, a
deterioration in overall credit quality and borrowers' ability to
service and repay loans, or a reduced demand for credit, including
the resultant effect on our loan portfolio, levels of charge-offs
and non-performing loans and allowance for loan losses;

(4) changes in the interest rate environment may reduce interest
margins and adversely impact net interest income; and

(5) changes in assumptions used in making such forward-looking
statements.

Should one or more of these risks materialize or should underlying beliefs or
assumptions prove incorrect, Slade's Ferry Bancorp.'s actual results could

differ materially from those discussed.

All subsequent written and oral forward-looking statements attributable to
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Slade's Ferry Bancorp. or any person acting on its behalf are expressly
qualified in their entirety by the cautionary statements set forth above.
Slade's Ferry Bancorp. does not intend or undertake any obligation to update
any forward-looking statement to reflect circumstances or events that occur
after the date the forward-looking statements are made.

As used throughout this report, the terms "we," "our," "us," or the "Company"
refer to Slade's Ferry Bancorp. and its consolidated subsidiaries, unless
context otherwise requires.

2
ITEM 1
BUSINESS
GENERAL
Slade's Ferry Bancorp., a Massachusetts corporation, is a bank holding company

headquartered in Somerset, Massachusetts with assets of $607.8 million, net
loans of $422.4 million, deposits of $424.0 million and stockholders' equity of
$51.2 million as of December 31, 2006. We conduct our business principally
through our wholly-owned subsidiary, Slade's Ferry Trust Company (referred to

herein as the "Bank"), a Massachusetts-chartered trust company. As a bank
holding company, we are subject to the Bank Holding Company Act of 1956, as
amended (the "BHCA"), and the rules and regulations of the Federal Reserve

Board (the "FRB") under the BHCA. We are additionally subject to the provisions
of the Massachusetts General Laws applicable to commercial bank and trust
companies and other depository institutions and their holding companies and
applicable regulations of the Massachusetts Division of Banks (the "Division").
We are also subject to the rules and regulations of the Securities and Exchange
Commission (the "SEC") as our common stock is registered with the SEC and is
quoted on the Nasdag Capital Market. The Bank's deposit accounts are insured up
to applicable limits by the Deposit Insurance Fund of the Federal Deposit
Insurance Company (the "FDIC"). The Bank is subject to extensive regulation,
examination and supervision by the Division as its primary corporate regulator,
and by the FDIC as its deposit insurer and primary federal regulator. Any
change in laws and regulations, whether by the Division, the FDIC, the FRB or
the SEC or through legislation, could have a material adverse impact on our
operation.

Our main office is located at 100 Slade's Ferry Avenue, Somerset,
Massachusetts, 02726, and our telephone number is (508) 675-2121. Slade's Ferry
Bancorp. was organized for the purpose of becoming the holding company of the
Bank. Slade's Ferry Bancorp.'s acquisition of the Bank was completed on April
1, 1990.

We had asset growth of $21.8 million or 3.7% and our level of deposits
increased by $8.2 million, or by 2.0%, during 2006. Aside from deposits, we
increased borrowings from the Federal Home Loan Bank of Boston (the "FHLB") by
$11.2 million, or by 10.4% during 2006. This activity funded an increase in
loans totaling $12.8 million or 3.1%, and an increase in investments totaling
$7.2 million or 5.5%.

While we evaluate opportunities to acquire other banks or bank facilities as
they arise and may in the future acquire other banks, financial institutions,
or bank facilities, we do not currently have plans for in any such acquisition.

We are committed to the philosophy of serving the needs of customers within our
market area. We believe that our comprehensive retail, small business,
commercial and industrial, and commercial real estate products enable us to
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compete effectively. We do not have any major target accounts, nor do we derive
a material portion of our deposits from any single depositor. We concentrate
our operations in the area of retail banking and we service the needs of the
local communities. Our loans are not concentrated within any single industry or
group of related industries.

We currently have nine full service banking facilities, plus a drive up
complex, which extend east from Seekonk, Massachusetts to Fairhaven,
Massachusetts. These facilities service numerous communities in Southeastern
Massachusetts and contiguous areas of Rhode Island. We also provide limited
banking services at the Somerset High School in Somerset, Massachusetts. We
opened our newest facility, located in Assonet, Massachusetts in early 2005.
This branch is a state-of-the-art, full-service banking office, designed to
provide superior customer convenience and service. We own and operate eight
full service automated teller machines ("ATM") and one ATM dispenser.

The Bank maintains three wholly-owned subsidiaries. Two of these, Slade's Ferry
Securities Corporation ("SFSC"), and Slade's Ferry Securities Corporation II
("SFSCII") are Massachusetts securities corporations on which, under current
Massachusetts law, income is taxed at 1.32%, as compared to the Massachusetts
bank taxation rate of 10.5%. In exchange for this lower tax rate, the assets of
any Massachusetts security corporation are limited to certain securities,
including United States Treasury and agency securities, obligations of
government-sponsored enterprises, mortgage-backed securities, corporate debt
securities and marketable equity securities. Investment securities with book
values totaling $18.9 million and $27.2 million were held at SFSC and SFSC ITI,
respectively, at December 31, 2006.

Slade's Ferry Realty Trust ("SFRT") owns and manages our land and buildings.

3

Slade's Ferry Loan Company ("SFLC") was a Rhode Island Company founded for the
purpose of generating loans in the State of Rhode Island. Because the Bank has
received authorization to generate loans in Rhode Island directly, SFLC was
dissolved in early 2005.

Slade's Ferry Statutory Trust I, a Connecticut statutory trust was formed on
March 17, 2004 by the Company, and completed the sale of $10,000,000 of
floating rate trust preferred securities in a private placement as part of a
pooled trust preferred securities transaction.

Our major customer accounts as of December 31, 2006 consisted of approximately
32,000 personal savings, checking and money market accounts, and approximately
6,930 personal and commercial certificates of deposit and individual retirement
accounts. Our commercial base consists of approximately 3,340 checking, money
market, and corporate accounts.

As we continued to grow in 2006, we maintained our commitment to customer
service. We continued our systems upgrades during 2006 with the introduction of
check imaging, document imaging, inquiry and report-writer enhancements, and
bio-identity security measures. All of the upgrades allow customers to more
easily access their own personal information, while simultaneously allowing our
employees the ability to serve our customers more effectively and efficiently.

SERVICES

We engage in a broad range of banking activities, including demand, savings and
time deposits, related personal and commercial checking account services, real
estate mortgages, commercial and installment lending, payroll services, money
orders, travelers checks, Visa, MasterCard, ATM card, safe deposit rentals and
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automatic teller machines. We also offer certain non-traditional banking
services including investments, life insurance, annuities, and cash management
services, and we also provide a range of internet-based services for both
consumer and commercial customers.

LENDING ACTIVITIES

Our loan portfolio consists primarily of residential, multi-family and
commercial real estate, construction and land development, and commercial
loans, home equity lines of credit and consumer loans originated primarily in
our market area. There are no foreign loans outstanding. The interest rates we
charge on loans are affected principally by the demand for such loans, the
supply of money available for lending purposes and the rates offered by our
competitors. These factors are affected by general and economic conditions,
monetary policies of the federal government, including the FRB, legislative tax
policies and governmental budgetary matters. We originate residential mortgage
loans, home equity lines of credit, fixed-rate equity loans, commercial
business loans, consumer loans and commercial real estate loans. Total net
loans were 69.5% of total assets at December 31, 2006, as compared to 69.9% of
total assets at December 31, 2005. See Item 7, "Management's Discussion and
Analysis of Financial Condition and Results of Operation", for detailed
portfolio information.

Multi-Family and Commercial Real Estate Lending

We originate multi-family and commercial real estate loans that are generally
secured by five or more unit apartment buildings and properties used for
business purposes such as small office buildings, restaurants or retail
facilities. Our multi-family and commercial real estate underwriting policies
provide that such real estate loans may be made in amounts of up to 80% of the
appraised value of the property, subject to our current loans-to-one-borrower
limit, which was $11.5 million at December 31, 2006. Our multi-family and
commercial real estate loans are generally made with terms of up to 20 years
and are offered with interest rates that adjust periodically. In reaching a
decision on whether to make a multi-family or commercial real estate loan, we
consider the net operating income of the property, the borrower's expertise,
credit history and profitability and the value of the underlying property. We
have generally required that the properties securing these real estate loans
have debt service coverage ratios (earnings before debt service to debt service
requirements) of at least 1.20 times. Environmental impact surveys are
generally required for all commercial real estate loans. Generally, all
multi-family and commercial real estate loans made to companies, partnerships
and other business entities require personal guarantees by the principals. We
may choose not to require a personal guarantee on such loans depending on the
creditworthiness of the borrower and the amount of the down payment and other
mitigating circumstances.

Loans secured by multi-family and commercial real estate properties generally
involve larger principal amounts and a greater degree of risk than one-to-four
family residential mortgage loans. Because payments on loans secured by
multi-family and commercial real estate properties are often dependent on
successful operation or management of the properties, repayment of such loans
may be subject to adverse conditions in the real estate market or the economy.
We seek to minimize these risks through our underwriting standards.

Multi-family and commercial real estate loans totaled $209.2 million and
comprised 49.0% of our total gross loan portfolio at December 31, 2006. At
December 31, 2005, multi-family and commercial real estate loans totaled $213.8
million, or 51.6% of our total gross loan portfolio.
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Residential Lending

We currently offer fixed-rate, one-to-four family mortgage loans with terms
from 10 to 30 years and a number of adjustable-rate mortgage ("ARM") loans with
terms of up to 30 years and interest rates which adjust every one or three
years from the outset of the loan. The interest rates for the ARM loans are
generally indexed to the applicable Constant Maturity Treasury ("CMT") Index,
or other comparable indices. Our ARM loans generally provide for periodic (not
more than 2%) and overall (not more than 6%) caps on the increase or decrease
in the interest rate at any adjustment date and over the life of the loan.

The origination of adjustable-rate residential mortgage loans and short-term
fixed-rate mortgage loans, as opposed to 30-year, fixed-rate residential
mortgage loans, generally helps reduce our exposure to increases in interest
rates. However, adjustable-rate loans generally pose credit risks not inherent
in fixed-rate loans, primarily because as interest rates rise, the underlying
payments of the borrower rise, thereby increasing the potential for default.
Periodic and lifetime caps on interest rate increases help to reduce the risks
associated with adjustable-rate loans but also limit the interest rate
sensitivity of such loans. Prior to 2006, there was a continued period of low
market interest rates that was the impetus for our customers to continue to
finance home purchases with fixed-rate loans or to refinance ARM loans into
fixed-rate loans. Interest rates began to rise in 2006 but were accompanied by
declines in property values resulting in a dearth of residential lending and
refinancing activity slowed considerably during 2006.

Generally, we originate one-to-four family residential mortgage loans in
amounts of up to 95% of the appraised value or selling price of the property
securing the loan, whichever is lower. Certain loans in our "First-Time Home

Buyer" program allow for a 97% loan-to-value ("LTV") ratio. Private mortgage
insurance ("PMI") is required for loans with a LTV ratio of greater than 80%.

Mortgage loans we originate generally include due-on-sale clauses, which
provide us with the contractual right to deem the loan immediately due and
payable in the event the borrower transfers ownership of the property without
our consent. Due-on-sale clauses are an important means of adjusting the yields
on our fixed-rate mortgage loan portfolio and we have generally exercised our
rights under these clauses. We require fire, casualty, title, and, in certain
cases, flood insurance on all properties securing real estate loans we make.

In an effort to provide financing for moderate income and first-time
homebuyers, we offer Federal Housing Authority ("FHA") and Veterans
Administration ("VA") loans and we have our own First-Time Home Buyer loan
program. These programs offer residential mortgage loans to qualified
individuals. These loans are offered with adjustable and fixed rates of
interest and terms of up to 30 years. Such loans may be secured by a one-—
to-four family residential property, in the case of FHA and VA loans, and must
be secured by a single-family, owner-occupied unit in the case of First-Time
Home Buyer loans. These loans are originated using modified underwriting
guidelines, in the case of FHA and VA loans, and the same underwriting
guidelines as our other one-to-four family mortgage loans in the case of
First-Time Home Buyer loans. Such loans may be originated in amounts of up to
97% of the lower of the property's appraised value or the sale price. Private
mortgage insurance is required on all such loans with loan to values in excess
of 80%.

We generally underwrite our residential real estate loans to comply with
secondary market standards established by the Federal National Mortgage
Association. Although loans are underwritten to standards that make them
readily salable, we have not chosen to sell these loans, rather to maintain
them in portfolio, consistent with our income and interest rate risk management
targets.
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Residential real estate loans totaled $132.4 million and comprised 31.0% of our
total gross loan portfolio at December 31, 2006. At December 31, 2005,
residential real estate loans totaled $120.3 million, or 29.1% of our total
gross loan portfolio.

Commercial Loans

Our commercial business loan portfolio consists of loans and lines of credit
predominantly collateralized by inventory, furniture and fixtures, and accounts
receivable. In assessing the collateral for these loans, management applies a
50% liquidation value to inventories; 25% to furniture, fixtures and equipment;
and 70% to accounts receivable less than 90 days of invoice date. Like
commercial real estate loans, the successful repayment of these loans is
dependent on the operations of the business to which the loan is made.
Accordingly, these loans carry a higher level of credit risk than loans secured
by real estate. To alleviate some of this risk, credit enhancements, such as
personal guarantees or additional collateral are often taken.

Commercial loans totaled $47.7 million and comprised 11.2% of our total gross
loan portfolio at December 31, 2006. At December 31, 2005, commercial loans
totaled $38.1 million, or 9.2% of our total gross loan portfolio.

Construction Lending

We originate fixed-rate construction loans for the development of one-to-four
family residential properties. In certain situations, construction loans are
underwritten to allow borrowers to prefund reserves which are the source of
interest repayments during the construction phase of the project. Although we
do not generally make loans secured by raw land, our policies permit the
origination of such loans. Construction loans are generally offered to
experienced local developers operating in our primary market area and to
individuals for the construction of their primary residences. Construction
loans are generally offered with terms of up to 24 months and may be made in
amounts of up to 70% of the appraised value of the property, as improved. In
the case of construction loans to individuals for the construction of their
primary residences, loans up to 90% of the appraisal value may be made. Loans
made to individuals are generally written on a construction-to-permanent basis.
Land loans of up to 80% of the appraised value may be made. Construction loan
proceeds are disbursed periodically in increments as construction progresses
and as inspections by an independent construction specialist warrant.
Generally, if the borrower is a company, partnership or other business entity,
personal guarantees by the principals are required for all construction loans.

Construction financing is generally considered to involve a higher degree of
credit risk than long-term financing on improved, owner-occupied real estate.
Risk of loss on a construction loan is dependent largely upon the accuracy of
the initial estimate of the property's value at completion of construction
compared to the estimated cost (including interest) of construction and other
assumptions, including the estimated time to sell residential properties. If
the estimate of value proves to be inaccurate, we may be confronted with a
project, when completed, having a value which is insufficient to assure full
repayment.

Construction and land development loans totaled $21.0 million and comprised
4.9% of our total gross loan portfolio at December 31, 2006. At December 31,
2005, construction and land development loans totaled $21.5 million, or 5.2% of
our total gross loan portfolio.



Edgar Filing: SLADES FERRY BANCORP - Form 10-K

Home Equity Lines of Credit

Substantially all of our home equity lines of credit are secured by second
mortgages on owner-occupied, one-to-four family residences located in our
primary market area. Our home equity lines of credit generally have interest
rates, indexed to the Wall Street Journal Prime Rate, that adjust on a monthly
basis. Home equity lines of credit generally have an 18% lifetime limit on
interest rates. Generally, the maximum combined loan-to-value ratio on home
equity lines of credit is 80%. The underwriting standards we employ for home
equity lines of credit include a determination of the applicant's credit
history and an assessment of the applicant's ability to meet existing
obligations and payments on the proposed loan and the value of the collateral
securing the loan. The stability of the applicant's monthly income may be
determined by verification of gross monthly income from primary employment and,
additionally, from any verifiable secondary income. Creditworthiness of the
applicant is a primary consideration.

Home equity lines of credit totaled $13.9 million and comprised 3.3% of our
total gross loan portfolio at December 31, 2006. At December 31, 2005, home
equity lines of credit totaled $17.9 million, or 4.3% of our total gross loan
portfolio.

Consumer Lending

Loans secured by rapidly depreciable assets such as recreational vehicles and
automobiles entail greater risks than one-to-four family, residential mortgage
loans. In such cases, repossessed collateral for a defaulted loan may not
provide an adequate source of repayment of the outstanding loan balance, since
there is a greater likelihood of damage, loss or

depreciation of the underlying collateral. Further, collections on these loans
are dependent on the borrower's continuing financial stability and, therefore,
are more likely to be adversely affected by job loss, divorce, illness or
personal bankruptcy. Finally, the application of various federal and state
laws, including federal and state bankruptcy and insolvency laws, may limit the
amount which can be recovered on such loans in the event of a default.
Accordingly, we originate consumer loans typically based on the borrower's
ability to repay the loan through continued financial stability. We endeavor to
minimize risk by reviewing the borrower's repayment history on past debts, and
assessing the borrower's ability to meet existing obligations on the proposed
loans. Because of the proliferation of manufacturers' discount financing and
automobile leasing, origination of automobile loans has diminished
significantly in the last five years, accounting for the continued decrease in
consumer loans as a percentage of our loan portfolio.

Consumer loans totaled $2.8 million and comprised 0.6% of our total gross loan
portfolio at December 31, 2006. At December 31, 2005, consumer loans totaled
$2.6 million, or 0.6% of our total gross loan portfolio.

Loan Approval Procedures and Authority

The Bank's Board of Directors establishes the Bank's lending policies and loan
approval limits. The Board has authorized certain officers to consider and
approve loans within their designated authority as established by the Board,
typically at ranges up to $500,000 for commercial loans, and up to $417,000 for
residential loans. The President and Chief Executive Officer and the Senior
Vice President of Lending have authority to approve loans to $500,000
individually, or up to $1 million upon their joint concurrence. In addition,
the Bank's Board of Directors has established an Executive Committee that
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approves or denies all loan requests in excess of individual lending
authorities up to a maximum of $5,000,000. All loan relationships in excess of
$5,000,000 require the approval of the Board.

INVESTING ACTIVITIES

We utilize our investment portfolio as a temporary means of warehousing
liquidity until the funds can be lent. The investment portfolio also serves to
secure certain deposits and borrowings. We manage the investment portfolio to
optimize earnings, while using the portfolio as a tool in managing interest
rate risk. We use an independent investment advisor to assist us in our
portfolio management function.

We utilize both a "held-to-maturity" category and an "available-for-sale"
category, as defined in Statement of Financial Accounting Standards No. 115,
"Accounting for Certain Investments in Debt and Equity Securities", to manage
the investment portfolio. Our investment policy requires Board approval before
a trading account can be established. The held-to-maturity category was
originally established for holding high-yielding municipal securities.
Beginning in the third quarter of 2004, certain mortgage-backed securities
designated as collateral for FHLB advances were also designated as
held-to-maturity. Management has the ability and intent to hold these
securities to their contractual maturity. Held-to-maturity securities totaled
$24.6 million at December 31, 2006, while available-for-sale securities totaled
$105.6 million as compared to $29.3 million and $94.3 million, respectively, at
December 31, 2005.

We primarily utilize obligations of U.S. Government-sponsored enterprises and
mortgage-backed securities as investment vehicles. High-quality corporate bonds
and municipal securities are purchased when an exceptional opportunity to
enhance investment yields arises. Purchases of these investments are limited to
securities that carry a rating of "Baal" (Moody's) or "BBB+" (Standard and
Poor's), in order to control credit risk within the investment portfolio. Among
other investment criteria, it is management's goal to maintain a total
portfolio duration of less than 5 years. At December 31, 2006, the portfolio
duration was estimated at 3.14 years.

Excess cash is sold on an overnight basis into federal funds or overnight
deposits at the FHLB. At December 31, 2006 federal funds sold totaled $1.9
million or 0.3% of total assets, as compared to $2.2 million, or 0.4% of total
assets at December 31, 2005.

Under Massachusetts Law, the Bank is permitted to invest in marketable equity
securities. Management views equity securities as a source of current income as
well as a source of capital gain income, given appreciation in the portfolio.
Limits on asset quality, holding size, overall portfolio size and composition
are in place to protect us from undue market risk. All equity securities are
classified as available-for-sale.

DEPOSIT ACTIVITIES

We seek to develop relationships with our customers in order to become the
customer's primary bank. We have developed programs that stress multiple
account relationships in order to increase the level of "core deposits" in our
portfolio. Management views a customer's checking account as the primary
relationship account and, accordingly, emphasizes the growth of checking
accounts in its strategic plans. Aside from checking accounts being a
consistent, low-cost source of funds, they provide a source of non-interest
income in the form of service charges and insufficient funds fees.

10
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Deposits are obtained from individuals and from small and medium-sized
businesses in the local market area. Our customer base is diverse, and
accordingly different product suites are offered to different groups of
customers. The suites range from accounts that serve the basic service needs of
any customer, such as free checking and statement savings accounts, to our
"Coastal" product suite, which addresses the particular needs of high-balance
customers. Additionally, small and medium-sized businesses have suites of
products that address their particular needs. We also attract deposits from
municipalities and other government agencies. We do not solicit or accept
brokered deposits. We offer a full line of deposit products including checking
and NOW accounts, savings accounts, money market accounts, and certificates of
deposit. We offer debit cards for our checking and savings accounts.

Customers have access to deposit funds at any of our ten office locations, all
of which are equipped with Automated Teller Machines. Additionally, the Bank is
a member of the NYCE Network, enabling customers to have access to their funds
worldwide. We also provide balance inquiry and funds transfer telephonically.
Our website, www.sladesferry.com, provides customers with the ability to manage
their accounts and pay bills online. Business customers who utilize our cash
management program have the ability to transfer funds and originate wire
transfers or Automatic Clearing House transactions through the website as well.

As a general rule, management systematically reviews the deposit accounts it
offers to determine if the products meet both the customers' needs and our
asset/liability management goals. This review is the responsibility of the
Pricing Committee, which meets weekly to determine products and pricing
practices consistent with overall earnings and growth goals. The Pricing
Committee establishes deposit interest rates based on a variety of factors,
including local economy, market interest rates, competitors' interest rates,
and the need to fund loan demand. We set rates to be competitive, but not
necessarily the highest rates in our market area. As competition for deposits
has intensified with the larger financial institutions in our market area, we
introduced the use of off-maturity "special" certificate accounts. We actively
market our other products to new depositors garnered through the use of
promotions, in order to cross-sell additional products and services, and
thereby establish a continued banking relationship.

In order to offset the potentially adverse effects of early withdrawal, we
generally charge an early withdrawal penalty on certificates of deposit in an
amount equal to three months' interest on accounts with original maturities of
one year or less, and six months' interest on accounts with an original
maturity of greater than one year. Interest credited to a certificate account
during any term may be withdrawn without penalty at any time during the term.
Upon renewal of a certificate account, only interest credited during the
renewal term may be withdrawn without penalty.

NON-DEPOSIT INVESTMENT PRODUCTS

We offer a variety of stock, bonds and other registered securities, mutual
funds, annuities, and insurance products offered through third-party sales
arrangements with Linsco Private Ledger, Inc. and the Savings Bank Life
Insurance Company of Massachusetts ("SBLI").

BORROWING ACTIVITIES

In order to fund additional asset growth, we have the ability to borrow at the
FHLB of Boston. The FHLB limits borrowings to 30% of assets, and requires an
investment in FHLB stock in an amount equal to 4.5% of total borrowings. These
borrowings are collateralized by our residential loan portfolio, certain
commercial real estate loans, and certain obligations and mortgage-backed
securities of government-sponsored enterprises. Management views borrowing as
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not only a funding mechanism, but as a tool to manage the levels of interest
rate risk inherent in the balance sheet. In addition, we maintain borrowing
lines of credit with correspondent banks to meet short-term liquidity needs.

During 2006 we utilized FHLB advances to enhance our interest rate risk
position. In prior years, we had used amortizing advances to "match-fund"
certain commercial loans. As management has taken a whole-balance sheet
approach to interest rate risk management, the use of matched funding
strategies has decreased, in favor of the use of bullet and community
development advances, deployed in a laddered approach. Because the FHLB
attaches significant prepayment penalties to long-term advances, management
does not anticipate prepayment of the amortizing advances.

COMPETITION

The banking business in our market area is highly competitive. We actively
compete for both loans and deposits with local branches of nationwide and
regional banks, as well as local banks and credit unions. We also compete with
consumer mortgage and finance companies, financing subsidiaries of durable
goods manufacturers, and insurance companies. Many of the major commercial
banks or other affiliates in our service areas offer services such as
international banking and trust services that we do not currently offer
directly.

In order to expand our market area, we opened our newest facility located in
Assonet, Massachusetts in early 2005. This branch is a state-of-the-art,
full-service banking office, designed to provide superior customer convenience
and service. We believe that the addition of this branch has added to the
diversity in our loan portfolio and add a new pool of potential depositors.

EMPLOYEES

At December 31, 2006, we had 111 full-time and 27 part-time employees. We
believe that employee relations are good, and there are no known disputes
between management and employees.

All employees are eligible to participate in our Retirement Savings 401 (k) Plan
and Profit Sharing Plan. Additionally, certain officers may participate in the
Slade's Ferry Bancorp. Stock Option Plan, and certain executive officers may
participate in a supplemental executive retirement program.

Our performance-based incentive programs for officers and employees have
supported, and we believe they will continue to support our growth, by giving
employees a stake in our overall performance and for balancing profit, growth
and productivity.

HOLDING COMPANY REGULATION
FEDERAL REGULATION
Capital Requirements

The FRB has adopted capital adequacy guidelines pursuant to which it assesses
the adequacy of capital in examining and supervising a bank holding company and
in analyzing applications to it under the BHCA. The FRB capital adequacy
guidelines generally require bank holding companies to maintain total capital
equal to 8% of total risk-adjusted assets, with at least one-half of that
amount consisting of Tier I, or core capital, and up to one-half of that amount
consisting of Tier II, or supplementary capital. Tier I capital for bank
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holding companies generally consists of the sum of common shareholders' equity
and perpetual preferred stock (subject in the case of the latter to limitations
on the kind and amount of such stocks which may be included as Tier I capital),
less goodwill and, with certain exceptions, intangibles. Tier II capital
generally consists of hybrid capital instruments; perpetual preferred stock
which is not eligible to be included as Tier I capital; term subordinated debt
and intermediate-term preferred stock; and, subject to limitations, general
allowances for loan losses. Assets are adjusted under the risk-based guidelines
to take into account different risk characteristics, with the categories
ranging from 0% (requiring no additional capital) for assets such as cash to
100% for the bulk of assets which are typically held by a bank holding company,
including multi-family residential and commercial real estate loans, commercial
business loans and consumer loans. Single-family residential first mortgage
loans which are not past-due (90 days or more) or non-performing and which have
been made in accordance with prudent underwriting standards are assigned a 50%
level in the risk-weighing system, as are certain privately-issued
mortgage-backed securities representing indirect ownership of such loans.
Off-balance sheet items also are adjusted to take into account certain risk
characteristics.

In addition to the risk-based capital requirements, the FRB requires bank
holding companies to maintain a minimum leverage capital ratio of Tier I
capital to total assets of 3.0%. Total assets for this purpose does not include
goodwill and any other intangible assets and investments that the FRB
determines should be deducted from Tier I capital. The FRB has announced that
the 3.0% Tier I leverage capital ratio requirement is the minimum for the
top-rated bank holding companies without any supervisory, financial or
operational weaknesses or deficiencies or those that are not experiencing or
anticipating significant growth. Other bank holding companies are expected to
maintain Tier I leverage capital ratios of at least 4.0% to 5.0% or more,
depending on their overall condition.

The Company 1is in compliance with the above-described FRB regulatory capital
requirements.

Activities

The BHCA prohibits a bank holding company from acquiring direct or indirect
ownership or control of more than 5% of the voting shares of any bank, or
increasing such ownership or control of any bank, without prior approval of the
FRB. No approval under the BHCA is required, however, for a bank holding
company already owning or controlling 50% of the voting shares of a bank to
acquire additional shares of such bank.

The BHCA also prohibits a bank holding company, with certain exceptions, from
acquiring more than 5% of the voting shares of any company that is not a bank
and from engaging in any business other than banking or managing or controlling
banks. Under the BHCA, the FRB is authorized to approve the ownership of shares
by a bank holding company in any company, the activities of which the FRB has
determined to be so closely related to banking or to managing or controlling
banks as to be a proper incident thereto. In making such determinations, the
FRB is required to weigh the expected benefit to the public, such as greater
convenience, increased competition or gains in efficiency, against the possible
adverse effects, such as undue concentration of resources, decreased or unfair
competition, conflicts of interest or unsound banking practices.

In addition, a bank holding company that does not qualify and elect to be

treated as a financial holding company under the Gramm-Leach-Bliley Financial
Services Modernization Act 1s generally prohibited from engaging in, or
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acquiring, direct or indirect control of any company engaged in non-banking
activities. One of the principal exceptions to this prohibition is for
activities found by the FRB to be so closely related to banking or managing or
controlling banks as to be permissible. Bank holding companies that do qualify
as a financial holding company may engage in activities that are financial in
nature or incident to activities which are financial in nature. Bank holding
companies may qualify to become a financial holding company if they meet
certain criteria set forth by the FRB. The Company has not elected to become a
financial holding company.

Beginning June 1, 1997, the Interstate Banking Act permitted federal banking
agencies to approve merger transactions between banks located in different
states, regardless of whether the merger would be prohibited under the law of
the two states. The Interstate Banking Act also permitted a state to "opt in"
to the provisions of the Interstate Banking Act before June 1, 1997, and
permitted a state to "opt out" of the provisions of the Interstate Banking Act
by adopting appropriate legislation before that date. Accordingly, beginning
June 1, 1997, the Interstate Banking Act permitted a bank, such as the Bank, to
acquire an institution by merger in a state other than Massachusetts unless the
other state had opted out of the Interstate Banking Act. The Interstate Banking
Act also authorizes de novo branching into another state if the host state
enacts a law expressly permitting out of state banks to establish such branches
within its borders.

MASSACHUSETTS REGULATION

The Company as a Massachusetts-chartered corporation is governed by the
Massachusetts Business Company Law and the Company's Articles of Organization
and Bylaws. Under the Massachusetts banking laws, a company owning or
controlling two or more banking institutions, including a savings bank, is
regulated as a bank holding company. The Company or the Bank would become a
Massachusetts bank holding company if the Company acquired a second banking
institution and operated it separately from the Bank or the Bank acquired a
banking institution.

ACQUISITION OF THE COMPANY OR THE BANK
Federal Restrictions

Under the federal Change in Bank Control Act, any person (including a company),
or group acting in concert, seeking to acquire control of the Company or the
Bank will be required to submit prior notice to the FRB. Under the Change in
Bank Control Act, the FRB has 60 days within which to act on such notices,
taking into consideration factors, including the financial and managerial
resources of the acquirer, the convenience and needs of the communities served
by the
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Company and the Bank, and the anti-trust effects of the acquisition. The term
"control" is defined generally under the BHCA to mean the ownership or power to
vote 25% or more of any class of voting securities of an institution or the
ability to control in any manner the election of a majority of the
institution's directors. Additionally under the Bank Merger Act sections of the
Federal Deposit Insurance Act, the prior approval of an insured institution's
primary federal regulator 