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MASSACHUSETTS BUSINESS DEVELOPMENT CORPORATION
AND SUBSIDIARIES AND AFFILIATE
Combined Balance Sheet
December 31, 2011

ASSETS

Cash and cash equivalents $ 3,528,466   
Restricted cash 159,981      

Loans receivable 39,784,594 
Allowance for loan losses (1,368,415)  

Net loans receivable 38,416,179  

Interest receivable 226,236      
Fees receivable 381,461      
Equity investments 3,836,898   
Other investments 1,873,179   
Deferred tax asset 554,322      
Prepaid income taxes 107,151       
Property and equipment, net 138,096      
Loan servicing rights, net 125,227      
Other assets 422,300      

TOTAL ASSETS $ 49,769,496 

LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES
Short term notes payable $ 3,300,000   
Notes payable to members 34,000,000 
SSBCI funding (note G) 2,562,435   
Accounts payable and other accrued liabilities 1,513,540   
Borrowers’ deposits 150,666      
Accrued interest payable 42,883        
Deferred income 207,568      

Total liabilities 41,777,092 

Commitments and contingencies (note I)

STOCKHOLDERS’ EQUITY
Common stock, $1 par value – 4,000,000 authorized; 184,627 shares issued and

outstanding 184,627      
Capital in excess of par value 2,079,162   
Retained earnings 5,728,615   

Total stockholders’ equity 7,992,404   

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 49,769,496 

The accompanying notes are an integral part of these financial statements.
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MASSACHUSETTS BUSINESS DEVELOPMENT CORPORATION
AND SUBSIDIARIES AND AFFILIATE
Combined Statement of Operations
For the year ended December 31, 2011

Interest income:
Interest on loans $ 2,075,797  
Interest on cash and cash equivalents 27,045      

Total interest income 2,102,842  

Interest expense 256,315     

Net interest income 1,846,527  

Provision for loan losses (note B) 300,000     

Net interest income after provision for loan losses 1,546,527  

Non-interest income:
Loan servicing and processing fees 1,937,865  
Contract revenue for loan and other management programs (note B) 871,800     
Management fees (note K) 781,563     
Income from equity investments (note A) 48,592      
Net realized losses on investments (48,343)     
Net unrealized losses on investments (263,094)   
Other income 342,449     

Total non-interest income 3,670,832  

Total income after provision for loan losses 5,217,359  

Non-interest expense:
Employee compensation and benefits 3,683,086  
Rent 212,645     
Depreciation and amortization 101,754     
Professional services 104,000     
Travel and entertainment 189,667     
Other expenses 588,644     

Total non-interest expense 4,879,796  

Income before provision for income taxes (note H) 337,563     

Provision for income taxes 128,372     

Net income $ 209,191     
The accompanying notes are an integral part of these financial statements.
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MASSACHUSETTS BUSINESS DEVELOPMENT CORPORATION
AND SUBSIDIARIES AND AFFILIATE
Combined Statement of Stockholders’ Equity
For the year ended December 31, 2011

Capital in Total
Excess of Retained Stockholders’

Shares Amount Par Value Earnings Equity

Balance, December 31, 2010 184,627    $ 184,627    $ 2,079,162    $ 5,547,118    $ 7,810,907      

Net income 209,191       209,191         

Dividends paid ($0.15 per share) (27,694)        (27,694)         

Balance, December 31, 2011 184,627   $ 184,627   $ 2,079,162    $ 5,728,615    $ 7,992,404      

Common Stock

The accompanying notes are an integral part of these financial statements.
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MASSACHUSETTS BUSINESS DEVELOPMENT CORPORATION
AND SUBSIDIARIES AND AFFILIATE
Combined Statement of Cash Flows
For the year ended December 31, 2011

OPERATING ACTIVITIES:
Net income $ 209,191      
Adjustments to reconcile net income to net cash provided by operating activities:

Provision for loan losses 300,000      
Depreciation and amortization 101,754      
Income from equity investments (48,592)      
Realized loss on investments 48,343        
Net unrealized losses on investments 263,094      
Prepaid taxes (8,572)        
Changes in assets and liabilities:

Increase in restricted cash (399)           
Increase in interest receivable (63,373)      
Increase in fees receivable and other assets (80,599)      
Decrease in income taxes payable (126,740)     
Decrease in accounts payable and other accrued liabilities (16,833)       
Decrease in borrowers’ deposits (44,005)      
Decrease in accrued interest payable (213)           
Decrease in deferred income (82,760)      

Net cash provided by operating activities 450,296      

INVESTING ACTIVITIES:
Net increase in loans (7,286,018)  
Contributions to/purchases of investments (1,626,769)  
Proceeds from sale of investments 133,934      
Purchases of property and equipment (65,938)      

Net cash used in investing activities (8,844,791)  

FINANCING ACTIVITIES:
Net increase in short term notes payable 3,300,000   
State Small Business Credit Initiative proceeds, net 2,562,435   
Dividends paid (27,694)      

Net cash provided by financing activities 5,834,741   

Decrease in cash and cash equivalents (2,559,754) 

Cash and cash equivalents, beginning of year 6,088,220   

Cash and cash equivalents, end of year $ 3,528,466   

Supplemental Disclosures of Cash Flow Information:
Cash paid during the year for

Interest $ 251,116       
Income taxes 263,684      

The accompanying notes are an integral part of these financial statements.
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MASSACHUSETTS BUSINESS DEVELOPMENT CORPORATION 
AND SUBSIDIARIES AND AFFILIATE 
Notes to Combined Financial Statements 
December 31, 2011 
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NOTE A - ORGANIZATION 
 
The accompanying combined financial statements include the accounts of Massachusetts Business Development 
Corporation (“MBDC” or the “Company”) and its wholly-owned subsidiaries, BDC New England, BDC Capital 
Corporation, BDC Finance Corporation, as well as its affiliate, New England Certified Development Corporation 
(“NECDC”) (collectively, the “Entities”).  NECDC is related by virtue of its common management. 
 
MBDC was formed in 1953 to promote economic development within the Commonwealth of Massachusetts and 
assists small and middle-market companies in finding solutions to their capital needs through private, state, and 
federal programs.  MBDC also participates in small business loans in conjunction with other banks and/or the 
Small Business Administration (“SBA”). 
 
BDC New England was formed in November 2004, as a wholly-owned subsidiary, to foster business expansion in 
all New England states. 
 
BDC Capital Corporation was formed in May 2008, as a wholly-owned subsidiary, to establish a corporate name 
that better reflects the diverse nature of the financial product offerings of the Entities. 
 
BDC Finance Corporation was formed in November 2009, as a wholly-owned subsidiary, to provide a corporate 
identity for the Company’s entry into new product lines. 
 
NECDC, which is an affiliate of the Company, was granted certification by the SBA in 1982 under Section 108.503 
of the SBA’s Rules and Regulations.  NECDC is a regional certified development company licensed under the SBA 
to provide for the extension of SBA 504 loans. 

 
Equity Investments 

 
MBDC has ownership interests in two investment funds (the “Funds”) that provide debt and equity financing to 
small businesses.  MBDC is the manager of each of the Funds and in that role is responsible for their 
management and operation.  Due to the substantive participating rights of the non-manager members 
consolidation is not required.  As a result, MBDC accounts for its investments in the Funds under the equity 
method of accounting.  In exchange for the managerial and administrative services provided to the Funds, MBDC 
receives annual management fees (see Note K for additional information).  In addition, MBDC may receive an 
incentive distribution based upon 20% of the cumulative positive earnings of the Funds after the Funds’ members 
receive 100% of their contributed capital.  Due to the uncertainty of this incentive distribution, MBDC defers 
recognition of this income until received. 
 
 



MASSACHUSETTS BUSINESS DEVELOPMENT CORPORATION 
AND SUBSIDIARIES AND AFFILIATE 
Notes to Combined Financial Statements - Continued 
December 31, 2011 
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NOTE A – ORGANIZATION - Continued 
 

For the year ended December 31, 2011, the pertinent financial information pertaining to MBDC’s investments in 
the Funds is as follows: 
 

Ownership Total Net   MBDC Share of
     Share    Income/(Loss) Net Income/(Loss)

MB Capital Fund II(a) 26.40% $ (708,071)         $ (165,153)                
MB Capital Fund III 18.54% $ 1,265,029        $ 213,745                  

 
(a) Due to limitations on certain investors in MB Capital Fund II, income/(loss) is not always shared 

proportionately to each investor’s ownership share. 
 
 
NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

Basis of Presentation 
 
These combined financial statements and accompanying notes are prepared in accordance with accounting 
principles generally accepted in the United States (“U.S. GAAP”).  The financial statements include the 
Company’s wholly-owned subsidiaries and its affiliate, NECDC.  All significant intercompany transactions have 
been eliminated in consolidation and combination.   
 

Use of Estimates 
 
The preparation of financial statements in conformity with accounting principles generally accepted in the United 
States of America requires management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and 
the reported amounts of revenues and expenses during the reporting period.  Actual results may differ from those 
estimates.  Significant estimates made by management include the allowance for loan losses and the valuation of 
investments. 

 
Cash, Cash Equivalents and Restricted Cash 

 
Cash and cash equivalents consist of demand deposit and money market accounts.  The Company considers all 
highly liquid investments purchased with an original maturity of three months or less at the date of purchase to be 
cash equivalents.  Cash equivalents are carried at cost, which approximates their fair market value. 
 
Restricted cash relates to the Premier Certified Lending Program (“PCLP”) agreement with the SBA requiring a 
minimum of 1% of all outstanding PCLP loans to be set aside to provide collateral for any potential instances of 
default. 
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AND SUBSIDIARIES AND AFFILIATE 
Notes to Combined Financial Statements - Continued 
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NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 
 

Concentration of Credit Risk 
 
The charter of MBDC allows for a broad range of loan and investment activities.  MBDC typically engages in 
lending to smaller companies located throughout New England where the potential for economic expansion and 
job creation is high.  Accordingly, the portfolio includes credits that would not typically be underwritten by 
regulated financial institutions. 
 
The Company maintains its cash accounts at several major financial institutions whose deposits are insured by the 
Federal Deposit Insurance Corporation (FDIC) up to $250,000 per depositor.  At various times throughout the 
year, the Company had uninsured balances.  The Company does not believe that such deposits are subject to an 
unusual level of risk. 
 

Operating Leases 
 
The Company recognizes rent expense related to leased office space on a straight-line basis over the term of the 
lease.  The difference between rent expense and rent paid is the result of escalation provisions and any lease 
incentives, such as free rent periods provided by the lessor and is classified with accounts payable and accrued 
liabilities in the accompanying balance sheet. 

 
Other Investments 

 
The Company has investments, each representing less than a 20% ownership interest, in several venture funds as 
of December 31, 2011, which are accounted for at cost.  During 2011, the Company’s holdings in one of these 
venture funds were sold to a third party investor, which resulted in a realized loss of $48,343.  The Company 
evaluates each investment to determine if any impairment exists at each reporting date.  There was no impairment 
charge recorded for the year ended December 31, 2011 related to the investments held.  In addition, the 
Company holds warrants received in connection with a loan which has since been repaid.  The warrants are 
accounted for at fair value.  During 2011, the Company recorded a write-down of $90,000 on these warrants. 
 

Loans Receivable 
 
Loans receivable are secured, in most cases, by mortgages on real estate, security interests in machinery and 
equipment, accounts receivable, inventories and assignments of leases and life insurance policies.  A substantial 
number of loans are also personally guaranteed.  Substantially all loans are made to entities in New England.  The 
majority of loans have repayment terms requiring level monthly principal payments over the terms of the loans, 
which generally range from 3 to 20 years, plus interest.  Substantially all loans are written with variable rate terms. 
 
Interest on loans is recorded based on the principal amount outstanding.  Variable rate loans are tied to either the 
30 day LIBOR or the prime rate.  It is MBDC’s policy to cease accrual of interest on loans when the loan 
repayment status is in excess of 90 days past due.  When interest accrual is discontinued, all unpaid accrued 
interest is reversed.  Interest income is subsequently recognized only to the extent cash payments are received, 
until such time as the loan is returned to accrual status. 
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NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 
 
At December 31, 2011, notes receivable on non-accrual status amounted to $538,973. 
 
Nonrefundable loan origination fees and certain direct loan origination costs are deferred and recognized as an 
adjustment of the yield of the related loan.  At December 31, 2011, net deferred costs of $77,463 are included in 
the accompanying combined balance sheet. 
 
In the opinion of management, the fair value of loans receivable approximates carrying value. 

 
Allowance for Loan Losses 

 
The adequacy of the allowance for loan losses is evaluated on a periodic basis throughout the year by 
management.  The allowance for loan losses is maintained at a level that represents the Company’s best judgment 
of the inherent loss of the loan portfolio.  Factors considered in evaluating the adequacy of the allowance include 
previous loss experience, current economic conditions and their effect on borrowers, the performance of 
individual loans in relation to contract terms and estimated fair values of underlying collateral.  The provision for 
loan losses charged to operations is the amount necessary to maintain the allowance at a level adequate to absorb 
inherent losses.  Loan losses are charged against the allowance when management believes that the collectability 
of the principal is unlikely. 
 
The allowance for loan losses is based on estimates and ultimate losses may vary from these estimates.  The 
estimates are reviewed periodically, with any necessary adjustments reported in earnings in the period in which 
they become known. 

 
Impaired Loans 

 
A loan is impaired when, based on current information and events, it is probable that a creditor will be unable to 
collect all amounts due according to the contractual terms of the loan agreement. Management considers all loans 
on nonaccrual status with insufficient collateral to be impaired.  Impaired loans are measured based on the 
present value of expected future cash flows discounted at the loan’s effective interest rate or, as a practical 
expedient, at the loan’s observable market price or the fair value of the collateral if the loan is collateral-
dependent.  When the measure of the impaired loan is less than the recorded investments in the loan, the 
impairment is recorded through a valuation allowance. 
 

  



MASSACHUSETTS BUSINESS DEVELOPMENT CORPORATION 
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NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 
 
Information related to impaired loans as of December 31, 2011 is as follows: 
 

Total impaired loans at year-end $ 538,973     
Average outstanding balance of impaired loans during the year 872,306     
Total impaired loans requiring an allocation of the allowance for losses 538,973     
Allocation of allowance for losses for impaired loans -            

 
In accordance with MBDC’s policy, no interest income was recognized on loans during the period in which they 
were classified as impaired. 
 

Section 503 and 504 Loans 
 
On behalf of the SBA, NECDC grants long-term loans to small business concerns in New England that generate 
further economic activity and employment within New England.  Serving as a conduit between the SBA and 
borrowers, NECDC administers and services the loans originated through the SBA Sections 503 and 504 lending 
programs.  Long-term loans granted to small businesses are funded through the sale of debentures by and on 
behalf of the SBA that are subsequently marketed to the investing public through the Federal Financing Bank or 
private investors.  Since a borrower is obligated to the SBA, the Federal Financing Bank or private investors, 
loans receivable and debentures payable are not recorded as assets and liabilities, respectively, by NECDC or the 
Company.  As of December 31, 2011, NECDC services loans with an outstanding balance of $189,236,000. 
 
NECDC is a PCLP agent for the SBA with authority to approve, close and service SBA Section 504 loans without 
individual loan authorization from the SBA.  In consideration of the services provided and income earned by 
NECDC, for each loan processed as a PCLP agent, NECDC is required to place 1% of the loan balance in a 
restricted bank account with joint access by NECDC and the SBA. Such amount is available to absorb losses on 
such loans for which NECDC assumes a maximum exposure of up to 10% of all losses. 
 
At December 31, 2011, $10,095,000 in loans were outstanding under PCLP.  NECDC has placed an amount in 
excess of the required 1%, or $160,000, of the total loan balance in a restricted cash account.  Since the Company 
assumes all expenses of NECDC a liability for the estimated loss is recorded by the Company.   
 
At December 31, 2011, the SBA, through NECDC, had 62 loan commitments totaling approximately $42,317,000 
that are outstanding under the SBA’s Section 504 lending program. 
 

Loan Servicing Rights 
 
In November 2005, the SBA assigned the portfolio servicing rights of the Section 504 loan portfolio with an 
outstanding principal balance of $20.4 million of Commercial Loan Partners to NECDC.  As part of the 
assignment, NECDC assumed certain liabilities of Commercial Loan Partners in the amount of $241,097 and 
recorded an intangible asset in that amount.  The servicing rights are being amortized using the proportional 
method.  Amortization amounted to $18,790 for the year ended December 31, 2011. 
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NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 
 
Servicing rights are evaluated for impairment based upon the fair value of the rights as compared to amortized 
costs.  Fair value is determined by reviewing the market value of similar servicing portfolios. 
 

Property and Equipment 
 
Property and equipment are recorded at cost and depreciated using the straight-line method over the shorter of 
the lease term or the estimated useful life of the asset.  Upon sale or retirement, the asset cost and related 
accumulated depreciation are removed from the respective amounts, and any gain or loss is reflected in 
operations.  Ordinary maintenance and repair costs are expensed as incurred. 
 
Depreciation is based on the following estimated useful lives: 
 

Furniture and fixtures 10 years
Computer equipment 5 years
Leasehold improvements Useful life or term of lease, whichever is shorter
Vehicles 4 years

 
 

Transfers of Financial Assets 
 
Transfers of financial assets are accounted for as sales when control over the assets has been surrendered.  
Control over transferred assets is deemed to be surrendered when (1) the assets have been isolated from the 
Company, (2) the transferee obtains the right (free of conditions that constrain it from taking advantage of that 
right) to pledge or exchange the transferred assets, and (3) the Company does not maintain effective control over 
the transferred assets through an agreement to repurchase them before their maturity. 
 
During the normal course of business the Company may transfer a portion of a financial asset, for example, a 
participant loan.  In order to be eligible for sales treatment, the transfer of the portion of the loan must meet the 
criteria of a participating interest if it does not meet the criteria of a participating interest, the transfer must be 
accounted for as a secured borrowing.  In order to meet the criteria of a participating interest, all cash flows from 
the loan must be divided proportionately, the rights of each loan holder must have the same priority, the loan 
holders must have no recourse to the transferor other than standard representations and warranties and no loan 
holder has the right to pledge or exchange the entire loan.  At December 31, 2011, there were no transfers of 
financial assets that were accounted for as secured borrowings. 
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NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 
 
Service, Processing Fees and Interest Income 

 
NECDC earns processing fees up to 1.5% of the original loan balance when the debenture is sold by the SBA to 
the Federal Financing Bank or private investors.  After the SBA funds each loan, at which time the 1.5% fee is 
recognized in income, NECDC is responsible for managing and servicing the lending relationship with the 
customer on behalf of the SBA.  This includes monitoring payment status, performing site visits to the customer, 
obtaining updated financial information and other credit monitoring services.  NECDC earns monthly service 
fees for performing this work. 

 
In addition to these fees, NECDC also earns a share of the interest on the “float” related to SBA loans.  
Customers make monthly loan payments to the SBA.  These loan payments are used by the SBA to make the 
payments on the debentures.  Since the debentures require only semi-annual payments, the SBA earns interest on 
the float, which is shared with NECDC on a pro rata basis. 
 

Loans and Other Management Programs 
 
MBDC serves as administrator for various loan programs for the Commonwealth of Massachusetts.  These 
programs were designed to simplify borrowings for small business owners and to provide access to capital where 
access to borrowings is difficult to obtain.  Since MBDC only administers these programs, loans receivable are not 
recorded as assets.  In return for administering these programs, MBDC receives monthly fees and is reimbursed 
for certain operating costs, as defined by the respective programs. 
 

Income Taxes 
 
The Company accounts for income taxes using the liability method whereby deferred tax asset and liability 
account balances are determined based on temporary differences between the financial reporting and tax bases of 
assets and liabilities and are measured using the enacted tax rates that will be in effect when the differences are 
expected to reverse. 
 
The Company records deferred tax assets to the extent it believes there will be sufficient future taxable income to 
utilize those assets upon reversal of the temporary differences.  To the extent deferred tax assets may be unable to 
be utilized, the Company records a valuation allowance against the potentially unrealizable amount and records a 
charge against earnings. 
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NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued 
 
The calculation of the Company’s tax liabilities involves uncertainties in the application of complex tax regulations 
in several different tax jurisdictions.  The Company is periodically reviewed by tax authorities regarding the 
amount of taxes due.  These reviews include questions regarding the timing and amount of deductions.  In 
evaluating the exposure associated with various filing positions, the Company records a liability based on a more-
likely-than-not recognition threshold.  The Company had no uncertain tax positions requiring recognition as a 
liability at December 31, 2011. 
 
Due to ever-changing tax laws and income tax rates, significant judgment is required to estimate the effective tax 
rate that will apply to tax differences that are expected to reverse in the future.  The Company must also make 
estimates about the sufficiency of taxable income in future periods to offset any deductions related to deferred tax 
assets currently recorded.  These estimates could have a significant impact on the combined financial statements. 

 
 
NOTE C – LOANS RECEIVABLE AND ALLOWANCE FOR LOAN LOSSES 
 

Loans receivable at December 31, 2011 consisted of the following: 
 

Term loans $ 34,655,631  
Revolving lines of credit 5,051,500    

39,707,131  
Deferred loan origination costs and fees 77,463        
Allowance for loan losses (1,368,415)   

Loans, net $ 38,416,179  
 

 
Activity in the allowance for loan losses for the year ended December 31, 2011 was as follows: 
 

Balance at December 31, 2010 $ 1,468,415       
Provision for loan losses 300,000         
Loan write off (400,000)        

Balance at December 31, 2011 $ 1,368,415       
 

 
The Company uses a five grade internal loan rating system for all loans in its portfolios as follows: 
 

Loans rated (P) – Pass – Loans in this category are considered “pass” rated loans with low credit risk 
 
Loans rated 4 – OAEM (Other Asset Especially Mentioned) – Loans in this category have or have had minor 
credit quality concerns and are being monitored by Company management. 
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NOTE C – LOANS RECEIVABLE AND ALLOWANCE FOR LOAN LOSSES - Continued 
 
Loans rated CE – OAEM (Collateral Exception – Other Asset Especially Mentioned) – Loans in this category 
exhibit or have exhibited characteristics of a loan rated 4 – OAEM, but with exceptional collateral position as a 
mitigation to credit risk. 
 
Loans rated 5 – Substandard – Loans in this category exhibit specific credit weakness and are being closely 
monitored by Company management. 
 
Loans rated 6 – Doubtful – Loans in this category exhibit the characteristics of a loan rated 5 – Substandard, with 
the additional characteristic that collection or liquidation in full would be improbable. 
 
The following table represents the Company’s loans, net of SBA and other guarantees, by risk rating at 
December 31, 2011: 
 

Pass $ 18,926,979    60.7%
OAEM - CE 9,625,470     30.9%
4 - OAEM 1,794,487     5.8%
5 - Substandard 259,584        0.8%
6 - Doubtful 591,966        1.8%

$ 31,198,486    100.0%
 

At December 31, 2011, one loan with a carrying value of $538,973 was delinquent in excess of 90 days.  All other 
borrowers were current in their payments. 
 
Specific loan loss reserves have been established for all 5 and 6 rated loans.  The established reserves for these loans 
are adequate to cover management’s estimates of potential loan losses should liquidation be required.  
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NOTE D - PROPERTY AND EQUIPMENT 
 
Property and equipment consist of the following at December 31, 2011: 
 

Furniture and fixtures $ 87,976       
Computer equipment 213,750     
Leasehold improvements 79,312       
Vehicles 131,251     

512,289     
Accumulated depreciation (374,193)    

$ 138,096     
 

 
Depreciation expense was $82,964 for the year ended December 31, 2011. 

 
 
NOTE E - FAIR VALUE MEASUREMENTS 
 

MBDC measures the fair value of certain assets and liabilities based upon valuation techniques that include 
observable and unobservable inputs and assumptions that market participants would use in pricing these assets and 
liabilities and uses a fair value hierarchy that prioritizes the information used to develop those assumptions. 

 
The fair value hierarchy is summarized as follows: 
 

• Level 1 - Quoted prices in active markets for identical assets or liabilities; 
 
• Level 2 - Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices 

for similar assets or liabilities; quoted prices in markets that are not active or other inputs that are 
observable or can be corroborated by observable market data for substantially the full term of the assets or 
liabilities; and 

 
• Level 3 - Unobservable inputs that are supported by little or no market activity and that are significant to 

the fair value of the assets or liabilities. 
 
The following table represents the fair value hierarchy for the Company’s financial assets measured at fair value on a 
recurring basis as of December 31, 2011. 
 

Level 1 Level 2 Level 3 Total

Equity securities $ 773,515   $ $ $ 773,515          
Common stock warrants 254,000        254,000          

Total $ 773,515   $ -             $ 254,000        $ 1,027,515        
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NOTE E - FAIR VALUE MEASUREMENTS - Continued 
 
During 2011, there were no fair value write-downs required to be made to assets that are accounted for at a fair 
value on a non-recurring basis. These assets are loan servicing rights of $125,000 and other investments of $846,000. 
During 2011, the Company sold its interests in one of these investments resulting in a realized loss of $48,343. 

 
NOTE F - NOTES AND LOANS PAYABLE TO MEMBERS 

 
MBDC obtains funds from the sale of its stock and loans from financial institutions, primarily banks and insurance 
companies.  As Members of MBDC, such institutions are contractually obligated to lend money to the Company 
upon call according to the MBDC charter and terms of their membership agreements.  Such loans are made on 
terms consistent with the existing outstanding member note series as indicated in the conditions of membership. 
 
MBDC’s outstanding borrowings from its Members are unsecured and consist of the following: 
 

Series     Interest Rate            Date Due            Amount    

VV 30 Day LIBOR plus 1/2% June 5, 2012 $ 9,000,000     
WW 30 Day LIBOR plus 1/2% July 27, 2014 7,000,000     
XX 30 Day LIBOR plus 1/2% September 10, 2014 8,000,000     
YY 30 Day LIBOR plus 1/2% September 30, 2015 10,000,000   

$ 34,000,000   
 

 
The Member notes were issued with an original maturity period of five years.  The weighted average interest rate 
during 2011 was 0.7362% on the Member notes and other short-term borrowings on the Company’s line of credit.  
The fair value of the notes payable is considered to approximate their carrying value as of December 31, 2011. 
 
The interest rate on the Member notes is adjusted monthly.  Interest is payable semi-annually in arrears.  Principal 
and interest can be prepaid at any time without penalty. 
 
At December 31, 2011, MBDC could borrow up to approximately $94,000,000 of additional funds from Members. 
 
In addition, the Company has a line of credit agreement with Bank of America which is scheduled to expire on 
May 22, 2012 and is renewable annually.  This agreement permits the Company to borrow up to $5,000,000 with 
interest at either the prime rate or LIBOR based rates.  At December 31, 2011, $3,300,000 was outstanding on the 
line of credit. 
 

NOTE G – STATE SMALL BUSINESS CREDIT INITIATIVE  
 

In December 2011, the Company received the first installment of $2,697,300 from the Commonwealth of 
Massachusetts (the “State”) under a Federal economic development incentive program entitled “State Small 
Business Credit Initiative (“SSBCI”). The Company has been informed by the State that additional amounts may be 
available in the future. Funds received under the SSBCI, net of an allowance for administrative fees of 5%, are to be 
leveraged in conjunction with other participating lenders for qualifying loan programs and to fund existing “capital 
access” programs maintained by various banks. 
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NOTE G - STATE SMALL BUSINESS CREDIT INITIATIVE - Continued 
 
At December 31, 2011, no loans or capital access payments had been made.  The Company has classified the funds 
received as a liability in the accompanying balance sheet.  
 
During the first quarter of 2012, the Company has funded loans and made capital access payments so as to 
substantially utilize the first installment of SSBCI funds. 
 

 
NOTE H - INCOME TAXES 

 
The components of the provision for income taxes for the year ended December 31, 2011 are as follows: 
 

Current $ 136,944   
Prepaid (8,572)     

Total $ 128,372   
 

 
The components of the net deferred tax asset at December 31, 2011 are as follows: 
 

Deferred tax assets:
Allowance for loan losses $ 104,413     
Unrealized loss on investments 421,796     
Accrued expense 264,419     
Capital loss carryforward 147,663     

Gross deferred tax assets 938,291     

Less: valuation allowance (164,099)   

Deferred tax assets 774,192     

Deferred tax liabilities:
Partnership pass-throughs 188,052     
Depreciation and amortization 23,312       
Deferred loan origination costs 8,506        

Deferred tax liabilities 219,870     

Net deferred tax asset $ 554,322     
 

 
A valuation allowance is required against deferred tax assets if it is more likely than not that some or all of the 
deferred tax assets will not be realized.  The Company established a valuation allowance of $164,099 as of 
December 31, 2011. 
 
As of December 31, 2011, the Company had capital loss carryforwards of $434,301 which begin to expire in 2012. 
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NOTE H - INCOME TAXES - Continued 
 
The Company’s effective tax rate in 2011 was 38.0%, or 4.0% higher than the Federal statutory tax rate of 34.0%.  
due primarily to state income taxes. 
 
The Company adopted the accounting guidance related to uncertainty in income taxes on January 1, 2009.  As a 
result of the adoption, the Company did not recognize a liability as it believes it does not have any uncertain tax 
positions at December 31, 2011.  Interest and penalties, if applicable, would be included as a component of income 
tax expense.  The Company’s open tax years for Federal and most state income tax purposes are 2008 to 2011. 

 
NOTE I - COMMITMENTS AND CONTINGENCIES 

 
MBDC leases its main office location under a non-cancelable operating lease that expires on June 30, 2017.  MBDC 
also leases a satellite office location in Hartford, CT under a non-cancellable lease expiring on November 10, 2012, 
and has three sub-lease agreements for office space in Providence, RI; Portland, ME; and Concord, NH where 
MBDC is a tenant-at-will.  Rent expense was $212,645 in 2011.  At December 31, 2011, future minimum lease 
payments were as follows: 
 

2012 $ 182,837  
2013 161,298  
2014 164,843  
2015 166,615  
2016 168,388  
Thereafter 85,080    

 
 
The Company had $1,481,812 in investment commitments outstanding at December 31, 2011.  In addition, there 
were $1,078,000 in loan commitments at December 31, 2011. 

 
 
NOTE J - EMPLOYEE BENEFITS 
 

MBDC may make discretionary contributions to its employees’ individual retirement accounts.  During 2011, 
MBDC contributed $320,571 to these accounts. 

 
 
NOTE K - RELATED PARTY TRANSACTIONS 

 
MBDC acts as the fund manager for the Funds, receiving a management fee from each of these Funds for 
providing personnel, office space, supplies, and operating administrative and clerical services.  The Funds have 
agreed to pay MBDC, on a quarterly basis, an annual management fee of 2.5% of the total committed capital of 
each Fund for these services until the respective closing dates of each Fund.  The management fee is subject to 
reductions from this rate as defined by the limited liability agreements of each Fund.  Total management fees earned 
in 2011 were $781,563. 
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NOTE L – SUBSEQUENT EVENTS 
 
The Company evaluates its December 31, 2011 financial statements for events through March 30, 2012, the date the 
financials were available to be issued. 
 
On March 21, 2012, MBDC extended an offer to purchase up to 88,188 shares of its outstanding common stock for 
$16.19 per share.  
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