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Dear Stockholder:

This is the {irst annual report of the Hingham
Institution for Savings to its stockholders. Tt is an
exciting moment since it symbolizes a signilicant
change at the Bank. Hingham Institution lor Savings,
which operated as amutual savings bank since 1834,
completed its conversion te stock form on December
20, 1988. The conversion provided $9.6 million in
new capital and strengthened cur capabilily to build
aggressively fer the [uture.

During 1988, with capital adequacy assured asa
result of conversion. the Bank completed a number of
goals and objectives which were previously set [orthe
year. Automation was upgraded wilh the purchase of
new equipment and the conversion to a diflerent data
processing service bureau. The system is slate of the
art and includes deposit, loan and accounting func-
tions. The systern not only increases our capacily,
reporting and slatistical capabilities, but il also pro-
vides new and meore eflicient services to our custom-
ers.

In addition, the Bank purchased and installed
five new automatic teller machines. Four were in-
stalled in cur existing banking locations, and the [illth
after cbtaining regulatory approval, was installed as
our first free standing unit located at 350 Lincoln
Slreet, Route 3A, Hingham, Massachusells. We have
since joined the Cirrus, Yankee 24 and CashStream
networks, so that our H.ILS, 24 Card Cuslomers
would have access to ATM. machines localed
throughout New England and the United States.

Further, the bank [inalized the purchase of the

President’s
Message

Hingham Mutual Fire Insurance building next door
tothe Main Office, at 49 Main Street, We are currently
renovating the interior and will be relocating our
entire loan department to this {irst floor location. As
we enter year 1989, Hingham Institution {or Savings
is committed to affording to the community we serve
new and aggressively priced retail banking products,
because that is our niche, that is our business plan
and that is the cormmunity we have the expertise to
serve,

Although the beginning of 1989 was clouded by
less than encouraging news, invelving a senicrmember
of our management team who was discharged for
cause in February, we are conflident that our solid
financial position will allow us lo weather any result-
ing conditions, should they materialize. Meanwhile,
we have the people, the rescurces, and the commit-
ment to provide professional, courteous service to our
commmunity. We will continue to work hard to
strengthen our position as the leading retail financial
institution in our marketplace. With a strong and
dedicated team in place, and your continued support,
we have every reason to be optimistic about the year
ahead and this company’s future.

Sincerely,

e P ENE o

Paul E. Bulman
President and Chief Execulive Qlficer




The Hingham Instilution for Savings (H.1.8.)
granted its first real estate loan on February 28,
1835. It was a loan in the amount of $400 and had a
fixed interest rate of six percent {6%). That loan
launiched our commitment to home owrniership and
was the comerstone of our growth and success over
the past 155 years. New construction of single family
homes within our designated communily signals a
renewed spirit and affords the Bank the opporturnity
to esfablish new relationships with the growing
number of individuals that have been attracted to the
area.

Our success in mortgage lending is atiributed to
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our personal, prompt, and professional service, our
always competitively priced products. and our corm-
mitment to provide a variety of mortgage loan pro-
grams. The Bankoriginates both fixed and adjustable
rate loans which are designed to meet the needs of our
customers. Historically, long-term fixed rate loans
were predominant, but more recently consumers
have shown a preference for the adjustable rate loan
products. Of the total single family residential loans
originated during the year 1988, 65% provided for
periodic rate adjustments.

The Bank criginates all fixed rate loans in confor-
mance with the standards and limitations estah-




lished by the Federal Home Loan Morigage Corpora-
tion (F.H.L.M.C.) which enables the Bank to partici-
pate in the secondary market if and when appropri-
ate. Hingham Institution for Savings remains com-
mitted to providing home ownership opportunities to
our community. The Bank recognizes its obligation to
provide prompt, professional services and intends to
concentrate its lending programs on the origination
of residential real estate loans.

Ancther of the Bank's lending activilies is the
Home Equity Loan Program. This program was de-
signed to alferd the opportunify tc consumers to
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access the equity that has built up over the years in
their homes, {or any worthwhile purpose. One of the
goals of the H.I.S. Home Egquity Loan Program is to
develop within the consumer lcan group a product
that provides for an adjustment to the interest rate
and which allords the opportunity to homeowners to
advantage themselves because of recent changes to
the United States tax code. At December 31, 1988
there were 210 equity loans cutstanding with com-
mitted credit lines of approximately $11.0 million
while drawn and outstanding balances totaled ap-
proximately $7.0 million.
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Progress and enhancement in retail banking
services has beern a point of emphasis for the Bank.
Among our accomplishments in 1988 was the trans-
{er of the Bank's data processing to a more sophisti-
cated data processing service bureau. This new on-
line systemn enabies Bank personnel to more effi-
ciently access customer records, thereby expediting
our customers request for information and/or trans-
actions. The flexibility of the new data processing
system has alse enabled the Bank to install state-of-
the-art teller equipment at each of its offices. In

addition, we have joined the Cirrus, Yankee 24 and
CashSlream networks, so that our customers would
have access to a nationwide A T.M, network. In the
future, the new service bureau will allow the Bank to
further enhance its services because of its capacity to
accommodate a variety of new products.

The Bank is committed to providing convenience
to its customers and considers it to be cne of the most
important elements in successful retail banking
operations. The Bank provides convenience through
its branch offices where customers can have all of




their banking needs met at a single location. H.L.S.
has built a large., and growing customer base by
meeting these needs with courtecus and professional
staff services.

We attract deposits by offering a broad range of
deposit instruments. all at competitive rates and all
designed to meet the individual needs of our custom-
ers. Deposit instruments include Savings. both Regu-
lar and Notice, Money Market, both Checking and
Certificate, NOW Accounts, Demand Deposit, Term
Certificates and Club accounts. Other services such

as access to 24-hour banking through our A T.M.
network and Safe Deposit services are also provided.

Deposit growth was lower and more controlled
during the year 1988 as compared to the previous
year's high because the Bank lacked the capital to
properly support the rapid growth experienced dur-
ing the year 1987. The conversion to stock ownership
has provided the Bank with the capital resources {o
allow significant growth in all of our deposit pro-
grams. We now have in place the people required to
manage that growth prudently and in the best inter-
est of both our depositors and stockholders.
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On December 20, 1988, the Bank completed its
conversion from a mutual savings bank to a stock
savings bank with the sale of 1,250,000 shares of
common stock at an initial offering price of $8.50 per
share. The conversion raised $9.6 million in net
proceeds for the Bank, and at December 31, 1988,
the Bank's total capital amounted to $20.8 million,
or 13.2% of total assets.

The operating results of the Bank depend pri-
marily on its net interest income, which is the differ-
ence between interest and dividend income on eam-
ing assets, primarily loans and invesiment securities
and interest expense on interest-bearing liabdities,
which consist of deposits and borrowings. The Bank's
net income alse is alfected by the level of its other
income, including gains and losses on the sale of
investment securities and other assets and loan
origination and other [ees, and ils operating ex-
penses. All aspects of the Bank's operations are
signilicantly affected by economics and competitive
conditions and by policles of regulatery authoerities.
The Bank has consistently maintained pesitive net
interest income and positive net income.

Net interest income was $4.1 million in 1986,
and $4.3 miilion in 1987. Far the year ended Decem-
ber 31, 1988, net inlerest income grew by 8.9% 1o
$4.7 million. Assets totaled $131.8 miliion at De-
cember 31, 1986 and $157.0 million at December
31, 1988, an increase of 19.1%. During this same
period, equity increased from $9.3 million to $20.8
million. These operating resulls, and growlh in as-
sets and equity have been achieved in part as a
resull of the Bank's decision to use the advance pro-
gram of the Federal Home Leoan Bank of Bosten
{FELBB! as a means of oblaining [unding lor invest-
ment in residential morigage loans, and the conver-
siort of the Bank from mulual to siock form on
December 20, 1888,

Interest and Dividend Income. The increase in
earning assets has resulled in an increase in the
total inlerest and dividend income of $1.1 million, or
8.7% as compared to $262,000, or 2.1% [or the pre-
vious year. Declining interest rates during Lhe past
two years have resuited in a reduction in the vield on
average eaming assets. The yields on average eam-
ing assels were as follows: 1986, 10.57%; 1987,
9.88%; and, 1988, 9.98%.

The Bank has pursued an aggressive policy of
investing in residential morigage loans which has

contributed to its ability to increase the level of
earnings from its loan portfolio. If has increased the
mortgage loan portfolio from $88.4 million as of
December 31, 1986 to $100.3 million: as of Decemnber
31, 1987, and to $113.7 million as of December 31,
1988. The Bank intends to provide a biweekly mort-
gage product early in 1989 as part of its strategy to
continue to build its residential mortgage loan port-
folio.

Interest Expense. Declining interest rates dur-
ing 1986 and 1987 resulted in a decrease in the
average rate paid on deposits, 7.26% and 6.72%
respectively. The average rate paid on deposits for
the year ended December 31, 1988 increased to
6.90%. Deposits increased by $19.3 million during
1986, by $1.9 million during 1987 and $1.4 million
during 1988. Depositor's funds totaling $2,120,000
were withdrawn in the last quarter ol 1988 for the
purchase of the Bank's stock. The increase in inter-
est expense of $105,000 [or the year ended Decem-
ber 31, 1987 was due to the $1.9 million increase in
deposits. The increase in interest expense of $707,000
forthe year ended Decermnber 31, 1988 was due to the
$1.4 million increase in deposits, the increased aver-
age rate paid on deposits cver the previous year, and
£390,000 in interest paid on advances {rom the
FHLBE.

Provisions for Possible Loan Losses. The provi-
sion for possible loan losses was $621,000 for the
yvear ended December 31, 1988; $1,038.000 for the
yvear ended Decemnber 31, 1887; and, $723,000 flor
the year ended December 31, 1986. The balance of
the allowance [or pdssible loan losses as of December
31, 1988 was $924,000. The provision for loan losses
is reviewed by management {o maintain the allow-
ance for possible lcan losses at an adequale level
based on the composilion of the loan portlolie, ece-
nomic conditions and polential charge-offs, The
provision {or possible loan losses is charged to earn-
ings monthly. Loan balances are charged o the
allowance when collection of {he principal is consid-
ered to be unlikely.

Aclual Joan losses [or the past three years have
been as follows: for the year ended December 31,
1986, gross loan losses amounted to $10,000; in
1987 $1,523,000; and in 1988 $236,000. Recoveries
on loans previously charged ofl amounted to $8,000
in 1986, $2,000 in 1987, and $14,000 in 1988.

Other Income. Total other income increased by
$313.000 or 26.4% In 1986, and decreased by
$760,000 or 50.8% in 1987, and by $398.000 or
54.0% in 1988. The increase in total other income in
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Wehave audited the accompanying balance sheets
of Hingham Institution for Savings as of December
31, 1988 and 1987, and the related statements of
income and changes in stockholders’ equity for each
of the years in the three-year period ended December
31, 1988. We have also audited the statement of cash
flows for the year ended December 31, 1988 and the
statements of changes In financial position for the
vears ended December 31, 1987 and 1986. These
financial statements are the responsibility of the
Bank's management. Our responsibilily is to express
an opinion on these {inancial statements based on
our audits.

We conducted our audits in accordance with
generally accepted auditing standards. Those stan-
dards require that we plan and perform the audit to
obtain reasonable assurance about whether the fi-
nancial stalements are free of material misstatement,
An audit includes examining, on a test basis, evi-
dence supporting the armounts and disclosures in the
financial statements. An audit also includes assess-
ing the accounting principles used and significant
estimates made by management, as well as evaluat-
ing the overall financial statement presentation. We
believe that our audits provide a reasonable basis {or
our opinion.

Inn our opinion, the financial statements referred
to above present fairly, in all material respects, the
financial position of Hingham Institution for Savings
as of December 31, 1988 and 1987, the results of its
operations for each of the years in the three-year
period ended December 31, 1988, the cash flows for
the year ended December 31, 1988 and the changes
in financial position for the years ended December
31, 1987 and 1986 in conformity with generally
accepted accounting principles.

As discussed in Note 1 to the financial state-
ments, the Bank adopted the provisions of Financial
Accounting Standards Board’s Statement No. 91 for
lending transactions initiated and commitments
granted on or after January 1, 1988, The Bank has
also adopted the provisions of Financtal Accounting
Standards Board's Statement No. 85 by presenting a
statement of cash {lows for the year ended December
31, 1988.

Woll lompany of Dooenchniil
Boston, Massachusetts
March 3, 1989
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Balance Sheets

Cash and due {rom banks
Federal funds sold

Other short-term investments {Note 2}
Investment securities—market value $14,565,000

Loans, net {(Note 4)
Banking premises and equipment, net (Note 5)
Real estate by foreclosure
Accrued interest receivable
QOther assets

Deposits (Note 6)
Advance from Federal Home Loan Bank (Note 7)
Mortgagers' escrow payments
Accrued taxes and expenses {Note 8}
Accrued interest payable
Other liabilities

Commitmernts and contingencies (Notes 9 and 10)

ASSETS

...................................................................................

..............................................................................................

Total cash and cash equivalents

AN B17, 178,000 NOLE 3 it iiivrrrrerrs et rererras s e et esaesessserarnntarssrsnrsnnse

.......................................................................................................

...............................................................................................
.................................................
.....................................................................................

.........................................................................................

Stockholders’ equity (Note 10}):

Prelerred stock, $1.00 par value,

2,500,000 shares authorized; none issued
Common stock, $1.00 par value,

5,000,000 shares authorized; 1,250,000

shares issued and outstanding
Additional paid-in capital
Undivided profits

...............................................

................................................................
..............................................................................

...........................................................................................

Net unrealized loss on marketable equity
SECUTIHIES (NOLE 3] oeiiiiiiii e e s e e e e sae s e e s ae v eeas

Total stockholders’ equity

........................................................................

See accompanying notes to financial statements.

.
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December 31,

1988 1987
{In thousands)

$ 3,733 $ 3,088
10,160 3,225
13,893 6,313
6,000 1,500
14,947 17,593
118,141 106,198
1,043 915
634 -
1,370 1,292
1,012 607
$157,040 $134,418
$124,221 $122,788
10,000 —
275 311
893 297
759 686
128 45
136,276 124,127
1,250 —
8,371 —
11,194 10,361
20,815 10,3861
(51) (70)
70.764 10,291
$157,040 $134,418
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nts of Income

Years Ended December 31,

1988
Interest and dividend income:
INLETEST O JOAIIS ©iivieiiriirrrvrerrsasrmeinsnssnesstssnesenasesnenscnsssansassrsnsnessensss $11,680
Interest and dividend income on investment securities and
mortgage-backed investments ..o, 1,430
Interest on short-term MVeStMEntS ..o rceaae s 508
Total interest and dividend INcome .....ooviviiiiiici e 13,618
Inferest expense:
Interest 0N QePOSIES 1vrrrver et ea s st baa s as s et s s 3,545
Interest on Federal Home Loan Bank advance ........oooovvcvviiiinicininnns 390
Total INterest EXDEIISE (i iiii e e eieeueer v ereetereesarenesnserarennrenrenns 8,935
Net INEETEST ITICOTTIE 1 rrrieiiree e vrurame e s s sttt st s e amaae s eaae s vaararrtinsaamnrannses 4,683
Provision for possible loan losses {Note 4) ..o, 621
Net interest income, after provision for possible loan losses...ccovvvveenieen. 4,062
Other income:
Loan origination and other loan fees ... e 33
Fees on deposit a0C0UNnES i e ey 228
Gain {loss) on sales of investment securities, net ..., {62)
Gain on sales of mortgage loans, niet .o, —
Mutual Savings Central Fund, Inc. dividends (Note 11)....coovvivneeenne. —
MISCEIIATIEOUS cirriiiiiir i et et e et anee 140
Total iR er MCOINE L i et et rre e s enas e es 339

Operating expenses:

Salaries and employee benefits (Note 12) .oioiiiiiiiiiiiinerier v 1,325
Equipment expenses (Note 5] ... e e 206
Occupancy expenses (NOLE B) .o e 100
Dala ProCessing EXPEISES . i iiut i iiarrrrrrrrrr s rarse s e sar s rassarsanss 322
Other general and administrative exXpenses ..........ccocoivieiceeneinnneens 650
RePOSSESSION EXDPEIISES iuiiuiuiuiiiirniiiavitsrssassiritstesaiiirsiniresnsesassassseser —_—
Total operating eXPeIISeS..iiiviiiiiieriminiiirii i e 2,603
Incomie before INCOME LAXES i rrr e vrtirresrar e v e srnsenaees 1,798
Provision for income taxes (Note 8] .o e 965
INEL IIICOTIIE ..iiivueeireerieeeetnererassesencraerenenerereeaentuasenssnnareensnnnnnneseens $ 833

See accompanying notes to financial statements.

1987

(In thousands)

$10,851

1,626
251

12,628

8,228

8.228

4,300
1,038

3,262

349
232
29

127

737

1,461
173
110
212
585
136

2,677

1,322
407

$ 915

1986

$10,265

1,455
546

12,266

8,123

8,123

4,143
723

3,420

680
240
{48)

99
423
103

1,497

1,396
158
101
169
566

2,390

2,627
1,132

$ 1,395
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in Stockholders’ Equity

Raiance at December 31, 1985....cciivvinnnenn
Nl ITICOITIE tevieiiiiriaricieracrranssenraensserassrnaransnns

Increase in net unrealized loss on

marketable equity securities ...,

Balance at December 31, 1986.....ccccvvvvvnnees
Nt ITICOTIIE 1t iiriiriarevrnrarevesaresasarsenscresnnsanaarse

Decrease in net unrealized loss on

marketable equity securities (Note 3) ....

Balance at December 31, 1987 oviviviiiiiinnns
Nl I COITIE ot iiiiiievetteararsanerarararnreinensnaes

Proceeds from the sale of common

stock, net (Note 10) i ninns

Decrease in net unrealized loss on
marketable equity securities

(N OLE 3 ittt vnrrerrsn et vn s raeaesantes

Balance at December 31, 1988 .. ..ooiiniens

Common
Stock

an

. $1,250

Addi-
tiontal
Paid-in Undivided
Capital Profits
(In thousands)
$ - $ 8,051
-— 1,395
—_— 9,446
-— 915
— 10,361
— 833
8,371
$8,371 $11,194

See accompanying notes to financial statements.

Net Unrealized
Loss on Market-
able Equity
Securities Total
$ (45) $ 8,006
— 1,395
(52) (52)
(87} 9,349
— 915
27 27
(70) 10,281
— 833
— 9,621
19 19
$(51) $20,764
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Statement of Cash Flows

Year Ended December 31,

Cash flows from operating activities:

53 01 ¢ ol o o LN OO
Adjustments 1o reconcile net income to net cash provided
by operating activities: .....ccvviiiiiiiii i e
Provision for possible 10an 10SSeS i e
Amortization of investment securities, net of accretion
Amortization of deferred loan fees
Deferred tax bemefit . .o e et e e e
Deprecialion EXPeIISE ..o ittt a st
Realized gain (loss) on sale of securities, net
Increase in accrued interest receivable
Increase N OLHer @SSelS i e e e
Increase in accrued income taxes payable
Increase in accrued interest payable
Increase in acerued expenses
Increase in other liabilities

.....................

....................................................

....................................

............................................

Net cash provided by operaling actlivities

....................................

Cash flows {rom investing activities:

Proceeds from maturities of other short-term investments

...............
.......................................

Principal payments received on mortgage-backed investments.........
Principal payments received on loans
Proceeds {rom sale of student 1oans.........ccvcccivieninin e,
Loans originated ..o i e e e
Purchase 0f LGS ..o e e e ee e
Increase in real estate by forecliosure, Net ......ovveevvvenieievincereerineeens
Purchase of banking premises and equipment

..............................................

.................................

Net cash used in investing activities

...........................................

Cash flows {rem {inancing aclivities:

Net decrease in deposits, excluding certificate accounts
Proceeds from issuance of certificates of deposit
Payments {or maturing certificates of deposit....ccoovvieeiiiiriiiiiivinniienns
Proceeds from issuance of advance from Federal Home Loan Bank..
Net increase (decrease) in mortgagors’ escrow accounts
Proceeds from issuance of common stock

..................

..............................

...................

........................................

................................

Net decrease in cash and cash equivalents ... N
Cash and cash equivalents at beginning of year

..........................................

Cash and cash equivalents at end of year

...................................................

See accompanying notes to financial statements.

1988
(In thousands)

$ 833

621
167
(202)
(158)
157
62
(78)
(405}
745
73
9
83

1,907

4,500
(9,000)
13,245
(10.867)
58
32,855
332
(36,049)
(9.500)
(634)
(285)

(15,345}

(6,380}
34,101
(26,288)
10,000

(36)
9.621
21,018

7.580
6,313
$13.893
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Statements of Changes in Financial Position

Years Ended December 31,

1987 1986
(In thousands)

Financial resources provided by:
Operations:
INEE IIICOTIIE et e e e s e e e e eeeae s st cn e es s rasanserabemeemeeaaaeanmenenee $ 915 $ 1,395
Non-cash charges (credits) — provisions for depreciation, loan losses
and deferred income taxes, and investment accretion, net of

\f =10 9L0) R0 V.22 1 Lo} o S U OUs U OU SN 1,519 1,180
; Financial resources provided by cperations .........cccvvvvveveveeiivnercrevennnnns 2,434 2,575

Increase {decrease) in deposits: '
D15 19820 oLe DEUE T UU ORI {681} 1,507
N O i e et e e e st e e s b st s e e ar e seearennn e 2,366 506
Regular and special TIOtICE ... 3,223 3.272
Money markef eposits ...t e {5,258) 1,570
Term CETTICAIES it et 2,288 12,482
Financial resources provided Dy deposits .oocvvviiiiiiiviiiieesieeencevannannss 1,938 19,337

Other activities — changes in non-earning assets and liabilities:
Cash and due SO AT et et ee e ee e et e ear e (805) {895)
Real estate by foreclosure ... 1.627 (280)
1618 473 o o - S ST TRRPTRR (695) (836)
Financial resources provided by (applied {o) other activities..............., 327 (2.011)
Increase in financial resources invested in earning assets ..........c...... $4,699 $19,901
Increase (decrease) in earning assets:

Federal funds SoId ... e et $2,116 $(4,741)
Other short-{erm INVESHIIENES .oioivviiiir et e e e et 500 {1,499)
Investment SECUTHIES ... et er et e e (5,823) 9,453
LOATIS, T1BL ottt e e et e e et r s e e e e e e e ar i et te e eenan 7,906 16,688
INCrease in earning @SSEES ..uvvverireerreeiirreraereireeersaeseeeessresseesseeeesns $4.699 $19,901

See accompanying notes to financial statements.
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Notes to Financial Statements

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation

The Hingham Institution for Savings (the *“Bank”)
is a state-chartered savings bank whose deposits are
insured by the Federal Deposit Insurance Corpora-
tion (“FDIC"} and the Mutual Savings Central Fund,
Inc.. a corperation formed by the Massachusetts
legislature,

Accounting policy changes

The Bank adopted the provisions of the Financial
Accounting Standard Board's Statement No, 91,
“Accounting for Nonrefundable Fees and Cost Asso-
ciated with Originating or Acquiring Loans and Initial
Direct Costs of Leases”, to lending transactions initi-
ated and commitments granted on or afterJanuary 1,
1988, Accerdingly, loan origination and commitment
fees and certain direct loan origination costs, as
delined, are deferred and the net amount is amortized
as an adjustment of the related yield on loans. The
Bank will be generally amortizing these amounts over
the contractuallife of therelated loans. In prioryears,
the Bank generally recognized loan origination and
commilment {ees as income in the period the loan or
commiiment was granted. The eflect of the account-
ing change in 1988 was to decrease net income by
$187.000.

The Bank has also adopled the provisions of
Financial Accounting Standards Board Statement
No. 95 “Slatement of Cash Flows™, which requires
companiestoinclude a statement of cash flows rather
than a statement of changes in [inancial position
when issuing a complele set of {inancial slalements
for {fiscal years ending aller July 15, 1988. The
stalement of cash flows presents the receipts and
disbursements of cash and cash equivalents accord-
ing to eperating, investing and [inancing activities,
Cash and cash equivalents include cash and due
frombanks and [ederal funds sold on a daily basis. In
accordance with the provisions of Statement No. 95,
prior year [inancial statements have not been re-
stated.

Also see “Retirement plan” belowregarding change
in accounting policy.

Years Ended December 31, 1988, 1987 and 1986

Other short-term investments

These investments generally mature within cne
year and are carried at cost, which approximates
market value.

Investment securities

Investment securities other than marketable
equity securities are stated at cost, adjusted for
amortization of premiums and accretion of discounts.
Marketable equity securities are stated at the lower of
aggregate cost ormarket, asfurther described in Note
3. Gains and losses on disposition of investment
securities are computed by the specilic identification
method.

Mortgage-backed investments are stated at
amortized cost, reduced by principal payments.
Unearned discount and premiums are recognized in
income over the estimated {erms of the invesiments
by the straight-line method, the results of which do
not dilfer materially {from the interest method.

Loans

Loans, as reported, have been reduced by unad-
vanced loan funds, deferred loan [ees, net and the
allowance for possible loan losses.

Interest onloans is not accrued for loans past due
90 days or more or when, in the opinion of manage-
ment, the collectibility of the principal or interest
becomes doubtful,

The adequacy of the allowance for possible loan
losses is evaluated on a regular basis by manage-
ment. Factors considered in evaluating the adequacy
of the allowance include previous loss experience,
current economic condilicns and their ellect on bor-
rowers and the performance ol individual loans in
relation to contract terms. The provision [or possible
loan losses charged to operating expense s based
upon management’s judgment of the amount neces-
sary o maintain the allowance at a level adequate to
absorb possiblelosses. Loanlosses are charged against
the allowance when management believes the col-
lectibility of the principal is unlikely.

16



Real estate by foreclosure

Real estate by foreclosure is stated at cost which
approximates net realizable value.

Banicing premises and equipment

Land is carried at cost. Buildings and equipment
are carried at cost, less accumulated depreciation
computed on the straight-line method over the esti-
mated useful lives of the assets.

1t is general practice to charge the cost of mainte-
nance and repairs to earnings when incurred; major
expenditures for betterments are capitalized and
depreciated.

Retirement plan

In 1988, the Bank adopted the principles of
Statement of Financial Accounting Standards No. 87
“Employers’ Accounting for Pensions”, which requires
use of the *net periodic pension cost™ method lor
financial reporting purposes. This method recognizes
the compensation cost of an employee’'s pension
benefit over the employee's approximate service pe-
riod. Priorto 1988, the Bank used the “aggregate cost
method” for financial reporting purpaoses and contin-
ues to use that methed for funding purposes.

Income Taxes

The Bank files state and federal income tax re-
turns on an October 31 year end.

Provisions for deferred income taxes are made as
a result of timing differences between financial and
income tax methods of accounting.

In previous years, investment fax credits were ac-
counted for on the flow-through method in the year
realized for federal income taxes. Subsequently, such
credits have been substantially eliminated through
changes in the tax law.

Earnings per share

Per share data is not presented for each of the
years in the three-year period ended December 31,
1988, since shares were not issued until December
20, 1988. Accordingly, any such presentation would
not be meaningful.

2. OTHER SHORT-TERM INVESTMENTS

Other shert-termn investments consist of the fol-
lowing:

December 31,
1988 1987
{In thousandsj

Term federal funds......ocueene...... 31,000 % —
Interest-bearing deposits............ 5.000 1,500

$6.000 $1,500
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3. INVESTMENT SECURITIES

The carrying value and approximate market value of investment securities follows:

December 31, 1988 Decembgr 31, 1987
Carrying Market Carrying Market
Value Value Value Value

{In thousands)

U.S. Government obUgations ....ccevveeciivieeeceniinierver e sssnanns $ 1,502 $ 1,473 $ — 8 -
Federal agency obligations......c.ccooviviiciiiinnce e, 4,065 3,997 4,555 4,546
Public service obligations ..., 750 608 1,548 1,377
Banking and finance obligations......ccccceoivvvviririnieieiiieeeenns 6,186 6,124 7.029 6,992
Other bonds and obligations ..o 552 547 2,780 2,742

Total bonds and obligations ......c.covveiriiiiciiiii e, 13,055 12,749 15,880 15,657
Mortgage-backed investmnents ..., 630 554 688 556
Marketable equity securities ..o 513 462 425 355
Less valuation allowance for marketable equity securities., {51} _— {70} e

Marketable equity securities, net ..., 462 462 355 355
Federal Home Loan Bank stock ..oovviviivniiiiiiin i, 800 800 570 570

Total marketable and other equity securities................ 1,262 1,262 925 925
Tolal Investment SeCUTIHES it $14,847 $14.565 $17,593 $17,178

Securities with carrying values of $501,000 were pledged to secure the treasury tax and loan account and
$332,000 for cther purposes at December 31, 1988.

At December 31, 1988 and 1987, there were no unrealized gains on marketable equity securities.

A schedule of the maturily distribution of investment bonds and obligations follows:

December 31, 1988 December 31, 1987
Carrying Percent Carrying Percent
Value to Total Value to Total
{In thousands)
WIthin O YRAT .ottt e es e e e e aia s s inan $ 6,715* 51.4% $ 5,943 37.2%
Over 1 year{o B YBarS oo e 5,590 42.8 8.190* 51.2
Over 5 years to 10 YEaIS it ereee e e 750 5.8 1,050 6.6
Over 10 years 10 20 YEATS oo it veveerees s e e —_ — 797 5.0
$13,055 100.0% $15,980 100.0%

* Includes a security with a carrying value of $1,001.000 and $1,006,000 at December 31, 1988 and 1987,
respectively, for which the maturity is extendable o April 1, 1999.
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4. LOANS, NET

A summary of the balances of loans follows:

Mortgage loans:
Residential. .o e eran e s aeerea e ees

HOIMIE EQUILY covetiict it s et it re e e et ererean e et e e s eae s ban s aean
SecOnd MOTIZAEES .oivvviriri ittt tetiartresereereeesbe e racassansassbtatssenerereemnennen

Less unadvanced 10am fUIAS .o e e te et ee s e v e aas s seee e sannns
Mortgage 10ans, NEL ... e

Commercial loans:
T ot k) o T R

Consumer loans:
Personal installment e e e ———
EUCAIOIL .ttt et ettt e e et e e e e e e e e e e et et e s e eeas
Passbock and stoCK SeCUIEd e et
Revolving Credit ...

TOlal COMSUITIAT TOATIIS 1ottt e eeeeeeeeeereeeeaes st v s e easeeeeee

.............................................................................

December 31,

1988

1987

{In thousands}

$ 62,593  $ 56,183
18,117 25,223
24,867 13,247

5,449 5,301
7.049 4,700
1,292 1,503
119,367 106,157
(5,700} (5.816)
113,667 100,341
430 693
3,480 3,747
955 1,112

3 20

717 810
5,155 5.689
119,252 106,723
(187) —_
(924) (525
$118,141 $106,198

Included in the above net carrying values are non-accrual loans amounting to $7,837,000 and $1,218, 000
at December 31, 1988 and 1987, respectively. As of December 31, 1988, the non-accrual loans included
$3,136,000 of one-to-four family residential real estate loans and $4,701,000 of condominium and other
commercial real estate loans. Specific allowances of $500,123 have been allocated to these loans at December 31,

1988. The remainder of the allowance is unallocated.

At December 31, 1988 and 1987, the amounts unadvanced under home equity lines of credit amounted to

$4,128,000 and $2,872,000, respectively,
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LOANS, NET — {Continued)

An analysis of the allowance for possible loan losses follows: Years Ended December 31,

1988 1987 19886

{In thousands}
Balance at beginning of Year...cococierermiieeeerecenrenrrreessrerseesssssaenes $ 525 $1,008 $ 287
Provision for possible 10an 10SSES v iiei e e e 621 1,038 723
RECOVETIES Liuiiitiiiainirn it aat et s s caa s e it bee b et b rasrasatasa st e taneasrratnnentereasin 14 2 8
1,160 2,048 1,018
Loans charged off e e e (236) {1,523) {10}
Balance at end of YEAT ....iviviiiiiicie e e e e rene e rae e ae e $ 924 $ 525 $1,008

5. BANKING PREMISES AND EQUIPMENT

A summary of the cost and accumulated depreciation of banking premises and equipment and their
estimated useful lives follows:

December 31,
1988 1987

{In thousands)
Banking premises:

5551 o 1 OO S TORRUPPORO $ 173 $ 173

LS R E (e ot T U PO PTR TP PUOUTTOR 840 840

|2 {5518 04T 4 L PO 804 737
1,917 1,750

Less accumuliated deprecialion oo re s s e (874} (835)
$1,043 $_915

Depreciation expense for the years ended December 31, 1988, 1987 and 1986 amounted to $157,000,
$137,000 and $127,000, respectively.
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6.

DEPOSITS
A summary of deposit balances, by type, is as follows:

December 31,

1988 1987
(In thousands)

JB15) o 5E Y o Le L $ 4,751 $ 3318

O vttt cie v i et e nerrrr e arenaan s saeansans s en s sttt aann sttt b e snesnsenaseesnsen s nnttnnnnns 7.174 8,187

Regular and special DOtICE ... i r e e s s e e 25,861 26,661

Money MAarket ePoSitS ... i ittt e eea s 26,096 32,096

Total NON-CertifiCate ACCOUTIES .ueirriie et eeeiseerseeteeesreerareeseamerenseassmensssans 653,882 70,262

Term certificates:
Term certificates of 1ess than S100,000 . oo eeee e eeee e e 52,880 45 867

Term certificates of $100,000 and OVET .......oooivvvivveieies e 7,459 6,659
Total term CertifICateS . uuuiiiiiiiii it 60,339 52,526
TOLAl AEPOSIES 1oiiiiii et v eereeere e e e aaaaaan $124,221 $122,788
A summary of term certilicates, by maturity, as of December 31, 1988, is as follows:
Weighted

Amount Average
{In thousands) Rate

WIHI 1 YRAT 1ottt ceee et et e st e e et e ere e ere e e ecneas $44,205 8.69%
OVET 1 FEAT 10 2 FRATS ..ottt et e er et iete e e aea e eranen e en s s e tan e e ee e eseeennns 7,499 7.68
Cver 2 YEars 10 3 FRATS .. oottt et ettt e ee s e e aee e 5,697 8.28
L A B - o O PSS 2,838 8.55
$60.339 8.54%

Interest paid on deposit accounts for the year ended December 31, 1988 amounted to $8,543.000.

7. ADVANCE FROM FEDERAL HOME LOAN BANK

The advance {rom the Federal Home Loan Bank stock and mortgage loans on real estate, inan amount
of Boston on December 31, 1988 consists of equal to at least 200% at the outstanding advances.
$10,000,000 at an interest rate of 8.25% due Janu- Interest expense applicable to the advance amounted
ary 13, 1989. The advance requires interest to be to $390,000 for the year ended Decemnber 31, 1988.
payable monthly, with principal due upon maturity, Interest paid on borrowed funds amounted to
and is secured by the Federal Home Loan Bank $318,000 for the year ended December 31, 1988.
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8. INCOME TAXES

Allccation of federal and state income taxes between current and deferred portions is as follows:

Years Ended December 31,

1988
Current tax provision:

FEACTAL 1.ttt eeeetr ittt e s ee et ies e e e en b eaeseresaeses e atnnnenreens sennnn $ 772

2 11 RPN 351

1,123

Deferred tax provision (benefit): -
e (= =1 S TR UUPR PR PSP {126}
T 1 PP TRS TR (32)
{158)

$ 965

1987

(In thousands)

$276
112

388

14
5

19

$407

1986

& 777
252

1,028

g1
22

103
$1,132

The deferred income tax provision (benelit} is a result of certain income and expense items being accounted
for in different time periods for {inancial reporting purpoeses than for income tax purposes. The tax elfects of these

differences are as {ollows:

Years Ended December 31,

1988
Deferred loan origination 1885 ..o teee e s e eas $ {77)
Cash basis accounting for tax pUIPOSES ..iiviiiiciciiec e {70)
T 1ot e ——— {11)
$(158)

1987

{(In thousands)
[ -
34
(185)
$19

1986

L J—
51
52

3103

Federal and state income taxes paid during the year ended December 31, 1988 amounted to $378,000.

As of December 31, 1988 and 1987 the balance sheets include deferred income taxes payable of $28,000 and

$186,000, respectively.

The reasons for the differences between the corporate federal income tax rates and the effectlve tax rates are

summarized as follows:

Years Ended December 31,

1988
SEATILOTY TALES (i e e et e e eee e e esvreeeeeas 34.0%
Increase {decrease} resulting from:
State taxes, net of federal tax henefit oo, 11.7
Bad debl Qeductiom v e 7.1
1010 ¢15 o o L] U .9
OIS S\ b 2 L SO 53.7%

1987
{In thousands}

40.0%

5.4
{15.8)
1.2

30.8%

1986

46.0%

5.9

(6.2)

(.9
44.8%
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9. COMMITMENTS

In the normal course of business, there are out-
standing commitments and contingencies which are
not reflected in the financial statements.

Employment agreements

The Bank has entered into Executive Employ-
ment Agreements with the Bank's President and
Chief Executive Officer, Mr. Bulman, and two other
senior officers, providing a specified minimum an-
nual compensation and the continuation of benefits
currently received. The period of the agreements
with Mr. Bulman is for three years commencing on
February 15, 1989 and with the other two officers for
one year commencing on December 20, 1988, All
agreements provide for an automatic extension of
one year on each anniversary date and termination
for cause, as defined. The Bank has also entered into
Special Termination Agreements with the three offi-
cers, which provide for certain lump-sum severance
payments within a three-year period following a
“change of control” as defined in the agreements.

Employment agreement - litigation

The Bank has had an Executive Employment
and Insurance Agreement with its former President
and Chiefl Executive Officer (“the Executive”) since
January 1, 1985 and as subsequently amended,
providing minimum annual compensation, partici-
pation in bonus awards or other incentive compen-
sation plans. The Agreement also provided an execu-
tive retirement benelit in excess of the retirement
benefit provided by the Savings Banks Employees
Retirement Association. However, on February 2,
1989, the Board of Directors of the Bank removed
“{or cause” the Executive pursuant to the Bank's By-
Laws. According to the Agreement, if at any time the
employment of the Executive is terminated by the
Bank “[or cause”, he shall not be entitled to payment
of benefits provided in the Agreement after such date
of termination. On February 3, 1989, the Bank filed
a civil suit in Plymouth Superior Court against the
Executive for injunctive relief and damages. As of
March 2, 1989, the Execulive had not {iled an an-
swer to the Bank's complaint. According to the Bank's
special counsel, based upon the facts currently avail-
able, the Bank would have strong grounds to mount
a successlul defense if any such claim were to be
filed. Management would vigorously defend the Bank
against any such claim.

As a result of a special study in connection with
the civil action for damages and relief filed by the
Bank on February 3, 1989, the following accounting
adjustments have been applied to these financial
statements:

thmg:;.nds]
Reversal of retirement benefits acerual
for the EXeCUtive .....oovuveeeeeeeeeeeev, $254
Reversal of accrued interest on additional
non-performing 1oans.........oovveeveevenennn... (65)
Additional provision for possible loan
10SSES ceiiiiciiee e (214)
Related tax effect of adjustments .............. {75}
Net decrease in
fourth quarter operations.................... $(100}

Firm commitments to grant loans amounted to
approximately $1,689,000 at Decernber 31, 1988.

Prior to December 31, 1988, the Bank entered
into an agreement to purchase land and a building
located in Hingham. Subsequent to December 31,
1988, the land and building were purchased at a
cost of $950,000.

10. STOCKHOLDERS' EQUITY

As a [ederally insured savings institution, the
Bank is subject to regulation by the Federal Deposit
Insurance Corporation (*FDIC"). The capital mainte-
nance requirements of the FDIC call lor a minimum
of 5.5% in primary capital and a maximum of .5% in
secondary capital, or a total regulatory capital of 6%,
in terms of adjusted total assets. At December 31,
1988, the Bank's total regulatory capital exceeded
these requirements.

At October 31, 1988, the date of {iling of income
tax returns, the total reserve for loan losses for
federal income tax purposes amounted to approxi-
mately $3,781,000. If this amount, or any portion
thereo!, is used for purposes other than to absorb
the losses for which established, an amount up to
approximately one and one half times the amount
actually used must be included in gross income for
federal income tax purposes in the fiscal year in
which used. As the Bank does not intend (o use the
reserves for purposes other than to absorb lean
losses, delerred taxes have not been provided on
these amounts.
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On December 20, 1988, the Bank completed
conversiont [rom a Massachusetts chartered saving
bank in mutual form to a Massachusetts chartered
savings bank in stock form by sale of 1,250,000
shares of common stock at $8.50 a share. The net
proceeds received were $9,621,000 after deducting
conversion costs of $1,004,000.

At the lime of conversion, the Bank established a
liquidation account in an amount of $11,013,000. In
accerdance with Massachusetts statute, the liquida-
ticn account will be maintained for the benefit of
eligible account holders who continue to maintain
their accounts in the Bank after the conversion. The
liquidation account will be reduced annually to the
extent that eligible account holders have reduced
their qualifying deposits. Subsequent increases will
not restore an eligible account hoelder’s interest in
the liquidation. In the event of complete liguidation,
eligible account holders will be entitled to receive a
distribution in an amount equal to their current
adjusted liquidation account balances to the extent
that funds are available.

The Bank may not declare or pay cash dividends
on its shares of common stock if the ellfects thereof
would cause the stockholders' equily to be reduced
below applicable capital mainienance requirements
or below the balance of the liquidation account. or if
such declaration and payments would otherwise
violate regulatory requirements.

On September 1, 1988, the Board of Trustees
adopted a stock option plan under which options
may be granted to directors and such officers and
other employees as the Board may determine. The
Plan is subject to the approval of the stockholders.
Shares of common stock up to 125,000 may be
reserved for issuance pursuant lo options granted
under the plan. Both “incentive oplions™ and “non-
qualilied options” may be granted under the plan. All
oplions granted under the plan will have an exercise
price per share equal to or in excess of the fair
market value of a share of common stock at the date
the option is granted and will have a maximum
option term of 10 years. As of December 31, 1988,
53,600 stock options had been granted by the Board
of Directors subject to stockholder approval. None of
the options granted are presently exercisable or have
been exercised.

11. MUTUAL SAVINGS CENTRAL FUND,
INC. DIVIDENDS

In recent years, most banks whose deposits were
previously Insured only by the Mutual Savings Cen-
tral Fund, Inc. obtained FDIC insurance. This has
resulted in excess amounts being accumulated in
the Fund because the Fund's insurance covers only
deposits in excess of FDIC insurance limitations for
FDIC insured banks. As a result, liquidation divi-
dends amounting to $423,000 were received in 1986.

12. PENSION AND EMPLOYEE
INCENTIVE PLANS

Pension plan

The Bank provides basic and supplemental bene-
{its for eligible employees through the Savings Banks
Employees Retirement Association {"SBERA") Pen-
sion Plan. Each empleyee reaching the age of 21 and
having completed at least 1,000 hours of service per
twelve-month period in three consecutive twelve-
month periods beginning with such employee's date
of employment autcmatically becomes a participant
in the retirement plan. All participants are fully
vested at the time of enroliment.

Pension expense, under the plan, for the year
enided Decemnber 31, 1988, consisted of the {ollow-
ing:

{In thousands)

ServiCe COSt vt ee e $ 56
Interest COSt.ii s 110
Refurn on plan assets «....cooceecivinnennss (157)
Net amortization and deferral ........... 3
Amortization of net gain ..., _51

Net cost $ 63

The eflect of the change in the method of ac-
counting in 1988 resulted in a reduction of pension
expense by $25,000, and an increase in net income
by approximately $13,000.

Total pensicn expense for the years ended De-
cember 31, 1987 and 1986 amounted to $99,000
and $106,000, respectively,
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Notes to Financial Statements {Continued)

According to the SBERA's actuary, the funded
status of the plan at Cctober 31, 1988 {latest avail-
able) is as follows:

(Ir thousands)

Plan assets at fair value ................ $1,336
Actuarial present value of
projected benefit obligation

(substantially vested) ............... 1,477
Excess of projected benefit

obligation: over plan assets....... (141}
Unrecognized net 108s .ovvvecvevennnns 115
Unrecognized net obligation at

inception of FASB 87 ............... 51
Deferred pension cost ....c.ooevveveee. $ 25

Actuarial assumptions include an assumed dis-
count rate on beneflit obligations of 7.25%, an ex-
pected long-term rate of return on plan assets of
8.25% and salary increases of 6%.

Employee incentive plan

The Bank maintains an incentive plan whereby
employees are eligible to receive a bonus based on
their respective salaries and years of service depend-
ent on the Bank's earnings. Total expense under the
incentive plan for the years ended December 31,
1988, 1987 and 1986 amounted to $157,000,
$168,000 and $156,000, respectively.

13. RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Bank has
granted loans to its oflicers and Directors and their
affiliates. The total amount of such loans amounted
to $912,000 at December 31, 1988 and $1,873,000
at December 31, 1987. During the year ended De-
cember 31, 1988, total principal additions were
$562,000 and total principal payments were
$1,523,000.
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14. QUARTERLY DATA (UNAUDITED)

Summaries of operating results on a quarterly basis for the years ended December 31, 1988 and 1987 are as

follows:

Years Ended December 31,

Interest and dividend income
Interest expense

Net interest income

Provision for possible loan losses (1)
Net interest income, after
provision for possible loan
losses
Qther income
Operating expenses
Income (loss) belore
income taxes
Provision {beneflit) for income
taxes (2}

Net income (loss)

- Notes:

1988 1987
4th 3rd 2nd 1st 4th 3rd 2nd ist
Qtr. Qtr. Qtr. Qtr. Qtr. Qtr. Qtr, gtr.

(In thousands) '

$3,708  $3.,474 $3,270 $3,166 $3,252 $3,155 $3.085 $3.066
2,382 2,316 2,110 2,127 2,088 2,074 2.03%8 2.027
1,326 1,188 1,160 1.03% 1,164 1,081 1,016 1.039
338 162 87 34 230 30 28 750
988 996 1,073 1,005 934 1,051 988 289
55 109 83 92 170 162 198 207
(496) (710) (784) (613} (628}  {692) (690) (867)
547 395 372 484 476 521 496  (171)
404 177 167 217 146 160 153 (52)
$ 143 $ 218 $ 205 $ 267 $ 330 $ 361 $ 343 (119

(1) The significant provisions for possible loan losses in 1987 are attributable to a group of commercial loans
made to a marine dealership which were charged oif in full in 1988. Significant provisions in 1988 were made
fora commercial real estate loan in connection with a business condominium, and the results of a special loan
sludy; see Note 9, Employment agreement-litigation.

(2) The higher elfective rate of income {axes provided in 1988 is attributable to provisions for possible loan losses
which are, in part, not deductible for income tax purposes and additional current tax expense due (o the
required conversion {o the accrual method for tax purposes.
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Stoclkholder’s Informuation

Hingham Institution {or Savings
53 Main Street

Hingham, MA 02043
617-749-2200

Paul E. Bulman
President and Chief
Executive Officer

Robert F. Cass
Vice President and Treasurer

Transfer Agent

The Connecticut Bank & Trust Co.
One Constitution Plaza X04B
Hartford Connecticut 06115
1-800-523-2097 Qut-or-State
1-800-255-6510 Connecticut Only

Independent Certified Public
Accountants

Wolf & Company of Massachusetts, P.C.
One International Place

Boston, MA 02110

General Counsel
Bingham, Dana & Gould
150 Federal Sireet
Boston, MA 02110

Form F-2

A copy of the Bank's Annual Report on Form F-2
for the fiscal year ended Decernber 31, 1988, as
{iled with the Federal Deposit Insurance Corpora-
tion, may be obtained without charge, by any
stockholder of the Bank upon written request
addressed to the Investor Relationis Depariment.

STOCK DATA

Hingham Institution for Savings shares are listed
and traded on the NASDAQ National Market
System under the symbol HIFS.

The following table sets forth the high and low bid
price for the Bank's common stock since December
20, 1988, the date of conversion, as reported by
NASDAQ.

Commuon Stock

1988 High Low
4th Quarter
{since Dec. 20, 1988).............. $8.50 $8.50

Additional stock information at March
8, 1989:

Closing sale price: ......coocvunne. $8.50
Number of shares

outstanding: ...........ccooeceennn. 1,250,000
Approximate number

of shareholders:.................. 650
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