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President’s Message

Robert H. Gaughen, Jr., President and C.E.O.

The past year was the most tumultucus in the Bank’s
160 years of operation. It commenced with conflict over
issues of management competence and the future inde-
pendence of the Bank. In April the shareholders voied
overwhelmingly to endorse a change in management and
to preserve our identity as an independent, iocally con-
trolled Bank. i gives me great pleasure to report the posi-
tive results which followed this change.

Since April the Directors have taken various steps to
assure the Institution’s competitive health. In the spring a
new and experienced management team was assembled.
The efforts of this team are beginning to produce signifi-
cant results. Necessary steps have been taken to drasti-
cally reduce non-performing assets, increase lending, and
improve the Bank's net interest margin. While we antici-
pate that these changes will produce continuing improve-
ment, already numerous concrete achievements can be
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observed. In 1983 non-performing assets (NPA’s} were
reduced by 71%. These assets have constituted a drain
on earnings, both as a result of their non-performing sta-
tus as well as the costs associated with administering
them. NPA’s were reduced from $9.4 million to $2.7 mil-
lion during 1893. This reduction of 71% compares favor-
ably with the modest 19% reduction which occurred in the
previous year,

Improved operating earnings depend not only on the tam-
ing of our problem assets but also on our ability to reinvig-
orate our lending function. The second half of 1893 saw a
177% increase in loan originations over the same period
in 1992, In the fourth quarier of 19893, our loan portfolio
experienced the largest guarterly increase since 1989,

Earnings for 1993, despite the unfortunate $1.5 million
expense resulting primarily from prior management’s
opposition 1o the proxy contest, remained positive. In fact,
earnings from core operations strengthened in the third
and fourth quarters. The reduction i NPA’s and increas-
es in loan originations should assist in maintaining this
trend.

Substantial progress has been made in strengthening the
Bank’s internal operations and restoring its presence in
our local market. Despite these improvements, reduction
of non-performing assets and expanded lending activities
remain our most imporiant priorities in 1994. We remain
optimistic that progress in these areas will assist us in
realizing our long-term profit goals.

Please be assured that the Board of Directors, Bank man-
agement, and staff remain committed to the development
of a guality, service-oriented, independent community
Bank,

Robert H. Gaughen, Jr,
President and Chief Executfv
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Selected Consolidated Financial Data Management’s Discussion and Analysis

insurance Corporation (the “FDIC") and Deposit
insurance Fund of Massachusetts. This insurance com-
bined with our strong capital position should provide an

The following information does not purport to be complete and is qualified in its entirety by the more detailed
information contained eisewhere herein,

At December 31, advantage in allaying any customer concerns regarding
1993 1992 1991 1690 1989 the safety of their deposits.
Balance Sheet Data: (In Thousands) Deposits as of December 31, 1993 were $117.7 million
. H [+
TOMAN BSSELS oo oo $147,880 $149,460 $148760 $149,262 $150,633 gggg;ebn;'rngﬁ gggregz{;iﬁnz‘?’r;gi;g??a?;; 'aané’ oo
;fgfaens::nem SECUMHBES oiiiv vt es s sre s ee e enenneans 58,904 66,183 49,343 33,434 20,506 sumers’ willingness to accommodate greater risk resulted
i in a $4,397,000 or 11.8% decrease in term certificates
gggﬁg}iiaf .............................................................. 76,;;; 67,323 8; ,gj? 9?,gig 1 TO,;?? durlng 1993. This decrease was pai‘tlaliy offset by a
Consumer ------------------------------------------------------------- E 426 2225 3'117 4,277 5 555 $2)229,009 increase in non"certificate aCCOuntS during
LT 78,208 71097 85049 95546 116,634 | - the course of the year.
AlOWANCE TOF [0AN 10SSES ...vverrveereeereeseeesseerseeeesessrees 1,101 1,501 1,628 1,414 3,381 Mein Office and Administration Building
e T Lot T o1 TP 76,936 69,465 83,440 93,853 113,138 .
Foreclosed real estate, net ..., 2,384 2,938 4772 9,637 1,003
DEPOSIS i e 117,717 118,885 120,721 119,211 116,345
Federal Home Loan Bank advances ..vvmriieeennorinn 15,000 15,000 15,000 15,000 15,000
SHOCKNOIAETS BUUIY v 14,074 13712 11,988 13,751 17,999 MARKETPLACE

The Bank operates three offices located in Hingham,
South Hingham, and Hull..The Bank has served as one of

Years Ended December 31, the leading local financial institutions for 160 years, The

1993 1992 1991 1990 1389 Bank’s operating philosophy consists of offering quality
. {In Thousands, Except Per Share Amounts) service, attractive basic banking products, and superior
Operating Data: convenience.
Total INterest INCOME .....ooovvrir e $ 6232 $ 11,374 512,631 $ 13,212 $ 13,018
Total interest 8XPENSE ..ot 4,593 6,451 8,850 9,928 9,455 DEPOSIT ACTIVITY
Net THEIEST INCOMIE v iive v ev i rarrenriaenverareenines 4,639 4,823 3,781 3,284 3,563 ngham Institution for Savmgs continues 1o offer a
Provas;lon fOr l0aN I0SSES ... s 63 3920 1,690 2,770 3,500 wide range of accounts including regular savings, club
Other 1{100me ................................................................ 1,484 1,624 785 346 388 ‘ accounts, NOW accounts, commercial checking, certifi- South Hinaham Branch Office
Operating SXPENSES ..o ieeiiv e seie s vre st eeirer s _6,340 4,899 4,734 5,279 3,302 | cates of deposit, and IRA’s plus the added convenience 9

of ATM’s at all branch locations.

income (loss) before income taxes ... (280) 1,158 (1,858) (4,419) {2,851) ; )
Income tax provision (BENEMY......ccvvverercrionrireoseseesreenens (469) (398) 1 (607) (512) As a community Bank, we believe that our principal
competitive advantage is the personal quality of the ser-
Net INCOME (OS5 .vviii it $ 189 § 1556 $ (1,859) § (3812) $ (2,339 vice we provide to our customers and to the long-term
. : relationships established. The Bank’'s primary competition
Net income {foss) per share. .....cc.ccoovvvveiveivev e, $ d5 8 124 $ (149 §$§ (305 $ (1.87) i for deposits are the other banks in our market area and
. . mutual funds. The Bank’s ability to attract and retain
Weighted average shares outstanding ............ccccoeeee . 1,268 1,251 1,250 1,250 1,250 deposits depends upon its satisfying depositors’ require-
. . , ‘ ments with respect to rate, liquidity, risk, and service. We
Financial Ratios: . continue to compete for our deposits by offering competi-
Return {foss) on average assets ....ooooceeveeeeieei e 0.13% 1.02% {1.23)% (2.50)% {1.58)% : tive rates, convenient branch locations, and the added
Return (loss) on average equity...........cccoveecieenscecrnnnnn. 1.34 12.01 (13.74) (22.14) {11.860) i convenience of automated teller machines.
Average equily 10 average asselS....civviiini e, 9.52 8.52 8.92 11.31 13.61 :
INterest rate SPread. ..o 3.06 3.21 2.69 2.04 1.77 Many consumers are rightfully concerned about the
Net yield on average eaming assetS.........coocviveiiane 9.34 3.49 278 2134 25D _ security of their investments in the volatile financial envi-
Cash dividends paid per share .......c.cccvivvvrinininnennenns — —_— — $0.28 $0.23 ronment of the1990’s. Deposits at Hingham Institution for
Savings are insured in full through the Federal Deposit Huil Branch Office

2 Hingham Institution for Savings and Subsidiaries Hingham Institution for Savings and Subsidiaries 3
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LENDING ACTIVITY of the new management group’s intensified lending effort loans with adjustable rates or shorter terms for the portfo- COMPARISON OF RESULTS FOR FISCAL YEARS

The Bank’s lending activities consist primarily of the
origination of first mortgages on residential or commercial
real estate. The residential mortgages are made with both
fixed and adjustable rates and are generally underwritten
1o conform to Federal National Mortgage Association and
Federal Home Loan Mortgage Corporation guidelines.
The adjustable rate mortgage loans have rates that are
reset at either one-year or three-year intervals. The Bank
has placed particular emphasis on encouraging 10-year
and 15-year fixed rate and one and three-year adjustable
rate loans. The commercial or multi-family mortgage
loans are typically written with an initia! rate fixed for three
to five years and with a floating rate thereafter.

During 1993 loan originations totaled $30,787,000, an
increase of 27.4% from the $24,166,000 originated in
1892, The actual impact of the reorganization of the lend-
ing effort by the new management team is most accurate-
ly reflected by a comparison of the second half of 1993
and the comparable period in 1992. In the second half of
fiscal 1993, originations totaled $23,535,000, an increase
of 109% over the $11,263,000 in originations for the sec-
ond half of 1992.

TOTAL LOAN ORIGINATIONS
(In Milliens)

$30.8

1982 1993

SECOND HALF LOAN ORIGINATIONS
{In MiHions)

$23.5

At December 31, 1993 the loan portfolio totaled
$76,936,000 as compared to $69,465,000 at December
31, 1992, This 10.8% increase was achieved as a resull

in the third and fourth quarters. This increase was
achieved notwithstanding a significant increase in payoffs
and increased competition from other lenders.
Management intends io continue with such efforts and
believes that the Bank’s operating profitability is, in signifi-
cant measure, related to its ability to increase its loan
portfolic as a percentage of total assets.

The Bank’s lending strategy will continue to provide

Expansion of Congregation Sha'Aray Shalom, Hingham
financed by Hingham Institution for Savings.

Renovation of Hingham Visiting Nurses Association financed
by Hingham Institution for Savings.

residential loans at adjustable rates or shoster terms for
the portfolio as well as multi-family or commercial proper-
ty loans at short-term fixed or floating rates. Longer-term
fixed rate loans are originated primarily for sale in the
secondary market. It is anticipated that by originating
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lio, while selling the longer-term fixed rate loans, we will
reduce our exposure to interest rate risk.

ASSET QUALITY

During fiscal year 1993, dramatic progress was made
in the improvement of general asset quality. As a result of
aggressive efforts in the second half of 1993, non-per-
forming assets, which consist of loans delinquent 90 days
or more and real estate acquired through forectosure or
substantively foreclosed, were reduced to $2,670,000 at
year end. This represents a 71.4% decrease from the
$9,351,000 on December 31, 1992 and a 76.8%
decrease from the $11,491,000 at December 31, 1991.

NON-PERFORMING ASSETS
{In Millions)

$11.5

$9.4

1991 1992 1993

Management has implemented new and more strin-
gent underwriting policies for all new originations, which
call for greater senior management and Board of
Directors’ oversight,

it is anticipated that these new policies, combined with
the intensified effort to resolve remaining problem assets,
will result in continuing improvement in this critical area.

Hingham Institution for Savings and Subsidiaries

1993, 1992 and 1991
OVERVIEW

At the April 1993 Annual Meeting, the sharehold-
ers voted overwhelmingly to elect a new Board of
Directors to oversee the implementation of a new man-
agement team. During the remainder of the year 1993,
the new Board and Management Team drastically
reduced the non-performing assets and increased local
lending activities,

The operating results of the Bank depend on its
net interest income (which is the difference between inter-
est and dividend income on interest-eaming assets, that
primarily consist of loans and securities, and interest
expense on interest-bearing Habilities, which consist of
deposits and borrowings), provisions for [oan losses,
other income, and operating expenses. All aspects of the
Bank’s operations are significantly affected by external
factors such as the economy, competition and by regula-
tory policies.

The Bank's net income for the year ended
December 31, 1993 was $189,000 or $0.15 per share. In
1992 the Bank had net income of $1,556,000 or $1.24 per
share, and in 1991 a net loss of $1,859,000 or $1.49 per
share. For the year ended December 31, 1983, the Bank
recognized a $472,000 income tax benefit primarily due
to a reduction in the valuation allowance against net
deferred tax assets as described in Note 10 of the
Consolidated Financial Statements.

Assets totaled $147.9 million on December 31,
1983 and $149.5 million on December 31, 1892, a
decrease of 1.1%. During this period, stockholders’ equity
increased to $14.1 million from $13.7 million, an increase
of 2.6%.

Effective December 31,1993, the Bank adopted
the provisions of SFAS No. 115 “Accounting for Certain
tnvestments in Debt and Equity Securities.” The
Statement establishes standards for all debt securities
and for equity securities that have readily determinable
fair values. As required under SFAS No. 115 prior year
financial statements have not been restated.

SFAS No. 115 requires investiments in debt secu-
rities that management has the positive intent and ability
to hold to maturity be classified as “held to maturity” and
reflected at amortized cost. Investments that are pur-
chased and heid principally for the purpose of selling
them in the near term are classified as “trading securities”
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and reflected on the balance sheet at fair value, with
unrealized gains and losses included in earnings.
Investments not classified as either of the above are clas-
sified as “available for sale” and reflected on the balance
sheet at fair value, with unrealized gains and losses
excluded from eamings and reported as a separate com-
ponent of stockholders' equity. The cumulative effect of
the change in accounting principle at December 31, 1993
is to increase stockholders’ equity by $52,000. There was
no effect on net income for the year ended December 31,
1993 relating to the-adoption of SFAS No. 115.

As of December 31, 1993 debt securities avail-
able for sale at fair value totaled $25,307,000, and securi-
ties held to maturity at amortized cost totaled
$33,597,000 with a fair value of $33,520,000.

interest and Dividend Income. Total interest
and dividend income decreased by $2,142,000, or 18.8%
in 1993 as compared to a decrease of $1,257,000, or
10.0% in 1992. The yield on average earning assels was

as follows: 1993, 6.64%; 1992, 8.05%; and 1991, 9.28%.
The 1993 decrease was mainly attributed to a decrease
in the yield on the interest-earning assets. The 1992
decrease in interest income was attributed to a decrease
in average yield on interest-earning assets partially offset
by an increase in interest-earning assets. The decrease
in the vield was partially offset by a decrease in non-
accrual loans from $3,617,000 at December 31, 1992 to
$286,000 at December 31, 1993.

interest Expense. The decrease in interest
expense of $1,858,000 for 1993 consisted of a decrease
of $1,709,000 or 30.4% in interest on deposits, and a
decrease of $149,000 or 18.1% in interest on Federal
Home Loan Bank advances due primarily to reductions in
the rates paid.

The decrease in interest expense of $2,399,000

for 1992 consisted of a decrease of $2,093,000 or 27.1%
in interest on deposits, and a decrease of $306,000 or
27.2% in interest on Federal Home Loan Bank advances

The following table presents information regarding changes in interest and dividend income and
interest expense of the Bank for the years indicated. For each category, information is provided with
respect to changes atiributable to (1) changes in rate (change in rate multiplied by old volume) and (2)
changes in volume (change in volume multiplied by old rate.) The change attributable to both volume and

rate is reported as mix.

Years End_e_d Daa_emher 31,

1993 Compared to 1892 1992 Compared to 1991
Increase (Decrease) increase (Decrease)
Due to ~ Dueto
Volume Rate Mix Total Volume  Rate Mix Total
(}n Thousands)
Interest and dividend income:
Total loans $(1,392) $(451) $ 79 $(1,764) $(225) $(957) $ 8 $(1,174)
Investment securities and
Federal Home Loan Bank stock 809 (1,016) {222) (429) 678 (545)  {(101) 32
Short-term investments and interest-
bearing deposits 68 {9) (8) 51 {53) (85) 23 (115}
Total interest and dividend income (515} (1.476) {151) (2,142} 400  (1,587) (70) (1,257)
interest expense: -
Deposits (460} {1,346) 97 (1,709) {244) (1,895) 46 {(2,093)
FHLB advances {1} (148) — (149) an (293) 4 (306)
Total interest expense (461) (1,494) 97  {1,858) (261) (2,188) - 50 {2,399)
Net interest income $ (54) $ 18 $(248) § (284) $661 S 601 $(120) $1,142

Hingham Institution for Savings and Subsidiaries
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due primarily to reductions in the rates paid.

The general decline in market rates of interest as
well as a decrease in higher rate certificates of deposit
resulted in a decrease in the average rates paid on the
Bank’s deposits during the period. Costs were 3.46%,
4.75% and 6.49% for 1993, 1992 and 1991, respectively.
Average deposit balances decreased by $5.3 million dur-
ing 1993 due to the industry trend of deposits being trans-
ferred to mutual funds for higher rates and increased by
$1.3 million during 1992 .

Provision for Loan Losses, The provision for
loan losses was $63,000 for the year ended December
31, 1993, $390,000 for the year ended December 31,
1902 and $1,690,000 for the year ended December 31,
1991. The balance of the allowance for loan losses as of
December 31, 1993 was $1,191,000 compared to
$1,501,000 in 1992. The decrease in the loan loss provi-
sions between December 31, 1993 and December 31,
1992 reflects a major decline in non-accrual loans from
$3,617,000 on December 31, 1992 to $286,000 at
December 31, 1993, Management reviews the loan port-
folio quarterly and, subject to approval of the Board of
Directors, adjusts the allowance for loan losses to an ade-
quate level based on the composition of the loan portfolio,
economic conditions, and potential charge-offs based on
management’s assessment of risk. Provisions for loan
losses are charged to earnings as required. Loan bal-
ances are charged to the allowance when collection of
the principal is considered 1o be uniikely.

Actual charge-offs for the past three years have
been as follows: $1,495,000 in 1991; $586,000 in 1992;
and $411,000 in 1993. Recoveries on loans previously
charged off amounted to $19,000 in 1991, $69,000 in
1092, and $38,000 in 1993. Net charge-offs of $373,000
in 1993 reflect the realization, at the time properties were
foreclosed, of losses previously provided for. The amount
reflects the delerioration in the value of collateral securing
the Bank’s loans which occurred during the year.

Other Income. Total other income decreased to
$1,484,000 from $1,624,000 when comparing 1993 to
1692 and amounted to $785,000 in 1991, The year 1892
was affected by two non-recurring transactions: a gain on
sale of loans in the secondary market of $402,000, and a
gain on sale of a branch building of $106,000. The year
1993 was also affected by a non-recurring transaction in
the form of an insurance seftlement of $515,000 relating
o actions of a former president of the Bank. Gain on
sates of investments amounted to $559,000, $751,000,

Hingharm Institution for Savings and Subsidiaries

and $457,000 for the years ended December 31, 1993,
1992, and 1991, respectively.

Operating Expenses. Operating expenses
totaled $6,340,000 for 1993, compared to $4,999,000 for
1992 and $4,734,000 for 1991. During the year ended
December 31, 1993, non-recurring expenses related to
the proxy contest amounted to $1,508,000 or 23.8% of
1993 operating expenses. See Material Litigation for addi-
tional details on proxy litigation and settlement.

Salaries and employee benefits, the largest com-
ponent of the Bank’s total operating expenses, increased
by $475,000 or 31.8% during 1993 mainly atiributabie to
inclusion of $430,000 of pension costs of which $310,000
refated to prior years and also refiecting general increases
in lending staff. Salaries and employee benefits remained
relatively constant during 1992 and 1991 due to a new
policy of officer and employee contributions toward health
insurance premiums,

Foreclosed real estate expense decreased by
$717,000 or 48.5% in 1993 after having increased by
$193,000 in 1992. The decrease for 1993 is attributed to a
decrease in the provision for losses of $847,000 partiaily
offset by increased foreclosure and holding costs, net of
rental income of $100,000. The 1992 increase is atirib-
uted to an increase in the provision for losses of $368,000
offset by recoveries of $50,000 and reduced foreclosure
and holding costs, net of rental income of $125,000.
Foreclosed real estate decreased by $1,834,000 during
1992 to $2,938,000 at December 31, 1992 and $554,000
during 1993 to $2,384,000 at December 31, 1993,

Real estate held for investment represents prop-
erties acquired by foreciosure or deed-in-lieu of foreclo-
sure which are operated by the Bank for income-produc-
ing purposes. During the first quarter of 1993, all proper-
ties held for investment were transferred to foreciosed
real estate as management intended to and did sell these
properties.

Expenses relating to real estate held for invest-
ment, net of rental income increased by $123,000 or
73.2% when comparing 1993 expenses of $291,000 to
1992 expenses of $168,000 and increased by $74,000
from 1991 to 1892.

All other operating expenses remained refatively
constant, decreasing by $17,000 in 1893, and increasing
by $7.600 in 1992.
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income Taxes. Effective January 1, 1992, the Bank
adopted SFAS No 108 “Accounting for Income Taxes”.
There was no cumulative impact resuiting from the adop-
tion of this accounting method change as of January 1,
1992. Among other provisions, SFAS No. 109 allows a
deferred tax asset to be recognized where based on
available evidence, it is more likely than not that any
deferred tax asset will ultimately be realized. In determin-
ing ultimate realization, future taxable income may be
considered as a potential source of available evidence.
Prior to 1992, anticipation of future income was generally
prohibited.

During 1992, the Bank generated taxable income and
anticipated that future income would be realized to allow
the recognition of $400,000 of deferred tax benefits. In
addition, at December 31, 1993, the Bank anticipates that
additional future income will be realized. Based on this
anticipated future income, an additional deferred tax ben-
efit of $472,000 was recognized at December 31, 1993.

if economic conditions deteriorate whereby the antici-
pated future earnings do not materialize, the recognition
of these income tax benefits will be reversed to the extent
unrealized. Conversely, the Bank may recognize up to an
additional $1.1 million of tax benefits if future earnings
during the carryforward period exceed the amount antici-
pated by the Bank.

LIQUIDITY AND CAPITAL RESCURCES

The Bank's principal sources of liquidity are cusiomer
deposits, amortization and payo¥ of principal and interest
payments on loans and mortgage-backed securities, and
its ability to sell or pledge its loan and securities portfo-
lios. As a member of the Federal Home Loan Bank of
Boston (FHLB), the Bank may borrow through advances.
The Bank also has the ability to borrow from the Federal
Reserve Bank of Boston and the Mutual Savings Central
Fund, Inc, for shori-term needs by pledging certain
assets. At December 31, 1993, the Bank had ouistanding
commitments to originate loans of $7,420,000, unused
lines of credit of $2,406,000, unadvanced portions of con-
struction loans of $1,023,000, and standby letters of cred-
it of $125,000. The Bank believes it has adequate
sources of liquidity to fund these commitments.

Deposits as of December 31, 1993 were $117.7 million
representing a decrease of $2,168,000 or 1.8% over
December 31, 1992, During 1993 decreasing interest
rates resulted in a reduction of $4,397,000 or 11.8% in

term certificates partially offset by an increase in non-cer-
tificate accounts. The net decrease in investment securi-
ties during the year ended December 31, 1993 amounted
10 §7,279,000 combined with the reduction by $3,350,600
of real estate held for investment and foreciosed real
estate, amounted to $10,628,000. These funds were
redeployed primarily into loans as evidenced by an
increase of $7,201,000 or 10.1% in gross ioans,

Massachusetts-chartered savings banks that are
insured by the FDIC are subject o certain capital require-
ments. At December 31, 1993, the requirements for ail
banks, except the most highly rated, include a Tier 1
leverage capital ratio that is at least 4.0% to 5.0%, a risk-
based Tier 1 capital ratio of 4.0%, and a total risk-based
capital ratio of 8.0%. In a Memorandum of Understanding

entered into with the FDIC and the Massachusetis

Commissioner of Banks, the regulatory authorities have
required a minimum Tier | leverage capital ratio for the
Bank of 6.0%. See “Regulatory Matters” below. At
December 31, 1993, the Bank’s Tier 1 leverage capital
ratio, risk-based Tier 1 capital ratio, and total risk-based
capital ratios were 9.56%, 12.50%, and 20.75% respec-
fively.

IMPACT OF INFLATION AND CHANGING PRICES

The consolidated financial statements and refated con-
solidated financial data presented herein have been pre-
pared in accordance with generally accepted accounting
principles which generally require the measurement of
financial position and operating results in terms of histori-
cal dollars without considering the changes in the relative
purchasing power of money over time due to inflation.
The primary impact of inflation on operations of the Bank
is reflected in increased operating costs. Unlike most
industrial companies, virtually all the assets and liabilities
of a financial institution are monetary in nature. As a
result, interest rates have a more significant impact on a
financial institution’s performance than the effects of gen-
eral levels of inflation. Interest rates do not necessarily
move in the same direction or to the same extent as the
price of goods and services.

REGULATORY MATTERS

In March of 1992, the Bank’s Board of Directors
entered intoc a Memorandum of Understanding
{“Memorandum™) with the FDIC and the Massachusetis
Commissioner of Banks. The Memorandum sets forth

Hingham Institution for Savings and Subsidiaries

plans for reducing classified assets, improving the eamn-
ings of the Bank, and revises the Bank’s Funds
Management Policy to address liquidity needs as well as
monitoring interest rate sensitivity. Lending, investment,
and budget policies have been incorporated into a com-
prehensive business plan, which has been submitted to
the FDIC and the Commissioner of Banks. In addition,
specific goals have been established under this
Memorandum for reducing the ratio of non-performing
loans to lotal toans. Recently the Bank was examined by
the FDIC, its primary regutator. Based on the preliminary
results of this examination, the Bank’s management
believes that it is in substantial compliance with the terms
of the Memorandum.

MATERIAL LITIGATION

In February 1993, Robert H. Gaughen, a shareholder
and Director of the Bank, notified the Bank of his intention
to nominate an independent siate of nominees for the
Board of Directors. Subsequent to this notification, the
Board of Directors by an 8 to 7 vote, initiated litigation
against Mr. Gaughen and three other Directors and sub-
stantial shareholders, which litigation sought fo prevent

Hingham Institution for Savings and Subsidiaries

the solicitation of proxies in support of the independent
slate of nominees. Mr. Gaughen then initiated suit against
existing management of the Bank and the majority of the
Board of Directors alleging breach of fiduciary responsibil-
ity and other irreguiarities with regard to prior manage-
ment's conduct of the affairs of the Bank. After a hearing
in the United States District Court of Massachusetts, the
Bank's request for injunctive relief preventing Mr.
Gaughen's solicitation of proxies was denied by United
States District Court Judge Edward Harrington.
Subsequent to prior management’s failure to obtain such
an order, the foregoing litigation was conciuded by the
exchange of mutual releases and the agreement to allow
all shareholders to vote at the annual meeting.

Additionally, the Bank is a defendant in a civil action,
Ralph Crossen v. Hingham Institution for Savings et. al,,
filed in Plymouth County Superior Court, based on the
alleged tortious conduct of the Bank’s former presidents,
Wilfred H. Creighion and Paul E. Bulman. The Bank has
denied these claims and will continue to aggressively
asseri its defenses.
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: December 31, 1993 and 1992
, | ASSETS
INDEPENDENT AUDITORS' REPORT | 1993 1992
: {In Thousands)
Cash and due from banks (NOIE 2) .......ccvoiiiciiiinisii e $ 3,272 $° 2,509
To the Board of Directors and Stockholders of Interest-Dearing depOSitS ... 1,617 941
Hingham Institution for Savings _A Cash and cash @QUIVAIBNS ... .civieiieece ettt ecr e - 4,889 3,450

investment securities, fair value $58,827,000 in 1993
and $66,494,000 in 1992 (Notes 3 and 9) e e 58,904 66,183
L.oans, net of allowance for loan {osses

We have audited the consolidated balance sheet of Hingham Institution for Savings and subsidiaries as of
December 31, 1993, and the related consolidated statements of operations, changes in stockholders’ equity

and cash flows for the year then ended. These consolidated financial statements are the responsibility of the of $1,191,000 in 1993 and $1,501,000 in 1992 (Notes 4 and 9).......cee.....erorserrrreenee 76.936 69,465
Bank's management. Our responsibility is to express an opinion on these consolidated financial statements Foreclosed real estate, net (NOE 5).......c..vovviirrrrreine e ettt rn e anes 2,384 2,938
based on our audit. The consolidated financial statements of Hingham Institution for Savings and subsidiaries Real estate held for investment, et (NOE B)..i.uovirivoiriaviri s eeeeeeereeieseceeees e ers s enens —_ 2 796
for the years ended December 31, 1992 and 1991 were audited by other auditors whose report dated January Banking premises and equipment, net (NOte 7) ..., 1,549 1,620
20, 1993 expressed an ungualified opinion on those statements. Accrued interest receivable ... 902 996
Deferred income tax asset (NOIE 10 .o et e 872 400
We conducted our auditin accordance wih generally accepted audiing standards. Those standards require s 50 Vet
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are $147.889 m
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts m— S
and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presenta- : . LIABILITIES AND STOCKHOLDERS' EQUITY
tion. We believe that our audit provides a reasonable basis for our opinion. | DEPOSHS (NOLE B 1vrvooeeeeseesereeeseseeesseeresereseeeesssesssseeersoeneee e $117,717 $119,885
Federal Home Loan Bank advances (NOe 3) ... e rrcvccie e 15,000 15,000
in our opinion, the consolidated financial statements referred to above present fairly, in all material respects, Accrued INerest PayabIE ... 311 409
the financial position of Hingham Institution for Savings and subsidiaries as of December 31, 1993, and the MOMQAGOTS’ BSCTOW BCCOUINS .....evsersersenersresnsresintensseseresistaessesssssesssostasssesectesessersanssceasses 190 148
results of their operations and their cash flows for the year then ended in conformity with generally accepted Other labilies (NOTE 18] ..o ettt bttt n e sttt st n e 597 306
Total liabilifies ....cccoeecevreenne et tseareeereeeetEe e re At s fatr AT et een e et e et e e s rr e et s 133,815 135,748

accounting principles.
Commitments and contingencies (Notes 11 and 12)

As discussed in Notes 1 and 10 to the consolidated financial statements, the Bank adopted new methods of s [ ) _

accounting for income taxes and foreclosed assets in 1992. Additionally, as discussed in Note 1 to the consoli- toc;:a;:i::; :gg;y é?oégspja?f;;: 42)'500 000

dated financial statements, the Bank has elected to adopt Statement of Financial Accounting Standards shares authorized; NOME ISSUE .. v ierrins e reareerireeee e s iercesaasaseecesssrenrascasanas — —
(“SFAS™) No. 115, "Accounting for Certain Investments in Debt and Equity Securities," effective December 31, 1993. Common stock, $1.00 par value, 5,000,000 shares

authorized: 1,277,340 and 1,253,000 shares

W o %,7/ p C. issued and oUESTANTING ..o 1,277 1,253
/ AQGHONE] PAIG-IN CAPIHAL .v..vvecereerrreeeeeeseeeesessresssrss s et esesmse s sess s esseerssesansassesseneaseenes 8,453 8,380

Boston, Massachusetts UNAIVIABA PIOFILS v e e e 4,292 4,103
January 25, 1994 _ Net unrealized loss on marketable 14,022 13,736
i equity Securities (NOE 3} .. cci e — {24)

Net unrealized gain on securities
available for sale (NOE 3) ... 52 —
Total SIOCKNOIETS' SQUHY oottt e s et es e e s s ane s 14,074 13,712

$147,889 $149,460

See accompanying notes to consolidated financial statements.

10 Hingham Institution for Savings and Subsidiaries Hingham Institution for Savings and Subsidiaries 11
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Consolidated Statements of Operations

Interest and dividend income:

Total interest and dividend
interest expense:

Deposits (Note 8) ..oeveeeeenenn.

Years Ended December 31, 1993, 1992 and 1991

COMIE ot s ranas s iaane

Federal Home Loan Bank advancCes......coocvciiiisiccnevceise s v,

Total interest expense .......

Net interest income ...l
Provision for loan losses (Note 4)...

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

Net interest income, after provision

for 10an 108885 v venrens

Other income:
Customer service fees .............

Gain on sales of INVESIMENtS, NBL ... v r e rreee e

Gain on sale of branch building

(Gain 0N SAIE OF OGNS <o oeeeceeeeiiiteciressesissees s s s st erserr s res s rrers e anersan

Income (loss) before income {axes
Income tax provision (benefif} (Note 10)

Net income (I0S8) .o
Income (loss) per common share

Fidelity bond insurance settlement (Note 12)

L 1 2 7= OO
Total OIher NCOMEB e e e e
Operating expenses:

Expenses related to proxy contest (Note 12)

Salaries and employee benefits (Note 15) .....oinienn
Data ProCessing ... s
Occupancy and equipment (Note 7) v,
Foreclosed real estate, net (NOte 5) ...,

Real estate held for investment, net (Note 6)

Legal (NOe 12} .o e
DEPOSIE INSUIANCE .iaiiv i
L0 2T OO TSP PO

Total operaling eXPenSes ....ccco

Woeighted average shares outstanding ........cocecvvimnecinnreninec e

See accompanying notes to consolidated financial statements.

1693 1991
{in Thousands, Except Per Share Daia)
$5,819 $ 8,757
3,282 3,679
131 195
9,232 12,631
3,921 7,723
672 1,127
4,503 8,850
4,839 3,781
63 1,690
4,576 2,091
271 217
559 457
515 —
139 11
1,484 785
1,508 —_ —
1,968 1,512
292 311
319 321
762 1,286
291 84
133 107
330 261
_ __7’37 842
6,340 4,734
(280) (1,858)
(469) 1
$ 189 $(1,859)
$ .15 § (1.49)
1,268 1,250

Hingham Institution for Savings and Subsidiaries

= .
HINGHAM
INSTITUTION

FOR SAVINGS

ot ——
e BETABLESHED §832 =

Consolidated Statements of Changes in Stockholders’ Equity

Years Ended December 31, 1993, 1992 and 1991

Baiance at December 31, 1980 ...........
NBE 0SS 1o

Decrease in net unrealized loss on
marketable equity securities..........

Balance at December 31, 1891 ...........
NEBE INCOMEB ..iovvis v e

Decrease in net unrealized loss on
marketable equity securities..........

Stock options exercised......cvvreeeen.
Balance at December 31, 1992 ...........

NEt iINCOME e bvverane

Decrease in net unrealized loss on
marketable equity securities..........

Stock options exercised ...

Change in method of accounting for
investment securities (Note 1) ...

Baiance at December 31, 1993 ...........

See accompanying notes to consolidated financial statements.

Hingham Institution for Savings and Subsidiaries

Unrealized Loss
on Marketable

|

|

t

5

|

Net
Unrealized Gain
on Securities Total
Availahie for Sale Stockholders’
{Note 3) Equity
s — $13,751
- {1,859)
— 96
— 11,988
— 1,556
— 156
— 12
— 13,712
— 189
— 24
e a7
52 52
$ 562 $14,074

13




HINGHAM

INSTITUTION

FOR SAVINGS

B e aehiaE Y
e ESTABLISHED 1634 =

Consolidated Statements of Cash Flows

Years Ended December 31, 1993, 1992 and 1891

Cash flows from operating activities:
Net INCOME (JOSS) .oci it ver ettt e e e ren oo
Adjustments to reconcile net income {loss) to
net cash provided by operating activities:

Provision for l0aN 08585 vttt
Provision for loss on foreclosed real estate ...
Provision for loss and write-downs on real

estaie held for INVESIMENE ... v vre e
Amortization of discount on investment

securities, net of AcCretionN (.
Amortization of deferred loan fees, Net ... i,
DEPIECIAHON ...t eiircie s e e e aean
Gain on sale of investments, Net ...
Gain ON SaIE OF JOBNS .ooiiii i civinr et a s s e r et ne s ane s
Gain on sale of foreclosed real estate............cevvevvv e
Gain on sale of branch bUIGING ...t
Decrease in income taxes receivabDIe .
Decrease in accrued interest receivable ...
increase in deferred income 1ax asset ..,
{Increase) decrease in Other asselS. .
increase (decrease) in accrued interest payable

and Othar BabIlHES oot

Net cash provided by operating activities.........o.oooioiin e,

Cash flows from investing activities:
Proceeds from maturities of investment secunities.........c.ooocceiiviicn,
Proceeds from sales of investment securtiesS ......coovceec e
Principal payments received on mortgage-backed securities ...
Purchase of investment SeCUMHES. . ..o et
Loan payments received (loans originated), net ...
Proceeds from sale Of 08NS ... e cr e anv e s e r e
Additions to foreclosed real estate, net of payments........ccc i,
Proceeds from sales of foreclosed real estate ...
Proceeds from sale of real estate held for investment ........cooeiiiiiinne
Additions to real estate held for investment ..o,
Decrease (increase) in Federal Home Loan Bank stock........ccooenicin
Additions to banking premises and equipment. ...
Proceeds from sale of branch building ......cccoco i

Net cash provided by (used in)
INVESHNG ACHVIIES oot

See accompanying notes to consolidated financial statements.

1993

$ 189

63
361

371

533
(40)
139

(559)

(20)
94
(472)
153

193
1,035

20,946
(49,961)

(7,829)
447
10
2,487
(14)
6
(55)

2,433

Hingham Institution for Savings and Subsidiaries

1982
(In Thousands}

$ 1,556

390
1,238

15

327
18
309
(751)
(402)
{50)
(1086)
397
(400}
(253)

(170)
2,118

5,523
43,882
7,997
(73,663)
(262)
14,029
(471)
1,477
7
(10)

(8)
173

(1,326)

1991

$ (1,859)

1,680
870

51
2
304

(457)

850
149

80

(130)
1,550

1,000
48,918
231
(65,556)
8,860
277
(501)
3,861
(16)
{51)
(25)

(3,002)

{continued)

Consolidated Statements of Cash Flows

(Concluded)

Years Ended December 31, 1993, 1992 and 1991

Cash flows from financing activities:
Increase (decrease) in deposils, NeL..... s
increase (decrease) in mortgagors' 8SCTOW 8CCOUNIS.........ocooviiineiiinnas
Proceeds from stock options exercised ...,
Proceeds from Federal Home Loan Bank advances ... eeieeeiens
Repayment of Federal Home Loan Bank advances ...

Net cash provided by {used in} financing
e 11711111 U UURO PR O S PP U

Net increase (decrease) in cash and cash equivalents ...
Cash and cash equivalents at beginning of year.........ccociivnnn
Cash and cash equivalents at end of year ...,

Supplementary information:

Interest paid on deposit ACCOUNTS ... s
Interest paid on borrowed funds........c
INCOME 18XES FETUNUEG. ...t resvrarrnsrr e eereeermnmr e s can b s s s s
Loans transferred to foreclosed real estate....cocinccni s
Eoreclosed real estate transferred to real estate

eI FOr INVESHMIENT .o iiiiiiiiiiier e ee s sars s teeceeeaaeeeaeesaeertsreannebiesnassnnnreaan
Financed sales of foreclosed real estate. ..o e
Financed sales of real estate held forinvestment ...
Foreclosed real estate transferred 10 10aN8.. oo
Real estate held for investment transferred to

foreclosed real BSTAIE ...t e

See accompanying notes to consolidated financial statements.

Hingham Institution for Savings and Subsidiaries

1993

$(2,168)
42
97

(2,029)
1,439
3,450

$ 4,889

1992
(int Thousands)

$ (836)
(18)

12
12,000
(12,000)

(842)

TOR SAVINGS
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coms PETABLISHED 1854~

' 1991

$ 1,510
(119)

8,000
(8,000)

$ 7,867
1,152
850
3,534

376
3,850

15
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Notes to Consolidated Financial Statements
December 31, 1993, 1992 and 1991

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation and consolidation

The consolidated financial statements include the accounts of Hingham Institution for Savings {"Bank"} and its whoily-
owned subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation. The accounting
and reporting policies of the Bank conform to generally accepted accounting principles and prevailing practices within the
banking industry.

Reclassification
Certain amounts have been reclassified in the 1992 and 1991 consolidated financial statements to conform 1o the

1993 presentation.

Cash and cash equivalents
Cash and cash equivalents include amounis due from banks and interest-bearing deposits.

Interest-bearing deposits
Interest-bearing deposits mature within ninety days and are carried at cost, which approximates fair value.

Accounting policy changes

Investment securities:

Effective December 31, 1993, the Bank adopted the provisions of SFAS No. 115, "Accounting for Certain Investments
in Debt and Equity Securities." The Statement establishes standards for all debt securities and for equily securities that
have readily determinable fair values. As required under SFAS No. 115, prior year financial statements have not been
restated.

SFAS No. 115 requires that investments in debt securities that management has the positive intent and ability to hold
to maturity be classified as "held to maturity" and reflected at amortized cost. investments that are purchased and held
principally for the purpose of selling them in the near term are classified as "trading securities” and reflected on the bal-
ance sheet at fair value, with unrealized gains and iosses included in earnings. Investments not classified as either of the
above are classified as "available for sale" and reflected on the balance sheet at fair value, with unreatized gains and loss-
es excluded from earnings and reported as a separate component of stockholders' equity. The cumulative effect of the
change in accounting principle at December 31, 1993 is to increase stockholders' equity by $52,000. There was no effect
on het income for the year ended December 31, 1993 relating to the adoption of SFAS No. 115.

Prior to December 31, 1993, marketable equily securities and securities held for sale were stated at the lower of
aggregate cost or fair value. Net unrealized losses applicable to marketable equity securities were reflected as a charge
to stockholders' equity while write-downs applicable to securities held for sale were reflected in operations, i applicable.

Purchase premiums and discounts are amortized to garnings by a method which approximates the interest method
over the terms of the investments. Declines in the value of investments that are deemed to be other than temporary are
reflected in earnings when identified. Gains and losses on disposition of investments are computed by the specific identi-
fication method.

Income laxes:
Effective January 1, 1992, the Bank adopted the provisions of SFAS No. 108, "Accounting for Income Taxes". As per-
mitted under SFAS No. 109, prior year financial statements have not been restated.

Hingham Institution for Savings and Subsidiaries Hingham Institution for Savings and Subsidiaries
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Notes to Consolidated Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

SFAS No. 109 requires that deferred tax assets and liabilities be reflected at currently enacted income tax rates
applicable to the period in which the deferred tax assets or liabilities are expected to be realized or settied. As changes in
tax laws or rates are enacted, deferred tax assets and liabilities are adjusted accordingly through the provision for income
taxes. Prior to 1992, the Bank reflected deferred tax assets and liabilities at the tax rate in effect at the time the deferred
tax asset or fiability originated. Under SFAS No. 108, the Bank's alfiowance for loan losses for tax purposes that arose
before 1987 remains a permanent difference without recognition of a deferred tax liability. However, the loan loss

" allowance maintained for financial reporting purposes is now treated as a temporary difference with allowable recognition

of a related deferred tax assel, if it is deemed realizable.
There was no cumulative impact of the change in accounting principle resulting from the adoption of this method.

For regulatory capital purposes, the recognition of deferred tax assets, when realization of such is dependent on an
institution's future taxable income, is limited to the amount that can be realized within one year or 10% of core capital,
whichever is less.

Loans

The Bank grants mortgage, commercial and consumer [oans to customers. A substantial portion of the loan porifolio
is represented by mortgage loans in the eastern New England area. The ability of the Bank's debtors o honor their con-
tracts is dependent upon the real estate and construction and general economic sectors.

Loans, as reported, have been reduced by unadvanced loan funds, net deferred loan fees and the allowance for loan
losses.

Interest on loans is recognized on a simple interest basis and is not accrued on loans which are ninety days or more
past due or for which collection is not assured. Interest income previously accrued on such loans is reversed against cur-
rent period eamings.

Net deferred loan fees are amortized as an adjusiment of the related loan yields using the level-interest method.

Loans held for sale are valued at the lower of cost or fair value as determined on an aggregate basis. In determining
fair value, consideration is given to commitments on hand from investers and prevailing market prices.

Allowance for loan losses
The allowance for loan losses is established through a provision for loan iosses charged to operations and is main-

tained at a level considered adequate {o provide for reasonably foreseeable loan losses.

The provision and the level of the allowance are evaluated on a regular basis by management and are based upon
management's periodic review of the collectibility of the loans in light of histaricat experience, known and inherent risks in
ihe nature and volume of the loan portfolio, adverse situations that may affect the borrower's ability to repay, estimated
value of any underlying collateral and prevailing economic conditions.

The allowance is an estimate and ultimate losses may vary from current estimates and future additions to the
allowance may be necessary. As adiustments become necessary, they are reported in the results of operations for the
periods in which they become known. Loan losses are charged against the allowance when management believes the
collectibility of the loan balance is uniikely.
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Notes to Consolidated Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Foreciosed real estate

Foreclosed real estate and in-substance foreclosures are held for sale and carried at the lower of cost or fair vaiue
less estimated costs to sell and an allowance for losses. Troubled loans are transferred to foreclosed real estate upon
completion of formal foreclosure proceedings, and to in-substance foreclosure when it is determined that the borrower has
little or no equity in the underlying collateral and that loan payments can be expected only from the sale or operation of
the collateral.

Real estate properties acquired through foreclosure or classified as in-substance foreclosures are initially recorded at
fair vaiue at the date of foreclosure. Costs relating to development and improvement of property are capitatized, whereas
costs relating to holding property are expensed. The portion of interest costs relating to development of real estate is cap-
italized.

Valuations are periodically performed by management, and an allowance for losses s established through a charge to
operations if the carrying value of a property exceeds its fair value less estimated costs to sell.

Prior to December 31, 1892, foreclosed and in-substance foreciosed real estate was carried at the lower of cost or net
realizable value. Declines in value subsequent to foreclosure classification were reflected as direct charges o operations
and io the related properties without the utilization of a valuation allowance. The change in accounting method had no
significant effect on the Bank's results of operations in 1992,

Through December 31, 1991, foreclosed properties were reviewed to determine whether the carrying value was in
excess of net realizable value. In situations where carrying value was greater than net realizable value, write-downs were
charged to operations. At December 31, 1992, the Bank adopted a new accounting rule for foreclosed real estate and in-
substance foreclosures.

Banking premises and equipment and real estate held for investment
Land is carried at cost. Buildings and equipment are carried at cost, less accumulated depreciation computed on the
straight-line method over the estimated useful lives of the assets.

It is general practice fo charge the cost of maintenance and repairs to earnings when incurred; major expenditures for
betterments are capitalized and depreciated.

Retirement plan
The compensation cost of an employee's pension benefit is recognized on the net periodic pension cost method over
the employee's approximate service period. The aggregate cost method is utilized for funding purposes.

Income (loss) per share
Income (loss) per share is computed based on the weighted average number of common and common equivalent
shares outstanding during the year.

Stock options, when dilutive, are included as common stock equivalents using the treasury stock method.

Recent accounting pronouncement

in May 1993, the Financial Accounting Standards Board issued SFAS No. 114, *Accounting by Creditors for
Impairment of a Loan." The Statement requires that impaired toans be measured on a loan by loan basis by either the
present value of expected future cash flows discounted at the loan's effective interest rate, the loan's obtainable market
price, or the fair value of the collateral if the loan is collateral dependent.

18 Hingham Institution for Savings and Subsidiaries
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Notes to Consolidated Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {concluded)

The Statement is applicable to all creditors and to all foans, except large groups of smaller balance homogeneous
loans that are collectively evaluated for impairment, ioans that are measured at fair value or at the lower of cost or fair
value, leases, and convertible or nonconvertible debentures and bonds and other debt securities.

The Statement applies to financial statements for fiscal years beginning after December 15, 1994. Earlier adoption is
permissible. Management has not yet determined the financial statement impact of adopting the provisions of this state-
ment.

2. CASH AND DUE FROM BANKS

The Bank is required to maintain cash reserve balances with the Federal Reserve Bank based upon a percentage of
certain deposits. At December 31, 1993 and 1992, cash and due from banks included $322,000 and $257,000, respec-

tively, to satisfy such reserve requirements.

3. INVESTMENT SECURITIES

Investment securities consist of the following and reflect the change in accounting principle as disclosed in Note 1 to
the consolidated financial statements:

A

December 31,
1993 ' 1992

{In Thousands}

Securittes available for sale, atfairvalue ... e $ 25,307 $ —

Securities held to maturity, at amortized cost ... 33,587 e
Securities held for sale, at lower of cost or

2=V 10T U USSR OPPPN e 66,183

$ 58,904 $ 686,183
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Notes to Consolidated Financial Statements

INVESTMENT SECURITIES (continued)
The amortized cost and estimated fair value of investment securities with gross unrealized gains and losses, follows:

December 31, 1993

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains losses Value

Securities Available for Sale {in Thousands)

U.S. Government and federal

agency obligations ..o e $ 19,362 $ 9 $ (41) $ 19,412
Mortgage-backed - FHLMC ... 2,288 1 (12) 2,277
Mortgage-backed - FNMA ..o 845 — (2) 843
BEMIC'S <.t ee e s v s 2,760 19 4) 2,775

Total securities avaitable for sale.........ocoeevi e $ 25,255 $111 $ (59} $ 25307

Securities Held to Maturity
U.S. Government and federal

agency ObHGAtIONS ... $ 2,058 $ 2 $ (5 § 2,055
Mortgage-backed - FHEMOC ... 17,544 64 {115) 17,493
Mortgage-backed - FNMA ... 13,995 55 (78) 13,972

Total securities held to maturity ..o $ 33,597 $ 121 $(198) $ 33,520

December 31, 1992
Gross Gross
Amortized  Unrealized Unrealized Fair
_Cost Gains Losses _Value
Securities Heid for Sale (In Thousands)
Debt securities:
ULS. Government and federal
agency obligatOoNS ..o $14,903 $278 $(27) $15,154
Mortgage-backed - FHLMC ... 23,767 278 {131) 23,914
Mortgage-backed - FNMA ..., 22,492 100 {169) 22,423
Morigage-backed - GNMA ... 4,636 9 (27) 4,618
Total debt securities ..o 65,798 665 {354) 66,109
Marketable equity seCUrties ... e 409 — (24) 385
' $665 $(378)
Less net unrealized loss on B =
marketable equity SeCUriEsS.......c.coooivriine e, (24) —_—
Marketable equity
SECUIMHES, NMEE .t e e e e ee e aieens 385 385
Total securities held for
B et aan bt et et rvenn i at et anetraaens $66,183 $66,494
20 Hingham Institution for Savings and Subsidiaries
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The amortized cost and estimated fair vaiue of debt securities by contractual maturity at December 31, 1993 is as

follows:

Bonds and obligations:

WHRAIN 1 YBAF co.vveveeereeee s ceeer e sesssssssssss
Over 1 yeario 5 Years ... erenieeniniiceins
Qver5yearsto 10 years ...,

Mortgage-backed securities:

Over 1 yearto 5 years.....c..cocivvoviianininee
Over5yearsto10years ...
OVEr 10 YEaIS i ireecvrcnrecen e er e r e

Total debt SeCUNLIES ..

Available for Sale Held to Maturity

Amaortized Fair Amartized Fair

Cosi Value Cost Value
{In Thousands)

$ 2017 $ 2,012 $ — $ -
14,800 14,783 1,004 1,000
2,545 2,617 1,054 1,065
18,362 19,412 2,058 2,055
— — 11,981 12,006
1,478 1,477 14,185 14,132
4,415 4418 5,373 5,327
5,893 5,895 31,539 31,465
$25,255 $25,3G7 $33,597 $33,520

At December 31, 1993, the Bank has pledged morigage-backed securities with an amortized cost of $1,902,000 and a
fair value of $1,957,000 as collateral against its Treasury, Tax and Loan account.

Proceeds from the sale of debt securities during 1993, 1992 and 1991 were $35,201,000, $43,882,000 and
$48,787,000, respectively. Gross gains of $633,000, $770,000 and $640,000 were realized during 1993, 1992 and 1991,
respectively. Gross losses of $161,000, $16,000 and $80,000 were realized during 1993, 1992 and 1991, respectively.

included in the realized losses for the year ended Decemnber 31, 1991 is a write-down of $100,000 in the carrying value
of marketable equity securities reflecting the decline in value of a common stock which was considered other than tempo-

rary.

Hingham Institution for Savings and Subsidiaries
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Notes to Consolidated Financial Statements

4. LOANS
A summary of the balances of loans follows:
December 31,
1993 1992
{in Thousands)
Mortgage loans:
ReSIBNtAl ... e e e e s $49,275 $41,502
COMITIBICIAL .ovvieei e ee et er et sren e v s e e e enene e aeeeranassnnenneereeess 20,004 16,867
Residential CONSITUCTION 1vvv vt s rreers s rasassesssresrrercanees1esanans 2,974 3,395
Equity liNes-of-Cradit ...t e 4,619 5,778
Second MOMGATES ..o et et r e 328 683
77,200 68,225
Less unadvanced 10an fUNAS......cc e {(1.023) (273)
Total Morgage l0aNS, NEt.......co.c..oooeireees e eee e en e 76,177 67,952
Commercial loans:
BBOUIBO 1ottt ee e e ettt eeee e e r e e e e et rene et eeerre e anbtbts aaeenees 596 871
UNSBOUTBH .ottt et cr et et st s esvs et 1o me s e et resteneersssssmsneaeesessnees 99 49
Total COmMMBICIAl IOANS ... e st e e e reesraneans 695 920
Consumer loans:
Personal MSIAINMEBNE ... e e ee s e e e e reaseneertaeeeae e 892 1,453
Lo [ o (o o T OO URURURRURRURTRURI 439 653
RevOolINGg Credit ..t e e 95 119
TOAl CONSUMEBT OAMS ottt s riaceee s ecaareatsrersteaman e s maererenssessssan 1,426 2,225
e r= 1R o= - 2RO 78,298 71,097
Less: Allowance for l0an I0SSES ... e (1,191) {1,501)
Net deferrad [0an fBES......ocv ettt (171) (131)
o= 11 =T 2T G OO SRR $76,936 $69,465

At December 31, 1993, mortgage loans with a carrying value of $1,872,000 have been identified as held for sale.

L.oans sold and serviced for others amounted to $10,896,000, $17,464,000 and $8,089,000 at December 31,

1993, 1992 and 1991, respectively. All loans serviced for others were sold without recourse provisions.

Non-accrual loans totaled $286,000 and $3,617,000 at December 31, 1993 and 1992, respectively. Interest not

accrued on such loans amounted 1o $46,000 and $199,000 at December 31, 1993 and 1992, respectively.

Hingham Institution for Savings and Subsidiaries
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Restructured loans totaled $2,862,000 and $5,234,000 at December 31, 1993 and 1992, respectively. Interest income
that would have been recorded under the original terms of such ioans and the interest income actually recognized for the

years ended December 31, 1993, 1952 and 1991 are as follows:

Years Ended December 31,

1993

interest income that would have been
A= Te et co = o JORRO TN RO RUU RSO TOOPI $193
Interest INCOME recOgMIZEd . ....ocviiir et eb e 152
Interest NCOME FOrBYONE oot e see e $ 41

|

1892
(in Thousands)

$222
155

$ 67

1991

$135
107

$ 28

The Bank is not committed to lend additional funds to borrowers whose loans have been modified in connection with

troubled debt restructurings.

An analysis of the allowance for loan losses follows:

Years Ended Decembesr 31,

Balance at beginning of year........cooi i $1,501
Provision fOr 108 JOSSES v icareicnriaias s ies s et bbbt s e e 63
1,564
Loans charged-off ... (411}
Recoveries on loans previously charged-off ..., 38
Balance at end Of YBAr ....cc..ooiii e $1,191

5. FORECLOSED REAL ESTATE

Foreclosed real estate is comprised of the following:

Hingham Institution for Savings and Subsidiaries

1992 1641
(In Thousands}
$1.628 $1,414
390 1,690
2,018 3,104
{586) {1,495)
69 19
$1,501 $1.628
December 31,
1993 1992

{in Thousands}

$1,244
226
117
848
2,435
(51)

$2,384

$1,156
941
340
1,035
3,472
(534)

$2,938
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FORECLOSED REAL ESTATE (concluded)

At December 31, 1993 and 1992, foreclosed real estate included $1,093,000 and $1,102,000, respectively, of proper-
ties that were substantively repossessed.

An analysis of the allowance for losses is as follows:
Years Ended Decembar 31,

1993 1992 1991
{in Thousands)
Balance at beginning of YBar ....cco.v v e $534 $ 104 $ 430
P OVISION fOr I0BSES 11 i iier et e vr s i rerrre e rn e esar e e te et te e s e e erne e rne et e eeaen e 391 1,238 870
Write-downs and loSSES.....oiiiiiiiee e e r e et e (874) (808)  (1,198)
Balance at 8N OF YOAI ...ttt re et ans $ 51 $ 534 $ 104

An analysis of foreclosed real estate expense is as follows:
Years Ended December 31,

1993 1992 1991
{in Thausands)
PrOVISION fOr J0S5ES 1viriieice ettt e e et e et r e $391 $1,238  § 870
RBCOVETIES, T8 ettt s e e {20) (50) —
Foreclosure and holding costs, net
OF FEMIAL INCOME 1ot e ee e e s s senea 391 291 418

$762 $1,479  $1,286

6. REAL ESTATE HELD FOR INVESTMENT

Real estate held for investment represents properties acquired by foreclosure or deed-in-lieu of foreclosure which
were operated by the Bank for income-producing purposes. The properties held at December 31, 1992 were as follows:

Residential ConUomNIUMS ..o e et er et e e s sree e s s s ens $1,821

Lo (= USSR URUREOR SRR 1,382
3,203

Less accumulated depreciation ... {407)

$2,796

Depreciation expense for the years ended December 31, 1993, 1992 and 1991 amounted to $13,000, $163,000 and
$158,000, respectively.

During 1993 all real estate held for investment was transferred to foreclosed real estate.

Hingham Institution for Savings and Subsidiaries

e v
e ESTASLESHEDY 28H e

Notes to Consolidated Financial Statements

7. BANKING PREMISES AND EQUIPMENT

A summayry of the cost and accumuiated depreciation of banking premises and equipment and their estimated usefui
lives follows:

December 31, Estimaied Useful
1993 1892 Lives
(In Thousands)
Banking premises:
=TT DO TSP U UT U SR UUOPRI $ 428 $ 428
BUIINGS <o i et e e s 1,611 1,574 5 - 85 years
EQUIDINENT oot eneerereaaens 1,037 1,037 5 - 25 years
3,076 3,039
Less accumulated depreciation ..., (1,527) (1,419

$1,549 $1,620

Depreciation expense for the years ended December 31, 1993, 1992 and 1991 amounted to $126,000, $146,000
and $146,000, respectively.

8. DEPOSITS

®

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

December 31,
1993 L1892

(tn Thousands)

Non-certificate accounts:

Regular and special NOUCE ..ot e st ettt e e ebeseaneebaee e $ 36,209 8§ 32,632
MONEY MAFKEE QEPOSIIS .o oviiierrireeer i vcrrir s rsse e rnr e nererer s sesses e e rrnner s aesasssenesean 31,681 35,406

A LT USSP RUTRRUPRURTUIN 10,593 9,610
(31117710 o IUURUOO RO UR OO T RO OO 6.220 4,826
Total non-certificale aCCOUNS. .. e 84 703 82.474

Term certificates 1855 than $T00,000 vttt e e e 27,286 32,834
Term certificates $100,000 OF MOTE ... ivesseriirrr e e e s s s s e s se e s s st b beeresenes 5,728 4,577
Total certificate aCCOUNTS.......coviiii e e 33.014 __ 37411

TOLAE ABPOSIES . .11scevieecrisee et it e ettt s e e te s e st rea e et e s ve st a e b sasetssrtsbs e eb e ense $117.717 $119.885

Hingham Institution for Savings and Subsidiaries
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DEPOSITS (concluded)

The maturity distribution of term certificates is as follows:
December 31, 1993 December 31, 1992

Weighted Weighted
Amount  Average Rate  Amount  Average Rate
(Dotiars in Thousands)

WWHLRIN 1 YA it eeeen e $21,189 4.14% $28,140 4.99%
Over1yeario 2 years. ..ot 5,486 4.84 5,150 5.87
Over 2 years 10 3 YBaIS. o 5,872 4.82 4,121 5.07
Over3years 10 5 Years ... 467 517 — —
$33,014 4.39% $37,411 5.12%

A summary of interest expense on deposits is as follows:
Years Ended December 31,

1993 1992 1861
{In Thousands}
Regular and special NOtICE v $1,082 $1,145 $1,217
Money market deposis. ... e, 1,065 1,446 1,847
NOW e e ee e s eeeeeer s aaee o 246 313 358
T CRIIICAIES 1.ovr et eeiieeer e e et e et e e e er s e eeereerenaneesins 1,548 2,726 4,201
$3,921 $5,630 $7,723

9. FEDERAL HOME LOAN BANK ADVANCES

A summary of advances from the Federal Home Loan Bank of Boston follows:

December 31,
1993 _ 1992

interest Interest

Maturity Date Rate Amount Rate Amount Rate

{Dollars in Thousands)

September 20, 1994 ... Fixed $ 3,000 £.66% $ 3,000 6.66%

April 25, 1996 ..coiiviiie v Variable 5,000 3.56 5,000 4.50

February 18, 1997 .. Variable 7,000 3.75 7,000 4.71
$1 5,000 4.27% $15,000 5.03%

All borrowings from the Federal Home Loan Bank of Boston are secured by stock in the Federal Home Loan Bank of
Boston and a blanket fien on “qualified collateral” defined principally as 80% of the fair value of U.S. Government and fed-
eral agency obligations and 70% of the carrying values of residential mortgage loans.

26 Hingham Institution for Savings and Subsidiaries

Notes to Consolidated Financial Statements

10. INCOME TAXES
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Allocation of federal and state income taxes between current and deferred portions, calculated using the liability method in

1993 and 1892 and the deferred method in 1991 (See Note 1), is as follows:

Years Ended December 31,

1993 1992 1891
{in Thousands) T
Current tax provision:
FOUBIAL .. .oovii it e st r e s e baen st b e et s e be st emnn e sneee e $ — $ — $ —
Y= 1= O O O USSR 3 2 1
3 2 1
Deferred tax provision: T
FRABIAL .. et e —— 507 —
SEAIE Lt e s — — =
— 507 —
Change in valuation reserve realization assumplions ....c.ccceevcincecnneeen (472) (907) —
$ (469) $(398) $ 1
The reasons for the differences between the statutory federal income tax rates and the effective tax rates are
summarized as follows:
Years Ended December 31,
1993 1892 1891
SHAULONY FBEES o1 iereirriierreaee e ereee et e e emeeee e et e eaae s seaeereeeanrcan e e rnse s ranaer e rabee e (34.0)% 34.0% (34.0)%
Increase (decrease) resulting from:
State taxes, net of federal tax benefit...........iiic e, (62.9) 8.1 e
Bad debt deduction allowed for tax puUrPOSES ..., — — 5.8
HWeSIMENT WIE-QOWIT ..o e s —_ — 1.8
Net operating loss for which no benefit
is currently available ... e o 26.9
Change in valuation alOWaNCE ... e (82.8) {78.3) —
OHNBE, MBY et r s e et e e st ee et ranre e 12.2 1.8 {.5)
Effective 1a) ralBs . o e e et e (167.5)% (34.4)% —%

Hingham Institution for Savings and Subsidiaries
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INCOME TAXES (continued) INCOME TAXES (concluded)
The components of the net deferred tax asset included in other assets are as follows: . The change in the vaiuation reserve is as follows: .
Dacember 31, Years Ended December 31,
1993 1992 1993 1992
tn Thousands . ' Thousand
Deferred tax asset; ( ) (i Thousans)
g?cierai ................................................................................................................. $ 1,644 $ 1,614 BaIANCe at DEGINAING OF YEAT ... ve v oeeeeeeoeeeeee oo eveoee s eoe s ees s es e s eses s eeeeeenon. $1,525 $ —
BB L e st e e e s e e are e e e s aen s 559 528 Adoption of SFAS No. 109 at January 1, 1992 .......ooer oo es s - 2,432
503 5 142 Benefit created on current years' operations .. 92 e
Valualion 18S8MVe ON @88 .........oci et r e st (1,145) {1,525) CZ??S&:Z Zﬁﬁ epuons due to anticipation _ (472) (907)
1,058 617
Deterred tax liability: Balance at end of Year ... $1,145 $1,525
FOABTAL ... e et sttt s sa ettt ae e e ete s e eneae s (131) (153}
SHALE L.ttt e e ene et ea e et e e st e eee s earene s (55) (64) ) - . . , L
— ——— Management believes that existing net deductible temporary differences which give rise to the net deferred tax asset
m____ﬂfa_g) WM(EIZ) will reverse during periods in which the Bank generates net taxable income. For the year ending December 31, 1992, the
Bank generated no taxable income due to deferred deductions recognized in 1992. In 1993, additional operating losses
Net deferrad taX BSSEL........ccor vttt er e es st et eeeens ’
ot deferred tax asset § 872 3_400 were generated. Factors beyond management's control, such as the general state of the economy and real estate values,
) . o can affect future levels of taxable income and that no assurance can be given that sufficient taxable income will be gener-
The tax effects of each type of income and expense item that give rise to ated to fully absorb gross deductible temporary differences.
deferred taxes are as follows: D 1 2
ecemher 31, Deferred income taxes result from timing differences in the recognition of revenue and expense for tax and financial
M};%“ Thousands] 1992 reporting purposes. The tax effects of these timing differences for the year ended December 31, 1991 are as foliows:
n nousanas
1891
L OAN 088 TBSBIVE. ..o ceeeieii ettt e etn vt e e st s aner e teseeeeeee s oo $ 1,246 $ 1,531 (In Thousands)
Federal tax net operating 108s CarmyfOrWardS. ..o covecieereee oo, 549 323
Other tax CMYIOTWAIAS .........vvvvcver st 56 38 Cash basis of acCouNting for tAX PUMPOSES ......ccvoiieimrrs i ieer s rees ettt s it s s e s s erees e ereas st $(66)
Compensation EXPENSE ...ttt 183 - INTEIBST PAYADIE (oot itt e e ete e e e e r e r e ettt an ot eane et reeertneenerreenn (49)
Interest- payabie .......................................................................................................... 75 145 Non-redbgn-ition of net OPErating 085 CaITYOVEl . et eeer e e eeeeree s 122
DEPIBCIHON. ...ocvvecoriiriirrs ittt (182) (182) O o1 evvvvevov it osssessssess s ss s ss b1t oee oot s e se e en e @)
OHNBT L.ttt s e st ettt et oo e et et er e e eenan s 90 70 B
2,017 1,925 § —
ValUAHON BHOWANCE ... ..ocvvevieeeeee et eer et s vt e e s e e e eeenee e st ese s s sessssrteeas. (1,145) (1,525) =
N At Decemnber 31, 1893, the Bank had a net operating loss carryforward of approximately $1,615,000 which is avail-
€t deferred taX ASSEL... ..o et $ 872 $ 400 able 1o offset future federal taxable income. Net operating loss carryforwards are subject to a fifteen-year carryforward
and will expire in varying amounis between 2005 and 2008.
A summary of the change in the net deferred tax asset is as follows: Ended D ber 31
Years Ended December 31, 11. COMMITMENTS AND CONTINGENCIES
1993 1992
{In Thousands} In the normat course of business, there are outstanding commitments and contingencies which are not reflected in the
Balance at beginning of YOar ..ot n $ 400 $ - consolidated financial statements.
Deferred ta 1L ST SR . . —
© x benefit 472 400 Employment and special termination agreements
Balance @t 6nd OF YOAI ... e ettt et aeeee e $ 872 $ 400 : o : ,
The Bank currently has no employment contract or special termination agreements with any officer or employee.
28 Hingham Institution for Savings and Subsidiaries Hingham Institution for Savings and Subsidiaries 29
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Notes to Consolidated Financial Statements

COMMITMENTS AND CONTINGENCIES (concluded)
Loan commitments

The Bank is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the
financing needs of its customers. These financial instruments inciude unused lines-of-credit, unadvanced portions of con-
struction loans, commitments to originate loans, and standby letters of credit. The instruments involve, to varying
degrees, elements of credit and interest rate risk in excess of the amount recognized in the consolidated balance sheets.

The Bank's exposure to credit loss in the event of non-performance by the other party to its financial instruments (for
unused lines-of-credit, unadvanced portions of construction foans, commitments to originate loans, and standby letters of
credit) is represented by the contractual amount of these commitments. The Bank uses the same credit policies in mak-
ing commitments and conditional obligations as it does for on-balance-sheet instruments.

At December 31, 1993 and 1992, the following financial instruments were outstanding whose contract amounts repre-
sent credit risk:

Contract Amaunt
1893 1992
{In Thousands)

Unused HNes-0f-Cradit i .o et e st $2,406 $2,881
Unadvanced portions of construction 10aNnS.....cccovvee e, 1,023 273
Commitments to originate loans:

) T B ) (o T A - L SO USRI 5,235 469

Variable INTErESt TAI8 .. et eee et e reereeeeaeeeasesias 2,185 290
Standby letters Of Credil ... ..ot s ee e reaeaanieeaan 125 21

Commitments to originate loans, unused lines-of-credit and unadvanced portions of construction loans are agree-
ments to lend to a customer provided there is no violation of any condition established in the contract. Commitments gen-
erally have fixed expiration dates or other termination clauses and may require payment of a fee. Since many of the com-
mitments may expire without being drawn upon, the total commitment amounts do not necessarily represent future cash
requirements. The Bank evaluates each customer's creditworthiness on a case-by-case basis. The amount of collateral
obtained, if deemed necessary by the Bank upon extension of credit, is based on management's credit evaluation of the
borrower. The commitments to originate loans, unadvanced portions of construction loans, and the majority of unused
{ines-of-credit are secured by real estate.

Standby letters-of-credit are conditional commitments issued by the Bank to guarantee the performance of a customer
to a third party. The credit risk involved in issuing letters-of-credit is essentially the same as that involved in extending
loans to customers.

12. LITIGATION

In February 1993, Robert H. Gaughen, a shareholder and Director of the Bank, notified the Bank of his intention to
nominate an independent slate of nominees for the Board of Directors. Subsequent fo this notification, the Board of
Directors by an 8 to 7 vote, initiated htigation against Mr. Gaughen and three other Directors and substantial shareholders,
which litigation sought to prevent the solicitation of proxies in support of the independent slate of nominees. Mr. Gaughen
then initiated suit against existing management of the Bank and the majority of the Board of Directors alleging breach of
fiduciary responsibility and other irregularities with regard to prior management’s conduct of the affairs of the Bank. After a

Hingham Institution for Savings and Subsidiaries Hingham Institution for Savings and Subsidiaties 3]

Notes to Consolidated Financial Statements

LITIGATION (concluded)

hearing in the United States District Court of Massachusetts, the Bank's request for injunctive relief preventing Mr.
Gaughen’s solicitation of proxies was denied by United States District Court Judge Edward Harrington, Subsequent to
prior management’s failure to obtain such an order, the foregoing litigation was concluded by the exchange of mutual
releases and the agreement to ailow all shareholders to vote at the annual meeting.

Additionally, the Bank is a defendant in a civil action, Ralph Crossen v. Hingham institution for Savings et. al., based
on the alieged tortious conduct of the Bank’s former presidents, Wilfred H. Creighton and Paul E. Bulman. The Bank has
denied these claims and will continue to aggressively assert its defenses.

The Bank contends that a substantial amount of the cumulative loan losses it has sustained resulted from former
president Wilfred H. Creighton’s alleged conduct. In February 1993, the Bank reached a settiement agreement with its
insurance carrier in the amount of $515,000 to compensate the Bank for its losses suffered by the former president’s con-
duct. The settlement allows the Bank to maintain its lawsuit against its former president without competition from the
insurance carrier to recover the amount paid under the claim. This recovery is reflected in the Statement of Operations in
1993.

The outcome of and the ultimate liability of the Bank, if any, from these actions cannot he predicted at this time and,
accordingly, the Bank has made no provision for these matters in its financial statements. The Bank believes that it has
meritorious defenses to the claims and intends to pursue them through the appropriate legal process.

13. STOCKHOLDERS' EGUITY

Minimum regulatory requirements

Federal banking regulators require that the Bank {on a consolidated basis) meet certain Tier 1 leverage capital and
risk-based capital ratio requirements. Generally, all but the most financially sound institutions are required to maintain a
minimum Tier 1 leverage capital ratio of not less than 4% and a risk-based capital ratic of not tess than 8%. The Bank
exceeded alt minimum regulatory requirements at December 31, 1993 and 1992.

Tax reserve for loan losses

At December 31, 1893, the total reserve for loan losses for federal income tax purposes at the Bank’s base year
amounted to approximately $3,780,000. f any portion of the reserve is used for purposes other than to absorb the losses
for which established, approximately 150% of the amount actually used (limited to the amount of the reserve) must be
included in gross income for federal income tax purposes in the fiscal year in which used. As the Bank does not intend fo
use the reserves for purposes other than to absorb loan losses, a deferred income tax liability has not been provided.
{See Note 1)

Liquidation Account

At the time of conversion from mutual to stock form, the Bank established a fiquidation account for the benefit of efigi-
bie account holders. The liquidation account is reduced annually to the extent that eligible account holders reduce their
gualifying deposit. In the event of a complete Kquidation, eligible account holders will be entitled to receive a distribution
from the liquidation account to the extent that funds are available. According to the Bank's transfer agent, the balance of
the liguidation account at December 31, 1993 amounted to $1,676,000 {(unaudited).
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14. STOCK OFTION PLAN PENSION PLAN (concluded}

Under the Bank's stock option plan, options may be granted to officers, other employees and certain directors as the - Net periodic pension cost for the years ended December 31, 1993, 1992 and 1991 follows:

Stock Option Committee of the Board may determine. A total of 125,000 shares of common stock are reserved for 1993 1992 | 1981
issuance pursuant to options granted under the plan. Both "incentive options" and "non-qualified options” may be granted R e— B
under the plan. All options under the pian will have an exercise price per share equal to, or in excess of, the fair market {in Thousands)

vaiue of a share of common stock at the date the option is granted and will have a maximum option term of 10 years. ' , .
Non-qualified stock options granted during 1993 are immediately exercisable and options granted prior to 1993 vest over Service cost - beﬂefnts 8aMed QUMING YEAIN. ... covs v $118 114 $105
a five-year period. Interest cost on projected benefifs ... 100 88 94
Actual reTurm on pPlan ASSEIS ... (185) (95) (219)
Stock option activity is as follows: Net amortltza’{lon and deferral. ..., 3 3 3
Years Ended December 31, AMOTTZEHON OF L I088 .ottt e s ea s e e s et e esas s anarans i 86 20 134
1693 1992 1991
Shares under option: T Net periodic PENSION COST. .ot $122 $130 $117
Outstanding at beginning of Year ......ccc.covcrine e 87,500 90,500 95,500
LT 5=121 =T OO OO PR 39,600 — —
FOMEHBA ..ot e e (39,080) — (5,000) Pension expense shown in the accompanying financial statements for the year ended December 31, 1993 amounted to
EEXBICISBU. ...ttt et e et a e n ety cana e (24,340} (3,000) — $445,000. This amount inciuded $310,000 of unrecognized pension costs applicable 1o previous years.
Outstanding at end of Year........cciiiiiii e 63,080 87,500 90,500 According to SBERA, a reconciliation of the funded status of the plan is as follows: October 31
Weighted average exercise price Per Shar€. ... vinveeeensseenes $ 7.96 $6.23 $6.16 1993 %92
{in Thousands)
Exercisable at end of YEar ... 58,08 q
y 8 41,880 26,780 Plan assets at fair VAIIE.........cccoviivieiesera s creieensaesrs s anne s csnn e neenns $1,219 $1,285
Options outstanding consist of the following: Actuarial present value of projected
benafit OBHGALON Lovi e 1,205 1,422
December 31, Plan assets greater (less) than projected
Option price 1803 1692 benefit obHGAtIoN ... 14 {137}
—— Unamorttized net obligation since adoption of SFAS No. 87 ..o, 37 40
Y Y4 TR ST 39,000 _ Unrecognized Net gain ... e (461) {208)
BB e 13,200 43,400 N N
B 000 e 10,880 44100 Pension HADHHY ..o e e e $ (410) $ (303)

63,080 87,500

The accumuiated benefit obligation (substantially all vested) at October 31, 1993 amounted io $804,000, which was

15. PENSION PLAN
less than the fair value of plan assets at that date.

The Bank provides pension benefits for substantially all of its eligible officers and employees through membership in a . ; ; :
defined benefit plan of the Savings Banks Employees Retirement Association ("SBERA"). Under the plan, retirement ben- For the ptgn years endedOOGtobeor 31, 1993, 01 992 and ?991’ actuarial assumptions include an assumed discount rate
efits are based on years of credited service, the highest average compensation (as defined), and the primary social secu- on bengfat ObilgaiIOﬂS of 7;,00 ", 7‘00. o and 6.75%, {le sp'ectn{ely, and an epr cted ion_g-term rate of return on plan assets
rity benefit. In addition, employees may make optional, voluntary contributions to the plan under several methods. The of 7.00%, 6.75% and 7.75%, respectively. An annual salary increase of 6.00% was utilized for all years.

optional contributions provide retirement benefits to the employee in addition to those otherwise available under the
Bank's ptan. Annual contributions by the Bank are based on assessmenis from SBERA. - 16, RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Bank has granted loans 1o principal officers and directors and their affiliates
amounting to $242,000 at Decernber 31, 1993 and $1,023,000 at December 31, 1992. During the year ended December
31, 1993, total principal additions were $26,000. Principal reductions due to changes in officers and directors during 1993
amounted o $777,000, and reductions due to principal repayment amounted to $30,000.

Hingham Institution for Savings and Subsidiaries Hingham Institution for Savings and Subsidiaries
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17. REGULATORY MATTERS

In March of 1992, the Bank entered into a Memorandum of Understanding ("Memorandum”) with the FDIC and the
Massachusetts Commissioner of Banks. The Memorandum prohibits the Bank from paying dividends without prior
approval and requires a minimum Tier 1 leverage capital ratic of 6.0%. The Memorandum also sets forth plans for reduc-
ing classified assets, improving the earnings of the Bank, and revises the Bank's Funds Management Policy to address
liquidity needs as well as monitoring interest rate sensitivity. Lending, investment and budget policies have been incor-
porated into a comprehensive business plan, which has been submitted to the FDIC and the Commissioner of Banks. In
addition, specific goals have been established under this Memorandum for reducing the ratio of non-performing loans to
totaf loans. The Bank was recently examined by the FDIC, its primary regulator. Based on the preliminary results of this
examination, the Bank’s management believes that it is in substantial compliance with the terms of the Memorandum.

18. QUARTERLY FINANCIAL DATA (UNAUDITED)
Quarterly resuits of operations for the years ended December 31, 1993 and 1992 are as follows:

Years Ended December 31,

1993 1992

First Second  Third Fourth First Second Third Fourth
Quarter  Quarter Quarter Quarter  Quarter Quarler Quarier Quarier
* {In Thousands, Except Per Share Data)

interest and dividend income .................. $2,433 $2.332 $2,230 $2,237 $2963 $2930 $2,806 $2675
Interest expense.......ovvccincrc e 1,250 1,189 1,095 1,059 1,842 1,684 1,559 1,366
Netinterest income .....ovvveeeveeviice 1,183 1,143 1,135 1,178 1,121 1,246 1,247 1,309
Provision for loan fosses ... — 63 — - - 50 — ___ 340

Net interest income, after pro-

vigion for loan 108sSes ..., 1,183 1,080 1,135 1,178 1,121 1,196 1,247 969
Oher INCOME...oviieieceecica e 951 323 78 132 270 247 382 725
Operating expenses ........voeceeevevecvvoveen. 1,303 2,719m 917 1,401 1,085 1,135 1,318 1,461
tncome (loss) before income taxes ......... 831  (1,316) 296 (1) 306 308 311 233
Income tax provision (benefit) ................. 1 1 — (471) 1 1 — (400}
Net income (I088) .c.ovevveieeeiiecc i, $ 830 $(1317)$ 296 $ 380 $ 305 $ 307 $ 311 $§ 633
Income (loss) per common share......... $ 66 $(1.04$ 23 $ 30 $ 24 $ 25 $ 25 $& 50

(1) The increased level of operating expenses in the second guarter of 1993 is attributable to expenditures of $1,508,000 as a result of prior
management’s opposition 1o the proxy contest.
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Directors

James V. Consentino Marion ], Fahey Ronald D. Falcione Robert H. Gaughen, Esq.  Robert H. Gaughen, Jr., Esq.

Warren B. Nobte

Edward L. Sparda

Stacey M. Page

Julio R. Hernando* Robert A. Lane, Esq.

Donald E. Staszko Donald M. Tardiff, M.D. James R. White Geoffrey C. Wilkinson, S¢.  Thomas H. Youngworth, St.

* Nominee
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HINGHAM
INSTITUTION

Stockholder

Hingham Institution for Savings
55 Main Street

Hingham, MA 02043

(817) 749-2200

Robert H. Gaughen, Jr.
President and Chief
Executive Officer

investor Inguiries
William M. Donovan, Jr.
Vice President - Administration

Transfer Agent and Registrar

Mellon Securities Trust Co.

cfo Mellon Securities Transfer Services
111 Founders Plaza, Suite 1100

East Hartford, CT 06108

Stockholder Inquiries and Dividend Reinvestment
Mellon Securities Transfer Services

P.0O. Box 444

Pitisburgh, PA 15230

1-800-288-9541

Independent Auditors
Wolf & Company, P.C.
One International Place
Boston, MA 02110

Special Counsel
Hale and Dorr

60 State Street
Boston, MA 021089

Form F-2

A copy of the Bank’s Annual Report on Form F-2 for the fis-
cal year ended December 31, 1993 as filed with the Federal
Deposit insurance Corporation, may be obtained without
charge, by any stockholder of the Bank upon written request
addressed to the investor Relations Department.
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Information

STOCK DATA

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

As of December 31, 1993 there were approximately 612
stockholders of record, holding 785,124 outstanding shares
of common stock. These shares do not include the number
of persons who hold their shares in nominee or street name
through various brokerage firms.

The following table presents the quarterly high and low bid
prices for the Bank’s common stock reported by NASDAQ.

High Low
1993
First Quarter $11 $7 3/4
Second Quarter 10 1/2 8
Third Quarter 91/4 7 1/4
Fourth Quarter 9 3/4 81/2
1992
First Quarter $6 3/4 33 1/2
Second Quarter 7 3/4 51/4
Third Quarter 71/2 6 1/4
Fourth Quarter 9 61/4

The closing sale price of the Bank’s common stock at

December 31, 1993 was $9.75 per share.
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