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The home of Revolutionary War hero, General Benjamin Lincoln. General Lincoln and President
Abraham Lincoln were both descendants of some of Hingham's earliest settlers.

Photograph by: Phil Swanson
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President’s Message

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

I am pleased to report on our operations for 1994. This
past year represents the first year of full recovery from the
difficulties of the early 90’s.

In 1994 we earned more and lent more than at any other
time in our 160 years of operation. We reestablished our
quarterly cash dividend to shareholders and dramatically
improved our asset quality. Our loan portfolio, total
assets, net interest margin, capital ratios, and book value
all increased. Our foreclosed property and total non-per-
forming assets decreased. All of this was achieved in the
face of the steepest increase in interest rates of any sin-
gle year of the century.

Our net income for 1994 was $2,556,000 or $1.99 per
share. Our book value on December 31, 1994 was
$12.36, increased from $11.02 on December 31, 1993.
The $1,000,000 or 21.6% increase in net interest income
over that of 1993 is the most encouraging aspect of this
strong earnings performance. This increase is evidence
of continued strengthening of our core business. Our
return on assets increased from 0.13% for 1993 to 1.70%,
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and our return on stockholders’ equity increased from
1.34% for 1993 to 17.09% for 1994.

These financial results, highly commendable in them-
selves, are especially gratifying when one considers
some of the conditions in which they were achieved. In
1994 the New England economy experienced a more
modest recovery than the nation as a whole. Regional
loan demand remained low, and skyrocketing interest
rates tested the net interest margins of our industry. At
Hingham, these challenges were met by our concerted
efforts to increase our share of local loan originations and
to control deposit costs.

In 1994, despite fierce competition from a host of banks
and mortgage companies, we reclaimed our position as
the leading lender in our home community. Our total loan
originations for 1994 were $45,044,000, an increase of
46% over 1993 and 86% over 1992. These originations
resulted in a net increase in our loan portfolio of 30% from
previous year end. This increase provided us with consis-
tent expansion of our net interest margin at a time when
many banks were experiencing compression of the
spread between the cost of liabilities and the yield on
earning assets.

Also contributing to our strengthened earnings was a 65%
reduction in non-performing assets. These assets
declined from 1.81% of total assets on December 31,
1993 to .62% of total assets on December 31, 1994.

We commence our 161st year of operation in a greatly
strengthened financial condition. Our capital ratios rank
among the strongest in the industry. Our management
group has been markedly strengthened. Our product lines
have been reviewed and improved. While we have no illu-
sions with regard to the challenges ahead, we remain
confident of the future for independent community banks.
In a world of financial giants, a place remains for the more
nimble and focused community bank.

On behalf of the staff and Board of Directors, | wish to
thank all of you for your continued support.

V%yours,
Robert H. Gaughen, Jr. ? &\
President and Chief Executive Officer
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Selected Consolidated Financial Data Highlights of 1994

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

At December 31,
1994 1993 1992 1991 1990
(In Thousands)
Balance Sheet Data:
Total assetsiwmmmunimnarsse i e $153,192 $147,889 $149,460 $148,760 $149,262
Investment Securities ............ccoveviveniiecieeeceee 42,930 58,904 66,183 49,343 33,434 =
Loans: =
MOMQAgE ... 100,019 76,177 67,952 81,085 90,224
Commereial ... e st 959 695 920 1,047 1,045
CONSUMET s s s s 1,045 1,426 2,225 3,117 4,277 o —~—
Allowance for I0an 10SS6S ey 1,338 1,19 1,501 1,628 1,414 Student, Shannon Kelley, assisted by Rhea Kanke (center) and
Foreclosed real estate, net .........ccccoveiiiiiiiiiiieeeee, 439 2,384 2,938 4,772 9,637 Laura Carlson (right) as part of “Savings Makes Cents" Program
DEPOSIES .oivvivicreeiiisre et e 116,684 117,717 119,885 120,721 119,211
Federal Home Loan Bank advances ............ccccccoeevenenns 19,000 15,000 15,000 15,000 15,000
Stockholders"aquity: wus s enmme s 15,981 14,074 13,712 11,988 13,751
Years Ended December 31, Marketplace
1994 1993 1992 1991 1990 The Bank operates three offices located in Hingham,
, (Chatlaes: Ja Thiousanids; ExcoRt.ERr3harm Amolnte) South Hingham, and Hull. It has served as a leading local
Operating Data: . . financial institution for over 160 years. The Bank contin-
Total interest and dividend income .........c.cccceviineenens $ 9963 $ 9232 §$ 11,374 $12631 §$ 13,212 ues to enjoy a substantial share of the local market
Total INterest BXPeNSE. s csremsusirimwsmms swsss s 4,324 4,593 6,451 8,850 9,928 served by its retail branches. We attribute this to our com-
Net interest iNCOMEe ... 5,639 4,639 4,923 3,781 3,284 mitment to a h|gh|y persona| approach to customer ser-
Provision:forlean [0S8eS mrns sy et 120 63 390 1,690 2,770 vice. During 1994, the Bank’s market area experienced
Othet iNCOMIE: .o mens s s s 642 1,484 1,624 785 346 continued consolidation of financial institutions.
Operating eXPENSES ......coiiiieciiiiieeeciiiiee e e e esirae e 3,860 6,340 4,999 4,734 5,279 Management believes this environment presents an
opportunity to emphasize and promote the benefits of a
Income (loss) before income taxes .......ccccoceeeennn... 2,301 (280) 1,158 (1,858) (4,419) locally controlled community bank. The Bank is closely
Income tax provision (benefit)..........cceceviveeeciiien i, (255) (469) (398) 1 (607) involved in a variety of community-based activities and
organizations. Its officers work with the local Merchants’
Net income (I688) s $ 2556 $ 189 $ 1556 $ (1,859) $ (3,812) Associations and Chambers of Commerce. They dedicate
Net income (I0SS) Per SHATe. ..........veveeeererverrrrreeee $ 199 $ 015 $ 124 $ (149 § (3.05 substantial time to such community projects as Habitat for
Humanity construction, school-based banking programs,
Weighted average shares outstanding ......................... 1284 1,268 1,251 1,250 1,250 DARE programs, and other similar activities. The Bank’s
operating philosophy is based upon delivery of attractive
Financial Ratios: banking products admir)istered py a mana_lgeme.mt an_d
Return (I0SS) ON AVErage aSSets ............ooovrvveorrrrroeee 1.70%  013%  1.02%  (1.23)%  (250)% | staff who are personally involved in and familiar with their
Return (loss) on average equity...........cccococeeeveeeceeeencn. 17.09 1.34 12.01 (13.74) (22.14) community.
Average equity to average assetS.......cccovneiiiiiinin, 9.94 9.52 8.52 8.92 11.31 . —
INterest rate SPread..............cooooorovvreeveseesssrsosseroeeeeesoeeeee 3.55 3.06 3.21 2.69 2.04 Deposit Activity
Net yield on average earning assets........ccccccocoeieenne. 3.92 3.34 3.49 2.78 2.34 Attracting and retaining local deposits continues to be
Cash dividends declared pershare ..........ccccocoeeveeen. $ 017 — — — $ o028 one of the foremost objectives at Hingham Institution for
Dividend payout ratio ........ccveveeieecieeree e 8.54% - — — N/A Savings. These deposits have traditionally been the foun- y (¥ ' , W i
dation of the Bank’s business and serve as the primary Bank volunteers assisting “Habitat for Humanity” construction (left
source of funds to be used for lending and investment to right) Debbie Pinkus, Steve Amico, and Bill Donovan
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Highlights of 1994

activities. In 1994, the Bank reviewed and expanded its
certificate of deposit offerings and promoted extremely
competitive rates on these offerings. Additionally, the
Bank refrained from increasing fees levied on NOW
accounts and checking accounts. The combination of
restraint on increases in transaction fees and competitive
certificate rates positions the institution to sharply contrast
itself with larger regional competitors. The Bank also
undertook the renovation of customer service areas at all
three of its retail locations. During 1994, rising interest
rates resulted in shifts of deposits from non-certificate
accounts to term certificates. This movement marked the
reversal of a trend experienced since 1991.

South Hingham Branch Office

Hull Branch Office

Total Loan Originations
(In Millions)

$45.0

$24.2

1992 1993 1994

Lending

The Bank’s lending activities consist primarily of the
origination of first mortgages on residential or commercial
real estate. During 1994, loan originations totaled
$45,044,000, an increase of 46% from $30,787,000 origi-
nated in 1993. This increase was achieved notwithstand-
ing intense competition and generally low demand.

The Bank placed particular emphasis this past year on
writing adjustable rate mortgage loans on single-family
residences and real estate mortgage loans secured by
commercial or multi-family properties with rates floating at
a spread to prime. During the past year we reviewed the
home equity loan product that had been traditionally

Expansion of Montessori School financed by Hingham Institution for
Savings

Hingham Institution for Savings and Subsidiaries

Highlights of 1994

offered by the Bank. This product was redesigned, and
the substantial advertising and promotion in the fourth
quarter have begun to produce a strong volume of prod-
uct. The Bank’s lending strategy will continue to empha-
size short-term or adjustable rate products that can be
maintained in the portfolio.

Asset Quality

During fiscal year 1994, dramatic progress was again
made in the improvement of general asset quality. Non-
performing assets, which consist of loans delinquent 90
days or more and real estate acquired through foreclo-
sure, were reduced to $944,000 at year end. This repre-
sents a 65% decrease from the $2.7 million on December
31, 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. We have also engaged an indepen-
dent firm to review all substantial credits on a quarterly
basis.

Hingham Institution for Savings and Subsidiaries
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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.

$9.4

Non-Performing Assets
(In Millions)

1992

1993

1994
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The following information should be read in conjunc-
tion with the Consolidated Financial Statements and
Notes contained in this report.

COMPARISON OF THE YEARS 1994, 1993, and 1992
RESULTS OF OPERATIONS

For the year ended December 31, 1994, the Bank
earned $2.6 million, or $1.99 per share, as compared to
$189,000, or $0.15 per share, for the same period in
1993, and $1.6 million, or $1.24 per share, in 1992. This
dramatic improvement in 1994 over 1993 of $2.4 million
was achieved primarily by an increase in net intarest
incorne of $1.0 million combined with a decrease in oper-
ating expenses of $2.5 million. The decline in net income
from 1992 to 1993 can be primarily attributed to $1.5 mil-
fion in proxy related expenses recorded in 1993 and by a
reduction of $700,000 in gains on sales of assets over the
two periods offset by $515,000 in a litigation settlement

Management’s Discussion and Analysis

received in 1993 and a reduction of $327,000 in the provi-
sion for loan losses over the two periods.

Net Interest Income

The Bank reported $5.6 million in net interest income for
1994 as compared to $4.6 million in 1993, and $4.9 million
in 1992. Net yield on average eaming assets is a funda-
mental measure of a Bank’s earning power and is calculal-
ed by dividing net interest income by average earning
assets. For 1994, the Bank's net yield on average earning
assets was 3.92%, an increase of 58 basis points over the
1993 level, reflecting the positive impact of the rise in mar-
ket interest rates during 1994 accompanied by changes in
the mix of earning assets. For 1993, the Bank’s net yield on
average earning assets was 3.34%, a decrease of 15 basis

paints from the 1992 level, reflecting changes in the mix of

earning assets offset by declining rates paid on deposits.
Average loan volume represented 62% of total average
eaming assels in 1994 as compared to 50% in 1993 and
61% in 1992.

The following table presents information regarding changes in interest and dividend income and inter-
est expense of the Bank for the years indicated. For each category, information is provided with respect
fo changes aftributable to changes in rate {change in rate multiplied by old volume) and changes in vol-
ume (change in volume multiplied by old rate.) The change attributable to both volume and rate is allocat-
ed proportionately to the changes due to volume and rate.

Years Ended December 31,

1994 Compared to 1993 1993 Compared to 1992
increase (Decrease) Due to Increase (Beerease) Due lo
Volume Rate Total Volume Rate Total
{in Thousands)
interest and dividend income;
Total Loans 51,491 $(127) $1.364 $(1,333) ${431) ${1,764)
Investment securities and
Federal Home Loan Bank stock (610} - (610 711 (1,140) (429)
interest-bearing deposits (67) 34 (23) 61 (10) 51
Total interest and dividend income 824 (93) 731 561y (1,581) (2,142)
Interest expense: ; -
Deposits 26 (422) (396) {396) (1,313} (1,709)
FHLB advances 48 79 127 (1 (148) (149)
Total interest expense 74 (343) {269) {397y (1,461} (1,858)
Net interest income $ 750 $250 $1,000 $ 184y §$(120) $ (284

Hingham: Institution for Savings and Subsidiaries

Management’s Discussion and Analysis

The following table detaifs changes in net interest income and net yield on average eaming assels.

Years Ended December 31,
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1994 1893 1992
Average Yield/ Average Yield/ Average Yield/
Balance interest Hate Balance Interest Rate  Balance Interest Rate
Assets: {Dollars in Thousands)
Loans:
Real estate loans $ 86,748 $7.011 B8.08% § 67,791 $5,587 8.24% § 82,375 $7,231 8.78%
Commercial loans 634 60 9.46 591 55 9.31 1,009 81 8.03
Other loans 1,264 112  8.86 1,773 177  9.98 2,485 271 10.86
Total loans (1) (2) 88,646 7,183 8.10 70,155 5,819 8.29 85,879 7,583 883
investment securities (3} (4) 52,467 2672 509 64,443 3,282 509 52911 3,711 7.01
Interest-bearing deposits 2,795 108 3.86 4483 131 292 2,421 80 3.30
Total earning assets 143,208 9,863 6.92 132,081 0,232 6.64 141,211 11,374 8.05
Other assets 6,571 8,882 10,844
Total assets $150,479 $147,963 $152,055
Liabilities and stockholders’ equity:
Deposits: )
NOW accounts (5) $ 10,889 17t 157 § 10,234 246 240 $ 8,848 313 354
Money market deposits 28,744 795 277 35,262 1,066 3.02 34,809 1446 4.14
Regular and Special Notice 35,814 92g 259 34,577 1,061 3.07 29,088 1,145 3.94
Term cettificates 36,757 1,830 443 33,220 1548 466 45,568 2,726 598
Total deposits 112,204 3,525 3.14 113,293 3,921 3.46 118,403 5630 475
Federal Home Loan Bank
advances | 16,032 799 4.98 15,000 672 4.48 15,017 821 547
Total interest-bearing
liabilities 128,236 4,324 3.37 128,293 4,593 3.58 133,420 6451 4.84
Demand deposits 6,540 5,171 5,348
Other liabilities 748 418 333
Stockholders’ equity 14,955 14,081 12,954
Total liabilities
and stockholders’ equity $150,479 $147,963 $152,055
Net interest income $5,639 $4,639 $4,923
Weighted average rate spread 3.55% 3.06% 3.21%
Net yield on average earning assets (6) 3.92% 3.34% 3.49%

(1) Gross of allowance for loan losses.
{(2) Includes average non-accrual loans.

(3) Excludes the impact of the average unrealized gain (loss) on securities available for sale.

(4) Includes Federal Home Loan Bank stock.

(5) Includes mortgagors’ escrow accounts.

(8) Net interest income divided by average total earning assets.

Hingham Institution for Savings and Subsidiaries
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Interest income is derived from residential and com-
mercial mortgages, home equity, commercial and install-
ment loans, and the investment portfolio. The Bank
eamed an average yield of 6.92% on these assets in
1994, as compared o 6.64% in 1993 and 8.05% in 1992,
For 1894, the Bank reported $10.0 million in interest
income, an increase of $731,000 over 1993. Contributing
o this increase in interest income was a $4.8 million rise
in the level of average eaming assets in 1994 over 1893.
For 1993, the Bank reported $9.2 million in interest
income, a decrease of $2.1 million from the $11.4 million
for 1992, resulting primarity from a decrease in the yield
on interest-earming assets.

Interest expense is incurred on certificates of deposit,
NOW, savings and money market deposit accounts, and
Federal Home Loan Bank (“FHLB"} borrowings. The Bank
paid an average of 3.14% on deposits in 1994 as com-
pared to 3.46% for 1993 and 4.75% for 1992, Despite ris-
ing interest rates during 1994, the Bank managed to keep
deposit costs below 1993 levels. However, the Bank’s
ability to maintain low deposit costs in the fuiure will be
impacted by market influences and competitive pres-
sures. Interest expense on FHLB borrowings is more
closely correlated fo prevailing market rates. The average
rate paid on these borrowings in 1994 was 4.98% as
compared o 4.48% in 1993 and 5.47% in 1992, reflecting
the fluctuation in market interest rates over these periods.

Provision for Loan Losses

The provision for loan losses is based on manage-
ment’s assessment of the adequacy of the allowance for
ioan losses. Management considers the size of the loan
portfolio, the risks associated with certain loan types, and
the underlying collateral vaiues of individual loans as well
as other factors. During 1994, the Bank originated more
than $45.0 million in residential, commercial, and person-
al loans combined, increasing the loan portiolio to a total
of $102.0 miliion. The provision for loan losses during this
period was $120,000 as compared fo $63,000 in 1993.
This increase of $57,000, combined with $27,000 in
recoveries net of charge-offs, increased the allowance for
loan losses to $1.3 miliion, or 1.31% of total loans, at
December 31, 1984. The provision for loan losses for
1992 was $390,000. The decrease in the provision in
1983 from 1992 reflects a major decline in non-accrual
loans to $286,000 at December 31, 1993 from $3.6 mil-
lion at December 31, 1992,

Management’s Discussion and Analysis

Other Income

Qther income is comprised of net gains or losses on
sales of investments, loans or other assets, customer ser-
vice fees, and other miscellangous items. For 1994, the
Bank reported $642,000 in other income as compared to
$1.5 million for 1993 and $1.6 million for 1992, The most
significant component of other income in 1994 was
$345,000 in fees earned on customer accourts. There
was $271,000 in fees earned in 1993 and $228,000 in
1992. The rise in this income category reflects the revi-
sions to the Bank’s fee schedule which was updated in
the fourth quarter of 1993.

In 1994 the Bank reported $232,000 in net losses on
sales of securities classified as available for sale. The
securities were earning below-market rates of interest and
were sold to obtain liquidity to fund growth in the loan
portfolio. There was $559,000 in net gains on sales of
investments in 1993 and $751,000 in net gains in 1992.
Further, the Bank sold $2.4 million in fixed rate mortgages
and student loans during the first quarter of 1994 at a
combined gain of $30,000. In 1993, there were no net
gains on sale of loans and in 1992 net gains were
$402,000 on sales of $14.0 million.

in 1994, the Bank received a $282,000 settlement
relating to the actions of a former president of the Bank
and an insurance settiement was received in 1983 in the
amount of $515,000. There were no settiements received
in 1992,

Operating Expenses

There were $3.9 million in operating expenses in 1994
as compared to $6.3 million in 1983, and $5.0 million in
1992. The decline of $2.5 million in 1994 from 1993 is pri-
marily attributable to $1.5 million in expenses related to a
proxy contest and the recognition of $310,000 in prior
years’ pension costs which were reported in 1993, After
considering these two non-recurring items, operating
expenses declined approximately $662,000, or 15%, over
these two periods, as further discussed below. When
comparing 1993 to 1992, operating expenses increased
by $1.3 million. However, exclusive of the two non-recur-
ring items in 1993, operating expenses decreased by
$477,000.

Salaries and employee benefits were the largest com-
ponent of operating expenses at $1.7 million for 1994,
$2.0 million for 1993, and $1.5 million for 1992. Prior year

Hingham Institution for Savings and Subsidiaries
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pension expenses of $310,000 are included in this cate-
gory for 1993. At December 31, 1994, there were 49 full-
time equivalent employees as compared to 51 and 45 at
year end 1993 and 1992, respectively.

Foreclosed and other real estate expenses, net,
include write-downs in property values, professional fees
such as legal and property management, utilities, as well
as various sundry items which are necessary to the oper-
ation of the real estate. These expenses are offset by any
gains upon sale. Expenses related to foreciosed and
other real estate, net, declined steadily over each of the
past three years with $265,000 reported in 1994, $1.1 mil-
lion in 1993, and $1.6 million in 12982, These deciines are
attributable to comparable declines in the number and
value of foreclosed real estate properties. There were
$439,000 in properties held at December 31, 1994 as
compared to $2.4 million and $2.9 million at December
31, 1993 and 1992, respectively.

Other operating expenses including data processing,
occupancy and equipment, legal, deposit insurance, and
other were $1.8 milion combined for 1994 as compared
to $1.8 million in 1993 and $1.9 miltion in 1992.

tncome Taxes

Effective January 1, 1992, the Bank adopted
Statement of Financial Accouniing Standards Number
109 “Accounting for Income Taxes” ("SFAS No. 109").
Among other provisions, SFAS No. 109 allows a deferred
tax asset to be recognized, where based on available evi-
dence, i is more likely than not that deferred tax assets
will ultimately be realized.

During 1894, 1993, and 1992, the Bank generated tax-
able income and anticipated that future income would be
realized to allow the recognition of tax benefits in the
amounts of $300,000, $472,000, and $400,000 for the
years 1994, 1993, and 1992, respectively. As it is antici-
pated that the Bank will generate future taxable income
and it has recognized the majority of its available tax ben-
efits, the Bank expects to record net tax expense through-
out 1995,

COMPARISON OF THE YEARS 1994 AND 1993
BALANCE SHEET ANALYSIS

The Bank had total assets of $153.2 miltion at
December 31, 1994, an increase of $5.3 million, or 4%,

Hingham Institution for Savings and Subsidiaries

from the $147.9 million ievel at year end 1993.
Loans

At December 31, 1984, the Bank reported net loans of
$100.4 million, or 66% of total assets. Comparably at
December 31, 1993, net loans were $76.9 million, or 52%
of total assets. This exceptional growth of $23.5 million,
or 30%, was achieved through the origination of $45.0
million in morigage and other loan products, a conlinua-
tion of the lending effort initiated in mid-1993 by the new
management team. Complementing the lending strategy
was the implementation of a more stringent -underwriting
policy.

The Bank’s lending strategy during 1994 has been to
provide residential loans at adjustable rates and multi-
family or commercial property loans at an initial fixed rate
for up to five years with a floating rate thereafter.
Residential mortgages are generally underwritten o con-
form to Federal National Morigage Asscciation or Federal
Home Loan Mortgage Corporation guidelines.

The Bank's loan portfolio is reported net of the
allowance for loan losses. At December 31, 1904 and
1993, the aliowance had a balance of $1.3 million and
$1.2 million, respectively. The allowance is maintained at
a level to absorb possibie losses. L.oan losses are
charged against the allowance when the collectibility of
toan principal becomes unlikely. Recoveries are recorded
as additional reserves when received. There were
$105,000 in loans charged against the allowance and
$132,000 in recoveries received in 1894, Comparably in
1893, $411,000 in loans were charged off, and $38,000 in
recoveries were received.

Non-performing asssets, which consist of non-accrual
loans and real estate acquired through foreclosure or
substantively repossessed {otaled $944,000, or 0.62% of
total assets, at December 31, 1994, as compared 10 $2.7
mition, or 1.81% of total assets, at year end 1993. This
decline of $1.7 million reflects the Bank’s commitment to
effectively manage its problem assets. At February 28,
1995, approximately $200,000 of foreclosed real estate
owned properties were under purchase and sale agree-
ments at selling prices approximating their carrying val-
ues. While it is anticipated that these properties will be
sold during the first quarter of 1985, there remain certain
conditions to closing related to the specific transactions
which must be met.
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The following table presents information regarding the
Bank’s non-performing assets:

At December 31, 1934 1983
{in Thousands)

Residential Mortgages $§ 432 5 —
Construction Loans —_— 286
Commercial Loans 48 —
Instaliment Loans 25 —

Total Non-accrual Loans $ 505 $ 288
Foreclosed Real Estate, Net 439 2,384

Total Non-performing Assets $ 944 $2,670
Loans past due 90 days or

more and still accruing @ $ — $ 958
Troubled Debt Restructurings  $1,107 $2,862

(1) Includes home equity loans.
(2) Includes a matured loan of $938,000 which is current
with regard fo interest payments.

investments

The purpose of the Bank’s investment portiolio is to
supplement the Bank's lending activities by generating
income, providing liquidity through the receipt of principal
and interest payments, and use as coliateral to obtain
borrowed funds. At December 31, 1994, the portfolio was
comprised of morigage-backed issues, agency issues,
and treasury obligations for a total of $42.9 million, or
28% of total assets, as compared to $58.9 million, or 40%
of total assets, at year end 1993. Nearly all securities in
the portfolioc are issued or guaranieed by U.S.
Government agencies or U.S. Government-sponsored
agencies and, as such, carry a relatively low risk weight-
ing under Federal Deposit Insurance Corporation (“FDIC")
risk-based capital guidelines.

The mortgage-backed securities are subject to
declines in principal balances due to principal repay-
ments. These repayments tend o decrease as market
interest rates rise and conversely increase when market
interest rates fall as the individual underlying morigages
are refinanced at lower rates. There were $8.8 million in
principal payments received during 1994 as compared to
$20.9 million during 1993.

The portfolio consisted of $13.9 million in available-for-
sale securities and $29.1 million in held-to-maturity secu-

Management’s Discussion and Analysis

rities at December 31, 1984. There were no securities
classified as trading. Available-for-sale securities are car-
ried at fair value with unrealized gains or losses reported
as a separate component of stockholders’ equity and
neld-to-maturity securities are carried at amortized cost.
The unrealized loss on available-for-sale securities
amounted to $525,000, net of tax effects, at December
31, 1994 as compared o a $52,000 unrealized gain at
year end 1993, reflecting changes in market conditions.

Deposits

At December 31, 1994, the Bank heid a total of $116.7
million in deposits, a decrease of $1.0 million from the
$117.7 million in deposits at year end 1983. The Bank
offers a wide range of products, competitively priced,
accompanied by quality service. .

Primary competition for deposits are the other hanks in
the Bank’s market area and mutual funds. The Bank’s
ability o attract and retain deposits depends upon satis-
faction of depositors’ requirements with respect to rate,
liquidity, risk, and service. The Bank offers competitive
rates, convenient branch locations, and the added conve-
nience of automated teller machines. Deposits are
insured in full through the Federal Deposit Insurance
Corporation and Deposit Insurance Fund of
Massachusetts. This insurance, combined with the Bank's
strong capital position, should provide an advantage in
allaying any customer concerns regarding the safety of
their deposits.

The interest rate environment in 1994 was quite turbu-
ient with the Federal Reserve raising its lending rate six
times for a total of 250 basis points over the course of the
vear. As a result, the Bank raised rates on several certifi-
cate of deposit products in an effort fo attract new deposi-
tors as well as maintain existing accounts. The Bank's
deposit mix reflects this change. Core deposits, com-
prised of savings, NOW, and money market accounts
were $74.1 million at December 31, 1994 as compared to
$84.7 milion at year end 1983, a decrease of $10.6 mii-
lion. Conversely, certificates of deposit were $42.6 miilion
at December 31, 1994 as compared to $33.0 million at
year end 1993, an increase of $9.6 million.

Borrowings
The Bank had $19.6 million in FHLB borrowings at
December 31, 1994, as compared to $15.0 million at year

end 1993. The borrowings are a combination of short and
fong term with both fixed and adjustable rates. The Bank

Hingham Institution for Savings and Subsidiaries
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borrowed an additional $4.0 million in 1994 to fund growth
in the loan portfolio and 1o effectively manage iis interest
rate sensitivity position.

Liquidity and Capital Resources

The Bank’s primary sources of liquidity are deposi bal-
ances, available-for-sale securities, principal and interest
payments on loans and investment securities, and FHLB
advances. In 1894, increased loan demand combined
with a slowdown in principal payments on loans and
investments and a net decline in deposits affected the
Bank's liquidity position. As a result, the Bank sold $10.4
million in availabie-for-sale securities and borrowed an
additional $4.0 million from the FHLB to meet its cash
flow requirements.

As a member of the Federal Home Loan Bank, the
Bank is eligible to obtain both short and long-term credit
advances. The Bank can borrow up to $2.8 million to
meet short-term needs and up o approximately $79.6
million to meet long-term needs. Borrowing capacity is
limited to the Bank’s available qualified coliateral which
consists primarily of 1-4-family residential mortgages and
certain investment securities. At December 31, 1994, the
Bank had $19.0 million in advances with original maturi-
ties from three months to in excess of one year. There
were no advances against the $2.6 million credit line at
that date.

The Bank can also enter info repurchase agreement
transaclions should the need for additional liquidity arise.
At December 31, 1994, the Bank had no repurchase
agreements outstanding.

At December 31, 1994, the Bank had capital of $16.0
million, or 10.43% of total assets, as compared to $14.1
million, or 9.52%, at December 31, 1993. Massachusetlts
chartered savings banks that are insured by the FDIC are
subject to minimum capital maintenance requirements.
Regulatory guidelines define the minimum amount of
gualifying capital an institution must maintain as a per-
centage of risk-weighted assets (Risk-Based Capital
Ratios) and average total assets (Leverage Ratio).

Since the establishment of SFAS No. 115, “Accounting
for Certain Investments in Debt and Equity Securities”,
the FDIC has contemplated the treatment of unrealized
gains and losses on available-for-sale securities for regu-
tatory capital calculations. Effective January 27, 1995, the
FDIC issued a final rule which allows member banks to
exclude any unrealized gains and losses from the defini-

Hingham Institution for Savings and Subsidiaries

tion of Tier 1 Capital.

At December 31, 1994, Tier 1 capital as a percentage
of risk-weighted assets was 18.84%, total capital as a
percentage of risk-weighted assets was 20.09%, and the
Bank’s leverage ratio was 10.88%. These ratics exceed-
ed regulatory capital requirements.

The Bank reinstated its quarterly cash dividend in the
first quarter of 1994 at a rate of $0.04 per share. The
Bank continued to pay this rate in the second and third
guarters of 1994, In the fourth quarter, the Bank declared
a $0.05 dividend, an increase of 25%, for a total of $0.17
in dividends declared per share for 1994. The dividends
were declared upon receiving approval from the FDIC, as
mandated in a Memorandum of Understanding between
the Bank and the FDIC dated March of 1992,

IMPACT OF INFLATION AND CHANGING PRICES

The consolidated financial statements and related con-
sclidated 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 inftation. Interest rates do not necessarily
move in the same direction or to the same extent as the
price of goods and services,

BEGULATORY MATTERS

In March of 1992, the Bank’s Board of Directors
entered into a Memorandum of Understanding
(“Memorandum”) with the FDIC and the Massachusetis
Commissioner of Banks. The Memorandum sets forth
plans for reducing classified assets, improving the eam-
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
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loans fo total loans. In 1994, the Bank received its report
of examination from the FDIC, its primary regulator.
Based on the results of this examination, the Bank’'s man-
agement 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 slate of nominees for the
Board of Directors. Subseqguent to this nofification, the
Board of Directors by an 8 to 7 vote, initialed litigation
against Mr. Gaughen and three other Directors and sub-
stantial 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 responsibil-
ity and other irregularities 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.

Management’s Discussion and Analysis

Gaughen's solicitation of proxies was denied by United
States District Court Judge Edward Harrington.
Subsequent {o prior management's failure to obtain such
an order, the foregoing litigation was concluded by the
exchange of mutual releases and the agreement to allow
all shareholders to vote at the annual meeting. Proxy
related expenses totalling $1.5 million were reflected in
the Bank’s Statement of Income in 1993.

The Bank contends that a substantial amount of cumu-
lative loan losses it has sustained resulted from former
president Wilfred H. Creighton’s alleged conduct. In
February 1993, the Bank reached a settlement agree-
ment with its insurance carrier in the amount of $515,000
to compensate the Bank for its losses suffered by the for-
mer president’s conduct. The settlement allowed the
Bank to maintain its lawsuit against its former president
without competition from the insurance carrier to recover
the amount paid under the c¢laim. This recovery is reflect-
ed in the Statement of Income in 1893. In February 1994,
the Bank obtained four parcels of developed real estate
from the former president as settlement of its fawsuit. The
recovery of $282,000 is reflected in the Statement of
income in 1894,

Hingham Institution for Savings and Subsidiaries
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of
Hingham Institution for Savings

We have audited the consclidated balance sheets of Hingham Institution for Savings and subsidiaries as of
December 31, 1984 and 1993, and the related consolidated statements of income, changes in stockholders'
equity and cash flows for the years then ended. These consolidated financial statements are the responsibility
of the Bank's management. Our responsibility is {0 express an opinion on these consolidated financial state-
ments based on our audits. The consolidated financial statements of Hingham Institution for Savings and sub-
sidiaries for the year ended December 31, 1892 were audited by other auditors whose report dated January
20, 1993 expressed an unqgualified opinion on those statements.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement, An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial staterments. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presenta-
tion. We believe that our audits provide a reasonable basis for our opinion.

in our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Hingham Instifution for Savings and subsidiaries as of December 31, 1994 and 1993,
and the results of their operations and their cash flows for the years then ended in conformity with generally
accepted accounting principies.

Weolf s Conpray;, .

Boston, Massachusetis
January 20, 1995

Hingham Institution for Savings and Subsidiaries
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Consolidated Balance Sheets

December 31, 1994 and 1993
ASSETS

Cash and due from Banks (NOE 2) ..o e sanees
INtErest-DEATiNG GOPOSHS .ottt a e ire e eraneraaae e

Cash and cash equUIVBIENES ... s sn e e e

Securities available for sale (Notes 3 and 8. e
Securities held to maturity (Notes 3 and 8) ..o
Loans, net of allowance for loan losses

of $1,338,000 in 1994 and $1,191,000 in 1993 (Notes 4 and 8)....ccccccivvvrecceerciinerne
Foreclosed real estate, Nt INOIE B) ..ot as s
Banking premises and equipment, Net (NOIE 6) ...t e
Accrued iInterest receivable ... e enenrn
Deferred income tax asset (NOE 3) . e
Federal Home Loan Bank stock, at cost (Note 8) ..o,
OFNBE BSOS ..ottt et e st e a e rr e rn

LIABILITIES AND STOCKHOLDERS' EQUITY

DEPOSHS (NOTE 7) i e e s s e s b e e et b e e e nte e e e e s e naes
Federal Home Loan Bank advances (NOIE B) ..o iimnnvcvae s v veasinsaaesnaasseaeensssnns
Accrued INTErest PAVADIE ... ..o e sna e ra e e e ee e een
MOTQAgOrs' BSCIOW BCCOUINMS . ccii ittt et e ae s r e en s spe e s s srran
Other HabIEs (NOIE T4 o i imiirierars i s vsrrrettaressstserssarsstarasessinssarsnrsnstarresrmssaran

TOAl HADHIOS Lot eena et a et ra e s e e s n e e anea s
Commitments and contingencies (Notes 10 and 11}

Stockholders' equity {Notes 12 and 13):

Preferred stock, $1.00 par value, 2,500,000

shares authorzed: NN ISBUBH ... et eneeaee
Common stock, $1.00 par value, 5,000,000 shares

authorized; 1,293,000 and 1,277,340 sharas

issued and OUESIANAING ... e
Additional paid-in GapIal ... s
UndiVIded Profils ..o e e s

Net unrealized gain (loss) on securities

available for sale, net of tax effect in 1894 (Note 3) ..o
Total stockholders' QUIY ......o.ee e

See accompanying notes o consolidated financial statements.

1894 1993
{in Thousands)

$ 3,897 $ 3,272
11 1,617
3,908 4,889
13,866 25,307
29,064 33,597
100,398 76,936
439 2,384
1,699 1,549
835 a02
1,557 872
994 994
432 459
$153,192 $147,889
$116,684 $117,717
19,000 15,000
358 311
252 190
N7 587
137,211 133,815
1,293 1,277
8,584 8,453
6,629 4,292
16,506 14,022
(525) 52
15,981 14,074
$153,192 $147,889

Hingham Institution for Savings and Subsidiaries

Consolidated Statements of Income

Years Ended December 31, 1994, 1993 and 1992

interest and dividend income:

Interest expense:
Deposits (INOIE 7) oottt
Federal Home Loan Bank advances......cccee e e

Total INterest BXPENSE ... e e e e ere e e

Net INterest INCOME ..oiiiii e et
Provision for loan 10sses (Note 4) ..o
Net interest income, after provision

FOT JOBI JOSEEE cuurietiitreiiee ettt bttt et e e et r e e e ettt e e e e e e eerer e eranaene

Other income:

Customer serviCe f8BS .......cciii it
Gain (loss) on sale of investments, Net........cccc. e
Gain on sale of branch bullding.....c.oocvvveive e s
Gain on 5818 O I0ANS . i
Litigation settlement (Note 11) .o
L0 {0 OO ERP S SPR
Total other INCOME c.eveiivicii e eeaas
Operating expenses:
Expenses related to proxy contest (Note 11) ..o,
Salartes and employee benefits (Note 14} .o
Data ProCESSING ..ocovviiir it ecrr e sre s s s stee s s e s et e n e enes
Occupancy and equipment (NI 6) ...v.ov.vveeviccivr v
Foreclosed and other real estate, net (Not@ 5) .ocovcceee v,
T - | RO P OO RS UUTTOOUU PP
DepOSIHt INSUEINCE ...oiie it cracr s vessesiee e e st ssse e seneeenes
L {3 L= OO PO ORRRR
Total operating EXPENSES ..o
tncome (loss) before income tax benefit......cooiiei e,
income tax benefit (NOIE 9) oo
BT INCOMIB ..ottt e e s e e e e e cr bt e e e s s srmnreesesaanesaraerrns
INCOME PEF COMMON SNAIE ...ciie it vresiaesrire e e rreesssrssessns e ssaare s srneeanes
Weighted average shares outstanding ....c.ocoeeec i

See accompanying notes to consolidated financial statements.
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1994 1993 1082
{Doliars In Thousands, Except Per Share Data)
$7,183 $ 5,819 $ 7,583
2,672 3,282 3,711
108 131 80
9,963 9,232 11,374
3,525 3,921 5,630
798 672 _ 82__1
4,324 4,593 6,451
5,635 4,639 4,923
120 63 390
5,519 4,576 4,533
345 271 228
(232) 559 751
e _— 106
30 - 402
282 515 o
217 139 137
642 1,484 1,624
- 1,508 —
1,677 1,968 1,493
288 292 304
280 319 338
265 1,053 1,647
143 133 98
308 330 286
898 737 833
3,860 6,340 4,999
2,301 (280) 1,158
{255) (469) (398)
$ 2,556 $ 189 $ 1,556
$ 1.99 $ 15 $ 1.24
1,284 1,268 1,251
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Consolidated Statements of Changes in Stockholders’ Equity

Years Ended December 31, 1994, 1993 and 1892

Additional
Common Paid-in  Undivided
Stock  Capital Profits

Balance at December 31, 1991 ........... $1,250 $8,371 $2,547
Net INCOmMe ... e — e 1,556
Decrease in net unrealized loss on

marketable equity securities.......... — — —
Stock options exercised ....oovcnnnins 3 9 e
Balance at December 31, 1992 ........... 1,253 8,380 4103
NS INCOMEB . e e o — 189
Decrease in net unrealized loss on

marketable equity securities.......... e e e
Stock options exercised ... 24 73 —
Change in method of accounting for

investment securities (Note 1)....... — — —
Balance at December 31, 1993 ........... 1,277 8,453 4,292
Net INCOMEe .. e, e — 2,556
Change in net unrealized gain (loss) on

securities available for sale, net of

tax effect of $385,000.................... — — —
Stock options exercised, including

tax effect........ e aaaae s 16 131 —
Cash dividends declared ($.17 per share) — — (219)
Balance at December 31, 1894 ... $1,203 $8,584 $6,629

Sse accompanying notes to consolidated financial statements.

Net

MNet

Unrealized Loss Unrealized Gain (Loss)

on Marketable

Equity

Securities

on Securities Total
Available for Sale Stockholders’
(N_o_te__3) Equity

(in Thousands)

$(180)

156

(24)

24

@
3

|

8§ — $11,988

— 1,556

— 156

— 12

—— 13,712

— 189

52 52

52 14,074

- 2,556

(577) (577)

— 147

(219)

$15,981

Hingham Institution for Savings and Subsidiaries
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Years Ended December 31, 1994, 1993 and 1992
1994 1493 1892
{In Thousands)
Cash flows from operating activities:
[ e Vere 1200 SRR O RE U URTORRTE $2,556 $ 189 $ 1556
Adjustments to reconcile net income to
net cash provided by operating activities:
Provision for I0an 10SSES ..ottt v e 120 63 390
Provision for loss on foreclosed and other real estate ..., 142 762 1,253
Amortization of premium on investment
securities, net of accretion ... 514 533 327
Amortization of deferred loan fees, net .t (54) (40} 18
Deprecialion ... 115 139 309
(Gain) loss on sale of investimenis, net ... 232 {559} (751)
Gain 0N 8ale Of 108NRS ... (30 — {402)
Gain on sale of foreclosed and other real estate ..., (63) (20) (50)
Gain on sale of branch building......... oo — — (108)
Decrease in accrued interest receivable ..o 67 94 397
Increase in deferred iNCOME taX 8888 .o e e (300) (472) (400)
{increase) decrease in Other 8SSeIS.......irirveririvie e (127) 153 (253)
Increase {decrease) in accrued interest payable
and other HabIlIIES ... v r e erne s e 302 193 (170)
Net cash provided by operafing activities........ccoov oo, 3,474 1,035 2,118
Cash flows from investing activities:
Proceeds from sales of securities available forsale ... 10,400 e —
Purchase of securities available for Sale.......cccooi e (2,036) — —
Purchase of securities held 10 matunity ... {3,000) e —
Proceeds from maturities of securilies available forsale ... 100 — e
Proceeds from maturities of investment secufitieS...oooveei v voenreveevceis e — 5,523
Proceeds from sales of investment securties......cc.. i e, — 36,396 43,882
Principal payments received on mortgage-backed securities ..o, 8,802 20,946 7,997
Purchase of investment SeCurities. ... — {49,961) (73,663)
Loan payments received (loans originated), net ... e 25,2095) {7,829) (262)
Proceeds from $ale of [OANS ... e 2,424 447 14,029
Additions to foreclosed and other real estate, netof payments ................. 4 {4) (481)
Proceeds from sales of foreclosed and otherreal estate v vceinnn, 1,414 2,487 1,484
Decrease in Federal Home Loan Bank Stock. ... e — ] —
Additions to banking premises and equUIPMENT....... e (265) (55) 8)
Proceeds from sale of branch building ... — — 173
Net cash provided by (used in} investing activities.......ccccooc v nne v {7,452) 2,433 (1,326)
(continued)

See accompanying notes to consolidated financial statements.
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(Concluded)

Consolidated Statements of Cash Flows

Years Ended December 31, 1924, 1983 and 1992

Cash flows from financing activities:
Decrease in deposits, MOt et
Increase (decrease) in mortgagors’ eScrow aCCOUNMS......crivriiiicnrrereennens
Proceeds from stock options exercised ..o,
Cash dividends paid on common StOCK...........cccci it
Proceeds from Federal Home Loan Bank advances .......ccoocveeeevieevcennennn
Repayment of Federal Home Loan Bank advances .........c.ccceccoiiiiivinnnn,

Net cash provided by (used in) financing activities.............ccocoveeeee.
Net increase (decrease) in cash and cash equivalenis.....cccvcec e,
Cash and cash equivalents at beginning of Year........cc.oveeiiinviiieee e
Cash and cash equivalents atend of year ... e

Supplementary information:

interest paid on deposit ACCOUNTS ... e
Interest paid on borrowed fUNAS....cooi e,
INCOME tAXES PAI ..ot st et e aaes
Loans transferred {0 foreclosed real estate.....cocccviee e,
Financed sales of foreclosed real estate...........ccooev v svvcnicivne e
Financed sales of real estate held for investment ..o
Foreclosed real estate transferred to 10ans. ...
Real estate held for investment transferred fo

foreciosed real 85tate ..o

See accompanying notes to consolidated financial statements.

1994 1993

(In Thousands)

$(1,033) $(2,168)
62 42

122 97
(154) —
7,000 —_—
(3,000) —
2,997 (2,029)
(981) 1,439
4,889 3,450

$ 3,908 $ 4,889
$ 3,509 $4,010
768 683

51 _

913 3,331
1,254 3,154
286 289

— 2,426

Hingham Instifution for Savings and Subsidiaries

1992

$ (836)
(18)
12

12,000
(12,000)

(842)

(50)

3,500

$ 3,450

¥
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Notes to Consolidated Financial Statements
December 31, 1994, 1993 and 1992

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 wholly-
owned subsidiaries. All intercompany accounts and iransactions have been efiminated in consolidation. The accounting
and reporting policies of the Bank conform to generally accepted accounting principles and prevailing practices within the
banking industry.

Beclassification
Certain amounts have been reclassified in the 1893 and 1992 consolidated financial statements to conform to the

1994 presentation.

Cash and cash equivalents
Cash and cash equivalents include amounts 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 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 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. Invesiments that are purchased and held
principally for the purpose of selling them in the near term would be classified as "trading securities" 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 classified as "available for sale" and reflected on the balance sheet at fair value, with unrealized gains and
losses 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 net income for the year ended December 31, 1983 relating to the adoption of SFAS No. 115,

Prior 1o December 31, 1993, marketable equity securities and securities held for sale were stated at the lower of
aggregate cost or fair value. Net unrealized iosses 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, if applicable.

Purchased premiums and discounts are amortized to earnings by a method which approximates the interest method
over the terms of the investments. Declines in the value of investments that are deemed 1o 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.
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Notes to Consolidated Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

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

SFAS No. 109 requires that deferred tax assets and liabilities be reflected at currently enacted income tax rates
applicabie to the period in which the deferred tax assets or jiabilities 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 liability originated. Under SFAS No. 109, the Bank's allowance for loan losses for tax purposes that arose
before 1987 remains a permanent difference without recognition of a deferred tax Hability. 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 asset, 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 loans to customers. A substantial portion of the loan portiolio
is represented by mortgage loans in the southeastern Massachusetts area. The ability of the Bank's debtors to honor
their contracts is dependent upon the real estate and construction and general economic sectors,

Loans, as reporied, 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 petiod earnings.

Net deferred loan fees are amortized as an adjustment of the related loan vields 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 investors and prevailing market prices.

Allowance for loan losses
The allowance for loan losses is established through a provision for loan losses charged to operations and is main-
tained at a level considered adequate to 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 fight of historical experience, known and inherent risks in
the 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 adjustments becorne necessary, they are reported in the results of operations for the
periods in which they become known. lLoan losses are charged against the allowance when management believes the
collectibility of the loan balance is unlikely.

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

SUMMARY OF SIGNIFICANT ACCQUNTING POLICIES (continued)

Foreclosed real estate

Foreclosed real estate and in-substance foreclosures are held for sale and carried at the lower of cost or fair value
less estimated costs to sell. Troubled loans are transferred to foreclosed real estaie upon completion of formal foreclo-
sure 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 fo development and improvement of property are capitalized, 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 is 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, 1992, foreclosed and in-substance foreclosed real estate was carried at the lower of cost or nat
realizable value. Declines in value subsequent to foreclosure classification were reflected as direct charges to operations
and fo 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.

Banking 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 estimated useful lives of the assets.

It is general practice {0 charge the cost of maintenance and repairs t0 earnings when incurred; major expenditures for
betterments are capitalized and depreciated.

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

Earnings per share
Earnings 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 equivalenis using the treasury stock method.
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Notes to Consolidated Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (concluded)

Subsequent accounting change

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 loans be measured on a loan by loan basis by either the
present value of expected future cash flows discounted at the foan's effective interest rate, the loan's obtainable market
price, or the fair value of the collateral if the loan is collateral dependent,

The Statement is applicable to all creditors and to all loans, except large groups of smaller balance homogeneous
foans that are coliectively evaluated for impairment, loans 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.

SFAS No. 114 also limits the classification of loans as in-substance foreclosures to situations where the creditor actu-
ally receives physical possession of the debtor's assets.

The Statement applies to financial statements for fiscal years beginning after December 15, 1994, with earlier adop-
tion permissible. Management has determined that the financial statement impact of adopting the provisions of SFAS No.
114 on January 1, 1895 will not be significant.

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, 1984 and 1993, cash and due from banks included $257,000 and $322,000, respec-
tively, to satisfy such resetve requirements.

Hingham Institution for Savings and Subsidiaries
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3. INVESTMENT SECURITIES
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The amortized cost and estimated fair value of investment securities, with gross unrealized gains and losses, follows:

Securities Available for Sale

U.S. Government and federal
agency obligations .........ccvevvnnes
Mongage-backed - FMLMC ..............
Mortgage-backed - FNMA ................
REMIC'S oo

Total securities available for sale........c.ooviiiicinienenn,

Securities Held to Maturity

U.8. Government and federal
agency obligations ...l

Mortgage-backed - FHLMC..............

Mortgage-backed - FNMA ...

Total securities held to maturity ..

Securities Available for Sale

U.S. Government and federal
agency obligations ....................
Mortgage-backed - FHLMC...............
Morigage-backed - FNMA .................
REMIC'S .o

Total securities available for sale

Securities Held 1o Maturity

U.S. Government and federal
agency obligations .......c.ccceceenn.

Mortgage-backed - FHLMC ...............

Mortgage-backed - FNMA .................

Total securities held to maturity ..

Hingham Institution for Savings and Subsidiaries

December 31, 1994

fiross Giross
Ampriized Unrealized Unrealized Fair
Cost Gains Losses Yalue
- (in Thousands)
$ 8,582 $ — $ (386) $ 8,196
1,773 e (107) 1,666
2,527 — (164) 2,363
1,894 — (253) 1,641
$14,776 $ — $ (910) $ 13,866
$ 5,043 $ — $ (341) $ 4,702
13,426 2 (868) 12,560
10,585 — (641) 0,954
$ 29,064 $ 2 $(1,850) § 27,216
December 31, 1993
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
{in Thousands)
$ 19,362 $ 91 $ (41) $19,412
2,288 1 {12) 2,277
845 e (2) 843
2,760 19 {4) 2,775
$ 25,255 $111 $ (59) $ 25,307
$ 2,058 $ 2 $ (5 $ 2,055
17,544 64 (115) 17,493
13,995 55 (78) 13,972
$ 33,597 $ 121 $(198) $ 33,520
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INVESTMENT SECURITIES (concluded) 4. LOANS
The amortized cost and estimated fair value of debt securities by contractual maturity at December 31, 1994 is as A surnmary of the balances of loans follows:
follows: ' Beeember 31,
. 1984 1993
Available for Sale Held io Maturity ) {In Thousands)
Amortized Fair Amortized Fair ’
Cost Yalue Cost Value } Mortgage loans:
- (in Thousands) RESIABIUAN ... e evoeeesseeseesseeessesssss s ss s e sbssenees e ss st $ 57,671 $49,275
Bonds and obligations: COMMEICIAD ...t iieccteeitee e ieert s vaeasn b e ee e e st et s esbar e sas s As e e e e asbae s s ama s ib s s ernne 33,763 20,004
- 0707 01c (2110 1o o JUUURR TP VU PP PR PRSPPI 6,404 2,974
WILhIN T YA e $4,058 $3952  § -~ 5 - EQUItY N@S-0f-GIEUIE . oeorvocvvecemsssseeeseessrsss st sessssssnsssss s 3,687 4,619
Over 1 yearto 5 YBarS ... vcvrcnicimre e e 3,002 2,825 1,003 917 Second morigages 249 : 328
Ovar 5 yors o 10 vemre LTI 500 e 3040 saaa  SOOONMOMGAGES o o o
Over 10 YEars....coocvi i e — — ’ ‘ ’
Y 356 5798 ;'ggg y 24; Less unadvanced 10an FUNGS ... eeeei v ceeie s s s e e e eeearv st e esa s nnsa s {1,755) (1,023}
i i J .70 Total mortgage 108NS, NE ... 100,019 76,177
Mortgage-backed securities: Comsmercia(ij oans: 888 596
o 1= FUUUTUOUU OO OO O P OP PP
OVEr 1 yeart0 5 YEars. ... . . 13,402 12,657 Unsecured ............. R 71 99
OVer 5 YOars 10 10 YBAIS .ov....ererooeeererereresroreeeeons 2,235 2,069 5 886 5,391 Total COMMErCIal IOANS .....oovvvivrnrre i 959 695
OVEr 10 YEAIS. .ot rescin v nee e 3,959 3,601 4,733 4,466 c |
onsumer loans:
6,194 5670 : .24’02.1 22,514 Personal INSLRIMENT ... o oii e cre et s s n et et em et 934 892
et $14.776 $13,866 $29.064 $27.216 Egzgi:t:s; Credrﬁ .............................................................................................. g? 432
Total CONSUMEF JOANS ..ocviviiiiiriee e e 1,045 M
At December 31, 1994, the Bank has pledged morigage-backed securities with an amortized cost of $974,000 and a
fair value of $975,000 as collateral against its Treasury, Tax and Loan account. B [T T TN O U PP PP PPR 102,023 78,298
For the year ended December 31, 1994, proceeds from the sale of securities available for sale amounted to Less: Allowance forj FOAN JOSSES. . iire i rcsre e eree et e e {1,338) (1,191)
$10,400,000. Gross realized gains and gross realized losses on those sales amounted to $10,000 and $242,000, respec- Net deferred interest and f0aN FEES ...t . (287) a71)

fively.
LLOANS, NMBL ..ot iieet s et s et rem e ab e b ra s s s bbb s e e e $100,398 $76,936

Proceeds from the sale of debt securities for the years ended December 31,1983 and 1992 were $35,901,000 and
$43,882,000, respectively. Gross gains of $633,000 and $770,000 and gross losses of $161,000 and $16,000 were real-
ized during 1993 and 1992, respectively.

At December 31, 1993, mortgage loans with a carrying value of $1,872,000 had been identified as held for sale
and were sold during 1994. There were no loans held for sale at December 31, 1994,

Loans sold and serviced for others amounted to $10,087,000, $10,896,000 and $17,464,000 at December 31,
1994, 1993 and 1992, respectively. All loans serviced for others were sold without recourse provisions.

Non-accrual loans totaled $505,000 and $286,000 at December 31, 1994 and 1993, respectively. Interest not
accrued on such loans amounted to $9,000 and $46,000 at December 31, 1994 and 1993, respectively.

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

LOANS (conciuded)

Restructured foans totaled $1,107,000 and $2,862,000 at December 31, 1994 and 1993, respectively. Interest income
that would have been recorded under the original terms of such loans and the interest income actually recognized for the
years ended December 31, 1994, 1993 and 1992 are as follows:

Years Ended December 31,

1994 1993 1992
(!n Theusands)
Interest income that would have been
FERCOFAEU ..ottt e e e e e e S101 $193 $222
Interest iNCome recognized ..o et 83 152 155
Interest iNCOME TOregoNEe .....coocvi e, $ 18 $ 41 $ 67

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 December H,

TR BAVINGS

o e ———————]
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Notes to Consolidated Financial Statements

FORECLOSED REAL ESTATE (concluded)

At December 31, 1994 and 1993, foreclosed real estate included $187,000 and $1,093,000, respectively, of propemes
that were substantively repossessed.

An analysis of the allowance for losses is as folfows:

Years Ended December 3,

1844 1993 1982
{In Theusands)
Balance at beginning Of VEAI ... it $ 51 $534 $ 104
P OVISION TOr 0888 ettt vaa et ves v e e e v e e rea e s e e e s aaar e 142 391 1,238
Write-downs and Josses, Net......coiiieiionn e reerrr i {116) (874) (808)
Balance at €nd Of YBAI......oice e s $ 77 % 51 $ 534

An analysis of foreclosed and other real estate expense is as follows:

Years Ended December 31,
1994 1983 1992

{In Thousands)

1894 1993 1992
(In Theusands)

Balance at beginning of year......c.c.ocooi i $1,191 $1,501 $1,628
Provision for 10an 108565 1o 120 63 390
1,311 1,564 2,018
Loans charged-off ... e {105) (411) {586)
Recoveries on loans previously charged-off ...............c..coevv e v, 132 38 69
Batance at end Of YEaI .......ccciiii e $1,338 $1,191 $1,501

5. FORECLOSED REAL ESTATE

Foreclosed real estate is comprised of the following:

December 31,

1904 1893
{In Thousands)
BRI ta] NOMMIES et e e e e es et e s e e oo e oo e v $147 $1.244
= 13 Lo OO TU 190 226
Residential CONTOMINILITIS (oot e e e et e e e et st — 117
CommMEICIAl 18a] BSIAIE ... .ottt et et e e 179 848
516 2,435
LeSS AlfOWANCE fOr fOBSES ..ottt ettt e e e et eeae e et ep et (77) {51)
$439 $2,384

Hingham Institution for Savings and Subsidiaries

PrOVISION TOr JOBBES .. oteteeei ittt it v e eee et e s i s st ba e e e e e st e nenssssrearbe e s renaesseas $142 $ 391 $1,238
FECOVEINES, NMBL.... et creeesraees s stee s s b b e e st e s e st v vaansevessneseseerearaeeaas (63) {20) {50}
Foreclosure and holding costs, net
Of FENEAL INCOME L. e e cer s aren 186 391 291
Real estate held for investment eXPENSES. ..o e — 291 168
$265 51,053  $1,647

Real estate held for investment expenses relate to properties acquired by foreclosure or deed-in-lieu of foreclosure
which were operated by the Bank for income-producing purposes and include depreciation expense for the years ended
December 31, 1993 and 1992 amounting to $13,000 and $163,000, respectively. During 1993, ali real estate heid for

investment was transferred to foreclosed real estate.

Hingham Institution for Savings and Subsidiaries
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Notes to Consolidated Financial Statements

6. 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, Estimated Useful
1994 1993 Lives
{In Theusands)
Banking premises:
L8R ittt et e st r s e n et e ane e $ 428 $ 428
Eui[dings ..................................................................................... 1,673 1.611 1 - 65 years
EQUIDIMBNT ..t ettt 849 1,037 2 - 25 years
2,950 3,076
Less accumulated depreciation........covvviiieei e (1,251) {1,527)
$1,699 $1,549

Depreciation expense for the years ended December 31, 1994, 1993 and 1992 amounted to $115,000, $126,000
and $146,000, respectively.

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

December 31,

1994 1993
{In Theusands)

Non-certificate accounts:

BBGUIBT . ot e ettt et r e e e e et et e et e e e e rre e e aaans $ 32,888 $ 36,209
Money market depositS..... e s 23,934 31,681
Y Lt et ee e raa e aa i —as s e e et enaarerrnraians 10,584 10,593
DeMENG ..o s e e b st s __ 6,687 6,220
Total non-certificate aCCOUNES..........iv it errer et seeeeee e 74,093 84,703

Term certificates 1855 than S100,000 ...t erere e v as st e s reeieees 34,679 27,286
Term certificates $100,000 OF MOTE ...oovvveivonrienes e eser s s ettt eee e 7,912 5.728
Total certificate BCCOUNTS. ...t e e e 42 591 33,014

TOE] FBPOSHS ... it r et e et es et b e e e e ereen e e e e rarres $116.684 $117.717

Hingham Institution for Savings and Subsidiaries
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Notes to Consolidated Financial Statements

DEPOSITS (concluded)

The maturity distribution of term certificates is as follows:
December 31, 1994 December 31,1993

Weighted Weighted
Amount  Average Rale  Amount  Average Rate
" {Doliars in Thousands)

WD 1 YaT e $27,199 4.51% $21,189 4.14%
Over 1 yearto 2 YBaIS. ..o erreene e 9,220 511 5,486 4.84
Over 2 years 10 B YBAIS . ....cciverirece s veeiins e racnnee e 1,693 4.99 5,872 4.82
Over3yearsto5years ... 4479 572 467 517
$42,591 4.78% $33,014 4.39%

A summary of interest expense on deposits is as foliows:
Y P P Years Ended December 31,

1994 1983 1982
{In Thousands}
Regular and special NOHICE ..ot $ 929 $1,062 $1,145
Money market GepOSIS.. ..o i 795 1,085 1,446
NOW .....cooovvinin. P U OSSPSR 171 246 313
Torm CRMHICAIES . oottt ee e e e e e e e re et eee e ete e ravens 1,630 1,548 2,726
$3,525 $3,921 $5,630

8. FEDERAL HOME LOAN BANK ADVANCES

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

December 31,
1994 1993
interest Interest
Maturity Date Raie Amount Rate Amount _Rate
T T {Dollars in Thousands)
September 20, 1994.......cccoceevv e, Fixed $§ — —% $ 3,000 6.66%
February 28, 1995 Fixed 2,000 6.17 — —
February 1, 1996, Fixed 2,000 6.18 — —
April 25, 1996 ..o Variable 5,000 5.09 5,000 3.56
September 20, 1996......ccoiion s Fixed 3,000 6.53 o R
February 18, 1997 i Variable 7,000 4.25 7,000 3.75
$19,00 5.24% $15,000 4.27%

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 lien on “qualified collateral” defined principally as 90% of the fair value of U.S. Government and fed-
eral agency obligations and 75% of the carrying values of residential mortgage loans.

The Bank also has an available line of credit with the Federal Home Loan Bank of Boston at an interest rate that

adjusts daily. Borrowings under this line are limited to $2,605,000.
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Notes to Consolidated Financial Statements

2. INCOME TAXES

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

Current tax provision:

Faderal . e

Deferred tax provision:

Faderal .o i et e
BBIE i ey

Years Ended December 31,

1584 1993 1942
{in Thousangs) T
$ 18 $ $ —
27 3 2“
45 3m 2
452 . 507
139 — —
531 — 507
(_891 ) (472) {907)
$ (255) $(469) $(398)

The reasons for the differences between the statutory federal income tax rates and the effective tax rates are

summarized as follows:

SEAUIONY 13185 ..o

Increase (decrease) resulting from:

State taxes, net of federal tax benefit

Change in valuation allowance

NG, NMBE .o e e eee e erer e

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

Years Ended December 31,

1594 1993 1992
34.0% (34.0)% 34.0%
6 (62.9) 8.1

(46.5) (82.8) (78.3)
8 12.2 18
(11.1)% (167.5)% (34.4)%

Hingham Institution for Savings and Subsidiaries
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INCOME TAXES (continued)

The components of the net deferred tax asset are as folows:

Deferred tax asset:

Valuation reserve on asset............

Deferred tax liability:

Federal ..o..coivoiiiiiiiiieiiae e

Net deferred tax asset. e,

The tax effects of each type of income and expense item that gives rise to

deferred taxes are as follows:

Loan loss reserve ...,
Federal tax net operating loss carryforwards
Other tax carryforwards ........cccooveeen.
Compensation Xpense ......cccecvvvvevnnan.

Net unrealized loss on securities available for sale ...

Valuation reserve .o

Net deferred tax asset.........cc..ccevvvveees

A summary of the change in the net deferred tax asset is as foliows:

Balance at beginning of year ................
Deferred tax benefit ..o,

Net unrealized loss on securities available for SAlE ... e

Balance atendofyear........ccccoovvvreeenn,

Hingham Institution for Savings and Subsidiaries

December 31,
1994 1993
{in Thousands)
$1,344 $ 1,644
485 559
1,829 2,203
_(254) _{1,145)
1,575 1,058
(18) (131)
_— (55)
(18) {188)
$1,557 $ 872
December 31,
1994 1993
{In Thousands)

$ 591 $ 1,246
382 549
105 56
170 183
385 e
178 (17)
1,811 2017
(254) {1,145}
$1,557 $ 872

Years Ended December 31,
1894 19483 1992

{in Thousands}

$ 872 $400 $§ —
300 472 400
385 g —

$1,557 $872 $400
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INCOME TAXES (concluded)

A summary of the change in the valuation reserve applicable to the net deferred tax asset is as follows:
Years Ended December 31,

1994 1903 1992

{in Thousands)
Balance at Deginning Of YBar ...t e e $1,145 $15625 $§ —
Adoption of SFAS No. 109 at January 1, 1992 .. it — — 2,432
Benefit created on current years' operations ........... B OO USRS RTRPPUR — 92 —
Change in assumptions due to anticipation
OF FULUIFS INICOITIE Lo et r e et e et ea e ettt e e e e e e s ees e e s ren s eeneeaan (891) (472) (907)
Balance at €N Of YBAT ...t e et $ 254 31,145 §$1,525

At December 31, 1994, the Bank had a net operating loss carryforward of approximately $1,100,000 which is avail-
able to offset future federal taxabie income. Net operating loss carryforwards are subject to a fifteen-year carryforward
and will expire in varying amounis between 2005 and 2008.

10. COMMITMENTS AND CONTINGENCIES

in the normal course of business, there are outstanding commitments and contingencies which are not reflected in the
consolidated financial statements.

L.oan 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 include unused lines-of-credit, commitments to originate
loans, and standby letters of credit. The instruments involve, o varying degrees, elements of credit and interest rate risk
in excess of the amount recognized in the consoclidaled balance sheets.

The Bank's exposure to credit loss in the event of non-performance by the other party to its financial instruments is
represented by the contractual amount of these commitments. The Bank uses the same credit policies in making commit-
ments and conditional obiigations as it does for on-balance-sheet instruments.

Hingham Institution for Savings and Subsidiaries Hingham Institution for Savings and Subsidiaries

Notes to Consolidated Financial Statements

COMMITMENTS AND CONTINGENCIES (concluded)

At December 31, 1994 and 1993, the following financial instruments were outstanding whose contract amounts repre-
sent credit risk:

Contract Amount
1994 1993
{in Thousands)

UNUSE HNES-0f-CraOI ... vttt irer ettt e e s ee et brenrerrenaaranar e v s annpseeneeeaeaeeaanas $3,146 $2,406
Commitments to originate loans:

Fixed INerest TalB. ...t rear e r e e e nrenea s 230 5,235

W ariahie MIEIEST TAE .. i eie e e s en s e e e e s a e st e e snrepenra s 3,670 2,185

Standby letters O Creil .. ... e sr e e s 125 125

Commitments fo extend credit are agreements to lend to a customer provided there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may
require payment of a fee. Since many of the commitments 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 and the majority of
unused lines-of-credit are secured by real estate.

Standby ieﬁers‘oimcre.dit are conditional commitments issued by the Bank o 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

ioans to customers.

11, LITIGATION

in February 1993, Robert M. 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 to this notification, the Board of
Directors by an 8 to 7 vote, initiated litigation 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
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. Subseguent 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 allow shargholders to vote at the annual meeting.

The Bank contends that a substantial amount of the cumuiative loan josses it has sustained resuited 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 allowed 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 Income in
1993. In February of 1994, the Bank obtained four parcels of developed real estate from the former president as settle-
ment of its lawsuit. The recovery of $282,000 is reflected in the Statement of Income in 1994,

Various legal claims also arise from time to time in the normal course of business, which, in the opinion of manage-
ment, will have no material effect on the Bank's consolidated financial position.

[P ——————]
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Notes to Consolidated Financial Statements

12. STOCKHOLDERS' EQUITY

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 ratio of not less than 8%. The Bank
exceeded all minimum regulatory requirements at December 31, 1994 and 1993. See Note 16 for additional regulatory
matters.

Tax reserve for loan josses

At December 31, 1994, the total reserve for loan losses for federal income tax purposes at the Bank's base year
amounted to approximately $3,780,000. If 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 to
use the reserves for purposes other than to absorb loan losses, a deferred income tax liability of approximately
$1,600,000 has not been provided. (See Note 1)

Liguidation Account

At the time of conversion from mutual to stock form, the Bank established a liquidation account for the benefit of eligi-
ble account holders. The liquidation account is reduced annually to the extent that eligible account holders reduce their
qualifying deposit. In the event of a complete liquidation, 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 liquidation account at December 31, 1994 amounted to $1,390,000 (unaudited).

Hingham Institution for Savings and Subsidiaries Hingham Institution for Savings and Subsidiaries
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13. STOCK OPTION PLAN

Under the Bank’s stock option plan, options may be granted to officers, other employees and cerfain directors as the
Stock Option Committee of the Board may determine. A total of 125,000 shares of common stock are reserved for
issuance pursuant to options granted under the plan. Both "incentive options” and "non-qualified options" may be granted
under the plan. All opticns 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.
Non-qualified stock options granted during 1993 are immediately exercisable and oplions granted prior to 1993 vest over
a five-year period.

Stock option activity is as follows:
P y w Years Ended December 31,

1994 1993 1092
Shares under option:
Outstanding at beginning of year .........ocoi oo, 63,080 87,500 90,500
GraNBA ..ot b e a — 39,000 —
FOMOIEU ..ottt e st een e em e eee e nes e raene (2,920)  (39,080) —
EXEICISOU. oo ettt e et e ra e (15,660) {24,340) {3,000)
Cutstanding at end of YEaAI ......iviviv s e 44 500 63,080 87,500
Weighted average exercise price pershare.......coccoovveeie e, $ 8.27 $ 7.98 $ 6.23
Exercisable at @nd Of YOI ..o erreeoree o eeees s easreses s 41,500 56,088 41,880
Options outstanding consist of the following:
December 31,
Option price 1984 1993
BB BT e e 39,000 39,000
B.800 e e ety e e — 13,200
G000 . e et e a e aaan 5,500 10,880

44,500 63,080

14. PENSION PLAN

The Bank provides pension benefits for all of its eligible officers and employees through membership in a defined ben-
efit plan of the Savings Banks Employees Retirement Association ("SBERA"). Under the plan, retirement benefits are
based on years of credited service, the highest average compensation (as defined), and the primary social security bene-
fit. In addition, employees may make optional, voluntary contributions to the plan under several methods. The optional
contributions provide retirement benefits to the employee in addition to those otherwise available under the Bank's plan.
Annual condributions by the Bank are based on assessments from SBERA.
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Notes to Consolidated Financial Statements Notes to Consolidated Financial Statements

PENSION PLAN (concluded)
_— . ) 16. REGULAT TTERS
Net periodic pension cost for the years ended December 31, 1994, 1993 and 1992 is as follows: 6 Gu ORY MA
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 ratio 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

1994 1983 1862
{In Thousands)

Service cost - beneflts eamed dynng YO oo § 81 118 $114 liquidity needs as well as monitoring interest rate sensitivity. Lending, investment and budget policies have been incor-
;r:terest COSt 0N PrOJECted DENEHLS w.ooovvvvevrvvm 85 100 58 porated into a comprehensive business plan, which has been submitted to the FDIC and the Commissioner of Banks. In

ctual retym onp AN BSSBIS ovvrvvvvnes s (71) (185) (95) addition, specific goals have been established under this Memorandum for reducing the ratio of non-performing loans to
Net ar_nort.lzatson and dgferral """"""""""""""""""""""""""""""""""" 3 3 3 total loans. In 1994, the Bank received its report of examination from the FDIC, its primary regulator. Based on the
Amortization of net (gain} 1088 ... o _(36) ~__8_E_3 20 results of this examination, the Bank’s management believes that it is in substantial compliance with the terms of the
Net PEHOTIG PENSION COSt.vvvvvrvrrrrerrrerreeseeres e $ 62 $122 $130 Memorandum.

17. QUARTERLY FINANCIAL DATA (UNAUDITED)

Pension expense shown in the accompanying financial staiements for the years ended December 31, 1994 and 1993
amounted to $51,000 and $445,000, respectively. The 1993 amount included $310,000 of unrecognized pension costs
applicable to previous years.

According to SBERA, a reconciliation of the funded status of the plan is as follows:

Quarterly results of operations for the years ended December 31, 1994 and 1993 are as follows:

Years Ended December 31,

October 31, 1994 1993
1994 1883 Fourth Third  Second First Fourth Third  Second First
{In Thousands) . Quarter  Quarter Quarter Qovarter  Quarter Quarler Quarter  Guarler
{In Thousands, Except Per Share Data) o
Plan 858818 al fair VAIUB ... e e $1,176 $1,219
Actuarial present value of projected Interest and dividend income ............... $2,696 $2,566 $2,442 $2,259 $2,237 $2230 $2,332 $2,433

benefit obligation ... e 1,089 1,205 Interest eXpPense. ..o 1,131 1,081 1,073 1,039 1,059 1,085 1,189 1,250
Plan assets greater than projected ' ' -

Benefil ODIGATION . ..o e s 87 14 Net interest income ... 1,565 1,485 1,369 1,220 1,178 1,135 1,143 1,183
Unarmortized net obligation since adoption of SFAS NO. 87 ..o, 35 37 Provision for loan losses ........c.coov v 30 10 50 30 — -~ 63 —
Unfecognized NEL GaIN ...ttt (593) {461) .

R Net interest income, after pro-
PEnsIoN ADHILY ..o rc e s e e r e s an et $ (471) $ (410 vision for loan [088es ..., 1,535 1,475 1,319 1,190 1,178 1,135 1,080 1,183
- Other inCoOme....o.vvviciiciieee e 23 95 103 421 132 78 323 951
Operating expenses . .....cvcvccoiviivvcinnns 931 968 953 1,008 1,401 917 2,718 1,303
The accumulated benefit obligation (substantially alt vested) at October 31, 1994 amounted to $885,000. P gexp
Income (loss) before income taxes ......... 627 602 469 603 91 296 1,31 831
For the plan years ended October 31, 1994, 1993 and 1992, actuarial assumptions include an assumed discount rate (foss) ®1) ( ®
on benefit obligations of 8.00%, 7.00,% and 7.00%, respectiyely, and an expected Iong—term rate of return on plan assets Income tax provision (benefit) ................. (29) (46) (90) (90) (471) . 1 1
of 7.00%, 7.00% and 6.75%, respectively. An annual salary increase of 6.00% was utilized for all years.
Net income (10SS} .ovviveiiv i $ 656 $ 648 $ 559 $ 693 $ 380 $ 296 §(1,317) $ 830
15. RELATED PARTY TRANSACTIONS '
Income (loss) per common share............ $ 51 § 508 44 $ 54 $ 30 $ 23 $(104) $ .66
In the ordinary course of business, the Bank has granted loans to principal officers and directors and their affiliates L '
amounting to $150,000 at December 31, 1994 and $242,000 at December 31, 1993. During the year ended December Cash dividends declared per share......... § 058 04% 04§ 04 8§ — $ — 8% —§ -~

31, 1994, total principal additions were $1,000 as a resuit of existing home equity line advances. Principal repayment dur- -

ing 1994 amounted to $93,000. In 1993, the Bank established a policy whereby new loans cannot be granted to employ- {1) The increased level of operating expenses in the second quarter of 1993 is attributable to expentitures of $1,508,000 as a result of prior

ees, officers or directors.

Hingham Institution for Savings and Subsidiaries Hingham Institution for Savings and Subsidiaries

management’s opposition to the proxy contest. See Note 11.
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Stockholder Information

Hingham institution for Savings
55 Main Street

Hingham, MA 02043

(617) 749-2200

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

Investor inguiries
William M. Donovan, Jr.
Vice President - Administration

Transfer Agent and Registrar

Mellon Securities Trust Co.

c/o Mellon Securities Transfer Services
111 Founders Plaza, Suite 1100

East Hartford, CT 06108

Stockholder Inquiries and Dividend Reinvestment
Mellon Securities Transfer Services

P.O. Box 750

Pittsburgh, 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 02108

Form F-2

STOCK DATA

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

As of December 31, 1994 there were approximately 595
stockholders of record, holding 789,983 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
1994
First Quarter $10 1/2 3 91/4
Second Quarter 11 3/4 87/8
Third Quarter 12 101/2
Fourth Quarter 111/4 g
1993
First Quarter $11 $7 3/4
Second Quarter 101/2 8
Third Quarter 91/4 7 1/4
Fourth Quarter 83/4 81/2

The closing sale price of the Bank’s common stock at
December 31, 1994 was $10.25 per share.

A copy of the Bank's Annuat Report on Form F-2 for the fis-
cal year ended December 31, 1994 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.

Hingham Institution for Savings and Subsidiaries
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Hingham Institution for Savings

55 Main Street, Hingham, Massachusetts 02043
(617) 749-2200
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