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The traditional 4th of July parade proceeding down Main Street in front of
Hingham Institution for Savings.

Photograph by: John F. Lavey
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President’s Message

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

Dear Stockholders:

In 1995, after two years of rapid recovery, the Bank com-
menced an aggressive expansion within our local market.
We are well positioned to continue this expansion in
1996.

Our 1995 financial results demonstrate the following
notable achievements. We had the highest pre-tax earn-
ings in our 161-year history. Our total deposits grew by
14% over those of year end 1994. This growth rate was
more than double the average of other New England
thrifts. Our loan portfolio increased by 19%. This growth
rate was triple that of the average of other New England
thrifts.

This growth was achieved while we simultaneously con-
tinued to improve our asset quality. Total non-performing
assets again decreased. They were reduced from
$944,000 at December 31, 1994 to $672,000 at year end
1995. These assets represented only .38% of total
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assets, less than one-third the median for all publicly trad-
ed thrifts in Massachusetts.

This performance provided the framework for major
enhancement in shareholder value. The market value of
our stock experienced an impressive 44% increase during
the course of the year. Cash dividends declared to stock-
holders increased by more than 100% over those
declared in 1994,

The opening of our new branch offices in the towns of
Cohasset and Scituate is intended to assist in our efforts
to generate additional growth. These communities, along
with the towns of Hingham and Hull, form a cohesive and
attractive marketplace on the coast south of Boston. Our
attentions in 1996 will continue to focus on the develop-
ment of an institution that can provide the necessary
array of basic financial services in a manner which
acknowledges our market's unique history and sense of
community.

The Board of Directors and management believe that the
needs of stockholders, employees and the community at
large are complementary. We are firm in our resolve to
act in the best interest of each of these groups. We
remain committed to the notion that a qualified and moti-
vated staff, serving the needs of our community, will pro-
duce long-term benefits for our stockholders. Our primary
competitive advantage continues to be the talented and
committed staff whose efforts are highlighted in this
report. Together, we look forward to meeting the chal-
lenges presented by our 162nd year.

Robert H. Gaughen, Jr.
President and Chief Executive Officer
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Introducing Our Primary Assets

COHASSET BRANCH OFFICE
MAIN OFFICE AND

ADMINISTRATION
TNERT | TS 1
] ‘. §

Main Office:

Phyllis Falletti, Cohasset Branch: Patricia Murphy, Joanne Reynolds,

Helen Fuda, 1 Stephen Amico
’ }

Jeanne Magner, |

Margaret Santacroce

SCITUATE BRANCH OFFICE

Lending Staff:
Sally Paulson, John DelSelva, Peter Smollett,
Michael Sinclair, Deborah Pinkus

R e

Scituate Branch: Marjorie Young, Stacy McKenna

-

SOUTH HINGHAM BRANCH OFFICE

Hull Branch: Deborah Bearde, Laura Carlson
South Hingham Branch: Rhea Kanke, Judith Hegarty

n Hingham Institution for Savings and Subsidiaries Hingham Institution for Savings and Subsidiaries n
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The following information does not purport to be complete and is qualified in its entirety by the more detailed

information contained elsewhere herein.

Balance Sheet Data:
 TOMAl @SS .uueuritii et ee et

Investment SECUMIES . ... anaes

Loans:

G 0 = o R T e T o ——

COMMEBTEIAl s e e i

{070 F- TV [T S
Allowance for l0an l0SSES .....ccovcvvvviiveeeeieeeeeei e
Foreclosed real estate, net ...
DEPOSItS: viummmammenmmmrar s T
Federal Home Loan Bank advances ...........cccceevveennnnnn,
Stockhiolders’ equity wucsnsssnmasanna

Operating Data:
Total interest and dividend income ..........cooevvieeveiieeennn,
Total interést EXPanse «imnunvnarnnrnre R
Net interest iNCOME ......ccceiiiccciiieciie e,
Provision fof |0an |05SeS unnannmsanamnnnnisinus
(@] (V=TT ToTo T 1= SRR
Operating BXPENSES ...vviiiiiieiiiieiiie e s sneee e

Income (loss) before income taxes ........cccevvveernis
Income tax provision (benefit) ..........ccoooviiiiiiniiiiinee.

Net income (I0SS) ....vveceerieeecicecee e

Net income (loss) per share ........ccccceeiviviiinenecne
Weighted average shares outstanding .........c.ccceeeieeene

Financial Ratios:
Return (loss) on average assets .......cccooeeeeeiiiveeeniiinnen,
Return (loss) on average equity........cccccovveeiieemren e,
Average equity to average assets...........ccceccvvvveciennnn
Interest rate spread........ccooeeiviiiiiiccc e
Net yield on average earning assets........cccccocceveeeernnnns
Cash dividends declared per share ..............cccoeveeeniins
Dividend payout ratio ...« o,
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At December 31,
1995 1994 1993 1992 1991
(In Thousands)
$175,409 $153,192 $147,889 $149,460 $148,760
39,152 42,930 58,904 66,183 49,343
119,043 100,019 16, T 67,952 81,085
978 959 695 920 1,047
1,021 1,045 1,426 2225 3,117
1,277 1,338 1,191 1,501 1,628
34 439 2,384 2,938 4772
133,042 116,684 117,717 119,885 120,721
22,000 19,000 15,000 15,000 15,000
17,819 15,981 14,074 13,712 11,988
Years Ended December 31,
1995 1994 1993 1992 1991
(In Thousands, Except Per Share Amounts)
$ 12,074 $ 9,963 § 9,232 $ 11,374 $12,631
5,871 4,324 4,593 6,451 8,850
6,203 5,639 4,639 4,923 3,781
120 120 63 390 1,690
509 642 1,484 1,624 785
3,641 3,860 6,340 4,999 4,734
2,951 2,301 (280) 1,158 (1,858)
1,045 (255) (469) (398) 1
$ 1,906 $ 2556 $ 189 $ 1556 $ (1,859)
$ 1.47 $ 199 $ 0.15 $ 124 § (1.49)
1,294 1,284 1,268 1,251 1,250
1.17% 1.70% 0.13% 1.02% (1.23)%
T 17.09 1.34 12.01 (13.74)
10.54 9.94 9.52 8.52 8.92
3.42 3.55 3.06 3.21 2.69
3.96 3.92 3.34 3.49 2.78
$ 0.35 § 0.17 —_ —_— —
23.81% 8.54% — — —
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Non-Performing Assets

Assets

$175,409 Assets have increased nearly 19% since the end of Nonperforming assets include both nonaccrual loans $2,670

$153,192 1993. Management has made a concerted effort to ‘ and foreclosed real estate. At year end 1995 the Bank

$147,880 attract quality loans while decreasing its reliance on held only one foreclosed asset. The Bank identifies

its investment portfolio. With a strong capital to asset troubled borrowers anq w orks CIO.SGIV with them

. o . . . 1 toward repayment. The positive trend in nonperform-

ratio in excess of 10%, the Bank is poised for contin- ing assets reflects managements intensified collection

ued controlled growth. efforts and improvements in underwriting.

1993 1994 1995 : ' ‘- —
1993 1994 1995

Deposits Pre-Tax Earnings

The Banks deposits are insured by both the Federal
Deposit Insurance Corporation and the Depositors
Insurance Fund. Product offerings include Passbook,
Club and Statement Savings, NOW, Demand Deposit
and Money Market Deposit accounts and certificates of
deposit. Two new branches were opened in the fourth
quarter of 1995 contributing to the significant increase in
deposits. These new offices in Scituate and Cohasset
will provide opportunities for further growth.

$133,042 _ - ; : ; ;

et ol : - Improvements in net interest income and reductions
in operating expenses brought pre-tax income to
nearly $3.0 million for 1995. Asset mix played a key
role in earnings performance with more than 68% of
the Bank’s assets in loans at year end 1995.

1993 1994 1995

Dividends Declared

$119,472
_$119,472 | Per Share $0.35

$100,398 The Bank is committed to providing home ownership ' ~ Quarterly dividends have shown steady improvement

$76.936 opportunities within the communities it serves. The sdlncela 19(?_3 ‘i't":imf'na:t'gg W'tg dr) ??g)ga;fir srliadre dlwdet\gd

: , . S eclared in the fourth quarter o . In addition to the
rifo- s .

Bankhas. achisved:siiasess jn Guilding its [san oo quarterly dividend, the Board of Directors also declared

lio by originating res@ent:al and commercial mort- an $0.08 special cash dividend for the quarter based on

gages and home equity loans. the Bank’s solid earnings performance.

1993 1994 1995

n Hingham Institution for Savings and Subsidiaries . = Hingham Institution for Savings and Subsidiaries n
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(5) Includes mortgagors’ éscrow accounts.
{6} Net interest income divided by average total earning assets.
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Management’s Discussion and Analysis Management’s Discussion and Analysis
The following table details changes in net interest income and nef yield on average earning assets.
Founded in 1834, Hingham Institution for Savings has Pre-tax income shows continued and significant
served the local community for more than 161 years. On improvement. In 1995, pre-tax income was $3.0 million Years Ended December 31,
December 20, 1988, the Bank converted its ownership as compared to $2.3 million for 1994 and a negative 1895 . 1994 - 1998 e
from mutual to stock form. Banking services are provided $280,000 for 1993. The results in 1995 were achieved by Average Yield/ Average Yield/ Average Yield/
through branch offices in Hingham, South Hingham, Hull, a $564,000 improvement in the Bank's net interest Balance Interest Rate Balance Interest Rate Balance Interest Rate
Scituate and Cohasset. income, a 49% reduction in deposit insurance expenses Assets: (Dollars in Thousands)
and a 94% reduction in foreclosed and other real estate SSeLs:
The following information should be read in conjunc- expenses when compared to 1884, Pre-tax income | pans:
fion with the Consolidated Financial Statementis and increased in 1994 over 1993 by $2.6 million, primarily the Real estate loans .....oooo.e..... $107.842 $9,157 8.49% $ 86,748 $7,011 8.08% $ 67,791 $5587 8.24%
Notes contained in this report. result of an increase in net interest income and decreases Commercial 10ans .c.oovveeee... 1,082 112 10.55 634 80 9.46 591 55 9.3
in proxy related expenses and foreclosed and other real Other 10ans......c.ocrv e 944 86 9.1 1,264 112 8.86 1,773 177 9.98
COMPARISON OF THE YEARS 1995, 1994, and 1993 estate expenses. Totabloans (1) (2} ......... 109,848 9,355 852 88,646 7,183 8.10 70,155 5,819 828
RESULTS OF OPERATIONS Net interest income Investment securities (3) (4) ...... 42,759 2,473 578 52,467 2,672 5.09 64,443 3282 509
For the year ended December 31, 1995, the Bank f The Bank reported $6-2$ million in net interest incgme Interest-bearing deposits ........... 4,232 246  5.81 2,795 108 3.86 4,483 131 292
earned $1.9 million, or $1.47 per share, as compared to or 1995 as compared to $5.6 million in 1994, and $4.6 .
$2.6 million, or $1.99 per share, for the same period in miflion in 1993. This positive trend was primarily the Total earning assets............ 156,838 12,074 7.70 143,908 9,963 6.92 139,081 9,232 6.64
1994, and $189,000 or $0.15 per share in 1993. The result of growth in loans and declines in the lower yielding Other assets .o vvcicn e 5,884 6,571 8,882
reduction in net income in 1995 can be attributed to the investment portfolio. Further, the Bank’s net yield on Total aSSEtS ..o $162,723 $150,479 $147,963
discontinuation of net tax benefits which were recorded in average earning assets was 3.96% in 1985, 3.92% in T——— — Sm———"
each of 1994 and 1993. 1994 and 3.34% in 1993, Liabilities and stockholders’ equity:
interest-bearing deposits:
NOW accounts (5}).....ccceneees $ 10,581 157 148 $ 10,889 171 1.57 § 10,234 246 240
The following table presents information regarding changes in interest and dividend income and inter- Money market deposits....... 20,392 603 2.96 28,744 795 2'7; gi'ggg lggg gg?
est expense of the Bank for the years indicated. For each category, information is provided with respect to Regular. ... 30,956 775 2.50 35?; 1 929 ii 3 33900 1548 466
changes attributable to changes in rate (change in rate multiplied by old volume) and changes in volume Term cert{fncates """"" e 55,213 3,104 562 36,75 630 4. ; : :
(change in volume multiplied by old rate.) The change attributable to both volume and rate is allocated Total interest-bearing
proportionately to the changes due to volume and rate. deposits .. 117,142 4,639 3.96 112,204 3,525 3.14 113,283 3,821 3.46
Federal Home Loan Bank
5 . . 4,
Years Ended December 31, advai'klces........,...,.‘ ............... 20,181 1,232  6.10 16,032 799 498 15,000 672 48
1995 Compared to 1994 1984 Compared 1o 1993 Total interest-bearing
Increase {ngmﬁease) Inerease (DEETEBS&) Habilifies oo, 137,323 5,871 4,28 128,236 4,324 3.37 128,293 4,583 3.58
Duets Due to Demand deposits......ccccecrcerns 6,572 6,540 5,171
Yolume Rate Tatai VYolume Rate Tolal Other liabilities ..o 1,672 748 418
(In Thousands) Stockholders’ equity...........oocee. 17,156 _ 14,955 14,081
interest and dividend income: Total liabilities
Total J0aNS ....vveccce e e $1,762 $380 %2172 $ 1,491 $(127) $1,364 and stockholders’ equity...... $162,723 $150,479 $147,963
Investment securities and ] . T —— R
Federal Home Loan Bank stock ..........  {533) 334 (199) (610) v (610) Net interest income ............. $6,203 $5.639 $4,639
Interest-bearing deposits...c.o.ooeecieeeei 70 68 138 (57) 34 {23) Weighted average rate spread .. 3.42% 3.55% 3.06%
Total interest and dividend income ..... 1,329 782 2,111 824 (93) 731 Net yietd on average eafning assets (6) 2.96% 3.92% 2.34%,
interest expense:
DEPOSHS .o 591 523 1,114 26 (422) (396} (1) Gross of allowance for loan losses.
FHLB advances ...cciccveecriin e 232 201 433 48 79 127 {2) includes average non-accrual loans.
Total interest expense ....................... 823 724 1,547 74 (343) (269) (3) Excludes the impact of the average unrealized gain (loss) on securities available for sale.
Net IMerEst iNCOME...v.eererevreveserer e $ 506 58 $ 564 $ 750 § 250 $1,000 (4) Includes Federal Home Loan Bank stock.
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Management’s Discussion and Analysis

Interest income is derived from residential and com-
marcial morigages, home equity, commercial and install-
ment loans, and the investment portiolio. The Bank
earned an average yield of 7.70% on these assets in
1995, as compared 10 6.92% in 1994 and 6.64% in 1993,
For 1895, 1894 and 1993, interest income totaled $12.1
million, $10.0 million and $9.2 million, respectively.
Average total eamning assets increased $12.9 million, or
9%, in 1995 over 1994 and $4.8 million or 3%, in 1994
over 1893, The Bank achieved this growth by focusing
on real estate lending and decreasing its emphasis on the
investment portfolio. In addition, non-performing assets
declined over the three periods 1o a total of $672,000 at
December 31, 1995 from $944,000 at year end 1994 and
$2.7 million at year end 19983.

Intarest expense is incurred on certificates of deposit,
NOW, savings and money market depoesit accounts, and
Federal Home Loan Bank {“FHLB") advances. The aver-
age rate paid on interest-bearing deposits was 3.96%
during 1995, as compared {0 3.14% for the 1994 period.
During 1995, the Bank continued to experience growth in
its higher cost certificate accounts. The average balance
of interest-bearing deposit accounts was $117.1 million
during 1995, compared to $112.2 million in 1994, The
average rates paid on interest-bearing deposits declined
during 1994 to 3.14% from 3.46% for 1998, Despite an
increase in higher cost certificate accounts, the average
balance of total interest-bearing deposits declined to
$112.2 million during 1984 from $113.3 million in 1993.

Intersst expense on FHLB advances continued to rise
during 1995. The average rate paid on these advances
as well as the average balance of advances continued to
increase during 1995. The average rate paid on FHLB
advances was 6.10% during 1985 as compared to 4.98%
in 1994 and 4.48% during 1993. The average balance
outstanding amounted to $20.2 million, $16.0 million and
$15.0 miltion for the years ended December 31, 1995,
1994, and 1993, respectively. The recent downiurn in
rarket interest rates has allowed the Bank 1o refinance a
substantial portion of its advances at lower rates, for
longer terms, to insulate the Bank from future rises in
market rates. The average rate for advances heid at
Pecember 31, 1995 was lowered to 5.94%.

Provision for Loan L.osses

The provision for loan losses is based on manage-
ment’s assessment of the adequacy of the allowance for

loan losses. Management considers the size of the loan
portfolio, the risks associated with certain loan types, and
the underlying collateral values of individual icans as wel
as other factors. During 1995, the Bank originated more
than $38.2 million in residential, commercial, and personal
foans combined, increasing the loan portfolio to a total of
$119.5 million at December 31, 1985. The provision for
loan losses for 1995, 1994 and 1993 was $120,000,
$120,000 and $63,000, respectively,

Other Income

Other income is comprised of customer service fees,
net gains or losses on sales of investments, loans and
other miscellaneous items. For 1894 and 1993 other
income also included litigation settlaments in the amounts
of $282,000 and $515,000, respectively. The maost signifi-
cant component of other income in 1895 and 1894 was
fees earned on customer accounts with $346,000 report-
ed for 1995 and $345,000 for 1984, There were $271,000
in such fees earned in 1993. The rise in this income cate-
gory when comparing 1994 to 1993 reflects revisions to
the Bank’'s fee schedule. In 1985 and 1994, the Bank
reporied $49,000 and $232,000 in net losses on sales of
securities classified as available for saie. The securilies
were earning betow-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. 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. There were no
gains on loan sales in either 1995 or 1993.

Operating Expenses

There were $3.6 million in gperating expenses in 1995
as compared to $3.9 million in 1994, and $6.3 million in
1993. The decline of $219,000 in 1895 from 1984 is pri-
marily attributable to decreases in deposit insurance pre-
miums and foreclosed and other real estate expenses.
The decline of $2.5 million in 1994 from 1993 is primarily
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 1983,

Salaries and employee benefits were the largest com-
ponent of operating expenses at $1.8 million for 1995,
$1.7 million for 1984, and $2.0 million for 1993. In the
fourth quarter of 1995, the Bank hired eight employees to
staff two new branches. This increased expense will con-
tinue throughout 1996. Prior year pension expenses of

Hingham Institution for Savings and Subsidiaries
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Management’s Discussion and Analysis

$310,000 are included as employee benefits expenses for
1993.

Foreclosed and other real estate expenses, nst,
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 or recovery of expenses. Expenses
retated to foreclosed and other real estate, net, declined
dramatically over each of the past three years with
$15,000 reported in 1995, $§265,000 in 1994, and $1.1
miliion in 1893, The declines are attributable to compara-
ble declines in the number and value of foreclosed real
astate properties. The Bank held only one property at
December 31, 1995 at a net value of $34,000 as com-
pared to $439,000 and $2.4 million at years ending 1994
and 1993, respectively.

Deposit insurance expense, comprised of federal and
state deposit insurance premiums, also declined when
comparing 1995 to 1994 and 1993. The most significant
decrease occurred during 1995 when the Federal Deposit
insurance Corporation {*FDIC") awarded the Bank its low-
est premium rate due to the Bank’s improved financial
condition and then, effective June, 1995 reduced this pre-
mium rate 85% to only $0.04 per hundred dollars of aver-
age deposits. The FDIC has indicated that there will be
another significant reduction to this premium for 1996.

Other operating expenses including data processing,
occupancy and eguipment, legal, and other were $1.6
million combined for 1995 as compared to $1.6 million in
1994 and $1.5 million in 1983,

Income Taxes

In 1995, 1994 and 1993, the Bank was able to utilize
net operating loss carryforwards to offset current taxable
income and recognize deferred tax assets. As a result,
the Bank recorded a net provision for income taxes in the
amount of $1.0 million for the year ended December 31,
1995 versus income tax benefits amounting to $255,000
and $468,000 during 1994 and 1993, respectively. The
effective net rate for federal and state income taxes in
1995 was 35%. The Bank anticipates that the combined
rate will be approximately 41% during 1996.

Hingham Institution for Savings and Subsidiaries

COMPARISON OF THE YEARS 1985 AND 1984
BALANCE SHEET ANALYSIS

The Bank had total assets of $175.4 millicn at
December 31, 1985, an increase of $22.2 million, or 15%,
from the $153.2 million level at year end 1994,

Loans

At December 31, 1995, the Bank reported net loans of
$118.5 million, or 68% of total assets., Comparably at
December 31, 1994, net loans were $100.4 million, or
86% of total assets. This dramatic growth of $18.1 mil-
fion, or 19%, was achieved through the origination of
$38.2 million in mortgage and other loan products, a con-
tinuation of the lending effort initiated in mid-1993 by the
new management team. A more stringent underwriting
policy continues to complement this lending strategy. At
December 31, 1995 and 1994, mortgage loans accounted
for more than 98% of gross loans with commercial mort-
gages representing approximately 36% of this portfolio in
1995 and 33% in 1994.

The Bank's lending strategy during 1995 and 1994 has
been 1o provide residential loans at primarily adjustable
rates and mulli-family or commercial property loans at an
initial fixed rate for three to five years with a floating rate
thereafter. Residential mortgages are generally under-
written to conform 1o Federal National Mortgage
Association or Federal Home Loan Mortgage Corporation
guidelines. The Bank also promotes home equily loans
fied to the prime fending rate.

On January 1, 1995, the Bank adopted Statement of
Financial Accounting Standards ("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 loan’s effective inter-
est rate, the loan’s obtainable market price, or the fair
value of the collateral if the loan is collateral dependant.
SFAS No. 114 also limits the classification of loans as in-
substance foreclosures to situations where the creditor
actually receives physical possession of the debtor’s
assets. There were $129,000 in properties which were
reclassified to loans from foreclosed real estate pursuant
{0 the adoption of this accounting standard.

The Bank’s loan portfolio is reported net of the
allowance for loan losses. At both December 31, 1995
and 1994, the allowance had a balance of $1.3 million.
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Management’s Discussion and Analysis

The allowance is maintained at a level to absorb possible
losses. Loan losses are charged against the allowance
when the collectibility of loan principal becomes unlikely.
Recoveries are recorded as additional reserves when
received. There were $188,000 in charge-offs and
$7,000 in recoveries in 1995. Comparably, in 1994 there
were $105,000 in loans charged against the allowance
and $132,000 in recoveries received.

Non-performing assets, which consist of nonaccrual
loans and foreclosed real estate totaled $672,000, or
0.38% of total assets, at December 31, 1995, as com-
pared to $944,000, or 0.62% of total assets, at year end
1994,

The following table presents information regarding the
Bank’s non-performing assets:

At December 31, 1995 1994
{In Thousands)

Nonaccrual Loans:

Rasidential Morigages © $630 $ 432
Commercial Loans 6 48
Instaliment Loans 2 25
Total Nonaccrual Loans 638 505
Foreclosed Real Estate, Net 34 439
Total Non-performing Assets $672 $944

{1) Includes home equity loans.

Investments

The purpose of the Bank’s investment portfolio is 1o
supplement the Bank’s lending activities by generating
income, providing liquidity through the receipt of principal
and interest payments, and use as collateral to obtain
borrowed funds. At December 31, 1995, the portfolio was
comprised of mortgage-backed and agency issues for a
total of $39.2 million, or 22% of total assets, as compared
to $42.9 million, or 28% of total assets, at year end 1994,
All securities in the portfolio are issued or guaranteed by
U.S. Government agencies or U.S. Government spon-
sored agencies and, as such, carry a relatively low risk-
weighting under Federal Deposit Insurance Corporation
("FDIC") risk-based capital guidelines.

A substantial portion of the Bank’s investment portfolio
is comprised of morigage-backed securities which are
subject to declines in principal balances due to principal
repayments. These repayments tend to increase as mar-
ket interest rates fall and the individual underlying mort-

gages are refinanced at lower rates. Conversely, repay-
ments tend to decrease as market interest rates rise.
There were $3.7 million in principal repayments received
during 1995 as compared to $8.8 million during 1994.

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-
latory capital calculations. Effective January 27, 1995,
the FDIC issued a final rule which allowed member banks
to exclude any unrealized gains and losses from the defi-
nition of Tier 1 Capital. Subsequently, the Financial
Accounting Standards Board, (“FASB™} allowed compa-
nies to reclassify held-to-maturity securities to available
for sale or trading.

On December 31, 19985 the Bank opted to classify its
entire portfolio as available for sale. In comparison, the
partfolic consisted of $13.9 million in available-for-sale
securities and $29.1 million in held-to-maturity securities
at December 31, 1994, There were no securities classi-
fied as trading in either year.

Available-for-sale securities are carried at fair value
with unrealized gains or losses reported as a separate
component of stockholders’ equity and held-to-maturity
securities are carried at amortized cost. The unrealized
loss on available-for-sale securities amounted to
$155,000, net of tax effects, at December 31, 1995 as
compared to $525,000 at year end 1994, reflecting an
improvement in market conditions. The fair value of
securities fluctuates with the movement of interest rates.
Generally, during petiods of decreasing interest rates, the
fair values increase whereas the opposite may hold true
during a rising interest rate environment.

Deposits

At December 31, 1995, the Bank hald a total of $133.0
million in deposits, an increase of $16.3 million from the
$116.7 million in deposits at year end 1984, The Bank
offers a wide range of products, competitively priced,
accompanied by quality service. During the fourth quarter
of 1995 the Bank opened branch offices in the towns of
Scituate and Cohasset. Approximately $3.7 million of the
1995 deposit growth is the result of the Bank's expansion.

Primary competition for deposits are the other banks in
the Bank’s market area and mutual funds. The Bank's
ability to attract and retain deposits depends upon satis-
faction of depositors’ requirements with respect to rate,
liquidity, risk, and service. The Bank offers competitive

Hingham Institution for Savings and Subsidiaries
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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 Depositors insurance Fund. This insur-
ance, combined with the Bank's strong capital position,
should provide an advantage in allaying any customer
concerns regarding the safety of their deposits.

- Core deposits, comprised of savings, NOW, and
money market accounts were $69.2 million, or 52% of
total deposits, at December 31, 1995 as compared to
$74.1 million, or 63% of total deposits, at year end 1994,
a decrease of $4.9 million. Conversely, certificates of
deposit were $63.9 million at December 31, 1995 as com-
pared to $42.6 million at year end 1994, an increase of
$21.3 million. This shift from core deposits to certificates
of deposit, at higher rates, has resulted in increased
deposit costs,

Borrowings

The Bank had $22.0 million in FHLB advances at
December 31, 1995, as compared to $19.0 million af year
end 1994, The Bank borrowed an additional $3.0 milfion
in 1995 to fund growth in the loan portfolic and to effec-
tively manage its interest rate sensilivity position.

Liguidity and Capital Resources

The Bank’s primary sources of liquidity are its avail-
able-for-sale securities portfolio, principal and interest
payments on loans and investment securities, net
increases in deposit batances, and FHLB advances.

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 approximately
$89.7 million to meet its borrowing needs. Borrowing
capacity is limited to the Bank’s available gqualified collat-
eral which consists primarily of 1-4 family residential mort-
gages and certain investment securities. At December
31, 1995, the Bank had $22.0 miflion in advances with
original maturities from three months to three years.
There were no advances against the Bank’s $2.6 million
short-term credit line at that date.

The Bank can also enter into repurchase agreement
transactions should the need for additional liquidity arise.
At December 31, 1995, the Bank had no repurchase
agreements outstanding.

At December 31, 1995, the Bank had capital of $17.8
mitlion, or 10.16% of total assets, as compared to $16.0

Hingham Institution for Savings and Subsidiaries

million, or 10.43%, at December 31, 1994. The Bank's
capital is subject to fluctuations resuiting from changes in
the market values of its invesiment securities. Total capi-
tal is adjusted by the unrealized gains or losses in the
Bank's available-for-sale securities portfolio. At
December 31, 1995 the Bank's entire securities portfolio
was classified as available for sale, which had the effect
of reducing capital by $155,000. In comparison, at year
end 1884, when the Bank had 32% of its portfolio classi-
fied as available for sate, capital was reduced by
$525,000. A decreasing interest rate environment in the
latter part of 1995 translated into increased Bank capital.
Effective January 27, 1995 these unrealized gains and
losses are no longer considered in calculating FDIC capi-
tal ratios. :

Massachusetts chartered savings banks that are
insured by the FDIC are subject o minimum capital main-
tenance reguirements. Regulatory guidelines define the
minimum amount of quatifying capital an institution must
maintain as a percentage of risk-weighted assets (Risk-
Based Capital Ratios) and average iotal assets (Leverage
Ratio). The Bank's ratios exceeded these regulatory cap-
ital requirements in both 19985 and 1994.

Minimum
December 31, Regulatory
1995 1994 Ratios

Risk-Based Capital Ratios:

Tier One Capital 17.05% 18.84% 4%
Total Capital 18.26% 20.09% 8%
L everage Ratio 10.33% 10.88% 3-5%

These high capital levels were maintained despite a
more aggressive dividend policy. During 1995 the Bank
declared dividends of $0.35 per share, which included an
$0.08 per share speciai dividend which was declared in
the fourth quarter. In comparison, in 1994, the Bank
declared $0.17 per share in dividends. The most recent
quarterly dividend of $0.08 per share reflects a 100%
improvement over the $0.04 per share dividend when the
Bank resumed dividend declarations during the first quar-
ter of 1994. The Bank’s dividend payout ratio, which is
calculated by dividing dividends per share into earnings
per share, improved o 23.81% for 1995 as compared to
8.54% for 1994.
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IMPACT OF INFLATION AND CHANGING PRICES

The consolidated financial statements and related
consolidated financial data presented herein have been
prepared in accordance with generally accepted
accounting principles which generally require the mea-
surement of financial position and operating resuits in
terms of historical 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 habilities of a financial institution are monetary
in nature. As a resull, interest rates have a more signifi-
cant impact on a financial institution’s performance than
ihe effects of general levels of inflation. Interest rates do
not necessarily move in the same direction or to the same
extent as the price of goods and services.

REGULATORY MATTERS

In March of 1992, the Bank’s Board of Directors
entered into a Memorandum of Understanding
("Memaorandum”) with the FDIC and the Massachusetts
Commissioner of Banks. Based on the December 27,
1984 Regulatory Report of Examination, the Bank was
found to be in general compliance with the provisions
contained in the Memorandum and material improvement
in the Bank's financial condition was noted. As a resul,
the Commissioner of Banks and the FDIC removed the
Memorandum effective May 8, 1985,

MATERIAL LITIGATION

In February 1993, Robert H. Gaughen, a sharehold-
er 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 notifica-
tion, 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 inde-
pendent slate of nominges, Mr. Gaughen then inijtiated
suit against existing management of the Bank and the
majority of the Board of Directors alleging breach of fidu-
ciary 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
Massachusetlts, the Bank's request for injunctive relief
preventing Mr. Gaughen’s solicitation of proxies was
denied by United States District Court Judge Edward
Harrington. Subsequent to prior management’s failure to
obtain such an order, the foregoing litigation was conclud-
ed by the exchange of mutual releases and the agree-
ment to allow all shareholders to vote at the annual meet-
ing. 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 sustained prior to 1993 resuited from
tormer president Wilfred H. Creighton's alleged conduct.
In February 1993, the Bank reached a setflement 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 claim. 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 lawsuit.
This recovery of $282,000 is reflected in the Statement of
Income in 19984.

Currently, the Bank is not a party {o any legal proceed-
ings other than routine litigation incidental to the Bank's
business. The Bank is a defendant in one lawsuit. In
addition, in certain collection actions initiated by the Bank,
the debtor defendants have counterclaimed. in each
case, the Bank anticipates a successful result with no
probable losses.

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 consolidated balance sheets of Hingham Institution for Savings and subsidiaries as of
December 31, 1995 and 1994, and the related consolidated statements of income, changes in stockholders'
equity and cash flows for each of the years in the three-year period ended December 31, 1995. These consoli-
dated financiai staternents are the responsibility of the Bank's management. Our responsibility is to express an
opinion on these consclidated financial statements based on our audits.

We conducted our audits in accordance with generailly 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 statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presenta-
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 respecis,
the financial position of Hingham Institution for Savings and subsidiaries as of December 31, 1995 and 1994,
and the results of their operations and their cash flows for each of the years in the three-year period ended
December 31, 1995 in conformity with generally accepted accounting principles.

Boston, Massachusetts
January 22, 1996

Hingham Institution for Savings and Subsidjaries
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Consolidated Balance Sheets f Consolidated Statements of Income
December 31, 1995 and 1994 Years Ended December 31, 1995, 1994 and 1993
ASSETS 1095 1994 ' 1885 1994 1993
e o ' (In Thousands, Except Per Share Data)

inTh d . ,
(in Thousands) interest and dividend income:

Cash and due from Danks (NOE 2) ..o s $ 4,515 $ 3,897 ' LOBMS ©onvtieere et cee e escrrassess s e erescn e s s are s eb et e e e e ssase b anan s e ane e rennens $ 9,355 $7.183 ' $5,819
INErest-DEArNG GEPOSIS . ..vev. et e bt se et ettt eass s st 6,071 11 INVestment SECUIHIES ..o 2,473 2,672 3,282
Cash and CaSH BQUIVAIBIS .................rererveerercseesisessesossessersessesssssseeessene s 10,586 3,908 Interest-bearing deposits. ..., 246 108 131
Total interest and dividend INCOME ........ovveeinenncvraronesrces s rmer e 12,074 9,963 §,232
Securities available for sale (Notes 3 and 8) ... e 39,152 13,866 Interest expense:
Securities held to maturity (NOES 3 AN 8) c.ovivuiceere et e 29,064 : Deposits (NOE 7) ..ot 4,639 3,525 3,921
Loans, net of allowance for loan losses ' Federal Home Loan Bank advanCes.......c.icveonnvennnninreomeeennn 1,232 799 672
of $1,277,000 in 1995 and $1,338,000 in 1994 (Notes 4 and 8)......ccceevevevervierennee. 119,472 100,398 Total Interest 8XPeNSE ... e 5,871 4,324 4,593
Foreclosed real estate, nel (NOIE 5) i ee e et e e 34 439 _ :
Banking premises and equipment, net (Note 6) ........ccoovrviiciciinic s 2,496 1,699 ; NEE IIEEIESE INCOME oot es et ee e en e e e seee et arana 6,203 5,639 4,639
Accrued interest FECRIVADIG ......oiv i s 1,048 835 Provision for 10an 10SS8S (NOE 4} ........cevveiveirvecrerrisiisiisserassieserssssesessesans 120 120 63
Deferred ncome taX asset, net (Note 9) ........................................................................... 1,045 1,557 Net interest income, aﬁer provision
Federal Home Loan Bank stock, at cost (NOte 8) ....covcvviveeicciecre e e 1,200 984
OHNBI BSSBIS ...uiviiees it eeeee et bttt et eb e oot e essee e e s ee s et eeaas s earamseerae et eneeneernaes 376 432 FOMHOAN IOSSES 1ocvivr oottt 6,083 5319 4,576
M 175,409 m$153’192 Other income:
Customer service fees on deposis ... iirricr e 346 345 271
, Gain (loss) on sale of investments, net (Note 3} ..o (49) (232) 559
LIABILITIES AND STOCKHOLDERS' EQUITY | Litigation SEHIEMENE (NOLE T1) .vevvvvreerrssseeoeemssvesssseessesssseesesreeeeeo — 282 515
DEPOSHS (NOIE 7) 1o reeeeseceerresesseees e ceereeseeeesesserseeseessessrssore s esseessrs e eeseee s $ 133,042 $ 116,684 _ Other v R 212 247 139
Federal Home Loan Bank advances (NOE 8) .........co..weoreereeorseeeeeesrceeesererrereemerseeeeesrees 22,000 19,000 Total Other INCOME ... s 509 __642 1,484
ACCIUBH IHEIEST PAYADIE ...c.eeveeeei et ea et s bbb 505 358 Operating expenses:
MOMQAGOTS' @SCIOW BCCOUNLS ......c.vveevrssrieesiterssaresieasssesssessinsessssesssesssssssssonsssssssrensrsssssssnnns 287 252 § Salaries and employee benefits (Note 14} ..o 1,838 1,677 1,968
Other HabilHes (NOE 14) i et cr e nn e erresranneenenseeran e 1,756 917 Data ProCessing e e e e 298 288 2092
TOLAI BADIHES ... .vvcvonreeveersreceesosnresessssmessessssessss s st sesss st st ress s 157,590 187,211 | Occupancy and equipment (NOte 6) ........oooocoorvviinisiicninin 372 332 373
. ) ] E— m——— _ Foreclosed and other real estate, net (Note B} ..o, 15 265 1,063
Commitments and contingencies (Notes 10 and 11) Expenses related to proxy contest (NOte 11} .....ccvvvvvvvecrrrinscsrsinnenns — — 1,508
' ; . : LT o = O U T O OO T TP URTORR TR 66 143 133
Stockholders' equity (Notes 12 and 13): o
Preferred stock, $1.00 par value, 2,500,000 ger?osnt INBUIANCE . ciieeeereieeeretierr v s v svessresrasaeressaeaneesrannssrnsnsrsns 159 309 330
B S . . ther ...cvoeene. e 893 846 683
Common stock, $1.00 par value, 5,000,000 shares Total operating exXpPenses ... 3,641 3,860 6,340
authorized; 1,295,000 and 1,293,000 shares
isSUEd aNd OUISIANAING ...eoveriiereiee ettt ee et et ee e es s er e v enameneees 1,295 1,293 income (J0ss) before INCOME TaXES ... 2,951 2,301 (280)
AQIIONa] PAIGIN CAPHAL .....c.evvviveecrieeeeceeteece e st essees e sses s s bess st eene st esenasaenae 8,597 8,584 income tax provision (benefit) (NOte 9., 1,045 (255) (469)
UNGIVIABU DIOTIS 1o csee et r et srer st s er e st es et s eme e et s s e ses s senaersenneessaecetseasaesesese 8,082 6,629 N T I H 0TI e et eeeeeeeseseeere e eeeseeaees e aatseestneasrmnassssseasassreernstnsannranaans $ 1,906 $ 2,556 $ 189
17,974 16,506 .
Net unrealized loss on securities ! Eamings per COMMON SNAIS........cccrci e e ceercsssen e s $ 147 $ 1.99 $ .15
available for sale, after tax effect (NO2 3} ..ot ev e s (155) (525) Weighted average shares outstanding .....cccovvvcrir i 1,284 1,284 1,268
Total stocknolders' @QUILY ..ot e 17,819 15,981 '
$175,409 $153,192 '

See accompanying notes to consolidated financial statements. See accompanying notes {0 consolidated financial statements.
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Consolidated Statements of Changes in Stockholders’ Equity Consolidated Statements of Cash Flows
Years Ended December 31, 1995, 1994 and 1993 Years Ended December 31, 1985, 1994 and 1993
1995 1894 1893
Net . (in Thousands)
Unrealized Loss Net ;
Additional on Marketable Unreaiized Gain{lLoss) Total Cash flows from operating activities:
Common  Paid-in  Undivided Equity on Securities  Stockholders’ ; NEEINCOME L.ocevnvinrireiseeinrentest et os st esers e eess s enaee s ans s esssssnss s eeenssens $1,808 $2,556 $ 189
Stock  Capital Profits Securities Available for Sale Equity Adjustments to reconcile net income to
{In Thousands) net cash provided by operating activities:
. Provision fOr l0aN J0SSES ... e et 120 120 63
Balance at December 31, 1992 ........... $1,253 $8,380  %4,103 $ (24) $ - $13,712 Provision for losses on foreclosed and other real estate ...................... 20 142 762
Amortization of premium on investment
Net INCOME ..o — — 189 — — 189 securities, Net of ACCIBHON .......ovveviccc e 288 514 533
Amortization of deferred loan fees, Net ... (62) (54) {40}

Decrease in net unrealized loss on Daprecialion ... e 133 115 139

marketable equity securities.......... — — — 24 - 24 (Gain} loss on sale of investments, Net ... 49 232 (5659)

Gain on 5ale Of I0ANS ..o e e — (30 e

Stock options exercised ......oovccernivoens 24 73 — — — 97 Gain on sale of foreclosed and other real astate ... (4) (63) (20)
: Changes in operating assets and liabilities:

Change in method of accounting for Accrued intarest receivable. .., {213} 87 94

investment securities (Note 1}....... — - - - 52 52 é Deferred iNCOME 1aX ASSBL ... ese e ss s sses e (249) {300) (472)

OB BSSBIS ...ieiii ittt ettt et st rrs s b st enes (17 (127) 153

Balance at December 31, 1993 ........... 1,277 8,453 4,292 — 52 14,074 Accrued interest payable and other liabilities............cc. e 843 302 193

Net cash provided by operating activities ... 3,312 3,474 1,035

Netincome ... — — 2,556 — — 2,556 " T "
Cash flows from investing activities:

Change in net unrealized gain (loss) on Proceeds from sales of securities available for sale ..., 1,463 10,400 —
securities available for sale, after . Purchase of securities available for sale .......oocviiiiiicicii e {4,882) (2,036) e
82X BF8CE . oo — —_— — — (577) (577) : Purchase of securities held to maturity ... (2,183) {3,000) —

: Proceeds from maturities of securities available forsale ... 4,000 100 —

Stock options exercised, after Proceeds from maturities of securities held to maturity..........c.ccoc e, 2,000 — o

e 16 131 — — — 147 Proceeds from sales of investment securities ..., — — 36,396
Principal payments received on morigage-backed securities .....cceevvivnen. 3,676 8,802 20,946

Cash dividends declared (317 per share) e _— (219) . _ (219) PUrchase of INVESIMENT SECUMTIES ... ottt ee et ece s ea e et saeresserernseneasenns -—_ o (49,961)
T - B Loans originated, net of payments received......ccovvecivniiniccn i (18,832) {25,295) (7,829)

Balance at December 31, 1994 ...._...... 1,203 8,584 6,629 — (525) 15,981 Proceeds from Sale OF 08NS ...ttt e s tree e e e e er e aeeeaeeeneeens — 2,424 447
Additions to foreclosed and other real estate, net of payments .............coee, (110) 4 (4)

N&t iNCOME oo i — 1,906 v - 1,906 Proceeds from sales of foreclosed and other real estate.........cccciiiiin. 279 1,414 2,487
{increase) decrease in Federal Home Loan Bank stock ... vcvevviienecrcen, {2086) — 6

Change in net unrealized gain (loss) on Additions to banking premises and equIPment............cccccc v (930) {265) (55)
securities available for sale, after Net cash provided by (used in) investing activities........cccccovee e {15,725) (7,452) 2,433
taxeffect.. ..., — — — — 370 370

Stock options exercised, after {continued)
tax effect.... 2 13 - - - 15 See accompanying notes to consolidated financial statements.

Cash dividends declared ($.35 per share) — — {453) — - (453)

Balance at December 31, 1995 ........... $1,295 $8,597  $8,082 — $ (1558) $17,819

See accompanying notes to consolidaled financial statements.

Hingham Institution for Savings and Subsidiaries

Hingham Institution for Savings and Subsidiaries




HINGHAM

IMETITUTION

FOR BAVINGS

e
oo ESTABLISHED tBH ——

Consolidated Statements of Cash Flows

(Conciuded)

Years Ended BDecember 31, 1995, 1994 and 19583

1895
Cash flows from financing activities:
Increase (decrease) in deposits, NBL ... ecr v e $16,358
Increase in mortgagors' esCrow acCCouMtS ...t 35
Proceeds from stock options exercised ... 8
Cash dividends paid on common StOCK. .....c.i v v inrn e secnney (310
Proceeds from Federal Home Loan Bank advances with maturities of
3 MONNS OF IMOIE Lottt e et r et s e anaa s s eerianes 50,500
Repayment of Federal Home Loan Bank advances with maturities of
B MONHS OF IMOTE 1ottt b s sabbe s b e e s eme e e e rneaassieeenseaeen {(47,500)
Net cash provided by (used in) financing activities.......c.cceee e 19,091
Net increase (decrease) in cash and cash equivalents ... 6,678
Cash and cash equivalents at beginning of year......c.. e 3,908
Cash and cash equivalenis at end of YeaF ..o $10,586
Supplementary information;
Interest paid on deposit ACCOUNES .. e $ 4,489
Interest paid on borrowed fURAS......c 1,225
INCOME TAXES PAI ... oot ittt et e tr s e s bee e e e e aeaeeeeseannsrnnes 72
Loans transferred to foreclosed real estate.........ccce e, e
Financed sales of foreclosed real estate....v e 171
Foreclosed real estate transferred to [0ans.........coccv e, 128
Real estate held for investment transferred to
foreclosed real @s1ate ... —_—
Securities held to maturity transferred to available forsale ... 26,301

See accompanying notes to consolidated financial statements.

18984
{In Thousands)

$(1,033)

122
(154)

7,000

(3,000}

2,997

(981)

4,889

$ 3,908

$ 3.509
768

913
1,254
286

1993

$(2,168)
42
97

(2,029)

1,439

3,450

$ 4,889
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Notes to Consolidated Financial Statements
December 31, 1995, 1594 and 1993

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, Hingham Securities Corporation and Hingham Motel Corporation. Hingham Securities Corporation
holds title to investment securities and Hinghamn Motel Corporation is presently inactive. All intercompany accounts and
transactions have been eliminated in consolidation. The accounting and reporting policies of the Bank conform to gener-
ally accepted accounting principles and prevailing practices within the banking industry.

Use of estimates

In preparing financial statements in conformity with generally accepted accounting principles, management is required
to make estimates and assumptions that affect the reported amounts of assets and liabilities as of the date of the consoli-
dated balance sheet and reported amounts of revenues and expenses during the reporting period. Actual results could dif-
fer from those estimates. Material estimates that are particularly susceptible to significant change in the near term relate
to the determination of the allowance for Josses on loans, the valuation of real estate acquired in connection with foreclo-
sures or in satisfaction of loans, and the valuation reserve against deferred tax assets.

Business
The Bank provides a variety of financial services to individuals and small businesses through its five offices in south-

pastern Massachusetts. Its primary deposit products are savings, checking and term certificate accounts and its primary
lending products are residential and commercial morigage loans.

Reclassification
Certain amounts have been reclassified in the 1994 and 1983 consolidated financial statements to conform to the

1995 presentation.

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

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

Invesiment securities
Effective December 31, 1993, the Bank adopted the provisions of Statement of Financial Accounting Standards

(*SFAS™) No. 115, "Accounting for Certain Investments in Debt and Equity Securities.” Accordingly, investments in debt
securities that management has the positive intent and ability to hold to maturity are classified as "held to maturity” and
reflected at amortized cost. Investments not classified as “held to maturity” 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 was to increase stockholders’ equity by $52,000. There was no effect on net income for the year ended December
31, 1993 relating to the adoption of SFAS No. 115,

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

Purchased premiums and discounts are amortized to earnings by a method which approximates the interest method

Hingham Institution for Savings and Subsidiaries
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Notes to Consolidated Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

over the terms of the investments. Declines in the value of investments that are deemed to be other than temporary are
reflected in earnings when identified. Gains and losses on disposition of investments are computed by the specific identi-
fication method.

Loans

The Bank grants mortgage, commercial and consumer loans to customers. A substantial portion of the loan portfolio
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, construction and general economic sectors.

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

Interest on loans is recognized on a simple interest basis and is not accrued on loans which are ninety days or more
past due or for which collection is not assured. Interest income previously accrued on such loans is reversed against cur-
rent period earnings. Interest income on all non-accrual loans is recognized only to the extent of interest paymentis
received.

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

Allowance for loan josses
The allowance for loan losses is established through a provision for foan losses charged to operations and is main-
tained at a level considered adequate to provide for reasonably foreseeable loan losses.

The provision and the fevel of the allowance are evaluated on a regular basis by management and are based upon
management's periodic review of the collectibility of the loans in light of 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
aliowance may be necessary. As adjustments become necessary, they are reported in the results of operations for the
periods in which they become known. Loan losses are charged against the allowance when management believes the
collectibility of the loan balance is unlikely.

The Bank adopted SFAS No. 114, “Accounting by Creditors for impairment of a Loan,” on January 1, 1995. Under this
Statement, a loan is considered impaired when, based on current information and events, it is probable that a creditor will
be unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the
loan agreement. Impairment is measured on a loan-by-loan basis by either the present value of expectsd future cash
fiows discounted at the loan's effective interest rate, the loan's obtainable market price, or the fair value of the colfateral if
the loan is collateral dependent. Substantially all of the Bank’s loans which have been identified as impaired have been
measured by the fair value of existing collateral.

The Statement is not applicable to large groups of smaller balance homogeneous loans that are collectively evaluated

for impairment, and loans that are measured at fair value. Accordingly, the Bank has not applied SFAS No. 114 to its con-
sumer loans which are collectively evaluated for impairment.
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Notes to Consolidated Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

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. Accordingly, upon adoption of SFAS No.114, the Bank‘trans-
ferred loans previously classified as in-substance foreclosures in the amount of $129,000 to its impaired loan portfolio.

The adoption of SFAS No. 114 had no effect on the Bank's assessment of the overall adequacy of the aliowance for
loan losses. The restatement of previously issued financial statements to conform with SFAS No. 114 is expressly prohib-

ited.

Foreclosed real esiate . .
Foreclosed real estate is 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 estate upon completion of formal foreclosure proceedings.

Real estate properties acquired through foreclosure are initially recorded at fair vaiue at the date of foa."eclosu;'e. Costs
relating to 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 capitalized.

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.

In prior years, the Bank classified certain loans meeting the in-substance foreclosure criteria as foreclosed feal estate.
Upon the adoption of SEAS No. 114, the Bank reclassified all in-substance foreclosed assets that were not in its posses-

sion to loans.

Banking premises and eguipment o
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 to charge the cost of maintenance and repairs to earnings when incurred; major expenditures for
betterments are capitalized and depreciated.

Income taxes . o '
Deferred tax assets and liabilities are reflected at currently enacted income tax rates applicable to the period in which

the deferred tax assets or liabilities are expected to be realized or seftled. As changes in tax laws or rates are enacted,
deferred tax assets and liabilities are adjusted accordingly through the provision for income taxes. 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 treated as a temporary differ-
ence with allowable recognition of a relaied deferred tax asset, if it is deemed realizable and allowable for regulatory capi-

tal purposes.

Retirement plan o ‘
The compensation cost of an employee's pension benefit is recognized on the net periodic pension cost method over

the employee's approximate service period. The aggregate cost method is utilized for funding purposes.

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 equivalents using the treasury stock method.
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Notes to Consolidated Financial Statements

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (concluded)

Recent accounting pronouncements

in March 1995, the Financial Accounting Standards Board (“FASB") issued SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of.” SFAS No. 121 requires that long-fived
assets and certain identifiable intangibles be reviewed for impairment. If the carrying amount of the asset exceeds its fair
value, an impairment loss shall be recognized. This Statement applies to financial statements for fiscal years beginning
after December 15, 1895. Early adoption is permissible. It is anticipated that adoption of this accounting standard will not
have a material impact on the Bank’s consolidated financia! statements.

In May 1995, the FASB issued SFAS No. 122, “Accounting for Mortgage Servicing Rights”. SFAS No. 122 amends
SFAS No. 65 to eliminate the accounting distinction between rights to service mortgage loans for others that are acquired
through loan origination activities and those acquired through purchased transactions. A morigage banking enterprise
that acquires mortgage servicing rights through either the purchase or origination of morigage loans and sells or securi-
tizes those loans with servicing rights retained should allocate the total cost of the mortgage loans to the mortgage servic-
ing rights and the loans based on their relative fair values. The Statement also requires that the capitalized mortgage ser-
vicing rights be evaluated for impairment based of the fair value of those rights.

This Statement applies prospectively in fiscal years beginning after December 15, 1995, to transactions in which a
mortgage banking enterprise sells or securitizes morigage loans with servicing rights retained and to impairment evalua-
tions of all amounts capitalized as mortgage servicing rights, including those purchased before the adoption of this
Statement. Earfier application is encouraged. Retroactive capitalization of mortgage servicing rights retained in transac-
tions in which a mortgage banking enterprise originates morigage loans and sells or securitizes those loans before the
adoption of this Statement is prohibited.

in October 1995, the FASB issued SFAS No. 123, “Accounting for Stock-Based Compensation,” This Statement
encourages all entities to adopt a fair value based method of accounting for employee stock compensation plans, where-
by compensation cost is measured at the grant date based on the value of the award and is recognized over the service
period, which is usually the vesting period. However, it also allows an entity to continue to measure compensation cost for
those plans using the intrinsic value based method of accounting prescribed by APB Qpinion No. 25, “Accounting for
Stock Issued to Employees,” whereby compensation cost is the excess, if any, of the quoted market price of the stock at
the grant date (or other measurement date) over the amount an employee must pay to acquire the stock. Entities electing
to remain with the accounting in Opinion No. 25 must make pro forma disclosures of net income and earnings per share,
as if the fair value based method of accounting had been applied.

Generally, stock options issued under the Bank's stock option plan have no intrinsic value at the grant date, and under
Opinion No. 25 no compensation cost is recognized for them. The accounting requirements of this Statement are general-
Iy effective for transactions entered into in fiscal years that begin after December 15, 1995. The disciosure requirements
of this Statement are generally effective for financial statements for fiscal years beginning after December 15, 1995. it is
anticipated that the Bank will continue ifs current accounting treatment for stock options and make the pro forma disclo-
sures required by this Statement.

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, 1995 and 1994, cash and due from banks included $275,000 and $257,000, respec-
tively, to satisfy such reserve requirements.
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Notes to Consolidated Financial Statements

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

December 31, 1895

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains {nsses Value

. (in Thousands}
Securities Available for Sale

U.S. Government and federal

agency obliGatioNS ..o e . % 8,714 $ A $ {27 $ 8,708
Mortgage-backed - FHLMC ........coo..ovueeriveirnsenesserssnesenneens 17,347 5 (161) 17,191
Mortgage-backed - FNMA ... 11,471 17 {90) 11,398
REMIC'S = FNMA ..ot eer st as s stemseeenses s 1,897 — (42) 1,855

Total securities available for sale.......ccccovniiniciin, $ 39,429 $ 43 $ (320 $ 39,152

December 31, 1994
Gross Gross
Amortized  Unrealized Unrealized Fair
Cost Gains Losses Value
{In Thousands)
Securities Available for Sale
U.S. Government and federal

agency oblIgatioNS ..ot $ 8,582 $ — $ (386) $ 8,196
Mortgage-backed - FHLMC ........occccimmiinnninnnn 1,773 e (107) 1,666
Mortgage-backed - FNMA ... 2,527 — (164) 2,363
REMIC S « FNMA ... e e et e renn s 1,894 o {253) 1,641

Total securities available for sale......ccooovincviicinne $14,776 § — $ (910 $ 13,866

Securities Held to Maturity
U.S. Government and federal

agency obligations ... $ 5,043 $ — $ (341) $ 4,702
Mortgage-backed - FHLMC ... 13,426 2 (868) 12,560
Mortgage-backed - FNMA ... 10,595 — {641) 9,954

Total securities held to maturity ......c..cooevvineericcecicein $ 29,064 $ 2 $(1,850) $ 27,216
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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, 1995 are A summary of the balances of loans foliows:

shown below. Expected maturities will differ from contractual maturities because of prepayments and scheduled pay-
ments on mortgage-backed securities. Further, certain obligors have the right to call bonds and obligations without pre-
payment penalties,

December 31,
1995 1994

{!n Thousands)

Mortgage loans:

Available for Sale Y o [ a7 ORIV O UPU PR $ 63,895 $ 57,671
Amortized Fair COMUMIBICIAD .vvvveeeitieseecsiseaes manaentrsnaeseramaas s mnnnseestmnessiateas rsnssbneeenaasssranarensnsenns 43,734 33,763
Cost Value CONSIUCTION (o iiiiiiii it i e et ettt tos saeaaseaeseerescnenresamanestsasrrnnsam e erreetes 7,030 6,404
(In Thousands) Equity Hnes-of-Credit. ... e 5,698 3,687
Bonds and obiigations: SeCONd MOMGAGES ..cvvverrerrerrecisrenssessessesssesesienescnnas JOOS SOOI 279 249
120,636 101,774
OVEE 1 YRAIN0 5 YBATS c.oivritieecteciet sttt ceaa s oo atant s s ene s see e st et enseenetenns $ 5,182 $ 5,178 Less unadvanced 10an FUNOS ... i e b e {1.593) (1,755)
OVEr 5 Y@Ars 10 10 YBAIS......o.coueiiieeeeceecerereccvens et esse s s ssss s st 3,532 3,530 Total Mortgage Ioans, NEt ... 119,043 100,019
AL ~.8.708 Commercial loans:
R 1o ] 1L« OO OO PO PI PP 933 888
Mortgage-backed securities: Sigzgﬁed """" s o
T R 958 959 Total COMMEICIAl 08NS ......ovvciresssssssisisssssisssss s 978 e 399
OVEF 1 YBAN 0 B YBAIS oottt v ta ettt e et et e e eneseneensenens 15,720 15,665 Consumer loans:
OVEr B YEArS 10 1O YBAIS...eiiiiiie ettt eesreess e eee s eesatesseeesseen 1,925 1,914 PErSONA) NISIAIITIEIME oottt ooees e ees e ee et esaassrsnsssnsvrseaeneeessneeasesseesseyesanns 934 934
OVEI 10 YBAIS 1-ocvvrviniii i _12.,042 11,906 EGUCREON e cereeresesssossesesoareseeeeeeeeesresee s esss s s 22 30
30,715 30,444 REVOIVING CrEit ... ceccecirner ettt a e sa e e 65 81
Total GEBE SBOUIHES ....eviiieeeee ettt er s et se e et et e e e s aes s e e e anns $ 39,429 $ 39,152 TOtal CONSUMET 1085 «1vveivvireereeseeeeerersieseavessiarsesssseeseeneseerace b ssasisanecrenns 1,021 1,045
o121 Lo =Yg 1= SR USRI 121,042 102,023
For the years ended December 31, 1995 and 1994, proceeds from the sale of securities available for sale amounted Less: Allowance fOr JoBN I0SSBS. ... eeressrcisssr e ser e st o be e {1,277) (1,338)
to $1,463,000 and $10,400,000, respectively. Gross realized gains of $0 and $10,000 and gross realized losses of Net deferred interest and 108N fBES ... (293) (287}
$49.000 and $242,000 were realized during 1995 and 1994, respectively. LOBNS, L ..rvvvvosssssssessessesseesereemeeeesseesssesssesssessrsresserssesssseserssess oo $110,472 $100,308
Proceeds from the sale of debt securities for,the year ended December 31,1993 were $35,901,000. Gross gains of The Bank has sold mortgage loans in the secondary mortgage market and has retained the servicing responsibili-
$633,000 and gross losses of $161,000 were realized during 1993. ty and receives fees for the services provided. Loans sold and serviced for others amounted to $8,787,000,
. . . , . , » $10,087,000 and $10,896,000 at December 31, 1995, 1994 and 1993, respectively. All loans serviced for others were
. in quember 19.95, the FASB issued guidance allowing a one-time reassessment of an entity’s investment classifica- sold without recourse provisions and are not included in the accompanying consolidated balance sheets.
tions gfur;ng the period November 15, 1995 to December 31, 1995. As a result, the amortized cost of securities held to
maturity that were transferred to securities available for sale on December 31, 1985 amounted to $26,301,000, and the At December 31, 1995, the recorded investment in impaired loans (see Note 1) totaled $638,000, of which
related net unrealized loss amounted to $168,000. $495,000 related to loans with no valuation allowance and $143,000 related 1o loans with a corresponding valuation

allowance of $58,000. No additional funds are commitied to be advanced in connection with impaired loans.

For the year ended December 31, 1995, the average recorded investment in impaired loans amounted to
$556,000. The Bank recognized $41,000 of interest income on impaired loans, during the period that they were
impaired, on the cash basis.

Non-acerual loans totaled $638,000 and $505,000 at December 31, 1995 and 1994, respectively. [nterest not
accrued on such loans amounted to $14,000 and $9,000 at December 31, 1995 and 1894, respectively.
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LOANS (conciuded) FORECLOSED REAL ESTATE (concluded)
Restructured loans totaled $1,107,000 at December 31, 1994. Interest income that would have been recorded under
the original terms of such foans and the interest income actually recognized for the years ended December 31, 1994 and An analysis of the allowance for losses is as follows:
1993 are as follows: Years Ended Decamber 31,
' 1995 1994 1993
Years Ended December 31, (In Thousands)
1984 1993 . '
(I Thousands) Balance at beginning of Year ... $77 $ 51 $ 534
Interest income that would have Deer reCorded ......oocc e eeeeeee oo eeas $101 $193 P T OV ON TOF OGBS . it iiiriiiriviiriiieisterttceaseissssesasssesesscrraeressresstsssunsesnrassennssrnsases 20 142 391
INterest iNCOME reCOGNIZEM ...t et ettt __ 83 152 Write-downs and 10888, Net........cciiiiiiinii e (81} (116) (874)
INterest INCOME FOTEGOMNE .uiciiiiiiiec et ettt e s et s e neeraneesansens $ 18 $ 41 ' §
B BAIANCE at BNU OF YEAL.......co.icveer v ecss e sssses s esseessesss e snaess s eerssneans $ 66 $ 77 $ 51

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

An analysis of the allowance for loan losses follows: 1995 1994 1993
Years Ended December 31, {In Theusands)

1995 1984 1993

{In Thousands) PrOVISION fOF JOSS@S ot iiiriti v eser i eerre s veaavesvassnssaersrsrreeesserasaeameecsscrssneansesas $ 20 $142 $ 391

RECOVEIES, ML .o ii it cee e e e bt ces s r b sre s b bn e raans s nn {4) {63) (20}

Balance at beginning of YEaI ..o e s $1,338 $1,191 $1,501 Foreclosure and holding Costs, Nel.......cc i n 186 391

PrOVISION fOF (08N I0SSES ...vuvvvivveeeeeerveeeoreeseereseeeesresesesesseeees s res s 120 120 63 Real estate held for iNVOSIMENt BXPENSOS ...t — = 291
1,458 1,311 1,564

LOBNS CNAIGEG-Of ..o oot eeser e (188) (108) (a11) $ 18 $265  $1,053
Recoveries on loans previously charged-off .........ccccccevceiii i, 7 132 38

Balance at end Of YEar ... $1.277 $1,338 $1,191 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 year ended
December 31, 1993 amounting to $13,000. During 1993, all real estate held for investment was transferred to foreclosed

real estale.

5. FORECLOSED REAL ESTATE

Foreclosed real estate is comprised of the following:

December 31,
1995 1894
{In Thousands)

RESIHENTIAT NOMES ..oiii et e st e e e e e et e e es e s eeeeee e e e e enee s eeeen e $ — 5147
= T4 o O OOy 100 190
CoMMErCIAl rBAl BSIAIE ..ovii ot ee e et e e r e e e e e et e e s s en et e — 179
100 516
L2558 AHOWANCE fOT [OSSES ...ttt et s et n et eesee e (66) {77)
$ 34 $439
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6. BANKING PREMISES AND EQUIPMENT DEPOSITS (concluded)
, A summary of the cost and accumulated depreciation of banking premises and equipment and their estimated useful ' The maturity distribution of term certificates is as follows: .
lives follows: December 31, 1995 December 31, 1994
. . Weighted Weighted
December 31, Estimated Useiul Amount  Average Rate  Amount  Average Rate
1885 1994 Lives (DoHlars in Thousands)
{in Thousands) e
Banking premises: WM T YOEL ..o e $45,271 5.79% $27,199  451%
T T $ 548 $ 428 OVer TYBArt0 2 YRArS......o..vvvvevrivereessisssisisisss s 7,253 5.86 9220 &1
BUITINGS <1vovveee ettt e eer e e, 2,129 1,673 3 - 65 years OVer 2 yars 10 3 YEaIS ... s 3.457 6.32 1,693 4.99
EGUIDIMIBNT 1ottt e 1,203 849 3 - 25 years Over 3 years t0 5 yBars ... 7,882 6.37 4479 5.72
3,880 2,950 $63,863 5.90% $42,591 4.78%
Less accumulated depreciation ............cco.oo.oovoreronieese e (1,384) {1,251) : o '
e e A summary of interest expense on deposits is as follows: -
$2 496 31,699 Years Ended December 31,
: ! 1995 1994 1993

Depreciation expense for the years ended December 31, 1995, 1994 and 1993 amounted to $133,000, $115,000 {In Thousands)

and $126,000, respectively. REGUIAT +v-eevev e eeeeeeereee e ee oo eeeeeeee oo $ 775 $ 929 $1,062
Money market deposHS. ... s 603 795 1,085
INOW e e rra st e e st sr s s s sbesabe s 157 171 2486
7. DEPOSITS TEIM CECAES +.....eevveeeeerrrrseereresererreereesreeeeeseeeeseeeoresereeresss 3,104 1,630 1,548
A summary of deposit balances, by type, is as follows: $4,639 $3,525 $3,921
8. FEDERAL HOME LOAN BANK ADVANCES
D
1995 ecember 31, 1904 A summary of advances from the Federal Home Loan Bank of Boston follows:
{in Thousands} Dacember 31,
1993 1994
Non-certificate accounts: ‘ Interest Interest
REGUIBY ... ceorriers et ss et et on s ee s er s e ee s eseses $ 31,119 $ 32,888 Maturity Date Rate Amount Rate Amount Rate
Money market deposItS..........ci e, 19,421 23,934 (Doliars in Thousands)
§OW ...C.’ ................................................................................................................. 12,026 10,584 February 28, 1005 F{xed $ —_— By $ 2,000 6.17%
emnan ............................................................................................... 6,613 6,587 February 1, TG0 . e Fixed 2]000 .18 2,000 6.18
Total non-certificate BCCOUNTS......oiiciriic et 69,179 74,093 February 20, 1996, Fixed 3,500 5.84 — —
o March 25, 1996 .......cccccivviiice e Fixed 2,500 5.62 — —
Term certfﬂcates 1888 than $T100,000 ....ccooiiiiiiici et e eet s ee e 50,422 34,679 AP 25, 1996 .. oo Variable — —_ 5,000 5.00
Term certificates $100,000 OF MOIE ..voevciiriieeee et ee oo ee et 13,441 7,912 September 20, 1996.......vecvceereeecnrenne. Fixed 3,000 6.53 3,000 6.53
Total certficate aCCOUNMTS........cco vttt ereees e e et a s 63,863 42 591 February 18, 1897 ..., Variable B — 7,000 4.25
. , November 17, 1997 ..., Fixed 3,500 5.78 — —
T O A P OSIES oot ettt e e s et e $133,042 $116,684 December 26, 1997 ..., Fixed 2,500 550 — —
' July 15, 1998 i Fixed 5,000 6.03 — —
$22,000 5.94% $19,000 5.24%

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 coltateral” defined principally as 95% of the fair value of certain U.S. Government
and federal agency obligations and 75% of the carrying values of certain residential mortgage loans.

The Bank aiso 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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9. INCOME TAXES

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

Yoars Ended December 31,

1435 1994
{In Thousands)
Current tax provision;
FOUBIAL ..o e a e $ 868 $ 18
S 1= 1= O USRS 310
Utilization of operating loss carryforwards ......oovvieeviieiie oo, {382) —
796 45
Deferred tax provision: '
FEUBIAL .ot e as 397 452
] £ (= O OO O R OTRUS ORIV 41 139
438 591
Change in valuation reserve realization assumptions ........cccevi i innen. {189) (891)

$1 045 $(255)

The reasons for the differences between the statutory federal income tax rates and the effective tax rates are
summarized as follows:

Years Ended December 31,

Rezd

lli I !oailcg

N
\*]

S

&+

1945 1994
STAIUTONY FAIES ..ot s et e er v b e ae e 34.0% 34.0%
Increase (decrease) resuiting from;
State taxes, net of federal tax benefit..........c.cccocv e 7.8 .
Change in valuation alloWante ... cceeeee s eeee s e aeer e, (6.4) {46.5)
OHREE, NMBL ot s et e e e et e e e e ee s rnee e e renes - 8
Effective tax rat@s .....coovvieiviiiiciieeeee e T NPT OTOORI 35.4% (11.1)% {167.5)%
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INCOME TAXES (continued)

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

1995 1994

{(In Thousands)

Deferred tax asset:

RS0 1] £ | USRI $ 870 $1,344
Rt 1= PO UR PO 393 485
1,263 1,829
Valuation r@serve 0N a8881. .. e e (65) (254}
1,198 1,675

Deferred tax liability:
ST LT - | oSO SO UO PSP SSTPPRIt {118) (18)
1721 L= OO (35) o
{153) {18)
Net deferred 18X BESET. ..o e e s $1,045 $1,557

The tax effects of each type of income and expense item that give rise to deferred taxes are as follows:

December 31,
1995 1964
(i Thousands)

L 08N 088 TBBBIVE .. cciiviciiier ettt evee e e s tee e eaee e vt e et s s e s e et b s s easae s avarernansessaesennan e e ennnen s astbanae $ 522 $ 591
ComMPanSatioN EXPBNSE ...ovv v e e s et e e e e e e e s 222 170
Federal tax net operating 10ss caryforwards. ..o —_— 382
Other 1axX CArTYTOWATTS ..o et e et e e e s eece s saee b et e e e 85 105
Net unrealized loss on securities available forsale ... 122 385
L0 1 = PP TSRO USROS PO TUP PPN 179 178

1,110 1,811
VAIUAHON FESBIVE .ot iii ittt ii i er e e ittt e s bt s e u s s o s e e bbb aasbs 5 aaes e ey sannbea b baseennesn s (65) {254)

o e oY ot g (T e P 1oL SO SR PRSP $1,045 $1,557

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

1995 1994 1993

{In Thousands)
Balance at heginning Of VAT ..ot $1,557 $ 872 $400
Deferred tax {provision) benefit............oociviie i (249) 300 472
Net unrealized loss on securities available for sale ... (263) 385 .
Balance 8t B8N0 OF YBAT . ....iviviueicvienrisrreetraaerisrrrce s ireeare s saassteesaerarsreessesiaessnaessrserersenens $1,045  $1,557 $872
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Notes to Consolidated Financial Statements

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,

1995 1994 1993
(In Thousands)

Balance at beginning of YOar ...t $254 $1,145 $1,525
Benefit created on current years' operations — — 92

Change in assumptions due to anticipation
OF FURUNE INCOMB...... ottt eee e e are e s e s e eeeeresaneneereas {189) {891) (472)

Balance at nd Of YEaI ... ..ot e e r e eenan $ 65 § 254 $1,145

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 invalve, to varying degrees, elements of credit and interest rate risk
in excess of the amount recognized in the consolidated balance sheets.

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

At December 31, 1995 and 1994, the following financial instruments were outstanding whose contract amounts repre-
sent credit risk;

Contract Amouni
1995 1984
{In Thousands)

Unused INBS~0f-CTRUH ......oicci et e sreraast s s e ce s s e v s s s s s erraaeessnasrsnsrnnnes $6,019 $3,146
Commitments to originate loans:

Commercial MOMGAGES v ccieviniiniriverr e erreerasirassnrsasrmnerasraescnesssacaceesnrersane 3,330 2,728

Residential Morgages. .. e e 1,133 1,172
Standby letters of Cradif....cooo e — 125

Commitments to extend credit are agreements to lend 1o a customer provided there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dales 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 nacessary by the Bank upon extension of credit, is
based on management's credit evaluation of the borrower. The commitmenis to originale loans and the majority of
unused lines-of-credit are secured by real estate.

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

Employment agreements

The Bank has entered into employment agreements with certain senior executives. The agreements generally provide
for certain lump sum severance payments within a two-year period following a “change in control” as defined in the agree-
ments.

11. LITIGATION

In February 1993, Robert H. Gaughen, a shareholder and Director of the Bank, notified the Bank of his intention to
nominate an independent slate of nominees for the Board of Directors. Subsequent to this notification, the Board of
Directors by an 8 to 7 vote, initiated litigation against Mr. Gaughen and three other Directors and substantiat sharehoiders,
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. Subsequent to
prior management’s failure to obtain such an order, the foregoing fitigation was concluded by the exchange of mutual
releases and the agreement to allow shareholders to vote at the annual meeting.

The Bank contends that a substantial amount of the cumulative loan losses it has sustained resulted from former
president Wilfred H. Creighton’s alleged conduct. In February 1993, the Bank reached a settlement 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-
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LITIGATION (conciuded)

duct. The settiement 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. This 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.

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 reguired to maintain a
minimum Tier 1 leverage capital ratic of not less than 4% and a risk-based capital ratio of not less than 8%. The Bank
exceeded all minimurn regulatory requirements at December 31, 1995 and 1994,

Tax raserve for loan losses

At December 31, 1995, the total reserve for loan losses for federal income tax purposes at the Bank's base vear
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 {0 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
$1,550,000 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 lquidation account is reduced annually to the extent that eligible account holders reduce their
qualifying deposil. In the event of a complete liguidation, eligible account holders will be entitled to receive a distribution
from the liguidation account to the extent that funds are available. According 1o the Bank's transfer agent, the balance of
the liquidation account at December 31, 19885 amounted to $1,151,000 (unaudited).

Hingham Institution for Savings and Subsidiaries

Hingham Institution for Savings and Subsidiaties

[rnsst et ——
e BETARLISHED 184 ——

Notes to Consolidated Financial Statements

13. STOCK OPTION PLAN

Under the Bank's 1988 stock option plan, options may be granted to officers, other employees and certain directors as
the Stock Option Committee of the Board may determine. A total of 125,000 shares of common stock were resérved for
issuance pursuant to options granted under the plan. Both “incentive options” and "non-qualified options" may be granted
under the plan. All options 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 1995 and 1993 are immediately exercisable and options granted prior to 1993

vest over a five-year period.

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

19495 1994 1993
Shares under option:
Outstanding at beginning of year ... 44,500 63,080 87,500
L Te T 1=« I RSOSSN UU TP TPIOOTPO OO 28,000 — 39,000
1111 1« [T UTOT TR O OO RO PSP OPN — {2,920) (39,080
Y et T=Y=Ys [ S PSP (2,000) (15,660} (24,340}
Qutstanding at end of YEar ... 70,500 44,500 63,080
Weighted average price of options exercised ... $4.00 $ 7.79 $ 4.00
EXercisable at end OF YOAT ..o esereisessseesscesnersssessseseesises 70,500 41,500 56,088
Options outstanding consist of the following: December 31,
(ptian price 1995 1994
BT 750 e e 28,000 —
BLB75 ittt et e s ras e et e e b e g a e e n e an et 39,000 39,000
0060 TR OO 3,500 5,500

70,500 44,500
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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 contributions by the Bank are based on assessments from SBERA.

Net periodic pension cost is as follows:

Plan Years Ended Qctober 31,
1995 14994 1993

{In Thousands)

Service cost - benefits earned during Year.......c.ve v $ 82 $ 81 $118
Interest cost on projected beneflts .o 87 85 100
Actual return on plan 8SSELS . ...ttt e e e et e (221) 71 (185)
Net amortization and deferral ..., et e T r ettt e s aanner s nanr s 3 3 3
Amortization of Net (GaIN) 0SS ...t ee et eenan 99 (36) 86
Net periodic PENSION COSE.......viiie et r e e $ 50 $ 62 122

Pension expense shown in the accompanying financial statements for the years ended December 31, 1995, 1994 and
1993 amounted to $54,000, $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: Ociober 31
1995 1994
{In Theusands)
Plan assets at faif ValUS.........cooriiiiciece et $1,389 $1,176
Actuarial present value of projected
benefit ObDHGALION . ... 1,352 1,088
Plan assets greater than projected '
DNt OBHGALION ..o e et s e e eee e 37 87
Unamortized net obligation since adoption of SFAS NO. 87 ...oceeeveeeeeeeeeeeeeen 32 35
Unrecognized NEY GaIN ..ottt st ee st te et saeanesean (586) {593)
Pension Al ...t s ea et eneaen $ (517) $(471)

The accumulated benefit obligation (substantially all vested) at Qctober 31, 1995 amounted 1o $1,007,000.

For the plan years ended October 31, 1995, 1994 and 1993, actuarial assumptions include an assumed discount rate
on benefit obligations of 7.00%, 8.00% and 7.00%, respectively, and an expected long-term rate of return on plan assets
of 8.00%, 7.00% and 7.00%, respectively. An annual salary increase of 6.00% was utilized for all years.
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15. RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Bank has granted loans to principal officers and directors and their affili-
ates amounting to $23,000 at December 31, 1995 and $24,000 at December 31, 1994, In 1993, the Bank established
a policy whereby new loans (excluding passbook loans) cannot be granted to employees, officers or directors.

16. FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, "Disclosures about Fair Value of Financial Instruments” requires disclosure of estimated fair val-
ues of all financial instruments where it is practicable to estimate such values. In cases where quoted market prices
are not available, fair values are based on estimates using present value or other valuation technigues. Those tech-
nigues are significantly affected by the assumptions used, including the discount rate and estimates of future cash
flows. Accordingly, the derived fair value estimates cannot be substantiated by comparison to independent markets
and, in many cases, could not be realized in immediate settlement of the instrument. Statement No. 107 excludes cer-
tain financial instruments and all nonfinancial instruments from its disclosure requirements. Accordingly, the aggregate
fair value amounts presented do not represent the underlying vaiue of the Bank.

The following methods and assumptions were used by the Bank in estimating fair value disclosures for financial
instruments:

Cash and cash equivalents: The carrying amounts of cash, due from banks and interest-bearing deposits approxi-
mate fair values.

investment securities: Fair values for investment securities are based on quoted market prices.

Loans; For variable-rate loans that reprice frequently and with no significant change in credit risk, fair values are
based on carrying values. Fair values for loans are estimated using discounted cash flow analyses, using interest
rates currently being offered for loans with similar terms to borrowers of similar credit quality. Fair values for non-per-
forming loans are estimated using discounted cash flow analyses or underlying collateral values, where applicable.

Federal Home Loan Bank stock: The carrying value of Federal Home Loan Bank stock is deemed to approximate
fair value.

Deposits: The fair values of non-certificate accounts are, by definition, equal to the amount payable on demand al
the reporting date which is their carrying amount. Fair values for certificates of deposit are estimated using a discount-
ed cash flow calculation that applies interest rates currently being offered on certificates to a schedule of aggregated
expected monthly maturities on time deposits.

Federal Home Loan Bank advances: The fair values of the Bank's borrowings are estimated using discounted
cash flow analyses based on the Bank's current incremental borrowing rates for similar types of borrowing arrange-
ments.

Accrued interest: The carrying amounts of accrued interest approximate fair value.

Off-balance-shest instruments: Fair values for off-balance-sheet lending commitments are based on fees currently
charged to enter into similar agreements, taking into account the remaining terms of the agreements and the counter-
parties’ credit standing. At December 31, 1995, the fair value of commitments outstanding are not significant since
fees charged are not materiai.

Hingham Institution for Savings and Subsidiaries
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FAIR VALUE OF FINANCIAL INSTRUMENTS (concluded) | 18. QUARTERLY FINANCIAL DATA (UNAUDITED)

The estimated fair values, and related carrying amounts, of the Bank’s financial instrument f :
rying ents are as follows Quarterly results of operations for the years ended December 31, 1995 and 1994 are as follows:

Years Ended December 31,

December 31, 1995

Carrying Fair 1895 : 1994
Amount Value Fourth Third  Second First Fourth Thied  Second First
T {InThousands) ’ Quarter Quarter Quarter Quarter  Quarter Quarter Quarter  CQuarter
Financial assets: {in Thousands, Except Per Share Data)
Cash and cash eQUIVAIENES ... nsrsces s eessssssessesensensrossseenes $ 10,586 $ 10,586 '
Securities available for SAE .......coovvvieeriiceec e e e 39,152 39,152 Interest and dividend income ................ $3,247 $3,048 $2968 $2.811  $2696 $2,566 $2442 $2,259
LOBNS, NMEL.....oeeieecececee e s ea s on s enates e s s sn s enan s s neemassenen 119,472 121,160 . INterest eXPeNnSe ... 1653 1,527 ° 1,464 1,237 1,131 1,081 1,073 1,039
Accrued interest recaivable . 1,048 1,048 ' |
Federal Home Loan Bank StOCK ........e..veerveieeeesieeseestessesssesssssssassassessssssnanes 1,200 1,200 Net interest inCOMe ..o, 1,594 1,521 1,514 1574 1,565 1485 1,369 1,220
Financial liabilities: Provision for loan l0sses ........ccocercincen, 30 30 30 30 30 10 50 30
DEPOSIES it e bbb a e 133,042 133,368
Federal Home Loan Bank adVances ... ieeieerssessessiesessesssss e csnsns 22,000 22,048 Net interest income, after pro-
ACCIUE ITHEIESE PAYADIE . ..vveriveerirecrortseraeeesons s seeseererssesanas s senessssnsresinaenees 505 505 vision for loan losses ... 1,564 1491 1,484 1,544 1,535 1475 1,319 1,190
Other INCOME...oi v 162 129 138 80 23 85 103 421
QOperating expenses ..o 946 840 929 926 931 968 953 1,008
17. REGULATORY MATTERS |
Income before income taxes ........oooveeee, 780 780 693 698 827 602 469 603
In March of 1992, the Bank entered into a Memorandum of Understanding {"Memorandum”} with the FDIC and the
Massachusetts Commissioner of Banks. Based on the December 27, 1994 Regulatory Report of Examination, the Bank Income tax provision (benefit) ................ 294 280 230 241 (29) {46) (90) (90}
was found to be in general compliance with the provisions contained in the Memorandum and material improvement in the
Bank’s financial condition was noted. As a result, the Commissioner of Banks and the FDIC removed the Memorandum NEt INCOME .ovvriricerr s e e $ 486 $ 500 $ 463 $ 457 $ 656 $ 648 $ 559 § 693
effective May 8, 1985,
Earnings per common Share ... $ 37 $ 39 % 38 $ 3B $ 51 % BO $ 44 5 54
Cash dividends declared per share......... $ 8" $ 07% 07 $ 05 $ 05 $ 04 $ 04 5§ 04

(1) Includes a special dividend of $0.08 per share declared on December 21, 1995

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




freasriniannmmmm——————
e PETABLISHEL IR ——

Stockholder

Hingham Institution for Savings
55 Main Street

Hingham, MA 02043

(617) 749-2200

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

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

Transfer Agent and Registrar

Chernical Melion Shareholder Services, L.L.C.
111 Founders Plaza, Suite 1100

East Hartford, CT 06108

Stockholder Inguiries and Dividend Reinvestment
Chemical Melion Shareholder Services, L.L.C.

P.O. Box 750

Pittsburgh, PA 15230

1-800-288-9541

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

Special Counsst
Hale and Dorr

60 State Street
Boston, MA 02109

Form F2

A copy of the Bank’s Annual Report on Form F-2 for the fis-
cal year ended December 31, 1995 as filed with the Federal
Deposit Insurance Corporaiion, may be obtained without
charge, by any stockholder of the Bank upon wrilten request
addressed o the investor Relations Department.

Information

STOCK DATA

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

As of December 31, 1995 there were approximately 583
stockholders of record, holding 703,963 cutstanding 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
1905
First Quarter $12 $ gi/2
Second Quarter 12 10 1/2
Third Quarter 12 3/4 10 3/4
Fourth Quarter 14 3/4 12 1/4
1994
First Quarier $10 1/2 $ 81/4
Second Quarter 11 3/4 87/8
Third Quarter 12 10 1/2
Fourth Quarter 11 1/4 9

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

December 31, 1995 was $14.75 per share.
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