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A MOST DISTINGUISHED CUSTOMER

Cover photograph shows
the secretary desk of
Daniel Webster, on which
is a likeness of the Daniel
Webster Note. Dated
May 17, 1844, by the
famed orator and states-
man, it is written to the
Hingham Institution for
Savings, promising to
repay with interest a loan
for $1,500. The photo-
graph was taken at The
Old Ordinary, in

Hingham.
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TRULY A BANK FOR THE COMMUNITY

he Hingham Institution
for Savings has played a
vital role in the growth
and prosperity of this area
since 1834. From our
modest beginnings — the

bank’s deposits were

$30,713 at the end of the first year — we have grown
significantly. Along the way we have never wavered
from our commitment to winning and holding the
confidence of our customers, large and small. As the
South Shore’s hometown bank, we consider ourselves
neighbors to all who bank here, and we act
accordingly.

Daniel Webster may well have been the most
famous Hingham Institution customer, but in fact
he received no more preferential treatment than any
other local resident.

We are a community bank. Over the years,
we have taken pride in service that includes a wave
of the hand, a smile, and acknowledgment by name,
from tellers and bank officers alike. We also return
phone calls.

Unfortunately, in these days of mergers and
big-bank takeovers, our approach is on the wane. All
too often it seems, size is more significant than
service, and good community relationships are being
replaced by faceless technology.

Efficiency and speed are necessary in
banking, but to us, a one-on-one rapport with our

customers is a priority.

Therefore, we would rather treat each loan
application on its merits, and work creatively to help
make you a satisfied customer. With our knowledge
of the area, and of the people who work and raise
their families here, we understand changing market
conditions and can make adjustments quickly and
knowledgeably. Just as we knew the appropriateness
of Daniel Webster’s needs so many years ago, we
know how to take care of your needs today.

What's more, as a customer of Hingham
Institution for Savings, there’s a sense of security in
knowing that we won't sell the servicing of your
mortgage to a company out of town or out of state.
We keep it in Hingham, so that if you ever have any
questions, we're right here to answer them.

In short, to be community oriented is to be
community spirited, and that is the philosophy
we live by.

Over the past few years, we have improved
our product lines, strengthened the bank’s
management group, and reached out to Cohasset
and Scituate, so that we are truly a significant bank
for the South Shore. Our expanded community
presence has also been reflected in substantial
appreciation in stock value.

On a daily basis, we continue to reaffirm our
total commitment to both customers and
stockholders, so that we remain a solid, vibrant,
independent community bank.

Bank Services:

A HEALTHY APPROACH TO BANKING.

Mignosa Family
The Fruit Center

Commercial Real Estate
Loan, Deposit Accounts.

Photo: Julie Foley, Mark
Mignosa, Rita Mignosa,
Don Mignosa, Steve
DiGiusto, Freddy Zagrodny
and Robert H. Gaughen
Jr., President and C.E.O. of
Hingham Institution for
Savings

Owned and operated by the Mignosa family
for over 20 years, the Fruit Center is a landmark at
the Hingham Rotary and favorite of locals for fresh
produce. \

Hingham Institution for Savings provides
depository services and daily operating cash require-
ments of the Center.

Like many other small businesses, the
Mignosas appreciate the personal attention and good

service they get from a local community bank.

That’s why they knew that when they came to us for

financing of the Fruit Centers in Hingham and
Milton, our response would be understanding and
helpful.
Today, we handle the personal banking needs
of the owners as well as many of their employees.
The Fruit Center and Hingham Institution
for Savings. It’s a relationship that’s good for all

concerned.



James and Theresa Gordon
Hingham

Bank Services:
Residential Construction Loan.

Photo: Sally A. Paulson, Assistant Vice President,
Hingham Institution for Savings, Theresa Gordon, James
Gordon, and their children, Jack and James

Owning your own home is the realization of
the American dream. For Jim and Theresa Gordon,
it was even more so, because their dream home is in
Hingham, their hometown.

It all began when they purchased a house lot
shortly after they were married. Then, like most of
us, they sacrificed and saved. As their family came
along, the Gordons realized it was time to apply for
a loan at Hingham Institution for Savings. Perhaps
they were unaware of our long history of helping
young families with their first mortgage, but they
were very pleasantly surprised at how painless we
made the process.

With guidance and financing from this

THE AMERICAN DREAM
IS ALIVE IN HINGHAM.

community bank, the house on Pioneer Road has
become a reality.

As Jim and Theresa will tell you, with
perseverance and hard work, your dream can come
true. Having an understanding and helpful bank is

important as well.

FOR THIS APARTMENT BUILDING

WE WERE VERY ACCOMMODATING.

Investing in a twelve-unit apartment build-

ing could be nerve-wracking for anyone, but for
Edward Tatalias it was especially tense. This was his
first such venture, and the time frame on complet-
ing the deal was very tight.

Fortunately, he came to the bank where he

Edward and Shirley Tatalias
Hingham

Bank Services:
Commercial Real Estate Loan.

Photo: Shawn T. Sullivan, Assistant Vice President,
Hingham Institution for Savings and Edward A. Tatalias

had a personal account, and was a stockholder,
Hingham Institution for Savings.

We have a great deal of experience with
commercial real estate in our community. We
thoroughly understood the market and all the
ramifications of the deal and so were able to respond
very quickly and complete the loan on time.

The result is, we have strengthened a long-
term banking relationship with Edward and Shirley
Tatalias and continue to be the source of advice for
future financing needs. Which only goes to prove
that if you want to open more doors in this market
area, speaking first to Hingham Institution for

Savings, is the key.



FRIENDS HELPING FRIENDS.

Over the years, Hingham Institution for
Savings has played a significant role in the financing
of not-for-profit enterprises within our community.
Examples include the Hingham Visiting Nurses
Association, Glastonbury Abbey, Temple Sha’Aray
Shalom, Habitat for Humanity, and the Montessori
School.

Thayer House, an assisted-living residence, is
operated by the Society of Friends. Approximately
fifteen residents and six staff live together as a

supportive family. It is not a nursing home.

Thayer House at the
New England Friends
Home

Hingham

Bank Services:
Proposed Financing of
Building Expansion.

Photo: Peter R. Smollett,
Vice President, Hingham
Institution for Savings and
Gretchen Condon, Execu-
tive Director, Thayer House

Presently, the Society of Friends is planning
an addition, adding beds and renovating the existing
property.

Hingham Institution for Savings has assisted
in developing a sound financial plan and reviewing
the feasibility study for them.

Thayer House is discovering, as many have
before, that when we say we work for the commu-

nity, we mean all of the community, neighbors and

friends alike.
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Jessica and Janet Keefe
Hingham

Bank Services:
Deposit Accounts, Long-Term Savings Plans.

Photo: Janet Keefe, Jessica Keefe and Helen Fuda, Cus-
tomer Service Representative, Hingham Institution for
Savings

Being the grandnieces of Marion Fahey, a
Director of Hingham Institution for Savings, should
certainly have instille(‘i sound saving habits into
Jessica and Janet Keefe.

These six-year-old twins could go a long way
on good looks alone, but they do have a lot to save
for.

W;: could begin with Christmas gifts, and
the fact that they have no excuse for forgetting each
other’s birthday, plus special family events like
vacations. Then there’s the more mundane, such as
college tuition.

Hingham Institution for Savings encourages

every YOllIlgStCI' to open his or her own savings

SEE JESSICA SAVE. SEE JANET SAVE.

P =

ﬁ\.A

account. With our “Savings Makes Cents” program,

we send bank staff out to two area elementary
schools to talk to children in their classrooms about
banking and why it’s meaningful. We even open
accounts and take deposits right in the schools. We
try to make banking fun for our youngsters so that
they’'ll save regularly.

After all, the most rewarding part of invest-
ing in our community is to invest in the
community’s future. With young ladies like Jessica

and Janet, were doubly blessed.
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Assets
$175,409

153,192 . .
Assets have increased more than 36% since the end

of 1883. The Bank is poised for continued controlled
growth with a strong capital to asset ratio of 9.53%,
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$116.684

For the second consecutive year, the Bank had deposit
growth in excess of 12%. Our new branch offices in Scituate
and Cohasset have contributed to the depaosit growth,

1995
(In Thousands}
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The loan portfolio has grown dramatically over the
past four years. Management has made a concerted
effort to aftract quality loans while decreasing reliance
on its investment portfolio.
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1993 1954 1995
(In Thounsands) ¥

Dividends Declared
Per Share

Quarterly dividends have shown steady improvement
since 1993, culminating in a $0.09 per share dividend
declared in the fourth gquarter of 1996. Included in the
chart are special dividends of $0.08 and $0.10 per share
which were declared in 1995 and 19986, respectively.
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Pre-Tax
Earnings

Pre-tax earnings grew nearly $500,000, or 17% in
1996 over 1995. The results for 19896 represent the
third consecutive year of double-digit increases in
pre-tax earnings.
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The following information does not purport to be complete and is qualified in fis entirety by the more detailed
information contained elsewhere herein.

At December 31,
1896 1995 1994 1993 1992
{In Thousands)
Balance Shest Data:

TOR BSSEES v oteeeeeieee e s e e e e n e e e e e e eennee s $201,586 $175,409 $153,192 $147,889 $149,460
INvestMent SECUIMTHBS ... reervereeme s e s 32,321 39,152 42,930 58,904 66,183
L.oans;

Residential MOMQAGE ... vvorvvvcrrevrcrcanrmcncvrrece s reecanes 79,418 69,872 61,607 54,222 47,963
Commercial Mortgage ... 65,839 43,734 33,763 20,004 16,867
CONSITUCHON, MEE . ettt 5,421 5,437 4,649 1,951 3,122
1 1 0= RO U U R U UOUORUTOPS 2,107 1,999 2,004 2,121 3,145
Allowance forloan los8e8 . 1,393 1,277 1,338 1,191 1,501
Foreclosed real estate, NBL ....ovcivenerreriscieisree s — 34 439 2,384 2,938
DBPOSHS oo 150,015 133,042 116,684 117,717 118,885
Federal Home Loan Bank advances .....cocoveiiviiierrieenns 29,754 22,000 19,000 15,000 15,000
Other borrowed fUNS ... srnesen e 188 — — —_— —
Stockhalders’ 8QUILY .voeververe e e 19,212 17,819 15,981 14,074 13,712
Years Ended December 31,
1946 1995 1994 1993 1992
(In Thousands, Except Per Share Amaunts)
Income Statement Data:
Total interest and dividend INCOME .orvvevvcinv e $ 13,962 $ 12,074 $ 9963 $ 9232 §$ 11,374
Total interest exXPense .. 6,956 5,871 4,324 4,593 6,451
Netinterest INCOME ... 7,006 6,203 5,639 4,639 4,923
Provision for 108N 10SSE8S .. v iverrrrreerereee e ereereeeenee e 107 120 120 63 390
OHhEr INCOME oo s e 614 509 642 1,484 1,624
Operating SXPeNSES ..t ccrr e e 4,066 3,641 3,860 6,340 4,999
income (loss) before income taxes ... 3,447 2,951 2,301 {280) 1,158
Income tax provision (benefit).......ccerincianinii e 1,403 1,045 {255) {469) (398)
NETINCOME (v eeee e $ 2044 $ 1906 $ 2556 § 18 § 1,556
Net INCOMe PEr ShAre ..ivoivervveceesrerreereeeneeaeeecas $ 157 & 147 $§ 199 $ 015 § 124
Weighted average shares outstanding ..o eevrns 1,298 1,294 1,284 1,268 1,251
Financial Ratios:
Return on average assets e 1.10% 1.17% 1.70% 0.13% 1.02%
Return on average 8quity.....ccooovnn e 11.06 11.11 17.09 1.34 12.01
Average equity to average assets...........ooeee 9.94 10.54 9.94 9.52 8.52
Interest rate Spread. e 3.38 3.42 3.55 3.06 3.21
Net yield on average earning assetS......ccccoevininnnnns 3.90 3.96 3.92 3.34 3.49
Dividend payout ratio ..o 28.66 23.81 8.54 — —
Cash dividends declared per share .......cccoveeiiinniinens $ 045 & 035 % 017 e —
11



Founded in 1834, Hingham Institution for Savings has
served the local community for more than 162 years. On
December 20, 1988, the Bank converted its ownership
from mutual o stock form. Banking services are provided
through branch offices in Hingham, South Hingham, Hull,
Scituate and Cohasset.

The following information shouid be read in conjunc-
{ion with the Consolidated Financial Statements and
Notes coniained in this report.

COMPARISON OF THE YEARS 1996, 1995, and 1934
RESULTS OF OPERATIONS

For the year ended December 31, 1996, the Bank
earned $2.0 million, or $1.57 per share, as compared o
$1.9 million, or $1.47 per share, for the same period in
1985, and $2.6 million, or $1.99 per share in 1994.
Earnings for 1994 and 1995 were positively impacted by
tax benefits.

Pre-tax income shows continued and significant
improvement. In 1986, pre-tax income was $3.4 million
as compared to $3.0 miliion for 1995 and $2.3 million for
1984, Net interest income increased nearly 13% when
comparing 1996 to 1995, and increased 10% when com-
paring 1995 to 1994, Operating expenses increased
$425,000 when comparing 1996 to 1995, resulting pri-
marily from the addition of two branch offices in late 1995,
When comparing 1995 to 1994, operating expenses
decreased $219,000, resulling primarily from reduced
deposit insurance premiums and fower legal fees, a frend
which continued through 19986.

Net interest Income

The Bank reported $7.0 million in net interest income
for 1996 as compared to $6.2 million in 1995, and $5.6
million in 1984. This positive trend was primarily the
result of growth in loans which averaged $136.8 million
for 1996 as compared to $109.8 million for 1995 and
$88.6 million for 1994,

The following table presents information regarding changes in inferest and dividend income and inter-
est expense of the Bank for the years indicated. For each category, information is provided with respect to
changes atiributable to changes in rate (change in rate multiplied by old volume) and changes in volume
{change in volume multiplied by ofd rate.}) The change atiributable fo both volume and rate is allocated

propottionately to the changes due fo volume and rate.

Years Ended Decembsr 31,

1996 Comparad to 1995 1995 Cemparad to 1894
increase (Dacrease) Increase (Decreass)
Dueio Due to
Yolume Hale Total Volume Rale Total
{in Thousands) o
inferest and dividend income:
Total 10aNS....o oo $ 2263 $ (t44) $2,119 $1792 $ 380 § 2,172
Investrnent securities and
Federal Home Loan Bank stock .......... (3286) 48 (278) (533) 334 {199)
Interest-bearing deposits.................. 72 {25) 47 70 88 138
Total interest and dividend income ... 2,009 {i21) 1,888 1,329 782 2,111
interest expense:
Deposits .o 848 41 987 591 523 1,114
BOrmowings ... 141 {(43) 98 232 201 433
Total interest expense ... 1,087 (23 1,085 823 724 1,547
Net interest iNCoOMe ... e $ 922 % (1190 $ 803 $ 508 §$ 58 § 564

The following table details changes in net interest income and net yield on average earning assets.

Yeaars Ended December 31,

1998 1895 1984
Average Yield/ Average Yield/ Average Yield/
Balance Interest Rate Balance Inlerest Hale Balance Interest Rate
Assets: {Dollars in Thousands)
Loans:
Real estate loans ................ $134,775 $11,283 8.37% $107,842 $3,157 8.49% § 86,748 $7.011 8.08%
Commercial loans ............. 1,080 105 9.72 1,062 112 10.55 634 80 9.46
Cther 10ans....ov e, 954 86 8.65 944 86 9.11 1,264 ii2 8.86
Total loans (1) (2) ......... 136,849 11474 838 109,848 9,355 8.52 B8.646 7,183 8.10
Invesiment securities (3) (4} ...... 37218 2,185 590 42,759 2,473 B.78 52,467 2,672 509
Interest-bearing deposits............ 5,564 293 527 4232 248 5.81 2,795 108 3.86
Total earning assets............ 179,631 13862 7.7 156,839 12,074 7.70 143,908 9,863 6.92
Other assets ..., 8,277 5,884 __ 857
Total 2s5ets .vovvciveeennn. $185,808 $162,723 $150,479
Liabilities and stockhoiders’ equity:
Interest-bearing deposits: *
NOW accounis (5).....cccceevne $ 12,980 184 142 $ 10,581 187 148 $ 10,889 171 1.57
Money market deposits ....... 20,269 606 2.99 20,392 603 2.96 28,744 795 277
Reguiar. ..o iinnacieen 31,282 783 2.50 30,956 775 250 35,814 9290 259
Term cettificates..........o.... 71,153 4053 570 55213 3,104 562 36,757 1,630 443
Total interest-bearing
deposits ....coevvenen. 135,684 5626 4.15 117,142 4,639 3.96 112,204 3,525 3.14
BOrrowings ... 22557 1,330 5.90 20,181 1,232 6.10 16,032 798 498
Total interest-bearing
liabilities .....ccoceev v 158,251 6,956 4.40 137,323 5871 4.28 128,236 4,324 337
Demand deposits.....ooeev s 7,854 8,572 6,540
Other liabilities oo, 1,323 1,672 748
Stockholders’ equity.........cccceeee. 18,480 17,156 14,955
Total liabilities
and stockholders’ equity...... $185,808 $162,723 $150,479
Net interest income ............. $ 7,008 $6,203 $5,638
Weighted average rate spread .. 3.37% 3.42% 3.55%
Net yield on average earning assets (6) 3.80% 3.96% 3.92%

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

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

(4} Includes Federal Home L.oan Bank stock.

{5} Includes mortgagors’ escrow accounts.

{6) Net interest income divided by average total earning assets.
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Interest income is derived from residential and com-
mercial mortgages, home equity, commercial and instalf-
ment loans, and the investment portfolio. The Bank
earned an average yield of 7.77% on these assets in
1996, as compared to 7.70% in 1995 and 6.92% in 1994.
For 1896, 1995 and 1994, interest income totaled $14.0
million, $12.1 million and $10.0 million, respectively.
Average fotal earning assets increased $22.8 million, or
15%, in 1996 over 1995 and $12.9 million, or 9%, in 1995
over 1994. The Bank achieved this growth by continuing
to focus on real estate lending and decreasing its empha-
sis on the investment portfolio.

Average deposit and borrowing balances increased in
1896 and 1895 as the Bank employed these sources to
fund its loan growth. As a result, interest expense, which
is incurred on cerificates of deposit, NOW, savings and
money market deposit accounts, Federal Home Loan
Bank (“FHLB") advances and other borrowings, collec-
fively increased in these periods.

The average rate paid on interest-bearing deposit
accounts was 4.15% during 1996, as compared to 3.96%
for 1995 and 3.14% for 1994 resulting primarily from a
shift in the Bank's deposit mix. Cerificates of deposit
comprised 52% of average interest-bearing deposits for
1996, at an average rate of 5.70%. Comparably, cerifi-
cates of deposit comprised 47% of average interest-
bearing deposits in 1995 and 33% in 1984 at an average
rate of 5.62% and 4.43% in 1995 and 1994, respectively.

Interest expense on FHLB advances continued to rise
during 1996 resulting primarily from an increase in
advances. However, the downturn in market interest
rates in 1996 allowed the Bank to refinance a substantial
portion of its advances at lower rates, resulting in a twen-
ty basis point decline in the average rate from 1995,
Aiso, during 1998, the Bank became a note option depos-
itory for treasury, tax and loan deposits which allowed it to
borrow short-term funds at a preferred interest rate.

Provision for Loan Losses

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 loans as well
as other factors. Duting 1996, the Bank originated nearly

14

$60.5 million in residential, commercial, and personal
loans combined, increasing the loan portfolio to a total of
$151.2 million at December 31, 1996. The provision for
loan losses for 1996 was $107,000 as compared to
$120,000 in each of 1995 and 1994. Recoveries in 1996
of previously charged-off loans enabled the Bank to main-
tain an adequate level of allowance for loan losses while
toweting its annual provision.

Other Income

OCther income is comprised of customer service fees,
net gains or losses on sales of investments and leans,
and other miscellaneous items. For 1994, other income
also included a litigation settlement in the amount of
$282,000. The most significant component of other
income was fees earned on customer accounis with
$409,000 reported for 1996, $346,000 for 1985, and
$345,000 for 1994. These increases reflect a higher voi-
ume of transactions along with a modest rise in the fee
schedule in late 1996. In 1995 and 1994, the Bank
reported $49,000 and $232,000, respectively, in net loss-
es on sales of securities classified as available for saie.
The securities were earning below-market rates of intergst
and were sold to obtain liquidity to fund growth in the loan
portfolio. Further, the Bank sold $2.4 million in fixed rate
morigages and student loans during the first quarter of
1994 at a combined gain of $30,000.

Operating Expenses

There were $4.1 million in operating expenses in
1996 as compared to $3.6 million in 1995, and $3.9 mil-
lion in 1994. The rise in expenses in 1996 is primarily
attributable to the addition of two branch offices which
opened in the fourth quarter of 1995,

Salaries and employee benefits were the largest com-
ponent of operating expenses at $2.3 million for 1996,
$1.8 million for 1995, and $1.7 million for 1994. In the
fourth quarter of 1895, the Bank hired eight employees 1o
staff the two new branches. This increased expense con-
tinued throughout 1996.

Foreclosed and other real estate expenses, net,
include write-downs in property values, professional fees
such as legal and property management, utilities, as well
as various sundry items which are necessary {o the oper-
ation of the real estate. These expenses are offset by any

gains upon sale or recovery of expenses. Expenses
related to foreclosed and other real estate, net, declined
significantly over each of the past three years with a net
recovery of $5,000 in 1996, and net expenses of $15,000
in 1995 and $265,000 in 1994. These declines are attrib-
utable to comparable declines in the number and value of
foreclosed real estate properties. The Bank held no prop-
erties at year end 1996, only one property at year end
1985 at a net value of $34,000, and a total of $439,000 at
year end 1994,

Deposit insurance expense, comprised of federal and
state deposit insurance premiums, also declined when
comparing 1996 o 1995 and 1994. Significant decreases
occurred in 1883 when the Federal Deposit Insurance
Corporation (“FDIC") awarded the Bank its lowest premi-
um rate, due to the Bank’s improved financial condition
and then, effective June 1995 reduced this premium rate
85% to only $0.04 per hundred dollars of average
deposits. In 1996, the FDIC further reduced the Bank's
annual premium to $2,000, a rate awarded to well-capital-
ized banks.

Other operating expenses including data processing,
occupancy and equipment, legal, and other were $1.8
miliion combined for 1996 as compared 1o $1.6 million in
each of 1995 and 1994. Data processing expenses rose
in each of the three periods as a result of an increase in
the number of deposit accounts and their associated
fransaction volumes. Occupancy and equipment
expense increased in each of the three periods, primarily
as a result of the addition of the two branch offices. Legal
expenses, which are incurred primarily in the collection of
delinquent and charged-off debt, declined in each of the
three periods.

income Taxes

In 1995 and 1894, the Bank was able o utilize net oper-
ating loss carryforwards to offset current taxable income
and recognize deferred tax assets. As a resuit, the Bank
recognized a net provision for income taxes in the amount
of $1.0 miliion for 1995 versus income tax benefits amount-
ing to $255,000 during 1994. There were no further tax
henefits available in 1996, and as a result, the Bank report-
ed a provision for income taxes of $1.4 million at an effec-
tive tax rate of 40.7%. In the fourth guarier of 1996 the
Bank employed strategies with respect to its securities port-
folio which should reduce its effective tax rate o below 40%
in 1997.
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COMPARISON OF THE YEARS 1995 AND 1995

BALANCE SHEET ANALYSIS

The Bank had total assets of $201.6 millicn at
Decermnber 31, 1906, an increase of $26.2 million, or 15%,
from the $175.4 million level at year end 1995,

Loans

At December 31, 1996, the Bank reporied net loans
of $151.2 million, or 75% of total assets. Comparably at
December 31, 1995, net loans were $119.5 million, or
68% of total assets. This dramatic growth of $31.7 mil-
lion, or 27%, was achieved through the origination of
nearly $60.5 million in mortgage and other loan products.
A more stringent underwriting policy continues to compie-
ment this lending strategy. At December 31, 1896 and
1995, mortgage loans accounted for more than 98% of
gross loans with commercial mortgages representing
approximately 43% of the mortgage portfolio in 1996 and
36% in 1995.

The Bank’s lending strategy during 1996 and 1995
has been to provide commercial property, residential, and
multi-famity loans at an initial fixed rate for three to five
years with a floating rate thereafter. Residential mon-
gages are generally underwritten to conform to Federal
National Mortgage Association or Federal Home Loan
Morigage Corporation guidelines. The Bank also offers
home equity loans tied to the prime lending rate.

The Bank’'s loan portfolic is reported net of the
allowance for foan losses. At December 31, 1986 and
1985, the allowance had a balance of $1.4 million and
$1.3 million, respectively. The allowance is maintained at
a level to absorb possible tosses. lLoan losses are
charged against the aliowance when the collectibility of
loan principal becomes uniikely. Recoveries are recorded
as additional reserves when received. There were
$48,000 in charge-offs and $57,000 in recoveries in 1996.
Comparably in 1985 there were $188,000 in charge-offs
and $7,000 in recoveries.

Non-performing assets, which consist of non-accrual
oans and foreclosed real estate totaled $1.2 million, or
0.58% of total assets, at December 31, 1896, as com-
pared to $672,000, or 0.38% of total assets, at year end
1895. The increase in non-accrual loans is primarily the
result of one mortgage borrower, with whom the Bank is
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