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s we move inexorably toward the excitement
and hoopla of the millennium, it would serve us well to pause for a
moment and reflect on how far Hingham Institution for Savings has
come in 165 years. To the young, the time from 1834 until today is
an eternity. For those of us who are, shall we say, more mature, it is
not long at all, merely the span of two good lifetimes.

The bank had an auspicious, if modest, beginning on North
Street. As a special service to our customers, the office was open on
the last Saturday of the month between the hours of 10 a.m. and
noon. Perhaps this smart business practice was instrumental in our
steady growth. We’ll never know.

What is indisputable, however, was the need for larger facili-
ties, and so, in 1843, the bank was relocated to the corner of North
and South Streets. We now had 700 customers.

Seventeen years later, we were on the move again, taking the
accounts of our 2,300 customers to a wooden building opposite
Derby Academy on Main Street, which we shared with Hingham
Mutual Fire Insurance Company. Here we stayed for the next ninety
years. In fact, we continue to house our administration and lending
groups in this location.

In 1950, we moved to the handsome 55 Main Street office,
which remains our main office today.

While the bank is very much a part of the Hingham commu-
nity, we have extended our reach throughout the South Shore to
embrace other local towns, the very latest being a new branch in
South Weymouth.

The point of all this, of course, is that the bank is growing
and prospering and serving more and more customers. And, while we
pay homage to our past, we must look forward and anticipate what
our approximately 23,000 customers’ needs will be tomorrow.

With this in mind, we have recently established our website
at www.hinghamsavings.com. This will be an invaluable source of
information and will allow us to venture into the field of online bank-
ing.

At Hingham Institution for Savings, we are proud of our
past, comfortable with the present, and fully confident that we will
meet the challenges of the future with unparalleled success.
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n 1834, at the end of our first day in business, we had opened fifty-seven savings
accounts for a total of $2,430. It was a proud start. After all, the bank’s very reason
for existing was clearly outlined in a Hingham Gazette article which stated, “Parents,
by making their children depositors, can teach them the advantages of savings habits
and inculcate lessons of economy, which may be remembered throughout life.”

From those early days when we offered only savings accounts, the bank has come
a very long way. We now provide a full complement of services for individuals and
businesses. These include Master Money® ATM/Debit Cards which are as simple to
use as credit cards but work like a check. Our Commercial Sweep Account allows
allocated funds in business customers’ accounts to be moved each night into higher-
earning accounts.

To better help our neighbors prepare for the future, we run a series of Individual
Retirement Account seminars. At these popular meetings, we outline the basic IRA,
Roth IRA, SEP IRA, and provide information about the tax implications of each.

In addition to our presence on the internet, our introduction of 24-hour telephone
banking is now complete, and this convenient service is being enjoyed by an increasing
number of our customers. It allows them to transfer funds, access account information,
and make loan payments without writing checks, all from their home or office.

%mﬂoﬁﬁy ol endo @Sﬂ ol OX%W/{%

he newest Hingham Institution for Savings branch opened in February 1999.
Located in South Weymouth’s Columbian Square, it is the bank’s third new branch
opened in recent years. In keeping with the increasing demand among consumers and
businesses for greater banking services, our South Weymouth office will feature more
convenient hours, two ATMs, one of which will be a drive-up, two drive-up lanes,
and 24-hour telephone banking. The focus of this new branch will be the energetic
development of additional deposit and loan business, especially in the local business
community.

It is important to note that in this age of bank mega-mergers, we will continue
our policy of total commitment to personal service throughout our local community.
In addition to South Weymouth, we serve Hingham, South Hingham, Cohasset,
Hull, and North Scituate. As we broaden our service area, we are now firmly
established as a bank for the entire South Shore.

While Hingham Institution for Savings is growing, we are small in comparison to
banks with a national and even international reach. However, our strength has always
been the relationships we have with our customers. The values of friendship and trust
have served us well over the past 165 years. We see no reason why they should be any
less important today. This personal courtesy, combined with our increase in services
and our embracing of the latest technology, will allow us to look to the future with
renewed energy and optimism.




ne outstanding example of Hingham Institution for Savings’ solid relationship
with our neighbors is the highly regarded independent school, Derby Academy.
Founded in 1784, it is the oldest coeducational day school in New England. In 1934,
the Academy acquired land in Hingham to construct a new campus, having outgrown
its building on Main Street which dated from 1818. The bank came to the school’s
assistance by providing a mortgage for the sum of $47,000.

This tradition of working with Derby Academy continues today. Presently, the
school has undertaken construction of a $6 million campus center. This will include a
new theater, dining hall, and gymnasium. The bank financed $3 million of this
project, as the school had raised approximately $3 million through pledged donations.
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n 1835, our first mortgage loan was given to Isaac Sprague for $400 at 6%.
Mr. Sprague was a prominent artist, widely acclaimed for his nature drawings in
collaboration with Audubon.

Today, many young people throughout the area come to us for help in buying
their first home. It’s a service that makes us particularly proud because we’re helping
residents fulfill their dreams as they settle and raise families in our neighborhood.
This commitment to residential mortgages is so successful, we continue to be a leader
in financing home ownership on the South Shore.

And, of course, it is highly unlikely that a mortgage from Hingham Institution for
Savings will be sold out of state. This is reassuring for our customers who believe that
if they have a question about their mortgage, they should be able to stop into the
bank and chat about it with a bank officer.

In the area of commercial real estate, our activity remains strong. We know the
marketplace better than anyone, and this knowledge affords us an edge when helping
businesses realize expansion goals and identify development opportunities.
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long line of Hingham’s distinguished families has served the bank’s
management in various capacities. These include the Fearing, Barnes, Harding,
Hersey, Cushing, Loring, and Lincoln families. The original Board of Trustees, for
instance, included Solomon, Marshall, and George Lincoln. To this day, we
continue to be the bank of choice for many of their descendants. Warren Lincoln,
the former Hingham Fire Chief, is the fifch generation of the founding Lincolns. He
had an account established for him by his two uncles on the day he was born.
Warren’s family continues this tradition with his son, granddaughter, and great-
grandson all maintaining accounts at the bank.

Of course, it is not just the well-known names in Hingham who are loyal to the
bank. A notable number of families throughout the communities we serve have
accounts with us, from great-grandparents down to the very young.

Our “Savings Makes Sense” program reaches out to local area elementary
schools where we encourage youngsters to open their own savings account. It is in
this spirit of reaching out to our community that we will cultivate new generations
of loyal customers.
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hile we anticipate that our newest branch in South Weymouth will meet
with a very positive response from the local community, we are well aware that its
success will be determined by the people who staff it.

After all, a bank is so much more than the proverbial bricks and mortar. It is the
personalities and attitudes of the people who work within its walls that make the
difference. They are the heart and soul of Hingham Institution for Savings. Perhaps as
important as an efficiently processed loan application or speedy counter transaction
are a courteous greeting and a friendly smile. They take such little effort, but we have
found from experience that they can make a huge difference.

Also, the fact that we know our customers, often on a first-name basis, sets us
apart. It’s much tougher for the large banks, with their mergers and acquisitions, to
keep staff members who maintain a rapport with customers, year in and year out.

Qur values may be old fashioned, but they have been the mainstay of our
philosophy for 165 years. Certainly, we believe in state-of-the-art technology. At the
same time, we are also committed to the personal touch and the honest warmth of our
staff in every office. This is a quality we hope will be with us for the next 165 years.
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Financial Highlights S otovion Cemsalidatond vl b

Assets
$201,586 The following information does not purport to be complete and is qualified in its entirety by the more detailed information contained
$175,409 Solid asset growth continued in 1998 with the loan elsewhere herein.
portfolio accounting for nearly 79% of total assets.
Meanwhile, the Bank continued to surpass all regulatory Bt Decrmber 315
. . . . 1998 1997 1996 1995 1994
capital maintenance requirements and reported capital o Dlmsaais]
1995 T90e 1507 1958 to assets of 9.10%. Balance Sheet Data:
(In Thousands) IO HSEEES ermsmmnsovsnsmmsssirs oot ot osiwss st s S s S S $260,076 $222,584 $201,586 $175,409  §153,192
T—— TEVESTERTOTIE SECUTITIES sunmuostovsosnnnms sves o et s BV sonsion S caveiGois 28,235 35,369 32,321 39,152 42,930
(e Loans:
Deposits — Residential MOItEage .........coovvvvvvversvsnssesssissssnnnns 95,629 83,512 79,418 69,872 61,607
L Commercial MOTTEAGE .........vvveverrereeeresveeesssrecsessroesens 102,660 84,932 67,008 44,667 34,651
. LLEETT CONSTIUCTION, NIET.1iitviiriierrireririssersssseassiassensarnrerrsessssssssns 6,985 4,857 5,421 5,437 4,649
1998 marks the fourth consecutive year of strong ORI ovovovvevere e ismsseneees e ssseseseseeee e oo 1,219 1,209 938 1,066 1,116
deposit growth, with an $18.2 million increase over % Allswatice Tor I 10808 s s ity 1,729 1,560 1,393 1.277 1,338
1997. Deposit growth for 1999 will be assisted by the % Foreclosed real estate, NEt ..ovvevveeeerievenriericrecesnesrsensaian s — o — 34 439
overine of & new btanch inSoath Wevinoith DIBPOSIES 1ovvveeeevriemireeteieieeteiee et s ettt 178,741 160,506 150,015 133,042 116,684
P & b ymou % Federal Home Loan Bank advances ......cccoovevvieciiiiciicveeeenn. 55,000 38,147 29,754 22,000 19,000
1995 %0 sy 1998 Other borrowed funds ....c.ooccevecevverreeroscsessesinesssssesssssses 56 319 188 — =
Stockholdeis  SHuityy s vt 23,676 21,377 19,212 17,819 15,981
$204,774
Loans ! Years Ended December 31,
s 1998 1997 1996 1995 1994
$151,166 (In Thousands, Except Per Share Amounts)
S More than $81.4 million in loans were originated in Income Statement Dara: 0 , p
1998, resulting in a remarkable 18% growth in our Totai interest and dividend income ......occovvviiieeiiise i $ 18,;?% $ lg,?gg $ lg,ggé $ lﬁ,g;;} $ 9,223
1 ol 1997. M than 99% of the Total IHtErEst EXPENSE s mmsnmnsrmies e mmsms: 9,21 ; ; ; 4,324
SR JRTEICEIOPEVEE aiite SRS TURUL St el s vl NEE IDErESt INCOME erveerersvvererereerersesmseresesrmssresriveees 8,938 8,245 7,006 6,203 5,639
T = = = portfolio is secured by mortgages. Provision forloai |65eimmeemmmmmmms s i 151 174 107 120 120
(In Thousands) Other T O T o B T e S ?42 653 6 14 509 642
= : OPErating EXPENSES vrveverrerrrermreeermrreresemserererereresessccrsesesees 4,716 4,458 4,066 3,641 3,860
o ‘ ' Dividends Declared $0.49 : Income before iNCOME taxes .o ereriereieieieeeeeiceeeaee 4,813 4,266 3,447 2,951 2,301
Quarterly dividends continue to show steady improve- Per Share Income tax provision (Benefit).......ccoovorrrrverercorisisrerrriveenones 1,811 1,607 1,403 1,045 (255)
ment with the dividend payout ratio surpassing 30%. Bl
In 1995 dividendydecled mitessed by approdately 5030 % % R $ 3002 § 265 $ 2044 $ 1906 $ 2556
23% over those of 1997. s % Earnings per share:
% % BASIC 1t vrveseveie sttt ettt $ 153 § 136 $ 105 § 098 3 1.33
$3,002 | 1995 1996 1997 1998 Diluted ............................................................................. $ 1.49 $ ]_.33 $ 1 04 $ 0.97 $ 1.32
Ret T $2.659 Financial Ratios:
Reeturn On:average asSels .ioiias iy s s 1.26% 1.26% 1.10% - L17% 1.70%
$2,044 REturn on average eqUily. ..ooeeeeeeeeeeverereeereemeneceneeseeneneeees 13.18 13.00 11.06 11.11 17.09
§1,906 . _ Average equity [0 aVETAZE ASSETS .ot 9.59 9.67 9.94 10.54 9.94
% % The results for 1998 represent the third consecutive Interest rate SpTeat ittt e o 3.36 3.48 L) 3.42 3.55
% year of significant increases in net income. Net yield on average earning assets .......cococevevevereeeereeeeececenenns 3.88 4.02 3.90 3.96 3.92
% Net income for 1998 rose 13% over that of 1997. Dividetid Dayolit Bario oo mmmnmbais it 32.03 2941 28.57 23.47 8.27
. et i {005 Cash dividends declared per share ........ccccocvrniinnnciciaians $ 049 % 040 $ 030 $ 023 $ 0l1
(In Thousands)
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Founded in 1834, Hingham Institution. for Savings has served
the local community for more than 164 years. On December 20,

achieved primarily from growth in earning assets. In particular,
loan originations were $81.4 million in 1998, as compared to
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The following table details changes in net interest income and net vield on average earning assets.

Years Ended December 31,

1988, the Bank converted its ounership from mutual to stock form. $56.0 million in 1997, and $60.5 million in 1996. Also con- 1998 1997 1996 '
Banking services are provided through branch offices in Hingham, tributing to earnings growth in 1998, but to a much lesser Average Yield/ Average Yield/  Average Yield/
South Hingham, Hull, Scituate, Cohasset, and in the first quarter degree, were net pains on sales of assets which totaled $106,000 Balance Interest Rate  Balance Interest Rate Balance Interest  Rate
of 1999, South Weymoutk. in 1998 with nio net gains reported for 1997 or 1996, Partially " (Dollars in Thousands)
The following infotmation should be read in conjunction offsetting ireprovements in earnings were increases in expenses Assets:
with the Consolidated Financiat Statements and Notes con- in each of the three periods, resulting primarily from increased 1oans:
tained in this report. salaries and employee benefits expenses. Despite increased Real estate 10ans ..o $ 184,924 $15524  839% $ 161,156 $13,752  853% § 134,775 $11,283  837%
expenses, the Banl’s efficiency ratio, which measures the per- Commercial 10ans. ..o 260 321231 764 7T 9.29 1080 105 9.2
COMPARISON OF THE YEARS 1998, 1997, and 1996 cent of net operating revenues consumed by operating expens- Other loans ..o, 988 86 8.70 1,075 93 8.65 04 36 8.65
X o ¢ o o
RESULTS OF OPERATIONS = dd;;’pj;df;‘; fgé%’é for 1998, as compared to 50.1% for 1997 Total loans (1) (2) oo 186172 15642 840 - 162995 13016 854 136849 11474 838
. (o] .
For the year ended December 31, 1998, the Bank eamed Investment securities {3) (4} ..o 37,431 2,176 5.81 36,537 2,197  6.01 37,218 2,195 5.90
$3.0 milli d to $2.7 million in 1997 and $2.0 Net Interest Income B
- Milian, 8s compared to $e. ¢ miton 1n and »e- Interest-bearing depasits................ 6,510 343 527 5414 292 539 5,564 293 517
mitlion in 1996. On a per-share basis, the Bank earned $1.53 The Bank reporced $8.9 million in net interest income for ‘ ~ N
in 1998, $1.36 in 1997, and $1.05 in 1996. On a dilutive basis, 1998 as compared to $8.2 million in 1997 and $7.0 million in Total earning assers ..o 230,113 18,36t 789 204946 16405 8.00 179.631 13,962 177
which assumes thar certain stock options have been exercised, 1996. This positive trend was primarily the result of continued BT B85S 1renrrerreeererrrsersemsarensens 7,447 6,481 6,277
earnings per share were $1.49 in 1998, $1.33 in 1997, and growth in loans, Oustanding loans averaged $186.2 million N '
$1.04 in 1996, for 1998 as compared to $163.0 million for 1997 and $136.8 Total assets coooeeieeenene $ 237,560 $ 211,427 $ 185,908
Growth in earnings in each of rhe three periods was million for 1996. Liabilities and stockholders’ equity:
Interest-bearing deposits: *
NOW accounts (5} .o $ 14,026 158 1.13 % 13,173 169 128 % 12,980 184 142
The following table presents information regarding changes in interest and dividend income and interest expense of the Money market deposits........... 20,641 595 2.88 26,600 621 3'91 20,269 606 2.99
Bank for the years indicated. For each category, information is provided with vespect to changes attributable to changes in Regular .o 32,711 806 %46 31,257 83 251 31,291 783 250
rate {change in rate muldplied by old volume) and changes in volume (change in volume mudeiplied by old rate). The change Term certificates..ooieeiicrenee: 89,747 5013 359 83,257 4690 5.3 71,153 4053 570
attributable to both volume and rate is allocated proportionately to the changes due to volume and rate. Total interest-bearing
deposits oo, 157,126 0,572 4.18 148,287 6,263 422 135,694 5,626 4.15
BOUTOWIRZS -1 46,260 2651 573 32212 _1,897 589 22557 1330 590
Years Ended December 31, Total interest-bearing
1998 Compared to 1997 1997 Compared to 1996 Habilities ovveerveriarsremsensionres 203,386 9,243 4.53 180,499 8,160 4.52 158,251 6,956 4.40
Increase (Decrease) Increase (Decrease) Demand deposits ..o 10,208 9,291 7,854
Dueto . Dueto Other liabiltes . ecovoevorereccerrne 1,194 1,188 1,323
Volume Rate Total Volume Rate Total Stockholders” equity oo 22,772 20,449 18,480
Interest and dividend income: I Toral iabilities
) ’ Y vveennas 237,560 $ 211,427 185,908
TOEA JOARS oo $ 1934 $ (208) $ 1,726 $226 $ 216 $2,442 and stockholders” equity 323760 Tt 118508
Investment securiries and Net interest INCOME v, $ 8938 $ 8,245 $ 7,006
Federal Home Loan Bank stock i, 53 (74} (21) {41) 43 2 Weighted average rate spread......... 3.36% 3.48% 3.37%
Interest-bearing deposits «.oovevericiricinninnens 58 (7 51 {8) 1 (1) _ ‘ 6 —B—-é—é‘V ‘;“6*2?9/ 3.00%
Total interest and dividend income ......... 2,045 (289) 1,756 2,177 266 2,443 Net yield on average earning assets (6) e wen VR
Interest expense: (1} Gross of allowance for loan losses.
IIEPOSIES tveevireroieriereraieesvireinarasiressesaensnesseraens 411 (102) 309 694 {57) 637 (2} Includes average non-accrual loans.
BOITOWINES oo 806 (51) 754 569 A 567 (3} Excludes the impact of the average unvealized gain (loss) on securities available for sale.
Total interest eXpense ......oveveecevsrisisnee _ 1,217 (154) 1,063 1,263 {59} 1,204 {4) Includes Federal Home Loan Bank stock.
NEt INerest INCOme. comeeererereeeeereeeeeeeieeemenee. 828§ (135)  § 693 § 914 % 325 $1,239 (5} Includes mortgagors’ escrow accounts.
' = (6) Net interest income divided by avevage otal earning assets.
13
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Founded in 1834, Hingham Institution for Savings has served
the local community for more than 164 years. On December 20,

achieved primarily from growth in eaming assets. In particular,
loan originations were $81.4 million in 1998, as compared to
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The following table details changes in net interest income and net yield or. average earning assets.

Years Ended December 31,

1988, the Bank converted its ownership from mutual o stock form. $56.0 mitlion in 1997, and $60.5 million in 1996, Also con- 1998 1997 1996
Banking services are provided through branch offices in Hingham, tributing to earnings growth in 1998, but to a much lesser Average Yield/ Average Yield/  Average Yield/
South Hingham, Hull, Scituate, Cohasset, and in the first quarter degree, were net gains on sales of assets which totaled $106,000 Balance Interest Rate  Balance Interest Rate Balance Interest  Rate
of 1999, South Weymouth. in 1998 with no net gains reported for 1997 or 1996. Parrially {Dollars in Thousands) '
The following information should be read in conjunction offsetting improvements in earnings were increases in expenses Assets:
with the Consolidated Financiai Statements and Notes con- in each of the three periods, resulting primarily from increased foans:
tained in this report. salaries and employee benefits expenses. Despite increased Real estate 10ans ..o $ 184924 $15524  839% § 161,156 $13,752  853% $ 134775 $11283  837%
expenses, the Bank’s efficiency ratio, which measures the per- Cormmercial 10ans ..o 260 32 1231 764 71 9.29 1080 105 9.72
COMPARISON OF THE YEARS 1998, 1997, and 1996 cent of net operating revenues consumed by operating expens- Othes L0ANS -roreevrnrereescere 988 8 870 1,075 93 865 994 8 865
O, . [ 0y i T
RESULTS OF OPERATIONS o ddggpf;df;i f99§36/° for 1998, as compazed to 50.1% for 1997 Total loans (1) (2).. 186,172 15,642 840 162995 13916 854 136849 11,474 838
. (o] A .
For the year ended December 31, 1998, the Bank eamned Investrment securities {3} {4).......... 37,431 2,176 5.81 36,537 2,197 6.01 37,218 2,195 5.90
$3.0 million, as c ared to $2.7 million in 1997 and $2.0 Net Interest Income z
Tlion in 1996, O pet-share basis, the Bank camed $1.53 The Rank 4$8.9 million in net i . ; Interest-bearing deposits............... 6510 343 5.1 5414 297 539 5564 293 5.7
miilion in . On a per-share basis, the Bank earned $1.5 ¢ Bank reported $8.9 million in net interest income for _
in 1998, $1.36 in 1997, and $1.05 in 1996. On a dilutive basis, 1998 as compared to $8.2 million in 1997 and $7.0 million in Total earning assets ..o 230,113 18,161 789 204946 16405 800 179,631 13962 177
which assumes that cerrain stock options have been exercised, 1696. This positive trend was primarily the result of continued Oher 255ET5 e ureevmrnrerirereeriesarereeneens 7,447 6,481 6,277
earnings per share were $1.49 in 1998, $1.33 in 1997, and growth in loans. OQutstanding loans averaged $186.2 million e <
$1.04 in 1996, for 1998 as compared to $163.0 million for 1997 and $136.8 Total assets weevverceiesesens % M M
Growth in earnings in each of the rthree periods was million for 1996. Liabilities and stockholders’ equity:
Interest-bearing deposits:
NOW accournits (5} $ 14,026 158 113 % 13,173 169 128 % 12,980 184 1.42
The following table presents information regarding changes in interest and dividend income and interest expense of the Money market deposits............ 20,641 595 188 20,600 621 301 20,269 606 2.99
Bank for the years indicated. For each category, information is provided with vespect to changes attributable to changes in Reguiar..,,:.. ------------------------------ 32,712 806 246 31,257 783 151 31,292 783 250
rate (change in rate muitiplied by old volume) and changes in volume (change in volume muliiplied by old rate). The change Term certificates .o 89,747 5013 559 83257 4,690  5.63 1,155 403 5710
attributable to both volume and rate is allocated proportionately to the changes due to volume and rate. Total interest-bearing
deposits i, 157,126 6,572 4.18 148,287 6,263 4112 135,694 5,626 4.15
BOITowings ..o, 46,260 2,651 5.73 32,712 1,897 5.89 22,557 1,330 5.90
Years Ended December 31, Total interest-bearing
1998 Compared to 1997 1997 Compared to 1996 liabilities e 203,386 9,223 4.53 180,499 8,160  4.52 158,251 6,956 4.40
Increase (Decrease) Increase (Decrease) Demand deposits. oo, 10,208 9,291 7,854
Due to Due to Other liabilities ..cooooveccrecrvrrererirecrn 1,194 1,188 1,323
Volume Rate Total Volume Rate Total Stackholders’ equity .o 22,712 20,449 18,480
nesest and dividend : o Thousands) Total liabilities
nrerest ar IVIGENCG NCome: i
: kholders’ equity .......... 5 237,560 $ 211427 185,908
TOtAL LOARS. v eveerereeeseresesseescernsre s erserers e $ 1,934 $ (208 $ 1,726 $226 % 216 $2.442 and stockholders” equity 3 237360 $ 211,427 ) $ 185,008
Investment securities and Net interest income ..o $ 8938 38245 $ 7,006
1 Pedebzai Ho{r;e Loan Bank stock....coveenn, ?g (’E;@; (é}) (‘(Fé; 4? (%) Weighted average rate spread......... 3.36% 3.48% 3.37%
nterest-bearing deposits ) ‘ o —
_ ' ; : B8% 02% 3.90%
Total interest and dividend income ......... 2,045 (289} 1,756 2,177 266 2,443 Net yield on average earning assets (6} 3.88% +02% ?
Interest expense: (1} Gross of allowance for loan losses.
DIEPOSIES cvereerirrvrerraesrirsirresressisverseesonrereeresensens 411 (102) 309 694 (57) 637 (2} Includes average non-accrual loans.
BOITOWIIES roevemreeeveseecseseeesemaeeeseeeeseseeer e ienaes 806 (52) 754 569 (2) 567 (3} Excludes the impact of the average unvealized gain (loss) on securities available for sale.
Total INTETEst EXPETISE vvvevirererarviniersrirereersions 1,217 (154) 1,063 1,263 (59) 1,204 (4) Includes Federal Home Loan Banl stock.
Net IErest INCOME.rrvvvoserersoeroemeoeemeomsiseresesiose $ 828 $ (135 $ 693 $ 914§ 325 $1,239 (5} Includes mortgagors’ escrow accounts.

{6) Net interest income divided by average total earing assets.
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interest income is derived from residential and commercial
mortgages, home equity, installment and commercial loans,
and the investment portfolio. The Bank earned an average
yield of 7.89% on these assets in 1998, as compared to 8.00%
in 1997, and 7.77% in 1996. For 1998, 1997 and 1996, interest
income totaled $18.2 million, $16.4 million, and $14.0 mil-
lion, respectively. Average total earning assets increased $25.2
million, or 12%, in 1998 aver 1997 and $25.3 million, or 14%,
in 1997 over 1996. The Bank achieved this growth by contin-
uing to focus on real estate lending and decreasing its emphasis
on the investment portfolic.

Average deposit and borrowing balances increased in 1998
and 1997 as the Bank employed these sources to fund its loan
growth. As a result, interest expense, which is incurred on cer-
tificates of deposit, NOW, savings and money matket deposit
accounts, Federal Home Loan Bank (“FHLB") advances and
other borrowings, collectively increased in these periods.

The average rate paid on interest-bearing deposit accounts
was 4.18% during 1998, as compared to 4.22% for 1997, and
4.15% for 1996. Over the three periods, the average rate paid
on each deposit type has decreased. However, the balances
held within each deposit type have fluctuated over the three
periods, resulting in a shift to higher-yielding funds. This is
evidenced by the certificate of deposit category which com-
prised 57% of average interest-bearing deposits in 1998, 56%
in 1997, and 52% in 1996.

Interest expense on borrowings continued to rise during
1998, resulting primarily from an increase in advances.
However, the average rate paid on borrowings continued to
decline to 5.73% in 1998 from 5.89% in 1997 and 5.90% in
1996 due to the downturmn in market interest rates. Also, dur-
ing 1998, the Bank continued its participarion as a note option
depository 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 management’s
assessment of the adequacy of the allowance for loan fosses.
Management considers the size of the loan portfolio, the risks
associated with certain loan types, and the underlying collater-
al values of individual loans as well as other facrors. The provi-
sions for loan losses for 1998 was $151,000 as compared to
$174,000 in 1997, and 3107,000 in 1996. In 1998 and 1996
net recoveries of previously charged-off loans enzbled the Bank
o maingain an adequate level of allowance for loan losses with
a lower annual provision.

4

Other Income

The most significant component of other income was fees
earned on customer accounts with $441,000 reported for 1998,
$491,000 for 1997, and $451,000 for 1996. In 1998, customer
service fees declined as a result of a lower volume of fee-hased
rransactions and the introduction of the “Completely Free”
checking account. This new product has dramatically
increased the non-interest bearing deposit base which has posi-
tively contributed to the net interest margin. In 1997, the
increase in fees reflected a higher volume of transactions along
wirh a modest rise in the fee schedule.

Other income is also comprised of net gains or losses on sales
of investments and loans. In 1998, the Bank reported $106,000
ixt net gains on sales of loans and securities classified as available
for sale. There were no such sales in 1997 and 1996.

Operating Expenses

As a petcentage of average total assets, expenses declined
steadily ro 1.99% in 1998 from 2.11% in 1997 and 2.19% in
1996.

Salaries and employee benefits were the largest component
of operating expenses at $2.7 million for 1998, $2.5 million for
1997, and $2.3 million for 1996. Annual merit-based raises

have contributed to the increase in salary expenses.

Occupancy and equipment expenses increased over the
three periods. In 1998, the increase was the result of refurbish-
ment of the main office and select computer equipment
upgrades. In 1997, the increase was primarily the resulr of a
Bank-wide computer system upgrade. The result of these
improvements will be the ability to meet customer needs,
enhance administrative efficiency, and lower maintenance
expenses. In 1999, it is anricipated that these expenses will rise
further due to the addition of a new branch office in South
Weymouth.

All other operating expenses including data processing,
deposit insurance, fegal, and other were $1.4 million combined
for 1998, $1.5 million for 1997, and 3$1.3 million for 1996. The
Bank has successfully controlled these expenses despite signifi-
cant asset growth and increased account and transaction vol-
umes over the three periods.
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Income Taxes

The Bank’s effective tax rare for 1998, 1997 and 1996 was
37.6%, 37.7% and 40.7%, respectively. In 1997 the Bank
employed strategies with respect to its securities portfolio
which reduced its effective tax rate. The Bank continues to
explore strategies which may have the effect of further reduc-
ing its effective tax rate.

COMPARISON OF THE YEARS 1998 AIND 1997
BALANCE SHEET ANALYSIS

The Bank had total assets of $260.1 million at December 31,
1998, an increase of $37.5 million, or 17%, from the $222.6
million level at year end 1997.

Loans

At December 31, 1998, the Bank reported net loans of
$204.8 miilion, or 79% of rtotal assets. Comparably at
December 31, 1997, net loans were $172.8 million, or 78% of
total assets. This growth of $31.9 million, or 8%, was
achieved through the origination of $81.4 million in mortgage
and other loan products. A stringent underwriting policy con-
tinues to complement this lending strategy. At December 31,
1998 and 1997, mortgage loans accounted for more than 99%
of pross loans with commercial mortgages representing approxi-
mately 49% of the mortgage portfolio in 1998 and 1997.

The Bank’s lending strategy during 1998 and 1997 has
been to provide commercial property, single family, and multi-
family loans ar an initial fixed rate for three to five years with a
floating rate thereafrer. Residential mortgages are generally
underwritten to conform to Federal National Mortgage
Association or Federal Home Loan Mortgage Corporation
guidelines. The Bank also offers home equity loans indexed to
the prime lending rate.

The Bank’s loan portfolio is reported net of the allowance
for loan losses. At December 31, 1998 and 1997, the
allowance had a balance of $1.7 million and $1.6 million,
respectively. The allowance is maintained at a level adequate
to ahsoth losses. Loan losses are charged against the allowance
when the collectibility of lean principal becomes unlikely.
Recoveries are recorded as addirional reserves when received.
For 1998 there were $18,000 in recoveries of previously
charged-off loans and no loan charge-offs. There were $6,000
in recoveries and $13,000 in charge-offs in 1997,

Non-accrual loans totaled $492,000, or 0.19% of toral
assets, at December 31, 1998, as compared to $1.7 million, or
0.77% of toal assets, at year end 1997. The decrease in non-

accrual loans is primarily the result of two mortgage borrowers,
with whom the Bank waorked to resolve the delinquency. In
1998 there was a rotal of $1.5 million in loans 90 days or more
past due and still accruing. These were matured loans and
were all current with regard to interest payments. There was
na foreciosed real estate held during 1998 or 1997,

The following table presents information regarding the
Bank’s non-accrual loans:

At December 31, 1998 1997
(In Thousands}

Residential Mortgages § 229 $1,200

Commercial Mortgages 263 502

Commercial Loans — 5

Installment Loans e 1

Total Non-accrual Loans $ 492 $1,708

{1} Includes home equity laans.

Investments

The purpose of the Bank’s investment portfolio is to sup-
plement the Bank’s lending acrivities by generating income,
providing liquidiry through the receipt of principal and interest
payments, and use as collateral to obtain borrowed funds. At
December 31, 1998, the portfolic was comprised of mortgage-
backed and agency issues for a total of $28.2 million, or 11% of
rotal assets, as compated to $35.4 million, or 16% of rotal
assets, at year end 1997. All securities in the portfolio are
issued or guaranteed by U.S. Government agencies or U.S,
Government-sponsored agencies and, as such, carry a relatively
few risk-weighting under Federal Deposit Insurance
Corparation (“FDIC") risk-hased capital guidelines.

At December 31, 1998, $8.5 million, or 30% of the Bank’s
investment portfolio, was comprised of mortgage-backed securi-
ties, a decline of $8.8 million from the $17.3 million held at
December 31, 1997. These securities are subject to declines in
principal balances due to principal repayments. Repayments
tend to increase as market interest rates fall and the individual
underlying mortgages are refinanced av lower rates. Conversely,
repayments tend to decrease as market interest rates rise,

At year end 1998 and 1997, the entite investment portfo-
lic was classified as available for sale and was carried at fair
value with unrealized gains or losses reported in accumulated
other comprehensive income as a separate component of stock-
holders’ equity. The unrealized gain on the investment portfo-
fio amounted ro $87,000, net of tax effects, at December 31,
1998 as compared to an unrealized loss of $50,000 at year end
1997, reflecting an improvement in market conditions. The
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fair value of securities fluctuates with the movement of interest
rates. Generally, during periads of decreasing interest rates, the
fair values increase whereas the opposite may hold true during
a rising interest rate environment.

Deposits
At December 31, 1998, the Bank held a total of $178.7

million in deposits, an increase of $18.2 million, or 11%, from
the $160.5 million in deposits at year end 1997. The Bank
offers a wide tange of products, competitively priced, accompa-
nied by quality service. During the first quarter of 1999, the
Bank plans to open its fifth branch office, in South Weymouth.

Primary competition for deposits are other banks and cred-
it unions in the Bank’s market area and mutual funds. The
Bank’s ability to attract and retain deposits depends upen satis-
faction of depositors’ requirements with respect to rate, liquidi-
ty, risk, and service. The Bank offers competitive rates, conven-
ient branch locations, and the added convenience of automat-
ed teller machines. Deposits are insured in full through the
Federal Deposiz Insurance Corporation and Deposit Insurance
Fund of Massachusetts. This insurance, combined with the
Bank’s serong capital position, provides an advantage in allay-
ing customer concerns regarding the safety of deposits.

Core deposits, comprised of savings, NOW, money market
and demand deposit accounts were $386.1 million ar Decernber 31,
1998 as compared to $73.6 million at year end 1997, an
increase of $12.5 million, or 17.0%. Certificates of deposit
were $92.6 million, or 52% of total deposits, at Decermber 31,
1998 as compared to $86.9 million, or 54% of total deposits, at
year end 1997, an increase of $5.8 million.

Borrowings

The Bank had $55.0 million in FHLB advances at
Decernber 31, 1998, as corpared to $38.1 million at year end
1997. The Bank borrowed an additional $16.9 miltion in 1998
to fund growth in the loan portfolio and to effectively manage
its interest rate sensitivity position. During 1997, the Bank
increased its note option depository for treasury, tax and loan
deposits which provides the Bank with an additional source of
short-term funding at a preferred interest rate. At December 31,
1998 and 1997, there was $56,000 and $319,000, respectively,
in such borrowings.

Liquidity and Capital Resources

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

As a member of the Federal Home Loan Bank of Boston,
the Bank is eligible to obtain both short and long-term credit
advances. The Bank can borrow up to approximately $74.5
million to meet its borrowing needs, based on the Bank’s avail-
able qualified collateral which consists primarily of 1-4 family
residential mortgages. Upon specific approval from the FHLB,
the Bank may also pledge securities and other mortgages as col-
lateral to secure as much as $57.5 million in additional horrow-
ings. At December 31, 1998, the Bank had $55.0 million in
advances.

The Bank can also enter into repurchase agreement trans-
actions should the need for additional iiquidity arise. At
December 31, 1998, the Bank had no repurchase agreements
outstanding.

At December 31, 1998, the Bank had capital of $23.7 mil-
lion, or 9.10% of total assets, as compared to $21.4 million, or
9.60%, at December 31, 1997. Total capital is adjusted by the
urealized gains or losses in the Bank's available-for-sale securi-
ties portfolio, and as such it is subject to fluctuations resuiting
from changes in the market values of its investment securities.
At December 31, 1998 the Bank’s entire securities portfolio
was classified as available for sale, which had the effect of
increasing capital by $87,000. In compariscn, at vear end 1997
capital was reduced by $50,000.

Massachusetts-chartered savings banks that are insured by
the FDIC are subject to minimum capital maintenance require-
ments. Regulatory guidelines define the minimum amount of
qualifying capital an institution must maintain as a percentage
of risk-weighted assets and average total assets. The Bank's
ratios exceeded these regulatory capital requirements in both
1998 and 1997.

High capital levels were maintained despite a more agpres-
sive dividend policy, During 1998 the Bank declared dividends
of $0.49 per share, which included an $0.11 per share special
dividend which was declared in the fourth quarter. In compar-
ison, in 1997, the Bank declared dividends of $0.40 per share,
which included a 30.09 per share special dividend. The Baok’s
dividend payout ratio, which is calculared by dividing divi-
dends per share into earnings per share, increased to 32.03%
for 1998 as compared to 29.41% for 1997.

On September 4, 1998, the Board of Directors declared a
three-for-two stack splis, effected in the form of a stock divi-
dend. The split had the effect of increasing the number of
shares outstanding from 1.3 million to nearly 2.0 million. The
stock split also had the effect of reclassification of $654,000
from additional paid-in capital to common stock. All current
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and histerical per-share amounts presented in this 1998
Annual Report have been adjusted to reflect this event.

IMPACT OF INFLATION AND CHANGING PRICES

The consolidated financial statements and related consoli-
dated financial data presented herein have been prepared in
accordance with generally accepted accounting principles which
generally require the measurement of financial position and
operating results in rerms of historical dollars without consider-
ing the changes in the relative purchasing power of money over
time due to inflation. The primary impact of inflation on aper-
ations of the Bank is reflected in increased operating costs.
Einlike most industrial companies, virtually ail the assets and lia-
hilities of a financial institution are monetary in nature. As a
result, mterest rates have a more significant impacr on a finan-
cial institution’s performance than the 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.

IMPACT OF THE YEAR 2000 ISSUE

The Year 2000 Issue: is the result of computer programs
being written using two digits rather than four to define the
applicable year. Computer prograrms that have date-sensitive
software may recognize a date using “00” as the year 1900
rather than the year 2000, which may result in 2 system failure
or miscatculations. This could cause disruption to operations,
including, among other things, a temporary inability to process
transactions or engage in normal business acrivities.

The Bank has assessed the potential impact of the Year
2000 Issue on its key operational areas. Virtually all of the
Banl's deposit and loan data processing is supplied by one ven-
dor who has substantially completed renovations of its software.
The first stage of the testing process was complered in Ocrober of
1998, and the results indicated that in all material respects, the
software will accurately calculate date-sensitive data.

The Bank has also completed testing of other critical sys-
tems such as the components of its wide-area network, its
interface with the Federal Reserve Bank of Boston and varicus
accounting applications. In each case, the results have indicat-
ed Year 2000 compliancy.

The Bank continues to work with its other vendors who
provide software, hardware, and other date-sensitive equip-
ment to ensure that all systems will remain operational in the
Year 2000 and beyond. Also under consideration are the
Bank's commercial loan customers, whose operations may be
impacted by Year 2000 problems and may subsequently impair
their ability to meet their financial obligations to the Bank.

The Bank is in the process of refining and testing its Year
2000 Contingency Plan. The Plan defines the Bank's most
critical functions and addresses the alternative and ancillary
procedures which should be followed if the Year 2000 issue
proves to be disruptive. The Plan is expecred o be finalized by
the second quarter of 1999.

It is the Bank's belief that ali key systems are, or will be,
Year 2000 compliant in advance of the millennium, and
expenditures are not expectad to be material.

FORWARD-LOOKING STATEMENTS

This annual report may contain statements relating to fature
results of the Bank {(including certain projections and business
trends} that are considered “forward-looking statements” as
defined in the Private Securities Litigation Reform Act of 1995,
Actual results may differ materially from those projected as a result
of certain risks and uncertainties including, but not limited to,
changes in political and economic conditions, interest rate fluctu-
arions, competitive product and pricing pressures within the
Bank’s market, bond marker fluctuations, personat and corporate
customers’ bankrupteies, and inflation, as well as other risks and
uncertainties.

ASSET/LIABILITY MANAGEMENT

The earnings of most banking institutions are exposed to
interest rate risk because their balance sheets, both assets and lia-
bilities, are predominantly interest bearing. It is the Bank's
ohjective to minimize, to the degree prudently possible, its expo-
sure to interest rate risk, bearing in mind that the Bank, by its
very nature, will always be in the business of taking on interest
rate risk. Interest rate risk is monitored on a quarterly basis by
the Asset Lishilicy Committee of the Bank. The primary tool
wsed by the Bank in managing interest rate risk is income simula-
rion modeling. Income simulation modeling measures changes in
net interest income by projecting the furure composition of the
Bank’s balance sheet and applying different interest rate scenar-
fos. Management incorporates numerous assumptions into the
simulation model, such as prepayment speeds, balance sheer
growth and deposit elasticiry. Rates are assumed to rise, or
decline, steadily over a ewelve-month period, then remain con-
stant over the remaining petiod.

Assuming an upward shift in the yield curve resulting ina 200
basis-point increase in short-term rates and an approximate 54 hasis-
point increase in long-term rates, management estimates a 1.65%
decrease in net interest income over a 24-month period.
Conversely, management estimates a 1.81% decrease in net interest
income aver a 24-month period assurning a downward shift in the
yield curve resulting in a 200 basis-point decrease in short-term rares
and an approximate 74 basis-point decrease in long-term rates.
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The Bank’s interest rate risk exposure is believed to be
managed and well within pre-defined limits.

To a significantly lesser degree, the Bank also utilizes GAP
analysis which involves comparing the difference between inter-
est-rate sensitive assets and liabilities that mature or reprice during
a given period of time. However, GAF analysis does not measure
the financial impact of mismatched assets to liahilities, nor does it
measure the velocity at which assets and liabilities reprice.

During 1998, the Bank took advantage of lower long-term
interest rates by lengthening the rerms of its borrowings. At
December 31, 1998, 68% of the borrowing balance matured with-

in two years as compared to December 31, 1997 when 100% of
the borrowings marured within the same time period. The Bank’s
assets were also affected by the lower interest rate environment.
There was $20.4 million in prepayments, calls, sales and maturi-
ties of investments during the year, the majority of which were
lenger term and higher yielding. Mortgage customers preferred
longer-term fixed-rate mortgages, as evidenced by the $5.6 mil-
lion increase in the grearer-than-five-year, fixed-rate category,
and the $20.2 million increase in fixed-rate loans overall, Some
adjustable-rate loans lengthened as well, with approximately 88%
of the portfolio repricing within three years at year end 1998 as
compared to 94% at year end 1997.

SInceprendent Sludstors’ 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,
1998 and 1997, and the related consolidated statements of income, changes in stockholders' equity and cash flows for
each of the years in the three-year pericd ended December 31, 1998, These consolidated financial statements are the
responsibility of the Bank's management. Cur responsibility is to express an opinion on these consolidated financial

The following tables present intevest-rate sensitive assets and labilities categorized by expected matwerity (or interest vate adjusement date, if earlier) and weighted average rate. statements based on our audits.
Expected matwrities are conzractual maturities adfusted for amortization and prepayment of principal. Prepayment speeds range from 49 to 24% depending upon the particular asset
category. Generally, adjustable vate loans are indexed to Prime or Treasury rates and can reprice as much as 200 basis points per vear and 600 hasis paints over the life of the loan.

Non-certificate deposits do not have conmactual magurities. The wbles veflect management’s assumptions about the vepricing characteristics of such deposits.

December 31,1998

Maturing or repricing within: OneYear 1-ZYears 2-3Years 3-4 Years 4-3 Years Thereafter Total
{Doltars in Thousands)

We conducted our audits in accordance with generally accepted auditing standards. Those standards require chat we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of marcerial mis-

statement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the finan-

cial statements. An audit also includes assessing the accounting principles used and significant estimates made by man-

Interest-earning assets: ‘ _ ’ » , A .
agement, as well as evaluating the overall financial statement presentation. We believe that cur audits provide a reason-

Investments, L COSL .ovrrmnrmecnrann. $ 27,142 $ 11,485 $ 2,480 $ 112 $ 144 $ 84 % 41,447
5.37% 5.81% 5.79% 6.76% 5.98% 6.53% 5.52% able hasis for our opinion.
Loans: '
Fixed fate e 5 32’86?%; " $ ”g% o $ 12%393;'(}, $ 9’76é2 o $ 9’76,}}3} . $3 Oé‘zé; o $Hzé8?§0/ In our opinion, the consolidated financial statements referred to above present fairly, in all material respecss, the finan-
Adjustable Tate oo § 51’1‘24 ’ $ 19’4‘01 ’ $ 11!7‘99 7 $ 4,809 ’ 3 5,994 0 $ 5'3? ’ $ 93,555 ’ cial position of Hingham Institution for Savings and subsidiaries as of December 31, 1998 and 1997, and the results of
8.59% 8.60% 8.44% 8.25% 8.33% 10.36% 8.55% their operations and their cash flows for each of the years in the three-year period ended December 31, 1998 in conformi-
Interest-bearing liabilities: ty with generally accepted accounting principles.
Deposits:
Non-certificate accounts......... $ 34,208 % 11,487 $27211 % — 3 — % —_ % 72,906
2.84% 2.52% 1.83% - — - 2.41% f ‘
Tetm Certificates. ..o $ 60,196 $19333 $ 2947 $ 587 $ 585 0§ — $ 9,648 | U/
5.31% 5.93% 5.60% 5.84% 5.52% 5.45%
Borrawings .vevovvevereseeeerennennnns $ 23,556  $ 14000 $ 6000 % 1,000 $ 1,500 § 9,000 % 55,056
5.45% 5.36% 5.73% 5.83% 5.36% 527% 5.43%
December 31,1997 Boston, Massachusetss
Maruring or repricing within: OneYear 1-2Years 2-3Years 3-4Years 4-3Years Thereafrer Total January 22, 1999
) (Dollars in Thousands)
Interest-earning assets:
Investments, af COSL errarenrurareenn. $ 13,127 3 9,113 $ 9,187 $ 1,150 $ 636 $ 5,685 % 38918
6.41% 6.45% 6.44% 6.82% 7.13% 6.52% 6.47%
Loans:
Fixed t3te covvvvrcrivvvnini 8 23,013 % 22,281 $ 10,931 $ 6,969 $ 4,890 % 24,595 % 92,679 ,
8.63% 8.41% 8.28% 8.03% 7.71% 7.64% 8.18%
Adjustable rate oo, $ 46,542 $ 13,443 $16,981 $ 2,716 $ 1,108 % 1,051 % 81,841
9.03% 8.31% 8.71% 8.61% 8.49% 8.48% 8.82%
Interest-bearing liabilities:
Deposits:
Non-cerrificate accounts.......  $ 20,359 § 20,359 $23,973 $ — 5 — % — % 64,691
2.15% 2.75% 1.80% p— - —_— 2.40%
Term certificates. ... $ 63,632 $ 13,793 $ 7,781 $ 1262 $ 408 % - § 85,876
5.58% 5.84% 6.45% 5.71% 6.03% e 5.70%
BOITOWINGS oovvovviocrmerenioeeens $ 33,466 5000 —  §  — $ — 5 — $ 38466
5.84% 5.96% — — — — 5.85%
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Consolidated PBalance Shoots  Comolidated Slatemonts of Income

ASSETS
December 31, : Years Ended December 31,
1998 1997 1998 1997 1996
i Thowsands) . {In Thousands, Except Per Share Data)
Interest and dividend income:
Cash and due from DERKS oo ettt e e s s e nnan $ 5227 $ 3,804 LLOBIIS coectiii e $15,642 $13,916 © $11,474
Inrerest-beating dePOBIES o bbb et e e 13,346 3,464 : INVeStIEnt SECULITIES corviiir it it es sty e e e na b 2,176 2,197 1,195
Cash and cash equivalents ..o 18573 7,268 ' Interest-bearing deposits e mrimrissi it 343 291 193
' Total interest and dividend HICOME o renesen 18,161 16,4035 13,962
Securities available for Sale o e s e 28,235 35,369 Interest expense:
Loansx net ()f al}_gwance for loan losses DepOSiES ............................................................................................................ 6,572 6,263 5,626
of $1,729,000 in 1998 and $1,360,000 510 1097 e eeessessas b 204,774 172,839 Borrowed TUIAS coveeeoe ettt ettt st b ettt e 2,651 1,897 1,330
Banking premises and eQUIPTIEIE, TIBL. oo irrrrisreereenmeresrierecose e ore st escseresesemesse e isceneassceiens 3,173 2,633 Total iNTEIESt EXPEMBE cevvvrreerrrterercrteeerearereererersimareinsrasersimstessiassesannases 9,223 8,160 6,956
Accrued IEErest TECEIVADLE 11t ies it ie b eetssrae st e eseers s ere et en e a b et s e e raae s eare s e e bt e tearaeens 1,330 1,243 ‘ .
Deferred iTCOTIE LAX BSSEL, TEBL trtvereetertetiee oot st esessaseree e e ese st eteseauense st seeeeemeeseseseenresebeeeseentebssseniens 230 994 IEE HITELESE TTICOTIIE +errevserstsssssssssssesessseesssstossssseessssesesmsessssesnsessassessamsonsssssssnas 8,938 8,245 7,006
Federal Home Loan Bank stock, 8 COSE .ottt et et s es s esaeasnas 2,750 1,900 PrOVISION FOT LOAM LOBSES orervmosssees e e eeeee e e e oo et e et et s s a2 em e nens et seeressserores 15% 174 107
OENET ASSRTS wvovvttie ittt ber ettt b bbbt bR b e b1t eb e RS es et b 311 338 : Net interest income, after provision for 10an 10SSes w...uvrrervmermormeoeesesnieenee 8,787 TROTL 6,899
$ 260076 $ 222,584
' Orther income:
Customer service fees on deposits.....v i 441 491 451
LIABILITIES AND STOCKHOLDERS' EQUITY Gain on sales of securities available for sale, net i 48 - —
. ) . G 0D 5008 OF LOMEIS 1 eeeeee oo et ie sttt s et be sttt e bse et e e reesanaanraes 58 - —_
DDRIIOBIIS 1ttt ekttt ekttt bbb RS e ek n bbb $ 178,741 $ 160,506 I, 195 162 163
Federal Home Loan Bank adVANCes ... .. vr.wwecwrweeresressmeseresmiosssossssieseisireceessesssesssoreesssasoseessmssesere 55,000 47 T mmmmmmmmm—— '
Other bomrowed FUnds ottt 36 319 Total Other INCOmE vttt 74z -653 614
MOTEEAZOIS ESCIOW ACCOUIIES 11 vvvreevaseseresrssssossesssessessassas s sses s s essssssste b ee s s s ss et st ess st st s 637 451 Operating expenses:
Accrued INEETest DAVADIE .civvv i ieiriss sttt et et a e 308 205 ; Salaries and employee Denefits ..o 2,711 2,467 2,268
OREE HABIELES coee oo et 1,658 1,579 | gat’d ?wﬁ@sﬁing T 5;% ;gg zg;
1t coupancy and EGUIDPIENT oo eas s
Total Habilas .. ovo e s e s 236,400 201,207 LG8 16 29 10
Commitments and contingencies DIEPOSIT IISUTATICE 1 vereeecreereirmcrreeeemem becbmcs st em b bbb st b bbb st s st 24 22 4
Stockholders' equity DT 11t r st e et b e bt aa st e ettt e n ettt 1,060 1,062 968
uity: . g
Preferred stack, $1.00 par value, 2,500,000 shares Total OPErating EXPETISES cveeveerreereeree e s em et emes bbbttt srens 4,716 4,458 4,066
AUENOTIZEM; TOTIE SSUBT 1vreretrersreve e cere e eor v e st s et aeeee et emer e et em e eee et ey re s s s ees et enmase e eesanannes — —
Common stock, $1.00 par value, 5,000,000 shares INCOME DEFOTE LNICOIMIE LAXES 1rrvveeearerirreosisieeseresistieceeeessessseseesbesstntinsneabeesbsaeantssanesins 4813 4,266 3,447
authorized; 1,964,250 and 1'955’250 shares Income tax DTOVISIOTY c1ivviseereiirieneesent s te s e n s s et saas et ssa st s e a s M ___i,_é_gz _..__L’_?_.Qé
issued and outstanding in 1998 and 1997, respectively. i 1,964 1,956 INET IELCOIFE «eeeeetetrercteeieesaseesasssesassaessebesamserasesesassesesansnebesemsareaeneee e sm s entrmiirs $ 3,002 $ 2,659 $ 2,044
Additional paid-in capital .o s 8,154 8,041 '
UnIvded DEOLILS .vocirivreerrreries ettt et ettt ettt e 13,471 11,430 Earnings per share:
Accumulated other comprehensive income {1088). oo N 87 (50 BASIC 111 eveeereeveeres s eeeeseesereseessse s sseeeeeeeeeee e bt s bbb is st $ 153 $ 136 $ 1.05
Tertal stockBolders’ EQUILY v iy s et eaer e 23,676 21,377 tuted T .
5 260.076 3 222,584 IETIEE oottt et et et st a et et st e b e aen e et enter e et e eat e e e enreaes $ 149 $ 1.33 £ 104

See accompanying notes to consolidated financial statements.

See accompanying notes to consolidated financial statements.




Consolidated Slatements of Changes in Tlockholders’ Equity Consolidated Slatements of Cash Hows

Years Ended December 31, 1998, 1997 and 1996 Years Ended December 31,
1998 1997 1996
Additional Accumulated Total {In Thousands)
Common  Paid-in Undivided Other Comprehensive Stockhoiders’
Stock Capital Profits Income (Loss) Equity . L
Cash flows from operating activities: )
(In Thousands) Net $3,002 $2,659 $2,044
Balance at December31, 1995 o $1'295’ $8,597 $8,082 $(155) $17,819 (i‘f INCOME .ieneenens ... .................................................................................... B ) s
e 4 Adjustments to reconcile net income to
Comprehensive incorme: net cash provided by operating activities:
NECINCOME ovvrieceeasieiririese e bbeem e —_ — 2,044 — 2,044 ' PrOVISION FOT LORIL LOBSES c..vvieoeeeeereee e eeees ettt er e e es e seseaseeens 151 174 107
‘ ‘ _ ’ _ Amortization of SECUTIEIES, NET ..o 117 151 242
Chaﬂgégp neE L,]?fial?efi g?m (105513 on Amortization of deferred loan origination fees, et «.ocvvvcririeervirnicieniniens 2D {(52) (73)
j:(fﬁ:;:;i:;ifd é)eusiﬁni;ﬁ © D IECIALION e e eeoeeeeeeseseemeeeeeees e eee e eeessesseseeceeee oot eeeeser e e eseennese 283 248 195
tax effect . . - (39) (89) Gain on sale of securities available for sale, Net. s (48) — —
"""""""""""""""""""""""""""""" Gain on sale of Loans. it sre e resa et e rars e earasas (58} — —
Toral comprehensive income.......... 1,955 Gain on sale of foreclosed 1eal BSTAIE. . it eare s eeseesevensene s — _— (31}
_ . Deferred tax BETIERE vttt it rs s ere e bs s eesams st st et eaarabaratan (18) (20) (16}
Stack options exercised, after Changes in operating assets and liabilities:
cax effect Of $1L,000.crerovcnsicsn 3 19 T T 22 Accrued Interest receivable e e (87) (183) (12)
Cash dividends declared {$0.30 per share . - 584 e 584 (EREE ASSEES L1ueerenreiisitesessenrer et ete st s e rerseeressare st ebe st see et nmeannt st enb et easaensase et srbentes 27 87 (49)
( P ) _ 589 e (284) Accrued interest payable and other Hahilities .ovvvvvveeeiriiicecee 135 {402) (164)
Balance at December 31, 1996 .................. 1,2,98 8,616 9,542 (244) 19,212 Net Cash pro\)"{ded by Ogeraténg ATV IEIES t1uentonitesie oot s e ten et seeetemems e st e e emannn 3,4?7 2)662 2'243
Comprehensive income: Cash flows from investing activities:
NEt INCOME oo — — 2,659 —— 2,659 Activity in available-for-sale securities:
) X ) Sales ovrevirvernnnn. e ertete e e e ekTatenten e trRa e AR ae R e b b eAs e et e en s esr e s e antene s iree 5,047 — —_
Changg tn net gnreahzed gain (foss) on Maturities, prepayments and calls....oo e 15,328 8,123 10,446
securities available for sale, net of
reclassification adjustment and PUTCIASES vttt ettt se st a et r b e et s et b s are et ea et be b eea b et etatr {13,091) {10,996} (3,991
tax efect o . . 194 194 Loans originated, net of payments received ..o (33,128) (21,795) (31,694}
I Proceed fromm $816 0F L0 e oottt e e ens e 3,127 — —
Total comprehensive income.......... 2,853 Proceeds from sale of foreclosed real estate ...ooovicvciiiiiii - — 31
. . Increase in Federal Home Loan Bank stock oo (850) (450) {250)
Stocl;}c:itgércx: S?grz%sggbaﬁer 6 7 % Additions to banking premises and equiPMENT oo eereeieeie e (823) (463) (117)
' T mmmmmmmm—— o - Net cash used in inVesSting BCHVITIES oo st (26,390) {25,581) (25,575)
Cash dividends declared ($0.40 per share) — — (77hH) — (771)
Balance ar December 31, 1997 v, 1,304 8,693 11,430 (50) 21,377 {continued)
Comprehensive income: See accompanying notes to consolidared financial statements.
NEE IRCOME v e — 3,002 — 3,002
Change in net unrealized gain (loss) on
securities available for sale, net of
reclassification adjustment and
1A% B RCT e — — —_ 137 137
Total comprehensive income.......... 3,139 i
Three for two stock split .o 654 (654) _ —_— —_ -
¢
Stock options exercised, after
tax effect of $39,000 e é 115 — — 121
Cash dividends declared ($0.49 per share) — e (961) — (961}
Balance at December 31, 1998 i 31,964 $8,154 $13,471 $87 $23,676

|

See accompanying notes to consolidated financial statements,
- 23
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(Concluded)
Years Ended December 31,
_1998 1997 L1986
{In Thousands)
Cash flows from financing activities:
Increase in dePOSIES, MET cvviioi ittt s bttt en e $18,235 $10,491 $16,973
[ncrease in MOTtEAZOTS’ ESCTOW BCCOUTIES 1uvvcriririarineercesemreerscrmsereessesesssrerernessesermers 186 159 5
Froceeds from stock Options eXerCiSed .. iariroiirmmirerrsernrsaerorsiessseressessscrnnes 82 63 11
Cash dividends paid on common $T0CK. . .o ovieiieirre et e (875) (690) (545)
Proceeds {repayments) from borrowings with maturities
OF less Thar three MIOERS oottt et s e nenets (410) (2,976) 3,442
Proceeds from Federal Home Loan Bank advances with maturities of
ERTEE IIOTIEIIS OF TILOTE v veenieesveee e veesaeetsesemeeee e v ersenstesssaesemeeasemaressante st errmrnastesees 53,500 38,500 24,000
Repayment of Federal Home Loan Bank advances with maturities of
THIEE TTIOTEIS OF TILOTE v ttstevvieviereiriistsitsersibasissersssssesbessesarssasessssaeseseresaassiasastaes {(36,500) {27,000} (19,500}
Net cash provided by financing activities. oo eeireeeee e 34,218 18,547 24,386
Ner increase (decrease} in cash and cash equivalents ... 11,305 (4,372} 1,054
(Cash and cash equivalents at beginning of Fear ... 7,268 11,640 10,586
Cash and cash equivalents at end of year ... 918,573 $ 7,268 £11,640
Supplementary information:
[nterest paid on deposit ACCOUNES . ow vt re ettt ee e res e rese et $ 6,559 $ 6,684 $ 5579
Initerest paid on borrowed FUNS ..o e 2,561 1,853 1,300
[rCOME EAKES PAI-reorierieeei it e et eieri ettt et et seeaes s eeem b es e se e e s emeeaensssent s amrnees 1,941 1,658 1,734

See accompanying notes to consolidated financial statements.
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Years Ended December 31, 1998, 1997, and 1996

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 secu-
rities available for sale and Hingham Motel Corporation was dissolved in December 1998. All intercompany accounts and transac-

tions have been eliminated in consolidation.

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 consolidated balance sheet
and reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. A mate-
rial estimate that is susceptible to significant change in the near term relates to the determination of the allowance for loan losses.

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

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

Reclassification and restatement
Prior period common per share data has been restated to reflect the Bank'’s three for two stock split declared on September 4,
1998 to shareholders of record on September 14, 1998. In addirion, certain amounts have been reclassified in the 1997 and 1996

consclidated financial statements to conform to the 1998 presentation.

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

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

Securities Available for Sale
Investments are classified as available for sale and reflected at fair value, with unrealized gains and losses, after tax effect, exclud-

ed from earnings and reported in accumulated other comprehensive income as a separate compoenent of stockholders’ equity.
Federal Home Loan Bank of Boston stock is reflected at cost.

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

Loans
The Bank grants mortgage, commercial and consurer loans to customers. A substancial portion of the loan portfolio is represent-

d 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 that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off generally are
reported at their outstanding wnpaid principal balances adjusted for charge-offs, the allowance for loan losses, and deferred fees or
costs on originated loans. Interest income is accrued on the unpaid principal balance. Loan origination fees, net of certain direct
origination costs, are deferred and recognized as an adjustment of the related loan yield using the interest method.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

The accrual of interest on morrgage and commercial loans is discontinued at the rime the loan is 90 days delingquent unless the
credit is well-secured and in process of collection. Personal loans are typically charged off no later than 180 days past due. In all
cases, loans are placed on non-accrual or charged-off at an earlier date if collection of principal or interest is considered doubtful.

All interest accrued but not collected for loans that are placed on non-accrual or charged off is reversed against interest incorme.
The interest on these loans is accounted for on the cash-basis or cost-recovery method, until qualifying for return to accrual status.
Loans are returned to accrual status when all ¢he principal and interest amounts contractually due are brought current and future pay-
ments are reasonably assured.

Allowance for loan fosses

The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan losses charged to
earnings. Loan losses are charged against the allowance when management believes the uncollectibility of a loan balance is con-
firmed. Subsequent recaveries, if any, are credited to the allowance,

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic review of
the collectibility of the loans in light of historical experience, the nature and volume of the loan portfolio, adverse situations that may
affect the borrower's ability to repay, estimated value of any underlying colfateral and prevailing economic conditions. This evajuation
is inherently subjective as it requires estimates that are susceptible to significant revision as more information becomes available.

A loan is considered impaired when, based on current information and events, it is probable that a creditor will be unable to col-
lect the scheduled payments of principal or interest when due according to the contracrual terms of the loan agreement. Factors con-
sidered by management in determining impairment include payment status, collateral value, and the probability of collecting sched-
uled principal and interest payments when due. Loans that experience insignificant payment delays and payment shortfalls generally
ate not classified as impaired. Management determines the significance of payment delays and payment shortfalls on a case-by-case
basis, taking into consideration all of the circumstances surrounding the loan and the borrower, including the length of the delay, the
reasons for the delay, the borrower’s priot payment record, and the amount of the shortfall in relation to the principal and interest
owed. Impairment is measured on a loan-by-loan basis by either the present value of expected future cash flows discounted at the
loan’s effective interest rate, the loan’s cbtainable market price, or the fair value of the collateral if the loan is collateral dependent.
Substantially all of the Bank’s loans which are identified as impaired are measured by the fair value of existing collateral.

Large groups of smaller balance homaogeneous loans are collectively evaluared for impairment. Accordingly, the Bank does not
separarely identify individual consumer loans for impairment disclosures.

Banking premises and equipment

Land is carried at cost. Buildings and equipment are carried at cost, less accumulated depreciation computed on the straight-line
method over the estimated useful lives of the assets. It is general practice to charge the cost of maintenance and repairs to earnings
when incurred; major expenditures for betterments are capitalized and depreciated.

Transfers of financial assets

Transfers of financial assets are accounted for as sales, when control over the assets has been surrendered. Control over trans-
ferred assets is deerned to be surrendered when (1) the assets have been isolated from the Bank, (2) the transferee obtains the right
(free of conditions that constrain it from taking advantage of that right} to pledge or exchange the transferred assets, and (3) the
Bank does not maintain effective contral over the transferred assets through an agreement to repurchase themn before marurity.

Income taxes

Deferred tax assets and liabilities are reflected at currently enacred income tax rates applicable to the period i which the
deferred tax assets or liabilities are expected to be realized or settled. As changes in tax laws or rates are enacted, deferred tax assets
and liabilities are adjusted accordingly through the provision for income faxes. The Bank's base amount of its federal income tax

e
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

reserve for loan losses is a permanent difference for which there is no recognition of a deferred tax liability. However, the loan loss
allowance maintained for financial reporting purpases is a temporary difference with allowable recognition of a related deferred tax
asset, if it is deemed realizable. The Bank and its subsidiaries file state and consolidated federal income tax returns hased on an

Ocrober 31 year end.

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

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

Stock compensation plans

In accordance with the provisions of Statement of Financial Accounting Standards (“SFAS”) No.123, “Accounting for
Stock-Based Compensation,” issued by the Financial Accounting Standards Board (“FASB"}, the Bank has elected to continue to
measure compensation cost for those plans using the intrinsic value-based method of accounting prescribed by APB Opinion No.
25, “Accounting for Stock Issued to Emplovees,” 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. Stock options issued
under the Bank’s stock option plans have no intrinsic vatue at the grant date, and under Opinion No. 25 no compensation cost is
recognized for them. The Bank has elected to continue with the accounting methodoelogy in Opinion No. 25 and, as a result, must
make pro forma disclosures of net income and earnings per share and other disclosures, as if the fair value-based method of
accounting had been applied. The pro forma disclosures required by SFAS No.123 include the effeces of all awards granted on or

after January 1, 1995.

Earnings per share
Basic earnings per share represents income available to common stockholders divided by the weighted-average number of com-

mon shares outstanding during the period. Diluted earnings per share reflects additional common shares that would have been out-
standing if dilutive potential common shares had been issued, as well as any adjustment to income that would result from the assumed
issuance. Potential common shares that may be issued by the Bank relate sofely to outstanding stock options and are determined

using the treasury stock method.

For the year ended December 31, 1998, options applicable to 1,500 shares were anti difutive and excluded from the diluted earn-
ings per share computations. There were no such anti dilutive shares for the years ended December 31, 1997 and 1996,

Earnings per common share have been computed based on the following:
Years Ended December 31,

1998 1997 1996
- {In Thousands)
Average number of common shares outstanding 1,959 1,953 1,944
Effect of dilutive options.... oottt 53 42 20
Average number of common shares outstanding
used to caleulate diluted earnings per common share oo 2,012 1,995 1,966
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (concluded) 3. SECURITIES AVAILABLE FOR SALE

Comprehensive income
The Bank adopted SFAS No. 130, “Reporting Comprehensive Income,” as of January 1, 1998, Accounting principles generally
require that recognized revenue, expenses, gains and losses be included in net income. Although certain changes in assets and liabili-

The amortized cost and estimated fair value of securities available for sale, with grass unrealized gains and losses, follows:

ties, such as unrealized gains and losses on available-for-sale securities, are reported as a separate component of the equiry section of ) December 31, 1998
the balance sheet, such items, along with net income, are components of comprehensive income. The adoption of SFAS No. 130 ) Gros.s Gros.s )
had no effect on the Bank’s net income or stockholders’ equity. Amortized  Unrealized Unrealized Fair
_ Cost Gains Losses Value
The components of the change in other comprehensive income and related tax effects are as follows: {in Thousands)
Years Ended December 31, U.S. Government and federal
1998 1997 1996 agency Ohligations ..ot $ 19,565 $ 172 $ - $ 19,767
(In Thousands) Mortgage-backed - FHLMC oo 4,189 2 (23) 4,168
Mortgage-backed - FINMA oo 4,317 6 (23} 4300
Nert unrealized holding gains (losses) on available-for-sale securities............. $ 267 $ 326 $(134) Total secutities available for sale oo $ 28101 $ 180 5 (46) $ 98735
Reclassification adjustment for gains realized in iNCOTIE - e erevereienirsarnriens (48) e - ; T e
Net unirealized gains (10S588) .o 219 326 {134)
A @FEECE ot et r et et rart e et ettt e st ete et ne e eans {82} (132) 45

Net-Of LK AIIOUNE 1ttt it iitate et et eeeee et ssrvenentesererereasstesssensrseens $ 137 $ 194 3 (89)

Recent accounting pronouncement

In February 1998, the FASB issued SFAS No. 132, “Employers” Disclosures about Pensions and Other Postretirement Benefits,”
effective for fiscal years beginning after December 15, 1997. The Statement revises employers’ disclosures about pension and other
postretirernent benefic plans. It does not change the measurement or recognition of those plans. The Statement standardizes the dis-

closure requirements for pensions and other postretirement benefits to the extent practical, requires addirional information on December 31, 1997
changes in the benefit obligations and fair values of plan assets that will facilitate financial analysis, and eliminates certain disclo- Gross Gross
sures that were previously required by generally accepted accounring principles. The Bank has adopted these disclosure requirements Amortized  Unrealized Unrealized Fair
for the years ended December 31, 1998, 1997, and 1996. Cost Gains Losses Value
{In Thousands)
U.5. Government and federal
2. CA E FROM BANKS .
SHAND DU agency Obligations. . $ 18,001 $ 83 SN V4! $ 18,072
The Bank is required to maintain cash reserve balances with the Federal Reserve Bank based upon a percentage of certain mortglage’gacllzei i IE;{;N[:C """"""""""""""""""""""""""""""" ;’ggg 3 (gz) ;g% ;
deposits. A§ December 31, 1998 and 1997, cash and due from banks included $250,000 and $531,000, respectively, to satisfy such R;;;%ég: ;;;4 A ..... 1 1:900 - §51; 1:849
reserve requirements. L0
Tetal securities available for sale oo $ 35,454 $ 117 $ 202) $ 35,369

At December 31, 1998, the Bank has pledged U.S. Government obligations with an amortized cost of $1,100,000 and 2 fair
vatue of $1,107,000 as collazeral against its treasury, tax and loan account.

28 29
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SECURITIES AVAILABLE FOR SALE {concluded) 4, LOANS
The amortized cost and estimated fair value of debr securities by contractual maturity at December 31, 1998 are shown below. A summary of the balances of loans follows:
. 111 . December 31,
Expected maturities will differ from contractual maturities because of prepayments and scheduled payments on mortgage-backed
securities. Further, certain obligors have the right to call bonds and obligations without prepayment penalties. - - 1998 1997
{In Thousands)
Amortized Fair Mortgage loans:
Cost Value - ReSIdENTIAL 1o e ettt ettt st et as s e enseraeetean $ 87,804 $ 76,414
" {In Thousands} COTRIMEICIAL 1111 et ves sttt b e st a e st s o1 e et b e b e aas a2 s s ae st eteebee b e et seteneseerans 101,004 34,362
Bonds and obligations: COTISEIUCEION 1 vttveireeeeee vt eeeeeeesn e teeeeemtatassaesnesassoseassamssentesnessansassnsonsssssessassssnseesseras 9,835 8,071
Ecruity Hnes of Credite it es s esea s sb s re s ae 1,825 7,108
TTHERUITE T J@AIE 1o vvemremeeeriveessmte vt e es et ess b ere s eb st ss sttt en s s ea e res s b e s ettt es st e e ree $ 8,503 $ 8,545 Second MOTLEAZES oo vt e s 1,656 570
UIVET T JEAT F0 D PRATS 11oecteieietieiesieieie et eseeceeereese st es et eresrsssessersmsvressabas trssesterestassesnnsresestetase 11,092 11,222 208,124 176,525
19.595 19.767 Unadvanced [oan funds......o.ociie e (2,850) (3,214)
' Total MOTtEage I0ANS, NEToovoieeri et ssess s b5 s 205,274 173,311
Mortgage-backed securities: Orher [oans:
WAERETL L AT+ rerrr e eeseeseeeeee st s e e e et et eeee e eee e 1,508 1,509 Personal inStallmente vt L7 895
COTIINETCIAL 11 er ittt sttt se st b et s b te e bt seh s 4ot omte b aes e ebembemn e emne 239 247
OVEE T YEAL 10 D YEALS coovvereeticestee ettt eras a1t es e s ese et et s ats s et aebsbs s an bt soemtets s ets et ea s btseens 3,263 3,260 Revolving credic 63 67
Over 5 ¥ears £0 10 YRATS ..oviiiri ettt e es et et e ra e e e e sr et 284 287 - ? b 1 """"""""""""""""""""""""""""""""""""""""""""""""""""""""""""" — 1319 1700
OVEE L0 YEATS 11vvvuvvsvvessssssssssses e sss s bbbttt b oo oo oo eee oo ees e 3,451 3412 OTAL OEDET LOMMS vttt — Dl 27
8,506 8,468 TOUAL JOBIIS c1vvvveveeearie ettt ettt e ees et seeenreese 206,493 174,520
T OEAl Dt SECUTITIES 1ot esitetee oot ee e es e e eevmeres m s sreee st essns st et ereseenesarosanereneene $ 28,101 $ 28,235 ATLOWANCE £OT LOATL LOSSES oo (1,729) (1,560)
Net deferred interest and loan origination costs (fee58) vvvriiiiieiicieiieeis oo 10 {121)
LIS, TXBE vevieeiisieirisieeevieirbeess e thrsasbe e beeebasetnes shassatn et essbesetasesetaabenrat s estesemmtserteran % 204,774 $ 172,839

For the year ended December 31, 1998, proceeds from the sale of securities available for sale amounted to $5,047,000 resulting in

gross realized gains of $63,000 and gross realized losses of $15,000. There were ne sales of securities during 1997 or 1996.
The Bank has sold mortgage loans in the secondary mortgage matket and has retained the servicing responsibility and

receives fees for the services provided. Loans sold and serviced for others amounted to $6,230,000, $3,615,000, and $6,667,000 at
December 31, 1998, 1997, and 1996, respectively. All loans serviced for others were sold without recourse provisions and are not
included in the accompanying consolidated balance sheets.
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LOANS (concluded)

An analysis of the allowance for loan losses follows:

Balance at beginning of YaE. vt e e
Proviston for [oan FosSes. it
Loans charged-off ... e
Recoveries on loans previously charged-off......cooviiiiin s

Balance at end of year. ..ot

The following is a summary of information pertaining to impaired and non-accrual lcans:

Impaired loans without a valuation alloWance ... s
Impaired loans with g valuation allowarnce ...ttt et
Total IMPAITEd I0NS 1o iveeieiet ettt ettt se e e e e cesse s s s e st et enar et sesserenerotean
Valuation allowance allocated to impaired 10ans ..o e,
INON-ACETHAL JOANS et e e e bbb b1 ss s 1e ettt es e em e enns
1998
Average investment in impaired Joans........coviii e $413
Interest income recognized on impaired 10ans .o e $ 61

Interest income recognized on a cash

hasis on impaired 1008 ...t

Years Ended December 31,

1998

-
—
]
]
O

|

1997 1996
{In Thousands)
$1,393 $1,277
174 107
(13) {(48)
6 57
$1,560 $1,393
Decem_b_er 31,
1998 1997
{In Thousands)
$ 400 $ 189
e 639
$ 400 $ 828
é.._..‘._: M
$ 492 $1,708

Years Ended December 31,

1997 1996
(In Thousands)

3754 $992
$103 2.5
5103 $ 53

At December 31,1998, there were no funds committed to be advanced in connection with impaired loans,

L3z
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5. BANKING PREMISES AND EQUIPMENT

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

Pecember 31, Estimated Useful
1998 1997 Lives
{In Thousands)
Banking premises:
Lamid oot st bbbt st et san e $ 683 3 548
BULIGIIES <11 eee ettt ettt ettt ettt er et oottt 2,794 2,217 3 - 40 years
B QUIDTILEIIL 111 c st oo ec et atmrare s st eaassras b abe e s s esengenesesesenancanenas 1,845 1,694 3 - 25 vears
5,282 4,459
Less accurnulated depreciation .o et (2,109) (1,826)
$3,173 $ 2,633

Depreciation expense for the years ended December 31, 1998, 1997, and 1996 amounted to $283,000, $248,000, and
$195,000, respectively.

At December 31, 1998, land, buildings, and equipment include $135,000, $519,000, and $53,000 respectively, related to a
new branch to be opened in 1999. Remaining commitments to prepare the new branch location for operation amounted to
approximately $242,000 at December 31, 1998.

6. DEPOSITS

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

December 31,

1998 1957
(In Thousands}

Non-certificate accounts;
Regular ..o ettt b ettt sen et b et e st s et e hters n e st et e e st e e s e s eh e et s eabesate st antaes $ 34,460 $ 31,283
Money market GEPOSITS it 22,721 20,070
N ettt ettt e et e et et s e e e et eme et ee et et e oot e er e et e e e ere oot ere et eaat e 15,725 13,336
T ITUEIIE] ettt eb s e et At bbb s et s e e be A s e ke Abe et a b eb e emta b s ar b s aabes 13,187 8,939
T oAl 11011 COTTIILCATE ATTOUIIES 1 eraverviseeesteeeectesearetaressesetneosssstestesatesneseessssrmsoreassessneen 86,093 73,630
Term certificates less than $100,000. ettt b 68,853 64,065
Term certificates $L00,000 O 0T oovireve i cvet it ee e ersess et s s e e eseavararestersenernetensansrtres 23,795 22,811
T 0ral CRrtifiCate ATCOUIES o oviitrereeietieiserseesess s istiesbistsasassereberetesesss st rbsenbssbassesissaassan 92,648 86,876
T OtAL dEPOSIES 1. viieiit ittt es et e b ettt bbb en e $ 178,741 $ 160,506
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DEPOSITS (concluded) 8. INCOME TAXES
The maturity distribution of term certificates is as follows: December 31, Allocation of fedetal and state income taxes between current and deferred portions is as follows:
1998 1997
Weighted Weighted i
Amount  Average Rate  Amount Average Rate Years Ended December 31,
(Dolkers in Thousands) 1998 1997 1996
= (In Thousands)
WWLHIEL L WEAT e e ecevt e et nanenen $ 69,196 531% $ 63,632 5.58%
Over 1 ¥ear £0 2 YRS .o vt b ee s 19,333 5.93 13,793 5.84 Current tax provision:
Over 2 years t0 3 YEars i 2,947 5.60 7,781 645 FEACTAL oo $ 1,548 $1,343 $1,004
Over 3 years t0 5 Years...o.iiiicie e 1,172 5.68 1,670 5.79 SUALE 1.voroeveeveoss e eeevmsoss e smsss s ees s ss st et 281 284 325
$ 92,648 5.45% % 86,876 5.70% 1,829 1,627 1,419
_ o ' Deferred tax provision (benefic):
A summary of interest expense on deposits is as foliows: Federal (15) an (5)
Years Ended December 3 1’ LT o3 1 N 0 {3} ( X 1)
1998 1997 1996 SEATE vitvtressereieeereiessessetreretsre s e et s sttt es aab b e et essbeaeantes enss e e aa bt o tmbs e hnnt et absansespnns
{In Thousands) 15 (20} (16)
Change in valuation reserve realization assumpPrions. ...cv e veceeeeeerieeeeeeeeneenns (33 - —
RegUlar.. . ettt $ 806 $ 783 $ 783
Money market deposits.......... 595 621 606 $ 1811 $1,607 $1,403
IO ettt b et b r bttt et bt eeeeeenen s 158 169 184
T TN T I AEES cveivve ittt e ee e eeeeraes s arsesrreesseaaeessnsessssenstaetons 5,013 4,690 4,053 .
$ 6,572 $ 6,263 $ 5,626 The reasons for the differences between the starutory federal income tax rate and the effective tax rates are summarized as follows:
7. FEDERAL HOME LOAN BANK ADVANCES Years Ended December 31,
1995 1997 _1996
A summary of advances from the Federal Home Loan Bank of Boston follows:
December 31, SEBLUEDTT TALE 11 vvuveseerressrresesseseresasaseesesnseermsseaamastesessseresmeseseseseasssssesesassmaessenseseaserons 34.0% 34.0% 34.0%
Maturing Dur 1998 1997 Increase (decrease} resulting from:
aturing During ‘ State taxes, net of federal tax benefit o, 3.8 4.3 6.0
the Year Ending Weighted Weighted T, TUBE weeeeeeeeeeee e e e e e et mtaebas 30 e e seer 2 baran bt e bs b b de s e bbb e b ee s 4 a4 b aeaeesnonsersrens (.2} (.6) i
December 31, Amount  Average Rate  Amount Average Rate Co e
(Dolfass i Thousands) B CTIVE TAX TAEES 1o tvetarriniestserssesiestresrassestseesasssstssaases et soaeassebeatasenatsensetstmesaesrersantonn 37.6% 37.7% 40.7%
LOO8 st % —_— U $ 33,147 5.84%
1999 e 23,500 5.45 5,000 5.96
2000 e 14,000 5.36 — —
2007 oot 6,000 573 - —
2002 e ve e 1,000 5.83 — -
2003 s 1,500 5.36 — —
Thereafter. it eeereeranaea 9,000 5.27 e —
$ 55,000 5.43% 3 38,147 5.86%
All botrowings from the Federal Home Loan Bank of Boston are secured by stock in the Federal Home Loan Bank of Boston and i
a blanket lien on “qualified collateral” defined principally as 75% of the carrying value of first mortgage loans on owner-occupied res-
idential property.
The Bank alsc has an avaifable line of credit with the Federal Home Loan Bank of Boston at an interest rate that adjusts daily,
Borrowings under this line are limired to $4,633,000 at December 31, 1998,
34 3
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INCOME TAXES {continued)

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

December 31,
1998 1997
(In Theusands)
Deferred rax asset:
B BErAl e ettt et er et e 1ttt e st e s $ 870 $ 834
SEALE 1evvveveesserreeraeeaasssebensbe et oeeeeeeeaseesseeasns s s smesrm e emnes e en e ee s en e s testen e et e e e e e e e ene e s eeneneen 301 358
1,171 1,192
WValation FRSETVE GI1 8888 1. i i re it e ree e e et e et et eee et e eeee et e e e ee e e et e s s er et e tessessreressrnss — (55}
1,171 1,137
Deferred tax liability:
O 15 v | BV UUUUUUD OSSOSO SOOI ST RU SRR RSRUUYSURUSN (194) (111)
SALE ettt ettt et et s et msteee e e s eae et e s es s eme 1ot s ettt am e et ettt et re et et et e st ee e ee et enan (47) (32)
(241} {143)

TNt BeTeTea X BSSEE. vrite st ittt rs et st eoe e et et ee e e e e et e ess e et eseeseeannseserseessesesterseetoneen $ 930 $ 994

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

December 31, o
1998 1997
(In Thousands)
ALLOWANCE fr LOAI1 LOSSES . er et e e e s et e ce st s e e st e st et e et tee s e e ee et e e ete st e s e e e b e ermreest e e o s eneenes 3 679 & 610
Employee Benefits i v ettt 278 239
Orher BcCTUEd EXPETISES «.vvcveviireiei e et e ter et ses et sttt et et es e et ee e enree e 180 193
FEB8 0N J0BIIS 1ottt et et ettt et eae et e st e r et et e easereantesantes (147 {97
Net unrealized (gain) loss on securities available for sale ..o 47 35
BT 11ttt et s et bbbt s st e et et s o1 e r e an et oot ennrene {i3) 09
930 1,049
A U A ON TEERTVE oottt et e eeeste st e e e e et et et s et e et em e e e e e e ee e eeeeneeresere oo sones — {55}

INEE dEfErTetd FAK B850 it iiir ettt reena et semeeme e ee e s e s e s 1ot e e es et s e et s s e esees s et s s e $ 930 $ 994

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

1998 1997 1996
{In Thousands}

Balance at heginming Of FRAT..ovoie ottt ettt e e eessae e s erssensssesretasan § 994 % 1,106 $ 1,045
Deferred TR BEnefit oot e ettt et ea ettt 18 20 i6
Net unrealized (gzin) loss on securities available for sale .o {82) (132} 45
Balance af @0 Of YRAT .. v vttt ettt et et a e e eeae e a et et er et rererear s $ 930 0§ 994 % 1,106
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INCOME TAXES (concluded)
A summary of the change in the valuation reserve applicable to the net deferred tax asset is as follows:

Years Ended December 31,
1968 1967 1996

{In Thousands}
Balance at beginning of VEAT. ...t et $ 55 $ 57 % 65
Benefits EXPITed .. ivieiiii it ettt sttt s erans {22) {2) (8)
Change in assuraptions due to anticipation of fufure INCOME. ..o, (33) e —

Balance At N0 Of FEAT v ioviritir ittt er et s e anener s encanes $ — $ 55 % 57

Tax reserve for loan losses

The federal income tax reserve for loan losses at the Banl's base year was $3,780,000. If any portion of the reserve is used for pur-
poses other than ro absorb loan losses, approximately 150% of the amount actually used, limited to the amount of the reserve, will be
subject to taxation in the fiscal year in which used. As the Bank intends to use the reserve only to absorb loan losses, a deferred tax

liability of approximately $1,550,000 has not been provided.

9. COMMITMENTS AND CONTINGENCIES

In the normal course of business, there are outstanding commitments and contingencies which are not reflected in the consoli-

dated financial statements.

Loan commitments

The Bank is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing
needs of its customers. These financial instruments include unused lines of credir, commitments to originate loans, and standhby let-
ters of credit. The instruments involve, to varying degrees, elements of credit and interest rate risk in excess of the amount recog-

nized 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 commitments and conditional
obligations as it does for on-balance-sheet instruments.
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COMMITMENTS AND CONTINGENCIES (concluded)

At December 31, 1998 and 1997, the following financial instruments were outstanding with contract amounts representing cred-
it risk:

December 31,
1998 1997

{In Thousands)

UInused FNes OF CIETIt ..ot ettt ettt a et es e et eeee e reraeee oo $ 9,739 $ 8,483
Commitments to originate loans:

COMMETTIAl FOTTBAZES. .- ereevre et st s bbb 1 sta 181 bbb s et 10,846 6,583
Residentinl MOorfZages vttt st ememen e ee s 6,392 3,695
Standby Letrers of Credit . oo sttt 30 30

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

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

Employment agreements

The Bank has entered into employment agreements with certain senior executives. The original terms of the agreements are for
three or twe years and automatically extend uniess either party gives notice to the contrary. The agreements generally provide for
certain lump sum severance payments under certain circumstances, within a one-year period following a “change in control,” as
defined in the agreements.

Other contingencies

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

10. MINDMUM REGULATORY CAPITAL REQUIREMENTS

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet min-
imum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that, if under-
taken, could have a direct marterial effect on the Bank's financial statements. Under capital adequacy guidelines and the regulatory
framework for prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative measures of its
assets, liabilities and certain off-balance-sheet items as calculated under regulatory accounting practices. The capital amounts and
classification are also subject to qualitative judgments by the regulators about components, risk weightings, and other factors.
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MINIMUM REGULATORY CAPITAL REQUIREMENTS (concluded)

{Quantitative measures established by regulation to ensure capital adequacy requite the Bank to maintain minimum amounts and
ratios {set forth in the following table} of total and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined) and of
Tier 1 capital (as defined) to average assets {as defined). Management believes, as of December 31, 1998 and 1997, that the Bank meets all
capital adequacy requirements to which it is subject.

As of December 31,1998 and 1997, the most recent notification from the Federal Deposit Insurance Corporation categorized the
Bank as well capitalized under the regulatory framework for prompt corrective action. To be categorized as well capitalized, it must
maintain minimum total risk-based, Tier | risk-based and Tier 1 leverage ratios as set forth in the following table. There are no con-
ditions or events since the notification that management believes have changed the Bank’s category. The Bank’s actual capital
amounts and ratios as of December 31, 1998 and 1997 are also presented in the table.

Minimum
To Be Well
Minimum Capitalized Under
Capital Prompt Corrective
Actual Requirement Action Provisions
Amount Ratio Amount Ratio Amount  Ratio

(Dollars in Thousands)
December 31,1998

Total Capitai to Risk-Weighted Assets.......... $25,318 14.59% 513,881 8.0% $17,352  10.0%

Tier 1 Capital to Risk-Weighted Assets......... 23,589 13.59 6,941 4.0 10,411 6.0

Tier T Capital to Average Assets ..ccocoecrreeen. 23,589 937 7,553 o 3010 12,588 3.0
12,588 5.0

December 31,1997

Total Capital to Risk-Weighted Assets.......... $22,987 15.66% $11,741 8.0% 14,676  10.0%

Tier 1 Capital to Risk-Weighted Assets......... 21,427 14.60 5,870 4.0 8,806 6.0

Tier 1 Capital to Average Assers .oveeeeveienen. 21,427 9.80 6,559 o 30w 18,932 5.0
10,932 50
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11. STOCK OPTION PLANS

At December 31,1998, the Bank has two fixed stock option plans as described below, The Bank applies APB Opinion 25 and
related Interpretations in accounting for the plans. Accordingly, no compensation cost has been recognized for the plans. Had com-
pensation cost for the plans been determined based on the fair value at the grant dates for awards under the plans consistent with the
method prescribed by SFAS No. 123, “Accounting for Stock-Based Compensation,” the Bank’s net income and eatnings per share
would have been reduced to the pro forma amounts indicated below:

Years Ended December 31,

1998 1997 1996

Net Income: (In Thousands, except per share amounts)

A FEPOTTE trevetiiiiirie ettt a et ettt et et en e s ana $3,002 $2,659 $2.044

TPHO FOTIIIA «eemrettiet oo ectettevr s crn s taars b esnsenntestesaeebns srmst s oot s e tanssesessanssnsetroseans 2,993 2,651 1,966
Earnings per share:

ASTPOTLE 1oiivi e et et em e ee e s $ 1.53 $ 136 $1.05

PLO OTEA +veeeerrceritet et iae et et es s as s s e e b e es e et s eb et et e st e es s 1.53 1.36 1.01
Earnings per share-assuming dilution for stock options:

A TEPOTEED 1otiiiriisiee st srst s e etsise e e s ata st st e s ettt e s e am s bes e e e e se et erenseees $ 1.49 $ 1.33 $1.04

PEE FOIITIR cooenmreveremree it e e et ssssmtom s s rr e s s e sn st e s et ess s as e tnartrmasssaeessreas 1.49 1.33 1.00

Under the Bank's 1988 and 1996 stock option plans, 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 reserved for issuance pur-
suant ro options granted under the 1988 plan, and a total of 60,000 shares of common stock were reserved for issuance pussuant to
options granted under the 1996 plan. Both "incentive options’ and "non-qualified options" may be granted under the plans. All
options under both plans 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 maximurm option term of 10 yvears. Non-qualified stock options granted from
1993 through 1998 are immediately exercisable, and options granted prior to 1993 vest over a five-year period.

The fair value of each option grant is estimated on the date of the grant using the Black-Scholes optien pricing model with the

following assumptions:
Years Ended December 31,

1998 1897 1996
Dividend yield ot e 1.91% 3.27% 327%
EXPRCERd [ ettt ettt b et e st gt eees 10 years 10 years 10 yearts
Expectad volatility oo ettt et ettt een 32.83% 13.57% 25.79%
RUsk-fro8 IMIBIESE TATE ot itieeei it eie et et et ev e seemre b st es s emsen e et s e nsarran 5.68% 6.93% 6.11%

S
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STOCK OPTION PLANS (concluded)

Stack opti tivity is as follows:
Pk OpHeT ACEVIY Years Ended December 31,

1998 1997 1996
 Weighted Weighted Weighted
Average Average Averapge
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Shares under option:
Qurstanding at beginning of ¥ear .......ccovvveeverveene, 145500  § 7.83 150,000 % 7.65 105,750 $ 6,78
Granted ettt et en e bbb sears 1,500 23.50 4,500 12.25 48,000 9.17
EXEICISEA wvriieeeee et (9,000) - 9.7 {9,000} 7.00 (3,750} 2.67
Qutstanding at end of vear.....ovcveecvirnnenn, 138,000 § 7.91 145,500  $ 7.83 150,000 $ 7.65
Options exercisable at end of year.....c.covevveeenee. 138,000 § 791 145,500 % 7.83 15¢,000 $ 7.65
Weighted average fair value of options
granted during the vear.....ovvieieieeiens $ 9.87 $ 3.0 $ 2.74
Options cutstanding consist of the following:
December 31,
1998 1997
. Weighted Average Weighted Average
Remaining Contractual Remaining Contractual
Option price Shares Life in Years Shares Life In Years

323,500 oo 1,500 10 — -

F2.250 ittt 4,500 9 4,500 10

D LB7 oo rne s e 34,500 8 43,500 9

BA00 e 42,000 7 42,000 8

5916 covovereeesoeeeeesoee oo 55,500 5 55,500 6

12. EMPLOYEE BENEFIT PLANS

Pension Plan

The Bank provides pension benefits for all of its eligible officers and employees through membership in a defined benefit plan of
the Savings Banks Employees Retirement Association ("SBERA"). Each employee reaching the age of 21 and having completed at
least one year of continuoeus service and 1,000 hours of service during each twelve-month period beginning with such employee’s date
of employment becomes a Participant of the Plan, All Participants become fully vested after three years of service or age 62 if carlier.
Under the Plan, retirement henefits are based on vears of credited service, the highest average compensation {as defined), and the
primary social security benefit. In addition, employees may make optional, voluntary contributions to the Plan under several meth-
ods. The optional contributions provide retirement benefits o the employee in addition ro those otherwise available under the
Bank's Plan. Annual contributions by the Bank, if required, are based on assessments from SBERA.

Net periodic pension cost is as follows: Plan Years Ended October 31,

1998 1997 1996
{In Thousands)

Service cost - benefits earned during year ... $ 184 3128 $123
Interest cost on projected Benefits. oo e 121 107 93
Expected return on plan assers ... ieieeercrseeeseesies e e (164) {145} {111}
Net amortization and deferral ... 3 3 3
AMOrtizarion 0f el BRI <o creeecr e cee it es s e seesmcaceses e seceeaees _{56) _ (45} _{33}
Net Periodic PENSION COSE .virerirrierererirrer oot essanes s trote s reseses s emraens $ 88 $ 48 $ 77
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EMPLOYEE BENEFIT PLANS (concluded)

[nformation pertaining to the activity in the plan is as follows:
Plan Years Ended October 31,

1998 1997
{In Thousands}
Change in plan assets:
Fair value of plan assets at Deginning of YEar ..o sesce s $2,054 $ 1,808
Actual return on plan assers .......ooeeveeeeecriee e 165 38
Employer COMTEIBULION .ottt erte sttt es s st es et enn st enesenr e — —
BENefits PAI..c..iviiieiriirieretiit it esa s ettt st e et s eae s easree e riar et er s sae et en vt er e er e e e aenes {87 (82)
Fair value of plan assets at enid of YEar ..ot en s 2,132 2,054
Change in benefit obligation:
Benefit obligation at bepinning of vear ... 1,660 1,425
BT R 5T ettt otet i et eee et ee s ee s e e eees e e s eenaeeae et s arnsesatataassnses e smreaesensaeesasssesareaesssseasntesarseeaes 184 128
IIEETESE COSEururiurriieriiaesimicies et st errrseabe s s b e s s b ea e s e bansaa b e e b e te e e e s ne ey 2t e rananamseanr g orsangnaesrmt srnss 121 107
Actuarial 1088 (ZAINY .vveveveiieieiei et r e bt beese sttt 37) 82
BEnEfits P cr e ettt ettt et e bbbt e e bare s b e et eeaan (87} {82)
Benefit obligation at end of YEAT ...cvieieiii e e e 1,841 1,660
FUNAEA STRILS 12 e erer et ettt s s sa st s as s s e baa b s ss st nae bt 291 394
Unrecognized net actuarial Bain ..o i oot ee e e ees s e es s et en s (981) {1,000}
Untecognized PILOT SETVICE COSLwatiuirriririi et evervestese bbb csmsneses s meneneen s 24 21
ACCTUET PENSION COSErrrrrverrerireerretariisisaareossssomstersessistssosiostosiessarsssssiasessesessssssaseressessessassesresns $ (666) $ (579)

For the plan years ended Qcrober 31, 1998, 1997, and 1996, actuarial assumptions include an assumed discount rate on benefit
obligations of 6.75%, 7.25%, and 7.50%, respectively. An expected long-term rate of return on plan assets of 8.00% and an annual
salary increase of 6.00% were utilized for all years,

401{k) Plan

Effective August 1, 1996, the Bank adopted a 401(k} Plan whereby each employee reaching the age of 21 and having completed
at least 1,000 hours of service in a twelve-month period, beginning with dare of employment, becomes eligible to participate in the
Plan. Employees may contribute up to 15% of their compensation subject to certain limits based on federal tax laws. The Bank does
not make matching contributions to the Plan.

13. RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Bank has granted loans to principal officers and directors and their affiliates amounting to
$20,000 at December 31, 1998 and $21,000 at December 31, 1997. In 1993, the Bank established a policy whereby new loans
{excluding passbook loans) cannot be granted to employees, officers, or directors.

14. FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments,” requires disclosure of estimared fair values of all finan-
cial instruments where it is pracricable 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 techniques. Those techniques 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 substanti-
ated by comparison to independent markets and, in many cases, could not be realized in immediate settlement of the instrument.
Statement Neo. 107 excludes certain financial instruments and all non-financial instruments from its disclosure requirements.
Accordingly, the aggregate fair value amounts presented do not represent the underlying value of the Bank.

e
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FAIR VALUE OF FINANCIAL INSTRUMENTS {concluded)

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-hearing deposits approximare fair values.

Securities available for sale: Fair values for securities available for sale are based on quoted market prices, where available, If quoted
market prices are not available, fair values are based on quoted market prices of comparable instruments.

Loans: For variable-rate loans that reprice frequently and with no significant change in credit risk, fair values are based on carry-
ing 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 crediv quality. Fair values for non-petforming loans are estimated using discounted cash flow
analyses or underlying collaterai values, where applicable.

Federal Home Loan Bank stock: The carrying value of Federal Home Loan Bank stock is deemed to approximate fair value based
on the redemption provisions of the Federal Home Loan Bank of Boston.

Deposits: The fair values of non-certificate accounts are, by definition, equal to the amount payable on demand at the reporting
date which is their carrying amount. Fair values for certificates of deposit are estimated using a discounted cash flow calcularion that
applies interest rates carrently 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 fiow analyses
based on the Bank’s current incremental borrowing rates for similfar types of borrowing arrangements.

Other borrowed funds: The carrying amounts of other barrowed funds approximate fair value,
Accrued interest: The carrying amounts of accrued interest approximate fair value.

Off-balance-sheet 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 counterparties’ credit standing. At
December 31, 1998 and 1997, the fair value of commitments outstanding is not significant since fees charged are not material.

The carrying amounts and estimated fair values of the Bank’s financial instruments are as follows:

December 31,
1998 1997
Carrying Fair Carrying Fair
Amount Value Amount Value
{In Thousands} S
Financial assets:
Cash and cash equivalents......ccoviricrnienenn $ 18573 $ 18,573 $ 7.268 $ 7,268
Securities available for sale......ooovivivecvecarenn. 28,235 28,235 35,369 35,369
LOans, Nt e s 204,774 208,524 172,839 174,668
Accrued interest receivable i 1,330 1,330 1,243 1,243
Federal Home Loan Bank stock....ocvvveeenae, 2,750 2,750 1,900 1,900
Financial liahilities:
DIEPOSIES v verererevrerrierrerereresseneserereseerssereecessens 178,741 179,336 160,506 160,852
Federal Home Loan Bank advances .............. 55,000 54,807 38,147 38,139
Other borrowed funds....ovrnesneenenns 56 56 3319 319
Accrued interest payable ..o, 308 308 205 205

B
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15. QUARTERLY FINANCIAL DATA (UNAUDITED)
Quarterly results of operations for the years ended December 31, 1998 and 1997 are as follows:

Years Ended December 31,

1998 1997

Fourth Third Second First Fourth Third  Second First
Quarter Juarter Juarter Quarter Quarter Quarter Quarter Quarter
{In Thousands, Except Per Share Data}

Interest and dividend ncome v ieeeeens $ 4743 % 4,548 $ 4464 3 4,406  $ 4,268 $4214 $4059 § 3,804
[IEEIEST @XPEIISE 1vveverererrerrae e i teemtnesan oins 2,416 2,309 2,285 2,213 2,143 2,102 1,995 1,920
Net INterest iMCOIIE vurrerrereresroreereremreraseensrens 2,327 2,239 2,179 2,193 2,125 2,112 2,064 1,944
Provision for loan fosses ..o erievecieeincnnins 34 39 39 39 48 48 39 39
Net interest income, after

provision for loan losses...cooooviii 2,193 2,200 2,140 2,154 2,077 2,064 2,025 1,905
T HICOMB eerereeeevivrs st eereesrssreetrereereens 215 155 218 154 173 144 157 179
Operaring eXPerises .o rmorrrressrereens 1,232 1,186 1,147 1,151 1,149 1,103 1,108 1,098
Income before income taxes ......ovcvververeenrens 1,276 1,169 1,211 1,157 1,101 1,105 1,074 986
[ncome tax ProVISION .eeoeereereeeresrmiisinonss 451 449 468 443 420 424 411 352
NEE HACOME 1oviivievieri e emseeses s srsstesseremees $ 825 § 720% 743 % 714 % 681 $ 681 $ 663 § 634

PaSIC et evereitiiirererevetaeesrnatratssrerrnresaeeaenes $ 042 % 037 % 038 § 036 $ 035 % 035 $ 034 8 O..3.2
DHIGEED e reeireirereeeeeeeee. B 041 % 036 % 037 0§ 035 $ 034 % 034 % 033 $ 0.32
Cash dividends declared per shate.......ccco. $ 021" ¢$ 010 % 009 $ 009 § 017" % 008 $ 008 § 007

(1) Includes a special dividend of $0.11 per share declared on December 7, 1998,
(2) Includes a special dividend of $0.09 per share declared on December 1, 1997.

(3) Per share amounts have been adjusted to reflect the 3-for-Z stock split effected in the form of a stock dividend, declared on September 4, 1998.
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Hingham Institution for Savings
55 Main Street

Fingham, MA 02043

{781} 749-220C

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

Investor Inquiries
William M. Danovan, Jr.
Vice President - Administration

Transfer Agent and Registrar
ChaseMellon Shareholder Services, L.L.C.
111 Founders Plaza, Suite 1100

East Hartford, CT 06108

Stockholder Inguiries and Dividend Reinvestment
ChaseMellon Shareholder Services, L.L.C.

P.O. Box 3315

South Hackensack, NJ 07606

{800} 288-9541 '

Independent Auditors
Woilf & Company, I'.C.
One International Place

Boston, MA 02110

Special Counsel
Hate and Dorr:

60 State Street
Boston, MA 02109

Form 10-K

A copy of the Bank’s Annual Report on Form 10-K for the fis-
cal year ended December 31, 1998 as filed with the Federal
Preposit Insurance Corperation, may be obtained withous
charge by any stockholder of the Bank upon written request
addressed to the Investor Relations Department.

STOCK DATA

Hingham Institusion for Savings' common shares are listed and
traded on The Nasdag Stock Market under the symbol HIFS.

As of December 31, 1998 there were approximately 500 stockheld-
ers of record, holding 968,008 outstanding shares of common stack.
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
1997
First Quarter $12.83 $12.17
Second Quarter 14.50 12.00
Third Quarter 19.08 13.83
Fourth Quarter 19.33 17.83
1998
First Quarter $24.67 $18.33
Second Quarter 24.67 20.17
Third Quarter 20.17 15.17
Fourth Quarter 17.50 15.00

The closing sale price of the Bank’s common stock at
December 31, 1998 was $16.50 per share.
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