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‘.f‘ ' : We begin the twenty-first century in a position of remarkable

financial strength. We have just completed a fourth year of record
earnings. Our impressive growth rate in loans, deposits, and total assets
remains firmly above industry averages. The quality of our assets is
strong. Our expenses are well controlled. Our tier one capital level is a

very healthy 9.16%.

In 1999 the Bank earned $3.2 million as compared to $3.0 million
in 1998, $2.7 million in 1997, and $2.0 million in 1996. Our Return on Equity and Assets were

13.07% and 1.19% respectively.

AR A P AT g e,

Our total assets increased by 12.0% from $260.1 million at December 31, 1998 to $201.2

million at year end.

The loan portfolio increased by $24.9 million or 12.2%. The growth in our loan portfolio
was fueled by a record $87.4 million in new loan originations for 1999. Additionally, our total
deposits increased by $14.8 million or 8.3%. Our new Weymouth office, opened in 1999, has
been well received and is contributing to this steady growth.

Our high level of asset quality was reflected by nonperforming loans totaling only 0.33% of
total assets at year end. This asset quality is a direct result of an experienced lending team and
the close involvement of a loan committee comprised of directors with significant ownership

interest.

This performance allowed us to increase the dividends declared to stockholders by 18.4%
over those of 1998, Additionally, our book value per share increased from $12.05 to $12.83.

The new millennium presents community banks with a sometimes bewildering array of
opportunities. We remain blessed with a very healthy local economy, a knowledgeable manage-
i et | P S S . o G B N L et : ment group, and a talented and dedicated staff. Our strategy of aggressively pursuing growth
B e R g -"“‘““\"f‘*,»qg #i | y . ; L. ; : opportunities within our marketplace and remaining focused on the business lines with which we
” have significant experience has served us well. The continued development of our niche position

as a multifamily real estate lender, in addition to our single family and home equity loan business,

will produce favorable earnings potential. We are confident that consolidation within the indus-
try will continue to provide real opportunity for those community banks that understand and
capitalize on their strengths. In the longer term, we believe that the market will recognize the

value inherent in a strong earnings performance.
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We appreciate the continued support of our stockholders and customers and remain com-
mitted to the development of a bank that serves the best interests of both.

Very truly yours,

Y 46‘ it
Robert H. Gaughen, Jr.
President &« CEO
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A COMMUNITY BANK. CLOSE TO THE
OCEAN AND CLOSE TO OUR CUSTOMERS.

ounded in 1834, Hingham Institution for
Savings was one of the first banks chartered
in Massachusetts. We feel privileged to serve

an area that is picturesque, vibrant, and rich

in tradition. The strong community spirit is
reflected in the importance our citizens place in local institu-
tions, from town meetings to the preservation of historically
significant landmarks, as well as an unwavering belief in

locally controlled capital.

Our senior and middle management have deep roots in the
community. Many staff members have years of loyal service
to the bank and are on a first-name basis with regular cus-
tomers. Additionally, our Board of Directors is comprised of
local residents who are both active and heavily invested in
the bank.\ This means that not only do they have a vested
interest in the institution’s well being, but they are also
empathetic to the needs of customers in all the towns we

SErve.

This commitment to serving our customers is reflected in
our loan activity throughout the area. We are one of the
major lenders in all of the towns we serve. Additionally, we
are a niche lender in multifamily properties, both on the

South Shore and in Boston.
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GROWING UP, GROWING STRONG
ON BOSTON’S SOUTH SHORE.

ingham Institution for
Savings is experiencing
unprecedented growth with-
in the coastal towns we
serve. This is due in part to
the vibrant economy in this part of Massachusetts,
but more importantly, it can be attributed to the
bank’s sound management and forward-thinking

practices.

In the area of management, for example, our operat-
ing expenses are ma;intained at a level consistently
lower than those of many other financial institu-
tions. As a result, our profitability exceeds industry

dverages.

Looking to the future, we have invested aggressive-
ly in new technology and now have two Information
Technology specialists on staff. We offer 24-hour
telephone banking and our Internet banking opera-
tion should be fully functional in the summer of
2000. Daily, many customers visit our Web site for

information.

Our address is: www.hinghamsavings.com.

A strong 12% growth
in assets was fueled by
more than $87 million
in loan originations for
the year

The Bank has achieved
seven consecutive years
of double-digit loan
growth with mortgage
loans now accounting
for nearly 80% of
total Bank assets.

In February, we opened
our sixth office — in
Weymouth. It has con-
tributed significantly to
our 8% growth in
deposits for the year.

Assets

(in millions)

$2016 $2225 $260.1 $2912
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Loans

(in millions)

$11.2 $1728 S2048 $2207
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Deposits

(in millions)

$150.0 $160.5 $178.7 $193.5
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SeLECTED CONSOLIDATED FINANCIAL DATA MANAGEMENT’S DISCUSSION AND ANALYSIS
The following information does not purport to be complete and is qualified in its entirery by the more detailed information contained Founded in 1834, Hingham Institution for Savings has sevved $81.4 million in 1998 and $56.0 million in 1997. Contributing
elsewhere herein. the local community for more than 165 years, On December 20, to carhings growth in 1998, when comparing to 1997, were net
1988, the Bank converted its ownership from mutual to stock form. gains on sales of assets which rotaled $106,000 in 1998 with no
At December 31, Banking services are provided through branch offices in Hingham, net gains reported for 1997. Partially offsetting improvements in
1999 1998 1997 1996 1995 South Hingham, Hull, Scituate, Cohasset, and South Weymouth. earnings were increases in expenses in each of the three periods,
(In Thousands) The following information should be read in conjunction resulting primarily from increased salaries and employee benefits
Balance Sheet Data: with the Consolidated Financial Statements and Notes con- expenses and, when comparing 1999 to 1998, increased occu-
TOtA] ASSEES 1urverererserersesemeeeesemtessis et esees e s s et s e raer e breis $291,183 $260,076 $222,584  $201,586  $ 175,409 tained in this report. pancy and equipment expenses related to a new branch facility
TOVEStMENT SECUTILIES wovvvvveseesssosessssssssssmmmsarsnsnimsrisomemsssssssseses 35532 28,235 35,369 32,321 39,152 which commenced operation in the first quarter of 1999.
Lcans: COMPARISON OF THE YEARS 1999, 1998, and 1997 Despite increased expenses, the Bank’s efficiency ratio, which
Residential moTtgage s 108,599 95,629 83,522 79,418 69,872 measures the percent of net operating revenues consumed by
Commercial MOTLEAGE .....ovvvvvrrmvenrrssseresmmiemsesereseesnssesesens 114,513 102,660 84,932 67,008 44,667 RESULTS OF OPERATIONS opetating expenses, maintained its low level of 50.3% for 1999
COTSTEUCHION, T vorvssereresssseseseesseemeeesemsesessessssssssssssn 6,395 6,985 4,857 5,421 5,437 For the year ended December 31, 1999, the Bank earned $3.2 as compared to 49.3% for 1998 and 50.1% for 1997.
OURET vt 1,592 1,219 1,209 938 1,066 million, as compared to $3.0 miltion in 1998 and $2.7 willion fn 01 Tncome
Aliowance for 1oan L0885 .orrrieverieeonrcscrrctresaesssssns 1,976 1,729 1,560 1,393 1,277 1997. On a per-share basis, the Bank eamed $1.65 in 1999, §1.53
Foreclosed £eal ESTALE, DO .vvrermroerseomeeresreeeemssesssessicsneseens . o - o 34 in 1998, and $1.36 in 1997. On a dilutive basis, which assumes The Bank reported $10.3 million in net interest income
DEPOSILS ©ovvrieeniriisicrensne e 193,514 178,741 168,506 150,015 133,042 that certain stock options have been exercised, earnings per share for 1999 as compared to $8.9 millicen in 1998 and $8.2 millien
Federal Home Loan Bank advances .o ovvnsmicniesieces 68,445 55,000 38,147 29,754 22,000 were $1.62 in 1999, $1.49 in 1998, and 51.33 in 1997. in 1997. This positive trend was primarily the result of contin-
Other BOrrowed FUnds ..ecrr.orsmrersssssrresemssmessecsessessesseness 248 56 319 188 — Growth in earnings in each of the three periods was ued growth in loans. Outstanding loans averaged $219.7 mil-
StoCKhOIAEES EQUITY weveenrersesressecrresssersrssesesssserssssirsnsess 26,181 23,676 21,377 19,212 17,819 achieved primarily from growth in earning assets. In particular, lion for 1999, as compared to $186.2 million for 1998 and
loan originations were $87.4 million in 1999, as compared o $163.0 million for 1997.
Years Ended December 31,
1999 1998 1997 1996 1995
{In Thousands, Except Per Share Amounts)
Income Statement Data; The foliowing table presents information vegarding changes in intevest and dividend income and interest expense of the
Total interest and dividend MMCOME v 3 20,259 & 18,161 $ 16405 $ 13,962 § 12,074 Bank for the years indicated. For each category, information is provided with respect to changes attributable to changes in
Total HILEIESt EXDEIISE wcrvvveescrearimiomsinesrebeisistsssbsbsssssasansnsssone 9,968 9,223 8,160 6,956 5,871 rate {change in rate multiplied by old volume} and changes in volume (change in volume madtiplied by old rate}. The change
N Ot ITLECTESE HLCOTIE 1rvvreessosssssssseersseesesseeseeseesessesteemsenrees 10,291 8,938 8,245 7,006 6,203 attributable to both volume and rate is allocated proportionately to the changes due to volume and rate.
Provision for 1oan LosSes ..o 200 151 174 107 120
OHREr IICOMIE worveoreteiiir e e s s resrens s abs et 734 742 653 614 509
OPETALINE EXPENSES +1orrvrerirriomsemesiesimssssessissssissssssansssssasrsssiess 5,540 4,716 4,458 4,066 3,641 Years Ended December 31,
Income before TCOMRE TAKES crvrvrerrersrermeersensreresererrermsenens 5,285 4,813 4,266 3,447 2,951 1999 Compared to 1998 1998 Compared to 1997
INCOME TAX PIOVISION cvnererciismseniesiisesernimssresres st s isasens 2,039 1,811 1,607 1,403 1,045 Increase (Decrease) Increase (Decrease)
' Due to Due to
TNEE HICOMIE 1evireererensreirsrentesesemesssssesesassssressarsnassesesseseseacs § 3,246 $ 3002 % 2,659 % 2044 5 1,906 Volume Rate Total Volume Rate Total
. (In Thousands})
Eamings per share: Interest and dividend income:
BUSEC 1ovveriereeetsesrisscesee s b1 b b eeere st et at s en et ee s 1.65 % 1.53 % 136 3 .05 § 0.98 Total Lo0S oo $ 2,723 % (631) % 2,092 $ 1,934 % {208) 3 1,726
. Investment securities and
IIIEEA 1ottt er e smemenes ettt es 1.62 % 149 % 133 0§ 104 § 0.97 Federal Home Loan Bank stock .o (138) (22) (160) 53 (74) 21)
Financial Ratios: Interest-bearing deposits v 191 {15) 166 58 {7) 51
Return on a.verage ASSELS rvrvrrresararesrsererorecsesesenassisstiisisse e 1.19% 1.26% 1.26% 1.10% 1.17% Total interest and dividend income ......... 2,776 (678) 2,098 2,045 {289} 1,756
RELUITL ON AVETAZE EQUITT. .vorererevreceeeecrsressiisisiersssssnasseesessasas 13.07 13.18 13.00 11.06 11.11 Inrerest expense:
Average equify 1O AVETAZE BSSETS. e rrerssriimisimsarsrrssmssinsinss 9.07 9.59 9.67 9.94 10.54 DepOSIt_S """"""""""""""""""""""""""""""" 640 (564) 76 411 (102} 309
[r1£erest Tate SPTeacd o oo et 3.38 3.35 348 3.37 3.47 BOTTOWINGS oovvvivonisissscnsissrsinsn st 802 (133) 669 806 _{32) 754
Net yicld on average earning assets .ooeeeeiniisesersssnrnmnicn 388 3.88 4,02 3.90 3.96 4 Total interest eXpense ..o 1,441 {697) 45 1217 (154) 1,063
Dividend payout tat0 oo 35.15 32.03 2941 28.57 23.47 IOt HEEIEST INCOME . vevreermsrereressimenesssssenerssessessanerien $ 1334 $ 19§ 1353 $ 828 % (135) % 693
Cash dividends declared per share «.oo.voveriiissiinin 3 058 % 049 3 040 $ 030 $ 023 -




MANAGEMENT’S DISCUSSION AND ANALYSIS

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

Years Ended December 31,

1999 1998 1957

Average Yield/ Average Yield/  Average Yield/
Balance Interest Rate Balance Interest Rate Balance Interest Rate
Assets: (Dollars in Thousands)
Loans:
Real estate loans....cccocvvee. § 218,408 $17,617  8.07% % 184,924 $15,524  839% $ 161,156 $13,752  8.53%
Commercial loans....oceereeeeeren 210 24 1143 260 32 1231 764 71 9.29
Other loans ....ocooverrneveriiccnnns 1,087 93 856 988 86 870 1075 93 8.65
Total loans (1) (2)ieennn. 219,705 17,734 B8.07 186,172 15,642 840 162,995 13916  8.54
Investment securities (3) (4).......... 35,031 20t6 5795 31,431 2,176 5.8 36,537 2,197 601
Interest-bearing deposits.......c.ccoo. 10,362 308 491 6,510 343 527 5,414 292 539
Total earning assets oo veeverornnes 265,098 20,259 7.64 230,113 18,161  7.89 204,946 16,405 8.00
Other 28588 .ovvviiieiemenroe e ainiaennenns 8,046 7,447 6,481
Total assets coovvvivevr i, $ 273,744 $ 237,560 $ 211,427
Liabilities and stockholders’ equity:
Interest-bearing deposits:
NOW accounts (5) vvrenennan. $ 15,015 15 077 % 14,012 158 1.13 % 13173 165 1.28
Money market deposits........... 24,049 638 2.65 20,641 595  2.88 20,600 621 3.01
ST ) N 35,788 763 213 32,712 806  2.46 31,257 783 2.51
Term certificates..ooeivienrnnn.. 98,408 5132  5.22 89,747 5013 559 83,257 4,690  5.03
Total interest-bearing
deposifts i, 173,270 6,648  3.84 157,112 6,572 4.18 148,287 6,263 4.22
BOTTOWITIES +vvvevereaeererereresresseveseens 60,859 3,320 546 46,260 2,651 573 32,212 1,897  5.89
Total interest-bearing
liabilities e, 234,129 9,968  4.26 203,372 9223 4.54 180,499 8,160 4,52
Demand deposits....covcoeeivvsvairerinns 13,438 10,216 9,291
Orher liabilities .o, 1,339 1,200 1,188
Stockholders’ equity cvveeeeeerienenn 24,838 22,772 20,449
Total liabilities
and stockholders’ equity .......... $ 273,744 $ 237,560 $ 211,427
Net interest iCome .ovevrrvrrer e $10,291 $ 8,038 % 8,245
Weighted average rate spread......... 3.38% 3.35% 3.43%
Net yield on average earning assets (6) 3.88% 3.88% 4.02%

(1) Gross of allowance for loan losses.

(2) Includes average non-accrual loans.

(3) Excludes the impact of the average unredlized gain (loss) on securities available for sale.
(4) Includes Federal Home Loan Bank stock.

(5) Inchudes mortgagors’ escrow accounts.

{6) Net interest income divided by average total earning assets.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Interest income is dertved from residential and commercial
mortgages, home equity, installment and commercial loans, the
investment portfolio, and interest-bearing deposits. The Bank
earned an average yield of 7.6% on these assets in 1999, as
compared to 7.9% in 1998 and 8.0% in 1997, For 1999, 1998,
and 1997, interest income totated $20.3 million, $18.2 million,
and $16.4 million, respectively. Average total earning assets
increased $35.0 million, or 15%, in 1999 over 1998 and $25.2
million, or 12%, in 1998 over 1997. The Bank achieved this
growth by conrinuing to focus on real estate lending and
decreasing its emphasis on the invesapent portfolio.

Average deposit balances increased in 1999 and 1998. As
a result, interest expense, which is incurred on certificates of
deposit, NOW, savings, and money marker deposit accounts,
increased in these periods. However, the average rate paid on
interest-bearing deposit accounts declined to 3.8% during
1999, as compared to 4.2% for 1998 and 4.2% for 1997.

Interest expense on borrowings continued to rise during
1999 resuiting primarily from an increase in FHLE advances
which the Bank employed to fund its loan growth. However,
the average rate paid on borrowings continued to decline to
5.5% in 1999 from 5.7% in 1998 and 5.9% in 1997 due to the
downturn in market interest rates. Also, during 1999, the
Rank continued its participation as a note option depository for
treasury, tax, and loan deposits which allowed it to borrow
short-term funds at a preferred interest rate, Comperitive
pressures for deposits and a recent rise in marker interest rates
indicate that the cost of funds in at least the near term can be
expected to increase.

Provision for Loan Losses

The provision for loan losses is based on management’s
assessment of the adequacy of the allowance for loan losses.
Management considers the size of the loan portfolio, the risks
assaciated with certain loan types, and the underlying collater-
al values of individual loans as well as other facrors. The provi-
sion for loan losses for 1999 was $200,000, as compared to
$151,000 in 1998 and $174,000 in 1997. In 1999 and 1998,
net recoveries of previously charged-off loans combined with a
reasonable provision for loan losses enabled the Bank to main-
tait an adequate level of allowance for loan losses.

Other Income

"The most significant component of other income was fees
earned on customer accounts with $536,000 reported for 1999,

$441.000 for 1998, and $491,000 for 1997, In 1999, the 22%
growth in customer service fees was derived principally from
increased debit card transactions and ATM fees. In 1998, cus-
tomer service fees declined as a result of a lower volume of fee-
based transactions and the introduction of the “Completely
Free” checking account. This new product has dramarically
increased the non-interest bearing deposit base which has posi-
tively contributed to the net interest margin.

Other income is alse comprised of net gains or losses on
sales of investments and loans. In 1999, the Bank reported an
$11,000 gain on sales of securities while in 1998 the Bank
reported $106,000 in net gains on sales of loans and securities.
There were no such sales in 1997,

Operating Expenses

As a percentage of average total assets, expenses remained
at a low 2.0% for 1999, as compared to 2.0% in 1998 and 2.1%
in 1997.

Salaries and employee benefits were the largest component
of operating expenses at $3.1 million for 1999, $2.7 million for
1998, and $2.5 million for 1997, In 1999, salary expenses
increased primarily due to the establishment of the new
Weymouth branch. Annual merit-based raises have also con-
tributed to the increase in salary expenses.

Occupancy and equipment expenses increased over the
three periods. In 1999, the increase was the result of the addi-
tion of the new Weymouth branch. In 1998, the increase was
the result of refurbishment of the main office and select com-
puter equipment upgrades. The result of these improvements
will be the ability to meet customer needs, enhance administra-
tive efficiency, and lower maintenance expenses.

All other operating expenses including data processing,
deposit insurance, legal, and other were $1.7 million combined
for 1999, $1.4 miflion for 1998 and $1.5 million for 1997. The
Bank has successfully controlled these expenses despite signifi-
cant asset growth and increased account and transaction vol-
umnes over the three periods.

Income Taxes

The Bank's effective tax rates for 1999, 1998, and 1997
were 38.6%, 37.6%, and 37.7%, respectively. The Bank is in
the process of implementing a strategy which may have the
effect of reducing its effective tax rate (or the year 2000.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

COMPARISON OF THE YEARS 1999 AND 1998

BALANCE SHEET ANALYSIS

The Bank had total assets of $291.2 million at
December 31, 1999, an increase of $31.1 million, or 12%, from
the $260.1 million level at vear end 1998,

Loans

At December 31, 1999, the Bank reported net loans of
$229.7 million, or 79% of total assers. Comparably at
December 31, 1998, net loans were $204.8 million, or 79% of
toeal assets. This growth of $24.9 million, or 12%, was achieved
through the origination of $87.4 million in mortgage and other
loan products. A stringent underwriting policy continues to
comptement this lending straregy. At December 31, 1999 and
1998, mortgage loans accounted for more than 99% of gross
loans with commercial and multi-family mortgages representing
approximately 50% of the mortgage portfolio in 1999 and 1998.

The Bank's lending strategy during 1999 and 1998 has
been to provide commercial property, single family, and multi-
family loans at an initial fixed rate for three to seven years with
an adjustable rate thereafter. Residential mortgages are gener-
ally 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, 1999 and 1998, the
atlowance had a balance of $2.0 million and $1.7 million,
respectively. The allowance is maintained at a level adequare
to absorb losses. The allowance is reviewsd by senior manage-
ment on at least a quarterly basis to determine its adequacy.
Factors considered include loan-to-value ratios, underlying col-
lateral values, payment history, and any other available infor-
mation specific to a loan. Loan losses are charged against the
allowance when the collectibility of loan principal becomes
unlikely. Recoveries are recorded as additional reserves when
received. For 1999, there were $48,000 in recoveries of previ-
ously charged-off loans and $1,000 in loan charge-offs. There
were $18,000 in recoveries and no charge-offs in 1998.

Non-accrual loans totaled $947,000, or 0.33% of total
assets, at December 31, 1999, as compared to $492,000, or
0.19% of total assets, at year end 1998, The increase in non-
accrual loans is primarily the result of one mortgage borrower
and the Bank expects to resolve the delinquency without a
loss. In 1998, there was a total 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
were no such loans at December 31, 1999, There was no fore-
closed real estate held during 1999 or 1998.
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The following table presents information regarding the
Bank’s non-accrual loans:

At December 31, 1999 1998
(In Thousands)

Residential Mortgages % $ 135 $ 229

Commercial Mortgages 803 263

Installment Loans 9 -

Total non-accrual loans $ 947 $ 492

(1) Includes home equity loans.

Investments

The purpose of the Bank’s investment portfolic is to sup-
plement the Bank's lending activities by generating income,
providing tiquidity through the receipt of principal and interest
payments, and use as collateral to obtain borrowed funds. At
December 31, 1999, the portfolio was comprised of agency and
mottgage-backed issues for a total of $35.5 million, or 12% of
total assets, as compared to $328.2 million, or 11% of total
assets, at year end 1998, All securities in the portfolic are
issued or guaranteed by U.S. Government agencies or U.S.
Government sponsored agencies and, as such, carry a relatively
low risk- weighting under Federal Deposit Insurance
Corporation {“FDIC”) risk-hased capital guidelines.

At Pecember 31, 1999, 87% of the portfolic consisted of
agency bond issues. For the most part, these securities are
offered at a fixed rate and term and at spreads above compara-
ble U.S. Treasury issues. Approximately $6.0 million is
callable at the discretion of the issuer. The remaining 13%, or
$4.7 million, was comprised of mortgage-backed securities, a
decline of $3.8 miilion from the $8.5 million held at December
31, 1998, These securities are subject to declines in principal
batances due to principal repayments. Repayments tend to
increase as market interest rates fall and the individual under-
lying mortgages are refinanced at lower rates. Conversely,
repayments tend to decrease as market interest rates rise.

At year end 1999 and 1998, the entire investment portfo-
lio was classified as available for sale and was carried at fair
value with unrealized gains or losses reported in accumulated
other comprehensive income (loss), a separate component of
stockholders’ equity. The unrealized loss on the investment
portfolic amounted to $228,000, net of tax effects, at
December 31, 1999 as compared to an unrealized gain of
$87,00C at year end 1998, reflecting a decline in marker condi-
tions. The fair value of securities fluctuates with the move-
ment of interest rates. Generally, during periods of rising inter-
est rates, the fair values decrease whereas the opposite may
hold true during a declining interest rate environment,

MANAGEMENT’S DDISCUSSION AND ANALYSIS

Deposits

At December 31, 1999, the Bank held a toral of $193.5
million in deposits, an increase of $14.8 million, or 8%, from
the $178.7 million in deposits at year end 1998, The Bank
offers a wide range of products, competitively priced, accompa-
nied by quality service. During the first quarter of 1999, the
Bank opened its fifth branch office in South Weymouth. The
branch has cantributed significantly to the growth in deposits
for 1999,

Primary competition for depasits are other banks and cred-
it unions in the Bank’s market area and mutual funds. Recent
“big bank” merger activity in the Bank’s market area has
offered an opportunity to attract new customers. The Bank’s
ability to attract and retain deposits depends upon satisfaction
of depositors’ requirements with respect to product, rate, and
service. The Bank offers traditional deposit products, competi-
tive tates, convenient branch locations, automated teller
machines, debit cards, and telephone hanking.

Deposits are insured in full through the Federal Deposit
Insurance Corporatien and Deposit Insurance Fund of
Massachusetts {DIF). Providing DIF insurance has become a
competitive advantage as the mid-sized to regional banks can-
not offer the coverage.

Core deposits, comprised of savings, NOW, money market,
and demand deposit accounts were $88.4 million at December
31, 1999 as compared to $86.1 million at vear end 1998, an
increase of $32.3 millien, or 3%. Certificates of deposit were
$105.2 million, or 54% of total deposits, at December 31, 1999
as compared to $92.6 million, or 52% of rotal deposits, at year
end 1998, an increase of $12.5 million.

Borrowings

The Bank had $68.4 million in FHLB advances at
December 31, 1999, as compared to $55.0 million at year end
1998. The Bank bowrowed an additional $13.4 million: in 1999
to fund growth in the loan portfolic and to effectively manage
its interest rate sensitivity position. Generally, the borrowings
are drawn with a fixed rate and term; however, approximately
$16.0 million, or 23%, can be called by the issuer after an ini-
tial specified term. The Bank is also a 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, 1999 and 1998, there were
$248,000 and $56,000, respectively, in such borrowings.

Liguidity and Capital Resources

The Bank's primary sources of liquidity are its available-
for-sale securities portfolio, principal and interest payments on
loans and investtent securities, net increases in deposit bal-

ances, and FHLE 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 approximarely $117.1
million to meet its borrowing needs, based on the Bank’s avail-
able qualified collateral which consists primarily of 1-4 family
residential mortgages and the Bank’s investment in its security
corporation subsidiary. Upeon specific approval from the
FHLB, the Bank may also pledge other mortgages as collateral
to secure as much as $29.5 million in addirional horrowings.
At December 31, 1999, the Bank had $68.4 million in

advances outstanding.

The Bank can also enter into repurchase agreement trans-
actions should the need for additionaf liquidity arise. At
December 31, 1999, the Bank had ne repurchase agreements
outstanding.

At December 31, 1999, the Bank had capital of $26.2 mil-
lion, or 9.0% of total assets, as compared to $23.7 million, or
9.1%, ar December 31, 1998, Toral capital is adiusted by the
unrealized gains or losses in the Bank’s available-for-sale securi-
ties portfolio and, as such, it is subject to fluctuations resulting
from changes in the market values of its investment securities.
At December 31, 1999, the Bank's entire securities portfolio
was classified as available for sale, which had the effect of
decreasing capital by $228,000. In comparison, at year end
1998, capital was increased by $87,000.

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 institurion must maintzin as a percentage
of risk-weighred assets and average total assets. The Bank's
ratios exceeded these regulatory capital requirements in both

1999 and 1998.

These high capital levels were maintained despite a more
aggressive dividend policy. During 1999, the Bank declared
dividends of $0.58 per share, which included a $0.12 per share
special dividend which was declared in the fourth quarter. In
comparison, in 1998, the Bank declared dividends of $0.4% per
share, which included an $0.11 per share special dividend.
The Bank's dividend payout ratio, which is calculated by divid-
ing dividends per share into earnings per share, increased to
35.2% for 1999 as compared to 32.0% for 1998,

On Seprember 4, 1998, the Board of Directors declared a
three-for-two stock split, effecred 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 addirional paid-in capital to common stock., All current
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MANAGEMENT’S DISCUSSION AND ANALYSIS

and historical per-share amounts presented in this 1999
Annual Report have been adjusted to reflect this event.

IMPACT OF INFLATION AND CHANGING PRICES

The consolidated financial statements and relared 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 terms of historical dollars without con-
sidering the changes in the relative purchasing power of money
over time due to intlation. The primary impact of inflation on
operations of the Bank is reflecred in increased operating costs.
Unlike most industrial companies, vircually all the assets and
liabilities of a financial institution are monetary in nature. As
a result, interest rates have a more significant impact on a
financial institution’s performance than the effects of general
levels of inflation. I[nterest 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 lssue is the result of computer programs
being written using two digits rather than four to define the
applicable year. Computer programs that have date-sensitive
software could have recognized & date using “00” as the year
1900 rather than the year 2000, which may have resulted in a
system failure or miscalculations. This could have caused dis-
ruption to operations, including, among other things, a tempo-
rary inability to process transactions or engage in normal busi-
ness activities.

The Bank assessed the porential impact of the Year 2000
Issue on its key operational areas, monitored the renovations of
its critical software, and tested critical systems such as its data
services provider, the components of its wide-area network, its
interface with the Federal Reserve Bank of Boston, and various
accounting applications. The Bank also developed a contin-
gency plan in the event that the Year 2000 Issue proved tc be
disruptive to operations.

The Bank's efforts proved to be successful as the rollover
to January 1, 2000 was relatively uneventful. In addition,
another key processing date, February 29, 2000, was passed
with no significant problems.

FORWARD.LOOKING STATEMENTS

This annual report may contain statements relating to
future results of the Bank {including certain projections and
business trends) that are considered “forward-locking state-
ments” as defined in the Private Securities Litigation Reform
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Act of 1995, Actual results may differ materially from those
ptojected as a result of certain risks and uncerrainties, includ-
ing but not limited to changes in political and economic con-
ditions, interest rate fluctuarions, competitive product and
pricing pressures within the Bank’s market, bond market fluc-
tuations, personal and corporate customers’ bankruptcies, 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
lizbilities, are predominantly interest bearing. It is the Bank’s
objective to minimize, to the degree prudently possible, its
exposure 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 Liability Committee (ALCO) of the Bank.
The primary tool used by the Dank in managing interest rate
risk is income simulation modeling. Income simulation model-
ing measures changes in net interest income by projecting the
future composition of the Bank's balance sheet and applying
different interest rate scenarios. Management incorporates
numerous assumptions into the simulation model, such as pre-
payment speeds, balance sheet growth, and deposit elasticity.
Rates are assumed to rise, or decling, steadily over a twelve
month period, then remain constant over the remaining peri-

od.

Assuming an upward shift in the vield curve resulting in a
200 basis-point increase in shors-term rates and an approxi-
mate 54 basis-point increase in long-term rates, management
estimates a 4.60 % decrease in net interest income over a 24
month period. Cenversely, assuming a downward shift in the
yield curve resulting in a 200 basis- point decrease in short-
term rates and an approximate 74 basis-point decrease in long-
tetfn rates, management estimates a 0.85% increase in net
interest income over a 24 month period.

The Bank’s interest rate risk exposure is believed to be
well managed and within pre-defined limits.

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

In 1999, new and re-financing loan customers took advan-
tage of lower financing rates by opting to obtain longer-term
fixed-rate loans and adjustable loans with extended rate reset
periods. Alrernately, certificate of deposit customers showed a

MANAGEMENT’S DISCUSSION AND ANALYSIS

preference for products with shorter term maturities. In an Bank's one- year negative gap position at December 31, 1999
effore to balance these consumer preferences, incremental bor- was approximately 12% of assets and well within pre-defined
rowings were taken in the longer term sectors. As a result, the tmits. :

The following tables present interest-vate sensitive assets and habilities categorized by expected maturity (or interest rate adjustment date, if eavlier) and weighted average
rate. Expected maturities are contractual maturities adjusted for amortization and prepayment of principal. Prepayment speeds vange from 4% to 18% depending upon
the particuiar asset category. Generally, adjustable vate loans are indexed to Prime or Treasury rates and can reprice as much as 200 basis points ber year and 600 basis
points over the life of the loan, Non-certificare deposits do not have contractual maturities. The wble reflects management’s asswmbtions about the repricing characteris-
tics of such deposits.

December 31, 1999

Maturing or repricing within: One Year 1-2Years 2-3Years 3-4Years 4-5Years Thereafrer Total

(Dollars in Thousands)

Interest-earning assets:

Investinerits, at COSE v oo, $ 25021 $ 10306 % 7,235 $ 2,130 $ 98 % ~— % 45,678
5.64% 5.53% 6.20% 6.13% 6.25% — 5.74%
Loans:
Fixed 1ate v, $ 28,615 $ 18,053 $ 14,704 $13,121 $11,432 $ 45,838  $131,763
8.38% 8.07% 7.99% 7.87% 7.85% 7.88% 8.02%
Adjustable rate o, 8 48,804 $ 17483 $11,377 $ 10,894 § 6,794 $ 4384 % 99736
. 8.65% 8.43% 8.23% 8.33% 8.09% 8.06% 8.47%
Interest-bearing liabilities:
Deposits:
Noen-certificare accounts......... ¥ 14,971 $ 14,975 $ 14,976 $ 7,164 $ 7,164 314,254 % 73,504
2.32% 2.32% 2.32% 2.00% 2.00% 0.53% 1.91%
Term certificates. ..o $ 86,306 $ 14,303 $ 2,598 % 828 $ 1,123 3 —  $105,158
5.16% 5.26% 5.28% 5.44% 5.12% — 5.18%
BOTTowings coovm s cervereerrsnenens $ 36,248 % 12,000 $ 1,000 $ 1,500 $ 3,000 $ 14,945 % 68,693
5.59% 5.83% 5.83% 5.36% 5.58% 5.38% 5.58%

December 3 i, 1998
Maruring or repricing within: One Year  1-2Years Z2-3Years 3-4Years 4.5 Years Thereafter Total

{Dollars in Thousands)

Interest-earning assets:

[nvestments, at COSt .vcvvnvecrierenne. $ 27,142 $ 11,485 $ 2480 112 $ 144 $ 84 % 41,447
5.37% 5.81% 5.79% 6.76% 5.98% 6.53% 5.52%
Loans:
Fixed 1are oo evereeeeeenn % 32,625 $ 17,781 $12,964 $ 9,618 $ 9,613 $ 30,237 $112,838
8.37% 8.23% 8.02% 7.88% 7.74% 8.05% 8.13%
Adjustahle rate ..ooooveiiinnnn, $ 51,124 % 19401 $11,790 $ 4,809 $ 5,994 $ 537  $ 93,655
8.59% 8.60% 8.44% 8.25% 8.33% 10.36% 8.55%
Interest-bearing liabilities:
Deposits:
Non-certificate accounts......... $ 34,208 5 11,487 $27,211 $ - K J— $ — % 72,906
2.84% 2.52% 1.83% — — — 2.41%
Term certificates......ocveevreennnn. $ 69,196 $ 19,333 $ 2,947 $ 587 $ 585 $ —  $ 97,648
5.31% 5.93% 5.60% 5.84% 5.52% — 5.45%
BOITOWINES vovvvveeveereriecereveseranns $ 23,556 % 14,000 % 6,000 $ 1,000 $ 1,500 5 9000 § 55036
5.45% 5.36% 5.73% 5.83% 5.36% 527% 5.43%
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INDEPENDENT AUDITORS’ REPORT

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

We have audited the consolidated halance sheets of Hingham Institution for Savings and subsidiary as of December 31,
1999 and 1998, and the related consclidated statements of income, changes in stockholders' equity and cash flows for
each of the years in the three-year period ended December 31, 1999, These consolidated financial statements are the
responsibifity of the Bank's management. Our responsibility is to express an opinion on these consolidated financial

statemnents based on our audiss.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan
and perform the audit to obtain reasonable assurance abous whether the financiat statements are free of material mis-
statement. An audir 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-
agement, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reason-

able basis for our opinion.

In our opinion, the consotidated financial statements referred to above present fairly, in all material respects, the finan-
cial position of Hingham Institution for Savings and subsidiary as of Decerber 31, 1999 and 1998, and the results of their
operations and their cash flows for each of the years in the three-year pericd ended December 31, 1999 in conformity
with generally accepted accounting principles.

Boston, Massachusetts
January 21, 2000
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CONSOLIDATED BALANCE SHEETS

ASSETS

Cash and due from Banks e
Interest-bearing deposits ..o e

Cash and cash equivalents ..o

-Securiries available for sale, at fair value oo,

Loans, net of allowance for loan losses

of $1,976,000 in 1999 and $1,729,000in 1998 ccovrrrrererene
Banking premises and equipment, DEL ..o,
Accrued interest receivable ..o
Deferted iNCOME X G558, 118 .iiiiviiiresieisiriasrsniesiaesersinssraerrersns
Federal Home Loan Bank stock, 8t oSt .vvierieneneceriineee
(DERET BSSEES covvvvervsvererrerrmsesrossssreeetnsiessastessassasbtrassstesbasntnsssntessansre

LIABILITIES AND STOCKHOLDERS' EQUITY

IIEPOSIES 1vvevreererrereinit st sies s ee e et bt sr b
Federal Home Loan Bank advances.....ovoennn.
Other borrowed funds oo e e
Mortgagors' eSCrOW BCCOUNTS . v et et
Accrued interest payable.. ..
Other Habilities coeoveeieser e

T otad TPl IS e ereeere s reee e e et st be et seb s sseranssabrabsaras

Commitments and contingencies

Stockhoiders' equity:
Preferred stock, $1.00 par value, 2,500,000 shares
authorized; RONE SSUBD 1vvevoivresece e iesesse et erreseens
Common stock, $1.00 par vahue, 3,000,000 shates
authorized: 2,040,750 and 1,964,250 shares
issued and outstanding in 1999 and 1998, respectively

Additional paid-n capital .o
UNAIvIded DrOfIEs .o ettt s b i

Accumulated other comprehensive income {loss).......co.....
Total stockhalders' @quiL oo ovniircie e

See accompanying notes to consolidated financial statements,

December 31,

1999 1998
(In Thousands)

$ 61236 $ 5227
9,755 13,345
15,991 18,573
35,532 28,235
229,687 204,774
3,397 3,173
1,642 1,330
1,172 930
3,423 2,150
339 311

$ 291,183

$ 193,514
68,445
248

870

358
1,567
265,002

2,041
8,809
15,559
{228)
26,181

$ 291,183

$ 260,076

$ 178,741
55,000

56

637

308

1,658

236,400

1,964
8,154
13,471
87

13,616
$ 260,076
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CONSOLIDATED STATEMENTS OF INCOME CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS EQUITY

Years Ended December 31, 1999, 1998 and 1997
Years Ended December 31,
1999 1998 1997 Additional Accumulated Total
{In Thousands, Except Per Share Amounts) Common Paid-in Undivided Other Comprehensive Stockholders’
Interest and dividend income: Stock Capital Profits Income (Loss) Equity
T AIES ettt et e e et e e e e e e s et et a e A te s s et et nete e e e e e b e eentesenstennee e et e erenee e $17,734 $15,642 $13,916 (In Thousands}
INVESTINENT SECUTTTIES cuetiiiiieie e erreceee et ere e s ema s seen e st et ebe et sebs e sas s sts e 2,016 2,114 2,197 Balance at December 31, 1996 oovevenenev. $1,298 38,616 39,542 ${244) $19.212
Interest-bearing deposits. oo ottt e cens s et rsss e 509 343 % Comprehensive income:
Total interest and dividend H1Come oo et 20,259 18,161 16,405 INEE ITLCOMIE e smeeeesereeessets s nmsenes — —— 2,659 — 2,659
interest expense:
DIEPOSILS - 1--1vvvv1 000 s st 6,648 6,572 6,263 Change in net unrealized gain (loss) on
BOTOWEA FUNAS e oeeo oo oeeeee s es e sees oo 3,320 2,651 1,897 securities available for sale, net of
TOtal EACCIESE EXPENSE vt 9968 91 78,160 reclassification adjustment and _ _ _ 194 194
INET ITIEETEST FIMCOMLE trarreresraisiereistereisesssssisstesntnsmssesessansaresesesesnessansanssareseseseses 10,291 8,938 8,245 Total comprehensive income.......... 1,853
Provision fOr Loan LoSSeS .o res vt ress st s et seeaeane e eere s 200 151 174 Stock options exercised, after
. . o B o xercised,
Ner interest income, after provision for loan losses oo 10,091 8,787 8011 : tax effect of $20,000 oo 6 7 - _ 83
Other income: Cash dividends declared ($0.40 per share) —_ - {(771) - {(771)
Customer service fees o deposits.. oo e 336 441 491
Gain on sales of securities available for sale, net .o e eveeaens 11 48 — Balance at December 31, 1997 coccooccc 1,304 8,693 11,430 (50) 21377
Gain o $ale OF I8, 01 vrciie sttt — 58 — Comprehensive income:
T 1ttt ettt e et rrar s e s et et ereerntt e e att e eatebeasreeseasees 187 195 162 Net INCOME vorireerereeeranns PO PNRRS - — 3,002 - 3,002
Total other INCOME ..ot 734 742 633 "
Operating expenses: Change in net unrealized gain (loss) on
° ) ] securities available for sale, net of
Salaries and .employee BENEFIES oottt e e e 3,120 2,711 2,467 reclassification adjustment and
DL DEOCESSIIUZ 1 vvererrrrmsreseeriaestersestessinsiressssesesrisssrsasssiaseassassnaeesessesemssemnenson 398 332 339 B (T . . . 137 137
Qecupancy and eqUIPIEDE oo errrrmrreris ey stssss s iaes 689 573 539
LAl 1trvrveisier et b ettt b ettt en et (1) 16 29 Total comprehensive income.......... 3,139
DIePOSIE IISULAIICE 1+ veietes ittt s sttt bbbt eaerann 26 24 22 .
T ettt ettt et ettt b bbbt bt t e bemnan 1,308 1,060 1,062 Three for two stock sphit oot 654 (654) o o -
TOtal OPETATING EXPEISES 1ovovevrveveresetireseesessterenemesrsesessseemssesseseseseseeeees 5,540 4,716 4,458 Stock opt:ioné exercised, after
tax effect of $39,000. v veveeereer v 6 115 S — 121
Income before iNCOME LAKES vvveivi ettt res s es s b eressaes 5,285 4,813 4,266 .
TELCOIME AKX PIOVISION -reverereresveseoseeseosees oo 2,039 1811 1,607 Cash dividends declared ($0.49 per share) - (961) I (961)
INET TNLCOMIE 1t cvesieriee sttt s s smt st eeee e s s em s e etestesrteseteseessennsensenneeneeas $ 3,246 $ 3,002 $ 2,659 Balance at December 31, 1998 ... 1,964 8,154 13,471 87 23,676
Earnings per share: Compr.ehensive income:
BASIC 1o vrvervarrireees s cms et sse st irses st be bt sttt e bbb o4 st tb sttt ensneeer e eenreereeeone $ 1.65 5 1.53 $ 136 NELINCOME oottt o o 3,246 T 3,246
. Change in net unrealized gain {loss) on
Dlluted.. ....................................................................................................... $ 1.62; $ E.ég $ 1.33 securities available {OI‘ S'c}le, net Of
reclassificarion adjustment and
£AX EECT v - - — (315) (31%)
Total comprehensive income.......... 2,931
See accompanying notes to consolidated financial statements.
Stock options exercised, after
tax effect of $217,000 v, 71 655 — —_— 132
Cash dividends declared ($0.58 per share) — — (1,158 — (1,158)
Balance at December 31, 1999 ... $ 2041 % 8,809 $ 15,559 228} $ 26,181
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See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CAsH FLOWS CONSOLIDATED STATEMENTS OF CASH FLows

Years Ended December 31, {Concluded)
1995 1998 1997
(In Thousands}
Cash flows from operating activities: Years Ended December 31,
NEL EELCOTIE 11v1vrvsseesestrssessessssessssssseaesss oo esssssss e s s s s es e ee s er e $3,246 $3,002 $2,659 1999 1898 L1997
Adjustments to reconcile net income to (In Thousands)
net cash provided by operating activities:

Provision for FOam 10858 vt sse e seses s esesre st ssssetracsmassessarersnes 200 151 174

AMOTTIZation Of SECUTIEIES, TIEE. .o oeeeeeceereereeeeeereeesrerreesreesesssesesirescaratesessresessnes 54 117 151 Cash tlows from financing activities:

Amortization of deferred loan origination fees, Net .. oo, (10 (20 (52) [rcrease 10 dEPOSIES, TIET cvvervverroresrecemsesreeecomren et eess s e b st $14,773 $18,235 $10,491

e PrECIATION .ttt eeis ettt ettt e er b 358 283 248 Increase in MOEtEagors’ ESCrOW ACCOUNTS ittt aes 233 186 159

Gain on sales of securities available for sale, Bet.. ..o (11) (48) — Proceeds from stock options exercised o 515 82 63

(Gain o0 5218 OF LOATIS. i v ittt eet ettt et emeeeeeenen e e e ereseeaeneene —_— (58) — : Cash dividends paid on common stock. ..o ereeeeeene e en (1,080 (875} (69C)

Deferred tax BENEfit vo..uvverersierriseisiseeeesiss s es s (32) (18) (20) : Proceeds {repayments) of borrowings with maturities

Changes in operating assets and liabilities: : OF Less thar three MONTIS v eeiaeie s s ssssers s eessrrasrsesisasressssseseregessemnens 192 (410) {2,978)

Accrued interest receivable ..ottt reee (312} (87) {183) Proceeds from Federal Home Loan Bark advances with maturities of
(TR BSSEES 1uvvirieiirtesten e et eetesbaesss et eensenseene e e se e ens e e s esteesseessesesaesaesansseessrreens {28) 27 R7 T8 EIOTIEEIS T THIOTE «eneeeteemt oo e eemee e e eeeeeatesansaebsteb e tabe et et es b eesseassasberebasbasains 54,500 53,500 38,500
Accrued interest payable and other Habilities oo 98 135 (402) Repayment of Federal Home Loan Bank advances with maturities of
Net cash provided by operating activities ..o s 3.563 3477 2,662 three MONThS OF MOTE.coovoirioimisim _(41,055) (36,500) {27,000)
Cash flows from investing activities: Net cash provided by financing activifies. ..o, 28,078 34,218 18,547
Activity in available-for-sale securities: T T

SIS 1ot e 2,012 5,047 - Net increase {decrease) in-cash and cash equivalents ... {2,582} 11,305 {4,372}

Maturities, prepayments and calis.......cocvriririie i s 12,205 15,328 8,123 ;

PUICRASES oo (22,082) (13,091) {10,996) f Cash and cash equivalents at Beginning of JEaT ...eeromsurersmmmeemerererssresoesrerereee 18,573 7,268 11,640
Loans originated, net of payments received ..o (25,103) (35,128) {21,795) T — e
Proceeds from sale of Foars it sttt e e et eee e raeeens —_ 3,127 — Cash and cash equivalents at end of Year.....cooovoirerrreinresonersssserssssseness $15,991 $18,573 $ 7.268
Increase in Federal Home Loan Bank stock i (673) (830) (450} —

Additions to banking premises and eQUIPIIEIT oo ecere i reeri e csssasries s (582) (823) {(463) Supplementary information:
Net cash used in inVesting ACHIVIEIES vvoeeriecevrsiiierevrererronsseosesesseeeseisese e semcas (34,223 (26,390) (25,581) Interest paid on EPOSIE ACCOUNTS 1. ececerier it s % 6,668 $ 6,559 $ 6.684
Interest paid on borrowed fUnds... s 3,250 2,561 1,853
Income taxes paid, net of refunds. ..o 1,874 1,941 1,658
{continued)

See accompanying notes to consolidated financiai statements.

See accompanying notes to consolidated financial statements,
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NoTES TO CONSOLIDATED FINANCIAL STATEMENTS

Years Ended December 31, 1999, 1998, and 1997

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
subsidiary, Hingham Securities Corporation which holds title to securities available for sale. 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 estimare that is susceptible to significant change in the near term relates to the determination of the allowance for loan losses.

Business and operating segments

The Bank provides a variety of financial services to individuals and small businesses through its offices in southeastern
Massachusetes. Its primary deposit products are savings, checking, and term certificate accounts, and its primary lending products are
residential and commercial mortgage loans.

In June 1997, the Financial Accounting Standards Board (“FASB”) issued Starement of Financial Accounting Standards
(“SFAS") No. 131, “Disclosures about Segments of an Enterprise and Related Information,” effective for fiscal years heginning after
December 15, 1997. SFAS No. 131 establishes standards for the way thar public business enterprises report information about oper-
ating segments in annual and interim financial statements, It also establishes standards for related disclosures about products and ser-
vices, geographic areas and major customers. Generally, financial information is required to be reported on the basis that it is used
internally for evaluating segment performance and deciding how to allocare resources to segments. Management evaluates the
Bank’s performance and allocates resources based on a single segment concept. Accordingly, there are no separately identified oper-
ating segments for which discreze financial information is available. The Bank does not derive revenues from, or have assets located
in foreign countries, nor does it derive revenues from any single customer that represents 10% or more of the Bank’s total revenues.

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 addition, certain amournts have been reclassified in the 1998 and 1997
consolidated financial statements to conform to the 1999 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
Securities are classified as available for sale and presented at fair value, with unrealized gains and losses, after tax effect, excluded
from earnings and reported in accumulated other comprehensive income (loss) as a separate component of stockholders’ equity.

Purchased premiums and discounts are amortized to earnings by the interest method over the terms of the securities. Declines in
the value of securities that are deemed to be other than temporary are reflected in earnings when identified. Gains and losses on dis-
position of securities are recorded on the trade date and are determined using the specific identification method.

Loans

The Bank grants mortgage, commercial and consumer loans to customers, A substantial portion of the loan portfolio is represent-
ed by mortgage oans in the southeastern Massachusetts area. The ability of the Bank's debtoss to honor their contracts is dependent
upon the real estate, construction and general economie sectors.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off generafly are
reported at their outstanding unpaid principal balances adjusted for charge offs, the allowance for loan losses, and deferred fees or
costs on otiginated loans. Interest income is accrued on the unpaid principle balance. Loan origination fees, net of certain direct
crigination costs, are deferred and recognized as an adjustment of the related loan vield using the interest method.

The accrual of interest on mortgage and commercial loans is discontinued at the time the loan is 90 days delinquent unless the

‘credit is well-secured and in pracess 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 douhtful.

All interest accrued but not collecred for toans that are placed on non-accrual or charged off is reversed against interest income.
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 the principal and interest amounts contractually due are brought current and future pay-
ments are reasonably assured.

Allowance for loan losses
The allowance for loan losses is established as losses are estimared to have occurred through a provision for loan losses charged to

carnings. Loan losses are charged against the allowance when management believes the uncollectibility of a loan balance is con-
firmed. Subsequent tecoverties, 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 cotlectibility of the lodns in light of historical experience, the nature and volume of the loan portfolio, adverse situations that may
affect the borrower's ability to repay, estimarted value of any underlying collareral and prevailing econamic condirions. This evaluation
is inherently subjective as it requires estimates that are susceptible to significant revision as more information becomes availahle.

A loan is considered impaired when, based on current information and events, it is probable thar a creditor witl be unable to col-
lect the scheduled payments of principal or interest when due according to the contractual 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
are 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 prior payment record, and the amount of the shortfall in relation to the principal and interest
owed. Impairment is measured on a loan-by-foan basis by either the present value of expected future cash flows discounted at the
loan’s effective interest rate, the loan’s obtainable marker price, or the fair value of the collateral if the loan is collateral dependent.
Substantially all of the Banlk's loans which are identified as impaired are measured by the fair value of existing collateral.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Bank does not
separately 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 depreciared.

Transfers of financial assets
Transfers of financial assets are accounted for as sales, when control over the assets has been surrendered. Conrrol over trans-

ferred assets is deemed 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 thar right) to pledge or exchange the transferred assets, and (3) the
Bank does not maintain effective control over the transferred assets through an agreement to repurchase them before magyrity.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued}

Income taxes

Deferred tax assets and liabilities are reflected at currently enacted income tax rates applicable to the period in which the
deferred tax assets or liabilities are expected to be realized or settled. As changes in tax laws or rates are enacted, deferred tax assets
and liabilities are adjusted accordingly through the provision for income taxes. The Bank's base amount of its federal income tax
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 purposes is a temporary difference with allowable recognition of a related deferred tax
asset, if it is deemed realizable. The Bank and its subsidiary file state and consolidated federal income tax returns based on an October
31 year end.

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

Stock compensation plans

SFAS No. 113, “Accounting for Stock-Based Compensation,” encourages all entities to adoprt a fajr value hased method of
accounting for employee stock compensation plans, whereby compensation cost is measured at the grant date based on the value
of the award and is recognized over the service period, which is usually the vesting period. However, it also allows an entity to
continue to measure compensation cost for those plans using the intrinsic value based method of accounting prescribed by
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,” whereby compensation cost is the
excess, if any, of the quoted market price of the stock at the grant date (or other measurement date) over the amount an employee
must pay to acquire the stock. Stock options issued under the Bank’s stock option plans have no intrinsic value 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
methodolegy in Opinion No. 25 and, as a result, has provided 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 include the effects
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. Difuted 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 solely to outstanding stock options and are determined
using the treasury stock method.

For the years ended December 31, 1999 and 1998, options applicable to 4,500 and 1,500, respectively, shares were anti-dilutive
and excluded from the diluted earnings per share compurations. There were no such anti-dilutive shares for the vear ended
December 31, 1997 .

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

1999 1998 1997
{In Thousands)

Average number of common shares outstanding ..o 1,966 1,959 1,953
Effect of dilutive options.....ooveoieerererecee e 41 53 42
Average number of common shares outstanding

used to calculate diluted earnings per common share ..o,

2,007 2,012 1,995
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {concluded)

Comprehensive income

Accounting principles generally require that recognized revenue, expenses, gains and losses be included in net income.
Although cettain changes in assets and lisbilities, such as unrealized gains and losses on available-for-sale securities, are reported as a
separate component of the eguity section of the balance sheer, such items, along with net income, are components of comprehensive

income.

The components of other comprehensive income (loss) and related rax effect are as follows:
Years Ended December 31,

1999 1998 1997
{In Thousands)
Net unirealized holding gains (losses) on available-for-sale securities...o..v., $ (514) $ 267 $ 326
Reciassification adjustment for gains realized in income ...ooooovvveeeecriceecrnn. (11) {48) —
Net unrealized gains (10SS65) .o e sseseveresessreses (525) 219 326
A EFFROT ettt e e e ee e ererae s e b e nat et et enrren 210 (82) {132}
TN L OF e LAX AITIOUNE covevees st et eetrnes e eeeseseeateseesesseseeaseeseee st eestemse s eeteessosennemsemneeen 3 (315) $ 137 $ 194

2. CASH AND DUE FROM BANKS
The Bank is required to maintain cash reserve balances with the Federal Reserve Bank hased upon a percentage of certain

deposits. At Decemnber 31, 1999 and 1998, cash and due from banks included $200,000 and $250,000, respectively, to satisfy such
reserve requirements.
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3. SECURITIES AVAILABLE FOR SALE SECURITIES AVAILABLE FOR SALE (concluded)

The amortized cost and estimated fair value of debt securiries by contractual maturity at December 31, 1999 are shown below.

The amortized cost and estimated fair value of securities available for sale, with gross unrealized gains and losses, follows: e
Expected maturities will differ from conttactual maturities because of prepayments and scheduled payments on moregage-backed
December 31, 1999 securities. Further, certain obligors have the right to cail bonds and obligations without prepayment penalties.
Gross Gross
Amortized  Unrealized Unrealized Eair Amortized Fair
Cost Gains Losses Value Cost Value
{In Thousands) (In Thousands)
U5, Government and federal Bonds and obligations:
AEENCY ObHZATIONS 1 ovoiec et $ 31,170 — $ 30 3 30,868 3 :
Mortgage-backed - FHLMG o 2716 - (40) 2676 TR T YA oottt eb s bbbt ee e em et e et ees e e e nsetatenesenssrea $ 8106 $ 8,080
M backed - ENMA OVer 1 YEAE 10T FEATS tiiiiiieeiccecne ettt vt s et s e e son et arae oo sens 21,064 21,804
OT?Rgﬁl’ acked - I E bi{ -------- 1 .............................................. 2,037 — (49) _ 1,988 OVET 5 10 10 YRAIS 11rtii i ettt bbb 1,000 984
otal securities available forsale...o..voviiioine e, 35,923 3 — 3 ,
¢ $35913 5§ — § 090 § 35,532 31,170 30,868
Mortgage-backed securities:
TR T JBAT e ceeeiiicreti ettt ettt ettt ee e e e e s e e saese e b et e ete s eseeresses s e ees 1,459 1,450
OVET 1 YERI 05 TEAS 1iiiiriiiececiecececresris e srerssesar s iess st temss st s saea bt b e somerres s e s s eeemeeaen 443 439
OVer 5 y2aI5 T0 L0 YEATS eveviiireireieinisis ittt ea ettt e en s bttt et e e 202 201
December 31, 1998 _ e 4,753 4,664
Gross Gross . _ ; i
Amortized  Unrealized Unrealized Fair Tl debt SECUTIEIES .. 1ot e ittt ettt e e e e e e s e e s e s te e s b ersmesese s et estemesesnremen $ 35,923 $_ 35,532
Cost Gains Losses Value
{In Thousands)
For the years ended December 31, 1999 and 1998, proceeds from the sale of securities available for sale amounted to $2,012,000
LS. Govemmt'mt and federal and $5,047,000 resulting in gross realized gains of $11,000 and $63,000 and gross realized losses of $0 and $15,000, respectively.
agency obiigations .................................................................. $ 19,595 $ ]_72 $ — $ 19,?67 There were no sales Df Securities during 1997_
Mortgage-backed - FHLMUC ..o oo 4,189 2 (233 4,168 .
Mortgage-backed - FINMA oo 4,317 ) {23} 4,300
Total securities available for sale...oooe oo, $ 28,101 3 180 $  (46) $ 28,235
At December 31, 1999, the Bank has pledged U.S. Government obligations with an amortized cost of $1,100,000 and a fair value

of $1,098,000 as collateral against its treasury, tax and loan account.
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4. TOANS LOANS {concluded)
A summary of the balances of loans follows: B ber 31 - An analysis of the allowance for koan losses follows: ,
SCEMACL 220 Years Ended December 31,
1999 1298 1999 1998 1997
{in Thousands) T (In Thousands) T
Mortgage loans: ' )
RESIARTIUAL $ 99,657 $ 87,804 BAIANCE A BEGINNUNG OF YEAT-orsrmrrsereeseeersressrress s essseess oo $1,729 $1,560 $1,393
ComMMETCIAL ettt ettt e reeene 112,132 101,004 PrOVISIOT: FOT B0 LOBSE8 oot oeeeesesees e eseses e s oo s bbb em ettt me e ee e e eenens 200 151 174
CCONBITUCTIOY 1voveere s eter it as et st m e bbb an bbb nse bt sn e et 10,101 9,835 L0015 CHALZEA OFF coorervovvevecrerereseeesesssesmess s eeereee oot (1) — (13)
Ecguity Hnes of eredite e e s 9,342 7,825 Recoveries on loans previously charged off oo 48 1 6
SECONG IEOTEEREES 11 vvevtiiiieeiteeratsrasesa b etsssees s bt s bt es s s s bbb et o2 abe s b bt sa sm s s ekt san et e b sars 2,381 1,656 BALANCE AL €11 OF YT errreeerereereeeoestrsess oo seseesereeseee s sesiessseere $1,976 $1,729 $1,560
233,613 208,124 — T
Unadvanced Loam fUnds.. .ottt as st ee s ers et ers st sabe it et aer s san (3,706) {2,850)
Total Mortgage I0ans, IE. vt eriiererieereececarsrere s senerreseessansceacsscnres 229,907 205,274

Other loans: ‘The following is a summary of information pertaining to impaired and non-accrual loans:
December 31,

Personal INStallienit. . ettt et eete st be et et eetesereeas 1,229 917
COMIIEICIAL 11 vt vs ittt s et e ettt es ettt b bt eb e e st s b ea e sean e e bbb e s b s bt e arete e err s 282 239 1999 1998
ReVOIVIIE CIEGIT cvtevirerrariressiricrersserereres e ceasesnens b as s e b s e s eec et ras st es s rrasstere st esernine 81 63 {In Thousands}
Total other J0ans. ..o st cos et en e s 1,592 1,219 Impaired loans without a valuation allowance ..o 805 $ 400
TOUAL LS covreeees v sesessessee oot st ee e eseessres oo 231,499 206,493 INODAACETUALFORIS et 3 41 $ 492
A OWATICE TOF T0mN J08SEE e ieti ittt et ease e est s e ettt b e se e s s e b s sras et et e st etassreinne {1,976} {1,729}
Nert deferred interest and loan origination COSES....urmmmi s 164 i0 Years Ended December 31,
LLOANS, DIET..v1eriseteiveecee sttt e s ees s st s st rss ettt $ 229,687 $ 204,774 1999 1998 1997
{In Thousands)
The Bank has sold mortgage loans in the secondary moregage market and has rerained the servicing responsibility and
receives fees for the services provided. Loans sold and serviced for others amounted to $4,637,000, 36,230,000, and $5,615,000 at Average investment in impaired JOans ..o %537 $413 $754
December 31, 1999, 1998, and 1997, respectively. All loans serviced for others were sold without recourse provisions and are not . } _ _ ' 5
included in the accompanying consolidated balance sheets. Interest income tecognized on impaired [0ans e $ 13 M 5 103
Interest income recognized on a cash
basis on impaired T0anS ..o $ 23 $ 61 $103

There were no additional funds committed to be advanced in connection with impaired loans.
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5. BANKING PREMISES AND EQUIPMENT ) DEPOSITS (concluded)
A sunroary of the cost and accumulated depreciation of banking premises and equipment and their estimared useful lives follows: - The maturity distribution of term certificates is as follows: December 31,
1999 ' 1998
December 31, Hstimated Useful Weighted Weighted
1999 1998 Lives Amount  Average Rate  Amount Average Rate
{In Thousands) {Dollars in Thousands}
Banking premises:
Land e ettt eereen e $ 683 $ 683 WIRIN T YEAT i $ 86,306 5.16% $ 69,196 5.31%
BUIIGIIES 1ot ee st eneenes s 3,032 2,754 3 - 40 years Over 1 Year to Z Years «.cowmrieieri s seessbeins 14,303 5.26 19,333 5.93
EQUIPIEIE v 2,147 1,845 4 - 15 years Over 2 JEars 10 3 YEATS «vwvereiereerriissessetssiesssaresecressmies st tninens 2,598 5.28 2,947 5.60
- 5,862 5,282 OVEr 3 VEars t0 5 YEATS v iererereiiiei s nsss e s . 1,951 5.26 L 5.68
Less accumulated depreciafian ..o v ececieeeeseee et et (2,465) (2,109 $105,158 5.18% $ 92,64 5.45%
ié_, 397 $3,173 A summary of interest expense on deposits is as follows: Years Ended December 31,
Depreciation expense for the years ended December 31, 1999, 1998, and 1997 amounted to $358,000, $283,000, and 1999 _1998 1997
3248,000, respectively. (In Thousands)
REGUIAT vttt et st e 763 $ 808 $ 783
Money market deposits ... 638 595 621
6. DEPO
SIS @ 1. OO OO SO O OO PU YU 115 158 169
A summmary of deposit halances, by type, is as follows: T TITL LTI I A S fereerersrsssessssesemnsessasesesaontes i stesesssesseantessassasansanssonsarasnaases 5132 5,013 4,690
$ 6,648 $ 6,572 $ 6,163
December 1, 7. FEDERAL HOME LOAN BANK ADVANCES
1599 1998 '
(o Thousands) A summary of advances from the Federal Home Loan Bank of Boston follows:
R OUIAT - ev i estevr sttt er st e ettt b R a bbbttt bem et et e e e e e e e e e tre et e easanseness $ 36,200 3 34,460 December 31,
l\{{oney TNATHEE dBDOSIES 1ot ettt ce bbb e s bt b e et en b ese e bt s e e e seetsaese e 23,090 22,721 1999 1998
INOW oot as 152 8855ttt ottt r e e er e en et et 14,254 15,725 Maturing During
DIEMANG 1ottt ettt r ettt e r e et bt et et et b et e en e et e e e e ene s ennn 14,852 13,187 the Year Ending Weighted Weighted
Total NOR-CertifiCate ACEOUNES et e v ee e e st s irsst s ettt s sescisr et s saeebe s et rememes 88,356 86,093 December 31, Amount  Average Rate  Amount  Average Rate
i T {Dollars in Thousands)
Term certificates less than $100,000. ittt s e 77,664 68,853 1999 S —% $ 23,500 5.45%
Term certificates $100,000 L 11T e S PP SRR mm ﬂ 7000 .......................... 36,000 5.50 14’000 536
TOral COTTIFICATE BUCOUILES vtviveiereeteestsisseecte st emtete e s te et et e et e es e et rsiassresassse et oesseaesns 105,158 92,648 00 oo et ra et er e e 12,000 5.83 6,000 573
Total deposits _ - ” ZO0Z e e 1,000 5.83 1,000 5.83
g L LT T OSSN ﬂ%ﬂ mjﬁ 1003 . 1’500 536 ]’500 5.36
ZO04 .1 iieererermrece e 3,000 5.58 — —
7 Thereafter oo e 14,945 5.38 9,000 5.27
$ 68,445 5.58% $ 55.000 5.43%
All borrowings from the Federal Home Loan Bank of Boston are secured by stock in the Federal Home Loan Bank of Boston and
a blanket lien on “qualified collateral” defined principaity as 75% of the carrying value of first mortgage loans on owner-occupied res-
idential property and 90% of the fair value of the Bank’s investment in its security corporation subsidiary. Expected maturities may
differ from contractual maturities because certain borrowings can be called by the FHLB after an initial specified term.
The Bank also has an available line of credit with the Federal Home Loan Bank of Boston at an interest rate that adjusts daily.
Borrowings under this line are limited to $4,633,000 at December 31, 1999,
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8. INCOME TAXES

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

Years Ended December 31,

1999
Current tax provision:
Federal e $ 1,694
SUALE vttt sttt ettt eeeses e _3nT
2,071
Deferred tax provision (benefit):
Federal. e (24)
SEALE weeresr ittt ettt et {8)
(32)
Change in valuation reserve realization assumptions........ooeeoeoos oo e
(32)
$2,039

1998

(In Thousands}

$1,548
281

1,829

(15)
30
15

(33)

(18)
$ 1,811

1997

$1,343
284
1,627

(17)
(3)

20)
)
$1 ,601

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

Years Ended December 31,

1999
STACUIOTY TALE 1ottt eeeee oo 34.0%
Increase (decrease) resulting from:
State taxes, net of federal tax benefit ..o 4.6
OMHEE, DO ottt T~
EffeCtive tax FALES ..ovuovciiie e 38.6%
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INCOME TAXES (continued)

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

Deferred tax asset:

INet deferred TaX 858t v iivr et eee ettt ettt

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

Allowance £or 10a1 LOSSES ... eviriern e es e et es e
Employee Benefits ..o e neean
Orther ACCTUE EXPETISES <..cevvevirrinririarere it tee et eers e e s st et e e ee et r e res e e 1o
Fees 0N JOBIIS c1vviii ettt e e et

A summary of the change in the net deferred rax asset is as follows:

Balance at beginming of Year ..ottt et
Deferred tax Benefif ...ttt

December 31,
1999 1998
{In Thousands)
$ 1,047 $ 870
360 301
1,407 1,171
{179) (194)
___(56) {47
(235) (241)

$ 1,172 $ 930
December 31,
1999 1998
(In Thousands}
$ 782 $ 679
254 278
153 180
{189) (147
163 (47)
g (13)
$ 1,172 $ 930

Years Ended December 31,
1999 1998 1997

{In Thousands)
$ 930 %5 994 % 1,106
32 18 20
210 (82) __{131)
$1172 % 930 § 994
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INCOME TAXES (concluded)
Tax reserve for loan losses

The federal income rax resetve for loan losses at the Bank's base year was $3,780,000. If any portion of the reserve is used for pur-
poses other than to 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
liabitity 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 credit, commitments to originate loans, and standby 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 batance 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.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

COMMITMENTS AND CONTINGENCIES (concluded)

At December 31, 1999 and 1998, the following financial instruments were outstanding with contract amounts representing cred-
it risk:

Decermber 31,
1999 1998
(In Theusands)

UNUsed HINEs O CTBAIE oot et e et $ 13,524 $ 9,739
Commitments to originate foans:

COMMETCIAL TROTEEATES ettt vets1ress ettt et e et et st e es et oo 19,444 1C,846

Residential mortgages .....oocoveeeicriviieeeeeenn, 2,459 6,392

Standby letters of Credit . i et 30 30

Commitments to extend credit are agreements to lend to a customer provided there is no violation of any condition estzhlished
in the contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee.
Since many of the commitments may expire without being drawn upon, the total commitment amounts do not necessarily represent
furure cash requirements. The Bank evaluates each customer's creditworthiness on a case-by-case basis. The amount of collateral
obtained, if deemed necessary by the Bank upon extension of credir, 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 toans to customers.

Employment agreements

The Bank has entered into employment agreements with cerrain senior executives. The original terms of the agreements are for
three or two years and automarically extend unless 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. MINIMUM 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 initiare certain mandatory and possibly additional discretionary actions by regulators that, if under-
taken, could have a direct material 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 reasures 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 require the Bank to maintain minimum amounts and
ratios (set forth in the following table} of roral 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 Decernber 31, 1999 and 1998, that the Bank meets all
capital adequacy requirements to which it is subject.

As of December 31, 1999 and 1998, the most recent notification from the Federal Deposit Insurance Corporation categarized the
Bank as well capitalized under the regulatory framework for prompt corrective action. To be categotized as well capitalized, it muse
maintain minimum total risk-based, Tier 1 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, 1999 and 1998 are also presented in the rable.

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

(Dollars in Thousands)
December 31, 1999

Total Capiral to Risk-Weighted Assets.......... $28,385 14.91% $15,226 8.0% $19,032 10.0%
Tier 1 Capital to Risk-Weighted Assets......... 16,409 13.88 7,613 4.0 11,419 6.0
Tier 1 Capital to Average Assets .o 26,409 8.16 11,532 4.0 14,415 5.0

December 31, 1998

Total Capical 1o Risk-Weighted Assets.......... $25,318 14.59% 313,881 8.0% $17,352  10.0%
Tier I Capital to Risk-Weighted Assets......... 23,589 13.59 6,941 4.0 10,411 6.0
Tier | Capital to Average Assets ... 23,589 9.37 10,070 4.0 12,588 5.0
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11, STOCK OPTION PLANS

At December 31, 1999, the Bank has two fixed stock option plans as described below. The Bank apphes 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 earnings per share
would have been reduced to the pro forma amounts indicated below:

Years Ended December 31,

1999 1998 1997
Net Income: (In Thousands, Except Per Share Amounts)
AS TEPOIEd 1ottt e 93,246 $3,002 $2,659
PLO FOITIR «oiviitiiire st s e tese st e s s s s st sbeerbabbsebsebeessatn errerseansinsarrsersensaessnnn 3,201 2,993 2,651
Earnings per share:
AS TEPOTTE e cecee ettt bttt et be e ae bbbt bbb e $ 1.65 5153 $ 1.36
PO FOPINA trivtrieri ittt v ise e esaes b b s ra b assaress e s b e be s bssrsasbessrrs s et sen b s abebseabesareseas 1.63 1.53 1.36
Earnings per share-assuming dilution for stock options:
AS TEPOTEEW 1vvrereeee s ecettsre s e e eme et st ee et mee st s e s s e $ 162 $ 149 3133
PrO FOTIIIR 1vivterriieenireisiessvnsssintertesteiesssress s sreer s beatesatssr s sesatta s srsensaseabesberensanes 1.59 1.49 1.33

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 to options granted under the 1988 plan, and a total of 60,000 shates of common stock wete reserved for issuance pursuant 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 maximum option term of 10 years. Non-qualified stock options granted from
1993 through 1999 are immediately exercisable, and options granted prior to 1993 vested over a five-year period.

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

following assumptions:
Years Ended December 31,

1999 1998 1997
IHvidend vield . et e 3.64% 1.91% 3.27%
Erpected Jife et e ees et s nsseesesroneeneenne LU YEBIS 10 vears 10 years
Expected VOIRrility o vmicniii i 21.41% 32.83% 13.57%
RUSk-free INTETst TAT. oottt e 5.08% 5.68% 6.93%
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STOCK OPTION PLANS (concluded)

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

1999 1998 1997
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise

Shares Price Shares Price Shares Price

Shares under option:
Qutstanding at beginning of year .......cv.covvovvvorn.n... 138,000 $ 7.91 145,500 $ 7.83 150,000 $ 7.65

R e

grant‘ed ..................................................................... 22,000 15.14 1,500 23.50 4,500 12.25
XETCISRT 1o et en s {76,500) 6.73 {9,000) 9.17 {9,000) 7.00
Qutstanding at end of year..........oooovveeeveeorein, 83,500  $10.90 138000 % 791 145,500 $ 7.83
Options exercisable at end of year.........o.coceovvnnnn., 3
Weighted average fair value of options o0 §10%0 R0 1 1400 e
granted during the year........cooovveeeose $ 336 3 9.87 $ 3.01
Options outstanding consist of the following:
December 31,
1999 1998
Weighted Average Weighted Average
. ' Remaining Contractual Remaining Contractual
Option price Shares Life in Years Shares Life In Years
$23.500 1ovvriieererreen s, 1,500 9 1,500 10
12250 et 4,500 8 4,500 9
26.00 e 3,000 10 o -
15.00 it 19,000 i0 - -
FLEO7 oot 34,500 7 34,500 8
8500 <o 18,000 6 42,000 7
5916 oot 3,000 4 _55,500 3
83,500 138,000

12. EMPLOYEE BENEFIT PLANS

Pension Plan

The Bank provides pension benefits for all of its eligible officers and employvees throu ip i i i

the Savings Banks Employees Retirement Association ( "SBERA"). Each eml;lgyee reachigr?grf:l}?? :;ésgpzllnaige}iﬁi bec?)?riltlgzg Et{
least one year of continuous service and 1,000 hours of service during each twelve-month period beginning with such e%nploypee’s date
of employment beco.mes a Participant of the Plan. All Participants become fully vested after three years of service or age 67 if earlier
Upde; the ll"lan, retirement benefits are based on years of credited service, the highest average compensation (as defined), and the::
primary soc1a.1 security benefit. In addition, employees may make optional, voluntary contributions to the Plan under seve;al meth-
ods. "fhe optional contributions provide retirement benefits to the employee in addition ro those otherwise available under th

Bank's Plan. Annual contributions by the Bank, if required, are based on assessments from SBERA.  under the

Net periodic pension cost is as follows: Plan Years Ended October 31
b4

1999 1998 1997
Service cost - benefits earned during Year .o oo $ 206 . ghfgzmdS) $128
Interest cost on projected benefits......cooovveeoororroeeioosooeo 124 121 107
Expected retumn on plan assets oo oo (170} {164) (§45)
Net amortization and deferral.......ovooovoeeooreeeeroos oo 3 3 3
AMOTHZAtON Of NEL GAIN 1.vvrrererriresieeeieeitoseees e es e (58) {56) (45)
Net periotic PEnSION COSE ... euireimrieresisessieeescessssses s $105 $ 88 @
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EMPLOYEE BENEFIT PLANS {concluded)

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

1999 1998
{In Thousands}
Change in plan assets:
Fair value of plan assets at beginning of vear ... $2,132 $2,054
Actiral returr: 0N PIATL BSSELS ..vvirereeerereeccr et es et cen e tes e esebabe e s et 406 165
Employer COntrBUtION . ottt b 169 e
BENEFITS PAI v vvrverererreenserereesri e cseeiae st e ms st bbb bbb (162) {87)
Fair value of plan assets at end of year .. 2,945 2,132
Change in benefit obligation:
Benefit obligation at beginming of Year ... 1,541 1,660
SEEVICE COSE ererrtarerereresstnssssessiasrsesesererssantsssesasesssesesesesonsseseessssssssatasesanensns e sbnsaeneneasiatatsneatans 206 184
UL BT ESE COBrivirvirrirrrissirmtersessossesrrmsseereasessaensantebesbesaessen e e ae bbb eatehra s it et e baet s e erartsanesrasae 124 121
ACTUBTIAL A 1o vemvemseveceeeeereets sttt escsseen e eh bbb s bbbttt {118) (37)
Beniefits PRIt. .ot e s s (161) 8D
Benefit obligation at end of VAT -.cw.v i s 1,891 1,841
FUNAEA SERLUS covrv ittt ettt sses et v b e a s e r e s am et b pes s e em e ar b e e 654 291
Unrecognized net a8tuarial Zain.......occveconicoiireer it s s (1,277} {981}
Unrecognized Prior SEIVICE COST . i i bt sne e 21 24
ACCIUEA PENSION COBE.wvirrrrirerereeeerrenerriesesers e eeeeserrintesras bees bbb bbb bibs s b bbb 3 (602) $ {666)

For the plan years ended October 31, 1999, 1998, and 1997, actuarial assumptions include an assumed discount rate on benefit
obligations of 7.75%, 6.75% and 7.25% and an annual salary increase of 5.50%, 6.00% and 6.00%, respectively. An expected long-
term rate of return on plan assets of 8.00% was used for all years.

401{k) Plan"

The Bank has a 401(k) Plan whereby each employee reaching the age of 21 and having completed at least 1,000 hours of service
in a rwelve-month period, beginning with date of employment, becomes eligible to participate in the Plan. Employees may contribute
up to 15% of their compensation subject to certain fimits based on federal tax laws. For the years ended December 31, 1999, 1998
and 1997, the Bank did not make matching contributions to the Plan. Effective January 1, 2000, the Bank will make limited match-

ing contributions.
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
$18,000 at December 31, 1999 and $20,000 at December 31, 1998, In 1993, the Bank established a policy whereby new loans
(excluding passhook loans) cannot be granted to employees, officets, or directors.

14, FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments,” requires disclosure of estimated fair values of il finan-
cial instruments wheze it is practicable to estimate such values. In cases where quoted market prices are not available, fair values are
based on estimates using present value or other valuation 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 No. 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.
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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-bearing deposits approximate fair values.

Securities available for sale: Fair values for securities available for sale are based on quoted market prices, where available. I 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 credir risk, fair values are based on carty-
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 credit qualiry. Fair values for non-performing Joans are estimated using discounted cash flow
analyses or undetlying collateral values, where applicable.

Federal Home Loan Bank stock: The carrving 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 certificares of deposit ate estimated using a discounted cash flow calculation that
applies interest rates currently being offered on certificates to a schedule of aggregated expected monthly maturities on time deposits.

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

Other borrowed funds: The carrying amounts of other borrowed 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, 1999 and 1998, 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 age as foilows:

December 31,
1999 1998
Carrying Fair Carrying Fair
Amount Value Amount Value
{In Thousands}
Financial assets:
Cash and cash equivalents.......o.c.coeevrvnnnn. $ 15,991 $ 15,991 $ 18,573 $ 18,573
Securities available for sale oo 35,532 35,532 28,235 18,235
Loans, Nelu e, 229,687 229,786 204,774 208,524
Accrued interest teceivable ..o, 1,642 1,642 1,330 1,330
Federal Home Loan Bank stock.......vvevnn ... 3,423 3,423 2,750 2,750
Financial liabilities:
DepOSItS. v vivevere et 193,514 193,762 178,741 179,336
Federal Home Loan Bank advances ............. 68,445 66,910 55,000 54,807
Other barrowed funds ..o eevoeosee 248 248 56 56
Accrued interest payable ..o.ooooovoviovveien. 358 358 308 308
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15. QUARTERLY FINANCIAL DATA (UNAUDITED)
{Quarterly results of operations for the years ended December 31, 1999 and 1998 are as follows:

Years Ended December 31,
1999 1998

Fourth  Third Second First Fourth Third  Second First
Quarter Quarter Juarter Quarter Quarter {Juarter Quarter Quarter
{In Thousands, Except Per Share Amounts)

Interest and dividend INCOME veveverorerereernns $ 5355 § 5116 $ 4970 $ 4,818 $ 4,743 $ 4548 § 4464 § 4,406
Interest eXPensSe v 2,663 2,477 2,438 2,390 2,416 2,309 2,285 2,213
Net interest NCOME corerreeeeeieveveeererreseeseeenss 2,692 2,639 2,532 2428 2,327 2,239 2,179 2,193
Provision for loan 1osses. .o rieoieeeoeeeeen. 20 60 60 60 34 39 39 39
Net interest income, after

provision for loan 1088e8..cceeeeecvivireeennen, 2,672 2,579 2472 2,368 2,293 2,200 2,140 2,154
Other INCOIMC i 216 168 183 167 215 155 218 1.?4
Operazing eXpenses. . o 1,475 1,377 1,375 1,313 1,232 1,186 1,147 1,151
Income before income taxed v eeeicaeenn, 1,413 1,370 1,280 1,222 1,276 1,169 1,211 1,157
INCOME tax ProvISIOr: v eeverevsrerreeresseees 543 531 494 471 451 449 468 443
NELINCOME 1vvvcvvvrereivnireeresserereneeee. 3 870 % 839§ 786 & 751 $ BS % 7008 43 0% 714
Earnings per share™:

BasiC. i $ 044 $ 043 8 040 $ 038 5 042 $ 037 $ 038 $ 036

Dituted ............................................... $ 043 $ 042 § 039 § 037 $ 041 $ 036 $ 037 $ 035
Cash dividends declared per share................. $ 024" % 017 % 011 §$ 011 5 021® % 010 $ 009 & 0.09

(1) Includes a special dividend of $0.12 per share deciared on November 29, 1995.
{2} Includes a special dividend of $0.11 per share declared on December 7, 1998,

{3) Per share amounts have been adjusted to reflect the 3-for-2 stock split effected in the form of a stock dividend, declared on September 4, 1998.
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STOCKHOLDER INFORMATION NOTES

Hingham Institution for Savings STOCK DATA

55 Main Street

Hingham, MA 02043 Hingham Institution for Savings’ common shares are listed and

(781) 749-2200 rraded on The Nasdag Stock Market under the symbol HIFS.

President and Chief As of December 31, 1999 there were approximately 501 stockholders

Executive Officer of record, holding 1,031,795 outstanding shares of common stock.

Raobert H. Gaughen, Jr. These shares do not include the number of persons who hold their
shares in nominee or street name through various brokerage firms.

Investor Inquiries

William M. Donovan, Jr, The following table presents the quarterly high and low bid prices

Vice President - Administration for the Bank’s commeon stock reported by Nasdaq.

Transfer Agent and Registrar

ChaseMellon Sharehelder Services, L.1.C. High Low
111 Founders Plaza, Suite 1100
East Hartford, CT 06108 1998

First Quarter $24.67 $18.33
Stockholder Inquiries and Dividend Reinvestment Second Quarter 24,67 2017
ChaseMelion Shareholder Services, L.L.C. Third Quarter 20,17 15.17
P.O. Box 3315 Fourth Quarter 17.50 15.00
South Hackensack, NJ 07606
(800) 288-9541 1999

First Quarter 17.13 15.00
Independent Auditors Second Quarter 16.63 13.75
Wolf & Company, P.C. Third Quarter 16.25 14.50
One International Flace Fourth Quarter 15.38 13.63

Boston, MA 02110
The closing sale price of the Bank’s common stock at
Special Counsel Decermber 31, 1999 was $15.00 per share.
Hale and Dorr
60 State Street
Boston, MA 02100

Form 10-K

A copy of the Bank’s Annual Report on Form 10-K for the fis-
cal year ended December 31, 1999 as filed with the Federal
Deposit Insurance Corporation, may be obtained without
charge by any stockholder of the Bank upon wrirten request
addressed to the Investor Relations Department.
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