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hroughout our 177 year history, the Bank has met many challenges; FINANCIAL HIGHLIGHTS

holding constant and unwavering in the face of economic uncertainty,

social struggle, and national crisis. The Bank’s founding fathers set policy
and forged relationships, constantly promoting the well-being of our customers and
communities. Their leadership was thoughtful and proactive. They anticipated and
met the needs of a market they knew well. Through the ensuing generations, we
have served our customers with the same integrity and constancy.

Assets ($ in millions)

925.6

744.6 806.2
In 2011 Hingham Savings completed a major expansion and renovation of our
administrative offices — a three-story, 14,350-square-foot addition that unites our l I l
buildings in Hingham Square and represents the largest capital facility investment
in our history. With our Administration in one building, we are now afforded 200 2008

increased opportunity for managing our growth.

Deposits ($ in millions)

We also continued to strengthen and judiciously expand our branch network. We
opened a new branch on Boston’s Beacon Hill, our second in the Boston market. By 631.1
all accounts it has been an extraordinary success, with a solid base of deposits, loans 5253

and business banking.

We continue to receive honors and accolades on both local and national fronts: 2008 2009
Keefe, Bruyette & Woods Honor Roll for the Top 40 Banks in the country, inclusion in
2011 Sandler O'Neill + Partners Bank and Thrift Sm-All Stars top 25 banks, and top
rankings by SNL on its annual performance reviews over the past several years. We Loans, net ($ in millions)

stand out from our local and national peers, and are attracting wonderful clients
who are leaving the big banks in search of stability, integrity, and fairness.

593.9
We are both honored and humbled by the clients highlighted in this Annual Report.
A food enthusiast from Dorchester overcomes the odds, rising to fame as a 2007 2008
successful chef and restaurateur. A second generation Russian immigrant builds
a local real estate empire with savings from his Central Square hardware store.

A business owner in South Weymouth brings loyalty and community connection
to his fellow business owners. An American Dream is realized when a young Irish

businessman is able to establish a home on the South Shore to raise his family,
and also attains his United States citizenship. They are each resilient, passionate,
and driven by the connections they share with family and community. Hingham
Savings has earned their trust, and will work hard to keep it.
2007 2008 2009

We are moving forward with certainty and purpose, excited for what 2012 will bring.

718.2

Dividends Declared ($ per share)

Net Income (§ in millions)
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FROM THE PRESIDENT

Dear Shareholders

2011 has been another outstanding year for Hingham Savings. Over the
past several years, despite the challenging business environment, we have
developed a track record for delivering consistently outstanding results.
Our Bank has continued its strong growth trends in both loans and
deposits. Our earnings also experienced significant growth and remain
among the highest in our industry.

In 2011, deposits increased by $58 million, or 8%, over 2010. Net loans increased by 7%, and total assets
increased by 11% from December 31, 2010 to December 31, 2011. Our net income increased by 18% over that
of 2010. Net income for the year ended December 31, 2011 was $12,062,000, or $5.68 per share (basic) and
$5.67 per share (diluted), as compared to $10,228,000, or $4.81 per share (basic and diluted) in 2010. Total
assets as of December 31, 2011 were $1,127,276,000, as compared to $1,017,845,000 at December 31, 2010.

These positive results allowed our Board to approve total annual cash dividends of $ 1.25 per share in 2011, rep-
resenting a 5% increase over the prior year. This represents the 17th consecutive year of increasing cash divi-
dends declared per share. This remarkable performance confirms our belief that a prudently operated communi-
ty bank can profitably serve both its customers and its stockholders.

Stockholders’ equity increased from $72,736,000 at December 31, 2010 to $82,265,000 at December 31, 2011
with a concomitant increase in book value per share from $34.24 to $38.70 per share. Our return on equity
increased to 15.32%, and the return on average assets was 1.14%.

We are committed to the conservative strategies and practices that made the 2011 results possible. While no bank
is completely immune to the challenges presented by the tumult of the real estate marketplace, our asset quality
has remained quite stable. Our goal remains to vigorously manage asset quality and protect our earnings.

The Big Banks stand accused of unethical practices, as well as needlessly complicated deposit products and clev-
erly disguised fees. There continues to be a flight to safety, simplicity and integrity. In the communities we serve,
Hingham Savings has become the bank of choice, and we are fortunate to welcome new customers of all sizes.
Our strong capital base continues to grow, and allows us to serve larger customers on both the deposit and loan
sides of our business.

We are proud of the consistency of our earnings, and the excellent quality of our credit portfolio; both are direct-
ly related to our passionate commitment to our customer relationships. As we extend our reach, we are also con-
tinuing to enhance our technological capabilities so that we may provide the unsurpassed customer service that
has become a Hingham Savings hallmark.

I am grateful to our customers, shareholders, staff and directors for another wonderful year, and look forward to
our continued success in 2012.

Very truly yours,

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



HINGHAM MOVES TO BEACON HILL

n October of 2011 Hingham Savings opened

a new branch on Beacon Hill, our 10th

banking office and second Boston branch
location. Following on the success of our South SE
End branch which opened in 2006, we felt that
the Beacon Hill community was ready for a bank
that could provide quality service and products
on a neighborhood scale. Our new branch has
allowed us to deepen our connections with
Beacon Hill merchants and residents, many of
whom were already customers.

The Beacon Hill community has welcomed us from the day we opened our doors.

We are pleased to report a record performance that has far surpassed our expectations.
We are encouraged by these extraordinary results and the warm welcome. This
confirms our belief that the Beacon Hill neighborhood appreciates the service, rates,
flexibility and ease of doing business with a local community bank.

We have a deep respect for the history and beauty of Beacon Hill, and appreciate the
many visitors who have complimented our renovation of an historic storefront. We also
recognize the stewardship of the many neighborhood organizations such as the Nichols
House Museum and the Beacon Hill Civic Association that work to make the Hill such a
special place, and we are fully committed to their preservation and support.

Shown here: Flavia Cigliano, Executive Director, Nichols House Museum
with Sharon Rice, Assistant Vice President & Beacon Hill Branch Manager
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ALMA NOVE

hef Paul Wahlberg came from humble beginnings in Dorchester.

Sharing meals with his eight siblings was at the heart of what

helped keep his family connected in challenging times. He tells
us, “When you grow up the way we did, it’s hard to dream.” Yet, dream he
did. Paul has been preparing great food since the age of 16, developing his
culinary expertise in noted Boston area restaurants.

In the summer of 2010, Paul opened Alma Nove at the Hingham Shipyard,
together with family friend Ed St. Croix and celebrity brothers, actor Mark
Wahlberg and musician/actor Donnie Wahlberg. Named in honor of
Wahlberg’s mother Alma, this premiere restaurant is a Hingham Harbor
favorite. From its opening day, the
restaurant has garnered rave
m reviews: a Best of Boston award
= g from Boston Magazine in 2011,
Boston Globe’s 2011 Best of The New,
: "l | |I _ and Chef Paul has also been featured
in several area television and radio
i programs. Building on the rapid
‘H' . success of Alma Nove, Paul and his

brothers opened a second restaurant
in 2011, Wahlburgers, directly across
the street. This year, we look
forward to the opening of their third
Shipyard restaurant, Pizzeria Gradi.

Paul is a strong community presence

in Hingham, often participating in

local fundraisers. His long

relationship with Hingham Savings

began over ten years ago when he "I'eresa' Tseng
Assistant Vice President

met President Bob Gaughen and & Branch Manager

Branch Manager, Teresa Tseng. Paul Hingham Square Branch

values our high standards, as well as

the financial strength and stability of Hingham Savings, and he always

appreciates our warm welcome. Our relationship has grown to include his

personal accounts as well as his business banking. Our products and tailored

business solutions have been designed to keep our busy customer’s banking

simple, and we are proud to be a part of the continued success of the

Wahlberg family.




FIRST CAMBRIDGE REALTY

ounded in 1966 by George Rothman, First Cambridge Realty is a

family-owned business, and one of the largest family-owned real

estate management firms in Cambridge, with over 650 residential
units in prime areas of Cambridge, Brookline and Newton.

George’s family emigrated from Kiev, Russia during WWI, settling in
(ambridge. Challenged by language and job skills, they worked long hours as
peddlers and re-sellers, and saved their money. Eventually, George’s family
was able to open Central Square Hardware in 1946. George’s brother once
said, “They wanted something better for their sons so they didn't have to do
what they did. Everything is based on that story.”

George took over the family
business, and at the same time

he began to make real estate
investments in the area.

Relying on his intuition and
resourcefulness, George developed
a sizeable real estate portfolio and
founded First Cambridge Realty.

Today, George’s son, Stuart
Rothman, President, and son-in-
law Lewis Robert, Vice President of

Operations, are also committed to
providing quality housing to the
region. Like George, they are closely
involved in the daily operations of
the enterprise.

The Rothmans were referred to Bill
Bowers, Vice President & Commercial
Loan Officer at Hingham Savings, by
a business colleague when they were
considering a property acquisition in
Brookline. They were impressed with
our competitive rates and
responsiveness, and Hingham Savings has continued to serve their needs.
The relationship has grown to include additional commercial real estate loans
in Cambridge and Brookline, as well as deposit accounts.

William G. Bowers, Jr.
Vice President
Commercial Lending

We are honored to have earned the trust of the Rothman family. Our
Commercial Lending team has a long history in the region, with over 100
years of combined experience. As portfolio lenders, we offer a flexible product
line, competitive rates, and we are able to service the changing face of the
real estate market with quick response and local decision-making. Our
customers also appreciate our streamlined loan processing and in-house
servicing of their accounts.




MCBRIDE & LUCIUS

ohn McBride is a Managing Partner at McBride & Lucius, a multinational

company specializing in business performance and organizational

culture. He is a published author and has contributed articles to the
Wall Street Journal, Financial Times and Boston Business Journal. John
coaches business leaders from high profile companies from around the world
in a wide range of industries. At the heart of his work is something he calls
“the 360-degree” approach, which allows executives and corporate teams a
realistic view of strengths and improvement opportunities.

When John visited Cohasset with a
client one day, he decided to move
his young family here from
overseas. Unfortunately, the Big

. Bank with whom John had been
= doing his business banking for

- several years would not grant him
| ahome loan because he was an
Irish national without established
local credit. A colleague referred
him to Mike Sinclair, Vice President
of Retail Lending at Hingham

Savings, and the Bank was able to
work with the McBrides on financing
their first home in the United States.
Our relationship through the years
has grown to include John's business
accounts as well as personal banking.

f
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As a portfolio lender, we are able to

Y
focus on the whole person, not just ( £
the numbers on a page. We live and
work within the communities we

Mike Sinclair
Vice President
Retail Lending

serve, and bring our own 360-degree
view to our client relationships. Mike
and his team of loan officers are seasoned professionals who are skilled at
bringing a deeper understanding to our client relationships, allowing us to
make wise lending decisions that best serve our clients. Our customers know
they can count on local decisions, flexible loan products and our signature
service. As all of our loans are serviced in house, our customers really
appreciate being able to reach a courteous, knowledgeable professional

whenever they call Hingham Savings.




W. G. BRIDGES & SONS

rank Douglas grew up working in his family’s insurance business in

Charlestown, where he worked for 25 years while he and his wife

lived here in South Weymouth. However, he was not fond of his long
Boston commute. He was thrilled when he had the opportunity to buy the
W.G. Bridges & Sons insurance business in 2001, which offers a wide range of
personal and commercial insurance products and is located right in South
Weymouth. Since then he has been a solid presence in Columbian Square and
an active member of the Columbian Square Business Association. He tells us,
“Success is found in the business of taking care of our customers and knowing
who they are’

Frank counts on Marge Santacroce,
Branch Manager at our South
Weymouth Branch, for his business
accounts as well as his personal
banking and home loan. We are ey
honored that he has become one of
Hingham Savings’ most loyal brand [" y
ambassadors. We are proud to “
support our local businesses, and we ‘
recognize their vital role in ensuring Marge Santacroce
the vibrancy of our neighborhoods. Assistant Vice President
& Branch Manager
Our strong relationships provide us South Weymouth Branch
with active feedback on how we can
continue to best serve our customers. Our business customers appreciate our
straightforward line of business products and flexible services. We can
accommodate a wide range of enterprises, including office professionals,
retail establishments and restaurants as well as municipalities. While many
banks are raising service fees, Hingham Savings continues to bring our local
businesses Free Business Checking, wonderful employee benefit programs,
and generous business savings products.
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A MOST DISTINGUISHED CUSTOMER

aniel Webster was Secretary of
State in the Cabinet of
President John Tyler, when in
May of 1844 he entered the Hingham
Institution for Savings to apply for a loan.
Mr. Webster, attired in his signature blue
tail coat with brass buttons and spit-
shined black shoes, could hardly have
been impressed --- we had been in business
for just 10 years, and our bank was little more
than a second floor office in the Isaac Little Hose
Company building. Yet, he knew he had come to the right place, for in spite of
our humble surroundings, Hingham Savings had already garnered a
reputation for being a fair and professional community bank.

The $1,500 loan was to build a new library wing, designed by his daughter
Julia Webster Appleton, for his estate in Marshfield. In 1845, a famous guest
noted how the funds were put to good use. The library, “in a splendid new
wing,” was apparently as impressive as one would expect. Throughout his life,
Webster was an active presence at Marshfield. In addition to his love for
hunting and fishing, he formed strong relationships with the local farmers,
overseeing much of the work on his 1,800-acre property himself. He also
greatly enjoyed entertaining visitors there, such as British Lord Alexander
Ashburton and James Audubon, along with many of his fellow statesmen.
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An impassioned orator and Boston lawyer, Webster divided his time between
Washington, Boston, and his beloved estate in Marshfield. He lived in several
places on Beacon Hill, including 57 Mount Vernon Street, one of a group of
townhouses owned by his lifelong colleague and friend, Jonathan Mason of
the Mount Vernon Proprietors. In fact, his home was next door to what is now
known as the Nichols House Museum. These were exciting times, just one
generation after the founding of the United States. The country was new and
growing, and our Bank was growing with it.

In the 167 years since doing business with our illustrious client, Hingham
Savings has grown a great deal. We have a strong network of beautiful banking
offices, and a national reputation as a top performing bank. Our South Shore-
Boston connection is as strong as ever, and we have never forgotten the value
of treating people well. We believe that Mr. Webster would still recognize and
appreciate the New England qualities of independence, self-reliance and
simplicity that remain the hallmarks of our Bank.



[F ONLY WALLS COULD TALK

ichols House Museum is a Federal Period townhouse,

designed by Charles Bulfinch in 1804 for Jonathan Mason, a

Boston businessman, real estate developer and statesman
for Massachusetts. Located at 55 Mount Vernon Street, it is one of four
connected townhouses that Mason had constructed on Beacon Hill.

The Nichols family acquired the home in 1885. Their daughter, Rose
Standish Nichols, was a noted landscape designer, writer, suffragette and
founder of the Women’s International League for Peace and Freedom.
Rose lived in the home at an especially vibrant period in Boston history,
when Beacon Hill was home to many writers, artists, musicians and social
activists. According to her wishes, Nichols House has been preserved as a
museum so that visitors may have an opportunity to see life from the
point of view of a 19" century Bostonian.

Nichols House is now part of the Beacon Hill National Historic Landmark
District. Open year-round, the Nichols House Museum welcomes 5,000
guests annually for guided tours of the home and Rose Standish Nichols’
collections from her world travels.

We are proud to work with Executive Director Flavia Cigliano to support
the efforts of the Nichols House Museum to keep Beacon Hill's treasured
past alive for the education of its neighbors and visitors. These uncertain
economic times can be challenging for nonprofit concerns. Hingham
Savings recognizes the importance of helping our local museums and
cultural institutions to sustain and preserve all that encompasses the
American spirit and its cherished history.




SENIOR OFFICERS

Seated lefl to right:
Shawn T. Sullivan Robert H. Gaughen, Jr. William M. Donovan Jr. Thomas I. Chew
Vice President President Vice President Vice President
Commercial Lending & Chief Executive Officer Administration Branch Operations
Standing left to right:
Robert A. Bogart Peter R. Smollett Michael J. Sinclair Alexander L. Boyd William G. Bowers, Jr.
Vice President Vice President Vice President Vice President Vice President

& Treasurer Commercial Lending Retail Lending Commercial Lending Commercial Lending



BOARD OF DIRECTORS

Howard M. Berger, Esq. Michael J. Desmond Marion J. Fahey Ronald D. Falcione

Kevin W. Gaughen, Esq. Robert H. Gaughen, Jr., Esq. Julio R. Hernando, Esq. Brian T. Kenner, Esq.
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Robert A. Lane, Esq. Scott L. Moser Stacey M. Page Edward L. Sparda

;

Donald M. Tardift M.D. Geoffrey C. Wilkinson, Sr. Jacqueline M. Youngworth



SELECTED CONSOLIDATED FINANCIAL DATA

contained elsewhere herein.

Balance Sheet Data:
Total assets.......c.oeeeeenn
Securities available for sale

Income Statement Data:

Earnings per common share:

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

Loans:

Residential mortgage
Commercial mortgage
Construction

Deposits....eineiiii i
Federal Home Loan Bank advances...............

Stockholders’ equity

Total interest and dividend income ...............

Total interest expense
Net interest income
Provision for loan losses

Other INCOME ..ot

Operating expenses
Income before income taxes
Income tax provision
Net income

Financial Ratios:

14

Return on average assets
Return on average equity
Average equity to average assets
Interest rate spread

Net yield on average earning assets..................

Dividend payout ratio (basic)

Efficiency ratio

Cash dividends declared per common share ......

Book value per common share

At December 31,
2011 2010 2009 2008 2007
(In Thousands)

$ 1,127,276 $1,017,845 $ 925,560 $ 806,193 $ 744,602

96,689 95,071 96,374 87,380 77,432

408,607 385,524 350,433 299,866 273,323

404,343 383,361 348,700 317,162 299,739

42,269 29,065 23,228 33,315 23,464

1,090 958 833 799 755

7,516 6,905 5,737 4,530 3,925

787,573 729,960 631,087 525,334 441,275

247471 207,580 222,636 214,994 243,738

82,265 72,736 65,293 59,825 54,771

Years Ended December 31,
2011 2010 2009 2008 2007
(Dollars in Thousands, Except Per Share Amounts)

$ 48,444 $ 46,825 $ 44,798 $ 43,309 $ 42,101

12,618 15,098 17,599 21,980 26,073

35,826 31,727 27,199 21,329 16,028

1,100 1,300 1,700 805 322

1,700 1,627 2,008 1,664 1,708

16,091 14,978 14,371 12,123 10,587

20,335 17,076 13,136 10,065 6,827

8,273 6,848 5,091 3,780 2,337

$ 12,062 $ 10,228 $ 8,045 $ 6,285 $ 4,490

$ 5.68 $ 4.81 $ 3.79 $ 2.96 $ 2.12

$ 5.67 $ 4.81 $ 3.79 $ 2.96 $ 2.12
1.14% 1.05% 0.93% 0.81% 0.63%

15.32 14.67 12.78 11.08 8.40

7.44 7.14 7.26 7.33 7.51

3.36 3.20 3.11 2.52 1.87

3.50 3.37 3.30 2.86 2.33

22.01 24.74 28.76 35.14 47.64

42.88 4491 49.20 52.72 59.69

$ 1.25 $ 1.19 $ 1.09 $ 1.04 $ 1.01

$ 38.70 $ 34.24 $ 30.74 $ 28.20 $ 25.85



MANAGEMENT’ S DISCUSSION AND ANALYSIS

The following information should be read in conjunction
with the Consolidated Financial Statements and Notes to the
Consolidated Financial Statements contained in this report.

SIGNIFICANT ACCOUNTING POLICIES;
CRITICAL EARNINGS ESTIMATES

The Bank’s consolidated financial statements are prepared
in conformity with accounting principles generally accepted in
the United States of America, or “U.S. GAAP,” including
prevailing practices within the financial services industry. The
preparation of consolidated financial statements requires
management to make judgments involving significant
estimates and assumptions in the application of certain of its
accounting policies about the effects of matters that are
inherently uncertain. These estimates and assumptions, which
may materially affect the reported amounts of certain assets,
liabilities, revenues and expenses, are based on information
available as of the date of the consolidated financial
statements, and changes in this information over time could
materially impact amounts reported in the consolidated
financial statements as a result of the use of different estimates
and assumptions. Certain accounting policies, by their nature,
have a greater reliance on the use of estimates and
assumptions and could produce results materially different
from those originally reported.

Based on the sensitivity of financial statement amounts to
the methods, estimates and assumptions underlying reported
amounts, the most significant accounting policy followed by
the Bank has been identified by management as the
determination of the allowance for loan losses. This policy
requires the most subjective or complex judgments and, as
such, could be most subject to revision as new information
becomes available. An understanding of the judgments,
estimates and assumptions underlying this accounting policy is
essential in order to understand the Bank’s reported financial
condition and results of operations. This accounting policy and
its application in recent periods is described in more detail in
the “Provision for Loan Losses’ section of this discussion and
analysis and in Notes 1 and 4 to the Consolidated Financial
Statements contained in this annual report. If management’s
assumptions and judgments prove to be incorrect and the
allowance for loan losses is inadequate to absorb inherent
losses, or if bank regulatory authorities require the Bank to
increase the allowance for loan losses as a part of their
examination process, the Bank’s earnings and capital could be
significantly and adversely affected.

RESULTS OF OPERATIONS
COMPARISON OF THE YEARS 2011, 2010 and 2009

For the year-ended December 31, 2011, the Bank earned
$12.1 million as compared to $10.2 million in 2010 and $8.0
million in 2009. On a per-share basis, the Bank earned $5.68
basic and $5.67 diluted in 2011. In 2010 and 2009, the Bank
earned $4.81 per share and $3.79 per share, respectively, for

both basic and diluted. Earnings for 2011 as compared to
2010 were primarily impacted by a $4.1 million increase in net
interest income, offset in part by a $1.1 million increase in
operating expenses and a $1.4 million increase in the income
tax provision. Earnings for 2010 as compared to 2009 were
impacted by a $4.5 million increase in net interest income and
a reduction of $400,000 in the provision for loan losses, offset,
in part, by a reduction of $381,000 in other income, a
$607,000 increase in operating expenses and a $1.8 million
increase in the income tax provision.

Total interest and dividend income increased in 2011
compared to 2010 due to a 9% increase in average interest
earning assets offset by a 23 basis point decrease in the
average yield on earning assets, reflecting market conditions.
Interest expense decreased by 16% due to a 39 basis point
decrease in the average rate paid reflecting a combination of
market conditions and a shift from borrowed funds to lower
cost deposit products offset, in part, by an 8% increase in
average interest bearing liabilities. Total interest and dividend
income increased in 2010 compared to 2009 due to a 14%
increase in average interest earning assets offset by a 47 basis
point decrease in the average yield on earning assets,
reflecting market conditions. Interest expense decreased by
14% due to a 56 basis point decrease in the average rate paid
reflecting a combination of market conditions and a shift from
borrowed funds to lower cost deposit products offset, in part,
by a 13% increase in average interest bearing liabilities

Other income increased in 2011 by $73,000 from 2010
primarily due an increase of $94,000 in customer service fees
on deposits. Other income in 2010 compared to 2009
decreased by $381,000 primarily due to gains on the sale of
mortgage loans of $454,000 recorded in 2009. This was
partially offset by an increase of $36,000 in customer service
fees on deposits. During 2009, the Bank sold $25.3 million in
fixed-rate consumer mortgages (with servicing retained) as
part of a strategy to reduce its long-term interest rate risk.
Customer service fees increased in each of the last two years
primarily due to an increase in volume associated with the
overall growth in deposit accounts.

Increased operating expenses were reported for each of
the past three years primarily in the categories of salaries and
employee benefits, occupancy and equipment, foreclosure and
marketing. In 2011, salaries and employee benefits increased
by $523,000 or 6% due to annual salary increases, increased
employee medical insurance expenses, and increased salaries
associated with a new branch opened in the Beacon Hill
section of Boston. Occupancy and equipment expense
increased $248,000 or 19% due to the expansion of the Bank’s
administration building along with the new branch.
Foreclosure expenses increased by $312,000 or 43% due to
writing down the value on other real estate owned along with
the cost to resolve non-performing loans. Marketing expenses
increased by $149,000 or 30% due to promotions associated
with the new branch along with increased marketing efforts to
capitalize on opportunities for both lending and deposit
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MANAGEMENT’ S DISCUSSION AND ANALYSIS

growth. Offsetting these increases in 2011 was a decrease in
deposit insurance expense. In 2009, the Federal Deposit
Insurance Corporation (“FDIC") charged a one-time
assessment that totaled $405,000 for the Bank along with an
increase in the regular assessment rate. This rate increase also
affected the Bank’s 2010 FDIC assessment. In 2011, the
FDIC changed the assessment calculation formula which
positively affected the Bank. In 2010, salaries and employee
benefits increased by $656,000 or 9% over 2009 due to
annual salary increases along with employee medical
expenses. Foreclosure expenses increased by $48,000 or 7%
due to the resolution of several large non-performing loans,
and marketing expenses increased by $40,000 or 9% due to
increased marketing efforts to capitalize on opportunities for
both lending and deposit growth. Offsetting these increases in
2010 was a decrease in deposit insurance expense. The
efficiency ratio, a measure of operating expenses as a
percentage of operating income, was 43%, 45% and 49% for
the years 2011, 2010 and 2009, respectively.

Net Interest Income

The Bank reported $35.8 million in net interest income in
2011 compared to $31.7 million in 2010 and $27.2 million in
2009. Beginning in late 2007, interest rates dropped
dramatically and continued to decline through 2011. The cost
of deposits and borrowings, which are more susceptible to rate
changes, have dropped dramatically during the last few years,
allowing a large portion of deposit and borrowing balances to
reprice to lower rates. In the last year, longer-term rates have
declined and have started to have a more significant impact on
loan yields. The Bank’s yield on average earning assets has
declined during these periods, however, not as fast as the cost
of deposits and borrowings. The net yield on average earning
assets increased from 3.30% in 2009 to 3.37% in 2010 and
3.50% in 2011. Additionally, during the same period the Bank
recognized significant increases in loan and deposit balances
contributing to net interest income.

Average total earning assets increased 9% in 2011
compared to 2010 and 14% in 2010 over 2009. The Bank
earned an average yield of 4.74% on its assets in 2011 as
compared to 4.97% in 2010 and 5.44% in 2009. Interest
income is derived from commercial and residential mortgages,
home equity, consumer and commercial loans, the securities
portfolio and short-term investments. Interest income
increased 3% in 2011 over 2010 and 5% in 2010 over 2009,
resulting from continued growth in loans, the most significant
component of assets, accounting for approximately 81% of
average total earning assets in 2011, 80% in 2010 and 84% in
2009. Mortgage loans accounted for more than 99% of
average outstanding loans in each of the past three years.
Interest income derived from securities and short-term
investments decreased in 2011, as compared to 2010, and in
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2010, as compared to 2009, due to lower market rates. This
category also includes dividends paid on Federal Home Loan
Bank (“FHLB") stock. In early 2008, the FHLB announced a
capital retention plan and, as such, discontinued the payment
of dividends until early 2011, when the FHLB reinstated the
dividend, albeit at a substantially lower rate. The Bank
maintains $13.4 million in stock at the FHLB and did not
receive any income in 2010 and 2009. In 2011, the Bank
received dividends totaling $39,000.

Non-accrual loans totaled $6.8 million at December 31,
2011 as compared to $5.7 million at December 31, 2010 and
$9.4 million at December 31, 2009. Interest income includes
actual payments made on loans classified as non-accrual.
Excluded from interest income is interest not paid on such
loans, which totaled $176,000 for 2011 as compared to
$129,000 for 2010 and $407,000 for 2009.

In response to market conditions, the Bank decreased the
rates it paid on the more volatile of its interest-bearing deposit
accounts in 2011, 2010 and 2009, and in 2011 reduced many
core deposit rates. This extended period of declining deposit
rates allowed most term certificates to roll over at lower rates
and also allowed the Bank to lower rates on money market,
NOW and regular savings accounts to reflect market
conditions. As a result, interest expense paid on deposits
decreased by 17% in 2011 from 2010 and decreased 21% in
2010 from 2009. The average rate paid on certificates of
deposit decreased by 30 basis points in 2011 from 2010 and
decreased 86 basis points in 2010 from 2009. The average rate
paid for money market accounts decreased by 39 basis points
in 2011 from 2010 and decreased 38 basis points in 2010 from
2009. The average rate paid on NOW and regular savings
accounts declined by 5 basis points and 4 basis points,
respectively, in 2011 while the average rates in 2010 and 2009
were the same. Certificates of deposit were 47% of total
deposits at year-end 2011 as compared to 48% at year-end
2010 and 51% at year-end 2009. Given the current economic
environment, management believes it is unlikely that deposit
market rates will rise significantly in 2012 and, as a result, the
low cost of these liabilities is expected to continue for the next
fiscal year.

Interest expense on borrowed funds decreased in 2011 as
compared to 2010 due to decreased market rates. Borrowings
from the FHLB are drawn to fund growth in the loan portfolio.
At December 31, 2011, the weighted average rate on FHLB
borrowings was 1.99% compared to 2.93% at December 31,
2010. The average cost of all borrowings was 2.70% for 2011
as compared to 3.27% for 2010 and 3.41% for 2009. The Bank
continues to see the benefit from low interest rates as new
borrowings are at lower rates than the rates on maturing
advances.
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The following table details changes in net interest income and net yield on average earning assets.

Years Ended December 31,

2011 2010 2009
Average Yield/ Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate Balance Interest Rate
(Dollars in Thousands)
Assets:
Loans:
Real estate loans ......... $ 827,441 $ 47,125 5.70% $ 756,232 $ 44,807 5.93 % $ 691,457 $ 42,134 6.09 %
Commercial loans ......... 402 24 5.97 261 27 10.34 252 28 11.11
Other loans.................. 617 42 6.81 654 44 6.73 518 37 7.14
Total loans (1) (2) ... 828,460 47,191 5.70 757,147 44,878 5.93 692,227 42,199 6.10
Securities (3) (4).cceeeeennenns 99,888 902 0.90 104,920 1,524 1.45 85,427 2,120 2.438
Short-term investments and
certificates of deposit. ... 93.867 351 037 79.615 423 053 46,251 479 1.04
Total interest-earning
aSSEtS ...iiiiienn e 1,022,215 48,444 4.74 941,682 46,325 4.97 823,905 44,798 5.44
Other assets ............... 35,612 34,344 42,928
Totd assets......... $ 1,057,827 $ 976,026 $ 866,833

Liabilities and
stockholders’ equity:
Interest-bearing deposits:

Regular ..................... $ 61,448 $ 126 0.21 % $ 52,998 $ 133 0.25% $ 46,478 $ 117 0.25%
Money market ............ 246,726 1,516 0.61 223,752 2,240 1.00 154,034 2,132 1.38
NOW (5) ovvvviiiinninnnn, 29,268 15 0.05 27,374 27 0.10 28,366 27 0.10
Term certificates ......... 362,455 5,094 1.41 334,948 5,725 1.71 313,932 8,058 2.57
Total interest-bearing
deposits ............... 699,897 6,751 0.96 639,072 8,125 1.27 542,810 10,334 1.90
Borrowed funds.......... 217,324 5,867 2.70 213,138 6,973 3.27 212,841 7,265 3.41
Total interest-bearing
lighilities ............ 917,221 12,618 1.38 852,210 15,098 1.77 755,651 17,599 2.33
Demand deposits ......... 58,885 51,034 42,873
Other liabilities ............ 3,002 3,074 5,338
Stockholders' equity ...... 78,719 69,708 62,971
Total liabilities and
stockholders' equity... $ 1,057,827 $ 976,026 $ 866,833
Net interest income......... $ 35,826 $ 31,727 $ 27,199
Weighted average interest
ratespread ............ 3.36 % 3.20% 3.11 %
Net yield on average
earning assets (6)...... 3.50 % 337% 3.30 %

(1) Before allowance for loan losses

(2) Includes average non-accrual loans

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

(5) Includes mortgagors’ escrow accounts

(6) Net interest income divided by average total earning assets
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The following table presents information regarding changes in interest and dividend income and interest expense of the Bank for the years
indicated. For each category, information is provided with respect to changes attributable to changes in rate (change in rate multiplied by old
volume) and changes in volume (change in volume multiplied by old rate). The change attributable to both volume and rate is allocated

proportionately to the changes due to volume and rate.

Years Ended December 31,

2011 Compared to 2010
Increase (Decrease)

2010 Compared to 2009
Increase (Decrease)

Due to Due to
Volume Rate Total Volume Rate Total
(In Thousands)
Interest and dividend income:
| 0¥ 5 ¢ P 4,112 $ (1,799) $ 2313 $ 3,873 $ (1,193) $ 2,680
S CUTITEICS 1t vvt vt e it vt v e v e e aae e e (70) (552) (622) 413 (1,009) (596)
Short-term investments and certificates of deposit... 67 (139) (72) 245 (302) (57)
Total interest and dividend income............ 4,109 (2,490) 1,619 4,531 (2,504) 2,027
Interest expense:
Interest-bearing deposits:
Regular.......covviiiiiii 36 (43) @) 16 — 16
Money market .......oo.veevvnvvn e e anen s 951 (1,675) (724) 799 (691) 108
NOW .o e 1 (13) (12) 1) 1 —
Term certificates ......ocovvvvirverinnnvnnns 803 (1,434) (631) 509 (2,842) (2,333)
Total interest-bearing deposits............... 1,791 (3,165) (1,374) 1,323 (3,532) (2,209)
Borrowed funds ... 144 (1,250) (1,106) 10 (302) (292)
Total interest eXpense ............oovevuunns 1,935 (4,415) (2,480) 1,333 (3,834) (2,501)
Net iNterest INCOME ..vvvurvrn e irsare cereenveeneennns 2,174 $ 1,925 $ 4,099 $ 3,198 $ 1,330 $ 4,528

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 historical charge-offs, loan-to-value
ratios, underlying collateral values, payment history, the size
of the loan portfolio and the risks associated with certain loan
types as well as other factors such as local economic trends,
market conditions and credit concentrations. (Refer to Notes 1
and 4 to the Consolidated Financial Statements for more
details.)

In 2011, the Bank had net loan charge-offs of $489,000
compared to $132,000 in 2010 and $493,000 in 2009. The
Bank continues to closely monitor its non-accrual loans, which
were 0.79% of total loans at December 31, 2011 compared to
0.72% at December 31, 2010, and its loans past due greater
than 30 days, which have increased to 1.95% of total loans at
December 31, 2011 as compared to 1.81% at December 31,
2010 and 1.85% at December 31, 2009. The provision for loan
losses for 2011 was $1.1 million as compared to $1.3 million
in 2010 and $1.7 million in 2009. The reduction in 2011 was
due to the resolution of several large non-performing loans.
The Bank continues to be cautious due to continued
deterioration in the housing markets and volatility of
economic indicators. As a percentage of the gross loan
portfolio, the allowance for loan losses was 0.88% for 2011,
0.86% for 2010, and 0.79% for 2009.

18

Other Income

Other income was $1.7 million compared to $1.6 million
in 2010 and $2.0 million in 2009. Other income is comprised
of gains on sale of loans, customer service fees, increases in
the cash surrender value of life insurance policies and
miscellaneous income. During 2009, the Bank sold $25.3
million in fixed-rate consumer mortgages (with servicing
retained) producing gains totaling $454,000. During 2011 and
2010, the Bank did not sell any loans. Fees earned on
customer accounts were $987,000 in 2011, $893,000 in 2010
and $857,000 in 2009. Customer service fee income was
derived primarily from deposit account transaction fees and
ATM/debit card usage fees. The fees reflect an increase in
volume on fee-based transactions due to the growth in deposit
accounts combined with modest increases in the schedule of
fees. ATM/debit card fees also increased due to an increase in
interchange volume.

Also contributing to other income in each of the three
years was the increase in the cash surrender value of life
insurance policies. The Bank held $14.5 million in life
insurance policies at year-end 2011 compared to $14.1 million
at year-end 2010. Income from these assets is fully excludable
from federal income taxes and contributed $450,000 to other
income in 2011, $459,000 in 2010 and $458,000 in 2009. The
policies accrete at a variable rate of interest with minimum
stated guaranteed rates.
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Operating Expenses

Total operating expenses as a percentage of average total
assets were 1.52% for 2011, 1.53% for 2010, and 1.66% for
2009. Although total operating expenses in 2011 increased by
$1.1 million, or 7% over 2010, the net interest margin
increased at a greater rate of 13%.

Salaries and employee benefits continue to be the largest
component of operating expenses at $8.9 million for 2011,
$8.4 million for 2010 and $7.7 million for 2009. Annual merit-
based salary increases, which averaged approximately 7% for
2011 compared to 6% for 2010 and 5% for 2009, accounted
for the majority of the increase in each year. Additionally,
2011 saw increases in medical insurance expenses associated
with greater participation in the plans and an increase in
premiums. Health care benefits, including medical and dental,
rose approximately 13% in 2011 over 2010 and 12% in 2010
over 2009. In both 2011 and 2010, the Bank noted increased
participation in the medical plans due to the addition of staff
and increased enrollment. Also impacting salaries and
employee benefits expenses is the Bank’s guarantee of a death
benefit for certain current and former executive officers. The
expense associated with this liability was $69,000 in 2011
compared to $288,000 in 2010 and $421,000 for 2009. The
higher expense in 2009 was due to the departure of one
executive covered under the plan and the associated escalation
of service cost that totaled $168,000. In 2011, the expense
declined as one executive reached his originally anticipated
retirement age and the service cost was fully recognized.

Data processing expenses were relatively flat between
2011, 2010 and 2009 at $883,000, $853,000 and $859,000,
respectively. The Bank continually performs upgrades to its
information technology infrastructure, however, in 2010 and
2011 the Bank recognized savings when the Bank converted to
a more efficient check processing system in late 2009 that
reduced processing charges and provided for more timely
collection. In 2011, the overall increase was due to higher
volume of transactions, statement rendering charges and ATM
charges due to growth in customer accounts.

Occupancy and equipment expenses increased by 19% in
2011 compared to 2010 due to the addition and renovation of
the Bank's Administration facilities along with the cost
associated with the Bank’s newest branch in the Beacon Hill
section of Boston. Occupancy and equipment expense
decreased by 4% in 2010 compared to 2009 due to several
large purchases in prior years being fully depreciated in 2010.
This category also includes $270,000, $178,000 and $178,000
in rent expenses for 2011, 2010 and 2009, respectively.

Deposit insurance expenses were $701,000 in 2011,
compared to $1.1 million in 2010 and $1.3 million in 2009.
Deposit insurance expense consists of premiums paid to the
FDIC and the Massachusetts Deposit Insurance Fund (“DIF").
In 2009, the FDIC announced a significant increase in

premiums along with a special assessment that amounted to
$405,000 for the Bank. It called for a prepayment of an
estimate for 2010 to 2012 that included an assumption of an
annual increase in insured deposits of 5% per year, along with
a 3 basis point increase in the assessment rate. In 2010 and
2011, there was no special assessment, however, premiums
increased in 2010 consistent with the announcement. In 2011,
the FDIC changed the calculation from a deposit-based
calculation to an asset-based calculation. This change along
with several other components of the calculation, reduced the
Bank’'s assessment in 2011. In both 2010 and 2011, the Bank
has been amortizing the prepayment made in 2009. At
December 31, 2011 and 2010, the balance remaining of the
prepayment was $1.9 million and $2.5 million, respectively.

Foreclosure expenses include expenses related to
foreclosing on collateral, maintaining properties, subsequent
write-downs in the value of collateral and any net losses or
gains associated with their disposition. During 2011, total
foreclosure related expenses were $1.0 million, compared to
$726,000 in 2010 and $678,000 in 2009. Expenses in 2011
were primarily comprised of $238,000 in write-downs on
properties and $861,000 in legal, real estate taxes, utilities,
insurance and other expenses related to the foreclosure process
and maintaining properties. This was partially offset by
$61,000 in gains on disposal of properties. In 2010, the Bank
wrote down properties by $46,000, and posted expenses
totaling $800,000. These expenses were offset by $120,000 in
gains on the disposal of properties. In 2009, the Bank wrote
down properties by $100,000, paid expenses totaling $512,000
and posted net losses on the sale of properties of $66,000.

Marketing expenses were $650,000 in 2011, $501,000 in
2010 and $461,000 in 2009. The increase in 2011 was due to
additional marketing initiatives to promote the new branch in
the Beacon Hill section of Boston along with continued
marketing concerning the security of full insurance coverage
on deposit balances. Additionally, the Bank has been
promoting competitive deposit and loan products and rates.

All other operating expenses were $2.4 million in 2011,
$2.2 million for 2010 and $2.0 million in 2009. Operating
expenses include audit fees, directors fees, supplies, postage,
legal fees, bank fees, reporting costs and other items.

Income Taxes

The Bank’s effective tax rate was 40.7% for 2011, 40.1%
for 2010 and 38.8% for 2009. The increase in the effective tax
rate in 2011 and 2010 over 2009 is attributable to the increase
in pre-tax income, placing the Bank in a higher tax bracket.
Additionally, income derived from the Bank’s investment
portfolio along with income derived from the bank-owned life
insurance policies are becoming a lower portion of overall
income. The Bank’s investment securities are held in
Massachusetts security corporations whose earnings are taxed
at lower state rates. Income derived from bank-owned life
insurance policies is tax-exempt.
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BALANCE SHEET ANALYSIS
COMPARISON OF THE YEARS 2011 AND 2010

The Bank had total assets of $1.1 billion at December 31,
2011, an increase of $109.4 million, or 11%, from the $1.0
billion million level at year-end 2010.

Loans

At December 31, 2011 and 2010, the Bank reported net
loans of $849.8 million, or 75% of total assets, and $792.9
million, or 78% of total assets, respectively. In 2011, the Bank
originated $255.9 million in mortgage and other loans which
resulted in net growth of $56.9 million. At December 31,
2011 and 2010, mortgage loans accounted for more than 99%
of gross loans. At December 31, 2011, commercial mortgages
represented 47% of the mortgage loan portfolio, while
residential mortgages and home equity loans represented 48%
and construction loans represented 5%. At December 31,
2010, commercial mortgages represented 48% of the mortgage
portfolio, while residential mortgages and home equity loans
represented 48% and construction loans represented 4%.

The Bank's lending strategy during 2011 and 2010 has
continued to focus on the origination of commercial, multi-
family and single-family mortgage loans. Mortgages increased
by 7% in 2011. Approximately 37% of the residential
mortgage loan portfolio consists of 20/20 mortgages — a forty-
year mortgage with a fixed rate that is subject to change, one
time, at the end of the twenty-year period. Other residential
mortgages are generally underwritten to conform to Federal
National Mortgage Association (“FNMA”) or Federal Home
Loan Mortgage Corporation (“FHLMC") guidelines. The
Bank also offers home equity loans indexed to the prime
lending rate and construction loans.

The Bank's loan portfolio is reported net of the allowance
for loan losses. At December 31, 2011 and 2010, the
allowance had a balance of $7.5 million and $6.9 million,
respectively. The allowance is maintained at a level which the
Bank believes is adequate to absorb inherent losses in the
portfolio. The allowance is reviewed by senior management
on at least a quarterly basis to determine its adequacy. Factors
considered include historic losses, loan-to-value ratios,
underlying collateral values, payment history, the size of the
loan portfolio and the risks associated with certain loan types
as well as other factors such as local economic trends, real
estate market conditions and credit concentrations. (Refer to
Notes 1 and 4 to the Consolidated Financial Statements for
more details.) Loan losses are charged against the allowance
when the collectibility of loan principal becomes unlikely. In
2011, 2010 and 2009, the Bank had net charge offs of
$489,000, $132,000 and $493,000, respectively.

The Bank works closely with delinquent mortgagors to
bring their loans current and foreclosure proceedings
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commence if the mortgagor is unable to satisfy their
outstanding obligation. In 2010, the Commonwealth of
Massachusetts enacted a law which grants a mortgagor a 150-
day right to cure a default on residential real property
mortgages. Land court filings, which are part of the
foreclosure process in Massachusetts, are experiencing
backlogs due to the volume of foreclosure filings, delaying the
Bank’s collection process.

The Bank had non-accrual loans at December 31, 2011
with a combined outstanding balance of $6.8 million as
compared to $5.7 million at December 31, 2010. As a
percentage of total loans, these non-accrual loans were 0.79%
at December 31, 2011 and 0.72% at December 31, 2010.
Additionally, at December 31, 2011 and 2010, total impaired
loans were $7.0 million and $5.7 million, respectfully. All
loans on non-accrual and troubled debt restructurings are
considered impaired and, as such, are reviewed for specific
reserve allocation. Management determines the amount
reserves on a case-by-case basis using either the present value
of expected cash flows, or the fair value of the underlying
collateral when the loan is collateral dependent. Updated
appraisals on collateral are obtained when management
believes that the value of the property has deteriorated. At
December 31, 2011 and 2010, $211,000 and $145,000,
respectively, was allocated to impaired loans.

Securities

The purpose of the Bank's securities portfolio is to
provide liquidity and to serve as collateral to obtain borrowed
funds. At December 31, 2011, the portfolio of $96.7 million
represented 9% of total assets, as compared to $95.1 million,
or 9% of total assets, at year-end 2010. At December 31, 2011,
10% of the securities in the portfolio are U.S. Treasury
securities and 86% of the securities were issued or guaranteed
by government-sponsored enterprises. At December 31, 2010,
97% of the securities were issued or guaranteed by
government-sponsored enterprises.

At December 31, 2011, 10% of the portfolio is
represented by U.S. Treasury issues. Another 86% of the
portfolio consisted of bond issues. For the most part, these
securities are offered at a fixed rate and term and at spreads
above comparable U.S. Treasury issues. Approximately 19%
of the bond issues are subject to redemption at dates earlier
than the stated maturity at the discretion of the issuer.

At December 31, 2011 and 2010, less than 1% of the
portfolio, or $201,000 and $239,000, respectively, were
comprised of mortgage-backed securities. Mortgage-backed
securities are subject to declines in principal balances due to
principal repayments. Repayments tend to increase as market
interest rates fall and the individual underlying mortgages are
refinanced at lower rates. Conversely, repayments tend to
decrease as market interest rates rise.
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The portfolio also includes a $3.0 million investment in
the CRA Fund, a mutual fund which invests in securities
which qualify under the Community Reinvestment Act
(“CRA”) securities test. This investment accounted for 3% of
the investment portfolio at December 31, 2011.

At year-end 2011 and 2010, the entire securities portfolio
was classified as available for sale and was carried at fair
value with unrealized gains or losses reported in accumulated
other comprehensive income, a separate component of
stockholders' equity. The net unrealized gain on the portfolio
amounted to $235,000, net of tax effects, at December 31,
2011 as compared to $196,000 at year-end 2010, reflecting
changing market conditions and the remaining maturity of
securities. The fair value of securities fluctuates with the
movement of interest rates and is impacted by maturities.
Generally, during periods of falling interest rates, the fair
values increase whereas the opposite may hold true during a
rising interest rate environment. However, due to the short-
term nature of the investment portfolio, market value
adjustments lessen as a maturity date gets closer.

As a member of the Federal Home Loan Bank of Boston,
the Bank is required to hold a Membership Stock Investment
plus an Activity-based Stock Investment which generally
approximates 5% of the Bank’'s borrowings balance. At
December 31, 2011 and 2010, this investment accounted for
1% of total Bank assets. During 2008, the FHLB announced a
capital retention plan which prevented the Bank from
redeeming its excess stock. At December 31, 2011 and 2010,
the Bank held $13.4 million in FHLB stock. Additionally, in
early 2009, the FHLB announced the suspension of dividends
on its stock and during both 2009 and 2010 no dividends were
received. Beginning in 2011, the FHLB reinstated the
dividend, albeit at a much lower rate. In 2011, the Bank
received $39,000 in dividends.

The Bank also holds certificates of deposit issued by other
banks. At December 31, 2011, these investments amounted to
$13.4 million, or 1% of total assets, as compared to $13.9
million, or 1% of total assets, at December 31, 2010. In 2008,
the FDIC increased its maximum insurance coverage to
$250,000 per depositor effective through December 31, 2013,
and in 2010 this coverage was made permanent. No single
certificate held by the Bank exceeds this maximum and,
therefore, all are insured in full by the FDIC.

Foreclosed Assets

At December 31, 2011, the Bank held seven properties
totaling $3.6 million compared to four properties totaling $3.6
million at December 31, 2010. At December 31, 2011, the
properties consist of four commercial real estate properties
carried at $3.0 million and three residential properties carried
at $597,000. The Bank is carrying the properties as held for
sale and as such has marked the properties to the lower of
carrying amount or fair value less cost to sell.

Other Assets

The Bank held $14.5 million in Bank-owned life
insurance at December 31, 2011 as compared to $14.1 million
at December 31, 2010. The increase in 2011 was attributable
to the increase in the cash surrender values of the underlying
policies. The policies, which insure the lives of certain current
and former Bank officers, accrete at a variable rate of interest
with minimum stated guaranteed rates. The Bank monitors the
credit ratings of the policy issuers and has determined that, at
December 31, 2011, all issuers were rated at or above Bank
guidelines.

Deposits

At December 31, 2011, the Bank held a total of $787.6
million in deposits, an increase of $57.6 million, or 8%, from
the $730.0 million in deposits at year-end 2010. The growth
experienced in 2011 is a continuation of the trend seen during
2010 and was attributable to volatility in the financial markets
as depositors sought the safe haven offered by fully insured
depository institutions. Additionally, the Bank recognized
growth associated with its newest branch in the Beacon Hill
section of Boston, Massachusetts, which opened in late 2011.
Non-certificate deposits, comprised of savings, NOW, money
market, and demand deposit accounts, were $415.3 million at
December 31, 2011 as compared to $377.2 million at year-end
2010, an increase of $38.1 million, or 10%, which was
attributable to growth in money market accounts of $17.1
million, or 7%, in regular savings accounts of $7.4 million, or
13%, and transaction accounts of $13.7 million, or 17%. Non-
certificate deposits comprised 53% of total deposits at
December 31, 2011 as compared to 52% at year-end 2010.
Certificates of deposit were $372.3 million at December 31,
2011 as compared to $352.8 million at year-end 2010.

Primary competition for deposits is other banks and credit
unions in the Bank's market area and on the internet as well as
mutual funds. The Bank's ability to attract and retain deposits
depends upon satisfaction of depositors' requirements with
respect to insurance, product, rate and service. The Bank
offers traditional deposit products, competitive rates,
convenient branch locations, automated teller machines, debit
cards, telephone banking and internet-based banking for
consumers and commercial account holders. In the fourth
quarter of 2011, the Bank opened a new branch in the Beacon
Hill section of Boston which has, thus far, surpassed
management’ s expectations with respect to deposit growth.

Deposits are insured in full through the combination of
the Federal Deposit Insurance Corporation and the Deposit
Insurance Fund of Massachusetts (“DIF"). Generally,
separately insured deposit accounts are insured up to $250,000
by the FDIC and deposit balances in excess of this amount are
insured by the DIF. DIF insurance provides an advantage for
the Bank as some competitors cannot offer this coverage.
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Borrowings

The Bank had $247.5 million, or 22% of its assets, in
borrowed funds at December 31, 2011 as compared to $207.6
million, or 20% of total assets, at year-end 2010, representing
an increase of $39.9 million. During 2011, the average
balance of borrowed funds was $217.3 million compared to
$213.1 million in 2010. Generally, borrowings are drawn with
a fixed rate and term; however, at December 31, 2011, $29.0
million, or 12%, can be called by the issuer after an initial
specified term, and an additional $971,000 is subject to
principal amortization over its stated life. At December 31,
2011, 42% of all borrowings will mature within one year as
compared to 32% at December 31, 2010. During 2011, the
Bank refinanced many borrowings at shorter-terms due to the
extremely low interest rate environment and the current
expectation that short-term rates will remain low for an
extended period. The average rate paid on borrowings held at
year-end 2011 was 1.99%, down from 2.93% at year-end
2010, reflecting a decrease in market interest rates in 2011.

Liquidity, Capital Resources, Off-Balance Sheet
Arrangements and Contractual Obligations

The Bank continually assesses its liquidity position by
forecasting incoming and outgoing cash flows. In some cases,
contractual maturity dates are used to anticipate cash flows.
However, when an asset or liability is subject to early
repayment or redemption at the discretion of the issuer or
customer, cash flows can be difficult to predict. Generally,
these prepayment rights are exercised when it is most
financially favorable to the issuer or customer.

The majority of debt securities issued by the U.S.
Treasury or government-sponsored enterprises, or 79% of the
Bank’s investment portfolio, is fixed with respect to rate and
maturity date. Nine securities, or 19%, are subject to
redemption, at par, at the discretion of the issuer and, based on
current market rates, are expected to be redeemed upon their
contractual call dates. Mortgage-backed securities, which
comprise less than 1% of the portfolio, are subject to
repayment at the discretion of the underlying borrower. The
Bank monitors the trends in prepayment speeds and
anticipates how these factors will impact its liquidity targets.

Investment in FHLB stock is illiquid. Certificates of
deposit held as an investment are at stated fixed rates and
maturity dates.

Residential loans are susceptible to principal repayment at
the discretion of the borrower. Commercial mortgages, while
subject to significant penalties for early repayment in most
cases, can also prepay at the borrower’s discretion. The Bank
experienced an overall prepayment rate in excess of 20% on
its loan portfolio in both 2011 and 2010. For 2012,
prepayment rates are expected to slow as refinancing has
slowed and rates are expected to remain relatively stable.
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The Bank invests in key executive life insurance policies
that are illiquid during the lives of the executives. Such
policies total $14.5 million, or less than 2% of total assets, at
December 31, 2011 as compared to $14.1 million, or less than
2%, at December 31, 2010.

Non-certificate deposit balances can generally be
withdrawn from the Bank at any time. Certificates of deposit,
with predefined maturity dates and subject to early redemption
penalties, can also be withdrawn. The Bank estimates the
volatility of its deposits in light of the general economic
climate and recent actual experience. Over the past 10 years,
deposits have exceeded withdrawals resulting in net cash
inflows from depositors.

Approximately 88% of the Bank’s borrowings are fixed in
terms of maturity. Less than 1% of the borrowings amortize
over their stated lives and the Bank monitors these scheduled
cash outflows. Approximately 12%, or $29.0 million, can be
called for earlier repayment at the discretion of the issuer.
However, in the current economic environment, it is unlikely
that all of these borrowings will be called in the near term.

The Bank also monitors its off-balance sheet items. At
December 31, 2011, the Bank had approximately $128.7
million in commitments to extend credit as compared to $88.0
million at December 31, 2010. The Bank also has
commitments for lease obligations and data processing
agreements totaling $1.6 million and $716,000, respectively,
at December 31, 2011.

The Bank takes each of these preceding issues into
consideration when measuring its liquidity position. Specific
measurements include the Bank’s cash flow position from the
30-day to 90-day horizon, the level of volatile liabilities to
earning assets and loan to deposit ratios. Additionally, the
Bank “shocks’ its cash flows by assuming significant cash
outflows in both non-certificate and certificate deposit
balances. At December 31, 2011 and 2010, each measurement
was within predefined Bank guidelines.

To supplement its liquidity position, should the need
arise, the Bank maintains its membership in the Federal Home
Loan Bank of Boston where it is eligible to obtain both short
and long-term credit advances. The Bank can borrow up to
approximately $333.6 million to meet its borrowing needs,
based on the Bank's available qualified collateral which
consists primarily of 1-4 family residential mortgages, certain
multifamily residential property, assets held in one of its
securities corporation subsidiaries and certain commercial
mortgages. Upon specific approval from the FHLB, the Bank
may also pledge other mortgages or other deposit balances as
collateral to secure as much as approximately $166.9 million
in additional borrowings. At December 31, 2011, the Bank
had $247.5 million in advances outstanding. Additionally, the



MANAGEMENT’ S DISCUSSION AND ANALYSIS

Bank has registered with the Federal Reserve Bank to access
their discount window. The Bank may access this line by
assigning assets as collateral.

At December 31, 2011, the Bank had capital of $82.3
million, or 7.3% of total assets, as compared to $72.7 million,
or 7.1%, at December 31, 2010. Total capital is adjusted by
the unrealized gains or losses in the Bank's available-for-sale
securities portfolio and, as such, it is subject to fluctuations
resulting from changes in the market values of its securities
available for sale. At December 31, 2011, the Bank's entire
securities portfolio was classified as available for sale which
had the effect of increasing capital by $235,000. In
comparison, at year-end 2010, capital was increased by
$196,000.

Massachusetts-chartered savings banks that are insured by
the FDIC are subject to minimum capital maintenance
requirements. Regulatory guidelines define the minimum
amount of qualifying capital an institution must maintain as a
percentage of risk-weighted assets and average total assets.
The Bank's ratios exceeded these regulatory capital
requirements in both 2011 and 2010. (Refer to Note 11 to the
Consolidated Financial Statements for more details.)

During 2011, the Bank declared dividends of $1.25 per
share which included a $0.26 special dividend declared in the
fourth quarter. In comparison, in 2010, the Bank declared
dividends of $1.19 per share that also included a $0.25 special
dividend. The Bank's dividend payout ratio, which is
calculated by dividing dividends per share by earnings per
share, was 22.01% for 2011 as compared to 24.74% for 2010.

IMPACT OF INFLATION AND CHANGING PRICES

The consolidated financial statements and related
consolidated financial data presented herein have been
prepared in conformity with U.S. GAAP, which generally
requires the measurement of financial position and operating
results in terms of historical dollars without considering the
changes in the relative purchasing power of money over time
due to inflation. The primary impact of inflation on operations
of the Bank is reflected in increased operating costs. Unlike
most industrial companies, virtually all the assets and
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. Interest rates do not necessarily move in the
same direction or to the same extent as the price of goods and
services.

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-looking

statements" as defined in the Private Securities Litigation
Reform Act of 1995. Actual results may differ materially from
those projected as a result of certain risks and uncertainties,
including but not limited to changes in political and economic
conditions, interest rate fluctuations, and competitive product
and pricing pressures within the Bank's market, bond market
fluctuations, 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
liabilities, 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 Bank in managing interest
rate risk is income simulation modeling. Income simulation
modeling 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 prepayment speeds, balance sheet
growth and deposit elasticity. Generally, rates are assumed to
rise steadily over a twelve-month period, and then remain
constant over the remaining period. At December 31, 2011,
the model assumed a 100 and 200 basis point increase in
interest rates where the magnitude of the rate change varies
with the term. For example, longer-term rates are modeled to
change by 60 basis points and short-term rates are modeled to
change by 100 basis points. The model estimates that, over a
twenty-four month period, net interest income will decrease
2% if rates rise 100 basis points and will decrease 5% if rates
rise 200 basis points.

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 liabilities reprice.

At December 31, 2011, loans, as a percent of total earning
assets, were 79% as compared to 81% at the prior year-end.
The composition of the Bank’s liabilities changed such that
interest-bearing deposits to total interest-bearing liabilities
were 74% at year-end 2011, as compared to 78% at the prior
year-end.
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MANAGEMENT’ S DISCUSSION AND ANALYSIS

At December 31, 2010, liabilities that reprice within one
year exceeded assets repricing within the same period by
$198.2 million. Short-term market interest rates remained
relatively flat during 2011 but mid- to long-term rates
declined. The Federal Reserve Bank lowered its targeted
Federal Funds rate to near zero in late 2008 and has kept it at
this level over the past three years. The prime lending rate has
also stayed level at 3.25% during the last two years. In 2011,
longer-term rates dropped due to volatility in the stock market
and uncertainty in Europe. The Bank was positively impacted
by the lowering of market interest rates during 2011. The yield
on earning assets declined by 23 basis points. However, the
average rate on funding costs, in the form of deposits and

borrowings, dropped by 39 basis points, contributing $1.9
million, or 47%, of the $4.1 million improvement in net
interest income for 2011.

At December 31, 2011, liabilities that reprice within one
year exceeded assets repricing within the same period by
$147.0 million indicating that the Bank is susceptible to lower
net interest income in the event that market rates rise in 2012.
Due to the anticipated extended period of low rates and the
growth in longer-term certificates of deposits, the Bank
continues to finance a portion of its borrowings at shorter
terms.

At December 31, 2011, the Bank had the following contractual obligations outstanding:

Payments Due by Year

(In Thousands)
Less than One to Over Three Over
Total One Year Three Years to Five Years Five Years
Contractual Obligations:
Federal Home Loan Bank advances $ 247471 $ 105,000 $ 84,500 $ 22,000 $ 35971
Certificates of deposit 372,261 276,843 58,519 36,899 —
Data processing agreements (1) 716 229 344 143 —
Lease agreements (2) 1,575 274 546 329 426
Other borrowings 1,107 42 93 104 868

(1) Estimated payments subject to change based on transaction volume.

(2) Leases contain provisions to pay certain operating expenses, the cost of which is not included above. Lease commitments are
based on the initial contract term, or longer when, in the opinion of management, it is more likely than not that the lease will

be renewed.
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The following tables present interest-rate sensitive assets and liabilities categorized by expected maturity (or interest rate
adjustment date, if earlier) and weighted average rates. Expected maturities of loans are adjusted for amortization and prepayments
of principal. Prepayment speeds range from 0% to 28% depending upon the particular asset category. Generally, adjustable-rate
loans are indexed to Prime and treasury rates and can reprice as much as 200 basis points per year and 600 basis points over the life
of the loan. Non-certificate deposits do not have contractual maturities. The tables reflect management’ s current assumptions about

the volatility of such deposits.

December 31, 2011
Maturing or repricing within:

Interest-earning assets:
Securities (at cost) (1), short-term

investments and certificates of deposit...

Loans:

Fixedrate ....cooovvvvniiiiiiiiiiennn.

Adjustablerate...........ccccoveveinins

Interest-bearing liabilities:
Deposits:

Non-certificate accounts................

Term certificates ........coevvvvnevnnnnn.

Borrowed funds.............coeviiiininn .

December 31, 2010
Maturing or repricing within:

Interest-earning assets:
Securities (at cost) (1), short-term

investments and certificates of deposit...

Loans:

Fixedrate ....cooovvvvniiiiiiiiiinennn.

Adjustable rate..........ooviiiiiniienns

Interest-bearing liabilities:
Deposits:

Non-certificate accounts...............

Term certificates .............ooeene.n.

Borrowed funds.............coeviiiininn .

(1) Includes FHLB stock

One Year 1-2 Years 2-3 Years 3-4 Years 4-5 Years Thereafter Total
(Dollars in Thousands)
$175,060 $ 44,903 $ 10,560 $ — $ $ $ 230,523
0.70 % 1.32 % 0.60 % — % — % — % 0.81 %
$ 51,908 $ 39,710 $ 34,959 $ 30,543 $ 24,409 $ 68,559 $250,088
5.61 % 5.43 % 5.49 % 5.51 % 5.54 % 5.69 % 5.57 %
$171,228 $117,030 $100,859 $ 89,114 $ 73,691 $ 54,299 $ 606,221
511 % 5.64 % 5.59 % 5.55 % 527 % 5.26 % 5.39 %
$163,239 $ 16,045 $ — $ — $ 172,936 $ - $352,220
0.48 % 0.42 — % — % 0.35 % —% 0.41 %
$276,843 $ 41,823 $ 16,696 $ 3,528 $ 33,371 $ —_ $372,261
1.00 % 1.37 % 1.90 % 2.24 % 2.66 % —% 1.25 %
$105,145 $ 19,654 $ 65,163 $ 10,173 $ 12,184 $ 36,259 $248,578
0.48 % 2.58 % 3.10 % 2.61 % 1.82 % 4.10% 2.01 %
One Year 1-2 Years 2-3 Years 3-4 Years 4-5 Years Thereafter Total
(Dollars in Thousands)
$113,334 $ 61,568 $ 8,736 $ — $ $ $ 183,638
1.51 % 1.62 % 1.02 % — % — % — % 1.30 %
$ 44517 $ 35,109 $ 29,682 $ 26,706 $ 25381 $ 79,917 $ 241,312
6.08 % 5.84 % 5.78 % 5.79 % 5.81 % 5.88 % 5.88 %
$154,677 $ 91,553 $ 80,507 $ 74,233 $ 71,699 $ 84,927 $ 557,596
572 % 6.08 % 5.90 % 5.79 % 5.63 % 5.42 % 5.76 %
$151,155 $ 13,852 $ — $ — $ 158,639 $ - $ 323,646
0.91 % 0.74 % — % — % 0.32 % —% 0.61 %
$292,937 $ 47,386 $ 7,197 $ 2,751 $ 2,504 $ — $ 352,775
1.42 % 1.83 % 2.67 % 2.89 % 2.46 % — % 1.52 %
$ 66,640 $ 14,148 $ 18,158 $ 63,167 $ 10,177 $ 36,437 $ 208,727
2.40 % 2.23 % 2.72 % 314 % 2.61 % 4.11% 2.95 %
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MANAGEMENT’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

The management of the Bank is responsible for establishing and maintaining adequate internal control over
financial reporting. An entity’s internal control over financia reporting is a process effected by those charged with
governance, management, and other personnel, designed to provide reasonable assurance regarding the preparation of
reliable financial statements in accordance with accounting principles generally accepted in the United States of
America.

Management assessed the effectiveness of the Bank’s interna control over financial reporting as of December 31,
2011, based on the framework established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Based on this assessment, management concluded that
the Bank’sinternal control over financial reporting as of December 31, 2011 is effective.

Our internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the Bank; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with accounting principles generally accepted in the United States of America, and
that receipts and expenditures of the Bank are being made only in accordance with authorizations of management and
those charged with governance; and (3) provide reasonable assurance regarding prevention, or timely detection and
correction, of unauthorized acquisition, use, or disposition of the Bank’s assets that could have a material effect on the
Bank’s consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent, or detect and correct,
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

The effectiveness of the Bank’s internal control over financial reporting as of December 31, 2011 has been
audited by Wolf & Company, P.C., an independent registered public accounting firm, as stated in their report, which
follows. This report expresses an unqualified opinion on the effectiveness of the Bank’s interna control over financial

reporting as of December 31, 2011.

%*?%/48'&52 /@i@:@

Robert H. Gaughen, Jr. Robert A. Bogart
Chief Executive Olfficer Chief Financial Officer
March 6, 2012 March 6, 2012

26




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the consolidated balance sheets of Hingham Institution for Savings and subsidiaries as of December
31,2011 and 2010, and the related consolidated statements of income, changes in stockholders' equity and cash flows
for each of the years in the three-year period ended December 31, 2011. We also have audited the Bank’s internal
control over financial reporting as of December 31, 2011, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).
Hingham Institution for Savings' management is responsible for these financial statements, for maintaining effective
internal control over financial reporting, and for its assertion of the effectiveness of internal control over financial
reporting, included in the accompanying Management’s Report on Internal Control over Financial Reporting. Our
responsibility is to express an opinion on these consolidated financial statements and an opinion on the Bank’s

internal control over financial reporting based on our audits.

We conducted our audits of the financial statements in accordance with the standards of the Public Company
Accounting Oversight Board (United States) and our audit of internal control over financial reporting in accordance
with attestation standards established by the American Institute of Certified Public Accountants. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are
free of material misstatement and whether effective internal control over financial reporting was maintained in all
material respects. An audit of the financial statements includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. An audit of internal control
over financial reporting includes obtaining an understanding of internal control over financial reporting, assessing the
risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal
control based on the assessed risk. Our audits also included performing such other procedures as we considered

necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

An entity’s internal control over financial reporting is a process effected by those charged with governance,
management, and other personnel, designed to provide reasonable assurance regarding the preparation of reliable
financial statements in accordance with accounting principles generally accepted in the United States of America. An
entity’s internal control over financia reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the entity; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation
of financial statements in accordance with accounting principles generally accepted in the United States of America,

and that receipts and expenditures of the entity are being made only in accordance with authorizations of management
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and those charged with governance; and (3) provide reasonable assurance regarding prevention, or timely detection
and correction, of unauthorized acquisition, use, or disposition of the entity’s assets that could have a material

effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent, or detect and correct,
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the

policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Hingham Institution for Savings and subsidiaries as of December 31, 2011 and 2010, and the
results of their operations and their cash flows for each of the years in the three-year period ended December 31,
2011 in conformity with accounting principles generally accepted in the United States of America. Also in our
opinion, Hingham Institution for Savings maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2011, based on criteria established in Internal Control—Integrated

Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

%‘mfﬂ/f M,/‘?G-

Boston, Massachusetts
March 6, 2012




CONSOLIDATED BALANCE SHEETS

ASSETS
December 31,
2011 2010
(In Thousands)
Cash and dUue fromM DaNKS .......oveiiiit et et e e e e $ 8,918 $ 6,298
ShOrt-tEIM INVESIMENES ... ut ittt et e et et e e et e e et e e reeeae s aenaenees 107,422 61,566
Cash and cash equIvalents ...........c.oeieiieiiniin i e 116,340 67,864
Certificates Of dEPOSIt. .. ... en et e e 13,405 13,929
Securitiesavailable for sale, at fairvalue ..........cooiiiiiiii i 96,689 95,071
Federal Home Loan Bank Stock, at COSt  ...uviiiiiiuiiiiin e i i v e e e e ee e e, 13,373 13,373
Loans, net of allowance for loan losses
of $7,516,000 in 2011 and $6,905,000 i0 2010 .......vveeeeeeeeeis e eeeeeeeaennn 849,776 792,910
FOrECIOSEA BSSELS ... vttt it e e e e e e e e s 3,629 3,559
Bank-owned Life INSUFANCE ... .o.iviiin it i et e e e e et e e e e e eeeneas 14,524 14,074
Premisesand equipment, NEL .........ci oot e e e e e 10,597 7,985
Accrued interest reCaiVaDIE ......ocivin it 2,858 2,992
Prepaid FDIC @SSESSIMENT ... ... et et et et e e e e e e e e e e e e e e e eans 1,871 2,474
Deferred income tax asset, NEL ... e e e e 3,425 2,803

0] 72 Y T $ 1,127,276
LIABILITIESAND STOCKHOLDERS EQUITY
1= 010 1 = $ 787,573
Federal Home Loan Bank adVanCeS ........ooovviniii i e e e 247,471
MOrtgage PAYADIE ... ..cu et 1,107
MoOrtgagors' €SCrOW 8CCOUNES ..........euenon e ee e e et e e e e ee e e e e e 2,517
Accrued interest payable ... 475
Other [1aDITTIES. .. e et e e e e e e e e e e 5,868
Total lHabilitieS ... e 1,045,011
Commitments and contingencies (Note 10)
Stockholders' equity:
Preferred stock, $1.00 par value,
2,500,000 shares authorized, none issued ...........ccooviiiiiiiii i cenne. —
Common stock, $1.00 par value, 5,000,000 shares
authorized; 2,125,750 shares issued and
outstanding at December 31, 2011 and
2,124,250 at December 31, 2010  ....oiieiiie i i e 2,126
Additional paid-in capital ... 10,500
Undivided profitS ..o 69,404
Accumulated other comprehensive inCome  .......oovvviieiieiin e e 235
Total stockholders’ equity  .....oieieie i, 82,265
Tota liabilities and stockholders' equity — .......covoeiiii i $ 1,127,276

See accompanying notes to consolidated financial statements.

$ 1,017,845

$ 729,960
207,580
1,147

2,344

591

3,487

945,109

2,124
10,417
59,999

196

72,736
$ 1,017,845
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CONSOLIDATED STATEMENTS OF INCOME

Interest and dividend income:
57 1
DEDE SECUIIEICS  eu ettt et et e et e et e et e et e e e et e e e ea e
EqQUItY SECUTITEIES. .. vt vet e it et e e et e et et et e e et e e e e nen e
Short-term investments and certificates of deposit ..............ccovvevnenn,
Total interest and dividend INCOME ..........cccveviviiiiiii i,
Interest expense:
DEPOSIES 1t ettt ettt e e e e e e
Federal Home Loan Bank advances .............oovciiiiiiiiiiniiie i innennns
MOTtZAE PAYADIE ... vnee e et e e
Total INtEreSt EXPENSE ... v vetter ittt et et e et e e een e

Net INtErest INCOME .......coiiviiii i
Provisionfor loan [0sses .............cccovviiiin e
Net interest income, after provision for loan losses .............cooevvveniennnn,

Other income:
Customer service fees on depPositS......ovveeii i
Increase in Bank-owned life insuranCe...............ccooviiiiiiiiiiiiiinenen
Gain on sales 0f 10ans, Net..........ooviiiiiiiiii i e
MISCEIIANEOUS ..t et et e e e e e e e e e
Total Other INCOME ..o
Operating expenses:
Salaries and employee benefits ...........c..coooiiiii i
(D Y o] (001> oo PP
Occupancy and eqUIPIMENT  ....uveuiieinin e et e en e e e e aenens
DEPOSIL INSUTANCE .. et ettt eriee e eee et et een e e e s e e en e e e en s
07 T2 (01 U1 e
MarkEting . ..ot e s
Other general and adminisStrative ...........ccoeeieiiiiiniin i ieennnen
Total OpErating EXPENSES. .. ... v e et et et et e e e e e ee e e

Income DefOre INCOME LAXES  tvvvvrirre ittt et ite e it et e eeeitaaeaenns
INCOMETAX PrOVISION ... .ves e e e e e e e e e e e e e e e e e e e e

D =80 61 o 1= N

Earnings per common share:
BaSIC ..viitiiiii

DIIULEd ot e

See accompanying notes to consolidated financial statements.
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Years Ended December 31,

2011 2010 2009

(In Thousands, Except Per Share Amounts)
$ 47,191 $ 44,878 $ 42,199
749 1,418 2,003
153 106 117
351 423 479
48,444 46,825 44,798
6,751 8,125 10,334
5,799 6,903 7,193
68 70 72
12,618 15,098 17,599
35,826 31,727 27,199
1,100 1,300 1,700
34,726 30,427 25,499
987 893 857
450 459 458
—_ —_ 454
263 275 239
1,700 1,627 2,008
8,894 8,371 7,715
883 853 859
1,528 1,280 1,333
701 1,074 1,335
1,038 726 678
650 501 461
2,397 2,173 1,990
16,091 14,978 14,371
20,335 17,076 13,136
8,273 6,848 5,091
$ 12,062 $ 10,228 $ 8,045
$ 5.68 $ 4.81 $ 3.79
$ 5.67 $ 4.81 $ 3.79




CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Years Ended December 31,2011, 2010 and 2009

Accumulated
Additional Other Total
Common Paid-in Undivided Comprehensive Stockholders
Stock Capital Profits Income Equity
(In Thousands)
Balance at December 31, 2008..................... $ 2,122 $ 10,364 $ 46,569 $ 770 $ 59,825
Comprehensive income:
NeEt INCOME. ..ttt i i ei e i ennens — — 8,045 — 8,045
Net unrealized loss on securities
available for sale, net of
tax effect.......coovvvi i — — — (312) (312)
Total comprehensive income ............ 7,733
Stock options exercised, including
tax benefit of $12,000 ..........coviiinnnnnn. 2 48 — — 50
Cash dividends declared-common
($1.09 per share) ....c.oeoviiiiiiiiiiiiiis — — (2,315) — (2,315)
Balance at December 31,2009 .................. 2,124 10,412 52,299 458 65,293
Comprehensive income:
NEetinCoOme ..ovvvviiiiiiiiiiiiiieeieinens — — 10,228 — 10,228
Net unrealized loss on securities
available for sale, net of
tax effect ..o — — — (262) (262)
Total comprehensive income ......... 9,966
Share-based compensation .......................s — 5 — — 5
Cash dividends declared-common
($1.19 pershare) ....covvvvvvvveviiiininnnnnen — — (2,528) — (2,528)
Balance at December 31, 2010..................... 2,124 10,417 59,999 196 72,736
Comprehensive income:
NELINCOME  vviviieirei it it ieeeeeneens — — 12,062 — 12,062
Net unrealized gain on securities
available for sale, net of
tax effect ....ooviiiiiiii — — — 39 39
Total comprehensive income ......... 12,101
Stock options exercised, including
tax benefit of $10,000 ............ccoieiinenn. 2 53 — — 55
Share-based compensation ........................ — 30 — — 30
Cash dividends declared-common
($1.25 pershare) ....ooveiiiiiiiiieie s — — (2,657) — (2,657)
Balance at December 31, 2011 .................. $ 2,126 $ 10,500 $ 69,404 $ 235 $ 82,265

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2011 2010 2009
(In thousands)
Cash flows from operating activities:
B 1110 v L= $ 12,062 $ 10,228 $ 8,045
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for [0AN TOSSES ... ....ivvieie et e e e e e e e e 1,100 1,300 1,700
Net gain on SaleS Of [08NS.........vii it e e e e — — (454)
Amortization of SECUNTIES, NEL .........ve e e e e e e e 874 779 822
Amortization of deferred loan origination Costs, NEL .........ccovevviierviieieveeenn o, 166 182 150
Share-hased COMPENSALiON EXPENSE ... . it iee et cee et e et e e e eeean s 30 5
Excess tax benefits from share-based compensation arrangements..................... (10) — (12)
Depreciation and amortization of premises and equipment..............ccoovviiveinoas 531 443 480
Increase in Bank-owned [ife iNSUranCe ..........cooeviii i i e e e e (450) (459) (458)
Deferred income tax benefit.. (648) (674) (459)
Net (gain) loss on sales and write- downs Of forecl osed assets 177 (74) 166
Changes in operating assets and liabilities:
Prepaid FDIC assessment .. . 603 935 (3,409)
Accruedmterestrecewableandotherassets 156 348 (263)
Accrued interest payable and other liabilities ..........cc.cooviiii i, 2,231 601 291
Net cash provided by operating aCtivities ...........cccoiiiiiiiiii i 16,822 13,614 6,599
Cash flows from investing activities:
Activity in available-for-sale securities:
Maturities, prepaymentsand CallS..........ooviiiiiiii i 47,701 69,140 41,478
Purchases . e e e e e e e e e e e (50,126) (69,017) (51,775)
Activity in cemﬁcates of deposn
Y 0 L =S TP 6,271 7,377 9,632
PUICNSES ..o e e e (5,749) (8,156) (9,134)
Loans originated, net of paymentsrecalved ..........ooiiiiiii i (60,239) (83,101) [103,274)
Proceeds from salesof loans ......... — — 25,757
Proceedsfromsalesofforeclosedaasets 1,860 6,651 2,063
Add|t|onstopremls&sandequment............................................................... (3,143) (2,994) (282)
Net cash used in INVeStiNg aCtIVITIES ......o.uviie et e (63,425) (80,100) (85,535)
(continued)

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(concluded)

Years Ended December 31,

2011 2010 2009
(In thousands)
Cash flows from financing activities:
T T Vo T 1= o 3 $ 57,613 $ 98873 $ 105,753
Increase in MOrtgagors' €SCIOW ACCOUNES .. .vuuvuuenseene e eaeensvenenen e e e eneeeaennes 173 376 217
Proceeds from stock options €Xercised ... .........eiveieirsies i e e e 45 — 38
Cash dividends paid on common StOCK ...........cooviiiiiiiii (2,613) (2,443) (2,272)
Excess tax benefits from share-based compensation arrangements .................coeenene. 10 — 12
Net repayments of borrowings with maturities of less than three months .................. — — (25,000)
Proceeds from Federal Home Loan Bank advances with maturities
Of three MONTNS OF IMOTE 1.vvi it ittt i e e et e e et e ee e e ee e ees 151,500 47,000 135,000
Repayments of Federal Home Loan Bank advances with maturities
of three MONthS OF MOTE ... viu vttt e e e e e e e e e (111,609) (62,056) (102,358)
Repayment of mortgage payable ..........ooiiiiiiiiiii i e (40) (37) (35)
Net cash provided by financing activities ...........eeesreiiniiriieiie e e ieneeen 95,079 81,713 111,355
Net change in cash and cash equivalents...........c..coiiii i e 48,476 15,227 32,419
Cash and cash equivalents at beginning of year .............coviiiiiiie i 67,864 52,637 20,218
Cash and cash equivalents at end of year $ 116340 $ 67,864 $ 52,637
Supplementary information:
Interest paid on dePoSit ACCOUNLES ... ..euutie it et ittt e e et ee e e eeeenaas $ 6,768 $ 8,141 $§ 10,327
Interest paid on borrowed funds ..ot 5,966 7,079 7,250
INCOME tAXES PAIA .. v ettt ettt et et e e e e e e et et e e e e e e e 8,727 7,714 5,648
Non-cash activities:
Real estate acquired through foreclosure ...........ccoooiiiiiii i s $ 2,107  $ 6,951 $ 5,134

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Years Ended December 31, 2011, 2010 and 2009

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation and consolidation

The consolidated financial statements include the accounts of Hingham Institution for Savings ("Bank") and its wholly-
owned subsidiaries, Hingham Securities Corporation II and Hingham Unpledged Securities Corporation, which hold title to
certain securities available for sale, and Dunbar-Walnut, LLC and Taunton Oak Street, LLC which hold certain foreclosed
properties. All intercompany accounts and transactions have been eliminated in consolidation.

Use of estimates

In preparing consolidated financial statements in conformity with accounting principles generally accepted in the
United States of America, 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. Material estimates that are susceptible to significant
change in the near term relate to the determination of the allowance for loan losses, the valuation of foreclosed assets and
the valuation of deferred tax assets.

Business and operating segments

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

Management evaluates the Bank’'s performance and allocates resources based on a single segment concept.
Accordingly, there are no separately identified operating segments for which discrete 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’ stotal revenues.

Fair value hierarchy
The Bank groups its assets and liabilities measured at fair value in three levels, based on the markets in which the
assets and liabilities are traded and the reliability of the assumptions used to determine fair value, as follows:

Level 1 — Valuation is based on quoted prices in active markets for identical assets or liabilities. Level 1 assets and
liabilities generally include debt and equity securities that are traded in an active exchange market. Valuations are obtained
from readily available pricing sources for market transactions involving identical assets or liabilities.

Level 2 — Valuation is based on observable inputs other than Level 1 prices, such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data for substantially the full term of the assets or liabilities.

Level 3 — Valuation is based on unobservable inputs that are supported by little or no market activity and that are
significant to the fair value of the assets or liabilities. Level 3 assets and liabilities include financial instruments whose
value is determined using unobservable inputs to pricing models, discounted cash flow methodologies, or similar
techniques, as well as instruments for which the determination of fair value requires significant management judgment or
estimation.

Transfers between levels are recognized at the end of a reporting period, if applicable.

Reclassification
Certain amounts in the 2010 and 2009 consolidated financial statements have been reclassified to conform to the 2011
presentation.

Cash and cash equivalents

Cash and cash equivalents include amounts due from banks and short-term investments which mature within ninety
days at the date of purchase and are carried at cost. At December 31, 2011, the Bank had a concentration of cash on deposit
at the Federal Reserve Bank amounting to $108.9 million.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Certificates of deposit

Certificates of deposit are purchased from FDIC-insured depository institutions in amounts not to exceed $250,000 per
institution, including accrued interest, and have original maturities greater than ninety days. Certificates of deposit are
carried at cost.

Securities available for sale

Securities are classified as available for sale and recorded at fair value, with unrealized gains and losses, after tax
effects, excluded from earnings and reported in accumulated other comprehensive income (loss) as a separate component of
stockholders equity. The fair values are obtained from an independent pricing service and from the Bank’s safekeeping
agent. The Bank compares fair values from the two independent sources to ensure that pricing is accurate.

Purchase premiums and discounts are recognized in interest income using the interest method over the terms of the
securities. Gains and losses on disposition of securities are recorded on the trade date and are determined using the specific
identification method.

Each reporting period, the Bank evaluates all securities with a decline in fair value below the amortized cost to
determine whether or not the impairment is deemed to be other than temporary (“OTTI").

OTTI is required to be recognized if (1) the Bank intends to sell the security; (2) it is “more likely than not” that the
Bank will be required to sell the security before recovery of its amortized cost basis; or (3) for debt securities, the present
value of expected cash flows is not sufficient to recover the entire amortized cost basis. Marketable equity securities are
evaluated for OTTI based on the severity and duration of the impairment and, if deemed to be other than temporary, the
declines in fair value are reflected in earnings as realized losses. For impaired debt securities that the Bank intends to sell,
or more likely than not will be required to sell, the full amount of the depreciation is recognized as OTTI through earnings.
For all other impaired debt securities, credit-related OTTI is recognized through earnings and non-credit related OTTI is
recognized in other comprehensive income, net of applicable taxes.

Federal Home Loan Bank stock

The Bank, as a member of the Federal Home Loan Bank (“FHLB”) system, is required to maintain an investment in
capital stock of the FHLB. Based on redemption provisions of the FHLB, the stock has no quoted market value and is
carried at cost. At its discretion, the FHLB may declare dividends on the stock. The Bank reviews for impairment based on
the ultimate recoverability of the cost basis in the FHLB stock. As of December 31, 2011, no impairment has been
recognized.

Loans

The Bank’s loan portfolio includes residential real estate, commercial real estate, construction, home equity,
commercial and consumer segments. A substantial portion of the loan portfolio is secured by real estate in the southeastern
Massachusetts area. The ability of the Bank's debtors to honor their contracts is dependent upon the real estate,
construction, and general economic conditions.

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

The accrual of interest on mortgage and commercial loans is discontinued at the time a loan is 90 days past due unless
the credit is well-secured and in process of collection. Personal loans are typically charged off no later than becoming 180
days past due. Past due status is based on contractual terms of the loan. In all cases, loans are placed on non-accrual or
charged off at an earlier date if collection of principal or interest is considered doubtful.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

All interest accrued but not collected for loans 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 payments are reasonably assured.

Allowance for loan losses

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

The allowance for loan losses is evaluated on a regular basis by management. This evaluation is inherently subjective
as it requires estimates that are susceptible to significant revision as more information becomes available. The allowance
consists of general and allocated loss components, as further discussed below.

General component

The general component of the allowance for loan losses is based on historical loss experience adjusted for qualitative
factors stratified by the following loan segments: residential real estate, commercial real estate, construction, commercial,
home equity (equity lines of credit and second mortgages) and consumer (personal installment and revolving credit).
Management uses a rolling average of historical losses based on a time frame (currently two years) appropriate to capture
relevant loss data for each loan segment. This historical loss factor is adjusted for the following qualitative factors:
levels/trends in delinquencies; trends in volume and terms of loans; effects of changes in risk selection and underwriting
standards and other changes in lending policies, procedures and practices; experience/ability/depth of lending management
and staff, and national and local economic trends and conditions. There were no changes in the Bank’'s policies or
methodology pertaining to the general component of the allowance for loan losses during 2011.

The qualitative factors are determined based on the various risk characteristics of each loan segment. Risk
characteristics relevant to each portfolio segment are as follows:

Residential real estate — The Bank generally does not originate loans with a loan-to-value ratio greater than 80 percent
(without private mortgage insurance) and does not grant sub-prime loans. All loans in this segment are collateralized by
owner-occupied residential real estate and repayment is dependent on the credit quality of the individual borrower. The
overall health of the economy, including unemployment rates and housing prices, will have an effect on the credit quality in
this segment.

Commercial real estate — Loans in this segment are primarily secured by income-producing properties throughout
Massachusetts. The underlying cash flows generated by the properties are adversely impacted by a downturn in the
economy as evidenced by increased vacancy rates which, in turn, will have an effect on the credit quality in this segment.
Management obtains rent rolls annually and continually monitors the cash flows of these loans.

Construction — Loans in this segment include both owner-occupied and speculative real estate development loans for which
payment is derived from sale of the property. Credit risk is affected by cost overruns, time to sell at an adequate price, the
overall health of the economy and market conditions.

Home equity — Loans in this segment are generally collateralized by residential real estate and repayment is dependent on
the credit quality of the individual borrower. The Bank generally does not originate loans with combined loan-to-value
ratios greater than 70%.

Commercial — Loans in this segment are made to businesses and are generally secured by assets of the business. Repayment
is expected from the cash flows of the business. A weakened economy, and resultant decreased consumer spending, will
have an effect on the credit quality in this segment.

Consumer — Loans in this segment are generally unsecured and repayment is dependent on the credit quality of the
individual borrower.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Allocated component

The allocated component relates to loans that are classified as impaired. Impairment is measured on a loan by loan
basis for residential, commercial, commercial real estate, construction and home equity loans by either the present value of
expected future cash flows discounted at the loan's effective interest rate or the fair value of the collateral if the loan is
collateral dependent. An allowance is established when the discounted cash flows (or collateral value) of the impaired loan
is lower than the carrying value of that loan.

A loan is considered impaired when, based on current information and events, it is probable that a creditor will be
unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the loan
agreement. Impaired loans are generally maintained on a non-accrual basis. Factors considered by management in
determining impairment include payment status, collateral value, and the probability of collecting scheduled 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-loan basis by either the present value of expected future
cash flows discounted at the loan’'s effective interest rate, the loan’s observable market price, or the fair value of the
collateral if the loan is collateral dependent. Substantially all of the Bank’s loans which are identified as impaired are
measured by the fair value of existing collateral. Large groups of smaller balance homogeneous loans are collectively
evaluated for impairment.

The Bank periodically may agree to modify the contractual terms of loans. When a loan is modified and a concession is
made to a borrower experiencing financial difficulty, the modification is considered a troubled debt restructuring ("TDR").
All TDRs are initially classified as impaired.

Foreclosed assets

Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at fair value, less cost
to sell, at the date of foreclosure, establishing a new cost basis. Subsequent to foreclosure, valuations are periodically
performed by management and the assets are carried at the lower of carrying amount or fair value less cost to sell. Revenue
and expenses from operations, changes in the valuation allowance and any direct write-downs are included in foreclosure
expenses.

Bank-owned life insurance

Bank-owned life insurance policies are reflected on the consolidated balance sheet at cash surrender value. Changes in
cash surrender value are reflected in other income on the consolidated statement of income and are not subject to income
taxes.

Premises and equipment

Land is carried at cost. Buildings and equipment are carried at cost, less accumulated depreciation and amortization
computed on the straight-line method over the estimated useful lives of the assets or the expected terms of the leases if
shorter. Expected terms include lease option periods to the extent that the exercise of such options is reasonably assured. It
is general practice to charge the cost of maintenance and repairs to earnings when incurred; major expenditures for
betterments are capitalized and depreciated.

Transfers of financial assets

Transfers of an entire financial asset, a group of entire financial assets, or a participating interest in an entire financial
asset are accounted for as sales when control over the assets has been surrendered. Control over transferred assets is
deemed to be surrendered when (1) the assets have been isolated from the Bank, (2) the transferee obtains the right to
pledge or exchange the transferred assets, and (3) the Bank does not maintain effective control over the transferred assets.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

During the normal course of business, the Bank may transfer a portion of a financial asset; for example, a participation
loan. In order to be eligible for sales treatment, the transfer of the portion of the loan must meet the criteria of a
participating interest. If it does not meet the criteria of a participating interest, the transfer must be accounted for as a
secured borrowing. In order to meet the criteria for a participating interest, all cash flows from the loan must be divided
proportionately, the rights of each loan holder must have the same priority, the loan holders must have no recourse to the
transferor other than standard representations and warranties, and no loan holder has the right to pledge or exchange the
entire loan.

Income taxes

Deferred income tax assets and liabilities are determined using the liability (or balance sheet) method. Under this
method, the net deferred tax asset or liability is determined based on the tax effects of the temporary differences between
the book and tax bases of the various balance sheet assets and liabilities and gives current recognition to changes in tax
rates and laws. A valuation allowance is established against deferred tax assets when, based upon the available evidence
including historical and projected taxable income, it is more likely than not that some or all of the deferred tax assets will
not be realized. The Bank has no uncertain tax positions at December 31, 2011. The Bank records interest and penalties as
part of income tax expense. No interest or penalties were recorded for the years ended December 31, 2011, 2010 and 2009.

Stock compensation plans
The Bank has two fixed stock option plans as more fully described in Note 12.

The Bank measures and recognizes compensation cost relating to share-based payment transactions based on the grant-
date fair value of the equity instruments issued. Share-based compensation is recognized over the period the employee is
required to provide services for the award. The Bank uses the Black-Scholes option-pricing model to determine the fair
value of stock options granted.

Earnings per common share

Basic earnings per common share represent income available to common stockholders divided by the weighted-average
number of common shares outstanding during the period. Diluted earnings per share reflect additional common shares that
would have been outstanding 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.

Earnings per common share have been computed based on the following:

Years Ended December 31,
2011 2010 2009

(In Thousands)
Average number of common shares outstanding used to
calculate basic earnings per share .............cooiiiiiiii i 2,125 2,124 2,124
Effect of dilutive OPLtIONS  .veue et it e e e e e 1 1 —
Average number of common shares outstanding used to
calculate diluted earnings per common Share ..........c.oovveieiiiiieiieaieanieiannns 2,126 2,125 2,124

Options for 4,500 and 3,000 shares were not included in the computation of diluted earnings per share because to do so
would have been antidilutive for the years ended December 31, 2011 and December 31, 2009, respectively. There were no
anti-dilutive options for the year ended December 31, 2010.

Comprehensive income

Accounting principles generally require that recognized revenue, expenses, gains and losses be included in net income.
Although certain changes in assets and liabilities, such as unrealized gains and losses on available-for-sale securities, are
reported as a separate component of the stockholders’ equity section of the consolidated balance sheet, such items, along
with net income, are components of comprehensive income.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
The components of other comprehensive income (loss), and related tax effects, are as follows:

Years Ended December 31,

2011 2010 2009
(In Thousands)
Net unnrealized holding gains (losses) on available—for—sale securities ...... $ 65 $ o1 $ (481
TaX Cf @Ot et it et e e e e e e e e (26) 139 169
NEt-0F-taX AIMOUNT 11\ttt vetvet et et e e e e e v et re e e e s e e e ean renaenee e ans $ 39 $ (262) $ (312

At December 31, 2011 and 2010, accumulated other comprehensive income relates to unrealized gains on available-
for-sale securities of $366,000 and $301,000, respectively, net of tax effects of $131,000 and $105,000, respectively.

Marketing costs
Marketing costs are expensed as incurred.

Recent accounting pronouncements

In July 2010, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
2010-20, Receivables (Topic 310), Disclosures about the Credit Quality of Financing Receivables and the Allowance for
Credit Losses. This Update requires an entity to provide disclosures that facilitate a financial statement user’s evaluation of
(2) the nature of credit risk inherent in the entity’s loan portfolio, (2) how that risk is analyzed and assessed in arriving at
the allowance for loan and lease losses, and (3) the changes and reasons for those changes in the allowance for loan and
lease losses. For public entities, the disclosures as of the end of a reporting period were effective for interim and annual
reporting periods ending on or after December 15, 2010. The disclosures about activity that occurs during a reporting
period are effective for interim and annual reporting periods beginning on or after December 15, 2010. The Bank has
provided the required disclosures in Note 4.

In April 2011, the FASB issued ASU 2011-02, Receivables (Topic 310), A Creditor’s Determination of Whether a
Restructuring Is a Troubled Debt Restructuring. This Update provides additional guidance and clarification to help
creditors in determining whether a creditor has granted a concession and whether a debtor is experiencing financial
difficulties for purposes of determining whether a restructuring constitutes a troubled debt restructuring (“TDR”). This
Update was effective for the Bank for the third quarter of 2011, with retrospective application to the beginning of the
annual period of adoption. The measurement of impairment should be done prospectively in the period of adoption for
loans that are newly identified as TDRs upon adoption of this Update. In addition, the TDR disclosures required by ASU
2010-20, Receivables (Topic 310), Disclosures about the Credit Quality of Financing Receivables and the Allowance for
Credit Losses are required beginning in the period of adoption of this Update. The Bank adopted this Update on July 1,
2011 and it did not have a material impact on its consolidated financial statements.

In April 2011, the FASB issued ASU 2011-03, Transfers and Servicing (Topic 860), Reconsideration of Effective
Control for Repurchase Agreements. This Update revises the criteria for assessing effective control for repurchase
agreements and other agreements that both entitle and obligate a transferor to repurchase or redeem financial assets before
their maturity. The amendments in this Update will be effective for interim and annual reporting periods beginning on or
after December 15, 2011. The amendments will be applied prospectively to transactions or modifications of existing
transactions that occur on or after the effective date. The adoption of this guidance is not expected to have a material impact
on the Bank’s financial condition or results of operations.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (concluded)

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurement (Topic 820), Amendments to Achieve Common
Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRS. The Update clarifies and expands the
disclosures pertaining to unobservable inputs used in Level 3 fair value measurements, including the disclosure of
quantitative information related to (1) the valuation processes used, (2) the sensitivity of the fair value measurement to
changes in unobservable inputs and the interrelationships between those unobservable inputs, and (3) use of a nonfinancial
asset in a way that differs from the asset’s highest and best use. The Update also requires, for public entities, disclosure of
the level within the fair value hierarchy for assets and liabilities not measured at fair value in the statement of financial
position but for which the fair value is disclosed. The amendments in this Update are to be applied prospectively. For public
entities, the amendments are effective during interim and annual periods beginning after December 15, 2011. The Bank
does not expect this pronouncement to have a material effect on its consolidated financial statements.

In June 2011, the FASB issued ASU 2011-05, Comprehensive Income (Topic 220), Presentation of Comprehensive
Income. This Update amends the disclosure requirements for the presentation of comprehensive income. The amended
guidance eliminates the option to present components of other comprehensive income (OCI) as part of the statement of
changes in stockholders’ equity. Under the amended guidance, all changes in OCI are to be presented either in a single
continuous statement of comprehensive income or in two separate but consecutive financial statements. The changes, as
amended by ASU 2011-12, are effective for fiscal years, and interim periods within those years, ending after December 15,
2011, with retrospective application required. There will be no impact on the Bank’s consolidated financial results as the
amendments relate only to changes in financial statement presentation.

2. RESTRICTIONS ON CASH AND AMOUNTS DUE FROM BANKS

The Bank is required to maintain average balances on hand or with the Federal Reserve Bank. At December 31, 2011
and 2010, cash and due from banks included $757,000 and $685,000, respectively, to satisfy such reserve requirements.

3. SECURITIES AVAILABLE FOR SALE

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

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In Thousands)
December 31, 2011
Debt securities:
U.S. GOVEIMMENT  ..eenetittetit e i e e eieaie e eeeeenennes $ 10,066 $ 8 $ — $ 10,074
Government-sponsored enterprises -FHLMC ............... 18,325 59 %) 18,379
Government-sponsored enterprises —FNMA.................. 32,605 75 2) 32,678
Government-sponsored enterprises —Other .................. 32,130 91 2) 32,219
Residential mortgage-backed ..., 197 4 — 201
Total debt securities .........c.ooverviiiiienienienennnn. 93,323 237 ) 93,551
EqQUIty SECUTTLIES ...uvu e eie e e eieet e e veeeee e eeeaeens 3,000 138 — 3,138
Total securities available for sale ..................... $ 96,323 $ 375 $ ) $ 96,689

40



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3. SECURITIES AVAILABLE FOR SALE (continued)

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In Thousands)
December 31, 2010
Debt securities:
Government-sponsored enterprises -FHLMC  ............... $ 16,775 $ 34 $ 3) $ 16,806
Government-sponsored enterprises —FNMA  ............... 32,307 82 (24) 32,365
Government-sponsored enterprises —Other .................. 42,452 176 11 42,617
Residential mortgage-backed ... 236 3 — 239
Total debt securities  .......covvviviieiiiiiiieinenee, 91,770 295 (38) 92,027
Equity SECUTILIES  ...vviieiii i e e e 3,000 44 — 3,044
Total securities available for sale  ..................... 94,770 339 (38) 95,071

At December 31, 2011 and 2010, debt securities with a fair value of $93,551,000 and $92,027,000, respectively, were
pledged to secure Federal Home Loan Bank advances. See Note 8.

The amortized cost and fair value of debt securities by contractual maturity at December 31, 2011 are shown below.
Expected maturities will differ from contractual maturities because of prepayments and scheduled payments on mortgage-
backed securities. Further, certain obligors have the right to call bonds and obligations without prepayment penalties.

Amortized Fair
Cost Value
(In Thousands)
Bonds and obligations:
AT 13V - P $ 43,162 $ 43,259
OVET 1 YEAT t0 5 YEAIS ..veuen i it et ettt e et et et et e e te e e e et e e e e eaeeas 49,964 50,091
93,126 93,350
Residential mortgage-backed securities:
OVEr 5 yars 10 10 YEAIS  ...vuuitit ittt i et e et e e e 110 113
(0175 g L0 = | ¢ P 87 88
197 201
TOtal dEbt SECUITEIES . .. vt iut ittt et et et ettt et e e e et e e et e e e e e e teete e e e renaen e $ 93,323 $ 93,551

Information pertaining to securities with gross unrealized losses at December 31, 2011 and 2010, aggregated by
investment category and length of time that individual securities have been in a continuous loss position, follows:

Less Than Over
Twelve Months Twelve Months
Gross Gross
Unrealized Fair Unrealized Fair
Losses Values Losses Values
(In Thousands)
December 31, 2011
Debt Securities:
Government-sponsored enterprises ..................... $ 9 $ 13,541 $ — $ —
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3. SECURITIES AVAILABLE FOR SALE (concluded)

Less Than Over
Twelve Months Twelve Months
Gross Gross
Unrealized Fair Unrealized Fair
Losses Values Losses Values
(In Thousands)
December 31, 2010
Debt Securities:
Government-sponsored enterprises ..................... $ 38 $ 18,198 $ — N

At December 31, 2011, nine debt securities have unrealized losses with aggregate depreciation of less than 1% from
the Bank’'s amortized cost basis. These unrealized losses relate to debt securities secured by Government-sponsored
enterprises and result from changes in the bond markets since their purchase. Because the decline in market value is
attributable to changes in interest rates and not the credit quality, and because the Bank does not intend to sell the securities
and it is more likely than not that the Bank will not be required to sell the securities before recovery of their amortized cost
bases, which may be maturity, the Bank does not consider these securities to be other-than-temporarily impaired at
December 31, 2011.

4. LOANS

A summary of the balances of loans follows:

December 31,

2011 2010
(In Thousands)
Mortgage loans:
|16 (53015 T R $ 381,272 $ 356,176
(070) 40140155 o3 F: 1 404,343 383,361
(070} 4115 3175 1o ) A 42,269 29,065
Equity 1Ines of Credit .......ovveeiin it e e e 22,867 23,688
SECONA MOTEZAZES ... vueevneteteeet ettt et et e e et e r et e et e e aen e e 4,468 5,660
Total MOrtgage 10ans ..o 855,219 797,950
Other loans:
L0703 10158153 (' 2} 459 298
Personal installment ..........cooiiiiiii e e 375 464
RevoIVINg Credit  ...oieie e e 256 196
Total Other IOANS ....v.e ittt e e e e e e e e e e e 1,090 958
Total 10ANS oottt 856,309 798,908
Allowance for 10an 10SSES  ...vviire ittt it e e e (7,516) (6,905)
Net deferred loan origination COStS  .......ovvviirinsiiiieiie it e e 983 907
LOANS, BT oottt it it iee et e e et e e e e e et e e e e e e e e $ 849,776 $ 792,910

The Bank has sold mortgage loans in the secondary mortgage market and has retained the servicing responsibility and
receives fees for the services provided. Loans sold and serviced for others amounted to $14,138,000 and $20,247,000 at
December 31, 2011 and 2010, respectively. All loans serviced for others were sold without recourse provisions and are not
included in the accompanying consolidated balance sheets.
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4. LOANS (continued)

The Bank has transferred a portion of its originated commercial real estate loans to participating lenders. The amounts
transferred have been accounted for as sales and are therefore not included in the Bank’'s accompanying consolidated
balance sheets. The Bank and participating lenders share ratably in any gains or losses that may result from a borrower’s
lack of compliance with contractual terms of the loan. The Bank continues to service the loans on behalf of the participating
lenders and, as such, collects cash payments from the borrowers, remits payments to participating lenders and disburses
required escrow funds to relevant parties. At December 31, 2011 and 2010, the Bank was servicing loans for participants

aggregating $5,390,000 and $5,482,000, respectively.

An analysis of the allowance for loan losses, by segment, follows:

Residential Commercial
Real Estate Real Estate Construction  Home Equity  Commercial Consumer Total
(In Thousands)
Allowance for loan losses:

Balance December 31, 2008 ...... $ 1,182 $ 2,964 $ 285 $ 98 $ — $ 1 $ 4,530
Provision for loan losses ...... 617 519 542 14 7 1 1,700
Loans charged-off ............ (42) (131) (449) — 4) 1) (627)
Recoveries of loans

previously charged off ...... — 134 — — — — 134

Balance December 31, 2009 ...... 1,757 3,486 378 112 3 1 5,737
Provision for loan losses ...... 284 751 243 2 — 20 1,300
Loans charged-oft ............ — (81) (40) — — (12) (133)
Recoveries of loans

previously charged off ...... — 1 — — — — 1

Balance December 31, 2010 ...... 2,041 4,157 581 114 3 9 6,905
Provision for loan losses ...... 614 505 (106) 90 (N 2) 1,100
Loans charged-oft ............ (144) (380) — 77 (D) — (602)
Recoveries of loans

previously charged off ...... 58 55 — — — — 113

Balance December 31, 2011 ...... $ 2,569 $ 4,337 $ 475 $ 127 $ 1 $ 7 $ 7,516

Further information pertaining to the allowance for loan losses follows:
Residential Commercial
Real Estate Real Estate Construction  Home Equity Commercial  Consumer Total
(In Thousands)
December 31, 2011
Amount of allowance for loan
losses for loans deemed to be
impaired and individually
evaluated ..........cooevveeennnn. $ 144 $ 67 $ — $ — $ — $ — $ 211
Amount of allowance for loan
losses for loans not deemed to
be impaired and collectively
evaluated ......oiiiiiiiiiiiaas 2,425 4,270 475 127 1 7 7,305
$ 2,569 $ 4,337 $ 475 $ 127 $ 1 $ 7 § 17,516
Loans deemed to be impaired...... $ 3,176 $ 3,502 $ — $ 306 $ — $ — $ 6,984
Loans not deemed to be impaired... 378,096 400,841 42,269 27,029 459 631 849,325
$ 381,272 $ 404,343 $ 42269 $ 27335 $ 459 $§ 631 $ 856,309
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4. LOANS (continued)

December 31, 2010

Amount of allowance for loan
losses for loans deemed to be
impaired and individually
evaluated ..o

Amount of allowance for loan
losses for loans not deemed to
be impaired and collectively
evaluated...............oooeieea.

Loans deemed to be impaired
Loans not deemed to be impaired...

The following is a summary of past due and non-accrual loans:

Mortgage loans:
Residential real estate

Commercial real estate........

Home equity

CONSUMET +vvvvvireeneineineininnans

Total loans

Mortgage loans:
Residential real estate

Commercial red estate........

Home equity ..........c.coovviinnnns
CONSUMET +e'vvvviiiiein i eininenns

Total loans

At December 31, 2011 and 2010, there were no loans past due 90 days or more and still accruing interest.
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Real Estate Real Estate Construction Home Equity Commercial Consumer Total
(In thousands)
$ 68 8 77 8 — 3 — 3 — 8 — $ 145
1,973 4,080 581 114 3 9 6,760
$ 2,041 $ 4,157 $ 581 $ 114 $ 3 $ 9 $ 6,905
$ 2117 $ 357 8 — 3 97 8 — 8 1§ 5742
354,059 379,834 29,065 29,251 298 659 793,166
$ 356,176 $ 383,361 $ 29,065 $ 29,348 $ 298 $ 660 $ 798,908
December 31, 2011
30-59 Days 60-89 Days 90 Days or Total Loans on
Past Due Past Due More Past Due Past Due Non-accrual
(In Thousands)
..... $ 6,550 $ 711 $ 1,648 $ 8,909 2,945
..... 5,255 — 1,477 6,732 3,502
..... 888 75 134 1,097 306
1 — — 1 —
..... $ 12,694 $ 786 $ 3,259 $ 16,739 6,753
December 31, 2010
30-59 Days 60-89 Days 90 Days or Total Loans on
Past Due Past Due More Past Due Past Due Non-accrual
(In Thousands)
..... $ 4,165 $ 1,077 $ 1,099 $ 6,341 2,117
..... 4,227 1,461 1,696 7,384 3,527
577 — 97 674 97
75 — 1 76 1
..... $ 9,044 $ 2,538 $ 2,893 $ 14,475 $ 5,742




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

4. LOANS (continued)

The following is a summary of impaired loans:

December 31, 2011 December 31, 2010
Unpaid Unpaid
Recorded Principal Related Recorded Principal Related
Investment Balance Allowance  Investment Balance Allowance
(In Thousands)
Impaired loans without a valuation allowance:
Residential real estate .............coeevvivnnnn. $ 2,194 $ 2,194 $ — $ 1,030 $ 1,030 $ —
Commercial real estate  ........................ 2,498 2,498 — 3,020 3,020 —
Home equity........covvvvviiiiiiiiiiie 306 306 — 97 97 —
CONSUMET .t et vettetteetee et e eeaeeaaeaneens — — — 1 1 —
Total .veeeeie e 4,998 4,998 — 4,148 4,148 —
Impaired loans with a valuation allowance:
Residential real estate ........................... 982 1,082 144 1,087 1,183 68
Commercial real estate  ........................ 1,004 1,004 67 507 507 77
Total oo 1,986 2,086 211 1,594 1,690 145
Total impaired loans ........................ $ 6,984 $ 7,084 $ 211 $ 5,742 $ 5,838 $ 145

The following is information pertaining to impaired loans:

Year Ended December 31, 2011

Interest
Average Interest Income
Recorded Income Recognized on
Investment Recognized a Cash Basis
(In Thousands)
Residential real €State ..........cceveeieiiriiiiiiir et e e $ 2,843 $ 153 $ 153
Commercial real eState ........ooveeiriiriiii i e 4,714 190 190
Home equity 10anS .......ccouieieis it e 114 4 4
Total oo $ 7,671 $ 347 $ 347
Year Ended December 31,
2010 2009
(In Thousands)
Average investment in impaired 10ans .............coiii i § 7,488 $ 10,309
Interest income recognized on impaired 10ans .............c.cooiiiiiii i $ 364 $ 526
Interest income recognized on a cash basis on impaired loans .......................o... $ 364 $ 526

No additional funds are committed to be advanced in connection with impaired loans.
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4. LOANS (continued)

The following is a summary of troubled debt restructurings for the year ended December 31, 2011:

Pre-Modification Post-Modification
Number of Unpaid Unpaid
Contracts Principal Balance Principal Balance
(In Thousands)
Residential MOrtgage ..........ovevveveneeernvrnvnenenennn. 1 $ 231 $ 231
Commercial mortgage..........covvvvvrvveieinnieennennns 1 503 503

A rate reduction of 2.25% for 15 years was granted on one residential real estate mortgage loan. The commercial
mortgage loan was modified as part of a bankruptcy settlement to combine three separate loans into a single note with
$67,000 being converted to unsecured debt. On both loans, management performed a discounted cash flow calculation to
determine the amount of impairment reserve required on each of the troubled debt restructurings. Any reserve required is
recorded through the provision for loan losses.

During the year ended December 31, 2011, neither of the two loans restructured in 2011 defaulted after restructuring.
However, one residential mortgage loan restructured in 2010 with an outstanding balance of $751,000 defaulted in 2011.

Credit Quality Information
The Bank uses a seven-grade internal rating system for commercial real estate, construction, commercial and
certain residential real estate loans as follows:

Loans rated 1-3B: Loansin this category are considered “pass’ rated with low to average risk.

Loans rated 4: Loans in this category are considered “special mention.” These loans are currently protected, but exhibit
conditions that have the potential for weakness. The borrower may be affected by unfavorable economic, market or other
external conditions that may affect their ability to repay the debt. These may also include credits where there is
deterioration of the collateral or have deficiencies which may affect our ability to collect on the collateral.
Thisrating is consistent with the “ Other Assets Especially Mentioned” category used by the FDIC regulatory agency.

Loans rated 5: Loans in this category are considered “substandard.” Generaly, a loan is considered substandard if it is
inadequately protected by the current net worth and paying capacity of the obligors and/or the collateral pledged. There is a
distinct possibility that the Bank will sustain some loss if the weakness is not corrected.

Loans rated 6. Loans in this category are considered “doubtful.” Loans classified as doubtful have all the weaknesses
inherent in those classified substandard with the added characteristic that the weaknesses make collection or liquidation in
full, on the basis of currently existing facts, highly questionable and improbable.

Loans rated 7: Loans in this category are considered uncollectible (“loss’) and of such little value that their continuance as
loans is not warranted.

Loans are assigned an initial grade at the origination of the loan. After origination, the Bank has a quality control
program performed by an independent third-party. On a quarterly basis, all commercial and residential loan relationships
with individual loans $500,000 or more are assigned a risk rating. An in-depth review is performed on all relationships
totaling $850,000 or greater along with loans on the Bank’s Watchlist. Watchlist loans are those loans that are more than
two payments past due at the end of the quarter, loans rated four or higher in a previous review, or loans past contractual
maturity. Results of the review are reported to the Bank’s Audit Committee on a quarterly basis and become the
mechanism for monitoring the overall credit quality of the portfolio.
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4. LOANS (concluded)

The following table presents the Bank’sloans by risk ratings as of December 31, 2011 and 2010:

December 31, 2011
Residential Commercial
Real Estate Real Estate Construction Commercial
(In Thousands)
$ 376,127 $ 400,169 $ 42,269 $ 459
3,794 2,960 —_ —
1,351 1,214 — —
$ 381,272 $ 404,343 $ 42269 $ 459
December 31, 2010
Residential Commercial
Real Estate Real Estate Construction Commercial
(In Thousands)
$ 354,074 $ 376,648 $ 29,065 $ 298
975 1,877 — —
1,127 4,836 — —
$ 356,176 $ 383,361 $ 29,065 $ 298

For home equity and consumer loans management uses delinquency reports as the key credit quality indicator.

5. FORECLOSED ASSETS

A summary of foreclosed assets is as follows:

December 31,
2011 2010
(In Thousands)
COMMETCIAL PIOPETLY . vt eet ittt et et e et e et e et et et e ettt e e e e eenene s § 3,032 § 2,790
ReSIAential PrOPEILY ....c.vie ettt e e et e et et e e e e e e e e e 597 769
§ 3,629 $§ 3,559

Expenses applicable to foreclosed assets include the following:

December 31,

2011 2010 2009
(In Thousands)
Net (gain) loss on sales of real estate ...........ccveeiiiiiiiiiiiiiiiiin e, $ (61) $ (120) $ 66
Write-down of real eState ..........c.uiuiieiie it 238 46 100
Operating expenses, net of rental income  ...........covvieiii i, 861 800 512

$ 1,038 $ 726 § 678

47



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6. PREMISES AND EQUIPMENT

A summary of the cost and accumulated depreciation and amortization of premises and equipment follows:

December 31, Estimated
2011 2010 Useful Life
(In Thousands)
Premises:
Land oo e $ 1,608 § 1,608 N/A
BUildings ... .ouve et e 10,277 5,605 3-65 years
Leasehold improvements  ...........ovesieieriiniieie e 802 329 10 years
EqQUIPMENt ....voeiii i e e e e e 4,225 3,401 3-25 years
CONSLIUCTION 1N PIOZIESS .. vv vt een et et tenee e tet et et eenee e aen e enaes — 2,962 N/A
16,912 13,905
Less accumulated depreciation and amortization ................c...ce.oues (6,315) (5,920)
$§ 10,597 $ 7,985

Depreciation and amortization expense for the years ended December 31, 2011, 2010 and 2009 amounted to $531,000,
$443,000 and $480,000, respectively.

7. DEPOSITS

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

December 31,

2011 2010
(In Thousands)
REGUIAT . e e $ 65,261 $§ 57,848
MONEY MATKEL. .. ..o e e e e 256,971 239,909
(0 29,988 25,889
5153 0 ' o 63,092 53,539
Total NoN-Certificate ACCOUNES ... ..vuuttis it ie i e e e et et et et e e veeeae e aaeeaeans 415,312 377,185
Term certificates less than $100,000 ..........oviiiii i e e e 171,276 179,448
Term certificates of $100,000 OF MOTE ....v.vtennittit et et ie e e e e e eteeaeeennas 200,985 173,327
Total Certificate aCCOUNTS ... ...cvtirs ittt e e e et e e e e re e eae e eneeneens 372,261 352,775
001 G157 T 3 - $ 787,573 $ 729,960
The maturity distribution of term certificates is as follows:
December 31,
2011 2010
Weighted Weighted
Maturing Amount Average Rate Amount Average Rate
(Dollars in Thousands)

Within one year............ccvevveiiieiniinnennn. $ 276,843 1.01 % $ 292,937 1.42 %

Over [ t02 years ......ocvvevvreiiieinennnene, 41,823 1.37 47,386 1.83

OVer 210 3 years .......cvvevvreeiiiieinennnnnnns 16,696 1.90 7,197 2.67

OVer 3104 years .......covevvrviiiiieenennnnene, 3,528 2.24 2,751 2.89

OVer 410 5 years .....c.evvvvreeriiennininnenns 33,371 2.66 2,504 2.46
$ 372,261 1.25 % $ 352,775 1.52 %
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7. DEPOSITS (concluded)

A summary of interest expense on deposits is as follows:

Years Ended December 31,

2011 2010 2009
(In Thousands)
1 $ 126 $ 133 $ 117
Money Market ... 1,516 2,240 2,132
N O i e e e e e e e e 15 27 27
S 500 eI 48§ (oF: 111N 5,094 5,725 8,058

$ 6,751 $ 8125 § 10,334

8. BORROWED FUNDS
Federal Home Loan Bank Advances
A summary of advances from the Federal Home Loan Bank of Boston follows:

December 31,

2011 2010
Weighted Weighted
Maturing During the Year Average Average
Ending December 31, Amount Rate Amount Rate
(Dollars in Thousands)

2011 e e $ — — % $ 66,500 2.39 %
20012 e e 105,000 0.47 14,000 2.19
20013 e 19,500 2.55 18,000 2.69
2014 e 65,000 3.09 63,000 3.13
20015 10,000 2.55 10,000 2.55
2016 i 12,000 1.76 — —
Thereafter (1) ...coovvviiiiii i, 35,971 4.08 36,080 4.08

§ 247471 1.99 % $ 207,580 293 %

(1) At December 31, 2011 and 2010, includes an amortizing advance with a balance of $971,000 and $1,080,000,
respectively, due in November 2018, requiring monthly principal and interest of $14,000.

All borrowings from the Federal Home Loan Bank of Boston are secured by a blanket lien on “qualified collateral”
defined principally as 60%-75% of the carrying value of first mortgage loans on certain owner-occupied residential
property, 50% of the carrying value of first mortgage loans on certain non-owner-occupied residential property, 65% of the
carrying value of first mortgage loans on certain multi-family residential property and 50% of the carrying value of loans on
certain commercial property. In addition, 90% of the fair value of certain government-sponsored enterprise debt and
mortgage-backed securities held in Hingham Securities Corporation II with a fair value of $93,551,000 and $92,027,000 at
December 31, 2011 and 2010, respectively, are used as collateral.

Expected maturities may differ from contractual maturities because certain borrowings, aggregating $29.0 million at
December 31, 2011, can be called by the FHLB after an initial specified term.
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8. BORROWED FUNDS (concluded)

Available Lines of Credit

The Bank has an available line of credit with the FHLB at an interest rate that adjusts daily. Borrowings under this line
are limited to $4,633,000 at December 31, 2011. No amounts were drawn on the line of credit as of December 31, 2011 and
2010. Additionally, the Bank has registered with the Federal Reserve Bank to access the discount window. The Bank may
access this line by assigning assets as collateral.

Mortgage Payable

The balance represents a loan payable by the Bank for the purchase from an unrelated party of property which was
used for a new branch office. The note is secured by the real estate and bears interest at a fixed rate of 6.00%. Principal and
interest is payable in 240 monthly installments. As of December 31, 2011, future principal payments amounted to $42,000,
$45,000, $48,000, $50,000, $54,000 and $868,000, for the years ending December 31, 2012, 2013, 2014, 2015, 2016 and,
thereafter, respectively.

9. INCOME TAXES
Allocation of federal and state income taxes between current and deferred portions is as follows:

Years Ended December 31,

2011 2010 2009
(In Thousands)
Current tax provision:
Federal oottt e e $ 6,942 $ 5,854 $ 4,311
N 21 £ PP 1,979 1,668 1,239
8,921 7,522 5,550
Deferred tax benefit:
Federal oo (510) (542) (350)
2 £ PP (138) (132) (109)
(648) (674) (459)

$ 8273 $ 6848 $ 5,091

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

Years Ended December 31,

2011 2010 2009
(In Thousands)

N E 110 ¥ (P 35.0 % 35.0 % 34.0 %
Increase (decrease) resulting from:

State taxes, net of federal tax benefit .............coooviiiiiiiii i, 5.9 5.9 5.7

Bank-owned life inSurance ...............ccooiiiiiiiiiiiii (0.8) (0.8) (0.9)

(.13 1T 2R 1< S PP 0.6 — —
EffECtiVEIale ..o 40.7 % 40.1 % 38.8 %
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9. INCOME TAXES (concluded)

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

December 31,

2011 2010
(In Thousands)
Deferred tax assets:
ST 15 -1 $ 3,231 $ 2,731
N 11 913 772
4,144 3,503
Deferred tax liabilities:
Federal o e (592) (576)
N2 1 <t (127) (124)
(719) (700)
NeEt dEfErTEd TAX ASSET .u vttt ittt it ettt et et e et et e et e b e eas eneas et e eae e reeeneans $ 3,425 $ 2,803

The tax effects of each item that give rise to deferred tax assets (liabilities) are as follows:

December 31,

2011 2010
(In Thousands)

AlloWance for 10an 10SSES ... viuuitiit it e et et e e e e e e e e $ 3,070 $ 2,821
Employee benefit Plans .......c..veoeir it e e 527 460
FEES 0N 10ANS ... .ieie it e e (514) (475)
Net unrealized gain on securities available for sale ................cooiiiiiiii i, (131) (105)
NON-ACCIUAL INEEIEST  ..e e et ve ittt it e e et et et e e e e e e e e e e e raeee aeen s 72 53
Foreclosed real eState EXPENSES ... vuueneeiee e it e et eeae et et ee e ae e en e e ens 367 170
(.11 TS5 PR 1T, 34 (121)

Net defErred tAX @SSO  ..v ittt et ettt et et et et e e et e e e a e e e e e e e eas $ 3,425 $ 2,803

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

Years Ended December 31,

2011 2010 2009
(In Thousands)
Balance at beginning of year — ..........coooiiiiiiiiii $ 2,803 $ 1,990 $ 1,362
Deferred tax benefit ........c.oooiiiii i 648 674 459
Deferred tax effects of net unrealized gain/loss on
securities available for sale ... (26) 139 169
Balanceat end of Year ..o $ 3,425 $ 2,803 $ 1,990

The federal income tax reserve for loan losses at the Bank's base year was $3,780,000. If any portion of the reserve is
used for purposes 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 year in which used. As the Bank intends to use the reserve only to absorb
loan losses, a deferred tax liability of $1,545,000 has not been provided.

The Bank’s income tax returns are subject to review and examination by federal and state taxing authorities. The Bank
is currently open to audit under the applicable statutes of limitations by the Internal Revenue Service for the years ended
December 31, 2008 through 2011. The years open to examination by state taxing authorities vary by jurisdiction; no years
prior to 2008 are open.
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10. COMMITMENTS AND CONTINGENCIES

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

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

The Bank's exposure to credit loss in the event of non-performance by the other party to its financial instruments is
represented by the contractual amount of these commitments. The Bank uses the same credit policies in making

commitments and conditional obligations as it does for on-balance-sheet instruments.

At December 31, 2011 and 2010, the following financial instruments were outstanding for which contract amounts
represent credit risk:

December 31,

2011 2010
(In Thousands)

UNUSEd 1INES OF CTEAIE 1vnvtt et it it it et et et e e et e et et e e e e e e e eaeereeeaeaas $ 56455 $ 45,512
Commitments to originate loans:

Commercial MOTEZAZES ... ..vvueir et et ettt e et et et e e e e e e e e en e ens 26,079 11,550

Residential MOTtZAZES ... .vvve it ittt e e e e e e e 32,504 21,817
Unadvanced funds on construction IoanS  .......iiviiietiin it i e e i e e 13,695 8,996
Standby letters Of CrEdit ........eieueie et e e e e 10 135

Commitments to extend credit are agreements to lend to a customer provided there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may
require payment of a fee. Since many of the commitments may expire without being drawn upon, the total commitment
amounts do not necessarily represent future cash requirements. The Bank evaluates each customer's creditworthiness on a
case-by-case basis. The amount of collateral obtained, if deemed necessary by the Bank upon extension of credit, is based
on management's credit evaluation of the borrower. The commitments to originate loans, unadvanced construction funds,
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. Those letters-of-credit are primarily issued to support public and private borrowing arrangements. All
letters of credit issued have expiration dates within five years. The credit risk involved in issuing letters-of-credit is
essentially the same as that involved in extending loan facilities to customers. The Bank generally holds collateral
supporting those commitments.

Employment agreements

The Bank has entered into employment agreements with certain senior executives. The original terms of the
agreements are for two or three years and can generally be extended for one-year periods. 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. Two of these agreements provide for certain death benefits, which are
being accrued ratably over the employees’ remaining service period. For the years ended December 31, 2011, 2010 and
2009, expenses attributable to the agreements amounted to $69,000, $288,000 and $421,000, respectively.
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10. COMMITMENTS AND CONTINGENCIES (concluded)

Lease commitments
Pursuant to the terms of noncancelable lease agreements in effect at December 31, 2011, pertaining to premises and
equipment, future minimum rent commitments under various operating leases are as follows:

Year Ending
December 31, Amount
(In Thousands)
2012 $ 274
2013 281
2014 265
2015 204
2016 125
Thereafter 426
Total $1,575

Lease commitments are based on the initial contract term, or longer, when in the opinion of management it is more
likely than not that the lease will be renewed. Total rent expense for the years ended December 31, 2011, 2010 and 2009
amounted to $270,000, $178,000 and $178,000, respectively.

Legal claims
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 statements.

11. MINIMUM REGULATORY CAPITAL REQUIREMENTS

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to
meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by
regulators that, if undertaken, could have a direct material effect on the Bank’s consolidated financial statements. FDIC-
insured depository institutions are prohibited from paying dividends or making capital distributions that would cause the
institution to fail to meet minimum capital requirements or if it is already undercapitalized. Under capital adequacy
guidelines and the regulatory framework for prompt corrective action, the Bank must meet specific capital guidelines that
involve quantitative measures of its assets, liabilities, and certain off-balance-sheet items as calculated under regulatory
accounting practices. The capital amounts and classification are also subject to qualitative judgments by the regulators
about components, risk weightings, and other factors.

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 total and Tier 1 capital (as defined in the regulations) to risk-
weighted assets (as defined) and of Tier 1 capital to average assets (as defined). Management believes, as of December 31,
2011 and 2010, that the Bank meets all capital adequacy requirements to which it is subject.
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11. MINIMUM REGULATORY CAPITAL REQUIREMENTS (concluded)

As of December 31, 2011, the most recent notification from the Federal Deposit Insurance Corporation categorized the
Bank as well capitalized under the regulatory framework for prompt corrective action. To be categorized as well
capitalized, the Bank must maintain minimum total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in
the following table. There are no conditions 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, 2011 and 2010 are also presented in the
table.

Minimum To Be Well
Minimum Capitalized Under
Capital Prompt Corrective
Actual Requirement Actions Provisions
Amounts Ratio Amounts Ratio Amounts Ratio
(Dollars in Thousands)
December 31, 2011
Total Capital to Risk-Weighted Assets ......... $ 89,608 13.55 % $ 52,903 8.0 % $ 66,129 10.0 %
Tier 1 Capital to Risk-Weighted Assets......... 82,030 12.40 26,452 4.0 39,677 6.0
Tier 1 Capital to Average Assets ............... 82,030 7.47 43,926 4.0 54,907 5.0
December 31, 2010
Total Capital to Risk-Weighted Assets ......... $ 79,465 12.72 % $ 49,994 8.0 % $ 62,493 10.0 %
Tier 1 Capital to Risk-Weighted Assets......... 72,540 11.61 24,997 4.0 37,496 6.0
Tier 1 Capital to Average Assets ............... 72,540 7.18 40,389 4.0 50,487 5.0

12. STOCK OPTION PLANS

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 of Directors may determine. A total of 187,500 shares of common
stock were reserved for issuance pursuant to the 1988 plan and a total of 90,000 shares of common stock were reserved for
issuance pursuant to the 1996 plan. Both "incentive options" and "non-qualified options" could 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, will have a maximum option term of 10 years and are fully vested
immediately upon issuance. At December 31, 2011, there were 3,000 non-qualified shares remaining available for future
issuance under the 1996 plan and no shares remaining under the 1988 plan.

Stock option activity is as follows:

2011 2010 2009
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Shares under option:
Outstanding at beginning of year ...... 6,500 $ 3289 5,000 $ 31.96 7,500 $ 2631
Granted .......coiiiiii 4,500 51.95 1,500 36.00 — —
Exercised.........ooiiiiiiiiiiiiiiiann, (1,500) 29.54 — — (2,500) 15.00
Outstanding at end of year ............ 9,500 $ 4245 6,500 $ 32.89 5,000 $ 3196
Options exercisable at end of year ......... 9500 § 4245 _ 6,500 $ 3289 5,000 § 31.96
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12. STOCK OPTION PLANS (concluded)

As of December 31, 2011, the aggregate intrinsic value of options outstanding amounted to $70,000.

The total intrinsic value of options exercised during the years ended December 31, 2011 and 2009 was $26,000 and
$28,000, respectively. There were no options exercised in the year ended December 31, 2010.

Options outstanding consist of the following:

December 31,

2011 2010
Weighted Average Weighted Average
Remaining Remaining
Contractual Life in Contractual Life in
Shares Years Shares Years
Option price
B35.25 i 2,000 5 2,000 6
30.00 .o 1,500 7 1,500 8
2054 — — 1,500 1
36.00 iniiii 1,500 8 1,500 9
5195 4,500 9 — —
9,500 6,500

The fair value of each option grant is estimated on the date of grant using the Black Scholes option-pricing model with
the following weighted average assumptions. There were no options granted in 2009.

2011 2010
Expected dividends 2.3% 3.1%
Expected term 5 years 5 years
Expected volatility 17% 14%
Risk-free interest rate 2.25% 2.49%

The expected volatility is based on historical volatility. The risk-free interest rates for periods within the contractual
life of the awards are based on the U.S. Treasury yield curve in effect at the time of the grant. The expected term is based
on historical exercise experience. The dividend yield assumption is based on the Bank's history and expectation of dividend
payouts.

The weighted-average grant-date fair value of options granted during the years ended December 31, 2011 and 2010
was $6.72 and $3.37, respectively.

For the years ended December 31, 2011 and 2010, share-based compensation expense applicable to the plan amounted
to $30,000 and $5,000 and the recognized tax benefit related to this expense amounted to $12,000 and $2,000, respectively.
There was no share-based compensation expense in 2009 as there were no options granted.

13. RELATED PARTY TRANSACTIONS

The Bank has a policy providing that loans (excluding passbook loans) will not be granted to directors, officers and
other employees of the Bank. During the years ended December 31, 2011, 2010 and 2009, legal fees paid by the Bank to a
law firm owned by certain directors of the Bank amounted to $484,000, $434,000 and 431,000, respectively. Such fees
related to representation of the Bank with foreclosure and collection actions, loan closing costs borne by the Bank and
certain other routine legal matters. The Bank believes that the foregoing sums have been reasonable in relation to the
services provided to the Bank.

55



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

14. EMPLOYEE BENEFIT PLANS

401(k) Plan

The Bank has a 401(k) plan whereby each employee, having completed at least three months of continuous service
beginning with date of employment, becomes a participant in the plan. Employees may contribute a percentage of their
compensation subject to certain limits based on federal tax laws. The Bank contributes 3% of an employee’s compensation,
regardless of the employee's contribution and makes a matching contribution of $0.50 for each dollar contributed by the
employee up to a maximum matching contribution equal to 3% of the employee’'s yearly compensation. Matching
contributions vest to the employee after two years, or at age 59'%, if earlier. For the years ended December 31, 2011, 2010
and 2009, expense attributable to the plan amounted to $303,000, $290,000 and $261,000, respectively.

Supplemental Employee Retirement Plans

The Bank has supplemental employee retirement plans which were established in 2002 for the benefit of certain senior
executives. In connection with these plans, the Bank purchased life insurance policies amounting to $10,109,000 and
contributed them to a Rabbi Trust. The value of these policies is $14,524,000 and $14,074,000 at December 31, 2011 and
2010, respectively. In accordance with the agreements, a secular trust was established for each executive into which the
Bank makes annual contributions which become the property of the executive. Expense related to these plans amounted to
$604,000, $604,000 and $595,000 for the years ended December 31, 2011, 2010 and 2009, respectively.

15. FAIR VALUES OF ASSETS AND LIABILITIES

Determination of Fair Value

The Bank uses fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures. The fair value of a financial instrument is the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction between market participants at the measurement date. Fair value is
best determined based upon quoted market prices. However, in many instances, there are no quoted market prices for the
Bank’s various financia instruments. 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 fair value estimates may not be
realized in an immediate settlement of the instrument.

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

Cash and cash equivalents: The carrying amounts of cash, due from banks, interest-bearing deposits and short-term
investments approximate fair values based on the short-term nature of the assets.

Certificates of deposit: Fair values for certificates of deposit are based upon quoted market prices.

Securities available for sale: The securities measured at fair value in Level 1 are based on quoted market prices in an
active exchange market and generally include marketable equity securities. Securities measured at fair value in Level 2 are
based on pricing models that consider standard input factors such as observable market data, benchmark yields, interest rate
volatilities, broker/dealer quotes, credit spreads and new issue data. These securities include government-sponsored
enterprise obligations, FHLMC and FNMA bonds, corporate bonds and other securities. At December 31, 2011 and 2010,
all fair value measurements are obtained from a third-party pricing service and are not adjusted by management.

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

Loans: For variable-rate loans that reprice frequently and with no significant change in credit risk, fair values are based
on carrying values. Fair values for other loans are estimated using discounted cash flow analysis, using market interest rates
currently being offered for loans with similar terms to borrowers of similar credit quality. Fair values for non-performing
loans are estimated using discounted cash flow analysis or underlying collateral values, where applicable.
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15. FAIR VALUES OF ASSETS AND LIABILITIES (continued)

Deposits: The fair values of non-certificate accounts are, by definition, equal to the amount payable on demand at the
reporting date which is their carrying amount. Fair values for certificates of deposit are estimated using a discounted cash
flow calculation that applies market 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 advances are estimated using discounted cash flow analysis
based on the current incremental borrowing rates in the market for similar types of borrowing arrangements.

Mortgage payable: The fair value of the Bank’s mortgage payable is estimated using discounted cash flow analysis
based on the current incremental borrowing rates in the market for similar types of borrowing arrangements.

Mortgagors' escrow accounts: The carrying amounts of mortgagors' escrow accounts 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, 2011 and 2010, the fair value of commitments outstanding is not significant since fees
charged are not material.

Assets Measured at Fair Value on a Recurring Basis
Assets measured at fair value on a recurring basis are summarized below. There are no liabilities measured at fair value
on a recurring basis.

December 31, 2011
Level 1 Level 2 Level 3 Total Fair Value
(In Thousands)
Securities available for sale:
Debt Securities ........covvvviieineieinnannnes $ — $ 93,551 $§ — $ 93,551
Equity SeCurities ............oovveiuirnennnnnn. 3,138 — — 3,138
Total securities available for sale ............... $ 3,138 $ 93,551 $ — $ 96,689

December 31, 2010

Level 1 Level 2 Level 3 Total Fair Value
(In Thousands)
Securities available for sale:
Debt SECUritieS ....vvvevririeiieiieiieeaneennen. $ — $ 92,027 $ — $ 92,027
Equity securities ..........cooeiiiiiiiiieennnn. 3,044 — — 3,044
Total securities available for sale ................ $ 3,044 $ 92,027 $ — $ 95,071
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15. FAIR VALUES OF ASSETS AND LIABILITIES (concluded)

Assets Measured at Fair Value on a Non-recurring Basis

The Bank may also be required, from time to time, to measure certain other assets on a non-recurring basis in
accordance with generally accepted accounting principles. These adjustments to fair value usually result from application of
lower-of-cost-or-market accounting or write-downs of individual assets. The following table summarizes the fair value
hierarchy used to determine each adjustment and the carrying value of the related individual assets as of December 31,
2011 and 2010. There are no liabilities measured at fair value on a non-recurring basis at December 31, 2011 or 2010.

Year Ended
December 31, 2011 December 31, 2011
Level 1 Level 2 Level 3 Total Losses
(In Thousands) (In Thousands)
Impaired 10anS  ....vvvveivniiniiiinieie e 58 — §  — $ 1,326 $ (112)
Foreclosed assets ..........cocoevviiiiiiiiiinnennnn. — — 3,347 (571)
$ — $ — $ 4,673 $ (683)
Year Ended
December 31, 2010 December 31, 2010
Level 1 Level 2 Level 3 Total Losses
(In Thousands) (In Thousands)
Impaired 10anS ....oovviiieiii i, $  — 58 — $ 1,594 $  (20)
Foreclosed assets .......oevviiiiiiiiiiiiiniinnannne. — — 3,061 (46)
$ — $ — $ 4,655 $ (66)

Losses applicable to impaired loans and foreclosed assets are estimated using the appraised value of the underlying
collateral, discounting factors and other factors. The losses applicable to impaired loans are not recorded directly as an
adjustment to current earnings or comprehensive income, but rather as a component in determining the overall adequacy of
the allowance for loan losses. Management adjustments to the estimated fair value of impaired loans may result in increases
or decreases to the provision for loan losses. Management will consider the circumstances of the individual loan or
foreclosed asset when determining any estimated losses. This may include a review of an independent appraisal and if
deemed necessary, an updated appraisal will be performed.

Summary of Fair Values of Financial Instruments

The estimated fair values, and related carrying amounts, of the Bank’s financial instruments are as follows. Certain
financial instruments and all nonfinancial instruments are exempt from disclosure requirements. Accordingly, the aggregate
fair value amounts presented herein do not represent the underlying fair value of the Bank.

December 31, 2011 December 31, 2010
Carrying Fair Carrying Fair
Amount Value Amount Value
(In Thousands)
Financial assets:
Cash and cash equivalents ........................ $ 116,340 $ 116,340 $ 67,864 $ 67,864
Certificates of deposit ..........coeevveiiieiniennn. 13,405 13,174 13,929 14,006
Securities available for sale........................ 96,689 96,689 95,071 95,071
Federal Home Loan Bank stock .................. 13,373 13,373 13,373 13,373
Loans, Net ...oovvivviiii i 849,776 883,770 792,910 801,755
Accrued interest receivable............ooiviiininns 2,858 2,858 2,992 2,992
Financial liabilities:
DePOSItS wuvvirieiti i 787,573 792,059 729,960 732,551
Federal Home Loan Bank advances ............ 247,471 260,259 207,580 215,715
Mortgage payable ...........ccoiiiiiiiiinn, 1,107 1,465 1,147 1,305
Mortgagors’ €SCrow acCoUNtS .............oevuuens 2,517 2,517 2,344 2,344
Accrued interest payable................coeeeenn. 475 475 591 591
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16. QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarterly results of operations for the years ended December 31, 2011 and 2010 are as follows:

Year Ended December 31, 2011

Fourth Third Second First
Quarter Quarter Quarter Quarter
(In Thousands, Except Per Share Data)
Interest and dividend income ..............cceeviiniiininnn. $ 12,231 $ 12,201 $ 12,089 $ 11,923
INtErest EXPENSE ... .vuuen e ittt e 2,912 3,171 3,268 3,267
Net INtereSt INCOME v uvuuvn e et et vieeieererenaevenaenns 9,319 9,030 8,821 8,656
Provision for 10an 10SSeS ..........cvveiiiiiiinieiieiieannans 225 275 300 300
Net interest income, after provision for loan losses ...... 9,094 8,755 8,521 8,356
Other INCOME ...vvvvieiiei i e e e 446 422 421 411
Operating EXPENSES ... .cvurene et eneaeenentenene e ene e e 4,285 3,936 3,959 3911
Income before iInCOmMe taxes .....c..vvvvvneiiiiiiiniiiiinnnnn. 5,255 5,241 4,983 4,856
Income tax ProviSion ...........eeeesveiiiineriienneeneennnn. 2,148 2,133 2,016 1,976
NEEINCOME vt evtiie et ettt et e e ettt e e e e et een e $ 3,107 $ 3,108 $ 2967 $ 2,880
Earnings per common share:
Basic (1) vveeieeie i e e $ 1.46 $ 1.46 $ 1.40 $ 1.36
DiIluted (1).en e e e e e $ 1.46 $ 1.46 $ 1.40 $ 1.35
Cash dividends declared per common share ............... $ 051 @ § 0.25 $ 0.25 $ 0.24
Year Ended December 31, 2010
Fourth Third Second First
Quarter Quarter Quarter Quarter
(In Thousands, Except Per Share Data)
Interest and dividend income ..............ccceiiieiiennn e, $ 11,965 $ 11,898 $ 11,502 $ 11,460
INLETeSt EXPENSE +.vvinen e et et et et e e e enes 3,567 3,724 3,812 3,995
Net Interest iNCOME ....vuveineeieirenia i e e e aeaneans 8,398 8,174 7,690 7,465
Provision for 10an 10SS€S ..........ovveiiieiinineeieiieaneans 300 300 300 400
Net interest income, after provision for loan losses ...... 8,098 7,874 7,390 7,065
Other INCOME ...vvvvieiie i e e e e e e e e e 463 407 380 377
OpErating EXPENSES ... .vurvne et eneeeenentanere e ene e 3,846 3,693 3,792 3,647
Income before income taxes .........ccevvviiiiiiiiiininanns 4,715 4,588 3,978 3,795
Income tax ProviSion ............eeeesiiiiiineriienneeneannnn. 2,017 1,794 1,557 1,480
NEtINCOME ..uvneiviinee e eee e et e e e e ee e $ 2,698 $ 2,794 $ 2,421 $ 2,315
Earnings per common share:
Basic (1) vveeieeie e e e $ 1.27 $ 1.32 $ 1.14 $ 1.09
Diluted (1).en e e e e e e e e $ 1.27 $ 1.32 $ 1.14 $ 1.09
Cash dividends declared per common share ............... $ 049 @ § 0.24 $ 0.23 $ 0.23

(1) The total of the four quarters’ earnings per share does not agree to the year-to-date earnings per share due to

rounding.

(2) Includes a special dividend of $0.26 per common share declared on November 23, 2011.
(3) Includes a special dividend of $0.25 per common share declared on November 19, 2010.
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STOCK PERFORMANCE GRAPH

The chart which appears below sets forth the percentage change, on an annual basis, in the cumulative total return on the Bank’s
Common Stock since December 31, 2006 through December 31, 2011. For comparative purposes, changes in the cumulative total
return on the three indices of publicly traded stocks (the “Indices”) are also set forth on the chart.

The NASDAQ Composite Index reflects the total return of a group of stocks in a cross section of industries. Many of these stocks
have substantially larger market capitalizations than the Bank. The SNL Bank and Thrift Index tracks a national group of publicly

traded bank and thrift institutions.

The final Index, SNL New England Thrift Index, tracks a peer group of all publicly traded thrift institutions located in New
England. SNL Securities is a research and publishing firm specializing in the collection and dissemination of data on the banking,

thrift, and financial services industries.

The chart begins with an equal base value of $100 for the Bank's stock and for each of the Indices on December 31, 2006 and
reflects year-end closing prices and dividends paid thereafter by the Bank and by the companies which comprise the Indices. The
chart assumes full reinvestment of such dividends.

Information about the Indices has been obtained from sources believed to be reliable, but neither the accuracy nor the
completeness of such information is guaranteed by the Bank.

Hingham Institution for Savings

Total Return Performance
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PERIOD ENDING
INDEX 12/31/06 12/31/07 12/31/08 12/31/09 12/31/10 12/31/11
Hingham Institution for Savings 100.00 89.12 78.16 99.31 148.86 164.05
NASDAQ Composite 100.00 110.66 66.42 96.54 114.06 113.16
SNL New England Thrift Index 100.00 82.86 87.21 82.98 85.05 84.22
SNL Bank and Thrift 100.00 76.26 43.85 43.27 48.30 37.56

60



Hingham Institution for Savings
55 Main Street

Hingham, MA 02043

(781) 749-2200

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

Investor Inquiries
William M. Donovan, Jr.
Vice President —Administration

TransferAgent and Registrar
Computershare
480Washington Boulevard
Jersey City, NJ 07310

(800) 288-9541

Online Registered Shareholder Access
www.bnymellon.com/shareowner/equityaccess

Stockholder Inquiries
Computershare

For Hingham Institution for Savings
P.O. Box 358015

Pittsburgh, PA 15252-8015

(800) 288-9541

Independent Registered Public Accounting Firm
Wolf & Company, P.C.

99 High Street

Boston, MA 02110

Special Counsel
WilmerHale

60 State Street
Boston, MA 02109

Form 10-K

A copy of the Bank’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2011, as filed with the
Federal Deposit Insurance Corporation, may be obtained
without charge by any stockholder of the Bank upon
written request addressed to the Investor Relations
Department.

STOCKHOLDER INFORMATION

Stock Data

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

As of December 31, 2011, there were approximately 365
stockholders of record, holding 748,530 outstanding
shares of common stock. These shares do not include the
number of persons who hold their shares in nominee or
street name through various brokerage firms.

The following table presents the quarterly high and low
bid prices for the Bank’s common stock reported by
NASDAQ.

High Low
2010
First Quarter $34.70 $30.32
Second Quarter 38.05 33.86
Third Quarter 41.50 35.02
Fourth Quarter 45.00 37.08
2011
First Quarter $51.51 $42.80
Second Quarter 53.00 44.77
Third Quarter 57.50 45.75
Fourth Quarter 50.00 46.15

The closing sae price of the Bank’s common stock at
December 31, 2011 was $47.80 per share.
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BRANCH OFFICES

BOSTON HULL

BEACON HILL 401 Nantasket Avenue

80 Charles Street Hull, MA 02045

Boston, MA 02114

SOuTH END NORWELL/HANOVER

540 Tremont Street 5 Assinippi Avenue

Boston, MA 02116 Hanover, MA 02339
COHASSET SCITUATE

13 Elm Street 400 Gannett Road

Cohasset, MA 02025 North Scituate, MA 02066
HINGHAM SOUTH WEYMOUTH

Main Office 32 Pleasant Street

55 Main Street South Weymouth, MA 02190

Hingham, MA 02043

Loan Center
49 Main Street
Hingham, MA 02043

Drive-Up
71 Main Street
Hingham, MA 02043

SoUuTH HINGHAM
37 Whiting Street
Hingham, MA 02043

LINDEN PONDS

300 Linden Ponds Way
Hingham, MA 02043
(serving Linden Ponds residents

and employees)

e

HINGHAM
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SAVINGS

— EETARL D e —

55 Main Street, Hingham, MA 02043
Tel: 781-749-2200 Fax: 781-740-4889

www.hinghamsavings. com
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