SUBSCRIPTION AND DIRECT COMMUNITY OFFERING CIRCULAR
1,250,000 Shares

HINGHAM INSTITUTION FOR SAVINGS

Common Stock

Hingham Institution for Savings, a Massachusetts-chartered gavings bank (the “Bank™), is offering for sale in a subscription offering
(the “*Subscription Offering”’j and in a direct community offering (the “Community Offering”) 1,250,000 shares (the “Shares”) of its common
stock, $1.00 par value per share (the *Common Stock™), to be issued upon the Bank’s conversion from mutual to stock form of organization
(the “Conversion”). The Conversion has been approved by the Massachusetts Commissioner of Banks (the “Commissioner”) and the
Corporators and Trustees of the Bank. The offering of Shares is peing made first in a Subscription Offering to persons who had certain
deposit accounts of $50 or more with the Bank on May 31, 1988 and second to Trustees, officers and em loyees of the Bank. Simultaneously,
but subject to the rights of all persons having subscription rights for Shares, the Shares are being offered in the Community Offering fo
persons residing or owning real property in, individuals or entitieg having their principal place of business in, or governmental agencies or
subdivisions located in Hingham, Massachusetts and its surrounding communities. The Bank reserves the right in its sole discretion and
for any reason it deems appropriate to reject any orders for Shares from purchasers in the Community Offering. Any Shares remaining
unstlxalld aﬁ%r the §ubscription and Community Offering are expected to be sold to the general public in an underwritten public offering (the
“Public Offering”).

Purchasers will pay the maximum purchase price of $11.50 pe: Share (the “Maximum Purchase Price”) at the time the order is placed,
subject to adjustment 1f the actual purchase price differs from the Maximum Purchase Price. Subject to the approval of the Commissioner,
the total number of Shares to be issued in the Conversion may be significantly increased or decreased or the price per Share payable by
subscribers or purchasers may be increased or reduced to reflect market conditions or changes in the estimated pro forma market value of the
Bank following the commencement of the Subscription and Community Offering, all without resolicitation of subscriptions or purchase orders
and without affording subscribers or purchasers an opportunity to modify or cancel their subscriptions or purchase orders. See “THE
CONVERSION—Purchase Price and Number of Shares to be Issued.”

The maximum number of Shares which may be purchased in the Subscription and Community Offering by any eligible account holder,
Trustee, officer or employee of the Bank, or qualified community purchaser is 43,750 except that each holder of a qualifying deposit in
excess of $290,614 on May 31, 1988 may subscribe for a number of Shares in excess of 43,750 up to a maximum of 62,500 Shares depending
on the particular amount of such qualifying deposit(s). In addition, the maximum number of Shares which may be purchased by any person,
together with such person’s associates or group acting in concert, is 62,500 Shares. The minimum purchase is 25 Shares. Certain other
purchase and sale limitations also apply. See “THE CONVERSION—Procedures in Subscription and Community Offerings; Purchase
Limitations.”

Orders for Shares in the Subscription and Community Offering must be received before 3:00 p.m., Eastern Standard Time, on November
30, 1988, unless extended by the Bank with the approval of the Commissioner. Such orders must be returned with the accompanying order
form and order certification to the Bank, thereby designating the number of Shares being purchased, together with full payment for such
Shares at the Maximum Purchase Price shown below, or with instructions authorizing withdrawal of such amount from certain deposit
accounts at the Bank. Subscription and community purchase rights are non-transferable, either directly or indirectly, and may be exercised
only by the person to whom they are granted and only for such person’s own account. Each person exercising such subscription or purchase
rights will be required to certify that such person is purchasing Shares for such person’s own account, and that such person has no agreement
or understanding for the sale or transfer of such Shares. Regulations of the Commissioner prohibit any such agreement or understanding for
the sale or transfer of Shares, and authorize the Commissioner to take such remedial measures as he may deem appropriate, including the
imposition of civil penalties. See “THE CONVERSION—Procedures in Subscription and Community Offerings.”

Prior to this offering, the Bank, as a mutual savings bank, has never issued shares of capital stock. There is no assurance that an active
and liquid trading market for the Common Stock will develop after issuance of the Shares in the Conversion. The Bank has applied to have
the Common Stock quoted on the National Association of Securities Dealers Automated Quotation System (“NASDAQ”) under the symbol
“HIFS.” See “MARKET FOR THE COMMON STOCK.”

THESE SHARES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE MASSACHUSETTS COMMISSIONER OF BANKS,
THE MUTUAL SAVINGS CENTRAL FUND, INC., THE FEDERAL DEPOSIT INSURANCE CORPORATION OR BY
ANY OTHER GOVERNMENT OFFICIAL OR AGENCY, NOR HAS ANY SUCH COMMISSIONER, FUND,
CORPORATION, OFFICIAL, AGENCY OR OTHER REGULATORY BODY PASSED UPON THE AC-
CURACY OR ADEQUACY OF THIS SUBSCRIPTION AND DIRECT COMMUNITY OFFER.

ING CIRCULAR. ANY REPRESENTATION TO THE CONTRARY IS UNLAWFUL.

Estimated
Estimated Maximum Maximum Net
Maximum Purchase Conversion Conversion
Price(1) Expenses(2) Proceeds(3)
Per SDATe st cnmmmrescfidoensnenmicenen. e, 0 TUONRE R & [ ] $11.50 $.88 $10.62
TOALIA) c.mmsrsesssesemnaens sohenesivsnsmsssrosommnsconse MM ss bonnevessns b et vt e e $14,375,000 $1,100,000 $13,275,000

(1) The Maximum Purchase Price of $11.50 has been determined on the basis of an independent valuation of the estimated total pro forma
market value of the Shares, and is the maximum amount to be paid for each Share subscribed for or purchased in the Subscription and
Community Offering. The actual purchase price, which will be the same as the price in any Public Offering, is expected to be in the
range of $8.50 to $11.50 per Share, and will not be finally determined until after completion of the Subscription and Community
Offering. Any difference between $11.50 and the actual purchase price paid by a subscriber or an eligible purchaser in the Subscription
and Community Offering will be refunded or the withdrawal authorization will be reduced unless it 1s requested on the order form that
the difference be applied to the purchase of additional available whole Shares at the actual purchase price, subject to applicable purchase
ilri}}ltaltlons(.i See “THE CONVERSION—Procedures in Subscription and Community Offerings; Purchase Price and Number of Shares
0 be Issued.”

(2) Consists of estimated expenses of the Bank in the Conversion, including an underwriting discount relating to any unsubscribed Shares
to be sold in any Public Offering and other expenses of the Conversion, based upon certain assumptions. See “PRO FORMA DATA.”

(3) Actual net proceeds may vary substantially from estimated amounts depending upon the number of Shares issued, the actual purchase
price per Share and other factors. Estimated minimum net conversion proceeds would be §9,625,000 or $7.70 per Share. See “THE
CONVERSION—Purchase Price and Number of Shares to be Issued” and “PRO FORMA DATA.”

(4) These totals do not reflect the exercise of an over-allotment option, which is expected to be granted to the underwriters, to purchase,
on the same terms as other Shares of Common Stock purchased by the underwriters in any Public Offering, up to an additional 15% of
tcf)lff tqtalﬂnumber of Shares offered in the Conversion, solely to cover over-allotments, if any. See “THE CONVERSION—Public

ering.

The date of this Subscription and Direct Community Offering Circular is November 8, 1988.



THE SHARES OF COMMON STOCK WHICH MAY BE SUBSCRIBED FOR IN THIS OFFERING
ARE NOT DEPOSIT ACCOUNTS AND ARE NOT INSURED BY THE DEPOSIT INSURANCE FUND
OF THE MUTUAL SAVINGS CENTRAL FUND, INC., THE FEDERAL DEPOSIT INSURANCE
CORPORATION OR ANY OTHER INSURER. SUCH SECURITIES ARE BEING OFFERED PUR-
SUANT TO AN EXEMPTION FROM THE SECURITIES ACT OF 1933, AS AMENDED, AND HAVE
NOT BEEN REGISTERED WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER
THAT ACT.

“ngham
' Insmut.lon

FORCSaVIH s .
it g ® MAIN OFFICE
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IN ANY CONTEMPLATED PUBLIC OFFERING, THE UNDERWRITERS MAY OVER-ALLOT
OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE
COMMON STOCK AT LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE
OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY
TIME.




SUMMARY
Th;s Summary is qualified in its entirety by rhe ‘more detailed information and by the Financial
Statemenm and accompanymg notes thereto appearing e!sewhere herein,
Hingham Institution for Savings

Hingham Institution for Savings isa Massachusett.s'-:'chartered savings bank (the “Bank’) headquartered
in Hingham, Massachusetts. The Bank was originally chartered in 1834, which makes it the oldest financial

" institution with its main office in Hingham. In addition to its main office, with a nearby drive-up facility

on Central Street, the Bank has banking offices in South Hingham, Hanover and Hull. At September 30,
1988, the Bank had total assets of $147.6 million, total ‘deposits of $124.3 million and total surplus (net
worth} of $11.0 million.

The Bank is engaged principally in the business of_attracting deposits from the general public through
its banking offices, and investing those deposits in real estate mortgage, commercial, consumer and real
estate construction loans. At September 30, 1988, approximately 75.5% of the Bank’s total loan portfolio
was invested in residential mortgages (including home equity, second mortgages and construction, net of
unadvanced loan funds), [9.7% in commercial real estate loans (including construction, net of unadvanced
loan funds), 0.4% in-commercial loans and 4.4% in-consumer loans. While the Bank has diversified its
lendmg portfol:o ‘the Bank intends to continue to focus on the origination of residential real estate loans
in' its primary market area. The Bank also invests in sécurities issued by the United States government
and agenicies thereof, and in corporate debt and equity: securltles The Bank offers a variety of deposit
accounts to individuals and commercial customers. :

_ The Bank’s primary market area consists of Hingham and its surrounding communities, which include
the towns of Cohasset, Duxbury, Hanover, Hull, Marshfield, Norwell, Pembroke, Scituate, Rockland and
Weymouth Hingham, with approximately 20,000 residents, is located approximately 16 miles south of
Boston in an area ‘commonly known as the “South Shore.” Due in part to its proximity to Boston, the
Bank’s market area has experienced considerable residential development in recent vears and the area’s
résidential property values have ‘inicreased srgmﬁcantly According to the “Plymouth County Comp
Report,” the average value of a home in Hingham has increased from $130,000 to $233,225 over the past
five years. While not as significant as the growth in the residential real estate market, commercial real
estate development in the Bank’s market area has also increased. The South Shore in general, and the
Bank’s market area in particular, benefit from the attractiveness of area properties, acce551b1hty to the
waterfront and places of historic s1gn1ﬁcance and from the commuting distance to many major Boston
area employers :

- During the past several years, the Bank has made an effort to diversify and expand its lending activities
in order to reduce the sensitivity of its earnings to fluctuations in market interest rates. Historically, the
Bank emphasized long-term, fixed-rate loans secured by single-family residences and funded such loans
with deposits which were more sensitive to market rates. The Bank has taken actions to increase the
interest-rate sensitivity and to shorten the term of its assets, while extending the maturity of its liabilities.

The Bank originates both fixed and adjustable-rate resxdentlal mortgage loans, but the majority of such
originations carry adjustable rates. Of the permanent, single-family residential loans originated by the
Bank during the nine months ended September 30, 1988, 63.2% provide for periodic adjustments to the
interest rate. It is the Bank’s intention to originate all ﬁxed rate loans in conformance with the standards
and limitations established by the Federal Home Loan Mortgage Corporation (the “FHLMC”) in order to
enable the Bank to sell such loans in the secondary market if and when appropriate. The Bank considers
regular savings and special notice accounts to be core deposits with effective maturities beyond other short-
term interest-bearing liabilities. However, for purposes of calculating the deficiency of earning assets over
interest-bearing liabilities, maturing or adjusting in one vear, the Bank has allocated a substantial percentage
of such core deposits as maturing within one year, consistent with industry practice, thus causing a




considerable increase in the deficiency. Based on such calculation, the one-year deficiency was $38.1
million or 25.8% of total assets at September 30, 1988. In addition to focusing on the interest-rate sensitivity
of its loan portfolio, the Bank has established an investment policy that emphasizes short-term investments.
As of September 30, 1988, the weighted average life of the Bank’s portfolio of short-term investments and

bonds and obligations was 1.2 years.

The Bank reported net income of $1.6 million, $1.4 million and $915,000 in 1985, 1986 and 1987,
respectively, and $585,000 and. $690,000 during the nine months ended September 30, 1987 and 19838,
respectively. Net income in 1986 and 1987 decreased primarily as a result of increases in the provision
for loan losses relating to commercial 1oans to a certain borrower that were subsequently charged off. The
Bank has since decreased its. level of commercial lending. See “BUSINESS—Asset Quality—Non-
performing Assets.”” A reduction in other income also affected the Bank’s earnings in 1987 and in the first
nine months of 1988. Net interest income, however, increased from $3.3 million in 1985 to $4.1 million
and $4.3 million in 1986-and 1987, respectively. Net interest income for the first nine months of 1988
increased from $3.1 million in the comparable 1987 period to $3.4 million. See “MANAGEMENT’S
DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS”

and “SELECTED FINANCIAL DATA.”

At September 30, 19'38, the Bank’s total capital tototal assets ratio of 7.7% exceeded capital maintenance

requirements of the Federal Deposit Insurance Corporation (the “FDIC”), which call for a ratio of at least

6.0%. Based on anticipated net conversion proceeds of $1 1,450,000 at the estimated midpoint of the
3% as of September 30,

current valuation range, the total capital to total assets ratio would have been 14.
1988. See “PRO FORMA DATA” and “POWERS AND REGULATION—Deposit Insurance: The FDIC

and the Central Fund.”

The Bank is subject to examination by the Commissioner and the FDIC. It is also subject to regulation
incidental to its membership in the Federal Home Loan Bank (“FHLB”) of Boston, which is one of the 12

regional banks comprising the Federal Home Loan Bank System.

The Bank’s main office is located at 55 Main Stree_t,_'_}'{ihg'ham, Massachusetts 02043, and its telephone
number is (617) 749-2200. The Bank has established a s;if:'cial ‘extension (ext. 332) for questions related to

the Conversion.

The Conversion

The Bank has adopted a plan of conversion (the “Plan of Conversion”), pursuant to which the Bank
would be converted from a Massachusetts-chartered savings bank in mutual form to a Massachusetts-
chartered savings bank in stock form. The Plan of Conversion has been approved by the Commissioner
and by the Trustees and the Corporators of the Bank. The Conversion is intended to provide an increased
capital base for the Bank’s activities. With such proceeds the Bank will be able to expand its lending,
investment and deposit-taking activities. The Bank may also make expenditures on manpower, technology
and facilities to help it compete more effectively with other financial service providers. The capital stock
structure will also permit consideration of adopting a holding company structure after the Conversion,
subject to regulatory and stockholder approval. See “USE OF PROCEEDS” and “THE CONVERSION—
Business Purposes of the Conversion.” As part of the Conversion, the Bank is making a Subscription
Offering to certain depositors, and to the Trustees, officers and employees of the Bank, in accordance with
the priorities described below. Simultaneously, but subject to the rights of all persons having subscription
rights for Shares, the Shares are being offered in the Community Offering. Any Shares remaining unsold

after the Subscription and Community Offering are expected to be sold to the general public in the Public

Offering. The actual price to be paid for Shares in the Subscription and Community Offering (““Actnal
“THE

Purchase Price”) and the price to be paid for Shares in the Public Offering will be the same. See
CONVERSION—Purchase Price and Number of Shares to be Issued.”




Subscription and Community Offering

... The Shares are being offered for sale to depositors (“Eligible Account Holders™) who held deposit
accounts of $50 or more (“Qualifying Deposits™) with the Bank on May 31, 1988, and to Trustees, officers
and employees of the Bank (the “Subscription Rights™). Qualifying Deposits do not include escrow accounts
or savings bank life insurance policies. Subscription Rights will expire at 3:00 p.m., Eastern Standard Time,
on November 30, 1988, unless extended by the Bank with ihe approval of the Commissioner (the “Subscription
Expiration Date”).

Concurrently with the Subscription Offering, the Bank is offering Shares to persons residing or owning
real property in, individuals or entities having their principal place of business in, or governmental agencies
or.subdivisions located in, any of the following towns within Massachusetts: Hingham, Cohasset, Duxbury,
Hanover, Hull, Marshfield, Norwell, Pembroke, Scituzate; Rockland and Weymouth (such towns constituting
the Bank’s “Community Reinvestment Act area”) (*“Community Purchasers™). As part of the Community
Offering, the Bank will accept purchase requests from Community Purchasers and will fill such requests to
the extent Shares are available after all the subscriptions in the Subscription Offering have been satisfied.
If Community Purchasers request to purchase more shares than are available, certain Community Purchasers
- who are natural persons residing in the Bank’s Community Reinvestment Act area will have priority over
~ all other Community ‘Purchasers. . See “THE CONVERSION—Community Offering; Procedures in
Subscription and Commiinity Offérings; Purchase Limitations.”

. Pursuant to the Plan of Conversion, each Eligible Account Holder and each Trustee, officer and
- employee of the Bank; as well as each Community Purchaser, is entitled to subscribe for up to 43,750
- Shares (3.5% of the total number of Shares offered in the Subscription and Community Offering), except
~ that Eligible Account Holders with Qualifying Deposits in excess of $290,614 on May 31, 1988 may
subscribe for a greater number of Shares based on the particular amount of their Qualifying Deposits, but
not to exceed 62,500 Shares (5% of the total number of Shares offered in the Subscription and Community
Offering).. The Subscription Rights of Trustees, officers and employees are subordinate, under certain
circumstances, to the Subscription Rights of Eligible Account Holders. The minimum subscription or
purchase is 25 Shares. See “THE CONVERSION—Purchase Limitations.”

Purchasers in the Conversion are subject to the additional limitation that no person, together with any
dssociates or group acting in concert; may subscribe for or purchase in the aggregate in the Subscription
and Community Offering and the Public Offering more than 62,500 Shares (5% of the total number of
Shares offered in the Subscription and Community Offering). Each person subscribing for or purchasing
Shares‘in the Subscription and Community Offering will be required to confirm that such purchase does
not conflict with the purchase limitations set forth above and elsewhere in this Offering Circular. The
determinations of the Bank with respect to Subscription Rights and purchase limitations shall be final and
conclusive. See “THE CONVERSION—Procedures in Subscription and Community Offerings; Purchase
Limitations.” : C

_ Subscription Rights are non-transferable and may be exercised only by the person to whom they are

granted and only for such person’s own account. Similarly, Community Purchasers may not transfer rights
to purchase Shares in the Community Offering.  Each person exercising Subscription Rights or purchase
rights will be required to certify that such person is purchasing Shares for such person’s own account, and
that such person has no agreemeérit or understanding for the sale or transfer of Subscription Rights, purchase
~ Tights or Shares. The regulations of the Commissioner prohibit any such agreement or understanding to
- transfer the legal or beneficial ownership of Subscription Rights, purchase rights or the underlying Shares to
the account of another person and authorize the Commissioner to take such remedial measures as he deems
appropriate, including the revocation of purchases and the imposition of civil penalties.  See
“THE CONVERSION-—Subscription Offering; Community Offering—Non-transferability of Subscription
and Purchase Rights.”




The Bank intends for a period of time after the Conversion to scrutinize transfers of the Shares with a
view to determining whether any prohibited agreements or understandings have been made and to report any
suspected violations of these regulations to the Commissioner.

Upon completion of the sale of all Shares offered in the Conversion, subscribers and purchasers will
be notified by mail of the number of Shares for which their subscriptions or orders have been accepted and
the Actual Purchase Price of the Shares in the Subscription and Community Offering. Stock certificates
will be delivered as soon as practicable thereafter. '

Purchase Price R o _
The Maximum Purchase Price of $11.50.is the amount to be paid initially by a person subscribing for

* or purchasing Shares in the Subscription and Community Offering.. The Actual Purchase Price is expected

{0 be within the range of $8.50 to $11.50 per Share, based on an independent valuation of the estimated
total pro forma market value of the Shares. The Actual Purchase Price and the price of the Shares in the
Public Offering will be the same. See “THE CONVERSION-—Purchase Price and Number of Shares to
be Issued.” Payment may be:made (i) by money order, by certified, treasurer’s or bank cashier’s check
issued by any bank, or by check or negotiable order of withdrawal drawn on the Bank, in each case payable
to the Bank directly and not by endorsement, and provided that the foregoing will only be accepted subject
to collection and payment, or-(il) by appropriate aithorizations for withdrawal from certain- deposit
accounts of the Bank (excluding Individual Retirement Accounts, Keogh and other similar accounts, and
also excluding insurance escrow and tax escrow accounts). To the extent that the Actual Purchase Price is
less than the Maximum Purchase Price, the resulting excess payment will be refunded or the withdrawal

: authorization will be reduced, unless the purchaser has requested on the order form to apply such excess
payment to the purchase of additional whole Shares at the Actual Purchase Price. Payments for Shares

made by check, negotiable order of withdrawal or money order will earn interest at the rate of 5.5% per
annum from the date of collection by the Bank, while-payments for ‘Shares made by withdrawal from
existing accounts with the Bank will earn interest at the rates applicable to such accounts, in each case,

~ only until the consummation or termination of the Conversion. See “THE CONVERSION—Procedures

in Subscription and Community Offerings; Purchase Price and Number of Shares to be Issued.”

Number of Shares; Changes in Number of Shares or Purchase Price

“The number of Shares or the price per Share may be changed significantly, subject to the approval of
the Commissioner, depending on market conditions or changes in the estimated aggregate pro forma market
value of the Shares following the commencement of the Subscription and Community Offering. Any such
change in the number of Shares to be issued or any increase or reduction in the price per Share may be
made without a resolicitation of subscriptions or without affording subscribers or purchasers an opportunity
to modify or cancel their subscriptions or orders.. Any increase in the total number of Shares issued would
decrease a subscriber’s or purchaser’s proportionate ownership interest in the Bank and the pro forma net
income and pro forma net worth on a per Share basis, while increasing the pro forma net income and pro
forma net worth on an aggregate basis. See “PRO FORMA DATA’ and “THE CONVERSION—Purchase

Price and Number of Shares to be Issued.”

A decrease at the time of the Public Offering in the total number of Shares to be issued in the Conversion
would affect Subscription Rights by reducing the maximum number of Shares that may be purchased under
the various purchase limitations but would not otherwise change the number of Shares that a subscriber

 may purchase. See “THE CONVERSIONmProcgdures in Subscription and Community Offerings;

Purchase Limitations.”

Public Offering
Any Shares not subscribed for or purchased in the Subscription and Community Offering are expected

to be sold to the general public in an underwritten Public Offering managed by Keefe, Bruyette & Woods,




Inc. (*‘Keefe, Bruvette™), who is expected to be the representative of the underwriters (the “Underwriters™).
The Underwriters may be granted an over-allotment option to purchase additional shares of Common
Stock in an amount not to exceed 15% of the total Shares offered in the Conversion, on the same terms as
the Shares purchased by the Underwriters in the pyblic Offering. See “THE CONVERSION—Public
Offering.” B

Independent Appraisal

Kaplan, Smith & Associates, Inc. (“Kaplan, Smith”), 2 firm experienced in the appraisal of financial
“institutions converting from mutual to stock form, such as the Bank, has made an independent valuation
of the estimated total pro forma market value of the Shares. The valuation range in its appraisal as of
October 17, 1988 is from $10,625,000 to $14,375,000, Such appraisal is not intended and must not be
construed as a recommendation as to the advisability of purchasing the Shares. Because the estimated
valuation is necessarily based upon estimates of a number of factors (including certain assumptions as to
the underwriting commission and other expense factors affecting the net proceeds to the Bank from the
sale of its Shares and as to the net earnings on such net proceeds), all of which are subject to change from
time to time, no assurance can be given that persons who purchase Shares in the Conversion will be able
to sell such Shares at comparable prices thereafter. The Bank has agreed to indemnify Kaplan, Smith
against certain liabilities that may arise out of the appraisal. The appraisal will be updated prior to
completion of the Conversion. See “THE CONVERSION-—Purchase Price and Number of Shares to be
Issued—Determination of Purchase Price.”

Marketfor the Common Stock
~*"The Bank has applied for quotation of the Common Stock on NASDAQ under the symbol “HIFS.”

However, there can be no assurance that an active and liquid trading market will develop for the Common
Stock.” See “MARKET FOR THE COMMON STOCK.”

Use of Proceeds

The net conversion proceeds, estimated at $11,450,000 (based on the midpoint of the current valuation
range pursuant to appraisal and the assumptions set forth in “PRO FORMA DATA™), will provide the
Bank with a larger capital base from which to expand and diversify its lending, investment and deposit-
taking activities in a manner consistent with its current underwriting standards and policies with regard to
interest-rate risk for such activities. The increased capital will also enable the Bank to undertake further
expansion of its services and market area by opening new or expanding current branch offices, and through
possible acquisitions, when and if such opportunities arise. After the Conversion, the Bank may also
consider the formation of a holding company, in which case a portion of the proceeds may be used to
capitalize the holding company. On an interim basis, the net conversion proceeds will be used to purchase
short-term investments. See “USE OF PROCEEDS,” “POWERS AND REGULATION” and “THE
CONVERSION—Business Purposes of the Conversion.”

Dividends

The Bank intends to establish a policy to pay quarterly cash dividends on the Common Stock.
Declaration of dividends by the Board of Directors after the Conversion, however, will depend on the
Bank’s future operating results and earnings, financial position and capital needs, and will be subject to
applicable law and certain regulatory requirements. See “DIVIDEND POLICY.”

Anti-takeover Provisions

After the Conversion, the Bank’s Amended and Restated Charter and amended By-Laws will contain
certain anti-takeover provisions which are intended, among other things, to encourage any acquiror to
negotiate the terms of any acquisition with the Board of Directors of the Bank. See “ANTI-TAKEOVER
" PROVISIONS.”
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Deposit Insurance

. The Bank’s deposits are insured by the FDIC up to $ 100,000 per insured depositor and by the Deposit
Insurance Fund. of the Mutual Savings Central Fund, Inc. (the “Central Fund™), a corporation formed by
the Massachusetts legislature and composed of all Massachusetts-chartered savings banks, for that portion
of deposits in excess of $100,000 per insured depositor. Sce “POWERS AND REGULATION—Deposit

Insurance: The FDIC and the Central Fund.”

Special Considerations _
Prospective investors should pay special attention to the section of this Offering Circular entitled
“SPECIAL CONSIDERATIONS.”




SUMMARY FINANCIAL AND OTHER DATA OF THE BANK
The following summary financial and other dafy ‘of the Bank does not purport to be complete and is

qualified in its entirety by the more detailed financia] jnformation and Financial Statements and accompany-
ing notes thereto contained elsewhere herein. .

At December 31, At
- September 30,
1983(1) 1984(1) 1985 1986 1987 1988(1)
(Unaudited) - - i (In Thousands) (Unaudited)

Balance Sheet Data:
Total @88CES vovvveeeriiiiieeciricmeereesmeens e 392,236 $100,552 $111,341 $131,804 $134,418 $147.564
Mortgage loans: ) T

Residential (including home equity and

SECONA TROTERABES) ..eveceveiriererreresenerens 43,320 42,2'37 50,774 57,660 62,386 71,004
Residential construction, net................... 937 1,723 3,341 7,836 8,232 18,293
Commercial..........oovivnnics s 5,980 [1,865 13,229 16,927 25,223 17,713
Commercial construction, net ................ 817 3,020 6,147 5,939 4,500 5,640

Cormmercial 10anS.....c.ceveeiiicisiineenns 1,315 2,270 3,488 3,767 693 464
Consumer J0ANS........coceevvrer et 4,461 5,579 6,673 6,209 5,689 5,161
Total 1080S .cooovveee e 56,830 66,694 - 83,652 100,338 106,723 118,275
Allowance for possible loan losses............... (148) (182) (287) (1,008) (525) 602)
Short-term iNVestments .. ...ccooeovnirvnisiinens 6,199 4,599 8,349 2,109 4,725 3,963
Investment securities...... 25,343 24,546 14,539 23,713 17,593 19,728
Deposits...cireeeee e rerrree - 85,102 92821 101,513 120,850 122,788 124,343
Advance from FHLB.. e, — —_ s — — 10,000
Surplus (net worth) ..o e 5,851 6,385 8,006 9,349 10,291 11,013
: Nine Months
Years Ended December 31, Ended September 30,
1983(1) 198‘4{1) 1985 1986 1987 1987(1) 1988(1)
T (Unaudited) - . (Dollars in Thousands) {Unandited)
Operating Data: _
Interest and dividend income.....oovviiiiccciieene. 38,972 $10:337  $11,170 512,266  $12,528  $9,276 $9,910
Interest eXpense .o 7,006 7.818 7,621 8,123 8,228 6,140 6,553
- Nef interest income....o.vvvicvnninnsnsiciiieens. 1,966 2,519 3,549 4,143 4,300 3,136 3,357
P_rqvis_i'o'n' forpossible loan 10S5€5..vvvvvvvveninneenn. 24 = 59 107 723 1,038 808 283
L Otherincenme: _ oy
- Gain (loss) on sales of investment securities, net . (330) (407) (11D (48) 29 29 (23)
. Mutual Savings Central Fund, Inc. dividends...... — 69 446 423 — — e
AL OtHET TMCOTRE. /i i tiai e resss st sas et enmessee e 559 - 480 849 1,122 708 538 307
7 Total Other INCOMAE «.ceeverveveeeesresreeverssvess oo, 229 142 [,184 1,497 737 567 284
Operating expenses:
. Salaries and employee benefits.........oooverirvieeannnn. 764 934 1,207 1,396 1,461 1,096 1,161
All other operating eXpPenses .....o..veveveecvssieenes 943 951 803 994 1,216 953 946
Total operating eXpenses ......oovveeevvevereeerseesennnn, 1,707 [,885 2,082 2,390 2,677 2,049 2,107
Income before income taxes..... 464 77 2,614 2,527 1,322 846 £,251
Provision for income taxes.... 144 221 1,012 1,132 407 261 561

Net iBCOME ...vveiicrierreeceesieeriene $§ 320 $§ 496 $ 1602 $ 1395 § 915 § 585 $ 690

Other Data(2):
REIUID ON SSELS..ovivviveceice e v e 0.37% 0.52% 1.54% 1.14% 0.69% 0.59% (.66%
Return on equity.......... 5.55 8.06 22.54 15.99 9.46 8.18 8.62 .
EqQuity t0 asSeES .voveviiiienieiiieicesicerver s 6.63 6.43 6.82 7.16 7.26 7.19 7.64
Weighted average interest rate spread(3) ... 2.03 2:43 3.22 3.31 3.16 311 3.03
Net yield on average earning assets(3)............... 2.36 2.75 3.55 3.57 3,39 3.32 335
Net charge-offs to average outstanding loans ........... 0.03 0.04 — — 1,50 0.16 0.25
Allowance for possible loan losses to total loans at

end Of PEriod ..ot 0.26 0.27 0.34 1.00 0.49 1.61 0.51
Non-performing loans to total loans at end of .

period(4)................ 0.12 210 0.09 2.76 1.93 0.91 2.08
Number of offices.. 5 5 5 5 5 5 5

(1) Financial information at and for the years ended December 31, 19'33 and 1984 and the nine-month periods ended September 30,
1987 and 1988 have been prepared by the Bank without audit and, in the opinion of management of the Bank, reflect all adjustments
(consisting only of normal recurring accruals) which are necessary to present fairly the results of such periods. Results for the nine
months ended September 30, 1988 are not necessarily indicative of the results that may be expected for the full year.

(2) Except for end of period ratios, all ratios are based on average monthly balances during the respective periods. Ratios for the nine
months ended September 30, 1987 and 1988 are annualized.

(3} Weighted average interest rate spread represents the difference between the weighted average vield on earning assets and the weighted
average cost of interest-bearing liabilities, and net yield on average earning assets represents net interest income as a percentage of
'El)\'l?lgg; }f}gin%li% ell\?ssets. See “MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

(4) gonl-perfonning leans consist of loans 90 days or more contractually past due and non-accrual loans. See “BUSINESS-—Asset
uality.”
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SPECIAL CONSIDERATIONS

Potential Impact of Interest Rates; Asset Restructaring

Prevailing economic conditions, particularly changes in market interest rates, significantly affect the
operations of banking institutions, including the Bank. In addition, the Bank is affected by government
policies and regulations concerning monetary and fiscal affairs, housing and financial institutions generally.
The earnings of the Bank depend primarily on the difference hetween the income earned on its loans and
investments and the interest paid on its deposits and borrowings. Like many other savings banks, the Bank
has invested a portion of its assets in long-term mortgage loans, often at fixed rates of interest, while
accepting deposits for considerably shorter terms. Since, absent other factors, only a small percentage of
the Bank’s fixed-rate loan portfolio matures or is prepaid each year, the Bank cannot, in the short term,
significantly alter the rate of return on this portion of its loan portfolio, and increases in current interest
rates will not result in increases in interest income on the fixed-rate portion of the Bank’s loan portfolio.
However, since in many cases borrowers prepay and/or refinance residential mortgage loans without
penalties, the portion of the Bank’s portfolio invested in higher-yielding mortgages can be expected to
decrease during periods of declining interest rates. Deregulation has eliminated many of the restrictions
on deposit interest rates and permitted the Bank, like other savings banks, to offer new types of accounts.
This has allowed the Bank to compete more effectively for funds, but has increased the Bank’s cost of funds
and made such cost more sensitive to changes in interest rates. In particular, increases in current interest
rates may be more quickly reflected in increases in the Bank’s cost of funds than in interest income.
Consequently, a rapid rise in interest rates could have an adverse impact on the earnings of the Bank, and
a continuing rapid rise in interest rates (o high levels could result in operating losses.

In order to address these interest rate risks inherent in the savings bank business, the Bank has and
continues to pursue a strategy of increasing the interest sensitivity of its assets and lengthening the maturities
of its liabilities. See “MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS—Asset/Liability Management.” The Bank belicves that this
asset/liability strategy has helped to reduce the pressure on its net interest margin during periods of changing

interest rates.

The availability of competing deposit products, such as money market mutual funds, has in the past
and may in the future reduce deposits in the Bank, especially during periods of increasing interest rates.
If the Bank were to experience substantial deposit outflows during a period of increasing interest rates, it
might have to liquidate portions of its loan and investment portfolios. During such a period, the Bank
could not be expected to sell fixed-rate loans or investments without losses.

The foregoing circumstances have led many thrift institutions to diversify their operations and
investment activities into new areas in order to increase the yields on their assets or 10 increase the interest-
rate sensitivity of their assets. For these reasons, institutions have increased their commercial, construction
and consumer lending activities and their originations of adjustable-rate mortgage loans (“ARMs™).

While commercial, construction and consumer loans provide benefits to an institution’s asset and
liability management program and reduce exposure Lo interest rate changes, such loans may entail significant
additional risks compared to residential mortgage lending. Commercial and construction mortgage loans
may involve larger loan balances to single borrowers or groups of related borrowers and may also involve
higher ratios of loan principal amount (0 appraised value of the security property. In addition, the payment
experience on loans secured by income producing properties is typically dependent on the successful
operation of the properties and thus may be subject to a greater extent to diverse conditions in the real
estate market or in the economy generally. Construction loans may involve additional risks attributable
to the fact that loan funds are advanced upon the security of the project under construction and are
otherwise subject to uncertainties inherent in estimating construction costs and other unpredictable
contingencies that make it difficult to evaluate accurately the total loan funds required to complete the

project.
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Despite the benefits of ARMs to an institution’s asset/liability management, they do pose potential

additional risks, primarily because as interest rateg’ fi’se the underlying paymenis by the borrower rise,

increasing the potential for default. At the same tlme, the marketability of the underlying property may
‘be adversely affected by higher interest rates.

Change in Accounting for Loan Origination Fees

In December, 1986, the Financial Accounting Standards Board issued the Statement of Financial
Accounting Standards No. 91, “Accounting for Nonréf‘uﬁdable Fees and Costs Associated with Originating
+ or Acquiring Loans and Initial Direct Costs of Leaseg™ (“FASB 91"). The Bank has adopted the provisions
‘of this Statement for lending transactions initiated apd commitments granted on or after January 1, 1988.
Accordingly, loan origination and commitment fees and certain direct loan origination costs are being
deferred, and the net amount amortized as an adjustment to the related loan’s yield. The Bank is generally
amortizing these amounts over the contractual life of the related loans. In 1987 and prior years, the Bank
recognized loan origination and commitment fees 45 income in the period the loan or commitment
was granted to reflect reimbursement of the related costs associated with originating those loans and
commitments. :

Use of Proceeds

THe proceeds from the sale of the Shares, plus anthpated growth in the Bank’s deposit base following
C the Conversion, represent a substantial amount of funds to be invested by the Bank. Management expects
B that these funds will be invested gradually in the Bank’s business. See “USE OF PROCEEDS.”

Lo Competltwn

) The above-described proceeds will be invested in the Bank at a time when recent legislation permitting
interstate banking in the New England area may significantly increase the competition faced by the Bank.
- Bank regulation is undergoing significant change with an increased number of bank mergers and acquisitions,
changes in the products and services banks can offer and involvement in nonbanking activities by bank
holding companies. Although recent legislation and regulations have expanded the activities in which
savings institutions may engage, the same legislation has reduced or eliminated some of the competitive
advantages which savings institutions formerly held over commercial banks, such as interest rate differentials
which permitted savings institutions to offer a higher rate of interest to attract deposits. There are a number
of pending legislative and regulatory proposals that may further alter the structure, regulations and
competitive relationships of financial institutions. See “BUSINESS—Competition.”

Anti-takeover Provisions

After the Conversion, the Amended and Restated Charter and the amended By-Laws of the Bank will
contain certain provisions which are intended, among other things, to encourage any potential acquiror of
the Bank to negotiate acquisition terms with the Board of Directors of the Bank. These provisions, as well
as certain provisions of state and federal law, may have the effect of discouraging or preventing a future
takeover attempt or tender offer in which stockholders of the Bank otherwise might have received a
substantial premium for their shares over then-current market prices. In addition, these provisions might
also have the effect of insulating incumbent officers and Directors against the possibility of removal. See
“ANTI-TAKEOVER PROVISIONS.”

Regulation

The Bank, like other savings banks, is engaged in a heavily regulated industry. Savings banks may be
subject to regulation by, among others, the FDIC, the Federal Home Loan Bank Board and the Commis-
sioner. The FDIC is empowered, as insurer of the Bank’s deposits, to take a number of supervisory actions
that could result in the impairment or loss of the value of the stock of the Bank. See “POWERS AND
REGULATION.”
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Taxation

The Tax Reform Act of 1986 reduced some of the special tax benefits afforded to savings banks and
other thrift institutions. It is possible that future tax legislation could reduce or eliminate such benefits,
which could have a material adverse effect on the marginal tax rate of the Bank. See “TAXATION.”

Value of Common Stock; Lack of Public Market

Massachusetts banking regulations require that the purchase price of equity securities of a converting
mutual savings bank sold in connection with its conversion based upon the pro forma market value of such
securities as determined by an independent valuation. Kaplan, Smith’s valuation of the estimated total
pro forma market value of the Shares was based on estimates derived from a number of factors considered
by that firm, all of which are subject to change from time to time. The estimated valuation by Kaplan,
Smith is not intended, and must not be construed, as a recommendation of any kind as to the advisability
of purchasing the Shares. No assurance can be given that persons who purchase Shares in the Subscription,
Community or Public Offerings will be able to sell such Shares at comparable prices thereafter. See “THE
CONVERSION— Purchase Price and Number of Shares to be Issued.”

The Bank has not previously issued shares of capital stock. Consequently, there is no market for the
Common Stock at this time and no assurance can be given that an established and ligquid trading market
will develop or that it will continue if it does develop. See “MARKET FOR THE COMMON STOCK.”




THE BANK

Hingham Institution for Savings is a Massachusetts-chartered savings bank headquartered in Hingham,
.. Massachusetts. The Bank was originally chartered in 1834, which makes it the oldest financial institution
- with its main office in Hingham. In addition to its main office, with a nearby drive-up facility on Central
Street, the Bank has banking offices in South Hingham; Hanover and Hull. At September 30, 1988, the
Bank had total assets of $147.6 million, total depos;ts of $124.3 million and total surplus (net worth) of
$11.0 million, .

The Bank is engaged principally in the business of attracting deposits from the general public through
its banking offices, and investing those deposits in real estate mortgage, commercial, consumer and real
estate construction loans. At September 30, 1988, approximately 75.5% of the Bank’s total loan portfolio
was invested in residential mortgages (including home equity, second mortgages and construction, net of
unadvanced loan funds}, 19.7% in commercial real estate loans (including construction, net of unadvanced
loan funds), 0.4% in commercial loans and 4.4% in consumer foans. While the Bank has diversified its
lending portfolio, the Bank intends to continue to focus on the origination of residential real estate loans
in its primary market area. The Bank also invests in securities issued by the United States government
and agencies thereof, and in corporate debt and equity securities. The Bank offers a variety of deposit
accounts to individuals and commercial customers. The Bank’s deposits are insured by the FDIC up to
$100,000 per separately insured depositor and by the CentraI Fund for that portion of deposits in excess
of $ 100 000

AR The Bank’s prlmary market area consists of Hingham and its surrounding communities, which include
" “the towns of Cohasset, Duxbury, Hanover, Hull, Marshfield, Norwell, Pembroke, Scituate, Rockland and
' Weymouth ngham with approximately 20,000 residents, is located approximately 16 miles south of
- Boston in an area commonly known as the “South Shore.” Due in part to its proximity to Boston, the
Bank’s market area has experienced considerable residential development in recent years and the area’s
residential property values have increased significantly. According to the “Plymouth County Comp
Report,” the average value of a home in Hingham has increased from $130,000 to $233,225 over the past
five years. While not as significant as the growth in the residential real estate market, commercial real
estate development in the Bank’s market area has also increased. The South Shore in general, and the
Bank's market area in particular, benefit from the attractiveness of area propertics, accessibility to the
waterfront and places of historic significance, and frorn the commuting distance to many major Boston
arca employers.

The Bank’s matin office is located at 55 Main Street, Hingham, Massachusetts 02043, and its telephone
number is (617) 749-2200. The Bank has established a special extension (ext. 332) for questions related to
the Conversion.

MARKET FOR THE COMMON STOCK

As a mutual savings bank, the Bank has never issued capital stock, and consequently there is no market
for the Common Stock at this time. The Bank will use its efforts to cause the Common Stock to be listed
on NASDAQ.

Keefe, Bruyette has advised the Bank that it intends, upon completion of the Public Offering, to make
a market in the Common Stock by maintaining bid and asked quotations and by acting as a principal as
long as the trading volume and other market making considerations justify its doing so. Keefe, Bruyette
will encourage at least one other securities dealer to create a market in the Common Stock with the
expectation that a public trading market for the Common Stock will develop. The development of a public
market having the desirable characteristics of depth, liquidity and orderliness, however, depends upon the
presence in the market place of a sufficient number of willing buyers and sellers at any given time, over
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which neither the Bank, Keefe, Bruyette nor any market maker has control. Accordingly, there can be no
assurance that an active and liquid trading market for the Common Stock will develop, or that, if developed,
it will continue.

USE OF PROCEEDS

The net conversion proceeds will become part of the Bank’s general funds. The consequent increase
in its net worth will place the Bank in an enhanced position to expand and diversify its lending, investment
and deposit-taking activities. Specifically, the Bank intends to expand its residential mortgage, commercial
and consumer loan portfolios in a manner consistent with its current policies. See “RUSINESS—Lending
Activities; Sources of Funds.” In addition, the Bank may enlarge its market area as opportunities arise by
establishing additional branches and lending offices in adjacent areas or by acquiring or merging with other
organizations. The Bank has no current plans with respect to any such transactions. The Bank has entered
into a purchase and sale agreement to purchase, for total consideration of $950,000, an ofhce building
located adjacent to its main office in Hingham. The Bank expects the purchase to close in December of
1988. The Bank intends to incorporate the building as part of its central offices. :

The Bank may also consider forming a holding company after the Conversion. If formed, a portion
of the net conversion proceeds may be used to capitalize the holding company. In any such transaction,
the Bank’s stockholders would become the stockholders of the holding company.

The estimated net conversion proceeds to the Bank from the sale of the Shares is $11,450,000, based
upon the midpoint price per Share of $10.00, the issuance of 1,250,000 Shares in the Conversion and the
assumptions described under “PRO FORMA DATA.” Such proceeds would have increased the Bank’s
net worth at September 30, 1988 by 104.0% to $22,463,000. The actual net conversion proceeds may be
more or less than the estimated amount. THE ACTUAL PURCHASE PRICE MAY BE MORE OR LESS
THAN THE CURRENT MIDPOINT PRICE PER SHARE, AND THE NUMBER OF SHARES SOLD
IN THE CONVERSION MAY BE MORE OR LESS THAN 1,250,000, DEPENDING UPON CHANGES
IN MARKET AND FINANCIAL CONDITIONS AT THE TIME OF ANY PUBLIC OFFERING OR AT
THE TIME THE CONVERSION IS CONSUMMATED. See “THE CONVERSION—Purchase Price and
Number of Shares to be Issued.” This will, in turn, affect the total proceeds obtained from the sale of the
Shares. Both the actual offering expenses and the underwriting discount may vary from their respective
estimates based upon the number of Shares sold in any Public Offering, the Actual Purchase Price, and
other factors. Finally, actual net conversion proceeds will increase if the Underwriters exercise their over-
allotment option to purchase in any Public Offering up to an additional 15% of the Shares offered in the
Conversion. See “THE CONVERSION—Public Offering.”

DIVIDEND POLICY

Following the Conversion, the Bank intends to establish a policy of paying quarterly cash dividends
on the Common Stock. Declaration of future dividends by the Board of Directors will, however, depend
upon a number of factors, including capital requirements, regulatory limitations, the Bank’s operating
results and financial condition and general economic conditions. Accordingly, no assurance can be given
that dividends will, in fact, be paid, or that, if paid, such dividends will not be reduced or ¢liminated in
future periods. No dividends may be paid to the stockholders if such dividends would reduce the net worth
of the Bank below the amount required for the liquidation account to be established upon Conversion. See
“POWERS AND REGULATION” and “THE CONVERSION-—Effects of the Conversion—Liquidation
Rights.”




CAPITALIZATION

The following table sets forth the capitalization, including deposits and net worth, of the Bank at
September 30, 1988, and as adjusted to give effect g the sale of the Common Stock offered pursuant to
the Plan of Conversion. The pro forma capitalization table is based upon the assumption that 1,250,000
shares of Common Stock are sold at the midpoint price per Share, that 55% of the Common Stock is sold
in the Subscription and Community Offering and 450 is sold in the Public Offering, and that the Bank’s
expenses in connection with the Conversion will include certain underwriting expenses and $670,000 in
. other conversion expenses. See “PRO FORMA DATA.” A change in the final price or the number of

Shares to be issued in the Conversion may materzal[y aﬁ’ect such pro forma capitalization.

Pro Forma
" Capitalization Adjustments
“at September 30, as a Result of
ivni 1988 Conversion
o (In Thousands)
DEPOSIES(1) coeooivoeeeeres e eeseesssees e renees $124,343  J—
FHLB QdVANCE ..ooveoeeiieeeee et 10,000 _
TOLAL . cvvvvvreeem oo veeeeee et eee e $134,343 $ —
g't:oékholde'rs’ Equity: ' '
Preferred Stock, 2,500,000 shares, $1.00 par 3
value per share; none issued or outstanding $  — $ -
Common Stock,: 5,000,000 shares, $1.00 par '
value per share; 1,250,000 assumed to be
issued and outstanding(2).......cooeievenenienn.. e e 1,250
Additional paid-in capital(2) .....cccoorevveerreenne o — 10,200
SUPHIS(3) covevrerceeeee ettt 11,013 —
Total stockholders’ equity(2)(4) ....ooooevviveeeiiieenes o $ 11,013 $ 11,450

Pro Forma
Capitalization
after Giving Effect
to the Conversion

$124,343
10,000

$134,343

1,250
10,200
11,013

§ 22,463

{1} Withdrawals from deposit accounts for the purchase of Common Stock are not reflected.

(2) Does not include Shares that may be issued pursuant to the Underwriters’ over-allotment option in
the Public Offering, or up to 125,000 Shares to be reserved for issuance under the Bank’s Stock Option
Plan. See “THE CONVERSION-—Public Offering” and “MANAGEMENT—1988 Stock Option

Plan.”

(3) See “THE CONVERSION—Effects of the Conversion—Liquidation Rights” and Note 14 to the
Financial Statements for information concerning restrictions on net worth and the liquidation account

to be established upon Conversion.

(4) Based on the minimum and maximum prices per Share of $8.50 and $11.50, respectively, of the
current valuation range, estimated net conversion proceeds would be $9,625,000 and $13,275,000,
respectively, and at September 30, 1988 pro forma total stockholders’ equlty would be $20, 638 000

and $24,288,000, respectively.
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PRO FORMA DATA

Summarized below are the actual and pro forma net income and net worth (surplus) of the Bank prior
to'the Conversion and after giving effect to the Conversion for the periods and at the dates indicated. The
unaudited pro forma amounts and per Share amounts have been calculated at a minimum price of $8.50
per Share, a midpoint price of $10.00 per Share and a maximum price of $11.50 per Share. The pro forma
data assumes that; (i) 1,250,000 Shares will be sold, with 55% of the Shares being sold in the Subscription
and Community Offering and 45% being sold in the Public Offering; (ii} the Bank’s expenses in connection
with the Conversion will include an underwriting discount of 6.0% on Shares sold in the Public Offering
(with a minimum fee of $190,000) and $670,000 in other conversion expenses; (1i1) the Shares had been
issued and sold on January 1, 1987 (with respect to the data relating to the year ended December 31, 1987),
and January 1, 1988 (with respect to the data relating to the nine months ended September 30, 1988), in
each case yielding net proceeds as shown; and (iv) the net proceeds were invested at 9.88%, which represents
the weighted-average annual yield on the Bank’s total earning assets during the year ended December 31,
1987 and during the nine-month period ended September 30, 1988. Afier recognizing federal and state
income taxes for these periods at the Bank’s combined marginal tax rate of 48.1% and 41.8%, respectively,
such weighted-average annual yield, as adjusted, would be 5.13% and 5.75% for the respective periods. No
effect has been given to withdrawals from deposit accounts for the purpose of purchasing Shares pursuant
to the Subscription and Community Offering, and no adjustment has been made to the pro forma net worth
for the assumed earnings on the net conversion proceeds.

The pro forma net income derived from the assumptions set forth above should not be considered
indicative of the actual results of operations of the Bank for any period, and the assumptions regardin
investment yield should not be considered indicative of the actual yield expected during any future period.
Further, the pro forma net worth per Share should not be considered indicative of the possible market value

or liquidation value of the Shares.
At or for the

At or for the Nine Months Ended
Year Ended December 31, 1987 September 30, 1988
1,250,000 Shares Sold at 1,250,000 Shares Sold at
Minimum Midpoint Maximum Minimum Midpoint Maximum
Price of Price of Price of Price of Price of Price of
$8.50 $10.00 $11.50 $8.50 $10.00 $11.50
{Dollars In Thousands, Except Per Share Data)
(GrOSS ProCEedS . vnveriererereiereenervecreerns $10,625 $12,500 $14,375 310,625 $12,500 $14,375
Less offering expenses and underwrit-
INE AESCOUNT cvvrrereeiecemere s 1,000 1,050 1,100 1,000 1,050 1,100
Estimated net conversion
PFOCEEAS Loivvieiiiee e $ 9,623 $11,450 $13,275 $ 9,625 $11,450 $13,275
Net income:
HisStorical v e $ 915 £ 915 $ 915 $ 690 § 69 $ 690
Pro forma adjustments .......c........ 494 587 681 415 494 572
Pro formma net income. ..oocveevennns 3 1,409 $ 1,502 $ 1,596 $ 1,105 $ 1,184 $ 1,262
Net income per Share (1)
Historical .oo.ooivciei e e $ 73 $ .73 $ 73 $ .55 § .55 $ .55
Pro forma adjustments................. 40 47 .35 .33 .40 46

Pro forma net income per Share.. $ 1.13 $ 1.20 § 1.28 § .88 $§ .95 $ LOI
Surplus (net worth} (2):

Historical ..o $10,291 $£10,291 £10,291 $61.013 '$11,0l3 $11,013
Estimated net conversion

PIOCERdS .oovvieeiiei e 9,625 11,450 13,275 9,625 11,430 13,275
Pro forma surplus (net worth) ...... $19.916 §21,741 $23,566 $20,638 $22,463 $24.288

Surplus (net worth) per Share(1)(2):

Historical ..o cevneneenes $ 8.23 $ 8.23 $ 823 $ 8.8l $ 8.8i $ 8381
Estimated net conversion

PIOCEEUS ..ovoviieiiii e reereeeeans 7.70 9.16 10.62 7.70 9.16 10.62
Pro forma surplus (net worth) per

ShATE. ..o e $ 1593 $ 17.39 $ 18.85 § 16.51 $ 17.97 $ 19.43
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(1} Historical per Share amounts have been computed as if the assumed number of Shares to be issued in the
Subscription and Community Offering and the Public Offering had been outstanding at the beginning of the period
or date shown but without any adjustment of historical net income or net worth to reflect the estimated net
conversion proceeds or net income thereon as described above. Pro forma per Share amounts have been computed
by dividing the pro forma net income or net worth by the assumed number of Shares to be issued in the Subscription
and Community Offering and the Public Offering.

(2) Net worth represents the excess of the book value of the assets of the Bank over its liabilities, computed in
accordance with generally accepted accounting pi‘lnclples The effect of the liquidation account to be established
in connection with the Conversion has not been reflected in the pro forma computations. See “CAPITALIZATION”
and “THE CONVERSION—Efects of the Convcrs:on__L;_quldanon Rights” and “Tax Consequences™ for informa-
tion concerning other restrictions on net worth and the liquidation account to be established upon consummation
of the Conversion.

The foregoing information does not give effect to the Underwriters’ over-allotment option or to possible
changes in the price per Share or number of Shares to be issued in the Subscription and Community
Offering and any Public Offering. In addition, no effect:has been given to the 125,000 Shares to be reserved
for issuance under the Bank’s Stock Option Plan. See “MANAGEMENT—1988 Stock Option Plan.”

If the Shares are sold at the maximum of the current valuation range and the Underwriters’ over-
allotment option is exercised in full, then pro forma net income would be approximately $1,700,000 or
$1.18 per Share, and $1,349,000, or $0.94 per Share for the year ended December 31, 1987 and for the
ning months ended September 30, 1988, respectively, and pro forma net worth would be approximately
$25,593,000 or $17.80 per Share, and $26,314,000; or $18.31 per Share, at December 31, 1987 and
September 30, 1988, respectively. Any exercise of the over-allotment option which causes the gross proceeds
of the Conversion to exceed $14,375,000, the maximum of the current valuation range, would be
subject to a revised valuation of the estimated total pro forma market value of the Shares. See “THE
CONVERSION—Public Offering.”

If the Shares are sold at $8.50 per Share and the number of Shares offered is increased to 1,691,176,
yielding gross proceeds of $14,374,996, then, assuming the over-allotment option is not exercised, pro
forma net income for the year ended December 31, 1987 and the nine months ended September 30, 1988
would be $0.94 and $0.75 per Share, respectively, and pro forma net worth at December 31, 1987 and
September 30, 1988 would be $13.94 and $14.36 per Share, respectively.
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SELECTED FINANCIAL DATA

~ 'The following selected financial data of the Bank for each of the years in the three-year period ending
December 31, 1987 have been examined by Wolf & Company of Massachusetts, P.C., independent certified
public accountants, whose report thereon appears elsewhere herein. The financial data at and for the years
ended December 31, 1983 and 1984 and the nine-month periods ended September 30, 1987 and September
30, 1988 are not audited. However, in the opinion of management, all adjustments (none of which were
other than normal recurring accruals) necessary for a fair presentation of results for such periods have been
included. Interim resuits are not necessarily indicative of results which may be expected for the entire
year. These statements should be read in conjunction with the Financial Statements and accompanying

notes thereto incinded elsewhere herein.

At December 31,
At September 30,
1983 1984 1985 1986 1987 1988
{Unaudited) (Unaudited)
o : {In Thousands)
Balance Sheet Data:
TOtal ASSELS .ovveireieeevrrareeceemeesessranaees $02,236  $100,592 $111,341 $131,804 5134,418 $147,564
Mortgage loans: '
Residential (including home equity .
and second MOTtEAges).....oouviinrnn- 43,320 42,237 50,774 57,660 62,386 71,004
Residentiat construction, net c......... 937 1,723 ' 3,341 7,836 8,232 18,293
Commercial.........ooerierirvriereenienaniens 5,980 11,863 13,229 16,927 25,223 17,713
Commercial construction, net.......... 817 03,020 6,147 5,939 4,500 5,640
Mortgage loans, net ........oovinnenen 51,034 58,843 73,491 88,362 100,341 112,650
Commercial Foans ....o.vveecenmnnne. 1,315 2,270 3,488 5,767 693 464
Consumer 10ans ......ccovrieiviiivineeiinnne 4,461 5,579 6,673 6,209 5,689 5,161
Total I0ans .....ccveveenreenrrrnereniiaaas 56,830 66,694 83,652 100,338 106,723 118,275
Less: _
Deferred ioan fees, et ..oooooerveeeeees — — - — - (179)
Allowance for possible loan losses ... (143) (182) (287 (1,008) (525) (602}
L0ans, Nl covervrenceccne e ianin s 56,682 66,512 83,365 99,330 106,198 117,494
Short-term IRvestINents ......cccocerviiivninns 6,199 4,599 8,349 2,109 4,723 3,963
[nvestrnent SECUrities .....ovvvereeniiinesines 25,343 24,546 14,539 23,713 17,593 19,728
Deposits:
NOW and demand .......oooovnninnnen, 4,948 6,821 7,807 9,820 11,505 16,809
Money-market deposits......cooveiieene 29,729 34,500 35,784 37,354 32,096 20,447
Regular and special notice ... 21,071 19,396 20,166 23,438 26,661 27,663
Term certificates...o.oovvvnmieniniinians 29,354 32,104 37,756 50,238 52,526 56,424
Total dePOSIES cverrvreeeerneerrverernns 85,102 92,821 101,513 120,850 122,788 124,343
Advance from FHLB ..., — — — —_ - 10,000
Surplus {net worth} ... e 5,851 6,385 8,006 9,349 10,291 11,013
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S {Nine Months
Years Ended December 31, Ended September 30,
1983 1984 1985 1986 1987 1987 1988

(Unaudited) {Unaudited)
. (Dollars in Thousands)
Operating Data: '
Interest and dividend income: : :
Interest O 16aNS i, 6,147 $ 7,218 0% 8,532 $10,265 $10,651 $ 7.849 $ 8,519
Interest and dividend income on in- s
vestment securities and mortgage- i
backed investments......ocevvveerennnn. 2,560 2,558 - . 1,772 1,453 [,626 1,269 £,089

Interest on short-term investments.... 265 561 866 546 251 158 302

Total interest and dividend income 8,972 10.337 . 11,170 12,266 12,528 9,276 9,910

Interest expense: S

Interest on EPOSHS wvvveevvvreriecie e, 7,006 7,818 .. . 7,621 8,123 8,228 6,140 6,374

. Interest on FHLB advance ................. — —i  — — - _ — 179

Total interest expense.........cccceeveeennne 7,006 7,818 7,621 8,123 8,228 6,140 6,553

| Net interest inCOME wvvvvvenniriseiraiiirns 1,966 2,519 . 3,549 4,143 4,300 3,136 3,357

[ _ Provision for possible loan losses....... 24 39 R 1Q7 723 1,038 808 283
Net interest income, after provision ' o

for possible loan losses.......c..cevens 1,942 2,460 © i 3442 3,420 3,262 2,328 3,074

Other ificome: - - - :

::Loan origination and other loan fees. 157 191 . 507 680 349 261 36
Fees on deposit accounts............vueee.. 180 216 _ 235 240 232 175 170

" Gain {103s) on sales of investrnént B

Securities; net i, : (330) 407y . (L) (48) 29 29 (23)
Gain on sales of mortgage loans, net.. — — — 99 - _ —
Mutual Savings Central Fund, Inc.

dividends.....ooovviiviiiiriciece e, — 69 446 423 — — e
Miscellaneous ........covvvrivivnnsinninsns 222 73 107 103 127 102 101

Total other incpme.......................... 229 142 1,184 1,497 737 567 284

Operating expenses:

Salaries and employee benefits........... 764 934 1,207 1,396 1,461 1,096 1,161
Equipment expenses.................. " 115 101 . 153 158 173 130 142
Occupancy expenses........ - 113 116 . 110 101 110 85 81
Data processing eXpenses .......ou........ 85 119 S 134 169 212 153 236
Other general and administrative "

BXPENSES .oveeoeeceenriresrerersns e snar e 507 455 408 566 585 449 487
Repossession expenses..... — — = — 136 136 —
Massachusetts excise tax 123 160 — — — — —

Total operating expenses ................ 1,707 1,885 2 2012 2,390 2,677 2,049 2,107

Income before income taxes 464 717 22,614 2,527 1,322 846 | 1,251

Provision for income taxes 144 221 1,012 1,132 407 261 561
Net InCOme. i rceeeiieensee. $ 320 $ 49 $ 1,602 $ 1,395 $ 915 $§ 385 $ 690

Other Data(1):

Return on assets....oovecvirvccveecree, 0.37% 0.52% 1.54% 1.14% 0.69% 0.59% 0.66%

Return on equity .ooevveeeeveeeeeeeee e 5.55 8.06 22.54 15.99 9.46 8.18 8.62

EqQuity t0 285618 .vvvsiviveeereeerieeeesreseners 6.63 6.43 6.82 7.16 7.26 7.19 7.64

Weighted average interest rate

SPread(2) .ot 2,03 2.43 3.22 331 316 i 3.03
Net yield on average earning assets(2)... 2.36 2,75 3.55 3.57 3.39 3.32 3.35
Net charge-offs to average cutstanding

10BRS.coocci e 0.03 0.04 — . 1.50 0.16 0.25
Allowance for possible loan losses to

total loans at end of period................. 0.26 0.27 0.34 £.00 0.49 1.61 0.51
Non-performing loans to total loans at

end of period(3).....cocevveeeeriin 0.12 2.10 0.09 2.76 1,93 .91 2.08

{1} Except for end of period ratios, all ratios are based on average monthly batances during the respective periods. Ratios for the
nine months ended September 30, 1987 and 1988 are annualized.

(2) Weighted average interest rate spread represents the difference between the weighted average yield on carning assets and the
weighted average cost of interest-bearing liabilities, and net yield on average earning assets represents net interest income as a
percentage of average earning assets, See “MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS.”

3) gongperfonning loans consist of loans 90 days or more contractually past due and non-acerual loans. See “BUSINESS—Asset

uakity.”
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

The operating results of the Bank depend primarily on its net interest income, which is the difference
between interest and dividend income on earning assets, primarily loans and investment securities, and
interest expense on interest-bearing liabilities, which consist of deposits and borrowings. The Bank’s net
income also is affected by the level of its other income, including gains and losses on the sale of investment
securities and other assets and loan origination and other fees, and its operating expenses. Each of these
principal components of the Bank’s operating results is discussed below under “Results of Operations.”

The lending activities of savings banks, including the Bank, have historically emphasized long-termn,
fixed-rate loans secured by single-family residences, and the primary source of funds of such institutions
has been deposits. As a result of the authorization in recent years of deposit accounts which bear interest
rates that reflect market rates and the removal of limitations on ceilings on deposit account rates, the
deposit accounts of savings banks largely mature or are subject to repricing within a short period of time.
This factor, in combination with substantial investments in long-term, fixed-rate loans, has historically
caused the income earned by savings banks, including the Bank, on their loan portfolios to adjust more
slowly to changes in interest rates than their cost of funds. Actions which the Bank has taken to increase
the interest-rate sensitivity and shorten the term of its assets, and lower the cost and extend the term of its
liabilities have reduced the sensitivity of its earnings to changes in interest rates. The principal actions
which the Bank has taken in this regard are discussed below under “Asset/Liability Management.”

Results of Operations

General. The Bank has historically maintained profitability, including the years 1979 through 1982
when a significant number of thrifts were experiencing negative operating results, Declining interest rates
during the past two years have reduced interest costs and therefore contributed to the increase in the Bank’s
net interest income. The Bank reported net income of $1.6 million, $1.4 million and $915,000 for the
years 1985, 1986 and 1987, respectively. The Bank reported net income of $585,000 and $690,000 for the
nine-month periods ended September 30, 1987 and 1988, respectively. : o

Net Interest Income. The following table sets forth, for the periods indicated, information regarding
(i} the total dollar amount of interest income of the Bank from earning assets and the resultant average
yields; (i1) the total amount of interest expense on interest-bearing liabilities and the resultant average rate;
(iii) net interest income; (iv) weighted average interest rate spread; and (v) net yield on average earning
assets. Information is based on average month-end balances during the indicated periods.
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The following table shows the Bank’s weighted average yield earned on loans and investments, the
weighted average rate paid on interest-bearing liabilities (excluding demand deposits) and the weighted
average interest rate spread for the period indicated.

At September 30,
1988

Weighted average vield earned on:

MOTtEAZE JOANS L.omiiiimericerimamrmsi st csss s 10.23%

Commercial Joans......coveniiiinn rereeaeannnes 12.54

CONSUMET JOANS ..voceirinrresesemsiesiisnn s 12.07

[nvestment SECUTTLES. ..ccoivmerrcrommcrrismraracsrimmassseens 7.42

Short-term INVESIMENTS oooereiimenr s 7.89

Total earning ASSELS .oocovvverirsiiiireseassinsesses 9.87
Weighted average rates paid on:

DIEPOSIES 1vovvoveersrercssrissressrsemsanerss st 7.24

FHLB adVANCE...ocecvearverrecmissressssnsnsmmsansssianssnses 8.25

Total interest-bearing liabilities .......... e iaes 7.31
Weighted average interest rate spread(1} .ooeereeienens 2.56

(1) Represents the weighted average yield on total earning assets less the weighted average ratc paid on
total interest-bearing liabilities.

The following table presents certain information regarding changes in interest and dividend income
and interest expense of the Bank for the periods indicated. For each category, information is provided
with respect to changes attributable to (1) changes in rate (change in rate multiplied by old volume) and
(2) changes in volume {change in volume multiplied by old rate). The change attributable to both volume
and rate has been allocated proportionately to the change due to volume and the change due to rate.

Years Ended December 31,
Nine Months Ended
~ September 30, 1988
1986 Compared to 1985 1987 Compared to 1986 " Compared to 1987
Increase (Decrease) Increase (Decrease) Increase (Decrease)
Due to ’ Due to Due to
Volume Rate " Total Volume Rate Total Yolunte Rate Total
{In Thousands)
Interest and dividend income:
Loans: .
MOTTEARE ... vounrvrermersnsimsssarsssnreess $1,986 $(142) $1,844 $1,358 $(559 § 799 $ 761 $ (96) % 665
CoMMETCIAY ..oooreeirrircnar e reanees 78 (1i8) (40) (118 (57) {175) (28) 61 33
Consumer.......c.s 95 {166) {71} (173) {65) {238} 61 (89) (28)
Total Joans ... 2,159 (426) 1,733 1,067 (681) 386 794 {124) 670
Investment Securities. .- 38 (27%) {317) 275 (104} 174 (18%) 9 (180)
Short-term investments ... (187) {133) (320} (294) (1) (295) 147 (3} 144
Total interest and dividend income 1,934 (838) - 1,096 1,048 (786) 262 752 {118} 634
Interest expense:
Deposits:
Regular and special notice .......... 92 — 92 234 (13} 221 72 16 88
NOW oot renecmssnay st 85 (10) 75 67 (N 60 11 (1m 1
Money-market deposits .. 94 {483y (389} (125) (266) {391) (185) 98 (87)
Term certificates ..ovocivieeeinicianns 976 (252) 724 489 (273) 216 248 (15} 233
Fotal deposits.......... 1,247 (745) 502 665 (559) 106 146 89 235
FHLB advance........ — — — e — — i79 — 179
OLRET v ererreereneinrireees —_ — — - ) (1 - e )
Total interest EXPEMSe. o urermsiire 1,247 (743) - 502 665 (560} 105 325 88 413
Net interest InCOME ..oovrreniissnnninnes $ 687 $ (93) $§ 594. $ 383 $(226) 3 i57 $ 427 $(206) § 221

Net interest income increased by $594.',000 or 16.7% in 1986, by $157,000 or 3.8% in 1987 and by
$221,000 or 7.0% in the nine months ended September 30, 1988, as compared to the same period in the
prior year. o




Total interest and dividend income increased in-1986 by $1.1 million or 9.8% primarily as a result of
a $17.7 million or 28.1% increase in average mortgage loans. The average yield on total earning assets
decreased from 11.17% in 1985 to 10.57% in 1986. Total interest expense in 1986 increased by $502,000
or 6.6% as a result of a $15.9 million or 16.7% increase in average deposits. The average rate paid on
interest-bearing liabilities decreased from 7.95% in 1985 to 7.26% in 1986.

Total interest and dividend income increased in 1987 by $262,000 or 2.1% as a result of a $13.6
million or 16.9% increase in average mortgage loans and a $3.9 million or 21.7% increase in average
investment securitics. The average yield on total carning assets decreased from 10.57% in 1986 to 9.88%
in 1987. Total interest expense in 1987 increased by. $105,000 or 1.3% primarily as a result of a $4.3
million or 20.0% increase in the average balance of regular and special notice deposits and a $6.4 million
or 14.5% increase in the average balance of term certificates. The average rate paid on total interest-bearing
liabilities decreased from 7.26% in 1986 to 6.72% in. 1987. The decreases in average yields on earning
assets and average rates paid on interest-bearing liabilities reflect the declining interest rate environment
that existed during 1986 and 1987. L

Total interest and dividend income for the nirie months ended September 30, 1988 as compared to
the same period in the prior year increased by $634,000 or 6.8% primarily as a result of a $9.9 million or
10.7% increase in average mortgage loans and a $2.6 miillion on 94.8% increase in the average balance of
short-term investments. Total interest expense for‘the nine-month period ended September 30, 1988
increased by $413,000 or 6.7% from the comparable period in the prior year primarily due to increases in
the average balances of term certificates and borrowed funds, and increases in the rates paid on certain
deposit accounts. Average term certificates increased by $3.9 million or 7.6% and regular and special notice
deposits increased by $1.7 million or 6.8% over the timé period. The average rate paid on regular savings
and on money-market deposits increased from 5.46% and 5.94% to 5.54% and 6.27% from the first nine
months of 1987 to the first nine months of 1988, respectively. Interest expense on the FHLB advance
totaled $179,000 for the nine months ended September 30, 1988 on an average balance of such funds of
$3.0 million. There was no such advance in the comparable 1987 period. See “BUSINESS——Borrowings.”

Provision for Possible Loan Losses. Provisions for possible loan losses are charges to earnings to bring
the total allowance to a level considered appropriate by management based on historical experience, the
volume and type of lending conducted by the Bank, industry standards, the status of past due principal
and interest payments, general economic conditions as they relate to the Bank’s market area and other
factors related to the collectibility of the Bank’s loan portfolio. As of September 30, 1988, the total
allowance for possible loan losses amounted to $602,000 or 0.51% of the Bank’s total loan portfolio.

- The provision for possible loan losses increased from $107,000 in 1985 to $723,000 and $1.0 million
in 1986 and 1987, respectively. During the nine months ended September 30, 1987 and 1988, the Bank
provided through operations $808,000 and $283,000, respectively, as additions to the allowance account,
The significant increases in the provisions in 1986 and 1987 include amounts which were made available
to absorb losses relating to a group of commercial loans made to a marine dealership and certain related
subsidiaries. Such loans were charged off in full during 1987. The provision in 1988 includes approximately
$100,000 relating to a $255,000 commercial real estate loan made in connection with a business condomin-
ium, which $100,000 amount has since been charged off. For a reconciliation of the activity in the Bank’s
altowance for possible loan losses and additional information relating to asset quality, see “BUSINESS—
Asset Quality—Non-performing Assets” and Notes 1 and 4 to the Financial Statements.

Other Income. Total other income increased by $313,000 or 26.4% in 1986, and decreased by $760,000
or 50.8% in 1987, and by $283,000 or 49.9% during the nine months ended September 30, 1988, as
compared to the same nine-month period in the prior year. The increase in total other income in 1986 is
primarily attributable to a 100% increase in gains on sale of mortgage loans from zero in 1985 to $99,000
in 1986, and a 34.1% increase in loan origination fees from $507,000 in 1985 to $680,000 in 1986. The
decrease in total other income in 1987 is attributable to the non-recurring nature of Central Fund dividends
and reduced loan fees. The Bank received $446,000 and $423,000 in Central Fund dividends during 1983
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and 1986, respectively, and received no such dividends in 1987. The Bank experienced a reduction in
mortgage loan activity during the third and fourth quarters of 1987 which reduced loan origination fees by
$331,000 or 48.7% for the year ended December 31, 1987. Total other income during the nine months
ended September 30, 1988 reflects in part a $225,000 or 86.2% reduction in loan origination and other
loan fees due primarily to the implementation of FASB 91. FASB 91 has the effect of deferring net loan
fees that would have otherwise been immediately reflected as income. The effect of FASB 91 on the Bank’s
other income, for the nine months ended September 30, 1988, was a decrease of $179,000. See Note 1 to
the Financial Statements and “BUSINESS—Lending Activities— Loan Rates and Fees.”

Operating Expenses. QOver the past few years, the Bank’s total operating ¢xpenses as a percentage of -
average assets has remained relatively stable. For the years 1985, 1986 and 1987, such percentage was
1.93%, 1.96% and 2.019%, respectively. Total operating expenses, annualized, represented 2.01% of average
assets for the nine-month period ended September 30, 1988.

Total operating expenses increased by $378,000 or 18.8% during 1986, by $287,000 or 12.0% during
1987 and by $58,000 or 2.8% during the nine months ended September 30, 1988 as compared to the nine
months ended September 30, 1987. Salaries and employee benefits, the largest component of the Bank’s
total operating expenses, increased by $189,000 or 15.7% during 1986 reflecting general increases in staff
and salaries since 1984. Salaries and employee benefits increased by $65,000 or 4.7% during 1987 and by
$65,000 or 5.9% during the nine-month period ended September 30, 1988 as compared to the same period
in 1987. All other categories of the Bank’s operating expenses {excluding certain repossession expenses)
increased by $189,000 or 23.5%, by $86,000 or 8.7% and by $129,000 or 15.8% during 1986, 1987 and the
first nine months of 1988 as compared to the same nine-month period in 1987, respectively. The increases
reflect increases in data processing costs due to growth in the number of deposit accounts as well as
increased insurance costs associated with such growth. Increases in general administrative costs related to
the overall growth of the Bank and the conversion of its data processing system to another service bureau
constituted the greatest share of such costs. In addition, in 1987 the Bank incurred certain repossession
expenses of $136,000 in connection with foreclosure on the marine dealership loans. Absent such
repossession expenses, total operating expenses would have increased by 6.3% during 1987 and by 10. 1%
during the nine months ended September 30, 1988 as compared to the same period in 1987.

Effective Tax Rates. The following table sets forth the effective federal, statc and combined tax rates
on the pre-tax accounting income of the Bank for the taxable years indicated.

¢ Federal Massachusetts Combined

Years Ended December 31:

LR E 5 T U SPUP 34.0% 4. 7% 38.7%

LO80 erertr e s e s 38.9 5.9 44.8

R E: 3 AUV SOOI 254 5.4 30.8
Nine Months Ended September 30:

[ E 3 AU UUPPUUURTOPPTUP : 254 5.4 30.8

| E S SOOI 35.8 g.0 44.8

The increase in the effective tax rate from 1985 to 1986 resulted from the increased provision for
possible loan losses in excess of the amount permitted for income tax purposes. The subsequent loan
charge-offs in 1987 allowed the Bank to claim deductions for income tax purposes for the actual losses
sustained. For the nine months ended September 30, 1988, the provision for possible loan losses again
exceeded the amount permitted for income tax purposes. See also the previous discussion in “Provision
for Possible Loan Losses,” the discussion in “TAXATION—Federal Taxation” and Note 8 to the Financial
Statements.

Asset/Liability Management

The objective of the Bank’s asset/liability strategy has been to improve the match between interest-
sensitive assets and liabilities. The Bank has been implementing various asset/liability management
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programs designed to match more closely the maturjties and interest rate sensitivities of the Bank’s assets
and liabilities. The Bank has been originating adjustable-rate mortgage loans for its own portfolio and
fixed-rate loans for possible saie to the FHLMC. [t is the Bank’s intention to originate all such fixed-rate
loans in conformity with the standards and limitations established by the FHLMC in order to sell such
loans in the secondary market if and when appropriate. The Bank has further established an investment
policy that emphasizes short-term maturities. The Bank has been selectively selling long-term or low-
yielding investments without adversely impacting its surplus position. All funds exceeding the amount
necessary to mect the Bank’s commitments have been invested in either short-term investments or
investments that have adjustable interest rates.

The Bank’s liability management program is designed to control deposit growth and to lengthen the
maturity of its deposits where possible. From time to time, the Bank has marketed highly competitive
interest rates on selected deposit investments to attract those depositors who are interested in longer-term
deposits. Atthe same time the Bank has priced deposits that are competitive but not necessarily the highest
rates available within its market area. This strategy has enabled the Bank to maintain positive interest
rate margins. o :

The following table sets forth maturity and repricing information relating to interest-sensitive assets
and liabilities at September 30, 1988. Although regularand special notice accounts are subject to withdrawal,
management of the Bank considers these accounts to.be core deposits with significantly longer effective
maturities. If these deposit accounts were not included in the categories covering the period from 0 to 365
days, the cumulative excess (deficiency) of earning assets over interest-bearing liabilities would be a
-deficiency of $20.1 million rather than the deficiency of $38.1 million as shown and that deficiency as a
percentage of total assets would also be reduced. Fixed-rate mortgage loans are shown in the table in the
time period corresponding to contractual principal amortization. Although no assumption of prepayment
has beén made in preparing the table, based on experience, partial and full repayment of a portion of the
Bank’s mortgage loans and pass-through certificates prior to final contractual maturity can be expected.
Adjustable-rate loans are shown at the adjustment period dates.

At September 30, 1988

0-180 181-365 1-2 2-3 35 5-10 Over 10
Days Days Years Years Years Years Years Total

(Dollars in Theusznds)

Interest-sensitive assets:
Short-term investments..............c.......... § 2963 5 1000 § — § — 3 -_—F — $ — $ 3963

Total bonds and obligations and -
mortgage-backed securities................. 5,007 5,434 6,145 24 155 1,225 340 18,530
Adjustable-rate and short-term loans ... 30,393 20,525 15,609 17,388 1,449 46 2,553 87,963
Fixed-rate loan amortization ................ 483 507 1,089 1,199 2,773 9,775 14,486 30,312
Total..oooooiiiic e 38,846 27,466 22,843 18,611 4,377 11,046 17,579 140,768
Interest-sensitive liabilities;
Deposits: )
Regular and special notice.................. 692 17,290 1,037 1,037 2,075 2,766 2,766 27,663
NOW e, - 7.113 — — — —_ — - 7,113
Money-market deposits...... 29,447 —_ — — o — — 29,447
Term certificates. ....ocovveveveveenreon, 27,401 11,807 8,904 5,790 2,522 — — 56,424
Total .. 64,653 29,097 9,941 6,827 4,597 2,766 2,766 120,647
FHLB advance...... 10,000 — — — — — — 10,000
Escrow accounts ... 631 — — — — —_ — 631
Total.oiiiiciicicceeere. 75,284 29,097 9,941 6,827 4,597 2,766 2,766 131,278
Excess (deficiency) of earning assets over
interest-bearing liabilities.................. ${36,438) $ (1,631) § 12,902 § 11,784 § (220) $ 8280 S$14,813 § 9,490

Cumulative excess (deficiency) of
earning assets over interest-bearing
Habilitles ....coove v, $(36,438) $(38,069) $(25,167) $(13,383) $(13.603) $(5,323) $ 9,490

Cumulative excess (deficiency) of earn-
ing assets over interest-bearing liabil-
ities as a percentage of total assets ..... (24.69%) _(25.80%) (17.05%)  (9.07%) (9.22%) {3.61%) 6.43%
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The preceding table does not address the degree to which repricing mechanisms are subject to
limitations, and, thus, may not reflect completely the ability of the Bank’s assets to adjust to changes in -
market interest rates. In part, because the Bank’s variable-rate earning assets generally will not adjust as
frequently or to the same degree as the Bank’s interest-bearing liabilities, the Bank’s net interest income is
likely to decline during periods of rising interest rates. . The interest rate sensitivity of the Bank’s earning
assets and interest-bearing liabilities illustrated in the table also would vary if significantly different

assumpftions were used.

Liquidity and Capital Resources

The Bank’s principal sources of liquidity are customier déposits, payments and prepayments on .
outstanding loans, investment maturities, positive cash flows generated from operations and the advance
from the FHLB of Boston. As a member of the Central Fund the Bank also has the right to borrow from .
the Fund for short-term cash needs by pledging certain assets. The Bank has never had occasion to exercise
this right. The Bank maintains a relatively high percentage of its assets in federal funds, government
securities and corporate bonds which can be drawn on, pledged or sold to raise any required funds.

Deposits have been a relatively stable source of funds for the Bank and have shown limited volatility
over the years. Total average deposits for the years 1985, 1986 and 1987 were $95.4 million, $111.4 million
and $122.0 million, respectively. Total average deposits for the nine-month period ended September 30, -
1988 were $124.2 million. o ' '

Savings banks which are insured by the EDIC are réquired to maintain a minimum total capital ratio
equal to 6.0% of total assets. At September 30, 1988, the Bank’s total capital was equal to 7.7% of total
assets which exceeded the minimum capital requirements of the FDIC.

The Bank believes its capital resources, net deposi_t'ihﬂows, scheduled loan repayments and revenue
generated from the sale of loans and securities, as well as revenue from other sources will be adequate to
meet its funding commitments. Proceeds from the sale of the Shares in the Conversion will also significantly

increase the Bank’s capital and liquidity position.

Impact of Inflation

The Financial Statements and related financial data presented herein have been prepared in accordance
with generally accepted accounting principles which require 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. Unlike most industrial companies, virtually all of 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.
The primary impact of inflation on operations of the Bank is reflected in increased operating costs.




BUSINESS

General

The Bank 1s engaged principally in the business of attracting deposits from the general public through
its banking offices, and investing those deposits in real estate mortgage, commercial, consumer and real
estate construction loans. At September 30, 1988, approximately 75.5% of the Bank’s total loan portfolio
consisted of residential mortgages (including home equity, second mortgages and construction, net of
unadvanced loan funds), 19.7% in commercial real estate loans (including construction, net of unadvanced
- loan funds), 0.4% in commercial loans and 4.4% in consumer loans. While the Bank has diversified its
lending portfolio, the Bank intends to continue to focus on the origination of residential real estate loans
in its primary market area. The Bank also invests in securities issued by the United States government
and agencies thereof, and in corporate debt and equity securities. The Bank offers a variety of deposit
accounts to individuals and commercial customers. The Bank has no subsidiaries. :

Primary Market Area

The Bank’s primary market area consists of Hingham and its surrounding communities, which include
the towns of Cohasset, Duxbury, Hanover, Hull, Marshfield, Norwell, Pembroke, Scituate, Rockland and
Weymouth. Hingham, with approximately 20,000 residents, is located approximately 16 miles south of
Boston in an area commonly known as the “South SHore.” Due in part to its proximity to Boston, the
Bank’s market area has experienced considerable residential development in recent years and the area’s
residential property values have increased significantly. According to the “Plymouth County Comp
Report;™ the average value of a home in Hingham has increased from $130,000 to $233,225 over the past
five years. While not as significant as the growth in the residential real estate market, commercial real
estate development in the Bank’s market area has also increased. The South Shore in general, and the
Bank’s market area in particular, benefit from the attractiveness of areca properties, accessibility to the
waterfront and places of historic significance, and from the commuting distance to many major Boston
area employers.

Lending Activities

General. At September 30, 1988, the Bank’s net foan portfolio totaled $117.5 million, representing
approximately 79.6% of its total assets at that date. The principal categories of loans in the Bank’s portfolio
are residential real estate [oans secured by single-family reésidences and commercial real estate loans secured
by commercial property (in each case including construction loans), commercial business loans and
consumer loans. The Bank’s loan portfolio primarily consists of conventional mortgage loans, which are
loans that are neither insured by the Federal Housing Administration (the “FHA™) nor partially suaranteed
by the Veterans Administration (the “VA™). The Bank’s lending activities are generally conducted in its
primary market area, which is composed of its Community Reinvestment Act area. Borrowers are also
generally based in the Bank’s primary market area.

In order to improve the match between interest-sensitive assets and liabilities, the Bank continues to
emphasize adjustable-rate mortgage loans. Management believes the Bank is one of the leading originators
of residential mortgage loans in its primary market area (see “Primary Market Area”™). The Bank also offers
consumer loans, consisting primarily of automobile, passbook, personal and educational loans.

Massachusetts law imposes various limitations on the amount of loans that may be made by the Bank
to any one borrower, Mortgage loans are generally exempt from these limitations provided they are in
compliance with the terms and conditions set out in the relevant statute for the various classes of mortgage
loans. The Bank monitors the aggregate loans of large borrowers and reports them toits Board of Investment
at all scheduled meetings. As of September 30, 1988, the Bank’s five largest loans or group of loans to a
single borrower amounted to $5.1 million, $3.9 million, $2.2 million, $2.1 million and $2.0 million. The
$5.1 million group of loans consisted of 19 loans to a local real estate developer, which loans are secured
by various residential properties.
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The following table shows the composition of the Bank’s loan portfolio by type of loan at the dates

indicated.
At December 31, At
September 39,
1983 1984 1985 1986 1987 1988
{In Thousands)
Mortgage loans:
RESIACIEIAL.ooovseerrersesreersesssssnrnsesaseeerernesersnnenes 941,688 $39.820 $47,269 § 51,961 $ 56,183 § 63,253
Residential construction, net .....oooviinviiciiinnes 2,276 3,696 6,754 12,777 13,247 23,946
COMMETCIAL 1evieeeereersrvresraee e sraa i res s esnstins 5,980 11,863 13,229 16,927 25,223 17,713
Commercial construction, net.... 1,350 4,072 8,818 8,343 5,301 5,670
HOme quity e rvieemeisensennnn e — -— 658 3,719 4,700 6,389
Second MOTTEAEES ..oovviiresieersrenssesiamerenarasasserasin 1,634 2417 2,847 1,980 1,503 1,362
Total mortgage loans........ocoivenncmiieas 52,926 61,870 79,575 95,707 106,157 118,333
Less unadvanced loan funds.....ccoooveeervvecrnnenee_(1,872) (3,025) (6,084) {7,345) (5,816) {5,683}
Mortgage L0ans, Net ..o 51,054 58,845 73,491 88,362 100,34} 112,650
Commercial loans: -
SEEUTE 1rvvroreersseseseessneersiesssssassressecracesecmsssinssmene 1,318 2,270 3,488 5,767 693 464
Total commercial I0ans. ... eeinnn 1,315 2,270 3,488 5,767 693 464
Consumer loans: :
Personal installment ... 2,416 2,770 3,531 4,075 3,747 3,561
B LCALION. ¢ vrvvreeeereeeseeresnrrrseneeseeevarnrsneseseessiisisen 989 1,283 i,325 1,230 1,i12 874
Passbook and stock secured ... 736 878 427 147 20 3
Revolving credit oo 320 648 1,390 757 810 723
Total consumer LOARS.. o v eriniiraeesmcniinn 4,461 5,579 6,673 6,209 5,689 5,161
TOtAL bORNS ..o vererereeersessssssssnsenssssennnrneniees 90,830 66,694 83,652 100,338 106,723 118,275
Less:
Deferred 10an f6eS, NEL.. .o — — — — — (E79)
Allowance for possible loan losses.......ccccoeeinins (148) (182) (287} {1,008) (525) {602}
LOANS, NEL..reectireieeseceeersbsrsssanses e nrssssssases $56,682 $66,512  $83.363 $ 99,330 $106,198 $117,494

The following table sets forth at September 30, 1'9.?._88 all mortgage loans by categories of weighted
average annual yield and as percentages of the Bank’s net mortgage loan portfolio.

Weighted
Ly Percentage Average
Amount of Total Annual Yield
_ . : (Doltars in Thousands)
14.01% and above ..ovreeeeerrerirrereeeeeiiieee $ 253 0.2% 15.07%
13.019% t0 14.00%.....oovverriiniieiiecnnes - 1,361 1.2 13.62
12.05% t0 13.00%.crv.eevemmeirerereecrnenrenns . 2,888 2.6 12.66
11.01% t0 12.00%.cccirieiiiiiinnieeen i e - 22,820 20.2 11.56
10.01% to 11.00%....coooiir i - 41,539 36.9 10.76
9.01% to 10.00%..ceeriiinneniienne 20,358 18.1 9.67
8.01% 10 9.0090.....oeoeererericeerinrnmnaeese: 9,227 8.2 8.68
8.00% and Below . o 14,204 12.6 7.49
Mortgage 10ans, Net.....cocrvwrervernnrs $112,650 100.0% 10.23%

Residential Real Estate and Construction Loans. The Bank makes both fixed and adjustable-rate loans
on one-to-four family residential properties with loan-to-value ratios of up to 90%. As a general rule, the
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Bank requires private mortgage insurance if the loan-to-value ratio exceeds 80%. The Bank charges a one-
point origination fee on its residential mortgage loans. As of September 30, 1988, residential mortgage
loans represented 75.5% of the Bank’s total loan portfolio.

Since the carly 1980’s, the Bank has been emphasizing single-family residential mortgage loans which
provide for periodic adjustments to the interest rate. Such loans amounted to approximately 77.0%, 64.1%,
83.2% and 63.2% of the permanent, single-family residential loans originated by the Bank in 1985, 1986,
and 1987 and the nine months ended September 30, 1988, respectively. The percentage decrease in 1986
was due to consumer preference for fixed-rate loans in the lower interest rate environment that existed
" throughout most of that year. However, $13.3 million of $17.9 million in fixed-rate loans originated during
1986 were sold on a 95% participation basis to the FHLMC and the servicing for such loans was retained
by the Bank. The Bank intends to utilize such market to the extent that it has conforming mortgages or as
appropriate. Presently, a number of residential mortgages originated by the Bank in its primary market
area exceed $250,000. Such mortgages are characterized as “jumbo mortgages™ and do not conform with
the requirements of the secondary FHLMC market. Therefore, as a matter of policy, all jumbo mortgages
are originated on an adjustable-rate basis for the Bank’s own portfolio.

- The loans currently emphasized by the Bank have up to 30-year terms and an interest rate which
adjusts each one to three years in accordance with an index based on securities issued by the United States
government.: There is a 2% cap on any increase or decrease in the interest rate per year and there is a 6%
lifétime cap'on loans that are adjusted each year. The three-year indexed loan has a cap of 3% per
adjustment and a 6% lifetime cap.  The Bank offers discounts on the interest rate of its adjustable-rate
mortgage prodiicts of up to 200 basis points which remains in effect until the first adjustment date.

Adjustable-rate mortgage loans decrease the risks associated with changes in interest rates, but involve
other risks because as interest rates increase the underlying payments by the borrower increase, thus
increasing the potential for default. At the same time, the marketability of the underlying collateral may
be adversely affected by higher interest rates. These risks have not had any adverse effect on the Bank to
date.

The Bank continues to originate long-term, fixed-rate mortgage loans in order to provide a full range
of products to its customers. At September 30, 1988, approximately $25.4 million or 35.8% of the
permanent, single-family residential loans in the Bank’s loan portfolio consisted of loans which provide for
fixed rates of interest. Although these loans provide for repayments of principal over a fixed period of up
to 30 years, it is the Bank’s experience that such loans have remained outstanding for a substantially shorter
period of time. As of September 30, 1988, the average size of a residential mortgage loan was $54,000.

As of September 30, 1988, residential construction loans consisted entirely of single-family homes at
various stages of completion by local builders and the average size of a residential construction loan was
$228,000. '

Commercial Real Estate and Construction Loans. The Bank originates mortgage loans for acquisition
of existing commercial real estate properties such as apartment buildings and condominiums and, to a
lesser extent, office buildings, industrial buildings, warehouses, small retail shopping centers and various
special purpose properties, including motels and theaters. Although terms vary, commercial real estate
loans secured by existing properties generally have maturities of 30 years or less and interest rates which
adjust annually in accordance with a designated index, with no limit on the amount that the interest rate
can increase over the life of the loan. As of September 30, 1988, the average size of a commercial real
estate mortgage loan was $268,000. All loans are made with respect to properties in the Bank’s primary
market area.

Construction loans for commercial properties are generally made as 12-month demand notes with
interest adjustments and principal reduction required at the conclusion of the 12-month period until the
property is sold or permanently financed. Included within the commercial construction loan category are
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§1.4 million and $850,000, cach secured
e size of a commercial real estate

three area bank participation loans in the amounts of $ 1.9 rittion,
by a first mortgage on local condominium developments; The averag
construction loan, as of September 30, 1988, was $1.1 million.

Commercial Lending. The Bank makes loans 10 l;jcél::' sinesses in its market area on a secured basis.
The Bank generally requires personal guararitees from the principals of any corporation to which it extends

Consumer Lending. The Bank- offers automobile loans; home improvement loans, government-
-guaranteed education loans, mobile home loans (for those permanently stationed in mobile home parks),
passbook and stock secured loans, and both secured and unsecured personal loans. At September 30, 1988
the Bank’s consumer loan portfolio totaled $5.2 million (¢ [usive of its second mortgage loans and home
equity lines of credit, which are included for financial statenient purposes with mortgage loans), representing
approximately 4.4% of its total loan portfolio. From tifme to.timé, the Bank sells its student loans n the
secondary market. 7 i EIRT T o

Commercial, construction, and consumer lending may entail significant additional risks compared to
residential mortgage lending. Commercial and construetion loans may involve large loan balances to single
borrowers or groups of related borrowers. Tn addition, the payment experience on loans secured by income-
producing properties is typically dependent on the Su_(':_'c;:é_:s::sfﬂ_ operation. of the properties and thus may be
subject to a greater extent to adverse conditions in the real estatc market or in the economy generally.
Construction loans may involve additional risks because the uncertainties inherent in estimating construc-
tion costs, delays arising from labor problems, material shortages, and other unpredictable contingencies
make it relatively difficult to evaluate accurately either the total loan funds required to complete a project
or related loan-to-value ratios. Because of these factors, the analysis of prospective construction loan
projects requires an expertise thatis différent i significant respects from the expertise required for residential
mortgage lending. Consumer loans; particularly unsecured: personial loans; may involve additional Tisks
because it can be expensive and time consuming to recover such loans in the event of default. i

Origination, Purchase and Sale of Loans. Appiicﬁt’i'dn_é_fdif all types of 1oans are taken at 'ihe'B'ank;"s'

main office in Hingham and at all of the Bank’s branch offices.. The processing of all loan applications'is
centralized at the Bank’s main office. Residential loan ‘applications are primarily attributed to referrals
from real estate brokers, whom the Bank actively solicits; and to.a fesser extent, builders, existing custorners
and walk-in customers. Commercial real estate applicationisare obtained primarily from previous borrowers,

direct contact with the Bank and referrals. Commercial business applications are: primarily: obtained

through existing customers and walk-in customers who have been made aware of the Bank’s programs by

its advertising, The Bank has recently started an officer call program as a further means of producing
applications for the Bank’s loan programs. L S T S

Loans may be approved by certain loan officers withi esignated limits, which are established and
modified from time to time based on the officers’ expertise and expericnce. All loans are presented to and
approved by the Bank’s Board of Investment at regularly scheduled meetings. Management is in the process
of forming a senior loan committee. “This committee’s aggregate single borrower loan limitations will be
established by the Board of Investment and. will require a majority approval by the committee members
before an application is approved. - All loans that exceed the aggregate limitations established for-a single

borrower will require Board of Inygst_rﬂe'n_t;appfoval_ before commitment.

_ : ) on in its loan portfolio and not for sale in'the
secondary market. Beginning in 1982; however, the Bank began selling on a 95% participation basis the
long-term fixed-rate loans it originates to the b _ T : _
with including whole loans in its portfolio.. The Bank underwrites individual fixed-rate residential-loafis
pursuant to standards established by the FHLMC. All:_o’ﬁt_he‘*p‘art’i'cipati()ns sold are on a service-rétained
basis. enmbmaahe e RN
In July of 1988, the Bank purchased approximately § I{ .0 million of one-year adjustable-rate residential
mortgage loans secured by owner-occupied properties located throughout New England from a national

Historically, the Bank has Griginated loans for inclusi

FHLMC in order to avoid the interest rate risks associated

30 0




mortgage banking firm. This purchase was consammated in order to increase the sensitivity of the Bank’s
loan portfolio to changes in interest rates. The servicing for those loans is performed by the seller. Future
purchases, will be undertaken when, in the opinion of management, loan demand in the primary market is
insufficient to maintain appropriate levels of adjustable rate mortgage loans. The funding for the above
purchase was provided through a six month fixed-rate advance from the FHLB of Boston. 'The rate is
8.25% and the advance matures on January 13, 1989, The management of the Bank intends to pay the
advance in full on its maturity date.

The following table sets forth loan origination, ‘sale and repayment activities during the periods
" indicated.

. Nine Months
Years Ended December 31, Ended September 30,
1985 1986 1987 1987 1988
(Dollars In Thousands)
Total loans at beginning of year............. $ 69,719 § 89,736  $107.683  $107.683 §i 12,539
Loans originated:
Residential mortgage loans:
Fixed-rate....c..ooveveiieeerrvneenn e 8,081 17,884 5,745 5,306 11,455
Adjustable-rate...........ococovcveeerin 27,069 31,974 28,518 20,359 19,662
Total residential mortgage loans..... 35,150 49 858 34,263 25,665 31,117
Commercial mortgage ......coecoveeevvann.. 10,404 11,384 5,197 4,293 2,860
Commercial ........coeeviveveeeeeeeveeen e 3,082 2,874 244 211 24
CONSUIMET «ovveieeee oo, 7,894 6,528 6,028 4,037 5,760
Total loans originated ..................... 56,530 70,644 45,732 34,206 39,761
Loans sold ...cccecoiieeieeiee e, {5,247) (13,294) (1,162) (1,162) (332)
Loans charged off .........cocooveeeeeveiiven, (3) (10) (1,523) (119) 219
Loan repaymentS........ccoeeveevveereennnnnn. (31,263) (39,393) (38,19D) (29,975) (27,791)
Total loans before net items ........... 89,736 107,683 112,539 110,633 123,958
Less:
Unadvanced loan funds.....occ.oooov.oon. {6,084) {7,345) (3,816) (5,203) (5,683
Deferred loan fees, net........ovvveveeveon.. _ —_— —_ —_— (179)
Allowance for possible loan losses...... (287) (1,008) (525) (1,699) (602)
Loans, net at end of year.......o.o......... $83,365 $ 99,330 $106,198  $103,731  $I1 7,494

Loan Rates and Fees. Interest rates charged by the Bank on its loan products are based upon the type
of loan, the degree of risk, competitive market rates, and the collateral. Fees charged are also based upon
these same factors, and are further subject to the limitations imposed by the regulations of the Commissioner.
The Bank has adopted the provisions of FASB 91, as issued in December 1986, for lending transactions
initiated and commitments granted on or after J anuary 1, 1988. Accordingly, loan originations and
commitment fees and certain direct loan origination costs are being deferred, and the net amount amortized
as an adjustment to the related loan’s yield. The Bank is generally amortizing these amounts over the
contractual life of the related loans. In 1987 and prior years, the Bank recognized loan origination and
commitment fees as income in the period the loan or commitment was granted to reflect reimbursement
of the related costs associated with originating those loans and commitments. As a result of adopting this
change in accounting, as of September 30, 1988, the Bank has deferred net loan fees of $179,000 that would
have otherwise been reflected as income. As of September 30, 1988, approximately $85.1 million or 72.5%
of the mortgage loans included in the Bank’s financial statements were accounted for under the prior policy.
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Asset Quality

General. 1t is the Bank’s policy to manage its loan portfol so as to recognize problem loans at an
early stage and thereby minimize losses,. As a matter of policy, the Bank commences collection procedures
on real estate and commercial loans once a loan payment 5 days past due and on other loans once a
loan payment is more than 10 days past due. A detailed List of loans 90 days or more contractually past
due is reported to the Board of Trustees at its quarterly meetings. ‘Generally, it is the policy of the Bank
not to accrue interest on loans 90 days or more contractually. past due, or when, in the opinion of
management, the collectibility of the principal or interest becomes doubtful.

Real estate acquired by the Bank as a result of foreciosure or by deed-in-lieu of foreclosure 1s classified
as other real estate owned until it is sold: When properfy:is?écquired, it is recorded at the lower of carrying
or market value at the date of acquisition'and any writédown resulting therefrom is charged to the allowance
for possible loan losses. Interest accrual ceases on the date of acquisition and all costs incurred from that
date in maintaining the property. are expensed. s

Non-performing Assets. The folIdWin'g_: table set_é fi -'ﬂ_féi‘mation with respect to non-performing

assets at the dates indicated. e

AL i)ééember 31, At
" T _ September
1983 1984 1985 1986 1987 1988
L _ 3 ' (Dollars in Thousands)
Accruing loans which are 90 days ~
or more contractually past due: c _- o B
Residential real estate loans...~ § 11* § = ‘$ 56 $ 207 $ 817 $719
Commercial real estate loans. . — e e — S
Consumer 10ans ..............inei- 10 s 38 22 .20
Commercial business loans .... 49 200 — — — e
B Lo 175) VOt 70 2500 11 245 '
Non-accrual loans: L g
Residential real estate foans... = .- L3750 — —

Commercial real estate loans. ==
Consumer L0ans.......oevriiesionis St

Commercial business loans ... o 2,529

Total .ooeeeiieeieereeen e — 2,529

Total non-performing loans: SRR

Residential real estate loans... 11 w56 207
Commercial real estate loans. - — = o —
Consumer 10ans. ... 10 21 38
Commercial business loans ... .49 200 2,529

TOtl oo seeeiicinei - $.70 © $1,400 © § o

Ratio of total non-performi'ﬁgfl'.
loans to total loans ...
Total other real estate owned, net
of related reserves......... RS
Ratio of total non-performing: .
loans, including other real estate: . i R
owned to total loans, including: it o
e 2% 20 10%0

S09% - 2.76%

$1,347 81,627

other real estate owned ... G 0 1.68% 4.32% i.93% '-.;.2'_44%
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Total non-performing loans, including other real estate owned, equalled 1.68%, 4.32%. 1.93% and
2.44% of the Bank’s total loan portfolio, including other real estate owned, at December 31, 1985, 1986,
1987 and September 30, 1988, respectively. Since 1984, the Bank’s total non-performing assets have been
materially affected by two groups of loans.

The first group of loans relates to real estate loans extended to two individuals in 1984 for the
construction of three residential condominium units in Cohasset. The Bank extended additional credit as
the builders expanded their plans into a two-phased development, ¢ach phase to include the construction
of nine residential condominium units. The nine units from the second phase remained to be completed
and sold when a dispute between the builders halted: further development. At such time, the Bank had
loans outstanding on the project of $1.3 million. The Bank accepted a deed-in-lieu of foreclosure and
carried the units as other real estate owned as of December 31, 1985 and 1986. The Bank sold two units
to individuals and seven units to a single real estate investor and recorded a loss of $82,000. The Bank
extended credit in the form of seven individual loans to such investor. One unit was sold, but the other
six loans became delinquent during 1987. As of December 31, 1987, $817,000 of these loans were
contractually past due 90 days. As of September 30, 1988, all six loans, amounting to $1.2 million, were
placed on non-accrual. The Bank is in the process of foreclosing on the six properties. A recent appraisal
valued the properties in excess of the Bank’s cost, and, while no assurances can be given, management
anticipates minimal loss, if any, on the credit.

A

The second group of loans relating to certain commercial business loans were extended to a Hingham-
based marine dealership in 1983. As collateral, the Bank received and recorded filings on various boats,
marine equipment and accounts receivable. This credit relationship continued in a generally satisfactory
manner until June of 1985 when the borrower failed to file the required current financial statements;
however, payments did continue on a less than timely basis. In September of 1985, an inventory check by
bank personnel revealed that various boats were missing for which the Bank held the Certificates of Origin.
In April of 1986, the Bank acquired second mortgagés on each of the three principals’ residences as
additional collateral. Occasional and late payments of principal and interest continued until the last quarter
of 1986, at which time payments stopped completely. The borrower met with the Board of Investment of
the Bank in December of 1986 and gave assurances of its ability to resume contractual servicing of its
indebtedness based upon a commitment that it received for additional financing from another bank. Such
financing commitment was terminated in January of 1987, Subsequently, the borrower ceased all business
operations. In February of 1987, the Bank took possession of all remaining collateral, and it completed
liquidation activities in mid-1988. Loan balances totaled $2.5 million when the liquidation of collateral
began in 1987, Specific provisions for possible loan losses amounting to $630,000 in 1986 and $705,000
in 1987 were recorded. Proceeds of the liquidation totaling $1.1 million were applied to the loan balances.
During October of 1987, $1.4 million, which represented the remaining balance on the marine dealership
concentration, was charged off. All accounts are now closed on the matter and management believes that
any further recovery will not be material.

Excluding the residential real estate loans on the Cohasset development and the commercial business
loans extended to the marine dealership, total non-performing loans, including other real estate owned, as
a percentage of total loans, including other real estate owned, would have been 0.09%, 0.25%, 1.17%, and
1.43% at December 31, 1985, 1986, 1987 and September 30, 1988, respectively. .

In addition to the above-mentioned loans, the Bank carried two commercial real estate loans to a single
borrower totaling $717,000 on non-accrual as of December 31, 1987. The total includes a $320,000 loan
on a business condominium located in Quincy, Massachusetts. The Bank foreclosed on the business
condominium during the nine months ended September 30, 1988, and charged off $100,000 of the loan.
While this loan is therefore included as other real estate owned at September 30, 1988, the Bank has since
entered into a purchase and sale agreement for $255,000, which sale occurred on November 1, 1988.
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The other commercial loan included in the $717,000 to the same borrower is a $397,000 loan secured
by approximately 13 acres of land and buildings located in Kingston, Massachusetts. Negotiations regarding
the sale of the Kingston property are in progress. While no assurance can be given as to the actual proceeds
from any sale, the Bank does not anticipate a loss pursuant to any sale as a result of those negotiations.

Allowance for Possible Loan Losses.. Possible losses on loans are provided for under the reserve method
of accounting. The adequacy of thé allowance for possible: losses. is gvaluated on a regular basis by
management. Factors considered in evaluating the adequacy of the allowance include previous loss
experience, current economic conditions and their effect on borrowers and the performance of individual

“loans in relation to the contract terms: The provision for possible loan losses charged to operating expense
is based upon management’s judgment: of :the amount:hecessary to maintain the allowance at a level
adequate to absorb possible losses. Loan losses are charged against the allowance when management
believes the collectibility of the principal is unlikely. = oo

The following table sets forth an analysis of the ce for possible loan losses for the periods

_'z_ill_owan.
indicated. -

i Chke Nine Months
Yeéars Ended December 31, Ended
I September 30,
2 1988 1986 1987 1988

1983 1984
71 (Dollars in Thousands)

Average loans outstanding............. $54937 $6L,179 = $72,483 $91,158 $101,646 $108,974
Balance at beginning of period...... $. 88 $ 148 $ 182 $ 287 § 1,008 $ 523
Provision for possible loan losses.. 74 59 07 723 1,038 283
Recoveries on consumer loans o o
previously _charged off o 5 1 _ 8 2 13
Loans charged off: S IETR A
Commercial real estate loans..... — S o— — -(82): - . (100)
Commercial business loans........ (7 ) — L (1,400) 0 (93)
Consumer loans ........ccoeeevrinneens (12) 24y 3 (10). . (A1) (26)
Total loans charged off .......... 19 @h 3 (10) (1,523 @19
Net charge-offs ....coovrveereerererrecnens 14y @3 (D ) (1,521 i (206)
Balance at end of period............... $ 148 § 182§ 287 $ 1008 $ 525§ 602
Ratio of net charge-offs to average . S ' L
outstanding loans(1)......cccoeevieens 03% — % 1.50% - .25%
Ratio of allowance for possible ' L I £
loan losses to total loans at end A B
of Period ...ccccvvvececcniiiinrreieeens o n26% 27% L -34% 1.00% A% - .51%

(1) Annualized for the nine months er_lded'E Septembe?_.’af'

Investment Activities

: -and agency obligations, investment grad_ej'_ éo%pOIate

securities, money market instruments, corporate equities-and other authorized investments. . The Bank’s

investment portfolio is managed by_.seni_dr_ officers w1ththe counsel of an independent inVe’str_nept:_gd'\'f:_iso_r.
The portfolio is managed according to the.i‘ﬂvestmenp-p_'o[i,_qy_}approved by the Board of Investment on May
19, 1988 and the strategies reviewed by it periodically. 'At September 30, 1988, the carrying value of the

Bank’s investment portfolio totaled $23.7 million which represented 16.1% of the Bank’s total assets.

The Bank invests in United Statesf--governmenf

The Bank’s investment policy has been written 'to'pfio'vide flexibility in the types of securities purchased
by the Bank depending on a number of factors including the outlook for interest rates, the size of the gap
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between interest-sensitive assets and interest-sensitive liabilities and the liquidity requirements of the Bank.
The objectives of the Bank’s investment policy are to provide carnings, diversification of assets and
liquidity. Various maximum investment limitations for any one issue of an investment security and
aggregate investment limitations for particular types of investment securities are outlined in the policy as
well as the Bank’s investment limitations in the equities of individual companies.

The following table sets forth the carrying value and market value of the Bank’s investment portfolio
at the dates indicated.

At December 31, At
September 30,
1985 1986 1987 1988

Carrying Market Carrying Market Carrying Market Carrying Market
Value Value Value Value Valae Value Value Value

{Dollars In Thousands)
Short-term investments:
Federal funds sold ........oooeiiiiiviiecenee. $ 5850 % 5850 § 1,109 $ 1,109 § 3,225 $ 3,225 $ 1,963 § 1,963
Interest-bearing deposits .........occ........ 2,499 2,499 1,000 1,000 1,500 1,500 2,000 2,000
Total short-term investments ......... $ 8349 § 8,349 $ 2,'109 $ 2109 $ 4725 $ 4,725 $ 3,963 $ 3963
Percent of total assets....ocvvvvieeeivieeennins 7.5% 1.6% 3.5% 2. 7%
Investment securities: :
U.S. Government ..o $ 1,513 5 1,543 $ 3017 $ 3062 3 — $ — § 1,502 $ 1,481
Federal agency obligations ................. — —_ 5,629 5,707 4,555 4,546 7,086 7,006
Public service obligations................... 4,566 4,077 2,017 1,868 1,546 1,377 851 700
Banking and finance obligations ........ 5,035 5,091 8,781 8,851 7,099 6,992 5,693 5,622
Other bonds and obligations .............. 1,597 1,601 2,395 2,380 2,780 2,742 2,759 2,743
Total bonds and obligations ........... 12,711 12,312 2_1,839 21,868 15,980 15,657 17,891 17,552
Mortgage-backed investments............ 1,635 1,556 750 731 688 596 639 565
Marketable equity securities: _
Preferred stocK ..oovvveeeriniceecnieene, 238 193 517 436 299 259 125 110
Common stOCK ...ovvvveveeeiecee e, — — 134 118 126 96 311 288
Total marketable equity securities.. 238 193 6351 554 425 355 436 398
Less valuation allowance for
marketable equity securities........ (45) — {97) — {70} — {38) —
Marketable equity securities, net.... 193 193 554 554 355 355 398 398
FHLB Stock.....cooiicrecireeeececnens — — 570 570 570 570 800 800
Total marketable and other equity
SECUNMLIES 1. ene e 193 193 1,124 1,124 925 925 1,198 1,198
Total investment securities............. $14,539  $14,061 $23,713 $23,723 $17,593 §$17,178 $19,728 $19,315
Percent of total assets........coovvvevsnerviionns 13.1% . i8.0% 13.1% 13.4%
Total investment portfolic..........e.n.n.. $22,888 322,410 $25,822 $25.832 $22.318 $21,903 $23,691 $23.278
Percent of total assets 20.6% 19.6% 16.6% 16.1%
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The following table sets forth certain information Concerm:ng the contractual maturities of short-term
1nvestments and bonds and obligations as of the dates 1nd1 ; ST

3 " At
September 30,
1987 1988
Percentage of short-term investments
and bonds and obligations maturing: e
Within 1 Year ........ccooeennneniienene 64.4% .- 24.0% 51.5% 65.8%
After 1 year but within 5 years ....... _ 21'.9_' £570.4 39.6 28.5
After 5 years but within 10 years..... 225 5.1 4.8
AFEET 10 YEATS ccvveerreerereeserssensaei o109 3 3.8 0.9

100.0% 100.0% 100.0%

Total oo reeesrsseentis e 10000%

Weighted average life to maturity (ex— -
pressed in years) of short-term invest- ':
ments and bonds and obligations....... 2, 52 s 1.98 1.37 IRY

The following table sets forth, as of September 30 1988 the carrying value, estimated market value,
weighted average contractual maturity: and weighted: average vield of bonds, obligations and mortgage-
backed investments in the Bank’s investment securities portfolio:

L Weighted
B Average
. © Estimated Contractual Weighted
Carrymg Market Maturity Average
Value .j Tl Value (Years) Yield .
e e (In Thousands) h _
U.S. Government and federal agencies.. $ 8,588 - $ 8,487 0.99 7. 64% B
Corporate and othér........... e 9,942_ . - 9,630 2.69 7.38
Total bonds, obligations and mortgage- _ S
backed investments ......c.ccoooecceenninnne $18, 530 $18,117 1.90 7;42_

The following table sets forth certain mformat:on w:th respect to securities of issuers exceechng 10%
of the Bank’s net worth, as of September 30, 1988. S

Weighted

S Weightet.i. Average:. .\,
Carrylng - Market Average " Maturity .
Issuer Value. . - Value Yield (Year's)_f o
N (Tn Thousands) . '
Federal Home Loan Bank.......coooooivvneen. 52, 035 $2,015 7.70% 1.23
Federal Farm Credit Banks............. e 40935 4,055 7.35 0.86
Ford Motor Credit Co. ........... e 1,909 1,896 6.92 0.44

_ Transcontinental Gas Pipeline.....i. 1,203 1,201 8.11 0.17 5
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Sources of Funds

General. Deposit accounts of all types have historically constituted the primary source of funds for
the Bank's lending and investment activities. To a lesser extent, the Bank also derives funds from
amortization and prepayments of outstanding loans, sales of investment securities and loans and borrowings
from the FHLB of Boston. The availability of funds is influenced by prevailing interest rates, competition,
and other market conditions.

Deposits. The Bank’s current deposit products include regular and special notice accounts, demand
accounts, NOW accounts, money-market accounts and certificates of deposit ranging in terms from ninety-
one days to three and one-half years. Included among these deposit products are Individual Retirement
Account Certificates and Keogh Retirement Certificates (collectively “retirement accounts™). The Bank’s
consumer deposits are primarily attracted from customers in the Bank’s primary market area. The Bank
also accepts deposits through its five ATMs. It is also a franchisee of an ATM network which has over
20,000 ATMs located throughout the United States and in Canada. However, the Bank does not receive
deposits by way of this network. The Bank does not solicit deposits outside its market area, accept deposits
from money brokers or use premiums to attract deposits.

In recent years, market conditions have caused the Bank’s mix of deposits to shift into short-term
accounts, money-market accounts, and other savings alternatives which may be more responsive to changes
in market rates of interest than passbook accounts and longer maturity, fixed-rate certificates, which
historically have been the Bank’s primary sources of deposits. The shifting of deposit mix has primarily
resulted from the elimination of regulatory rate ceilings on various types of deposits offered by financial
institutions such as the Bank. The deregulation of various controls on insured deposits has allowed the
Bank to be more competitive in obtaining funds and has given the Bank greater flexibility to reduce deposit
outflows, but has also resulted in a more volatile cost of funds. The Bank’s cost of funds, and its ability to
attract and maintain deposits, have been, and will continue to be, significantly affected by economic and
competitive conditions.

The following table shows the deposit accounts of the Bank by classification of deposits at the dates
imdicated.

At December 31,
At
September 30,
1985 1986 1987 1938
Weighted
Percent Percent Percent Percent Average

of of o of Interest
Amount Total Amount Total Amount Total Amount Total Rate

(Dollars in Thonsands)

Demand ... cevvcmennvirninii. 3 2,492 25% % 3,999 33%% 3,318 2.7%% 3,696 3.0% —U%
NOW Lot 3,315 5.2 5,821 4.8 8,187 6.7 7,i13 5.7 5.20
Money-market deposits.......... e 35784 352 37,354 309 32,096 261 29,447 237 6.55
Regular and special notice................ e 20,166 199 23438 194 26,661 217 27,663 222 5.68
Total non-certificate accounts............. 63,757 628 70,612 584 70,262 572 67.919 54,6 5.70
Term certificates:
Less than $100,000 ..o, 34,504 34.0 43,524 360 45,867 374 49,340 397 8.38
$100,000 and OV . ..o, 3,252 32 6,714 5.6 6,659 54 7,084 5.7 8.08
Total term certificates ..... . 377756 372 50,238 416 52,526 42.8 56,424  45.4 8.34
Total deposits..........cccoovcnivcecncreinen. $101,513 - 100,0% $120,850  100.0% $122.788 100.0% $124,343 100.0%  6.90%
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_artificates by maturity and interest rate

The following table presents an analysm of the Bank’ _
category at September 30, 1988.. R

September 30, 1988

. : o After
BT TN § " Two Years
Lo Within Through. - Through After
. One Year Twg Years “Three Years Three Years Total

o ' : “--(In Thousands)
Term certificates with rates: o

under 6.99% ....ooeoeererirererniens F SNl S $ e $ — $ 1,162

7.00% t0 7-99%.c.coreerereeerenrrnnn. Ll 20816 34 1,062 - 25,294
8.00% t0 8.99%.......cccnveneees i 5,164 075 4,728 2,522 14,972
9.00% t0 9.99%....cocuurencnns e L4l 1781 — — 3,522
10.00% to 10.99% 8,091 71,149 — — 9,240
11.00% to 11.99% 2,234 0 — — 2234

L $39,208 $"sf§04_.___ §5.790  $2,522  $56,424

At September 30, 1988, the Bank had:' 'utstandmg $7 1 mllhon of term certificatés in amounts of
$100,000 or more, maturing as f‘ollows ' o

S Amount e
Period Emimg : ) : : in Thousands
September 30, 1989 ......... ‘ e 85,006
September 30; 1990...... 1,143 -
September 30, 1991..... 428
Thereafter............ccoeenins s S 507

Total for all matumles...'::....'.--..-.'.'. ...... $7,084

Borrowings

The Bank has been a member of' the FHLB of Boston since August 5, 1986. Asa member the Bank
may borrow from the FHLB of Boston amounts which under presently apphcab]e guidelines could be up
to $44.0 million. This arrangement allows thé Bank to obtain ‘ddvances from the FHLB of Boston rather
than relying on commercial bank lines of credit. At September 30, 1988, the Bank had $10.0 million in
borrowings from the FHLB of Bostomn, all of ‘which are_ secured See “Lending Actlwtles——-Ongmatlon
Purchase and Sale of Loans” above.: R : ¥

Competition

Competition with the Bank for deposuts has trad:tmnally come from other thrift mstltutlons and from
commercial banks located in its market area. The Bank retains it$ strong competitive position by prowdmg
a full range of deposit products,: offering- competitive rates, and by supporting a strong network of
conveniently located branches with extended banking hotirs; In addition, the Bank is a member of three
ATM networks which provide customers access to their accounts from ATMs located throughout the United
States and in Canada. The Bank-has a: compet:tlve advantage over commercial banks and various:other
financial institutions because its deposrtors funds are fully. lnsured by the FDIC and the Central Fund

Competition for real estate loans is based pnmarxly on 1nterest rates, fees, and the quahty Of serv1ce
provided to borrowers and real ‘estate brokers. Prin¢ipal ¢ompetitors for loan originations’are savings
banks, mortgage banking companies, and commercnal banks. The Bank is recognized in its market area as
the leading provider of mortgage funds. Competition for consumer and commercial loans (:omes from
commercial banks, savings banks, and other financial service organizations. N
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Recent legislation permitting interstate banking in the New England area has significantly increased
the competition faced by the Bank. Bank regulation is undergoing significant change with an increased
number of bank mergers and acquisitions, changes in the products and services banks can offer and
involvement in nonbanking activities by bank holding companies. Although recent legislation and
regulations have expanded the activities in which savings institutions may engage, the same legisiation has
reduced or eliminated some of the competitive advantages which savings institutions formerly held over
commercial banks, such as interest rate differentials which permitted savings institutions to offer a higher
rate of interest to attract deposits. There are a number of pending legislative and regulatory proposals that
may further alter the structure, regulations and competitive relationships of financial institutions.

Personnel

At September 30, 1988, the Bank had 45 full-time employees and 10 part-time employees. The Bank
provides its full-time employees with a comprehensive range of employee benefit programs, including a
profit sharing plan, a pension plan and life, health, travel accident and long-term disability insurance. None
of the employees of the Bank are represented by a labor union or other collective bargaining group, and
management believes that its employee relations are very good.

Banking Premises

The following table sets forth certain information r'élating to real estate owned by the Bank at September
30, 1988, :

Net

. Year Book Value
Location Aequired (Thousands)
Main Cffice:
55 Main Street
Hingham, MA 02043 ...........ccceon. Hingham 1950 $ 96
Branch Offices:
37 Whiting Street
Hingham, MA 02043................ evvenee South Hingham 1979 339
788 Washington Street '
Hanover, MA 02339 ..o, Hanover 1974 68
401 Nantasket Ave, _
Hull, MA Q2045 Hull 1976 88
Drive-up:
Central Street
Hingham, MA 02043......ccocvveeeeen. Hingham 1974 49
3640

|

The Bank’s main office in downtown Hingham has a full service banking office with one ATM, a nearby
drive-up facility, a mortgage and loan center, administrative offices and an operations center.

The Bank entered into a purchase and sale agreement to purchase an office building located immediately
adjacent to the Bank’s headquarters, The Bank expects to consummate the transaction sometime in
December 1988 for total consideration of $950,000. The Bank intends to expand its headquarters to
include the building and plans to renovate the two buildings to create one complex with interior access
from building to building.

Legal Proceedings

The Bank from time to time, and currently, is involved in various legal actions incident to its business.
None of those actions are believed to be material, either individually or in the aggregate, to the financial
condition of the Bank.
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POWERS AND REGULATION

General

The Bank is extensively regulated under federal and state law. To the extent that the following
information describes statutory or regulatory provisions; it is qualified in its entirety by reference to the
particular statutory and regulatory provisions. . Any change in applicable law or regulation may have a
material effect on the business and prospects of the Bank. The operations of the Bank may be affected by
. legislative changes and by the policies of various regulatory authorities.

This regulation is intended primarily for the protééﬁoﬁf 6{' depositors of the Bank, rather than the
Bank’s stockholders. RERE

Massachusetis Law

Massachusetts-chartered savings banks; such as the Bank; are regulated and supervised by the Massachu-
setts Commissioner of Banks (the “Commissioner”’).” The Commissioner is required to examine each state-
chartered bank at least once every two years. - The Commissioner’s approval is required to establish or
close branches, merge with other banks, form a bank holding company and undertake many other activities.

Any Massachusetts bank that does not operate in-accordance with the Commissioner’s regulations,
policies and directives may be subject to sanctions for non-compliance. The Commissioner may, under
certain circumstances, suspend or remove trustees, directors or officers who have violated the law, conducted
the bank’s business in a manner which is unsafe, unsound or contrary to the depositors’ interests or been
negligent in the performance of their duties. If the stockholders’ equity of a bank falls below regulatory
requirements, the Commissioner may take various supervisory actions, including, in severe cases, requiring
the merger of a bank with another financial institution, the liquidation of a bank or other supervisory
actions, which could result in the loss by a bank stockh'o_lder of a substantial portion or all of his investment.

Major changes in Massachusetts law in 1982 and 1983 substantially expanded the powers of Massachu-
setts savings banks. First, the powers of Massachusetts savings banks were made virtually identical to those
of state-chartered commercial banks. Second, interstate banking operations were authorized throughout
New England on a reciprocal basis with other New England states. The powers which Massachusetts
savings banks can exercise under these laws are summarized below.

Deposits, Demand, savings and tith_c’_’ 'dc‘posits of aﬁj_i&ind may be accepted.

Residential Mortgage Loans. - A wide variety of mortgage loans may be made in accordance with
applicable regulations, including fixed-rate loans, variable-rate loans, participation loans, graduated payment
loans, construction loans, condominium and cooperative loans and second mortgage leans. Mortgage loans
may be made on real estate in Massachusetts or in another New England state if a bank has an office there
or under certain other circumstances. In addition, certain mortgage loans may be made on improved real
estate located anywhere in the United States. . 3

Commercial Loans. Loans may :bé:"_ﬁjiald'é to corporations and other commercial enterprises with or
without security. With certain exceptions, such loans may-be made without regard to geographic limitations.

Consumer and Personal Loansf._"'f:'(':'(_)f_ns_'_{_i_mer a'n_d_'.:_ﬁé;:'_'r'_sbnai loans may be made without. geographic
limitation and with or without security. - "=~ R

Limitations on Loans to a SingléBorrOWéh Prior tothe Conversion, loanstoa single_bor:ro'v_'vé'r_'géneraliy
are limited to 20% of the Bank’s surplus account. After the Bank has converted to stock fqrm-_,-_ with certain
exceptions, loans to a single borrower generally will be limited to 20% of the total of the Bank’s capital

stock, surplus account and un_diyided proﬁts _

Investments. Debt investments may be made without geographic limitation, subject to the limitations
on loans to a single borrower. Among other permitted equity investments, a Massachusetts savings bank
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may invest up to 15% of its assets in shares of stock listed on a national securities exchange or guoted on
NASDAQ. It may also invest up to 4% of its deposits in preferred or common stock of any corporation
organized under the laws of the United States or of any state, whether or not the stock is listed on an
exchange or quoted on NASDAQ. In addition, Massachusetts savings banks may invest in the stocks of
other banks and bank holding companies located in Massachusetts, subject to certain limitations and the
requirements of the federal and state bank holding company and change in bank control acts. See “ANTI-
TAKEOVER PROVISIONS—Certain Federal and State Restrictions on Acquisition of Stock.”

Branches. With the approval of the Commissioner, bank branches may be established in any city or
town within Massachusetts or, to the extent permitted under the laws of another New England state, in
such other New England state. '

Automated Teller Machines. Massachusetts savings banks may operate ATMs at any of their existing
offices or, with the approval of the Commissioner, anywhere in Massachusetts without geographic restriction.
Sharing of ATMs or “networking” is also permitted with the approval of the Commissioner. Massachusetts
savings banks may also operate ATMs outside of Massachusetts if permitted to do so by the law of the
jurisdiction where the ATM is located.

Interstate Operations. Massachusetts savings banks may establish branch offices and merge with banks
in any other New England state, provided the Commissioner approves such action and provided the other
state authorizes the action. All of the New England states have adopted interstate banking legislation.
Such provisions provide the Bank with a broader range of acquisition and merger opportunities than are
available to thrift institutions in other states which have not enacted comparable legislation.

Foreign Operations. Banks with capital stock and surplus of at least $5 million may also establish
branches in United States dependencies and in foreign countries with the approval of the Commissioner
and compliance with the laws of the foreign location.

Other Powers. Massachusetts savings banks may also engage in the leasing of machinery and equipment,
act as trustee or custodian for tax-qualified retirement plans, provide payroll services for their customers,
issue or participate with others in the issuance of mortgage-backed securities, and establish mortgage
banking companies and discount brokerage operations. Subject to certain limits, a Massachusetts savings
bank may also invest an amount equal to no more than 2% of its deposits in any single investment not
otherwise legally permitted to be made by a bank, and no more than 5% of its deposits in the aggregate for
such investments, provided that any such amounts which exceed 3% of deposits must be invested in
companies organized for the purpose of acquiring, constructing, rehabilitating, leasing, financing and
disposing of housing. This “leeway” authority cannot be used to alter statutory limits on the aggregate
amounts that can be invested in any specific class of investment,

Some of the above-mentioned activities require the prior approval of the Commissioner.

Deposit Insurance: The FDIC and the Central Fund

The Bank’s deposit accounts are insured by the FDIC up to a maximum of $100,000 per insured
depositor. Additionally, deposits in excess of that amount are insured in full by the Deposit Insurance
Fund of the Central Fund.

FDIC. The FDIC imposes an annual assessment of %, of 1% of deposits. Based upon the Bank’s
deposits at September 30, 1988, this assessment would be approximately $104,000. The FDIC issues
regulations, conducts periodic examinations, requires the filing of reports and generally supervises the
operations of its insured banks. The approval of the FDIC is required prior to any merger or consolidation,
or the establishment or relocation of any branch office. This supervision and regulation is intended
primarily for the protection of depositors.

The FDIC has regulations regarding the capital adequacy requirements of FDIC-insured institutions.
These regulations require banks which are well-managed and exhibit no material financial weaknesses to
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have minimum *“primary” capital (as defined by the FDIC) equal to 5.5% of total assets, and “total” capital
{as defined by the FDIC) equal to 6.0% of total assets. At September 30, 1988, the Bank’s primary and
total capital ratios for FDIC purposes were both 7.7%. Assuming receipt of the estimated midpoint pro
forma net conversion proceeds, these ratios on that date would both have been 14.3%. In addition, the
FDIC has proposed new risk-based capital rules which would supplement existing capital requirements, If
adopted, the rules would require FDIC-insired institutions to maintain a minimum risk-based capital ratio
of 7.25% (of which at least 3.25% should be common stockholders’ equity) by December 31, 1990. These
ratios will be increased to 8% and 4%, respectively, by December 31, 1992. Assets and off-balance sheet
items will be assigned to five risk categories, with higher levels of capital required for the categories
perceived as representing greater credit risk. The resulting capital ratios will represent equity and (to the
extent permitted) non-equity capital as a percentage of total risk-weighted assets and off-balance sheet
items. The proposed risk-based capital rules.are designed to make regulatory capital requirements more
sensitive to differences in risk profiles among banks and bank holding companies, to account for off-balance
sheet exposure and to minimize disincentives for holding liquid assets. See “PRO FORMA DATA.”

Any FDIC-insured bank which does not operate in accordance with FDIC regulations, policies and
directives may be sanctioned for non-compliance. Proceedings may be instituted against any FDIC-insured
bank or any director, officer or employee of such bank who engaged in unsafe and unsound practices,
including the violation of applicable laws:and regulations. The FDIC has the authority to terminate
insurance of accounts pursuant to the procedures established for that purpose and to impose civil money
penalties. S HIES TR

Central Fund. All Massachusetts savings banks are required to be members of the Central Fund. The
Central Fund maintains the Deposit Insurance Fund which insures all deposits in member banks not
covered by federal insurance (which, in the case of the Bank, are its deposits in excess of $100,000 per
insured depositor). In recent years, a premium of %, of 1% of deposits not federally insured has been
assessed annually on member banks such as the Bank for this deposit insurance. Puring the past several
years, many member banks have obtained FDIC insurance, thereby reducing substantially the amount of
deposits insured by the Central Fund.. This has resulted in excess amounts accumulated in the insurance
fund, and, as a result, the Central Fund paid special dividends and distributions to member banks in 1984,
1985 and 1986, including a special distribution of $66,000 to the Bank in 1985, in addition to special
dividends of $69,000, $380,000 and $423,000 paid by the Central Fund to the Bank in fiscal years 1984,
1985 and 1986, respectively. These dividends were extraordinary and cannot be expected to occur in
future years. No such dividends were paid in 1987 or thus far in 1988. The Bank continued to pay a
premium to the Central Fund in the years:it received back special dividends.

Federal Reserve Board Regulations

In 1980, Congress enacted legistation which imposes reserve requirements (under “Regulation D) of
the Board of Governors of the Federal Reserve System (the “Federal Reserve”). Regulation D imposes non-
earning reserve requirements on all depository institutions, including the Bank, that maintain transaction
accounts (primarily NOW and regular checking accounts) or non-personal time deposits. These reserves
may be in the form of cash, or non-intérést bearing deposits with the regional Federal Reserve Bank.
Demand deposit accounts, NOW accounts and certain other types of accounts that permit payments or
transfers to third parties fall within the definition of transaction accounts and are subject to Regulation D
requirements. Under Regulation D, the Bank currently must establish reserves equal to 3% of the first
$40.5 million of net transaction accounts, and 12% of the remainder. The reserve requirement on non-
personal time deposits with original maturities of less than 18 months (which include money market deposit
accounts when held by other than a natural person) is now set at 3%. These reserve requirements can be
adjusted (within certain statutory limits) by the Federal Reserve and are subject to certain exemptions set
forth in Regulation D. As of September 30, 1988, the Bank met applicable reserve requirements of the
Federal Reserve. R ERE i
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Interest Rate Regulation

Interest rates payable by the Bank on deposit accounts are no longer subject to federal regulation. In
1980, Congress established the objective of phasing out interest rate regulation of deposit accounts by 1986,
The Garn-St Germain Act of 1982 accelerated the movement towards deregulation of interest rates by
permitting banks to offer money market deposit accounts that are competitive with money market mutual
funds. The Garn-St Germain Act also eliminated, effective January 1, 1984, the interest rate differentials
which had formerly allowed thrift institutions to offer slightly higher interest rates than commercial banks
on most deposit accounts. The last remaining interest limitations on interest-bearing deposits expired on

~ March 31, 1986. However, FDIC regulations prohibit the payment of interest on demand deposits (as

defined by the FDIC). These developments have intensified competition for deposits within the banking
industry and have made it possible for banks to compete more effectively with other financial institutions
for deposit funds. However, these developments may also increase the average cost of funds for institutions,
such as the Bank, that historically have had a low cost of funds.

Restriciions on Payment of Dividends

Under applicable Massachusetts and federal law, the Bank may only pay dividends on its capital stock
if such payment would not impair the Bank’s capital stock and surplus account or reduce its net worth
below the amount required for the liquidation account referred to under “THE CONVERSION—Effects
of the Conversion—Liquidation Rights.” If, on the date of declaration of a common stock dividend, the
ratio of capital stock and surplus to total deposits is less than 10%, there must be a transfer from net profits
to the surplus account before the dividend may be paid. Further, the Federal Deposit Insurance Act
prohibits the Bank from paying dividends on its capital stock if it is in default in the payment of any
assessment to the FDIC.

- Earnings appropriated to the allowance for possible loan losses and deducted for federal income tax

purposes are not available for dividends without the payment of taxes at then current income tax rates.
See “TAXATION.”

Other Aspects of Federal and State Law

The Bank is also subject to federal and state statutory and regulatory provisions covering, among other
things, security procedures, currency transactions reporting, insider and affiliated party transactions,
management interlocks, community reinvestment, truth-in-lending, electronic funds transfers, funds avail-
ability, truth-in-savings and equal credit opportunity.
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TAXATION

Federal ‘Téxation

For federal income tax purposes, the Bank has reported its income and expenses under the cash method
of accounting, but commencing with the taxable year beginning November 1, 1987 the Bank has changed
to the accrual method of accounting. The Bank is subject to the maximum federal corporate rate of 34%
of its taxable income. SRR ORI

The federal income tax provisions regarditig taxation of corporations generally, and financial institutions
in particular, were extensively revised by the Tax Reform Act of 1986 (the ““Act”). Except as specifically
noted, the discussion below relates to the provisions of the Internal Revenue Code of 1986, as amended
(the “Code™) as those provisions were amended by the Act..

Under applicable provisions of the Code, savings banks such as the Bank, which qualify by meeting
certain definitional tests primarily relating to their assets and the nature of their business, are permitted to
establish a reserve for bad debts and to make annual additions thereto. Such additions may be deducted
in arriving at a savings bank’s taxable income.

In order to qualify, at least 60% of a savings bank’s assets must consist of “qualifying assets,” which
include, among other things, cash, obligations of the United States or state or local governments, certificates
of deposit of certain corporations, various real estate residential loans, educational loans, property used in
the conduct of its business and certain other types of assets.. As of October 31, 1987, 72% of its assets were
“qualifying assets,” and the Bank anticipates that it will continue to meet such test in the immediate future,
but there can be no guarantee to that effect.. . -

In the event that the Bank did not mieet the 60% test, it would be treated as a commercial bank for
purposes of the bad debt deduction. Under that method, the Bank would be required to use the experience
method, as described below. Moreover, if in any year the adjusted basis of its average assets exceeded

$500,000,000, it would be treated as a “large bank” and ineligible to use the reserve method of computing
deductions {or losses on bad debts.

For purposes of computing the bad debt reserve deduction, loans are separated into “‘qualifying real
property loans” (in general, loans secured by interests in real property) and all other loans {“nongualifying
loans”). Savings banks may elect to calculate the bad debt reserve deduction for “qualifying real property
loans” based upon (i) actual loss experience (the “‘experience method™), or (ii) the percentage of taxable
income before such deduction (the “percentage of taxable income method™). Under the percentage of
taxable income method, the bad debt deduction is generally 8% of a savings bank’s taxable income before
such deduction. Prior to the changes enacted by the Act, the bad debt deduction under this method was
effectively equal to 32% of taxable income subject to certain adjustments. Even at the lower percentage,
the availability of the percentage of taxable income method permits a qualifying savings bank to be taxed
at a lower maximum effective marginal federal income tax rate than that applicable to corporations
generally.

Under the experience method, the Bank may deduct the greater of losses based upon a six-year moving
average or an amount determined with respect to the Bank’s bad debt reserve for a base year.

A savings bank’s total bad debt deduction for a taxable year is subject to several additional limitations.
First, the deduction for “qualifying real property loans” is reduced by an amount equal to part or all of
the deduction for “nongualifying loans” unless that addition was also determined under the experience
method.

The bad debt reserve deduction computed under the percentage of taxable income method for an
addition to the reserve for losses on “qualifying real property loans” cannot exceed the amount necessary
to increase the balance in such reserve to an amount equal to 6% of such loans cutstanding at the end of
the taxable year. Based on past experience, the 6% limitation will not limit the bad debt reserve deduction
of the Bank. Further, the bad debt deduction is limited to the amount by which 12% of the total deposits
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or withdrawable accounts of depositors at the close of a taxable year exceeds the sum of surplus, undivided
profits and reserves at the beginning of the year. At October 31, 1987, the 12% limitation did not limit
the bad debt deduction of the Bank.

d _ During the recent years through fiscal 1986, the Bank has used the percentage of taxable income

: method and has subsequently used the experience method in computing the amount of its additions to its

% bad debt reserves. In future tax years, the Bank will usc whichever method of calculation is most
advantageous, determined annually.

18 . At October 31, 1987, the Bank’s bad debt reserves for federal income tax purposes totaled approximately

ug ' $3.8 million. If the accumulated bad debt reserves are used for any purpose other than to absorb bad debt

losses on qualifying and nonqualifying loans, federal income taxes will be imposed at the then applicable
rates. Thus, earnings appropriated to bad debt reserves and deducted for federal income tax purposes are

g not available for payment of cash dividends, or other distributions to stockholders, including distributions
to ; in redemption, dissolution, or liquidation, without payment of federal income taxes (at the then current
\ ; corporate income tax rate) by the Bank on the amount of such earnings removed from the reserves for such

distribution. To the extent any dividend distribution to stockholders were to exceed the Bank’s available
carnings and profits, or if the Bank were to make a distribution in redemption, dissolution, or liquidation,

ch and assuming a 34% tax rate, the Bank would be deemed: (i) to have removed from its reserves an amount
€8 that, after taxes on such amount, would equal the amount actually distributed to the stockholders, and (it)
mn to have received taxable income in such amount, on which the Bank would be subject to federal income
re taxes at the 34% corporate rate.
© Under provisions enacted in the Act, any interest expense allocable to any tax-exempt obligations
acquired after August 7, 1986 (subject to certain exceptions for qualified small issues) is not deductible.
01 Such portion is determined by a ratio of (i) the average adjusted basis during the taxable year of tax-exempt
Cde obligations acquired after August 7, 1986, and (ii) the average adjusted basis of all assets held by the

financial institution. With respect to tax-exempt obligations acquired between January 1, 1983 and Augusi
1g 7, 1986, 20% of the interest deduction is disallowed.

As a result of changes produced by the Act, the corporate minimum tax was changed from an add-on

al tax to an alternative minimum tax at a rate of 20%. The alternative minimum tax will apply to a base of
12 regular taxable income plus certain tax preferences and will be payable to the extent that it exceeds the
ty regular tax liability of the corporate taxpayer. Tax preference items include (1) for years beginning in 1987,
le 1988 and 1989 one-half of the excess of the corporate taxpayer’s pre-tax adjusted net income for financial
of reporting purposes over a minimum tax base, and for vears beginning after 1989, this preference item is
re replaced with a new preference item relating to “adjusted current earnings” as specially computed; (i) the
A3 excess of the bad debt reserve deduction under the percentage of taxable income method over the amount
£, that would have been allowable under the experience method; and (iii) interest on certain tax exempt
d private activity bonds issued after August 7, 1986.

1S

In addition, for the taxable years beginning after December 31, 1986 and before J anuary 1992, the
Bank will be subject to a deductible environmental tax of .12% of its alternative minimum taxable income
12 : (computed without regard to its net operating losses and prior to the deduction for this tax, and subject to

a standard deduction of $2.0 million), regardless of whether the Bank is subject to the alternative minimum
s, tax.
of The Bank was audited by the IRS for the taxable vear ended October 31, 1983, which year is now
-C closed.
n Potential Tax Legislation
Yy . Preliminary versions of the Act would have either eliminated the use of the bad debt reserve method
of = or reduced the percentage of taxable income method to a percentage even lower than 8%. Neither the final
mn version of the Act nor the Technical Corrections and Miscellaneous Revenue Act of 1988 {which was passed
13 by Congress on October 23, 1988) contains such provisions. It is possible that future legislative changes

45




could reduce or eliminate the benefits of the bad debt reserve method, which would adversely affect the
Bank. In addition, future legislation could have other adverse effects such as raising the federal marginal
income tax rates for banks or providing for changes to the corporate alternative minimum tax.

Massachusetts Taxation

Savings banks in Massachusetts are taxed at the rate of 12.54% on their state taxable income. State
taxable income includes income from all sources, without exclusion, for the taxable year, less the deductions,
but not the credits, allowable under the provisions of the Code in effect for the taxable year. However, no
deductions are allowed for dividends received or for losses incurred in other taxable years.

Accounting for Income Taxes

In December 1987, the Financial Accounting Standards Board (the “FASB”) released Statement of
Financial Accounting Standards No. 96 entitled “Accourting for Income Taxes.” The Statement in general
requires enterprises to change from the deferred method to the liability method of accounting for income
taxes. The liability method accounts for deferred income taxes by applying enacted statutory rates in effect
at the balance sheet date to differences between the book cost and the tax basis of assets and liabilities.
The resulting deferred tax liabilities anidiassets in some cases are adjusted to reflect changes in the tax laws
or rates (the “deferred method”). - This change could result in a reduction in net income and net worth.
This Statement would have been effective for fiscal years beginning after December 135, 1988, with earlier
adoption encouraged but not required. ‘Previous pronouncements that required the “deferred method”
would be superseded. However, recently the FASB has issued an Exposure Draft which proposes to extend
for one year the required effective date. Consequently, the effective date is currently uncertain.
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he ~ MANAGEMENT
al a3 i
Trustees-and Executive Officers of the Bank

As a mutual savings bank, the direction and control of the Bank is vested in its Board of Trustees,
: members of which are elected by the Corporators of the Bank to staggered three-year terms. The Board of
te Trustees currently consists of seventeen persons, Upon consummation of the Conversion, the Bank will
S, K be governed by a Board of Directors which, under the Bank’s Amended and Restated Charter and amended
10 ] By-Laws, may have no fewer than seven and no more than twenty-five members, At that time, certain of
: the Bank’s present Trustees will become Directors of the Bank. Directors will serve for staggered three-
year terms, and, as nearly as practicable, one-third of the Directors will be elected by the Bank’s stockholders
at each annual meeting. On September 1, 1988, one additional executive officer of the Bank, Paul E.
Bulman, the current Exccutive Vice President, was elected to the Board of Trustees and will become a

g{ Director upon Conversion. See “ANTI-TAKEQVER PROVISIONS—Certain Provisions in the Charter

o : and By-Laws—Directors.” _

ct L Officers of the Bank will be elected or appointed annually by or under the direction of the Board of

S. G Directors of the Bank and will hold office until their respective successors have been elected and qualified.

;S _ Trustees. The following table sets forth certain information about the Trustees of the Bank.

or : - : Held Term

I Name . Age e Position{s) Since Expires

d 5 Paul E. Bulman ...........cccooeeiierneennn. 50  Executive Vice President and Trustee 198§ 1989
Robert F. Cass......ocoooceveeevveeeeesrreennn, 46 Vice President, Treasurer and Trustee 1988 1991
Wilfred H. Creighton ....c..cvevvvvveerennn .. 55 Pr%sident, Chief Executive Officer and 1966 1990

rustee
J. Robert Crowley .ooovveeeveviiverv i 64  Clerk of Corporation and Trustees and 1971 1989
- Trustee '

Jon S. Davis ..o 45  Trustee 1980 1989
Kenneth M. Garland.........coooveeoiooo.0. 72 Trustee - 1983 1990
Carleton N. Goff ......oooovveeiieeiin, 74 Trustee 1978 1989
Richard B. Lane........cccoovvveeecvnainnnnn 55  Trustee & - 1980 1991
John R. Lombardo .......c.ccococvvrveeennnne. 35 Trustee 1982 1991
Herbert T. McMeekin, Jr. .oooveeerenn... 67 Trustee 1978 1989
Vito A. Nardo oo, 35 Trustee 1983 1991
Warren B. Noble ........cccooenriiivinnn, 58 Trustee _ 1980 1991
Gerard W. Pyne ....occocoovvveeeeeeeeenn. 57 Chairman of the Board of Trustees 1965 1991
Russell G. Sears..........oocevvvvvieeeeeeineennn, 44 Trustee : 1981 1990
Herbert E. S0ifti cuveviviiie v, 63 Trustee 1978 199]
Helen Summers............coovooveeeenennnn, 66 Trustee : -~ 1983 1989
David L. Wightman .........cccoeevennnn. 51 Trustee 1985 1990

Paul E. Bulman is the Executive Vice President of the Bank. He joined the Bank in June 1988, Prior
to that, he was a Senior Vice President of the New Bedford Institution for Savings, headquartered in New
Bedford, Massachusetts. From 1984 to 1987, Mr. Bulman was the Commissioner of Banks for the
i Commonwealth of Massachusetts. Prior to his appointment as Commissioner, Mr. Bulman served in
various other capacities with the Massachusetts Bank Commissioner’s Office.

Robert F. Cass has been Vice President and Treasurer of the Bank for the past five vears.

Wilfred H. Creighton, with 30 years of banking experience, has been the President and Chief Executive
Officer of the Bank for 16 years. He has been a Trustee of the Bank since 1966 and has been a member of
the Board of Investment for 16 years.
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J. Robert Crowley has been the Marketing Manager for the Bank for the past six years. Prior to that,
he served in various management positions with the Bell Telephone System, retiring in 1982.

Jon S: Davis is a partner with the law firm of Driscoll & Davis in Marshfield. He also holds a
directorship in Cape Cod Melody Tent, Inc. iE

Michael Donahue has been with the Bank for 11 years and has been the Chief Lending Officer since
1984. He oversees the administration of the Bank’s consumer, commercial and construction lending. He
is the only executive officer who is not a Trustee. R

Kenneth M. Garland is retired.: Prior to his retirer_n’e’rif in 1981, he was the east coast marine
representative for Texaco, Inc. S Pl

Carleton N. Goff 1s retired. P_riof toj h;s fet:irement'_ m 1985, he was the Resident Architect for the
Massachusetts General Hospital, a position he held for 37 years. -

Richard B. Lane is a partner in the }aw firm of Lane, Lane and Kelly, located in Braintree, Massachusetts.

John R. Lombardo is the President, Tré_ésqrer and Owiier of High Vacuum Equipment Corp. located
in Hingham, Massachusetts. He is also the Chairman of the Board of High Vacuum Systems International
located in Mississuaga, Canada. L RET

Herbert T. McMeekin, Jr. is reti'red.-." Prior to his retirement in 1986, he was a Partner and Vice

President of Research Administration of Léomis Sayles & Co., Inc., an investment counsel firm.

Vito A. Nardo is the President of BLT:SPi:TitS’ Inc., a fill license liquor retail store located in Hingham,
Massachusetts. o st

Warren B. Noble is the Presidént of "NOb'l'e."s Camera .Shops, Inc. located in Hingham, Massachusetts.

Gerard W, Pyne, the Chairman of the Board of Trustees for the last two years, is an accountant with
John J. Pyne, C.P.A,, P.C.

Russell G. Sears is the President and Chief Executive Officer of Developmental Expeditions, Inc., &
firm specializing in courses for self development and located in Hingham, Massachusetts. From 1978 to
1985 he was the President of Walsh and Packard, Inc., a hardware firm located in Hingham, Massachuseits.

Herbert E. Soini is the Senior Mechanical Engine'etf_f()r Thermo Electron Corporation in Waltham.
Helen Summers, a former member of the Town of.Hingham Advisory Committee, is retired.

David L. Wightman is the Vice Pre'_si'dé'n_t of AceWife Land Corporation, a subsidiary of W.R. Grace
& Co. Since 1981, he has also been the Vice President-——Administration of Construction Products Division
of W.R. Grace & Co. located in Connecticut. TR

Committees of the Board of Trustees ami Bzda'rd of Directors:

The Board of Trustees has threez prih_cipa} committees: the Board of Investment, the Auditing
Committee and the Personnel Committ_c’ée.-_ - Lo

The Board of Investment, composed. of five Trustee members, acts as an executive committee that
oversees the management policies and affairs of the Bank. The Board currently meets monthly. The
current members of the Board of Investment are Wilfred H. Creighton, J. Robert Crowley, Carleton N.
Goff, Gerard W. Pyne and Herbert E. Soint, - - o

The Auditing Committee, composed of threc Trustee members, approves the Bank’s annual audit and
presents the audit report to the Board:of Trustees. This committee meets several times a year as needed.
The current members of the Auditing Committee are John P. Lombardo, Warren B. Noble and David L.
Wightman. e
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The Personnel Committee, composed of six Trustee members, reviews existing compensation and
makes recommendations on executive compensation to the Board of Directors in order to ensure that the
Bank is able to recruit and retain highly qualified personnel. This committee meets approximately twice a
year. The current members are Wilfred H. Creighton, J. Robert Crowley, John R. Lembardo, Herbert T.
McMeekin, Gerard W. Pyne and David L. Wightran,

Upon consummation of the Conversion, as required by Massachusetts law, the Board of Directors will
elect an Executive Committee, in lieu of its present Board of Investment. It is currently anticipated that
the members of the Executive Committee will be Messrs. Creighton, Crowley, Bulman, Cass, Pyne and
Wightman and that the Committee will meet on a monthly basis or as necessary. It 1s expected that there
will be an Auditing Committee and a Personnel Committee which will essentially continue with their noted
responsibilities, and the formation of a Stock Option Committee 15 also anticipated.

The Stock Option Committee will meet as appropriate to review and administer the Bank’s stock
option plans pursuant to the terms of such plan. See ““1988 Stock Option Plan™ below.

Executive Compensation

The following table sets forth the cash and cash equivalent forms of compensation of the four most
highly compensated principal officers or Trustees of the Bank whose total cash and cash equivalent
compensation {exclusive of contingent compensation) exceeded $50,000, and all principal officers and
Trustees as a group, for the year ended December 31, 1987,

Cash and Cash Equivalent Forms of Compensation

Securities
or Property,
Insurance
Benefits or Aggregate
Capacities Salaries, Reimbursement, Contingent
Name of Individual or in Which Fees, and Personal Forms of
Number of Persons in Group{l) Served Bonuses(2) Benefits Compensation(3)
Wilfred H. Creighton.......ccoccvveeneee. President, Chief Executive
Officer and Trustee $119,365 $2.083 $18,358
Robert F. €Cass cocovviveeirviiineeeeniieeens Vice President, Treasurer
and Trustee 67,761 910 9,120
Michael Donahue ...occooveeiiieinnrieeeees Vice President—Lending 57,557 318 5,949
David L. Delano...c.cooveeveiieeennen, Assistant Vice President 57,596 871} 7,815
All principal officers and Trustees
as a group (21 persons) ............. $362,044 $4,682 $41,242

(1) Does not include Paul E. Bulman, the Executive Vice President of the Bank, who joined the Bank in
June 1988. Although Mr. Bulman has received compensation and benefits for only part of a fiscal year,
his annual rate of salary is approximately $80,000, with other benefits commensurate with those of the
rest of the executive management of the Bank.

(2) Does not include trustee fees, except for the total for all persons given above. See “Trustees and
Directors Fees” below.

(3) Includes amounts designated for the above named persons pursuant to the Retirement Plan for the
Bank under the Savings Banks Employees Retirement Association.

Trustees and Directors Fees

Trustees of the Bank receive $60 for each Board of Trustees meeting they attend. No such fees are
paid to members of the Board of Trustees who are also employees of the Bank. The Clerk of the Bank
receives an annual fee of $250. After the Conversion, the Bank’s Directors who are not also employees of
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the Bank will be paid $300 for each Board of Directors meeting attended. The Chairman of the Board of
Trustees receives an annual fee of $10,000. After the Conversion, this will be raised to $13,000 for the
Chairman of the Board of Directors. The Bank has held Board of Trustees meetings quarterly in the past
and anticipates holding Board of Directors meetings on a monthly basis after the Conversion.

Members of the Board of Investment of the Board of Trustees receive an annual fee of $4,500 per non-
employee member. The Clerk of the Board of Investment receives $240 annually. Members of the Audit
Committee receive an annual fee of $400 per non-employee member, and a fee of $25 per meeting attended
is paid to non-employee members of the Personnel Committee. After the Conversion, each member of the
Executive Committee of the Board of Directors will receive an annual fee of $6,000. Each member of the
Audit Committee of the Board of Directors will receive $100:for each committee meeting attended with
the committee chairman receiving $125- for each meeting attended. Each member of the Personnel
Committee and the Stock Option Committee will receive $75 tor each meeting attended, and the respective
chairmen of each committee will receive $IOO for each committee meeting attended. None of these fees
will apply to any Director who is also an empioyee of the Bank.

Employment Agreements, Executive Retirement Beneﬁts and Special Termination Agreements

The Bank is currently a party to an employment agreement ‘with Mr. Wilfred H. Creighton, the Bank’s
President and Chief Executive Officer.. In connection with the Conversion, the Bank proposes to enter into
a new employment agreement with Mr. Creighton and a spec1al termination agreement. Additionally, the
Bank expects to enter into employment agreements and special termination agreements with certain other
officers.

The Executive Employment and InSurﬁnCe Agreement entered into with Mr. Creighton on January |,
1985 and amended on August 4 and November 3, 1988 (the “1985 Agreement”), provides that he will
serve the Bank in an executive capacity at a salary determined annually by the Bank (presently $110,000)
until he reaches age 65 or elects an earlier retirement at ages 58 or 60. The 1985 Agreement may be
terminated sooner if Mr. Creighton terminates his employment with the Bank for reasons other than death
or disability before he is 58; or the Bank terminates his employment for cause, or if, while receiving benefits
under the 1985 Agreement, Mr. Creighton is associated in any capacity with any other banking or thrift
institution in Norfolk or Plymouth Counties of Massachusetts. The 1985 Agreement also provides Mr.
Creighton with life insurance and retirement benefits above the benefits provided by the Bank’s Pension
Plan. In the event of Mr, Creighton’s death prior to his retirement, his designated beneficiary will receive
a lump sum benefit of approximately twice his ¢urrent compensation. Eligibility for this benefit terminates
upon Mr. Creighton’s retirement and the comriencement of his other retirement or survivorship benefits.
After retirement at age 58, Mr. Creighton will receive a special retirement benefit payable in equal monthly
installments for 15 years. This benefit, after taking into account certain other retirement benefits provided
by the Bank and 50% of Social Security retirement benefits, will be approximately 60% of his highest annual
salary in any of the last three years of employment, excluding bonuses and profit sharing awards. The 1985
Agreement also provides certain disability benefits at 100% of current salary reduced by other disability
payments provided by the Bank and 50% of. Social Securlty disability benefits until Mr. Creighton retires,
dies, or reaches age 60, which ever occurs earllest

Subject to the consummation of the Convers:on and ratlﬁcauon by the Board of Directors of the Bank
thereafter, the Bank intends to enter into an employment agreement with each of Wilfred H. Creighton,
Paul E. Bulman, Robert F. Cass and Michael Donahue (the “Employment Agreements”) and special
termination agreements with each of them' (the “Special Termination Agreements™). The Employment
Agreements will provide these executives with salary and benefits in accordance with the Bank’s general
policies as currently in effect. The Employment Agreement for Mr. Creighton would be for the same term
as the 1985 Agreement. Mr. Bulman’s Employment Agreement would be for a three-year term and the
Employment Agreements for Mr. Cass and Mr. Donahue would be for one-year terms, and all would be
extended automatically for successive one-year periods unless the Bank or the officer elects not to so extend
before the expiration of the initial term and of each renewal term thereafter. The Bank would be able to
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terminate the officer’s employment without further liability for “cause,” which includes, generally, deliberate
dishonesty by the officer with respect to the Bank, conviction of the officer of any crime involving moral
turpitude, or the gross and willful failure of the officer to perform a substantial portion of his duties and
responsibilities. The Bank may also terminate such officer’s employment without cause upon a two-thirds
vote of its Darectors. In the event of termination of employment by the officer where there has been a
breach of the agreement by the Bank, or by the Bank without cause (10 the extent permitted by law), the
officer would be entitled to receive his full salary for the duration of what would otherwise have been the
term of his employment under the agreement. In addition, the officer would continue to be treated as an
employee for purposes of the Bank’s benefit plans (excluding cash bonus plans) for such peried, or would
be entitled to an equivalent economic benefit.

The new Employment Agreement for Mr. Creighton would incorporate certain of the economic terms
of the 1985 Agreement and would not cause a diminution of the benefits he is entitled to under the 1985
Agreement. For example, Mr. Creighton’s disability benefits would be based on 100% of his annual salary,
as opposed to a rate of 60% of annual salary which is what the other Employment Agreements are expected
to provide. Disability payments will continue until Mr. Creighton reaches the age of 60 as long as he
remains disabled. Disability benefits under the Employment Agreements for the other officers would
terminate at the expiration date of the Employment Agreement. Also, in the event of Mr. Creighton’s
death prior to his retirement under his Employment Agreement, his designated beneficiary would receive
a lump sum benefit of approximately twice his current annual salary. The Employment Agreements for
the other officers are expected to provide preretirement death benefits for three months equal to current
annual salary. '

The Special Termination Agreements to be entered into with Messrs. Creighton, Bulman, Cass and
Donahue provide for severance payments if the officer’s employment with the Bank is terminated following
a change in control of the Bank (as defined in the agreements) under certain circumstances, including
termination of the officer by the Bank or resignation by the officer following a reduction in compensation,
a significant change in the officer’s authority or responsibility, or a determination by the officer that the
officer is unable to exercise his prior authority or responsibility as a result of such change in control. In
such event, Messrs. Creighton, Bulman, Cass and PDonahue would each receive an amount equal to
approximately three times his average annual compensation over the five years prior to the change in
control. Under the Special Termination Agreement, the officer would be entitled to collect benefits under
either his Employment Agreement or the Special Termination Agreement, but not under both agreements.

Employee Incentive Plan

The Bank maintains an incentive plan whereby employees are eligible to receive a bonus based on
their respective salaries and years of service dependent on the Bank’s carnings. Total expense under the
incentive plan for the years ended December 31, 1985, 1986 and 1987 amounted to $185,000, $156,000
and $168,000, respectively. Such expense for the (unaudited) nine months ended September 30, 1987 and
1988 amounted to $119,000 and $135,000, respectively.

The following table sets forth benefits received under the plan for the executive management of the
Bank, with the exception of Mr. Bulman who joined the Bank in June, 1988.

Annual Benefits For

Years Ended December 31,
Name of Individual 1985 1986 1987
Wilfred H. Creighton ....ooveevviveeevienne $31,464 $38,292 $45,146
Robert F. Cass.....ooceovvveniiieiivneineienneenns 1,188 2,280 3,636
Michael Donahue............. 13,596 13,596 13,596




Benefits

Insurance and Medical Plans. The Bank’s full-time officers and employees, without contribution by or
expense to them, are provided with master medical, life, travel accident, and salary continuation insurance
under group plans which are available generally and on the same basis to all qualified full-time employees.
Medical and life insurance for spouses and dependents is also provided. The Bank also maintains and
funds a short-term and long-term sick leave plan. i

Pension Plan. The Bank provides a retirement plan for all eligible employees through the Savings
Banks Employees Retirement Association: (“SBERA”), an unincorporated association of savings banks
operating within Massachusetts and any other organization providing services to or for savings banks.
SBERA’s sole purpose is to enable the participating employers to provide pensions and other benefits for
their employees. : SRR e

Each full-time and part-time employee 'feéqhing the. a"ge_ of 21 and having completed at Jeast 1,000
hours of service in a consecutive twelve-month period beginning with such employee’s date of employment
becomes a participant of the retirement plan. Participants become 100% vested after three years of SEIVICE.

The retirement plan is a qualified  defined benefit plan which does not require the employee to make
any contribution to become a participant and fo earn benefits under the plan. The benefits provided at
age 65 are equal to 2% of the average compensation for each year of service witha member bank of SBERA
with a maximum of 30 vears (25 years in the case of the Bank’s plan), reduced by 2% of the participant’s
social security benefits at age 65 for each’'year of service with a member bank of SBERA up to a maximum
of 30 years (again, 25 years for the Bank). Normal retirement age under the plan is 65; a reduced early
retirement benefit is payable from age 50 to age 65 under certain conditions. At October 31, 1987 the
latest date for which information is available, the present value of accumulated benefits was fully funded
by the market values of related available assets.’ i

The following table illustrates annual pension benefits for retirement at age 65 under the most
advantageous plan provisions available for various levels of compensation and years of service. The figures
in this table are based upon the assumption that the plan continues in its present form and certain other
assumptions regarding social security benefits'and compensation trends.

P Anhu_af Pension Benefit on Years of Service(1)

Compensation(2) 5 Years ™ . 10 Years 15 Yeéars 20 Years 25 Years
$ 20,000 $ 1,220 $ 2440  § 3660 3 4880 § 6,100
40,000 3,040 6,080 9,120 12,160 15,200
60,000 4,994 . 9,989 14,983 19,978 24,972
80,000 6,994 _1_3,98.9 20,983 27,978 34,972
100,000 8,994 . 17,989 26,983 35,978 44,972

120,000 10,994 21989 32,983 43,978 54,972
140,000 12,994 © -:25989 . 38,983 51,978 64,972
150,000 13,994 - 27,989 41,983 55,978 69,972
170,000 15,994 31,989 47,983 63,978 79,972
200,000 18,994 - 37,989 56,983 75,978 94,023(3)

{1) Benefits computed on the basis ofa "S_t_:rai'gl.fn"t-'lifé annUify.'

(2) Average compensation for pﬁrp'o'SeS'_(_')_f this table is based on the three years immediately preceding
retirement. _ LR

(3) Federal law does not permit defined beﬁéﬁt payments in excess of $94,023 for plan years beginning
after January 1, 1988 (or after November I, 1988 for SBERA).

In addition to the pension benefit described above which is funded entirely by contributions from the
Bank, each participant in the plan imay make contributions to the plan on a purely voluntary basis.
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The following table sets forth estimated retirement benefits under the plan at normal retirement dates
for certain officers of the Bank who are eligible for participation in the plan, based upon assumptions
comparable to those referred to above,

Years of Estimated

Credited Annual

Service Pension Benefit
Name of Individual at Age 63 at Age 65(1)
Wilfred H. Creighton ... iiveninecciiesieaiins -39 $49.372
Paul E. Bulman ......coccviiiieiiiiins e 15 20,511
RoObert F. Cass. ... e veeneen 24 25,707
Michael Donohue........oovvveciineiiice e 36 19,266

(1) Current federal law does not permit defined benefit plans to provide an annual benefit in excess of
$94.023 for plan years beginning after January |, 1988 (or after November 1, 1988 for SBERA).

1988 Stock Option Plan

Subject to approval of the stockholders of the Bank after the consummation of the Conversion and to
any required regulatory approvals, the Board of Trustees of the Bank has adopted a 1988 Stock Option
Plan (the “Option Plan™) for the benefit of the Bank’s oflicers, other employees and “Eligible Directors”
(directors who are also full-time employees of the Bank). The purpose of the Option Plan is to provide
performance incentive to officers-and employees and Eligible Directors by facilitating their purchase of a
stock interest in the Bank. Under the Option Plan, shares of Common Stock not exceeding an amount
equal to ten percent of the shares of Common Stock issued upon Conversion will be reserved for possible
issuance pursuant to options granted thereunder. No options granted prior to the approvals of the Option
Plan by the Commissioner and the stockholders of the Bank shall be exercised or otherwise implemented
until such approvals have been obtained.

The Option Plan provides for an initial grant to the Eligible Directors, officers and certain emplovyees
of options on up te approximately 10% of the shares of Commeon Stock to be issued in the Conversion.
The Option Plan provides for the grant of options that are intended to qualify as “incentive options” under
Section 422A of the Act, as well as non-qualified options. The market value of ali stock available for the
first time 1n any year under all Incentive Stock Options granted to any person under the Plan is limited to
$100,000. For this purpose, the value of the stock is determined at the date of grant of each such Option.
The Option Plan will be administered by an Option Committee of not less than three disinterested
administrators. The Option Committee will determine the terms of those options subject to the initial
grant and whether or not such options will be incentive options. The Option Committee will also have
authority to select the Eligible Directors, officers and other employees to whom the remaining options may
be granted, the number of shares of Common Stock subject to such options and their terms.

For federal income tax purposes, no gain or loss will be recognized by the Bank or the employee as a
result of the grant or exercise of an incentive stock option, and any gain realized by an optionee at the time
of sale of the shares acquired upon exercise of an incentive stock option will be treated as a capital gain,
provided that such shares are held by the optionee for at least one year after the date of exercise and two
years after the date of grant. However, as a result of changes made by the Act, the amount by which the
fair market value of the stock at the time of the exercise exceeds the exercise price under the option must
be treated by the employee as a tax preference for purposes of the alternative minimum tax, Only in the
event that an optionee disposes of these shares prior to the close of the holding periods, will the Bank be
entitled to claim a tax deductible expense, in an amount equal to the spread at exercise between the fair
market value and exercise price.

In the case of nonqualified stock options, an optionee will be deemed to receive income taxable at
ordinary income rates upon exercise of a nongualified stock option in an amount equal to the difference
between the exercise price and the fair market value of the stock on the date of exercise. The amount of
such taxable income will be a deductible expense to the Bank.
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All options granted under the Stock Option Plan are required to have an exercise price per share equal
to at least the fair market value of a share of stock on the date the option is granted. No option granted
under the Plan is exercisable after the tenth anniversary of the date on which the option was granted or, if
earlier, the termination of the Optionee’s employment for cause, one year following the termination of the
Optionee’s employment on account of death or disability and 90 days following the termination of the
Optionee’s employment for any other reason. Payment for shares purchased pursuant to an option may
be made in cash or check, To facilitate the exercise of options, the Stock Option Committee may establish
a loan program on such terms and conditions as it deems appropriate.

Subject to the foregoing, any options will be exercisable at such time or times as the Option Committee
determines at the grant of the option. However, all options will become exercisable in the event of a
“Change in Control” (as defined in the Option Plan). Because all outstanding options will be exercisable
upon a Change in Control, it may be more expensive for companies or persons to acquire control of the
Bank. This could result in deterrence of: offers to the stockholders which might be viewed by such
stockholders to be in their best interest and which might be at prices in excess of the then market value of
the Bank’s stock. :

Anticipated initial grants at the Actual ?ﬁréﬁase Price are as follows:

ST . Number of
Employee Name . ..o e Shares
Wilfred H. Crelghton 20,625
Paul E. Bulman ... o 15,000
Robert F. Cass il SR 12,375
Michael Donahue . .......ooveereeruerrseerennes 9,562
David L. Delano.....cooccocviveceeeeccnerranans - 9,562
L T 67,124
Other officers (4 persons} .......ivevevvvernne. 20,312
Other employees...iicueiiveereivicreceirreeennns 37,564
o ' 125,000

Employee Stock Ownership Plan

The Bank has no Emplovee Stock Ownersh:p Plan at present After the Conversion, the Board of
Directors may decide to implement such a plan

Certain Transactions with Management and Asso’cmtes

Indebtedness of Management and Assoaates The Bank makes loans and extends credit to Trustees
and officers of the Bank, and their associates, subject to the limitations of Massachusetts General Laws,
Chapter 168, Section 19 and administrative gu_ldelmes issued thereunder, Additionally, the Bank is subject
to FDIC regulations which require that loans to executive officers, Trustees, and any other business that
they control, be made at the same rates of interest and terms and conditions as those offered to unaffiliated
third parties, and also impose approval procedures and limits on the amounts of such toans.

All such loans, as well as all loans to'other employees of the Bank, are made in the ordinary course of
business and on substantially the same terms, including interest rates and collateral, as those prevailing at
the time for comparable transactions with unaffiliated persons and do not involve more than the normal
risk of coilectibility or present other unfavorable features to the Bank.
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The following table sets forth certain information with respect to all loans or extensions of credit by
the Bank to its Trustees, principal officers and, to the best knowledge of the Bank, their associates whose
total aggregate loan balances exceeded $50,000 at any time during the year ended December 31, 1987.

Highest
Outstanding
Balance During
Rate Year Ended Amount
Year of of December 31, Ouistanding at

Name, Position and Loan Type Loan {nterest 1987 September 30, 1988
Jon 8. Davis, Trustee

Residential mortgage ...........cooveuvveeernn... 1985 10.50% $172,702 $171,820
Vito A. Nardo, Trustee

Residential mortgage .......ococeveveircvvrecnen 1986 10,375 76,385 74,357

Commercial mortgage....oovvveee v vieennnnnn 1987 10.00 167,675 165,411

Commercial auto loan ........cco.oovinnn 1987 10.00 9,751 7,519

Personal loan............ccccvvvviciiiininnnicnns 1987 15.00 14,234 12,194
Russell G. Sears, Trustee

Residential mortgage .......cocccoovoceeeeennenn. 1987 10.50 194,606 193,764

Autoloan ... 1985 14.00 5,193 2,879
David L. Wightman, Trustee .

Residential mortgage ....oooovevvveeeevveeerrnen. 1984 10.25 86,251 85,851

Other Transactions. In addition to banking and financial transactions, the Bank may have had
additional transactions with, or used products or services of, various organizations in which Trustees may
have interests or of which Trustees of the Bank may be directors, officers or partners. However, any
amounts so involved have in no case been material in relation to the business of the Bank, and it is believed
that they have not been material in relation to the business of such other organizations in that the amount
involved in any such transaction or series of transactions did not exceed $30,000, except for the following:

Since January 1, 1987, the Bank has paid legal fees amounting to $199,500 to the law firm of Driscoll
& Davis, of which Jon 8. Davis, a Trustee of the Bank, is a partner. At no time have such fees exceeded
5% of the gross revenues of that firm for any fiscal year. Such fees have been paid in connection with
routine real estate matters on behalf of the Bank and have been reasonable in relation to the services
provided. Moreover, most of such fees have been for matters in which the Bank was reimbursed for legal
fees. It is expected that the Bank will continue to have similar transactions with, and use products or
services of, such organizations in the future.

Subscriptions By Management

The Trustees and principal officers of the Bank propose to subscribe for an aggregate of 69,565 Shares
of Common Stock, or 5.56% of all of the Shares offered, at an estimated aggregate purchase price of
$800,000, assuming the issuance of 1,250,000 Shares at the Maximum Purchase Price.

The following table sets forth certain information with respect to such subscriptions. To the extent
that the Actual Purchase Price is less than assumed, the information set forth below will change.

Number of Percentage of
Shares Proposed Estimated Shares Offered
o Be Aggregate in the
Name Subscribed For Purchase Price(l) Conversion
Wilfred H.Creighton .........ccooeeiiiooiieceeeeeee 13,391 $154,000 1.07%
Paul E. Bulman .....ococvvvevericci e 6,957 80,000 0.56
B0 o1 A I 1Y RN w2174 25,000 0.17
Michael Donahue ..o - 1,739 20,000 0.14
Trustees (not including any of the above)............... 45,304 521,000 3.62
All principal officers and Trustees as a group
(21 DEISONS}.ciirerireeeecririeeeririrreanessseesretssaseresnrers 69.565 $800,000 5.56%

(1) Estimated aggregate purchase price is calculated at the Maximum Purchase Price of $11.50 per Share.
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All shares purchased by Trustees and officers of the Bank in the Conversion will be subject to the
restriction that without the prior written consent of the Commissioner, such Shares may not be sold or
otherwise disposed of for value for a period of one year following the date of purchase, except for any
disposition of such Shares following the death or substantial disability (as determined by the Commissioner)
of the original purchaser. Any Shares of Common Stock of the Bank issued pursuant to a stock dividend,

stock split, or otherwise with respect to restricted Shares will be subject to the same restrictions on resale.

Also, in accordance with the requirements of Massachusetts banking regulations, no Trustee or officer of
the Bank, and no associate of any such pérson, may purchase from the Bank any capital stock of the Bank
for three years following the Conversion, without the prior written approval of the Commissioner. After
the Conversion and upon registration of the Common Stock under Section 12(g) of the Securities Exchange
Act of 1934, as amended, the Directors and executive officers of the Bank will be subject to certain other
restrictions pursuant to Section 16(b) of such Act relating to the purchase and sale of Shares of Common
Stock.

THE CONVERSION

THE COMMISSIONER HAS APPROVED THE BANK'S PLAN OF CONVERSION. THE
COMMISSIONER’S APPROVAL, HOWEVER, DOES NOT CONSTITUTE A RECOMMENDATION
OR ENDORSEMENT OF THE PLAN OF CONVERSION.

General

On September 1, 1988, the Bank’s Board of Trustees adopted by the requisite two-third’s vote, subject
to approval by the Commissioner and the Corporators of the Bank, the Plan of Conversion pursuant to
which the Bank would be converted from a Massachusetts-chartered savings bank in mutual form to a
Massachusetts-chartered savings bank in stock form. The Commissioner approved the Plan of Conversion,
as amended, on September 23, 1988, and it was subsequently approved by the Bank’s Corporators at a
special meeting held on October 6, 1988 (the “*Special Meeting™).

As part of the Conversion, the Bank is offering its Common Stock in a Subscription and Community
Offering of Shares in the priorities described below to (i) depositors who held certain deposit accounts of
$50 or more (*Qualifying Deposits”) with the Bank on May 31, 1988 (“Eligible Account Holders”), (ii)
Trustees, officers and employees of the Bank, and (iii) certain Community Purchasers. Massachusetts
banking regulations require that all Shares offered in the Conversion be sold in order for the Conversion
to become effective. All Shares not sold in the Subscription and Community Offering will, if feasible, be
sold to the Underwriters for sale by them in the Public Offering, Massachusetts banking regulations also
require that the Public Offering be completed: within 45 days after expiration of the Subscription and
Commumty Offering unless extended by the Bank with the approval of the Commissioner. If the Public
Offering is determined not to be feasible, an occurrence that is not presently anticipated, the Board of
Trustees of the Bank will determine, subject to the approval of the Commissioner, an appropriate alternative
method of selling all unsubscribed Shares.. The Plan of Conversion provides that the Conversion must be
completed by September 1, 1990. '

The Bank currently expects that the Pubhc Oﬁ"erlng or other sale of unsubscribed Shares offered in the
Conversion will commence shortly after completion of the Subscription and Community Offering. The
commencement and completion of the Publi¢c Offering, however, will be subject to market and financial
conditions at the time of the Public Offering. - No assurance can be given as to the length of time that will
be required to complete the Public Offering or Other sale of the Shares to be issued in the Conversion, If
delays are experienced, significant changes may occur in the estimated pro forma market value of the
Shares, together with corresponding changes in the offering price and the net proceeds realized by the Bank
from the sale of the Shares. The Bank may also incur substantial additional prmtang, legal and accounting
expenses in completing the Conversion.
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In the event that the Plan of Conversion is terminated by the Board of Trustees following the
Subscription Offering, the Conversion will not be completed, and the Bank will remain in mutual form. If
the Conversion is terminated, all funds submitted in the Subscription and Community Offering will be
refunded with interest, and payments in the form of authorized withdrawals will be cancelled. See
*“Procedures in Subscription Offering—Refunds.”

The Amended and Restated Charter (the “Charter”) and the amended By-Laws (the “By-Laws”) of
the Bank are integral parts of the Conversion and were approved by the Corporators of the Bank at the
Special Meeting. The Charter will become effective upon its filing with, and acceptance by, the Secretary
of State of Massachusetts and will authorize the Bank to issue capital stock and operate as a capital stock
savings bank under the laws of Massachusetts. The Charter provides for, among other things, the
authorization of Common Stock and serial preferred stock, including the Shares offered hereby. In addition,
the Charter provides that following the Conversion there will be initially fifteen Direciors of the Bank, all
of whom will be individuals presently serving on the Bank’s existing Board of Trustees. See “MANAGE-
MENT—Trustees and Executive Officers of the Bank.” See also “ANTI-TAKEOVER PROVISIONS=—
Certain Provisions in the Charter and By-Laws.”

The summary of terms of the Plan of Conversion contained in this Offering Circular is qualified in its
entirety by the actual provisions of the Plan of Conversion, a complete copy of which is available for
inspection at the main office of the Bank, 55 Main Street, Hingham, Massachusetts 02043 and at the office
of the Commissioner, 100 Cambridge Street, Boston, Massachusetts 02202,

Business Purposes of the Conversion

The Board of Trustees of the Bank believes that conversion is the most effective means of providing
the Bank with a substantial increase in its capital. As a mutual institution, the Bank has historically been
restricted by its need to rely on surplus to build its capital account. The proceeds of the Conversion wili
substantially increase the Bank’s capital and will facilitate future growth. The estimated net conversion
proceeds to the Bank of $11,430,000 from the sale of the Commeon Stock at the midpoint price of $10.00
per Share would have increased the Bank’s net worth at September 30, 1988 by 104.0%, and its pro forma
net worth to assets ratio to 14.1% based upon pro forma net worth of $22.5 million and pro forma assets
of $159.0 million. See “PRO FORMA DATA.” The proceeds from the Conversion will enable the Bank
to expand its lending, investment and deposit-taking activities. The additional capital derived from the
Conversion will permit the Bank to make certain expenditures on manpower and technology necessary to
work toward delivering the competitive and diversified package of financial services required to compete
in the current climate of the financial services industry. The Bank may also employ some portion of the
net proceeds to expand its facilities, to enlarge its market area by establishing -additional branches and to
make acquisitions when such opportunities arise. See “USE OF PROCEEDS.”.

‘The serial preferred stock and additional Common Stock being authorized in connection with the
Conversion will also be available for possible future acquisitions of other financial service providers, both
bank and non-bank, and for issuance and sale to raise additional equity capital, subject to market conditions.
Such future issuances of capital stock by the Bank would be subject to the approval of the Commissioner.
There can be no assurance that any such acquisitions or issuances will actually take place. The stock form
of organization will also offer increased flexibility and will further enable the Bank to operate in the form
used by commercial banks and most commercial and industrial businesses, as well as by an increasing
number of thrift institutions.

The Bank is also expected to benefit from its Directors, officers and employees owning its stock because
stock ownership is viewed as an effective performance incentive and a means of attracting, compensating
and retaining key personnel. The Board of Trustees has adopted such an incentive program through the
Stock Option Plan, subject to any required regulatory or stockholder approvals. See “MANAGEMENT—
1988 Stock Option Plan.”
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The capital stock structure will also permit adoption of a holding company structure, subject to
regulatory approval, which might enhance the Bank’s operating flexibility. The Bank may consider forming
a holding company after the Conversion. :

Effects of the Conversion

General. The Conversion will have no effect upon the Bank’s business of accepting deposits and
investing its funds in loans and other investments permitted by law. The Bank will continue to be subject
to regulation by the Commissioner. The Conversion will not tesult in a change in the services provided to
depositors and borrowers. - REREEEREEE T T o

Voting Rights. Since the Bank currently is a Massachusetts-chartered savings bank in mutual form,
voting rights, including the right-to elect Trustees, are vested exclusively in its Corporators. Following the
Conversion, the Bank will no longer have Corporators and voting rights will be vested exclusively in the
Bank’s stockholders. Holders of Common Stock will be entitled to one vote per share on any matters
subject to stockholder approval, including the election of Directors. After the Conversion, the Bank could
issue preferred stock having voting rights. The Charter will not provide for cumulative voting in connection
with the election of Directors. TR TR T

Deposits and Loans. The deposit accounts in the Bank and existing FDIC and Central Fund insurance
coverage will not be affected by the Conversion. The Conversion will not affect the terms, including the
amount, interest rate, maturity of and security for any of the Bank’s loans. See “POWERS AND
REGULATIONS—Deposit Insurance: The FDIC and the Central Fund.”

Liquidation Rights. The Bank has no plans to liquidate in the future. However if there should ever
be a complete liquidation, either before or after Conversion, depositors would receive the protection of
insurance by the FDIC and the Deposit Insurance Fund of the Central Fund up to applicable limits. After
the Conversion each depositor, upon a complete liquidation, would have a claim of the same general
priority as the claims of all other general creditors of the Bank. Therefore, except as described below, each
depositor’s claim would be'solely in'the amount of the balance in the depositor’s accounts plus accrued
interest. The depositor would have no intérest in the valie of the assets of the Bank above that amount.

As required by Massachusetts banking regulations, the Plan of Conversion provides that a liguidation
account (the “Liquidation Account”) be established for the benefit of Eligible Account Holders at the time
of the Conversion in-an amount equal to the net worth of the Bank as shown on its latest consolidated
balance sheet contained in the finat offering circular used for the Conversion. Eligible Account Holders
would be entitled, in the event of the complete liquidation of the Bank and only in such event, to receive
liquidating distributions from assets of the Bank remaining after payment of all applicable taxes and
creditors’ claims (including the claimns of all depositors to the withdrawal values of their deposit accounts),
but before any distributions are made on'the Bank’s capital stock, equal to their interest at that time in the
Liguidation Account. Each-Eligible ‘Account Holder will have an initial interest in such Liguidation
Account in the same proportion to the Liquidation Account as the amount of such person’s Qualifying
Deposit on May 31, 1988 was to theé total Qualifying Deposits of all Eligible Account Holders on that date.
However, if the amount in theidepbsit account on any subsequent annual closing date of the Bank’s fiscal
year (each December 31, or such other fiscal year-end as may hereafter be adopted by the Bank) is less than
the amount in such account on May 31,1988 or on any other subsequent annual closing date of the Bank’s
fiscal year, the Eligible Account Holdet’s interest in the Liquidation Account will be reduced by an amount
equal to any reduction in the related deposit account and will not thereafter be increased despite any
subsequent increase in the related deposit account. The amount of the Liquidation Account will never be
increased, and will be reduced as related deposit accounts are reduced.

Any assets remaining after sétisféic'ti'dri'of the above liquidation rights of Eligible Account Holders (and
liquidation preferences of preferred stockholders, if any) would be distributed to the holders of the Common
Stock in proportion to their Common Stock holdings. A merger, consolidation, purchase of bulk assets

58




with assumption of deposit accounts and other liabilities, or similar transaction in which the Bank is not
the surviving institution would not be viewed as a ‘complete liquidation for purposes of the Liguidation
Account. In such a transaction, the Liquidation Account would be assumed by the surviving institution,

Tax Consequences. Consummation of the Conversion is expressly conditioned upon prior receipt of
either a ruling from the Internal Revenue Service or an opinion of counsel to the Bank to the effect that
consummation of the transactions contemplated will not resuit in the recognition of gain to the Bank, or
to the Eligible Account Holders of the Bank receiving withdrawable deposit accounts with identical balances
inthe converted Bank, interests in the distribution and Jiguidation account and non-transferable subscription
rights, except to the extent, if any, the subscription rights are deemed to have a fair market value on the
date such rights are issued. R

The Bank has received an opinion from Bingham, DPana & Gould to the effect that the Conversion will
qualify as a reorganization under Section 368(a)(1)(F) of the Code, and that the following federal income
tax consequences, among others, will result in connection with the Conversion: (1) no gain or loss will be
recognized to the Bank by reason of the proposed Conversion; (2) no gain or loss will be recognized to the
Bank on the sale of its Common Stock in the Conversion; (3) the Bank’s taxable year will not terminate as
a result of the Conversion and following the Conversion'it will succeed to and take into account the various
pre-Conversion tax attributes such as earnings and. profits and bad debt reserve; and (4) gain will be
recognized to the Eligible Account Holders of the Bank upon the receipt by them of withdrawable deposit
accounts with identical balances in the converted Bank, of interests in the distribution and liquidation
account, and of non-transferable subscription rights to purchase Common Stock only to the extent, if any,
that the subscription rights are deemed to have a fair market value on the date such rights are issued.
Bingham, Dana & Gould also has rendered an opinion to the effect that the foregoing tax effects of the
Conversion under Massachusetts law are substantially the same as they are under federal law.

Based upon past rulings received from the Internal Revenue Service (“IRS”), the opinion provides that
the receipt of Subscription Rights by:Eligible Account Holders and other subscribers under the Plan will
be taxable to the extent, if any, that the Subscription Rights are deemed to have a fair market value. The
Bank does not believe that the Subscription Rights have any value, because such Rights are acquired by
the recipients without cost, are non-transferable and of short duration, and afford the recipients the right
only to purchase Shares of the Common Stock at a price equal to its estimated fair market- vaiue, which
will be the same price as the Public Offering Price for unsubscribed Shares of Common Stock. If the
Subscription Rights are deemed to have a fair market value, the receipt of such Rights may only be taxable
to those Eligible Account Holders and other subscribers who exercise their Subscription Rights. The Bank
could also recognize a gain on the distribution of such Subscription Rights to the extent that such Rights
had any value. Eligible Account Holders and other subscribers are encouraged to consult with their own
tax advisers as to the tax consequences in the event the Subscription Rights are deemed to have a fair
market value. ' '

Unlike a private ruling, an opinion of counsel is not binding on the IRS and the IRS could disagree
with the conclusions reached therein. In the event of such disagreement, there is no assurance that the IRS
would not prevail in a judicial or administrative proceeding. .

Subscription Offering

The Bank is making a Subscription Offering of Shares in the priorities described below to (i) Eligible
Account Holders who held Qualifying Deposits with the Bank on May 31, 1988 and (ii) Trustees, officers
and employees of the Bank. .

The Subscription Offering expires at 3:00 p.m., Eastern Standard Time, on November 30, 1988, unless
extended by the Bank with the approval of the Commissioner (the “Subscription Expiration Date™).

59




It is anticipated that any remaining Shares unsold after the Subscription and Community Offering will
be sold in an underwritten Public Offering, See “‘Purchase Limitations™ below for information as to
additional limitations on the purchase of Shares in the Subscription and Community Offering and the
Public Offering.

Subscription Rights of Eligible Account Holders. Each. Eligible Account Holder will receive non-
transferable Subscription Rights fo purchase on a first-priority basis an amount up to the greater of (i)
43,750 Shares, which represerits 3.5% of the total number of Shares offered in the Subscription Offering,
or (ii) fifteen times the product (rounded down to the next whole number) obtained by multiplying (the
total number of Shares to be offered in the Subscription Offering) by a fraction of which the numerator is
the Qualifying Deposit of the Eligible Account Holder and the denominator is $124,534,873 (the total
amount of Qualifying Deposits of all Eligible Account Holders in the Bank), up to a maximum of 3% of
the total number of Shares offered in the Subscription Offering. The exercise of Subscription Rights by
Eligible Account Holders is subject to the availability of sufficient Shares and to the purchase limitations
described below. _ et s L .

Under the Plan of Conversion; if Eligible'Account Holders subscribe for more Shares than are available
for purchase by them, subscriptions will be allocated among subscribing Eligible Account Holders first to
permit each subscribing Eligible Accournt Holder, to the extent possible, to purchase the lesser of 100 Shares
or the number of Shares subscribed for by such Eligiblé Account Holder. Any Shares remaining thereafter
will be allocated among the subscribing Eligible Account Holders whose subscriptions remain unsatisfied
pro rata in the same proportion which the Qualifying Deposit of each bears to the total Qualifying Deposits
of all subscribing Eligible Account Holders, whose subscriptions remain unsatisfied, in a series of rounds
until ali Shares are allocated, provided that no fractional Shares will be allocated or issued.

Subscription Rights of Corporators, Trustees, Officers and Employees. Corporators, Trustees, officers
and employees may also participate in the Subscription Offering if they were Eligible Account Holders as
described above. To the extent that subscriptions by Corporators, Trustees and officers of the Bank and
their associates are based upon increases in their deposit accounts in the Bank during the one-year period
preceding May 31, 1988, such additional subscriptions will be filled only after subscriptions by all other
Eligible Account Holders have been satisfied... The Subscription Rights of Corporators, Trustees, officers
and employees may not exceed, in the aggregate, 30% of the Shares offered in the Subscription Offering.
Each Trustee, officer and employee-of the Bank (but not the Corporators of the Bank) will receive non-
transferable Subscription Rights to.subscribe for up to. 43,750 Shares (3.5% of the total number of Shares
offered in the Subscription Offering). The exercise of Subscription Rights by Trustees, officers and employees
is subject to the availability of sufficient Shares and to the purchase limitations described below. See
“Purchase Limitations.” N A B

If Trustees, officers and employees of the Bank subscribe for more Shares than are available for purchase
by them, subscriptions will be alfocated: by the Board of Trustees or Board of Investment among the
subscribing Trustees, officers and employees on an equitable basis, giving weight to such factors as the
period of service and compensation and position of the individual, provided that no fractional Shares will
be allocated or issued. However, the allocation of Shares subscribed for by Trustees, officers and employees
as Eligible Account Holders will be governed by the allocation procedures described under “Subscription
Rights of Eligible Account Holders.” See “MANAGEMENT—Purchases by Management.”

Community Offering

The Community Offering is being made concurrently with the Subscription Offering to Community
Purchasers in accordarnce with the respective priorities and on the terms and conditions summarized below.
After all subscriptions have been filled in:the Subscription Offering, each Community Purchaser will be
permitted to purchase up to 3.5% of the Shares offered in the Subscription and Community Offering.

Orders for Shares of Common -St'éck-.j_'received in the Community Offering will be subject to the
availability of Shares for purchase aftersatisfaction of all orders in the Subscription Offering. If valid
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purchase orders (as determined in the sole discretion of the Bank) are received during the period of the
Community Offering for more Shares than are available for purchase in the Community Offering,
purchase orders from Community Purchasers who are natural persons residing in the Bank’s Community
Reinvestment Act Area (“Category One”} shall be filled first. In the event Community Purchasers in
Category One request more Shares of Conversion Stock than are available, the available Shares shall be
allocated so as to permit each such Category One Community Purchaser, to the extent practicable, to
purchase the number of Shares equal to the lesser of one hundred Shares or the number of Shares requested
by such Community Purchaser. Any Shares remaining after such allocation shall be allocated among the
Category One Community Purchasers whose orders remain unsatisfied in the proportion that the unsatisfied
number requested by each such Community Purchaser bears to the total unsatisfied number requested by
all other Category One Community Purchasers. To the extent that Shares of Common Stock remain after
filling the purchase orders from Category One Commmunity Purchasers, purchase orders from all other
Community Purchasers who were on the Eligibility Record Date borrowers from the Bank (“Category
Twao™") shall be filled, utilizing the same principles of allocation of such remaining Shares among Category
Two Community Purchasers as is provided above for allocation among Category One Community
Purchasers. To the extent that Shares of Common Stock remain after filling the purchase orders from
Category Two Community Purchasers, purchase orders from all other Community Purchasers (“*Category
Three”) shall be filled utilizing the same principles of allocation of such remaining Shares among Category
Three Community Purchasers as is provided above for allocation among Category One Community
Purchasers.

Except as described above, the purchase price, method of payment, expiration date, purchase limitations
and other terms and conditions are the same for the Community Offering as for the Subscription Offering.

Non-transferability of Subscription and Purchase Rights. The Subscription Rights of Eligible Account
Holders and Trustees, officers and employees of the Bank are non-transferable, directly or indirectly. Such
rights may be exercised only by the person to whom they are granted and only for such person’s own account.
Similarly, Community Purchasers may not transfer righis to purchase Shares in the Community Offering.
Each person exercising such Subscription Rights or purchase rights will be required to certify that such person
is purchasing Shares for such person’s own account, and that such person has no agreement or understanding
for the sale or transfer of such Shares. The regulations of the Commissioner prohibit any such agreement or
understanding to transfer the legal or beneficial ownership of Subscription Rights, purchase rights or Shares
to the account of another person and authorize the Commissioner to take such remedial measures as he
deems appropriate, including the revocation of purchases and the imposition of civil penalties. Prior to the
consummation of the Conversion, no subscriber or Community Purchaser may (i) directly or indirectly
transfer, or make or enter into any direct or indirect agreement or understanding to transfer, the legal or
beneficial ownership of Subscription Rights or purchase rights, or the underlying securities, to the account of
another person, (iij make any direct or indirect agreement or arrangement to divide or share any profits or
proceeds which may be realized on the sale or other disposition of the Shares with any person, (iii) use any
funds to purchase Shares other than those available from-the subscriber’s or Community Purchaser’s own
assets or through the use of the subscriber’s or Community Purchaser’s own credit, or (v} make any agreement
or arrangement which otherwise would directly or indirectly permit any other person to profit or benefit in
any way from the purchase of Shares provided, however, that the exercise of Subscription Rights of an Eligible
Account Holder, Trustee, officer or employee of the Bank or of purchase rights by a Community Purchaser
through the purchase of Shares by an Individual Retirement Account or Keogh Plan of which such person is
a beneficiary shall not be deemed a violation of the non-transferability provisions described herein. Unless
otherwise approved by the Bank, stock certificates for Shares purchased by persons exercising Subscription
Rights or purchase rights will be registered only in the name(s) of the Eligible Account Holder exercising such
Subscription Rights, in the form in which such Eligible Account Holder held the related deposit account(s)
with the Bank, or in the name of the Community Purchaser exercising purchase rights, as the case may be.




Procedures in Subscription and Comﬁiﬁﬁjty-_()fferings

Use of Order Forms. A Subs“t':r'ip't"i'on_- Order Form and a Subscription Order Certification along with a
question and answer brochure which explains how Shares inay be subscribed for in the Subscription Offering
are enclosed with this Subscription ‘arnd’ Direct Community Offering Circular. The Subscription Order
Form contains information as to theé maximum number of Shares which the recipient has the right to
purchase and sets forth the Maximum Purchase Price. These materials are being sent to Eligible Account
Holders, Trustees, officers and empioyees of the Bank, ot such persons may obtain them at the Bank’s
Conversion Center, located at the Bank’s. South Hinghani office, 37 Whiting Street, South Hingham,
Massachusetts 02043 (the “Conversion Center”). e

Community Purchasers who havetequested a copy of the Offering Circular and accompanying materials
in response to the Bank’s advertisements will receive by mail a copy of this Offering Circular together with
a Community Offering Order Form; '3 Community Offering Order Certification and a question and answer
brochure which explains how Shares may be purchased in the Community Offering.

Eligible Account Holders must use the Subscription Order Form and Subscription Order Certification,
and Community Purchasers must use the Community Offeting Form and Community Offering Order
Certification to order Shares. The terms “Order Form” and “Order Certification” used throughout this
Offering Circular refer to both types of stock Order Forms and Order Certifications. Additional Order
Forms and Order Certifications are available from the Bank’s Conversion Center.

In order 1o purchase Shares in ihe Subscription and Community Offering, recipients of Order Forms
must return their Order Forms and Order Certifications, properly completed and accompanied by the full
required payment for requested Shares(or appropriate instructions authorizing withdrawal from certain
deposit accounts at the Bank), to the Bank; so that they are received by the Bank at the Conversion Center
no later than 3:00 p.m., Eastern Standard Time, on November 30, 1988, the Subscription Expiration Date.

Order Forms and Order Certifications that have not been received by the Bank at the Conversion
Center by the Subscription Expiration Date, regardless of the mailing date or postmark thereon, will be
void. Under the Plan of Conversion, the Subscription Expiration Date may be extended by the Bank, with
the approval of the Commissioner.  All" Subscription Rights and purchase rights under the Plan of
Conversion will become void after the Subscription Expiration Date, whether or not the Bank has been
able to locate persons entitied to such rights.” Only one Subscription Order Form per Eligible Account
Holder, Trustee, officer or employee will. be accepted by the Bank. Al orders, once made, may not be
supplemented, modified, withdrawn or cancelled without the consent of the Bank.

Orders will not be accepted by the Bank unti] all Shares have been subscribed for or sold pursuant to
the Subscription and Community Offering or the Public Offering or such other means of sale as may be
implemented. If all Shares have not been subscribed for or sold within 45 days of the end of the Subscription
and Community Offering (unless such period i§ extended by the Bank with the consent of the Commissioner),
all payments by check, negotiable order: of withdrawal or money order for Shares will be returned to
subscribers or purchasers, together with interest at 5.5% per annum, and all authorizations for payment by
withdrawals from deposit accounts. will be cancelled with interest paid at the rates applicable to such
accounts. See “Refunds; Termination of Conversion” below.

Payment for Shares. Full payment for Shares, computed on the basis of the maximum price of $11.50
per Share (the “Maximum Purchase Price™); must accompany each completed Order Form for subscriptions
or purchases to be valid. Payment for Shares may only be made as follows: (i) by money order, by certified,
treasurer’s or bank cashier’s check issued by any bank, or by check or negotiable order of withdrawal drawn
on the Bank, in each case payable to the Bank directly and not by endorsement and provided that the
foregoing will only be accepted subject to collection and payment, or (i1) by appropriate authorizations for
withdrawal from certain deposit accounts with the Bank (excluding Individual Retirement Accounts, Keogh
and other similar accounts, and also excluding insurance escrow and tax escrow accounts). No other form
of payment, such as cash, will be accepted. n the case of payments for Shares made by check, negotiable
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order of withdrawal or money order, interest will be earned by subscribers and Community Purchasers at
the rate of 5.5% per annum from the dates such funds are collected (i.e., available funds) by the Bank until
the Subscription Expiration Date, November 30, 1988. Payments for Shares made by authorized withdrawal
from certain deposit accounts with the Bank would continue to earn interest at the rates applicable to such
accounts until the consummation or fermination of the Conversion. See “Refunds, Termination of
Conversion” below. Payment for Shares made through authorization of withdrawal from certificate
accounts of the Bank will be accepted without assessment of penalties for premature withdrawal unless
required by applicable laws or regulations. If the remaining balances of such certificate accounts after such
withdrawals are less than the minimum qualifying balances under applicable rate control regulations, the
certificates evidencing such accounts will be cancelled upon consummation of the Conversion, and the
remaining balance will thereafter earn interest at the rate provided for in the certificates in the event of
cancellation or, if no such rate is provided, at the rate payable on the Bank’s regular savings accounts, If
payment 1s made by authorization of withdrawal from a deposit or certificate account, the funds will not
be withdrawn until the date of consummation of the Conversion and will continue to earn interest at the
applicable rate specified thereon until such consummation, for payments withdrawn from such accounts
on consummation of the Conversion in payment for Shares. Amounts authorized for withdrawal in excess
of the aggregate Actual Purchase Price for purchased Shares will not be withdrawn and will earn interest
at the applicable rate as if such amounts had never been withdrawn. Appropriate means by which such
withdrawals may be authorized are contamed in the Subscription Order Form. Once such a withdrawal
has been authorized, the designated withdrawal amount will be “frozen” and may not be used for any
purpose other than to purchase the Shares while the Plan of Conversion remains in effect. The Bank will
segregate from its general operating accounts all amounts paid on subscriptions or purchases for Shares in
the Conversion, and will be entitled to invest such amounts in federal funds or United States Treasury or
agency securities for its own account until consummation or termination of the Conversion. The Bank
may, in its sole discretion, waive any irregularity on any Order Form or Order Certification, reguire the
submission of a corrected Order Form or Order Certification or require the remittance of all payments for
Shares subscribed for or purchased by the Subscription Expiration Date or accept a lesser payment as
payment in full for such number of Shares as such payment would cover, although the Bank is under no
obligation to do so. If the Bank does waive any irregularity in any instance, such a waiver shall not be
deemed to be a waiver in 2ll cases of such irregularity or of any other irregularity.

- Massachusetts banking regulations prohibit the extension of credit by the Bank to any person for the
purpose of purchasing Shares.

All questions concerning the completeness and validity of the Order Form or Order Certification,
including without limitation whether the payment offered is valid consideration, shall be determined by
the Bank in its sole discretion and such determination shall be final, conclusive and binding on all persons.
The Bank may take any remedial action, including, without limitation, rejecting the purchase or referring
the matter to the Commissioner for action, as in its sole discretion the Bank may deem appropriate.

Refunds; Termination of Conversion. If the Actual Purchase Price is less than the Maximum Purchase
Price, excess payments will be refunded, or authorized withdrawals reduced, as promptly as practicable
after consummation of the Conversion, unless the subscriber or purchaser exercises the option provided
in the Order Form to apply the excess payment to purchase additional available whole Shares at the Actual
Purchase Price; in which case, subject to applicable purchase limitations, the subscriber’s subscription or
purchaser’s order, as the case may be, will be increased by the amount of such additional Shares, if available,
and any remaining portion of such excess will be refunded, or authorized withdrawal reduced. Interest on
refunds will be paid at the rate of 5.5% for payments by check, negotiable order of withdrawal or money
order from the date such funds were collected by the Bank, or at the rates applicable to accounts from
which authorized withdrawals are made. In the event that the Conversion is terminated, the Bank will
refund all amounts paid by check, negotiable order of withdrawal or money order, with interest thereon at
the rate of 5.5% per annum from the date such funds were collected by the Bank through such termination
date, and payments in the form of authorized withdrawals shall not be withdrawn and interest at the rates
applicable to such accounts will be paid as if such withdrawals had not been made.
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Delivery of Certificates. Certificates representing Shares issued in the Conversion will be mailed to the
persons entitled thereto at the last addresses of such persons appearing on the account records of the Bank,
as soon as practicable following consummation of the Public Offering or, if the Public Offering does not
take place, as soon as practicable following any other sale of the Shares offered in the Conversion. Any
certificates returned as undeliverable will be held by the Bank’s transfer agent until claimed by the persons
legally entitled thereto or otherwise disposed of in accordance with applicable law. Unless otherwise
approved by the Bank, certificates for the Shares must be registered in the name or names of the Eligible
Account Holder (in the form in which the account is held), Trustee, officer or employee subscribing for
_such Shares, or of the Community Purchaser purchasing Shares.

Undelivered Subscription Materials. __;fhe_Su'bscription Rights of any persons whom the Bank is unable
to locate or whose subscription materials are returned to the Bank by the United States Postal Service as
undeliverable will expire on the Subscription.Expiration Date.

Persons in Non-Qualified States or Other Jurisdictions. The Bank will make reasonable efforts to comply
with the securities laws of all states in the United States in which persons entitled to subscribe for Shares
pursuant to the Plan of Conversion reside.: However, the Bank will not be required to offer Shares to any
person who resides in any state of the Unitéd States, foreign country or other jurisdiction with respect to
which the Bank determines that compliance with the securities laws of such state or jurisdiction would be
impractical for reasons of cost or otherwxse o

Purchase Limitations

The following purchase llmltatlons apply to all Shares to be issued in the Subscrtptlon and Commumty
Offering and the Public Offering, except for purchases by the Underwriters in the Pubtic Oﬂ"errng

(1) No fewer than 25 Shares may be purchased by any person purchasnng any Shares in the
Subscription and Community Oﬁ'errng '

(2) No more than 43,750 Shares, which represents 3.5% of the Shares offered in the Subscrrptron
Offering, may be subscribed for in the Subscription Offering individually by any Eligible Account
Holder, Trustee, officer or employee; provided, however, that each Eligible Account Holder with a
Qualifying Deposit in excess of $290,614 on May 31, 1988 (and any associated Eligible Account Holder
or a group acting in concert) may subscribe for a number of Shares equal to 15 times the product
{rounded down to the next whole number) obtained by multiplying (the total number of Shares to be
offered in the Subscription Offering) by a fraction of which the numerator is the Qualifying Deposit
of the Eligible Account Holder and thé denominator is $124,534,873 (the total amount of Qualifying
Deposits of all Eligible Account Holders'in' the Bank); up to 62,500 Shares, Wthh represent 5% of the
total number of Shares offered in the’ Subscrlptlon Oﬁ‘errng

(3) No more than 43,750 Shares, whlch represents 3.5% of the Shares offered in the Subscrrptron
and Commumty Offering, may be purchased in the Commumty Offering by any Commun:ty Purchaser
and such person’s associates or group actrng in concert '

{4) No more than 43,750 Shares, which represents 3.3% of the Shares oﬁ“ered in the Subscr;ption
“and Community Offering, may be purchased in the Public Offering in the aggregatc by any person and
his associates or a group acting in concert

(5) No more than an aggregate of 62 500 Shares ‘which represents 5% of the Shares offered in the
Subscription and Community Oﬁ'erlng, may be subscribed for or purchased in the Subscnptzon and
Community Offermg and the Public Offerlng in the aggregate by any person, together with any assocrate
Or a group acting in concert., .

(6) No more than 30% of the total number of Shares offered in the Conversion may be purchased
in the aggregate by Corporators, Trustées and ofﬁcers of the Bank and their associates, whether as
Eligible Account Holders or otherwise.”
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Notwithstanding the foregoing limitations, if the number of Shares offered in the Subscription and
Community Offering is increased and the Actual Purchase Price is less than the Maximum Purchase Price,
any subscriber or Community Purchaser who exercised the option in the Order Form to apply the excess
payment to purchase additional Shares at the Actual Purchase Price may purchase such additional Shares
as part of the Subscription and Community Offering.

The term “‘associate™ of a person is defined to mean: (i) any corporation or organization (other than
the Bank or any majority-owned subsidiary of the Bank) of which such person is an officer, partner or,
directly or indirectly, the beneficial owner of 10% or more of any class of such corporation’s equity securities;
{(it) any trust or other estate in which such person has a substantial beneficial interest or serves as trustee
or in a similar fiduciary capacity; or (iii) any relative or spouse of such person or any relative of such
spouse, who has the same home as such person or who is a Trustee or ofhicer of the Bank or any subsidiary.
For example, a corporation in which a Trustee of the Bank serves as an officer would be an associate of
such Trustee, and therefore all Shares purchased by such corporation would count against the number of
Shares which the Trustee individually could purchase under the above limitations.

The term “‘group acting in concert” is defined to mean persons (i) seeking to combine or pool their
voting or other interests in the securities of the Bank for a common purpose, pursuant to any contract,
understanding, relationship, agreement or other arrangement, whether written or otherwise or (i) who
would be deemed to be acting as a group or syndicate within the meaning of Section 13(d) of the Securities
Exchange Act of 1934, as amended (the “Exchange Act™). In addition, any persons who are beneficial
owners (within the meaning of and as determined under Rule 13d-3 promulgated under Section 13(d) of
the Exchange Act) of the same securities are deemed to be members of a “group acting in concert.” When
persons act together for any of the foregoing purposes, their group is deemed to have acted in concert in
acquiring their stock. However, Corporators, Trustees, officers and employees will not be deemed to be
associates or a group afhliated with each other or otherwise acting in concert in purchasing Shares in the
Conversion solely as a result of their being Corporators, Trustees, officers or employees of the Bank.

The term “person” is defined to mean an individual, a corporation, a partnership, an association, a
Joint-stock company, a trust, any unincorporated organization or similar association, a government or
political subdivision or a group acting in concert.

By purchasing Shares in the Conversion, each person will be deemed to confirm thai such purchase does
not conflict with the above purchase limitations. In the event that the Board of Trustees or the Board of
Investment of the Bank determines that any persons are associaies or a group acting in concert or that any
purchase conflicts with, or any person has violated, the purchase limitations of the Plan of Conversion, such
determination shall be conclusive and final.

Purchase Price and Number of Shares to be Issued

Purchase Price. The Actual Purchase Price of the Shares in the Subscription and Community Offering
will be the same as the price at which Shares are initially offered to the general public in the Public Offering
or, if the Public Offering does not take place, the same price as the price at which all Shares not subscribed
for or purchased in the Subscription and Community Offering are sold. The Actual Purchase Price will
not be determined until shortly before the commencement of the Public Offering (or if there is no Public
Offering, as soon as practicable following the Subscription Expiration Date).

1f the Actual Purchase Price is less than the Maximum Purchase Price, the difference will be refunded
or the withdrawal authorization will be reduced by the appropriate amount, unless the subscriber or
Community Purchaser has exercised the option provided in the Order Form to apply such excess payment
to purchase additional available whole Shares at the Actual Purchase Price, subject to applicable purchase
limitations, in which case the subscriber’s subscription or Community Purchaser’s order will be increased
by the amount of such additional Shares, if available, and any remaining portion of such excess will be
refunded. If it is determined that the Actual Purchase Price in the Subscription and Community Offering
should be greater than the Maximum Purchase Price stated in the Order Form or accompanying materials,
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upon compliance with such requiremnents as 'may be imposed by the Commissioner, each person who
subscribed for Shares will be permitted to (i) withdraw the subscription or order and have such person’s
payment for Shares returned in full, or (i)' make payment to the Bank of the additional amount necessary
for the Shares subscribed for at the Actual Purchase Price in the manner and within the time prescribed
by the Bank, or (iii) purchase such lesser whole number of Shares as such subscriber’s or Community
Purchaser’s payment would entitle such person to purchase at such Actual Purchase Price and to receive a
refund for any overpayment. Except as provided above, no interest will be paid on any amount so refunded.

Determination of Purchase Price. Massachusetts banking regulations require that the purchase price
of equity securities of a converting mutual savings bank sold-in connection with its conversion equal the
aggregate pro forma market value of such'securities as determined-on the basis of an independent valuation.
The Bank has retained Kaplan, Smith to prépare a valuation of the total pro forma market value of the
Shares to be offered and sold in the Conversion. For its services in making this valuation, Kaplan, Smith
will receive an appraisal fee of $20,000 and réimbursement of certain of its out-of-pocket expenses. The
Bank has agreed to indemnify Kap[an Smlth against certam liabilities which might arise out of such
appraisal. :

In preparing the valuation, Kaplaﬁ‘,"Sﬁii't:h has relied u'pon'and assumed the accuracy and completeness
of inancial and statistical information provided by the Bank. Kaplan, Smith has also considered information
based upor other publicly available sources 'which it believes are reliable. However, Kaplan, Smith cannot
guarantee the accuracy and completeness of such information. Kaplan, Smith did not independently verify
the financial statements and other mformatlon provided by the Bank, nor did it independently value the
assets or liabilities of the Bank. -

Kaplan, Smith provided a pro fortna Valuat_ion of thé aggregate market value of the Shares to be sold
in the Conversion for submission to the Commissioner shortly before the commencement of the Subscription
and Community Offering. On the basis of its'consideration of the factors described below, Kaplan, Smith
has advised the Bank that, in its opinion, at October 17, 1988, the estimated aggregate pro forma market
value of the Shares to be issued in the Conversion was $12,500,000 with a resultant valuation range of
approximately $10,625,000 to $14,375,000° or assuming that 1,250,000 Shares are sold in the Conversion,
between $8.50 and $11.50 per Share.

Such valuation was made by Kaplan; Sniith on the basis of its evaluation of the operating and financial
data of the Bank in comparison with the opérating and financial data of comparable publicly-held thrift
institutions as disclosed by those thrift institutions in filings with regulatory agencies.” The valuation was
made in reliance on the representation’ of thé Bank that the information contained in this Offering Circular
is accurate and Kaplan, Smith has madé no independent verification of the accuracy of such information
or of the information disclosed by the othér thrift institutions. Kaplan, Smith also took into account other
factors, such as the market for the stock-of thrift institutions -and the securities markets in general, the
Bank’s market area, the prevailing economic: -and demographic conditions which affect the operations of
thrift institutions, and the competxtwe env1ronment w1thm Wthh the Bank operates.

The total number of Shares to be oﬂ'ered in the Subscrlptlon and Community Offering and the
Maximum Purchase Price referred to'above have been determined on the basis of the foregoing valuation.
The valuation will be reviewed and, if approprlate revised by Kaplan, Smith shortly before commencement
of the Public Offering or, if the Public Offermg does not take place, as soon as practicable after expiration
of the Subscription and Community Offering. The. Actual Purchase Price for all Shares sold in the
Conversion will be determined on the ba51s of this final valuation. See “Purchase Price” for a description
of the procedures in the event the ﬁnal estlmated valuatlon is less or greater than the aggregate Maximum
Purchase Price. . = :

THE ESTIMATED VALUATION DESCRIBED ABOVE IS NOT INTENDED, AND MUST NOT
BE CONSTRUED, AS A RECOMMENDATION OF ANY KIND AS TO THE ADVISABILITY OF
PURCHASING THE SHARES OFFERED HEREBY. THE VALUATION CONSIDERS THE BANK
ONLY AS A GOING CONCERN AND: SHOULD NOT BE CONSIDERED AS AN INDICATION OF
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THE LIQUIDATION VALUE OF THE BANK, MOREOVER, BECAUSE SUCH ESTIMATED
VALUATION IS NECESSARILY BASED UPON ESTIMATES OF A NUMBER OF FACTORS
(INCLUDING CERTAIN ASSUMPTIONS AS TO THE UNDERWRITING COMMISSION AND
OTHER EXPENSE FACTORS AFFECTING THE NET PROCEEDS TO THE BANK FROM THE
SALE OF ITS SHARES AND AS TO THE NET EARNINGS ON SUCH NET PROCEEDS), ALL OF
WHICH ARE SUBJECT TO CHANGE FROM TIME TO TIME, NO ASSURANCE CAN BE GIVEN
THAT PERSONS WHO PURCHASE SHARES IN THE CONVERSION WILL BE ABLE TO SELL
SUCH SHARES AT COMPARABLE PRICES THEREAFTER. A COMPLETE COPY OF THE
KAPLAN, SMITH VALUATION IS AVAILABLE FOR INSPECTION AT THE MAIN OFFICE OF
THE BANK, 55 MAIN STREET, HINGHAM, MASSACHUSETTS 02043 AND AT THE OFFICE OF
THE COMMISSIONER OF BANKS, 100 CAMBRIDGE STREET, BOSTON, MASSACHUSETTS
02202.

Number of Shares to be Issued. Depending on market conditions or changes in the estimated pro forma
value of the Shares following the commencement of the Subscription and Community Offering, the Bank
may, subject to approval of the Commissioner, significantly increase or decrease the total number of Shares
to be issued in the Conversion or reduce the price per Share to be paid in the Conversion. Any such change
in the total number of Shares to be issued and any reduction in the price per Share may be made without
a resolicitation of subscriptions or orders by Community Purchasers, and without affording subscribers
and Community Purchasers an opportunity to modify or cancel their subseriptions or orders. In the event
of a material increase in the valuation of the pro forma market value of the Shares, the Bank anticipates
that it will increase the total number of Shares to be issued in the Conversion so as to assure that the Actual
Purchase Price does not exceed the Maximum Purchase Price. Any increase in the total number of Shares
to be issued in the Conversion would decrease a subscriber’s or Community Purchaser’s proportionate
ownership interest and the pro forma net income adjustment and pro forma net worth on a per Share basis,
while increasing the pro forma net income adjustment and pro forma net worth on an aggregate basis. See
“PRO FORMA DATA.” However, as described above, subscribers and Community Purchasers may
exercise their option on the Order Forms {0 apply any excess payments to purchase additional Shares at
the Actual Purchase Price in the event the Actual Purchase Price is less than the Maximum Purchase Price.

A decrease following the commencement of the Subscription and Community Offering in the total
number of Shares to be issued in the Conversion would affect Subscription Rights and purchase rights by
reducing the maximum number of Shares that may be purchased under the various percentage purchase
limitations but would not otherwise change the number of Shares that a subscriber or Community Purchaser
may purchase. See “Purchase Limitations™ above. See also “Public Offering” below, as to the possible
issuance of additional Shares to cover over-allotments by the Underwriters in the Public Offering.

Public Offering

Massachusetts banking regulations require that all Shares offered in the Conversion be sold in order
for the Conversion to become effective. The Plan of Conversion provides that, if feasible, all Shares not
subscribed for in the Subscription and Community Offering will be sold to the Underwriters in a firm
commitment underwriting for sale to the general public in the Public Offering. The Bank currently expects
that the Public Offering or other sale of unsubscribed Shares offered in the Conversion will commence as
soon as practicable following the Subscription Expiration Date. Massachusetts banking regulations also
require that the Public Offering or other sale of Shares in the Conversion be completed within 45 days after
the expiration of the Subscription and Community Offering unless extended by the Bank with the approval
of the Commissioner. Keefe, Bruyette is expected to serve as the managing underwriter of the Public
Offering.

It is expected that the Underwriters will purchase the unsubscribed Shares from the Bank at the Public
Offering Price less an underwriting discount. The amount of the underwriting discount, which is currently
estimated to be approximately 6,0% of the Public Offering Price, will be determined by negotiations between
Keefe, Bruyette, as representative of the several Underwriters, and the Bank. No underwriting fees or

67




discounts will be paid to the Underwriters' with respect to any Shares sold in the Subscription and
Community Offering. The proposed uniderwriting agreement in connection with the Public Offering will
not be entered into between the Bank-and the Underwriters until immediately prior to the Public Offering.
Pursuant to the underwriting agreement. the Underwriters, subject to certain conditions, will be obligated
to purchase all Shares which have not bees siubscribed for in the Subscription and Community Offering if
any such Shares are purchased by the: Underwriters. In addition, for a period of 30 days following the
commencement of the Public Offering, the Underwriters may have an option to purchase a number of
additional shares, which will not exceed 15% of the total number of Shares offered in the Conversion, on
the same terms as other Shares purchased by the Underwriters in the Public Offering solely for the purpose
of covering over-allotments, if any. - Any exércise of the over-allotment option which causes the gross
proceeds of the Conversion to exceed $14,375,000, the maximum of the current valuation range, would be
subject to a revised valuation of the total pro forma market value of the Shares. The Bank has agreed with
Keefe, Bruyette that if the Conversion takes place but there is no Public Offering, or a limited Public
Offering, the Bank shall pay to Keefe, Bruyette certain minimum fees of $130,000 plus reasonable attorney’s
fees not to exceed $40,000 for financial advisory assistance provided to the Bank during the conversion
process as well as certain of their out-of-pocket expenses. '

In addition, the Bank will agree with. the’ Underwriters that, for a period of 60 days following the
closing of the Public Offering, the Bank will not sell, offer to sell, or grant any option (other than pursuant
to the Bank’s Stock Option Plan} for thé purchase of any Shares of the Bank’s Common Stock, and that
the Bank will not, without the Underwriters” prior written consent, issue to the public any shares or
securities convertible into, or warrants or other rights to purchase, any such Shares.

The Bank currently expects that the Public Offering will commence promptly after completion of the
Subscription and Community Offering.. The commencement and completion of the Public Offering,
however, will be subject to market and financial conditions at the time of the Public Offering. No assurance
can be given as to the length of time that will be required to complete the Public Offering or other sale of
the Shares to be issued in the Conversion. If delays are experienced, significant changes may occur in the
estimated total pro forma market value of the Shares, together with corresponding changes in the offering
price and the net proceeds realized by the Bank from the sale of the Shares. The Bank could also incur
substantial additional printing, legal and accounting expenses in completing the Conversion. If the Public
Offering is determined not to be feasible, an occurrence that is not presently anticipated, the Bank’s Board
of Trustees will determine, subject to the approval of the Commissioner, an appropriate aiternative method
of selling all unsubscribed Shares. -~ 7

Amendment and Termination

The Plan of Conversion may be amended as a result of comments from regulatory authorities or
otherwise with the concurrence of the Commissioner. Unless all Shares have been sold and the Conversion
is consummated by September I, 1990, the Plan of Conversion will automatically terminate. Also, the
Plan of Conversion provides that the transactions contemplated thereby may beé terminated by the Board
of Trustees at any time with the concurrence of the Commissioner, notwithstanding approval of the Plan
of Conversion by the Corporators of the Bank at the Special Meeting.

~ANTI-TAKEOVER PROVISIONS
Certain Provisions in the Charter and By-Laws '

A number of provisions of the Bank’s Charter and By-Laws which will become effective upon the
consummation of the Conversion deal __\__vit_h' matters of corporate governance and the rights of stockholders.

The following discussion is'a 'gen:éra'l'summary of certain provisions of the Charter and By-Laws
relating to stock ownership and transter, the Board of Directors and business combinations, which may be
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deemed to have an “anti-takeover” effect. These and other provisions affect stockholder rights and should
he given careful attention. Although the Board of Trustees is not aware of any effort that might be made
to gain control of the Bank after the Conversion, the Board of Trustees believes that it is appropriate to
adopt certain provisions to encourage any would-be acquiror of the Bank to negotiate the terms of
acquisition with the Bank. The following description of certain of these provisions is necessarily general
and reference should be made in each case to the Charter and By-Laws of the Bank which are incorporated
herein by reference. The Charter and By-Laws are part of the Bank’s application to the Commissioner. A
copy of the application is available for public inspection at the main office of the Bank, 55 Main Street,

- Hingham, Massachusetts 02043, and at the office of the Commissioner, 100 Cambridge Street, Boston,
Massachusetts 02202,

Authorized Stock. The Charter authorizes the Board of Directors to issue any of the 5,000,000 shares
of authorized Common Stock not issued in the Conversion, as well as the 2,500,000 shares of serial
preferred stock, $1.00 par value (the “Preferred Stock™), which are authorized but unissued. Under current
Massachusetts law, the issuance of any such stock would require the prior approval of the Commissioner.
The Board of Directors 1s authorized to fix the designations, powers, preferences and relative or other
special rights of the Preferred Stock, including voting rights {which could be multiple or as a separate class)
and conversion rights. In the event of an attempt to gain control of the Bank, it is possible that the Board
of Directors might seek to authorize the issuance of one or more series of Preferred Stock with rights and
preferences that could impede such attempt to acquire control of the Bank, The Bank has no present plans
or understandings for the issuance of any Preferred Stock.

Directors. The Charter and By-Laws contain certain provisions which may make it more difficult to
change a majority of the Board of Directors. The Charter provides for three-year staggered terms for
Directors, so that ordinarily no more than approximately one-third of the Bank’s Directors will stand for
election in any one year. The Charter provides that there will be no cumulative voting in the election of
Directors. The By-Laws provide that the Board of Directors shall consist of not less than seven nor more
than 25 Directors, with the exact number fixed by majority vote of the Board of Directors, unless there is
an Interested Stockholder (as defined in the Charter to mean, among others, a beneficial owner of ten
percent or more of the outstanding voting stock of the Bank or any affiliated person of such Interested
Stockholder) at the time, in which case a majority vote of the Continuing Directors (as defined in the
Charter to mean, generally, a Director who is not an affiliate or associate of an Interested Stockholder) is
also required. Under the Charter, a Director may be removed only for Cause (as defined in the Charter)
by the affirmative vote of at least (i) two-thirds of the total votes eligible to be cast by stockholders at a
duly constituted meeting called expressly for such purpose, or (ii) two-thirds of the members of the Board
of Directors then in office, unless at the time of such removal there is an Interested Stockholder, in which
case the affirmative vote of at least two-thirds of the Continuing Directors then in office shall be required
for removal by vote of the Board of Directors. The By-Laws provide that any vacancy occurring in the
Board of Directors may be filled by vote of a majority of the remaining Directors, unless at the time there
is an Interested Stockholder, in which case a majority vote of the Continuing Directors is instead required.
Finally, the By-Laws impose certain advance notice and informational requirements on the nomination by
stockholders of candidates for election to the Board of Directors and provide that the Board of Directors
may reject any nomination by a stockholder not timely made or not satisfying such notice and informational
requirements. If there is an Interested Stockholder, any determination by the Board of Directors related
to such notice and informational requirements shall aiso require the concurrence of a majority of the
Continuing Directors.

Interested Stockholder is defined in the Charter to include, among others, any person who is the
beneficial owner of 10% or more of the outstanding voting stock of the Bank. Continuing Director is
defined in the Charter to mean, generaily, a Director who is not an affiliate or associate of an Interested
Stockholder and who was a Director prior to the time the Interested Stockholder became an Interested
Stockholder.
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Meetings of Stockholders. The Charter and By-Laws provide that a special meeting of stockholders
may be called at any time only by the Chairman of the Board, if one is elected, or by the President or by a
majority of the Directors then in office; unless at the time there is an Interested Stockholder, in which case,
a majority vote of the Continuing Directors is also required. Only those matters set forth in the call of the
special meeting may be considered or acted upon at such special meeting, unless otherwise provided by
law. With respect to annual meetings: of stockholders, the By-Laws impose certain advance notice and
informational requirements for any new busmess whicha stockholder may wish to propose for consideration
at the meeting. :

Stockholder Vote Required to Appfove:Business Combinations with Interested Stockholders. The Charter
contains a so-called “fair price” provision pursuant to which any Business Combination (as hereinafter
defined) involving an Interested Stockholder of the Bank or any subsidiary would require approval by the
affirmative vote of 80% of the outstanding shares of the Barik entitled to vote, voting together as a single
class. The fair price provision provides that the 80% stockholder vote is not required if the Business
Combination is approved by two th1rds of the Continuing Dlrectors or if certain procedures and price
requirements are met.

The term “Business Comblnatlon is deﬁned to 1nclude (1) any plan of acquisition pursuant to Section
4A of Chapter 167A of the Massachusetts General Laws or any merger or consolidation of the Bank or any
subsidiary with any Interested Stockholder or other corporation which is, or after such merger or
consolidation would be, an affiliate of an Tnterested Stockholder; (ii) any sale, lease, exchange, morigage,
pledge, transfer or other disposition to or w1th any Interested Stockholder or any afliate of any Interested
Stockholder of any assets of the Bank or any subsidiary having an aggregate fair market value of $1 million
or more; (iii) the issuance or transfer by the Bank or any subsidiary of any securities of the Bank or any
subsidiary to any Interested Stockholder or any affiliate of any Interested Stockholder in exchange for cash,
securities or other property having an’ aggregate fair market value of $1 million or more; (iv) the adoption
of any plan or proposal for the liquidation or dissolution of the Bank proposed by or on behalf of any
Interested Stockholder or any affiliate of any Interested Stockholder; or (v) any reclassification of securities
or recapitalization of the Bank, or any merger or consolidation of the Bank with any of its subsidiaries or
any other transaction which has the effect, directly or indirectly, of increasing the proportion of the
outstanding shares of any class of equity or:convertible sccurities of the Bank or any subsidiary which is
directly or indirectly owned by any Interested Stockholder or any affiliate of any Interested Stockholder.

Provisions Relating to Exercise of Business Judgment by the Board of Directors. The Charter further
prov1des that the Board of Directors of the Bank, when evaluating any offer of another “person” (as defined
in the Charter) to: (i) make a tender'or exchange offer for any equity security of the Bank, (ii) implement a
plan of acquisition pursuant to Section 4A of Chapter 167A of the Massachusetts General Laws or merge
or consolidate the Bank with another entlty, or (iii) purchase or otherwise acquire all or substannaHy ail of
the propertles and assets of the Bank, shail, in connection with the exercise of its judgment in determining
what is in the best interests of the Bank and it§ stockholders, give due consideration to all relevant factors
including, without limitation, the social’and economic eﬁ'ects of acceptance of such offer on the Bank’s
present and future account holders, borrowers and empldyees, and on the communities in which the Bank
operates or is located and the ability of the Bank to fulfill the objectives of a Massachusetts-chartered stock
form savings bank under apphcablc statutes and regulations. By having these standards in the Charter,
the Board of Directors may be in a stronger posmon to oppose such a transaction if the Board concludes
that on balance the transaction would niot be in the best interests of the Bank and the holders of its Common
Stock even if the price offered were greater than the then market price of the Common Stock.

Restrictions on Acquisitions of Securities. The Charter also provides that, for a period of five years
from the date of consummation of the Conversion, no “person” (as defined in the Charter) shall directly
or indirectly acquire or “offer” (as defined in the Charter) to acquire the beneficial ownership of more than
10% of any class of outstanding equity securities of the Bank. Shares acquired in excess of this limitation
will not be entitled to vote and may be required to be:sold through an independent trustee. The five-year
limitation on beneficial ownership contained in the Charter is similar to the three-year restriction on

70




beneficial ownership of more than 10% of the shares of any savings bank that converts to stock form
contained in the regulations of the Commissiongr governing conversions. Shares acquired in excess of this
limitation will not be entitled to vote. However, the regulations provide for an exception to this prohibition
if the bank involved is given notice and the Commissioner consents to the transaction. Although the
Charter does not contain such an exception, it does provide for the following exceptions to the foregoing
provisions: (i) any acquisition of shares of capital stock which has been approved in advance by a two-
thirds vote of the Continuing Directors then in office; (ii) any offer with a view toward public resale made
exclusively to the Bank, to any underwriter acting on behalf of the Bank or to a selling group acting on

. such underwriter’s behalf, in connection with a public offering by the Bank of its capital stock; or (iii) a
transaction in which the Bank forms a holding company without a change in the respective beneficial
ownership of its stockholders other than pursuant to the exercise of any dissenter’s appraisal rights. The
Bank may consider forming a holding company after the Conversion.

In addition to the Charter provisions described above, acquisitions of control of the Bank through
purchase of stock are subject to certain restrictions contained in federal and state law including regulation
under the federal Bank Holding Company Act of 1956, as amended, and the Massachusetts “Change of
Bank Control” Act of 1985 or the federal Change in Bank Control Act of 1978, as amended. See “Certain
Federal and State Restrictions on Acquisition of Stock™ below.

Provisions for Amendment of Charter and By-Laws.: The Charter provides that it may be amended
only if such amendment is first approved by an affirmative vote of two-thirds of the Board of Directors of
the Bank then in office and thereafter approved by the affirmative vote of at least 80% of the total votes
eligible to be cast at a meeting of stockholders called for such purpose, except that some of the provisions,
if approved by the Board of Directors, may be amended by the affirmative vote of a majority of the total
votes eligible to be cast by the stockholders of the Bank at a duly constituted meeting, and, if there has
been an Interested Stockholder at any time within the sixty-day period immediately preceding the
stockholder meeting at which such vote is to be taken, any amendment shall aiso require the affirmative
vote of at least two-thirds of the Continuing Directors then in office, prior to approval of such amendment
by the stockholders. The Charter provides that the By-Laws may be amended by (i) a vote of at least two-
thirds of the Directors then in office, unless there is an Interested Stockholder at such time, in which case
a two thirds vote of the Continuing Directors is also required, or (i1} a vote of two-thirds of the total votes
eligible to be cast by the stockholders at a duly constituted meeting called expressly for such purpose if
such proposed amendment is first submitted in writing at least sixty days prior to such meeting and
approved by the affirmative vote of a majority of the Directors then in office, unless there is an Interested
Stockholder at such time, in which case a majority vote of the Continuing Directors then in office is required
instead of such Director approval. -

Anti-takeover Effects. The foregoing provisions, as well as the state and federal provisions referred to
below, could have the effect of discouraging an acquisition of the Bank, or stock purchases in {urtherance
of an acquisition, and could accordingly, under certain circumstances, discourage transactions which might
otherwise have a favorable effect on the price of the Common Stock.

The Board of Trustees believes that the provisions described above are prudent and will reduce the
Bank’s vulnerability to takeover attempts and certain other transactions after the Conversion which are
not negotiated with and approved by its Board of Directors. In the Board of Trustees’ judgment, after the
Conversion the Board of Directors will be in the best position to determine the true value of the Bank and
to negotiate more effectively for what may be in the best interests of its stockholders. Accordingly, the
Board of Trustees believes that it is in the best interests of the Bank and its stockholders to encourage
potential acquirors to negotiate directly with the Board of Directors and that these provisions will encourage
such negotiations and discourage hostile takeover attempts. It is also the Board of Trustees’ view that these
provisions should not discourage persons from proposing a merger or other transaction at prices reflective
of the true value of the Bank and when the transaction is in the best interests of all stockholders.

Despite the Bank’s belief as to the benefits to its stockholders of the foregoing provisions, these
provisions may also have the effect of discouraging a future takeover attempt in which stockholders might

71




receive a substantial premium for their shares over then current market prices. As a result, stockholders
who might desire to participate in such a transaction may not have an opportunity to do so. The Board of
Trustees, however, has concluded- that the: potentlal beneﬁts of these provisions outweigh the possible
disadvantages. e .

Indemnification. The By-Laws prov1de that Trustees Dlrectors and officers of the Bank shall, and in
the discretion of the Board of Directors, non-officer employees may, be indemnified by the Bank against
liabilities and expenses arising out of servxce for or on behalf of the Bank.

Such indemnification shall not be prov1ded if it is'determined that the action giving rise to the liability
was not taken in good faith in the reasonable bellef that the actlon was in the best interests of the Bank.

Certain Federal and State Restncttons on Acqulsltlon of Stock

Massachusetts law relative to converswn of mutual savmgs banks to stock form savings banks provides
that no person may acquire more. than 10%, of any class of stock of the converted bank within three years
following the conversion without the prior consent of the Commissioner.

In addition, Massachusetts law prohibits any person from acquiring voting stock of a savings bank
that would result in such person having the power, directly or indirectly, to direct the management or
policies of any such bank or to vote 25% or more of any class of voting stock of such savings bank unless
such person has provided the Commiissioner:with sixty days’ prior notice and certain information in
connection therewith, and the acquisition has not been disapproved by the Commissioner. An exemption
from these requirements is provided for acqmrmg persons who have complied with substantially similar
procedures under the federal law provisions outlined betow. In addition, under Massachusetts law, Board
of Bank Incorporation approval is required prior to any transaction which would result in any company
acquiring the power to vote, directly or indirectly, 25% or more of any class of voting stock of two or more
banking institutions thereby becoming a’“‘bank holding company.” Further, such approval is required
prior to a bank holding company (i) acquiring voting stock of another banking institution if, as a result of
the acquisition, such acquiror would, directly or indirectly, own or control more than 5% of the voting
stock of such institution, or (ii) engagin’g in certain other transactions.

The FDIC has also adopted’ a reguiatlon pursuant to the Change in Bank Control Act of 1978, as
amended, which generally requu‘es persons who at any time intend to acquire control of an FDIC-insured
state-chartered non-member bank, includinga converted savings bank such as the Bank after the Conversion,
to provide 60 days’ prior written notice and certain financial and other information to the FDIC. The 60-
day notice period does not commence until the information is deemed to be substantially complete. Control
for the purpose of this Act exists ini'situations‘in which the acquiring party has voting control of at least
25% of any class of the bank’s voting stock or the power to direct the management or policies of the bank.
However, under FDIC regulations, controlis presumed to exist where the acquiring party has voting control
of at least 10% of any class of the bank’s'voting securities if (i) the bank has a class of voting securities
which is registered under Section 12 of the Exchange Act, or (ii} the acquiring party would be the largest
holder of a class of voting shares of the bank." The statute and underlying regulations authorize the FDIC
to disapprove the proposed acquisition on ¢ertain specified grounds.

Prior approval of the Federal Reserve would be required for an acquisition of control of the Bank by
any company under the federal Bank Holdmg Company Act of 1956, as amended (“BHCA™). Control for
purposes of the BHCA would be based on'a25% voting stock test or on the ability of the company otherwise
to control the election of a majority of the: Board of Directors of the Bank or if the company exerts a
controlling influence over the management and policies of the Bank. As part of such acquisition, the
acquiring company (unless already so reglstered} would be required to register as a bank holding company
under the BHCA. A bank holding company’s business activities are limited to those activities which the
Federal Reserve determines to be SO closely related to bankmg or managing or controlling banks asto be a
proper incident thereto.

72




DESCRIPTION OF CAPITAL STOCK

The Bank will be authorized to issue up to 5,000,000 shares of Common Stock, $1.00 par value, and
up to 2,500,000 shares of serial preferred stock, $1.00 par value. The Bank also has reserved 10% of the
shares to be issued in the Subscription and Community Offering and the Public Offering (including, if
applicable, any shares subject to the Underwriters’ over-allotment option) for future issuance under its
Stock Option Plan. See “MANAGEMENT--Stock Option Plan.” At this time, the Bank has no plans to
issue any additional shares subseguent to the Conversion, except pursuant to stock options granted under
the Stock Option Plan. If additional Shares are issued, however, the percentage ownership interests of
existing stockholders will be reduced. Depending on the terms pursuant to which new shares are issued,
the book value and earnings per share of the outstanding stock may be diluted. Moreover, such additional
share issuance could be construed as having an “anti-takeover” effect, since it would represent additional
capital and voting rights required to be purchased by a potential acquiror. The Common Stock will not be
insured by the FDIC or the Central Fund. For additional information relating to the Bank’s authorized
stock, see “DIVIDEND POLICY” and “ANTI-TAKEOVER PROVISIONS—Certain Provisions in the
Charter and By-Laws.”

Common Stock

Voting Rights. Since the Bank currently is a Massachusetts savings bank in mutual form, voting rights,
including the right to elect Trustees, are vested exclusively in its Corporators. Following the Conversion,
the Bank will no longer have Corporators, and voting rights will be vested exclusively in the Bank’s
stockholders. Stockholders will be entitled to one vote per share on any matters subject to stockholder
approval, including the election of Directors, except to the extent that the Charter and regulations of the
Commuisstoner limit the voting rights of stockholders who are in violation of the 10% beneficial ownership
limitation. See “ANTI-TAKEQOVER PROVISIONS—Certain Provisions in the Charter and By-Laws—
Restrictions on Acquisitions of Securities.” The Charter does not provide for cumulative voting in
connection with the election of Directors, and therefore holders of a majority of the Common Stock will
be able to elect all of the Directors eligible for election in each year., The By-Laws provide that the number
of Directors shall not be less than seven nor more than 25, with the exact number to be fixed by the Board
of Darectors unless at the time there is an Interested Stockholder, in which case such action shall in addition
require a majority vote of the Continuing Directors then in office. The By-Laws permit a majority of the
Drirectors then in office to elect up to two additional Directors during the period between stockholders
meetings so long as the total number of Directors is less than 25, unless at the time there is an Interested
Stockholder, in which case such action shall in addition require a majority vote of the Continuing Directors
then in office. Directors will be elected for three-year staggered terms, with approximately one-third of the
Directors being elected in each year.

Dividends. The holders of the Common Stock will be entitled to share ratably in such cash dividends
as may be declared from time to time by the Board of Directors out of funds legally available therefor,
subject to certain restrictions. Depending on financial and other considerations, the Board of Directors
may also declare stock dividends. If serial preferred stock is issued, the serial preferred stockholders may
have a priority over the common stockholders with respect to receipt of dividends. See “DIVIDEND
POLICY” and “POWERS AND REGULATION—Raestrictions on Payment of Dividends.”

Liguidation Rights. In the event of liquidation of the Bank, holders of Common Stock are entitled to
receive any remaining assets of the Bank, in cash or in kind. Such payment will be made after payment or
provision for payment of all debts and liabilities of the Bank, including all deposits and accrued interest
thereon, and after payment of the Liquidation Account which will be established for the benefit of Eligible
Account Holders who continue to hold their deposit accounts. See “THE CONVERSION—Effects of the
Conversion—Liquidation Rights.” If serial preferred stock is issued, the serial preferred stockholders may
have a priority over the common stockholders in the event of liquidation.

73




Pre-emptive Rights. Holders of the Common Stock shall have no pre-emptive rights as to the purchase
of any shares of capital stock of the Bank issued in the future. Therefore, the Board of Directors may sell
shares of capital stock without first-offering them to the then stockholders of the Bank. The Common Stock
will not be subject to call or redemption.

Assessability. The Bank’s Charter provides that its Common Stock is non-assessable.

Preferred Stock

Following the Conversion, the Board of Directors of the Bank will be authorized to issue, subject only
to the approval of the Commissioner; preferred stock in series and to fix the voting powers, designations,
preferences, or other special rights of the shares of each such series and the qualifications, imitations, and
restrictions thereon. Such preferred stock issued by the Bank after the Conversion may rank prior to the
Common Stock as to dividend rights; liquidation preferences, or both, may have full or limited voting
rights, and may be convertible into.shares of Common Stock See “ANTI-TAKEOVER PROVISIONS—
Certain Provisions in the Charter and By-Laws I L :

Transfer Agent and Registrar

The transfer agent and registrar for the Shares will be The Connecticut Bank and Trust Company of
Hartford, Connecticut.

LEGAL OPINIONS

Bmgham Dana & Gould, 150 Federal Street Boston Massachusetts (02110, has acted as special counsel
for the Bank in connection with the Conversion, has rénderéd tax opinions with respect to state and federal
faw, and will pass upon the legallty of the Shares bemg issued in the Conversnon
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EXPERTS

The Financial Statements of the Bank at December 31, 1986 and 1987, and for each of the years in
the three-year period ended December 31, 1987, appearing in this Offering Circular have been examined
by Wolf & Company of Massachusetts, P.C., certified public accountants, as set forth in their report
appearing elsewhere herein, and are included in reliance upon such report and upon the authority of said
firm as experts in auditing and accounting.

~ The Bank has relied upon an opinion prepared by Kaplan, Smith as to the value of the Bank. Kaplan,
Smith has consented to the summary herein of its appraisal report as to the estimated total pro forma
market value of the Shares to be issued in the Conversion.

REGISTRATION REQUIREMENTS AND AVAILABLE INFORMATION

The Shares being issued in the Subscription and Community Offering and Public Offering will be
exempt from registration under the Securities Act of 1933, as amended (the “Securities Act”), pursuant to
Section 3(a)(2) of the Securities Act. After completion of the Conversion, the Bank will register the
Common Stock under Section 12(g) of the Securities Exchange Act of 1934, as amended and in accordance
with Sections 13 and 14 thereof, will file certain periodic reports with regulatory bodies and will make
them available to stockholders as required. As an FDIC-insured bank, the Bank will file the above-
referenced reports and information with the FDIC and such materials will then be available for inspection
and copying at the public reference facilities maintained by the FDIC at 550 17th Street, N.-W., Washington,
D.C. 20429.

ADDITIONAL INFORMATION

The Bank has filed the Application with the Commissioner. This document omits certain information
contained in the Application. The Application may be examined at the office of the Commissioner at 100
Cambridge Street, Boston, Massachusetts 02202 and at the main office of the Bank at 55 Main Street,
Hingham, Massachusetts 02043.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

The Audit Committee of the Board of Trustees of
Hingham Institution for Savings:

We have audited the accompanying balance sheets of Hingham Institution for Savings as of December
31, 1986 and 1987, and the related statements of income, changes in surplus, and changes in financial
position for each of the vears in the three-year period ended Pecember 31, 1987. These financial statements
are the responsibility of the Bank’s management. Our responstbility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disciosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overail
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In cur opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Hingham Institution for Savings as of December 31, 1986 and 1987 and the results of
its operations and changes in financial position for each of the vears in the three-year period ended
December 31, 1987, in conformity with generally accepted accounting principles.

WoLF & COMPANY OF MassacHUSETTS, P.C.

Boston, Massachusetts
March 23, 1988, except for Note 14, as to which the
date is September 1, 1988




HINGHAM INSTITUTION FOR SAVINGS

BALANCE SHEETS
ASSETS
December 31,
September 30,
© 1986 1987 1988
(Unandited)
(In Thousands}
Cash and due from banks ........... S Nt TR § 2,483 $ 3,088 $ 3073
Short-term investments (Note 2)......... T T 2,109 4,725 3,963
Investment securities—market value $23; 723 000,
$17,178,000 and $19,315,000 (Note 3) ............................ 23,713 17,593 19,728
Loans (Note 3 OO VORI S [T 100,338 106,723 118,096
Less allowance for possible loan losses.._f_.- ..................... {1,008) (525) (602)
Loans, net......ccceeevveeennn... I e 99,330 106,198 117,494
Banking premises and equipment, net (Note 5) covccvevreenene.. 1,027 915 1,051
Real estate by fOrecloSure ... vereeee e 1,627 —_ 433
Accrued Interest receivable e 1,200 1,292 1,339
Other assetS ..o e T SOV 315 607 483
$131,804 $134,418 $147,564
LIABILITIES AND SURPLUS
Deposits (INOLE 6) .ovvevvrecreereteeee e eeeeee e e eve e e s s eeeneas $120,850 $122,788 $124,343
Accrued interest payable. ... 676 686 594
Advance from Federal Home Loan Bank {Note 7).............. — —_ 10,000
Mortgagors' escrow Payments. . ..o ieceren e 280 311 631
Accrued taxes and expenses (Note 8).vveveenreevcciiicniernns 609 297 792
Other Habilities . ..cooiiiiiiiiiiieice e eecrereesvenae e esaeeerrereeennene s 40 45 191
Total iabilities....c.oocvveieieeeeeeeeciee e 122,455 124,127 136,551
Commitments and contingencies (Notes ¢ and 14)........... — p— —
SUrplus (INOLE 10¥.oii ettt 9,446 10,361 11,051
Less unrealized loss on marketable equity
securities (NOLe 3). .o 97 {70) (38)
Total SUrpluS...vcceeerre e ietir e 9,349 10,291 11,013
$131,804 $134,418 $147,564

Sec accompanying notes to financial statements.




HINGHAM INSTITUTION FOR SAVINGS

. STATEMENTS.OF INCOME
Nine Months Ended
Years Ended December 31, September 30,
1985 1986 1987 1987 1988
(Unaudited)
(In Thousands)

Interest and dividend income: .
Interest on loans ........ooeveeevvoeevnn $ 8,532 $10,265 $10,651 $7,849 $8,519

vestment securities and mortgage-

backed investments......................... 1,772 1,455 1,626 1,269 1,089
Interest on short-term investments .... 866 546 251 158 302
Total interest and dividend
INCOME. ..o 11,170 12,266 12,528 9,276 9,910
Interest expense:
Interest on deposits ..o.coovvvvvveeee, 7,621 8,123 8,228 6,140 6,374
Interest on Federal Home Loan Bank : :
AdVaNCE ..o — — — — 179
Total interest expense................ 7,621 8,123 8,228 6,140 6,553
Net interest inCOme. .......veveeeeeveevoeion 3,549 4,143 4,300 3,136 3,357
Provision for possible loan losses _
(NOtE 4).eeeeceeeeeeeeeeee 107 723 1,038 308 283
Net interest income, after provision for
possible 10an 108SeS .........cc.ooovvevoven 3,442 3,420 3,262 2,328 3,074
Other income:
Loan origination and other :
loan fees ......coovvvvveeieeeree e 507 680 349 261 36
Fees on deposit accounts.................... 235 240 232 175 170
Gain (loss) on sales of investment
SECUTItIeSs, MEt oo.oivveierreeeer i (11D (48) 29 29 (23)
Gain on sales of mortgage loans,
BCL e — 99 R —_ —
Mutual Savings Central Fund, Inc.
dividends (Note 11) .oooeveveee 446 423 — -— —
Miscellaneous .........ccoooveveveevorinnn 107 103 127 102 101
Total other income...o.ocoooo......... 1,i84 1,497 737 567 284
Operating expenses:
Salaries and employee benefits
(NOtE 12) oo 1,207 1,396 [.461 1,096 1,161
Equipment expenses (Note 5)............. 153 158 173 130 142
Occupancy expenses (Note 5)............. 110 101 110 85 81
Data processing expenses ................. 134 169 212 153 236
Other general and administrative
CXPCISES cooiiiiee e eerre e 408 566 585 449 487
Repossession eXpenses........ovove......... - — 136 136 —
Total operating expenses............. 2,012 2,390 2,677 2,049 2,107
Income before income taxes ................. 2,614 2,527 1,322 846 1,251
Provision for income taxes
(NOLE 8., 1,012 1,132 407 261 561
Net income .......ccooovvvveeeeereeennnnn, $ 1,602 $ 1,395 $ 915 $ 385 $ 690

See accompanying notes to financial statements.
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Net Unrealized
Loss
on Marketable
Equity
Securities

(In Thousands)
$(64)

HINGHAM INSTITUTION FOR SAVINGS
STATEMENTS OF CHANGES IN SURPLUS
Undivided
Profits
Balance at December 31, 1984 ........... .............................. $ 6,449
Net iNCOME....ooociiiiiiieeeeeeaans i e e 1,602
Decrease in net unrealized loss on marketabie equity
securities (Note 3).......ccooriieniiilld —
Balance at December 31, 1985 ... 8,051
Net INCOME..ccoiviiiiereiciriieerer e T evveeraraneer e 1,395
Increase in net unrealized loss on marketable equity
securities (INOLE 3} i i e e e s rereer e s eas —
Balance at December 31, 1986 i ' 9,446
Net INCOMIE .viiveiivieiri i eeiis e et 015
Decrease in net unrealized loss on marketable equity
securities (Note 3)..oiiiiiniicciniiniinis ik —
Balance at December 31, 1987 ...t derveeebnernss e 10,361
Net income {(unaudited) ..........covveveeiiviienin s ST 690
Decrease in net unrealized loss on marketable equ1ty
securities (unaudited) (INOLE 3)..vieiiiiiismnrnrenreranreeas —_—
Balance at September 30, 1988 (unaudlted) ........................ $11,051
See accompa_nyi_ng noies to financial statements.

Total

$ 6,385
1,602

19

8,006
1,395

(52)
9,349
915

27

10,291
690

32
$11,013




HINGHAM INSTITUTION FOR SAVINGS

STATEMENTS OF CHANGES IN FINANCIAL POSITION

Nine Months Ended

Years Ended December 31, September 30,
1985 1986 1987 1987 1988
(Unaudited)
(In Thousands)
Financial resources provided by:
Operations:
Net INCOME...vveveeeeeeeee $ 1,602 $ 1,395 $ 915 $§ 585 § 690
Non-cash charges (credits)~—provi-
sions for depreciation, loan losses
and deferred income taxes, and
investment accretion, net of
AMOrtiZation .......coeeeeeeerr oo 70 1,180 1,519 1,180 685
Financial resources provided by '
operations .......... TR 1,672 . 2,575 2,434 1,765 1,375
Increase (decrease) in deposits:
Demand..........oooovoeeeieiooio 278 1,507 {681) (618) 378
NOW e 708 306 2,366 [,344 (1,074)
Regular and speciai notice.............. _ 770 3,272 3,223 3,403 1,002
Money market deposits................ g 1,284 1,570 (5,258) (3,714) (2,649
Term certificates ......ooevvveveeeeovn 5,652 12,482 2,288 1,142 3,898
8,692 19,337 1,938 1,557 1,555
Increase in Federal Home Loan Bank
AAVANCE ..ot — — — — 10,000
Funds provided by deposits and
other financing activities.......... 8,692 19,337 1,938 1,557 11,555
Other activities—changes in non-
earning assets and liabilities:
Cash and due from banks................ 1,105 (895) (605) (480) 15
Real estate by foreclosure ............... (1,347) (280) 1,627 1,317 {433)
Other, net ..o 446 (836) (695) (171) 624
Financial resources provided by
(applied to) other activities...... 204 (2,011) 327 666 206
Increase in financial resources
invested in earning assets ........ $10,568 $19,901 $4,699 $3,988 $13,136
Increase (decrease) in earning assets:
Short-term investments................... $ 3,750 $(6,240) $2,616 $2,470 $ (762)
Investment securities ...................... (10,142) 9,453 (5,823) (3,691) 2,319
Loans, net.......ccccoovvvmmeereo, 16,960 16,688 7,906 5,209 11,579
Increase in earning assets ............ $10,568 $19,901 $4,699 $3,988 $13,136

See accompanying notes to financial statements,




HINGHAM INSTITUTION FOR SAVINGS
NOTES TO FINANCIAL STATEMENTS

Years Ended December 31, 1985, 1986 and 1987 and the Unaudited
- Nine Months Ended September 30, 1987 and 1988

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of presentation

The Hingham Institution for Savings (the “Bank™) is a state-chartered mutual savings bank whose
deposits are insured by the Federal Deposit Insurance Corporation (“FDIC™) and the Mutual Savmgs
Central Fund, Inc., a corporation formed by the Massachusetts legislature.

Accounting policy change

In December, 1986, the Financial Accounting Standards Board issued Statement of Financial Account-
ing Standards No. 91, “Accounting for Nonrefundable Fees and Costs Associated with Originating or
Acquiring Loans and Initial Direct Costs of Leases.” The Bank has adopted the provisions of this Statement
for lending transactions initiated and commitments granted on or after January 1, 1988, Accordingly, loan
origination and commitment fees and certain direct loan origination costs subsequent to January 1, 1988
are being deferred, and the net amount amortized as an adjustment of the related loan’s yield. The Bank
is generally amortizing these amounts over the contractual life of the related loans. In 1987 and prior
yedrs, the Bank recognized loan origination and commitment fees as income in the period the loan or
commitment was granted. As a result of adopting this change in accounting, at September 30, 1988, the
Bank has deferred net loan fees of $179,000 that would have otherwise been reflected as income. As of
September 30, 1988, approximately $85,141,000 or 72.46% of the loans included in the Bank’s financial
statements were accounted for under the pnor policy.

Short-term investments

Short-term investments generally mature within one year and are carraed at cost, which approxlmates
market value.

Investment securities

Investment securities other than marketable equity securities are stated at cost, adjusted for amortiza-
tion of premiums and accretion of discounts. Marketable equity securities are stated at the lower of
aggregate cost or market, as further described in Note 3. Gains and losses on dzsposmon of mvestment
securities are computed by the spec1fxc 1dent1ﬁcatlon method.

Mortgage-backed 1nvestments are stated at amortlzed cost, reduced by pr;ncnpal payments Unearned
discount and premiums are _r_ecogr__nzed ;u_;_ncome over the estimated terms_of the investments by the
straight-line method, the results of which deo not differ materially from the interest method.

Loans

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

Interest on loans is not accrued for loans past due 90 days or more or when, in the opinion of
management, the collectibility of the principal or interest becomes doubtful.

The adequacy of the allowance for possible loan losses is evaluated on a regular basis by management.
Factors considered in evaluating the adequacy of the allowance include previous loss experience, current
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HINGHAM INSTITUTION FOR SAVINGS
NOTES TO FINANCIAL STATEMENTS—(Continued)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—(Continued)

economic conditions and their effect on horrowers and the performance of individual loans in relation to
contract terms. The provision for possible loan losses charged to operating expense is based upon
management’s judgment of the amount necessary to maintain the allowance at a level adequate to absorb

possible losses. Loan losses are charged against the allowance when management believes the collectibility
of the principal is unlikely.

Real estate by foreciosure

Real estate by foreclosure is stated at cost which approximates net realizable value.

Banking premises and equipment

Land 1s carried at cost. Buildings and equipment are carried at cost, less accumulated depreciation
computed on the straight-line method over the estimated useful lives of the assets.

It is general practice to charge the cost of maintenance and repairs to earnings when incurred; major
expenditures for betterments are capitalized and depreciated,

Retirement plan

It is the Bank’s policy to fund pension plan costs in the year of accrual.

Income taxes

Provisions for deferred income taxes are made as a result of timing differences between financial and
income tax methods of accounting.

Interim financial information

The interim financial statements relating to September 30, 1988 and for the nine-month periods ended
September 30, 1987 and 1988 have not been examined by independent accountants, but in the opinion of
the Bank’s management all adjustments {none of which were other than normal recurring accruals) necessary
for a fair presentation of results for such interim periods have been included. Interim results are not
necessarily indicative of results which may be expected for the entire year.

2. SHORT-TERM INVESTMENTS

Short-term investments consist of the following:

December 31,
September 30.
1986 1987 1988
(Unandited)
{In Thousands)
Federal funds sold............cooooveeoeoeee oo $1.109 $3,225 $1,963
Interest-bearing deposits........cooveeeeveeevooviooen 1,000 1,500 2,000
$2,109 $4,725 $3,963
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HINGHAM INSTITUTION FOR SAVINGS
NOTES TO FINANCIAL STATEMENTS—(Continued)

3. INVESTMENT SECURITIES

The carrying value and approximate market value of investment securities follows:

December 31, 1986 December 31, 1987 September 30, 1988
Cérrﬁﬁg Market Carrying Market Carrying Market
Value Value Value Value Value Value
{Unaudited)
(In Thozsands)
U.S. Government obligations........ $ 3 017 $ 3062 § — S $ 1,502 § 1,481
Federal agency obligations ............ 5629 5,707 4,555 4,546 7,086 7,006
Public service obligations.............. 2,017 1,868 1,546 1,377 851 700
Banking and finance obligations.... 8,781 8,851 7,099 6,992 3,693 5,622
Other bonds and obligations ......... - 2,395 2,380 2,780 2,742 2,759 2,743
Total bonds and obligations... ~*21.839 21,868 15,980 15,657 17,891 17,552
Mortgage-backed investments...... 7500 731 688 596 639 565
Marketable equity securities........., 65 1 554 425 355 436 398
Less valuation allowance for mar- L
ketable equity securities............. 97 — (70) — (38) —
Marketable eqmty securities, R '
DEL (oivirreee s cree e e e eans 554 554 - 355 335 398 398
Federal Home Loan Bank stock.... 570 570 570 570 200 300
Total marketable and other o
eqUItY SECUrities ...ooovveneeeen. 1,124 1,124 925 925 1,198 1,198

Total investment securities.... $23, 713 $23,723  $17,593  $17,178  $19,728  §19,315

At December 31, 1986 and 1987 and (unaudlted) September 30, 1988, there were no unrealized gains
on marketable equity securities,

A schedule of the maturity dlstr1but10n of investment bonds and obligations follows:

Decemher 31, 1986 December 31, 1987 September 30, 1988
Carrymg Percent Carrying Percent Carrying Percent
Value X to Total Value to Total Value to Total
. (Unaudited)
R (In Thousands)
Within one year ... 33,642 16.7% $ 5,943 37.2%  $10,420 58.2%
Over 1 yearto 5 years....occvvnnnn 16',8'48“ 77.2 8,190 51.2 6,222 34.8
Over S years to [0 years ... 598 2.7 1,050 6.6 1,050 5.9
Over 10 years to 20 years .........iv.. 751 3.4 797 5.0 199 1.1

-$'21'1,8'3§= -- 100.0%  $15,980 100.0%  $17,891 100.0%




HINGHAM INSTITUTION FOR SAVINGS

NOTES TO FINANCIAL STATEMENTS-—(Continned)

4. LOANS, NET
A summary of the balances of loans follows;

December 31,
September 390,
1986 1987 1938
(Unaudited)
(In Thousands)
Mortgage loans:
Residential ... $ 51,961 $ 56,183 3 63,253
COMMETCIAL ....oooviiiiieieceeeeee e e e 16,927 25223 17,713
Residential construction ......o..voeveeeeoeeeeeeeeees oo 12,777 13,247 23,946
Commercial COnStruction . ......ccoovvovveeveeeeseeeeeereeen 8,343 5,301 5,670
HOmME @QUILY e 3,719 4,700 6,389
SecoNd MOTTEARZES...oovevieieeee ettt 1,980 1,503 1,362
95,707 106,157 118,333
Less unadvanced loan funds........ccoovevveeeeeceoecree (7,345) (5,816) {5,683)
- Mortgage loans, net......cocoocoeveeeiiieieeeeeeee e, 88,362 100,341 112,650
Commercial loans:
SECUTEA ...ttt eeeveeer e ereesets st eeen st eee s 3,767 693 464
Total commercial 10ans ....oo.vvveveeerrieeeeeeeeeeeeeee 5,767 693 464
Consumer loans;
Personal installment .....ooveeoe oo 4,075 3,747 3,561
EdUcation ..o e 1,230 1,112 874
Passbook and stock secured.....ooovvvoeeeeeoveeen, 147 20 3
Revolving credit. ..., 757 810 723
Total cORSUMET LOANS....cceiveeevreeeeeeeees oo 6,209 5,689 3,161
Total 10ans .o e 100,338 106,723 118,275
Deferred loan fees, Net .........oooovveeeeoeeeeeeeeeeeee — — (179)
Allowance for possible 1oan 108S€S ..c.vv.vveeverveveeeer e (1,008) (525) (602)
Loans, el i e $ 99,330 $106,198 $117,494

At December 3.1,.1986 and 1987 and (unaudited) September 30, 1988, the amounts unadvanced under
home equity lines of credit amounted to $2,319,000, $2,872,000 and $4,944,000, respectively.

An analysis of the allowance for possible loan losses follows:

Years Ended December 31,

1985

Balance at beginning of period........ccooovvoevvvvevoe
Provision for possible loan 10SS€S......o.veeeeeereeervrnnn,

$182
107

RECOVEIIES wooviivinieei e 1
290
3
$287

1986 1987
{In Thousands)
§ 287 $ 1,008
1,038

1,018 2,048
(1,523)
$1,008 $ 525

Nine
Months Ended
September 30,

1988

(Unaudited)

$ 525
283
13

821
(219)
$ 602




HINGHAM INSTITUTION FOR SAVINGS
NOTES TO FINANCIAL STATEMENTS—(Continued)

5. BANKING PREMISES AND EQUIPMENT

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

December 31,

September 30, Estimated Useful

1986 1987 1988 Lives
(Unaudited)
(In Thousands)
Banking premises: S
Land vooveceie e esessnennnd 3 $ 173 $ 173 $ 173 . —
Buildings .....oovvvvreemiiveciniiin s . 840 840 840 5~50 years
Equipment......ccocoeiieoiiieeirce i ERITN 712 737 978 3-25 years
= 1,725 1,750 1,991
Less accumulated depreciation (698) (835) {940)

$1,027 $ 915 $1,051

Depreciation expense for the yearsended December 31, 1985, 1986 and 1987 amounted to $121,000,
$127,000 and $137,000, respectively. For the (unaudited) nine months ended September 30, 1987 and
1988, depreciation expense amounted to $ 104 (000 and $1035,000, respectively.

6. DEPOSITS S
A summary of deposit balances by type is as follows:

December 31

September 30,
1986 1987 1988
(Unaudited)
: {In Thousands)
DEMANd...cvvovirrenr e ecr v avereeesaeneeid 3 AR $3,999 $3,318 $3,696
INOW ettt rer e ves e e e e b e 5,821 8,187 7,113
Regular and special notice ............. it 23,438 26,661 27,663
Money market depoSItS.......ccouviiniibiiamismiii s 37,354 32,096 29 447
Total non-certificate accounts e, 70,612 70,262 67,919
Term certificates: e "
Term certicates of less than $100 00 R ' 43,524 45,867 49,340
Term certificates of $100,000 and over ........................ 6,714 6,659 7,084
Total term certificates s THEN 30,238 52,526 36,424
Total deposits.......courvesivsiess $120,850 $122,788 $124,343
A summary of term certificates, by matﬁ'rity, as of September 30, {988, is as follows:
I Amount Weighted
{In Thousands) Average Rate
L ; (Unaudited)
Within | year.......ene e e i a et b e nesees e eearersshonenry s senneseroran $39,208 8.38%
Over | year to 2 years......ieee. T e 8,904 8.35
Over 2 years to 3 years ... i e 5,790 8.12

Over 3 years.....eeevcininen e O s 2,522 8.35




HINGHAM INSTITUTION FOR SAVINGS

NOTES TO FINANCIAL STATEMENTS—(Continued)
7. ADVANCE FROM FEDERAL HOME LOAN BANK

The advance from the Federal Home Loan Bank of Boston on (unaudited) September 30, 1988 consists
of $10,000,000 at an interest rate of 8.25% due January 13, 1989.

8. INCOME TAXES

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

INine
Months Ended
Years Ended December 31, September 30,
1985 1986 1987 1987 1988
{(Unaudited)
{In Thousands)
Current tax provision:
Federal......ocoiivevieiieii v seen e $ 810 $ 777 $276 $174 $453
SEALE 1 ee s 244 252 112 71 189
1,054 1,029 388 245 642
Deferred tax provision (benefit):
Federal. voiinricceeescies s (27 81 14 i2 {63)
SAte vvvevieiieeceii e {15) 22 5 4 (18)
(42) 103 19 16 (81)
$1,012 $1,132 $407 $261 $561

|
|

The deferred income tax provision (benefit) is a result of certain income and expense items being
accounted for in different time periods for financial reporting purposes than for income tax purposes. The
tax effects of these differences are as follows:

Ni

: Month;nie}nded

Years Ended December 31, September 30,

1985 1986 1087 1987 1988
(Unaudited)
(In Thousands)
Cash basis accounting for tax purposes.  $(311) § 51 $34 $26 $(15)
Book versus tax basis of investment

SECUTILIES 1. uuriieenreeeriirtieeeee e ceeseeseesseerens 243 41 (1D 8 (52)
OLher .ttt 26 11 G (2 {(14)
$ (42) $103 $19 316 £(81)

As of December 31, 1986 and 1987 and (unaudited) September 30, 1988, the balance sheets include
deferred income taxes payable of $167,000, $186,000 and $105,000, respectively,




HINGHAM INSTITUTION FOR SAVINGS
NOTES TO FINANCIAL STATEMENTS—(Continued)

8. INCOME TAXES—(Continued) =

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

Nine

. Months Ended
Years Ended December 31, September 30,
1985 1986 1987 1987 1988
' ' (Unaudited)
) R (In Thousands)
StAtULOrY TALES coovvvvovereecrreeeecrceriiinn - 46.0% - 46.0% 40.0% 40.0% 34.0%
Increase (decrease) resulting from; .- o0 o
State taxes, net of federal tax = -
benefit.. i AT 5.9 5.4 5.4 9.0
Bad debt deduction allowed for tax SRR
PUTPOSES -..oovtviirneininneisiinnsnnnines - (12.3) (6.2) (15.8) (15.8) 2.2
Other, Net.....ccoveeerrreeeennns i 3 (.9 1.2 1.2 (4
Effective tax rates ... - 38.7%  44.8% 30.8% 30.8%  44.8%

9. COMMITMENTS

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

Firm commitments to grant loans amot;ﬁted to approximately $3,926,000 at December 31, 1987 and
(unaudited) $3,390,000 at September 30, 19_§8.

At (unaudited) September 30, '1988 the ﬁénk has also committed to purchase a $ 1,000,000 participation
interest in a $12,700,000 commercial real estate loan with various other lendmg 1nst1tut10ns at a rate equal
to the base rate of the First Natlonal Bank of Boston plus 1.50%.

At December 31, 1987, the Bank had entered into an agreement to purchase land and a bulldmg
located in Hingham. A deposit of $40, OOO 15 included in other assets. During the (unaudited) nine months
ended September 30, 1988, the agreement expired and was renewed at a purchase cost of $950,000.

10. SURPLUS

As a federally insured savings institution, the Bank is subject to regulation by the Federal Deposit
Insurance Corporatlon (“FDIC"). "The capital maintenance requirements of the F DIC call for a minimum
of 5.5% in primary capital and a maximum®of 5% in secondary capital, or a total regulatory capital of 6%,
in terms of adjusted total assets. At December 31, 1987 and (unaudited) September 30, 1988, the Bank’s
total regulatory capital exceeded these requlrements _

At October 31, 1987, the daté of ﬁl_lng of income tax returns, the total reserve for loan losses for federal
income tax purposes amounted to approximately $3,798,000. If this amount, or any portion thereof, is
used for purposes other than to absorb the losses for wh1ch established, an amount up to apprommately
twice the amount actually used must be mcluded in gross income for federal income tax purposes in the
fiscal year in which used. Asthe Bank does | niot intend to use the reserves for purposes other than to absorb
loan losses, deferred taxes have not been provided on these amounts. :
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HINGHAM INSTITUTION FOR SAVINGS
NOTES TO FINANCIAL STATEMENTS—(Continued)

11. MUTUAL SAVINGS CENTRAL FUND, INC. DIVIDENDS

In recent years, most banks whose deposits were previously insured only by the Mutual Savings Central
Fund, Inc. obtained FDIC insurance. This has resulied in excess amounts being accumulated in the Fund
because the Fund’s insurance covers only deposits in excess of FDIC insurance limitations for FDIC-
insured banks. As a result, liquidation dividends received in 1985 and 1986 amounted to $380,000 and
$423,000, respectively, and in addition a special dividend amounting to $66,000 was recorded in income
in 1983,

12. PENSION AND EMPLOYEE INCENTIVE PLANS

Pension plan

The Bank provides basic and supplemental pensibn benefits for eligible employees through the Savings
Banks Employees Retirement Association Pension Plan (“SBERA”). The Bank’s normal cost for cach

participant is determined by the individual aggregate method. Actuarial gains or losses are spread into
future normal costs.

According to the Association’s actuary, the present value of accumulated benefits and the market value
of the related assets, at October 31, 1987, were as follows:

_ . (In Thousands)
Present value of accumulated benefiis:
VESTEA ..ottt $1,288
NOMVESIEA ettt —
S TTOAL ettt $1,288
Ma'r_!;ef value of related aSSetS......o.u..ieeireeieeieeceeereees e e $1,658

The assumed rates of return used in determining the actuarial present value of accumulated plan

benefits, for the year ended October 31, 1987, the Plan’s year end, were 8.25% to retirement and 6%
thereafter. '

Total pension expense for the years ended December 31, 1985, 1986 and 1987 were $60,000, $106,000
and $99,000, respectively. Total pension expense for the (unaudited) nine months ended September 30,
1987 and 1988 amounted to $73,000 and $71,000, respectively.

Executive retirement benefits

The Bank has entered into an executive retirement benefit agreement with the President and Chief
Executive Officer which provides for annual retirement benefits above amounts provided by SBERA. The
present value of future payments is accrued monthly over the remaining term of employment and amounted
to $55,000 annually for the years ended December 31, 1985, 1986 and 1987. Such expense for the

(unaudited) nine months ended September 30, 1987 and 1988 amounted to $41,000 and $56,000,
respectively.

Employee incentive plan

The Bank maintains an incentive plan whereby employees are eligible to receive a bonus based on
their respective salaries and years of service dependent on the Bank’s earnings. Total expense under the
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HINGHAM INSTITUTION FOR SAVINGS
NOTES TO FINANCIAL STATEMENTS—(Continued)

12. PENSION AND EMPLOYEE INCENTIVE PLANS—(Continued)

incentive plan for the years ended December 31, 1985, 1986 and 1987 amounted to $185,000, $156,000
and $168,000, respectively. Such expense for-the (unaudited) nine months ended September 30, 1987 and
1988 amounted to $119,000 and $135,000, respectively.. .

13. RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Bank has granted loans to its officers and trustees and their
affiliates. The total amount of such loans amounted to $1,421,000 at December 31, 1986 and $1,629,000
at December 31, 1987 and (unaudited) $939,960 at September 30, 1988. During the year ended December
31, 1987, total principal additions were $1,284,000 and total principal payments were $1,076,000.

14. CONVERSION TO STOCK FORM OWNERSHIP

On September 1, 1988, the Bo'ard';_._'()"f_':T'rustees adopted a Plan of Conversion to convert from a
Massachusetts-chartered savings bank in mutual form to a Massachusetts-chartered savings bank in stock
form (the “Conversion”). The Bank plans to issue shares of common stock at a price equal to its pro forma
market value as determined by an independént appraiser. A Subscription and Direct Community Offering
of the shares of common stock will be made to (i) Eligible Account Holders who held deposit accounts of
$50 or more at the Bank on May 31, 1988, (ii) Trustees, officers and employees of the Bank and (iii)
qualifying persons in the community. All the shares of common stock to be issued must be sold for the
Conversion to become effective. Any shares of common stock not sold in the Subscription and Direct
Community Offerings will be sold to the Underwriters for resale to the general public.

At the time of the Conversion, the Bank will establish a liquidation account in an amount equal to its
total surplus at September 30, 1988. The liquidation account will be maintained for the benefit of Eligible
Account Holders who continue to maintain their accounts in the Bank after the Conversion. The liquidation
account will be reduced annually to the extent that Eligible Account Holders have reduced their Qualifying
Deposit. Subsequent increases will not restore an Eligible Account Holder’s interest in the liquidation
account. In the event of a complete liquidation, each Eligible Account Holder will be entitled to receive a
distribution from the liquidation account in an amount equal to their current adjusted liquidation account
balance to the extent that funds are available: ' ' g a '

The Bank may not declare or pay cash dividends on its shares of common stock if the effect thereof
would cause its stockholders’ equity to be reduced below applicable capital maintenance requirements or
below the liquidation account balance; or if such declaration and payment would otherwise violate regulatory
requirements. e : c

On September I, 1988 the Board of Trustees adopted a Stock Option Plan under which options may
be granted to Directors and such officers and other employees as the Board may determine. This plan will
become effective at the time of the Conversion and is subject to the approval of the stockholders not later
than one vear after the Conversion. - The maximum number of shares reserved for the plan will be equal
to 10% of the total number of shares issued at the Conversion.

Subject to ratification by the Board of Directors after consummation of the Conversion, the Bank
intends to enter into Employment Agreements and Termination Agreements with the President and three
senior officers providing for annual compensation and the continuance of benefits in accordance with the
Bank’s general policies as currently in effect. The Employment Agreements may be terminated with or
without cause. The Termination Agreements generally provide for certain severance payments following
a “change of control”, as defined in the Agreements.

Conversion costs will be deferred and deducted from the proceeds of the shares sold in the Conversion.
If the Conversion is not completed, all costs incurred will be charged to expense.
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No person has been authorized to give any
information or to make any representation other
than as contained in this Subscription and Direct
Community Offering Circular in connection with
the offering made hereby, and, if given or made,
such other information or representation must not
be relied upon as having been authorized by the
" Hingham Institution for Savings. This Subscrip-
tion and Direct Community Offering Circular
does not constitute an offer to sell, or a solicitation
of an offer to buy, any of the securities offered
hereby to any person in any jurisdiction in which
such offer or solicitation would be unlawful or in
which the person making such offer or solicitation
is not authorized to do so, or to any person
to whom it is unlawful to make such offer or
solicitation in such jurisdiction. Neither the deliv-
ery of this Subscription and Direct Community
Offering Circular nor any sale hereunder shall
under any circumstance create any implication
that there has been no change in the affairs of the
Hingham Institution for Savings since any of the
dates as of which information is furnished herein
or since the date hereof.
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