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ITEM 1 - FINANCIAL STATEMENTS
HINGHAM INSTITUTION FOR SAVINGS AND SUBSIDIARIES

Consolidated Balance Sheets

(In Thousands)
(Unaudited)

ASSETS

Cash and due from banks
Interest-bearing deposits
Cash and cash equivalents

Securities available for sale, at fair value

Loans, net of allowance for loan losses of
$1,293,000 in 1996 and $1,277,000 in 1995

Foreclosed real estate, net

Banking premises and equipment, net

Accrued interest receivable

Deferred income tax asset

Federal Home Loan Bank stock, at cost

Other assets
Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Deposits
Federal Home Loan Bank advances
Accnied interest payable
Mortgagors' escrow accounts
Other habilities

Total liabilities

Commitments and contingencies

Stockholders' equity:

Preferred stock, $1.00 par value,
2,500,000 shares authorized; none issued

Common stock, $1.00 par value, 5,000,000 shares
authorized; 1,297,500 shares issued and outstanding
at June 30, 1996 and 1,295,000 at December 31, 1995

Additional paid-in capital

Undivided profits

Net unrealized loss on securitics
available for sale, after tax cffect
Total stockholders' equity
Total liabilities and stockholders' equity

See accompanying Notes to Unaudited Consolidated Financial Statements.
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June 30, December 31,

1996 1995

$ 4,578 $ 4,515

3,639 6,071

8,217 10,586

34,982 39,152

136,942 119,472

34 34

2,458 2,496

1,058 1,048

1,299 1,045

1,200 1,200

534 376

$ 186,724 $ 175,409

$ 143,987 $ 133,042

22,500 22,000

516 505

275 287

1,218 1,756

168,496 157,590

1,298 1,295

8,616 8,597

8,777 8,082

18,691 17,974

(463) (155)
18,228 17,819
$ 186,724 $ 175409




ITEM 1 - FINANCIAL STATEMENTS (continued)

HINGHAM INSTITUTION FOR SAVINGS AND SUBSIDIARIES

Consolidated Statements of Income

(In Thousands, Except for Per Share Amounts)

(Unaudited)

Intcrest and dividend income:
Loans
Investment sccurities
Interest-carning balances

Total interest and dividend income

Interest expense:
Deposits
Federal Home Loan Bank advances
Total interest expense
Net interest income
Provision for loan losses

Net interest income afier provision for loan losses

Other income:
Customer service fees on deposits
Loss on sale of investments
Other
Tolal other income
Operating expenses:
Salaries and employee benefits
Data processing
Ocoupancy and equipment
Foreclosed and other real estate, net
Legal
Deposit insurance
QOther
Total operating expenses
Income before income taxes
Income tax provision
Net income
Earnings per common share
Cash dividends declared per common share
Weighted average shares oulstanding

Three Months Ended Six Months Ended
June 30, - June 39,
1996 1995 1996 1995
$ 2,755 $ 2,294 $ 5324 $ 4,462
565 605 1,143 1,221
67 69 174 96
3387 2,968 6,641 5,779
1,391 1,153 2,742 2,124
288 301 592 567
1,679 1,454 3,334 2,691
1,708 1,514 3,307 3,088
30 30 39 60
1,678 1,434 3,268 3,028
99 84 193 170
- - - (4%
58 54 100 97
157 138 293 218
559 449 1,102 888
75 73 157 146
ile 85 240 171
7 11 Vi 26
3 24 10 60
1 76 2 152
238 211 475 412
999 929 1,993 1,855
836 693 1,568 1,391
349 230 652 471
$ 487 $ 463 $ 916 $ 920
5 0.38 $ 0.36 b 0.71 $ 0.71
$ 0.09 3 0.07 $ 0.17 $ 0.12
1,298 1,293 1,297 1,293

See accompanying Notes to Unaudited Consolidated Financial Statements.




ITEM 1 - FINANCIAL STATEMENTS (continued)

HINGHAM INSTITUTION FOR SAVINGS AND SUBSIDIARIES

Consolidated Statements of Changes in Stockholders' Equity
For the Six Months Ended
June 30, 1996 and 1995

Net Unrealized

Additional Loss on Securities  Total
{In Thousands) Common Paid-In Undivided Available for Stockholders'
(Unaudited) Stock Capital Profits Sale Equity
Balance at December 31, 1994 $ 1293 § 8584 3% 6,629 $ (525 $ 15981

Net Income - - 920 - 920

Change in net unrealized loss

on securities available

for sale, afier tax effect - - “ 411 411

Stock options exercised, afler

tax effect - 4 - - 4

Cash dividends declared '

(%0.12 per share) - - (156) - (156)
Balance at June 30, 1995 $ 1293 § 8588 § 77393 § (14 $ 17,160
Balance at December 31, 1995 $ 1295 $ 8597 § 8,082 $ (@55 % 17819

Net Income - - 916 - 916

Change in net unrealized loss

on sccurities available

for sale, aller tax effect - - - (308) (308)

Stock options exercised, afler _

tax effect 3 19 - - 22

Cash dividends declared

($0.17 per share) - - (221) - (221)
Balance at June 30, 1996 $ 1298 $ 8616 $ 8777 $  (463) % 187228

See accompanying Notes to Unaudited Consolidated Financtal Statements.




ITEM 1 - FINANCIAL STATEMENTS (continued)

HINGHAM INSTITUTION FOR SAVINGS AND SUBSIDIARIES

Consolidated Statements of Cash Flows

Six Months Ended
" June 30,
{In Thousands) 1996 1995

{Unaudited)

Cash flows from operating activitics:
Net income $ 916 $ 920
Adjustments to reconcile net income to '
net cash provided by operating activities:

Provision for loan losses 39 60
Provision for losses on foreclosed real estate - 10
Amortization of premium on investment

securities, net of accretion 142 142
Amortization of deferred loan fees, net ‘ (28) (31)
Depreciation 96 60
Loss on sale of investments, net - 49
Gain on sale of foreclosed and other real estate - (4)
Changes in operating assets and liabilities:

Accrued interest receivable (10) (103)

Deferred income tax asset - (100)

Other assets (158) (13)

Accrued interest payable and other liabilities (437) 877

Net cash provided by operating activitics : 560 1,867

Cash flows from investing activities:

Proceeds from sales of securities available for sale - 1,463
Purchase of securities available for sale (3,991) -
Proceeds from maturities of securities available for sale 3,946 -
Principal payments received on mortgage-backed sccuritics 3,523 1,522
Loans originated, net of payments received (17,481) (7,773)
Additions to foreclosed and other real cstate, net of payments - (107)
Proceeds from sales of foreclosed and other real estate - 224
Additions to banking premises and equipment (58) (562)
Net cash used in investing activities ' (14,061) (5,233)

See accompanying Notes to Unaudited Consolidated Financial Statements.

{continued)




ITEM ! - FINANCIAL STATEMENTS (continued})

HINGHAM INSTITUTION FOR SAVINGS AND SUBSIDIARIES

Consolidated Statements of Cash Flows (concluded)

{In Thousands)
(Unaudited)

Cash flows from financing activities:

Increase in deposits, net

Decrease in mortgagors' escrow accounts

Proceeds from stock options exercised

Cash dividends paid on common stock

Proceeds from Federal Home Loan Bank advances with maturitics
of 3 months or more

Repayment of Federal Home Loan Bank advances with maturities
of 3 months or more

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of period
Supplementary information:

Interest paid on deposit accounts

Interest paid on borrowed funds.

Income taxes paid

Financed sales of forcelosed real estate
Forcclosed real estate transferred to loans

Si:£ Months Ended

June 30,

1996 1995
$ 10,945 $ 6,995
(12) (20)
10 2
(31D (129)
8,500 23,000
(8,000) (23,000)
11,132 6,848
(2,369) 3,482
10,586 3,908
$__8217 $__739%
$ 2,738 $ 2,043
584 553
1,157 (17)
- 63
- 129

See accompanying Notes to Unaudited Consolidated Financial Statements,




HINGHAM INSTITUTION FOR SAVINGS AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

June 30, 1996 and 1995

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The unaudited consolidated financial statements of Hingham Institution for Savings presented
herein should be read in conjunction with the consolidated financial statements of Hingham Institution
{or Savings for the year ended December 31, 1995 filed on Form F-2,

Financial information as of June 30, 1996 and the results of operations and cash flows for the
three month and six month periods ended June 30, 1996 and 1995 are unaudited, and in the opinion
of management reflect all adjustments necessary for a fair presentation of such information. Interim
results are not necessarily indicative of results to be expected for the entire year,

Certain amounts in prior year financial statements have been reclassified to reflect the current

year's presentation.

ACCOUNTING POLICY CHANGES

In March 1995, the Financial Accounting Standards Board ("FASB") issued SFAS No. 121,
" Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of"
SFAS No. 121 requires that long-lived assets and certain identifiable intangibles be reviewed for
impairment. If the carrying amount of the asset exceeds its fair value, an impairment loss shall be
recognized, This Statement was adopted by the Bank on January 1, 1996 and had no impact on the

Bank's consolidated financial statements.




In May 1995, the FASB issued SFAS No. 122, "Accounting for Mortgage Servicing Rights".
SFAS No. 122 amends SFAS No. 65 to eliminate the accounting distinction between rights to service
mortgage loans for others that are acquired through loan origination activities and those acquired
through purchased transactions. A mortgage banking enterprise that acquires mortgage servicing
rights through either the purchase or origination of mortgage loans and sells or secu;itizes those loans
with servicing rights retained should allocate the total cost of the mortgage loans to the mortgage
servicing rights and the loans based on their relative fair values. The Statement also requirps that the
capitalized mortgage servicing rights be evaluated for impairment based on the fair value of those
rights.

This Statement was adopted by the Bank on January 1, 1996 and had no impact on the
consolidated financial statements as of and for the six months ended June 30, 1996 because no loans
were sold with servicing rights retained during that period. Retroactive capitalization of mortgage
servicing rights retained in transactions in which a m"ortgage banking enterprise originates morigage
loans and sells or securitizes those loans before the adoption of this Statement is prohibited.

In October 1995, the FASB issued SFAS No. 123, "Accounting for Stock-Based
Compensatibn." This Statement encourages all entities to adopt a fair value based method of
accounting for employee stock compensation plans, whereby compensation cost is measured at the
grant date based on the value of the award and is recognized over the service period, which is usually
the vesting period. However, it also allows an entity to continue to measure compensation cost for
those plans using the intrinsic value based method of accounting prescribed by APB Opinion No. 25,
" Accounting for Stock Issued to Employees," whereby compensation cost is the excess, if any, of the

quoted market price of the stock at the grant date (or other measurement date) over the amount an

employee must pay to acquire the stock. Entities electing to remain with the accounting in Opinion




No. 25 must make pro forma disclosures of net income and earnings per share, as if the fair value
based method of accounting had been applied.

Generally, stock options issued under the Bank's stock option plan have no intrinsic value at
the grant date, and under Opinion No, 25 no compensation cost is recognizec‘l for them. The
accounting requirements of this Statement are generally effective for transactions entered into in fiscal
years that begin after December 15, 1995, The disclosure requirements of this Sta;ement are
generally effective for financial statements for fiscal years beginning after December 15, 1995. The
Bank will continue its current accounting treatment for stock options and make the pro forma

disclosures required by this Statement in its annual audited financial statements at December 31,

1996.

COMMITMENTS

At June 30, 1996, there were outstanding commitments to advance construction funds and
to originate loans in the amount of $18.2 million and commitments to advance existing home equity,

letters of credit and other credit lines in the amount of $6.3 million.

DIVIDEND PAYMENT

On June 27, 1996, the Board of Directors declared a $0.09 cash dividend to all stockholders

of record as of July 11, 1996, payable July 22, 1996,




ITEM 2 - MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS.

RESULTS OF OPERATIONS FOR THE THREE MONTH PERIODS ENDED

JUNE 30, 1996 AND 1995

GENERAL

The Bank reported net income of $487,000, or $0.38 per share for the quarter ended June 30,
1996 as compared with $463,000 or $0.36 per share for the same period in 1995. On a pre-tax basis,
the Bank reported income of $836,000 for the second quarter of 1996 as compared to $693,000 for

the second quarter of 1995, an increase of 21%.

NET INTEREST INCOME

Net interest income increased by $194,000, to $1.7 million, for the second quarter of 1996
from the comparable quarter in 1995. Contributing to this increase was an improvement in the mix
of earning assets. Average loans were 75% of average total earning assets during the second quarter

of 1996. In comparison in 1995, average loans were 69% of average total earning assets.
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Three months ended June 30, 1996 1995

AVERAGE YIELD/ AVERAGE YIELD/
BALANCE INTEREST RATE BALANCE INTEREST RATE

(In Thousands)

Loans (1} (2) $ 131,223 § 2755 840 % § 106,160 § 2,294 B.64 %
Investment securities (3) (4) 38,606 565 5.85 42,146 605 5.74
Interest-carning balances 5,128 67 523 4,589 69 6.01
Total earning assets 174,957 3,387 7.74 152,895 2,968 7.76
Other assets 6,478 5,147 .
Total assets $_ 181,435 $_158,642
Interest-bearing deposits (5) § 134275 1,391 4.14 $ 115,696 1,153 3.99
FHIB advances 19,585 288 5.88 19,014 301 6.33
Totsal interest-bearing liabililies 153,860 1,679 437 134,710 1,454 4,32
Demand deposits 8,125 5,388
Olher liabilities 1,213 1,644
Total labilities 163,198 141,742
Stockholders' equity 18,237 16,900
Total liabilities and stockholders'
equity $ 181,435 $_ 158,642
Net interest income $_ 1,708 $_ 1,514
Weighted average rate spread 337 % 3.44 %
Net interest margin (6) 3.90 % 3.96 %
(1) Gross of allowance for loan losses.
@ Includes average non-accrual loans.
3 Excludes the impacl of the average net unrealized loss on securities available for sale.

{4) Includes Federal Home Loan Bank stock.
(5) Includes mortgagors' escrow accounts.

{6) Net interest income divided by average total earning assets.
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Interest and dividend income increased by $419,000 for the second quarter of 1996 compared
to the second quarter of 1995. This improvement is primarily attributable to an increase of
approximately $22.1 million, or 14%, in the volume of average earning assets during the quarter
ended June 30, 1996 compared to the quarter ended June 30, 1995. Interest income on loans
increased by $461,000 over the same two periods primarily as a result of an increase of approximately
$25.1 million in average loans outstanding partially offset by a decrease in yields from 8.64% to
8.40%. Over the same two periods, interest and dividends on investments decreased by $40,000 due
to maturities, calls and principal paydowns on investment securities partially offset by an increase in
the weighted average yield from 5.74% to 5.85%. Interest income on interest-earning balances
decreased $2,000 over the two periods due to a 78 basis point reduction in the average yield offset
by a $539,000 increase in average balances. The yield on total interest-earning assets was 7.74% for
the quarter ended June 30, 1996 as compared to 7.76% for the quarter ended June 30, 1995.

Total interest expense increased $225,000 for the quarter ended June 30, 1996 compared to
the quarter ended June 30, 1995. Interest on deposits increased by $238,000 as a result of higher
weighted average rates paid on deposits accompanied by increased deposit balances. The deposit rate
increased from 3.99% to 4.14% while average balances increased from $115.7 million to $134.3
million. Interest expense paid on Federal Home Loan Bank advances for the second quarter of 1996
decreased by $13,000 as compared to the same quarter in 1995 as a result of a lower weighted
average rate offset by a $571,000 increase in average borrowings. The average rate on interest-
bearing liabilities increased to 4.37% for the second quarter of 1996 from 4,32% in the comparable

quarter of 1995.
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PROVISION FOR LOAN LOSSES

At June 30, 1996 and 1995, management's review of the allowance for loan losses concluded
that the balance was adequate to provide for potential losses based upon evaluation of risk in the loan
portfolio. A $30,000 provision for loan losses was charged to operations for the second quarter of

both 1996 and 1995. The balance of the allowance for loan losses at June 30, 1996 ‘was $1.3 million,

OTHER INCOME

Total other income was $157,000 for the quarter ended June 30, 1996 as co:IHpared to
$138,000 for the same quarter of 1995, an increase of $19,000, or 14%. Other income is comprised
of customer service fees and other items. Contributing to the increase in other income was growth
of $15,000 in customer service fees resulting primarily from an increase in the number of customer

accounts,

OPERATING EXPENSES

Total operating expenses were $999,000, or an annualized 2.2% of average total assets, for
the quarter ended June 30, 1996 as compared to $929,000, or 2.3%, for the same quarter of 1995.
Both the salaries and employee benefits and occupancy and equipment categories of expenses
increased when comparing the two quarters as a result of the addition of two new branches in the
towns of Scituate and Cohasset during the fourth quarter of 1995, Deposit insurance expense
decreased $75,000 when comparing the two quarters due to the reduction of Federal Deposit

Insurance Corporation (FDIC) premiums,
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INCOME TAXES

The Bank recognizes income taxes under the asset and liability method established in Financial
Accounting Standards Board Statement No. 109, "Accounting for Income Taxes". Under this
method, deferred tax assets and liabilities are established for the temporary difference between the
accounting basis and the tax basis of the Bank's assets and liabilities at enacted tax rates expected to
be in effect when the amounts related to such temporary differences are realized or settled. The
Bank's deferred tax asset is reviewed quarterly and adjustments to such asset are recognized as
deferred income tax expense or benefit based on management's judgment relating to the realizability
of such asset.

During the second quarter of 1996, the Bank recorded $349,000 in tax expense which resulted
in an approximate effective rate of 41.7%. Comparably, in 1995, the Bank recorded $230,000 in tax
expense which was net of a $50,000 deferred tax benefit related to federal tax net operating loss

carryforwards, resulting in an approximate effective rate of 33.2%. The Bank utilized its remaining

federal tax net operating loss carryforwards during 1995.
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RESULTS OF OPERATIONS FOR THE SIX MONTH PERIODS ENDED

JUNE 30, 1996 ANID 1995

GENERAL

The Bank reported net income of $916,000, or $0.71 per share for the six m;)nths ended June
30, 1996 as compared with $920,000 or $0.71 per share for the same period in 1995. Earnings for
1995 were positively impacted by tax benefits, Pre-tax income for the six months endegi June 30,

1996 and 1995 was $1.6 million and $1.4 million, respectively, an increase of $177,000, or 13%.

NET INTEREST INCOME

Net interest income increased to $3.3 million for the first half of 1996 from $3.1 million for
the comparable period in 1995, a result of a 14% increase in average earnings asscts. Partially
offsetting the increase in earning assets was a decrease in the average interest rate spread which was
3.33% for the first half of 1996 as compared to 3.61% for the first half of 1995. Net interest margin,
which is calculated by dividing net interest income by average earning assets also decreased by 25

basis points to 3.84% for the first half of 1996 from 4.09% for the same period last year.

15




Six months ended June 30, 1996 1995
AVERAGE YIELD/ AVERAGE YIELD/
BALANCE INTEREST RATE BALANCE INTEREST RATE

(In Thousands)

Loans (1) (2) $ 126486 $ 5324  842% $ 104971 $ 4462 8.50 %
Invesiment securities (3) (4) 39,032 1,143 5.86 42,792 1,221 5.71
Inlerest-earning balances 6,540 174 5.32 3,213 96 5.98
Total eaming assets 172,058 6,041 7.72 150,976 5779 7.66
Other assets 6,655 5,768 '
Total assels $ 178713 $ 156,744
Interest-bearing deposils (5) $ 131,939 2,142 4,16 $ 113,820 2,124 3.73
FHLB advances 19,982 292 5.93 19,041 567 5.96
Total interest-bearing liabililies 151,921 3,334 4.39 132,861 2,691 4,05
Demand deposits 7,315 5,894
Other liabilities 1,346 1,419
Total liabilities 160,582 140,174
Stockholders' equity 18,131 16,570
Total liabilities and stockholders'
cquily $_178,713 $ 156,744
Net interest income $ 3307 $_ 3,088
Weighted average rate spread 333 % 3.61 %
Net interest margin (6) 384 % 4.09 %
q)) Gross of atlowance for loan losses.
2) Includes average non-accrual loans.
3) Excludes the impact of the average net unrealized loss on securities available for sale.

&) Includes Federal Home Loan Bank stock.
(5 Includes mortgagors' escrow accounts.

(6) Net inlerest income divided by average tolal earning assets,
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Interest and dividend income increased by $862,000 for the first six months of 1996 as
compared to the same period in 1995. This increase is primarily attributable to an increase of
approximately $21.1 million in the volume of average earning assets during the period ended June 30,
1996 compared to the period ended June 30, 1995 combined with a 6 basis point rise in the average
yield over the same two periods. Interest income on loans increased by $862,000 over the same two
periods primarily as a result of an increase of approximately $21.5 million in average loans
outstanding partially offset by a decrease in yields from 8.50% to 8.42%. Over the same two periods,
interest and dividends on investments decreased by $78,000 due to sales and principal paydowns on
investment securities partially offset by an increase in the weighted average yield from 5.71% to
5.86%. Interest income on short-term investments increased $78,000 due to a $3.3 million increase
in average balances offset by a 66 basis point decline in the average yield.

Total interest expense increased $643,000 for the six month period ended June 30, 1996
compared to the same period in 1995. Interest on deposits increased by $618,000 as a result of
higher weighted average rates paid on deposits accompanied by higher balances and changes in the
deposit mix. The deposit rate increased from 3.73% 1o 4.16% while average balances increased from
$113.8 million to $131.9 million. Interest expense on Federal Home Loan Bank advances for the first
half of 1996 increased by $25,000 as compared to the same period in 1995 primarily as a result of a
$941,000 increase in average borrowings offset by a lower weighted average rate. The average rate
on interest-bearing liabilities increased to 4.39% for the first half of 1996 from 4.05% for the

comparable period in 1995,

PROVISION FOR LOAN LOSSES

At June 30, 1996 and 1995, management's review of the allowance for loan losses concluded

that the balance was adequate to provide for potential losses based upon evaluation of risk in the loan
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portfolio. During the first half of 1996, the Bank recovered approximately $25,000 in loans
previously charged off and a $39,000 provision for loan losses was charged to operations. A $60,000
provision was charged for 1995. The balance of the allowance for loan losses at June 30, 1996 was

$1.3 million.

OTHER INCOME

Total other income was $293,000 for the six months ended June 30, 1996 as compared to
$218,000 for the same period in 1995, an increase of $75,000 which is primarily attributable to a
$49,000 loss on sale of investments which occurred in 1995, Customer service fees on deposits

increased by $23,000 as a result of an increase in the number of customer accounts,

OPERATING EXPENSES

Total operating expenses were $2.0 million, or an annualized 2.2% of average total assets,
for the six months ended June 30, 1996 as compared to $1.9 million, or 2.4%, for the same period
in 1995, This $138,000 increase was due primarily to salaries and employee benefits and occupancy
and equipment expenses which increased due to two new branches which opened in the fourth quarter

of 1995. Deposit insurance expense declined by $150,000 over the two periods due to lower FDIC

insurance premiums.

INCOME TAXES

The Bank recognizes income taxes under the asset and liability method established in Financial
Accounting Standards Board Statement No. 109, "Accounting for Income Taxes". Under this
method, deferred tax assets and liabilities are established for the temporary difference between the

accounting basis and the tax basis of the Bank's assets and liabilities at enacted tax rates expected to
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be in effect when the amounts related to such temporary differences are realized or settled. The
Bank's deferred tax asset is reviewed quarterly and adjustments to such asset are recognized as
deferred income tax expense or benefit based on management's judgment relating to the realizability
of such asset.

During the first half of 1996, the Bank recorded $652,000 in tax expensé as compared to
$471,000 recorded in 1995. For 1996, the Bank was taxed at an approximate effective rate of 41.6%.
As a result of deferred tax benefits recorded in 1995, the Bank was taxed at an approximate effective

rate of 33.9%.
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BALANCE SHEET ANALYSIS - COMPARISON AT JUNE 30, 1996 TO

DECEMBER 31, 1995

Assets totaled $186.7 million at June 30, 1996, as compared to $175.4 million at December

-

31, 1995, an increase of 6%.

INVESTMENT SECURITIES

Investment securities were $35.0 million, or 19% of total assets, at June 30, 1996, a decrease
of $4.2 million from $39.2 million at December 31, 1995, During the first half of 1996 there were
$3.9 miillion in calls aand maturities and $ 3.5 million in principal paydowns offset by the purchase of
$4.0 million in agency securities.

The investment portfolio is comprised of U.S, Government and federal agency obligations and
mortgage-backed securities issued by the Federal Home Loan Mortgage Corporation (FHLMC) and
the Federal National Mortgage Association (FNMA). Mortgage-backed issues comprised 75% of
the portfolio at June 30, 1996 and 78% at December 31, 1995.

At June 30, 1996 and December 31, 1995, the Bank's entire investment portfolio was
classified as available for sale and reflected on the balance sheet at fair value with unrealized gains
and losses excluded from earnings and reported as a separate component of stockholders' equity. The
net unrealized loss on securities available for sale, net of tax was $463,000 at June 30, 1996, a change
of $308,000 from December 31, 1995, a result of deterioration in the bond market. The fair value
of securities fluctuates with the movement of interest rates. Generally, during periods of rising
interest rates, the fair values decline whereas the opposite may hold true during a decreasing interest

rate environment.
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LOANS

During the first six months of 1996, total loans outstanding increased by $17.5 million to
$136.9 million on June 30, 1996, from $119.5 million at December 31, 1995 attributable primarily
to $29.3 million in originated loans offset by amortization and payoffs. On June 30, 1996 and

December 31, 1995, loans outstanding represented 73% and 68% of total assets, respectively.

Loans by Balance Type

June 30, December 31,
{(In Thousands) 1996 1995
Mortgage loans:
Residential $ 68,608 $ 63,895
Commercial 53,998 43,734
Construction 8,669 7.030
Equity lines-of-credit 7,060 5,698
Second mortgages 171 279
138,506 120,636
Less unadvanced loan funds (2,080) (1,593)
Total mortgage loans, net 136,426 119,043
Comumerciai loans:
Secured 1,028 ‘ 933
Unsecured 32 45
Total commercial loans 1,060 978
Consumer loans:
Personal installment 917 934
Education 16 22
Revolving credit 75 65
Total consumer loans 1,008 1,021
Total loans 138,494 121,042
Less: Allowance for loan losses (1,293) (1,270
| Net deferred interest and loan fees (259 (293)
‘ Loans, net $ 136,942 $ 119472

| Included in the above table are loans which have been classified as impaired pursuant to the adoption of
| SFAS No. 114 in the amounts of $898,000 at June 30, 1996 and $638,000 al December 31, 1995.
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|

Loans are carried net of the allowance for loan losses. The allowance is maintained at a level
to absorb possible losses within the loan portfolio. At June 30, 1996 and December 31, 1995, the
allowance had a balance of $1.3 million, which included $76,000 and $58,000, respectively, allocated
to loans classified as impaired pursuant to the adoption of SFAS No. 114, -

Non-accrual loans increased by $260,000 to $898,000 at June 30, 1996 from $638,000 at
December 31, 1995, At June 30, 1996 and December 31, 1995, the Bank held only one foreclosed

asset at a net balance of $34,000. At June 30, 1996, non-performing assets were 0.5% of total assets.

Non-Performing Assets

June 30, December 31,

(In Thousands) 1996 1995
Non-accrual loans:

Mortgage loans (1) $898 $630

Commercial loans — 6

Installment loans — 2

Total non-accrual loans 898 638

Foreclosed real estate, net 34 34
Total non-performing assets $932 $672
Percentage of non-accrual loans to:

Loans, net 0.66% 0.53%

Total assets 0.48% 0.36%
Percentage of non-performing assets, net to:

Loans, net and foreclosed real estate, net 0.68% 0.56%

Total assets 0.50% 0.38%

(1) Includes home equity loans.
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DEPOSITS

Deposits increased by $10.9 million to $144.0 million at June 30, 1996 from $133.0 million

at December 31, 1995. Core deposits, which include regular, money market, NOW and demand

deposits, were $73.3 million, or 50.9% of total deposits, at June 30, 1996. Core deposits were 52.0%

of total deposits at December 31, 1995. Certificate accounts were $70.7 million at June 30, 1996,

an increase of $6.8 million over the $63.9 million at December 31, 1995.

{Dollars in Thousands)
Non-certificate accounts:
Regular
Money market deposits
NOW
Demand
Total non-certificate accounts

Term certificates less than $100,000
Term cerlificates $100,000 or more
Total cerlificate accounts
Total deposits

BORROWINGS

Deposit Balances by Type
June 30, % of December 31, % of
1996 Total 1995 Total
$31,588 22.0% $31,119 23.4%
20,604 14.3 19,421 14.6
13,425 93 12,026 9.0
7,651 53 6,613 3.0
73,268 50.9 69.179 52.0
55,019 33.2 50,422 37.9
15,700 10.9 13.441 10.1
70719 49.1 63,863 48.0
$143,987 100.0% $133.042 100.0%

Federal Home Loan Bank (FHLB) advances were $22.5 million at June 30, 1996 as compared

to $22.0 million at December 31, 1995. These advances are fixed rate in nature and have remaining

maturities of less than three years. During the first half of 1996, there were $8.5 million in

borrowings and $8.0 million in maturities.
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CAPITAL

During the six month period ended June 30, 1995, stockholders' equity increased by $409,000
to $18.2 million, due to net income for the period of $916,000 and the exercise of stock options,
offset by the decrease in the value of securities available for sale and the declarations of $0.17 per

share in cash dividends.

LIQUIDITY AND CAPITAL RESOURCES

The Bank's primary sources of liquidity are deposit balances, available-for-sale securities,
principal and interest payments on loans and investment securities and FHLB advances.

At June 30, 1996, the Bank held $35.0 million in available-for-sale securities and during the
first six months of 1996 the Bank received $3.5 million in principal payments on its investment
portfolio. Deposits increased by $10.9 million during the same six month period.

The Bank is a member of the Federal Home Loan Bank of Boston and is eligible to obtain
both short and long term credit advances. Borrowing capacity is limited to the Bank's available
qualified collateral which consists primarily of certain 1-4 family residential mortgages and certain
investment securities. At December 31, 1995, the Bank's qualified collateral totalled $89.7 million.
At June 30, 1996, the Bank had $22.5 million in credit advances outstanding with remaining
maturities of less than three years.

The Bank can also enter into repurchase agreement transactions should the need for additional
liquidity arise. At June 30, 1996, the Bank had no repurchase agreements outstanding.

At June 30, 1996, the Bank had capital of $18.2 million, or 9.76% of total assets, as compared
to $17.8 million, or 10.2%, at December 31, 1995. Massachusetts chartered savings banks that are
insured by the FDIC are subject to minimum capital maintenance requirements. Regulatory guidelines
define the minimum amount of qualifying capital an institution must maintain as a percentage of risk-

weighted assets and average total assets.
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Regulatory Capital

{Dollars in Thousands)

Minimum
June 30, December 31, Regulatory
1996 1995 Ratios
Tier 1 Capital as a Percentage
of Risk-Weighted Assets 15.88% 17.05% 4.00%
Total Capital as a Percentage ‘
of Risk-Weighted Assets 16.98% 18.26% 8.00%
Leverage Ratio 10.28% 10.33% 3.00-5.00%
Total Risk-Weighted Assets $117,679 $105,414

At June 30, 1996 and December 31, 1995, the Bank exceeded all of the minimum regulatory capital
ratio requirements.




SIGNATURES

Under the requirements of the Securities Exchange Act of 1934, the Bank has duly caused

this report to be signed on its behalf by the undersigned thereunto duly authorized.

HINGHAM INSTITUTION FOR SAVINGS

Date: August 13, 1996 /s/ Robert H. Gaughen
President & Chief Executive Officer

Date: August 13, 1996 /s/ Deborah J. Jackson
Vice President & Treasurer
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