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PART 1
ITEM 1. Business

Washington Trust Bancorp, Inc.

Washington Trust Bancorp, Inc. (the “Bancorp”), a publicly-owned registered bank holding company and financial
holding company, was organized in 1984 under the laws of the state of Rhode Island. The Bancorp owns all of the
outstanding common stock of The Washington Trust Company (the “Bank”), a Rhode Island chartered commercial
bank. The Bancorp was formed in 1984 under a plan of reorganization in which outstanding common shares of the
Bank were exchanged for common shares of the Bancorp. See additional information under the caption “Subsidiaries.”

Through its subsidiaries, the Bancorp offers a broad range of financial services to individuals and businesses,

including wealth management, through its offices in Rhode Island, eastern Massachusetts and Connecticut; automated
teller machines ("ATMs”); and its Internet website (www.washtrust.com). The Bancorp’s common stock is traded on the
NASDAQ Global Select® Market under the symbol “WASH.”

The accounting and reporting policies of the Bancorp and its subsidiaries (collectively, the “Corporation” or “Washington
Trust”) are in accordance with U. S. generally accepted accounting principles (“GAAP”) and conform to general practices
of the banking industry. At December 31, 2012, Washington Trust had total assets of $3.1 billion, total deposits of

$2.3 billion and total shareholders’ equity of $295.7 million.

Business Segments

Washington Trust manages its operations through two business segments, Commercial Banking and Wealth
Management Services. Activity not related to the segments, such as the investment securities portfolio, wholesale
funding activities and administrative units are considered Corporate. See Note 17 to the Consolidated Financial
Statements for additional disclosure related to business segments.

Commercial Banking

Lending Activities

The Corporation’s lending activities are conducted primarily in southern New England and, to a lesser extent, other
states. Washington Trust offers a variety of commercial and retail lending products.

Commercial Loans
Commercial lending represents a significant portion of the Bank’s loan portfolio. Commercial loans fall into two
major categories, commercial real estate and other commercial loans (commercial and industrial).

Commercial real estate loans consist of commercial mortgages and construction and development loans made for the
purpose of acquiring, developing, constructing, improving or refinancing commercial real estate where the property is
the primary collateral securing the loan, and the income generated from the property is the primary repayment

source. Properties such as retail facilities, office buildings, commercial mixed use, lodging, multi-family dwellings
and industrial and warehouse properties normally collateralize commercial real estate loans. These properties are
primarily located in Rhode Island, Massachusetts and Connecticut.

Commercial and industrial loans primarily provide working capital, equipment financing, financing for leasehold
improvements and financing for expansion. Commercial and industrial loans are frequently collateralized by
equipment, inventory, accounts receivable, and/or general business assets. A significant portion of the Bank’s
commercial and industrial loans are also collateralized by real estate, but are not classified as commercial real estate
loans because such loans are not made for the purpose of acquiring, developing, constructing, improving or
refinancing the real estate securing the loan, nor is the repayment source income generated directly from such real
property. The Bank’s commercial and industrial loan portfolio includes loans to business sectors such as
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healthcare/social assistance, owner occupied and other real estate, retail trade, manufacturing, construction businesses,
wholesale trade, accommodation and food services, entertainment and recreation, public administration and
professional services.
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In recent years, the Bank has experienced increased demand for commercial and commercial real estate loans. The
Bank has sought to selectively expand its commercial lending relationships with new and existing customers while at
the same time maintaining its traditional commercial lending underwriting standards and levels of interest rate

risk. The total commercial loan portfolio has increased from 48% of total loans at December 31, 2008 to 55% at
December 31, 2012. With respect to commercial real estate lending, management believes that the portfolio growth is
in large part attributable to enhanced business cultivation efforts with new and existing borrowers. With respect to
other commercial loans (commercial and industrial lending), management believes that the portfolio growth in recent
years has in large part been attributable to the Bank’s success in attracting commercial borrowers from larger
institutions in its regional market area of southern New England, primarily in Rhode Island.

In making commercial loans, Washington Trust may occasionally solicit the participation of other banks and may also
occasionally participate in commercial loans originated by other banks. From time to time, the guaranteed portion of
Small Business Administration (“SBA”) loans are sold to investors.

Residential Real Estate Mortgages

The residential real estate portfolio represented 31% of total loans at December 31, 2012. Residential real estate
mortgages are primarily originated by commissioned mortgage originator employees. Washington Trust generally
underwrites its residential mortgages based upon secondary market standards. Residential mortgages are originated
both for sale in the secondary market as well as for retention in the Bank’s loan portfolio. Loan sales in the secondary
market provide funds for additional lending and other banking activities. Washington Trust sells loans with servicing
retained or released. Residential real estate mortgages are also originated for various investors in a broker capacity,
including conventional mortgages and reverse mortgages. In recent years, Washington Trust has experienced strong
residential mortgage refinancing activity in response to the low mortgage interest rate environment, as well as
origination volume growth due to our expansion of residential mortgage lending offices outside of Rhode

Island. Total residential mortgage loans, including brokered loans as agent, amounted to a record $782.2 million in
2012, compared to $203.6 million in 2008.

From time to time, Washington Trust may purchase one- to four-family residential mortgages originated in other
states as well as southern New England from other financial institutions. All residential mortgage loans purchased
from other financial institutions were individually evaluated by us at the time of purchase using underwriting
standards similar to those employed for Washington Trust’s self-originated loans. At December 31, 2012, the
purchased portfolio made up 8% and 2% of the total residential real estate and total loan portfolios, respectively.

Washington Trust has never offered a sub-prime mortgage program and has no option-adjusted ARM:s.

Consumer Loans

The consumer loan portfolio represented 14% of total loans as of December 31, 2012. Consumer loans include home
equity loans and lines of credit, personal installment loans and loans to individuals secured by general aviation aircraft
and automobiles. Home equity lines and home equity loans represent 82% of the total consumer portfolio at
December 31, 2012. All home equity lines and home equity loans were originated by Washington Trust in its general
market area. The Bank estimates that approximately 68% of the combined home equity line and home equity loan
balances are first lien positions or subordinate to other Washington Trust mortgages.

Credit Risk Management and Asset Quality

Washington Trust utilizes the following general practices to manage credit risk:

{imiting the amount of credit that individual lenders may extend;

Establishment of formal, documented processes for credit approval accountability;

Prudent initial underwriting and analysis of borrower, transaction, market and collateral risks;
Ongoing servicing of the majority of individual loans and lending relationships;

€Continuous monitoring of the portfolio, market dynamics and the economy; and
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Periodic reevaluation of our strategy and overall exposure as economic, market and other relevant conditions change.




Edgar Filing: WASHINGTON TRUST BANCORP INC - Form 10-K

Credit risk management is independent of the lending groups, and is responsible for oversight of the commercial loan
rating system, determining the adequacy of the allowance for loan losses and for preparing monthly and quarterly
reports regarding the credit quality of the loan portfolio to ensure compliance with the credit policy. In addition, the
credit risk management function is responsible for managing nonperforming and classified assets. On a quarterly
basis, the criticized loan portfolio, which consists of commercial and commercial real estate loans that are risk rated
special mention or worse, are reviewed by management, focusing on the current status and strategies to improve the
credit. An annual loan review program is conducted by a third party to provide an independent evaluation of the
creditworthiness of the commercial loan portfolio, the quality of the underwriting and credit risk management
practices and the appropriateness of the risk rating classifications. This review is supplemented with selected targeted
internal reviews of the commercial loan portfolio. Various techniques are utilized to monitor indicators of credit
deterioration in the portfolios of residential real estate mortgages and home equity lines and loans. Among these
techniques is the periodic tracking of loans with an updated FICO score and an estimated loan to value (“LTV”)
ratio. LTV is determined via statistical modeling analyses. The indicated LTV levels are estimated based on such
factors as the location, the original LTV, and the date of origination of the loan and do not reflect actual appraisal
amounts.

The Board of Directors of the Bank monitors credit risk management through two committees, the Finance Committee
and the Audit Committee. The Finance Committee has primary oversight responsibility for the credit granting
function including approval authority for credit granting policies, review of management’s credit granting activities
and approval of large exposure credit requests. The Audit Committee oversees various systems and procedures
performed by management to monitor the credit quality of the loan portfolio, conduct a loan review program, maintain
the integrity of the loan rating system and determine the adequacy of the allowance for loan losses. These committees
report the results of their respective oversight functions to the Bank’s Board of Directors. In addition, the Board
receives information concerning asset quality measurements and trends on a monthly basis.

Deposit Activities

Deposits represent Washington Trust’s primary source of funds and are gathered primarily from the areas surrounding
our branch network. The Bank offers a wide variety of deposit products with a range of interest rates and terms to
consumer, commercial, non-profit and municipal deposit customers. Washington Trust’s deposit accounts consist of
interest-bearing checking, noninterest-bearing checking, savings, money market and certificates of deposit. A variety
of retirement deposit accounts are offered to personal and business customers. Additional deposit services provided to
customers include debit cards, ATMs, telephone banking, Internet banking, mobile banking, remote deposit capture
and other cash management services. Washington Trust also offers merchant credit card processing services to
business customers. From time to time, brokered time deposits from out-of-market institutional sources are utilized as
part of our overall funding strategy.

Washington Trust is a participant in the Insured Cash Sweep (“ICS”) program, a low-cost reciprocal deposit sweep
service, and in the Certificate of Deposit Account Registry Service (“CDARS”) program. Washington Trust uses ICS to
place customer funds into money market accounts issued by other participating banks and uses CDARS to place
customer funds into certificate of deposit accounts issued by other participating banks. These transactions occur in
amounts that are less than FDIC insurance limits to ensure that depositor customers are eligible for full FDIC
insurance. We receive reciprocal amounts of deposits from other participating banks who do the same with their
customer deposits. ICS and CDARS deposits are considered to be brokered deposits for bank regulatory purposes. We
consider these reciprocal deposit balances to be in-market deposits as distinguished from traditional out-of-market
brokered deposits.

Wealth Management Services

The Corporation’s wealth management business generated revenues totaling $29.6 million in 2012, representing 19%
of total revenues. It provides a broad range of wealth management services to personal and institutional clients and
mutual funds. These services include investment management; financial planning; personal trust services including
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services as trustee, administrator, custodian and guardian; and estate settlement. Institutional trust services are also
provided, including custody and fiduciary services. Wealth Management services are provided through the Bank and
its registered investment adviser subsidiary, Weston Financial Group, Inc. The Corporation also operates a
broker-dealer subsidiary which primarily conducts transactions for Weston Financial Group clients. See additional
information under the caption “Subsidiaries.” Noninterest income from wealth management services consists of trust
and investment management fees, mutual fund fees, and financial planning, commissions, estate settlement fees and
other service fees.
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At December 31, 2012 and 2011, wealth management assets under administration totaled $4.2 billion and $3.9 billion,
respectively. These assets are not included in the Consolidated Financial Statements.

Investment Securities Portfolio

Washington Trust’s investment securities portfolio is managed to generate interest income, to implement interest rate
risk management strategies, and to provide a readily available source of liquidity for balance sheet management. See
Note 4 to the Consolidated Financial Statements for additional information.

Washington Trust may acquire, hold and transact in various types of investment securities in accordance with
applicable federal regulations, state statutes and guidelines specified in Washington Trust’s internal investment
policy. Permissible bank investments include federal funds, banker’s acceptances, commercial paper, reverse
repurchase agreements, interest-bearing deposits of federally insured banks, U.S. Treasury and government-sponsored
agency debt obligations, including mortgage-backed securities and collateralized mortgage obligations, municipal
securities, corporate debt, trust preferred securities, mutual funds, auction rate preferred stock, common and preferred
equity securities, and Federal Home Loan Bank of Boston (“FHLBB”) stock.

Investment activity is monitored by an Investment Committee, the members of which also sit on the Corporation’s
Asset/Liability Committee (“ALCQO”). Asset and liability management objectives are the primary influence on the
Corporation’s investment activities. However, the Corporation also recognizes that there are certain specific risks
inherent in investment portfolio activity. The securities portfolio is managed in accordance with regulatory guidelines
and established internal corporate investment policies that provide limitations on specific risk factors such as market
risk, credit risk and concentration, liquidity risk and operational risk to help monitor risks associated with investing in
securities. Reports on the activities conducted by Investment Committee and the ALCO are presented to the Board of
Directors on a regular basis.

Wholesale Funding Activities

The Corporation utilizes advances from the FHLBB as well as other borrowings as part of its overall funding
strategy. FHLBB advances are used to meet short-term liquidity needs, to purchase securities and to purchase loans
from other institutions. The FHLBB is a cooperative that provides services, including funding in the form of
advances, to its member banking institutions. As a requirement of membership, the Bank must own a minimum
amount of FHLBB stock, calculated periodically based primarily on its level of borrowings from the FHLBB. The
Bank also has access to an unused line of credit with the FHLBB amounting to $8.0 million at December 31,

2012. The Bank is required to maintain qualified collateral, free and clear of liens, pledges, or encumbrances that,
based on certain percentages of book and fair values, has a value equal to the aggregate amount of the line of credit
and outstanding FHLBB advances. The FHLBB maintains a security interest in various assets of the Bank including,
but not limited to, residential mortgage loans, commercial mortgages and other commercial loans, U.S. government
agency securities, U.S. government-sponsored enterprise securities, and amounts maintained on deposit at the
FHLBB. Additional funding sources are available through securities sold under agreements to repurchase and the
Federal Reserve Bank (“FRB”). See Note 11 to the Consolidated Financial Statements for additional information.

Acquisitions
The following summarizes Washington Trust’s acquisition history:

On August 31, 2005, the Bancorp completed the acquisition of Weston Financial Group, Inc. (“Weston Financial”), a
registered investment adviser and financial planning company located in Wellesley, Massachusetts, with broker-dealer
and insurance agency subsidiaries.

On April 16, 2002, the Bancorp completed the acquisition of First Financial Corp., the parent company of First Bank

and Trust Company, a Rhode Island chartered community bank.

10
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On June 26, 2000, the Bancorp completed the acquisition of Phoenix Investment Management Company, Inc.
(“Phoenix”), an independent investment advisory firm located in Providence, Rhode Island.

On August 25, 1999, the Bancorp completed the acquisition of PierBank, Inc. (“PierBank”), a Rhode Island chartered
community bank headquartered in South Kingstown, Rhode Island.

-6-
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Subsidiaries

The Bancorp’s subsidiaries include the Bank and Weston Securities Corporation (“WSC”). The Bancorp also owns all of
the outstanding common stock of WT Capital Trust I, WT Capital Trust II and Washington Preferred Capital Trust,
special purpose finance entities formed with the sole purpose of issuing trust preferred debt securities and investing

the proceeds in junior subordinated debentures of the Bancorp. See Note 11 to the Consolidated Financial Statements

for additional information.

The following is a description of Bancorp’s primary operating subsidiaries:

The Washington Trust Company
The Bank was originally chartered in 1800 as the Washington Bank and is the oldest banking institution headquartered
in its market area and is among the oldest banks in the United States. Its current corporate charter dates to 1902.

The Bank provides a broad range of financial services, including lending, deposit and cash management services,
wealth management services and merchant credit card services. The deposits of the Bank are insured by the Federal
Deposit Insurance Corporation (“FDIC”), subject to regulatory limits.

The Bank’s subsidiary, Weston Financial, is a registered investment adviser and financial planning company located in
Wellesley, Massachusetts, with an insurance agency subsidiary. In addition, the Bank has other passive investment
subsidiaries whose primary functions are to provide servicing on passive investments, such as loans acquired from the
Bank and investment securities. The Bank also has a limited liability company subsidiary that serves as a special
limited partner responsible for certain administrative functions associated with the Bank’s investment in two real estate
limited partnerships. In 2012, we formed Washington Trust Mortgage Company LLC, a mortgage banking subsidiary
of the Bank, which is licensed to do business in Rhode Island, Massachusetts and Connecticut. Please see
“-Supervision and Regulation-Consumer Protection Regulation-Mortgage Reform” for a discussion of certain
regulations that apply to Washington Trust Mortgage Company LLC. Effective November 26, 2012, our mortgage
origination business conducted in our residential mortgage lending offices located in Sharon and Burlington,
Massachusetts, and Glastonbury, Connecticut, is now performed by this Bank subsidiary.

Weston Securities Corporation

WSC is a licensed broker-dealer that markets several investment programs, including mutual funds and variable
annuities, primarily to Weston Financial clients. WSC acts as the principal distributor to a group of mutual funds for
which Weston Financial is the investment advisor.

Market Area

Washington Trust is headquartered in Westerly, Rhode Island, in Washington County. Washington Trust’s primary
deposit gathering area consists of the communities that are served by its branch network. As of December 31, 2012,
the Bank has ten branch offices located in southern Rhode Island (Washington County), seven branch offices located
in the greater Providence area in Rhode Island and a branch office located in southeastern Connecticut. In 2012, the
Bank opened its third full-service branch in Cranston, Rhode Island, which was a continuation of our expansion into
the greater Providence area. Both the population and number of businesses in this area far exceed those in southern
Rhode Island.

Washington Trust’s lending activities are conducted primarily in southern New England and, to a lesser extent, other
states. In addition to branch offices, the Bank has a commercial lending office located in the financial district of
Providence, Rhode Island. As of December 31, 2012, Washington Trust has four residential mortgage lending offices:
two located in eastern Massachusetts (Sharon and Burlington), a Glastonbury, Connecticut, office and a Warwick,
Rhode Island office. The residential mortgage lending office located in Warwick, Rhode Island, was opened in
February of 2012.

12
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Washington Trust provides wealth management services from its main office and offices located in Providence and
Narragansett, Rhode Island, and Wellesley, Massachusetts.

Competition

Washington Trust faces considerable competition in its market area for all aspects of banking and related financial
service activities. Competition from both bank and non-bank organizations is expected to continue.

-

13
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Washington Trust contends with strong competition both in generating loans and attracting deposits. The primary
factors in competing are interest rates, financing terms, fees charged, products offered, personalized customer service,
online access to accounts and convenience of branch locations, ATMs and branch hours. Competition comes from
commercial banks, credit unions, and savings institutions, as well as other non-bank institutions. Washington Trust
faces strong competition from larger institutions with greater resources, broader product lines and larger delivery
systems than the Bank.

Washington Trust operates in a highly competitive wealth management services marketplace. Key competitive factors
include investment performance, quality and level of service, and personal relationships. Principal competitors in the
wealth management services business are commercial banks and trust companies, investment advisory firms, mutual
fund companies, stock brokerage firms, and other financial companies. Many of these companies have greater
resources than Washington Trust.

Employees

At December 31, 2012, Washington Trust had 592 employees consisting of 552 full-time and 40 part-time and other
employees. Washington Trust maintains a comprehensive employee benefit program providing, among other benefits,
group medical and dental insurance, life insurance, disability insurance, a pension plan and a 401(k) plan. The
pension plan was closed to new hires and rehires after September 30, 2007. Management considers relations with its
employees to be good. See Note 15 to the Consolidated Financial Statements for additional information on certain
employee benefit programs.

GUIDE 3 Statistical Disclosures
The information required by Securities Act Guide 3 “Statistical Disclosure by Bank Holding Companies” is located on
the pages noted below.

Description Page

I. Distribution of Assets, Liabilities and Stockholder Equity; Interest Rates and Interest Differentials 39-40

II.  Investment Portfolio 46-51, 88
III. Loan Portfolio 51-59, 93
IV. Summary of Loan Loss Experience 59-63, 103
V. Deposits 39, 108
VI. Return on Equity and Assets 27

VII. Short-Term Borrowings 109

Supervision and Regulation

The business in which the Corporation is engaged is subject to extensive supervision, regulation, and examination by
various bank regulatory authorities and other governmental agencies. Federal and state banking laws have as their
principal objective either the maintenance of the safety and soundness of financial institutions and the federal deposit
insurance system or the protection of consumers, or classes of consumers, and depositors, in particular, rather than the
specific protection of shareholders of a bank or its parent company.

Set forth below is a brief description of certain laws and regulations that relate to the regulation of Washington

Trust. To the extent the following material describes statutory or regulatory provisions, it is qualified in its entirety by
reference to the particular statute or regulation. A change in applicable statutes, regulations or regulatory policy may
have a material effect on our business.

The Dodd-Frank Act

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) comprehensively reformed
the regulation of financial institutions, products and services.

14
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Among other things, the Dodd-Frank Act:

grants the Board of Governors of the Federal Reserve System (the “Federal Reserve”) increased supervisory authority
and codifies the source of strength doctrine, as discussed in more detail in “-Regulation of the Bancorp-Source of
Strength” below;

establishes new corporate governance and proxy disclosure requirements, as discussed in “-Regulation of the
Bancorp-Corporate Governance and Executive Compensation” below;

provides for new capital standards applicable to the Corporation, as discussed in more detail in “-Capital Requirements
below;

modified the scope and costs associated with deposit insurance coverage, as discussed in “-Regulation of the
Bank-Deposit Insurance Premiums” below;

permits well capitalized and well managed banks to acquire other banks in any state, subject to certain deposit
concentration limits and other conditions, as discussed in “-Regulation of the Bank-Acquisitions and Branching” below;
permits the payment of interest on business demand deposit accounts;

established new minimum mortgage underwriting standards for residential mortgages, as discussed in “-Consumer
Protection Regulation-Mortgage Reform” below;

.established the Bureau of Consumer Financial Protection (the “CFPB”), as discussed in “-Consumer Protection
Regulation” below;

bars banking organizations, such as the Bancorp, from engaging in proprietary trading and from sponsoring and
investing in hedge funds and private equity funds, except as permitted under certain circumstances, as discussed in
“Regulation of Other Activities-Volcker Rule Restrictions on Proprietary Trading and Sponsorship of Hedge Funds
and Private Equity Funds” below; and

established the Financial Stability Oversight Council to designate certain activities as posing a risk to the U.S.
financial system and recommend new or heightened standards and safeguards for financial institutions engaging in
such activities.

2

Regulation of the Bancorp

As a registered bank holding company, the Bancorp is subject to regulation under the Bank Holding Company Act of
1956, as amended (the “BHCA”), and to inspection, examination and supervision by the Federal Reserve, and the State
of Rhode Island, Department of Business Regulation, Division of Banking (the “RI Division of Banking”).

The Federal Reserve has the authority to issue orders to bank holding companies to cease and desist from unsafe or
unsound banking practices and violations of conditions imposed by, or violations of agreements with, or commitments
to, the Federal Reserve. The Federal Reserve is also empowered to assess civil money penalties against companies or
individuals who violate the BHCA or orders or regulations thereunder, to order termination of non-banking activities
of non-banking subsidiaries of bank holding companies, and to order termination of ownership and control of a
non-banking subsidiary by a bank holding company.

Source of Strength. Under the Dodd-Frank Act, the Bancorp is required to serve as a source of financial strength for
the Bank in the event of the financial distress of the Bank. This provision codifies the longstanding policy of the
Federal Reserve. This support may be required at times when the bank holding company may not have the resources
to provide it.

Acquisitions and Activities. The BHCA prohibits a bank holding company from acquiring substantially all the assets
of a bank or acquiring direct or indirect ownership or control of more than 5% of the voting shares of any bank, or
increasing such ownership or control of any bank, or merging or consolidating with any bank holding company
without prior approval of the Federal Reserve.

The BHCA also prohibits a bank holding company from engaging directly or indirectly in activities other than those

of banking, managing or controlling banks or furnishing services to its subsidiary banks. In 2005, the Bancorp elected
financial holding company status pursuant to the provisions of the Gramm-Leach-Bliley Act of 1999 (“GLBA”). As a

16
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financial holding company, the Bancorp is authorized to engage in certain financial activities in which a bank holding

9.

17



Edgar Filing: WASHINGTON TRUST BANCORP INC - Form 10-K

company may not engage. “Financial activities” is broadly defined to include not only banking, insurance and securities
activities, but also merchant banking and additional activities that the Federal Reserve, in consultation with the
Secretary of the Treasury, determines to be financial in nature, incidental to such financial activities, or

complementary activities that do not pose a substantial risk to the safety and soundness of depository institutions or

the financial system generally. Currently, as a financial holding company, the Bancorp engages, through WSC, in
broker-dealer activities pursuant to this authority.

If a financial holding company fails to remain well capitalized and well managed, the company and its affiliates may
not commence any new activity that is authorized particularly for financial holding companies. If a financial holding
company remains out of compliance for 180 days or such longer period as the Federal Reserve permits, the Federal
Reserve may require the financial holding company to divest either its insured depository institution or all of its
nonbanking subsidiaries engaged in activities not permissible for a bank holding company. If a financial holding
company fails to maintain a “satisfactory” or better record of performance under the Community Reinvestment Act, it
will be prohibited, until the rating is raised to satisfactory or better, from engaging in new activities, or acquiring
companies other than bank holding companies, banks or savings associations, except that the Bancorp could engage in
new activities, or acquire companies engaged in activities that are closely related to banking under the BHCA. In
addition, if the Federal Reserve finds that the Bank is not well capitalized or well managed, the Bancorp would be
required to enter into an agreement with the Federal Reserve to comply with all applicable capital and management
requirements and which may contain additional limitations or conditions. Until corrected, the Bancorp would not be
able to engage in any new activity or acquire companies engaged in activities that are not closely related to banking
under the BHCA without prior Federal Reserve approval. If the Bancorp fails to correct any such condition within a
prescribed period, the Federal Reserve could order the Bancorp to divest its banking subsidiary or, in the alternative,
to cease engaging in activities other than those closely related to banking under the BHCA.

Limitations on Acquisitions of Bancorp Common Stock. The Change in Bank Control Act prohibits a person or group
of persons from acquiring “control” of a bank holding company unless the Federal Reserve has been notified and has not
objected to the transaction. Under a rebuttable presumption established by the Federal Reserve, the acquisition of 10%
or more of a class of voting securities of a bank holding company, such as the Bancorp, with a class of securities
registered under Section 12 of the Exchange Act, would, under the circumstances set forth in the presumption,
constitute the acquisition of control of a bank holding company. In addition, any company would be required to obtain
the approval of the Federal Reserve under the BHCA before acquiring 25% (5% in the case of an acquirer that is a
bank holding company) or more, or otherwise obtaining control or a controlling influence over a bank holding
company. In 2008, the Federal Reserve released guidance on minority investments in banks that relaxed the
presumption of control for investments of greater than 10% of a class of outstanding voting securities of a bank
holding company in certain instances discussed in the guidance.

Corporate Governance and Executive Compensation. Under the Dodd-Frank Act, the SEC adopted rules granting
proxy access for shareholder nominees and grants shareholders a non-binding vote on executive compensation and
“golden parachute” payments. Pursuant to modifications of the proxy rules under the Dodd-Frank Act, the Company is
required to disclose the relationship between executive pay and financial performance, the ratio of the median pay of
all employees to the pay of the CEO, and employee and director hedging activities. As required by the Dodd-Frank
Act, the stock exchanges have changed their listing rules to require that each member of a listed company’s
compensation committee be independent and be granted the authority and funding to retain independent advisors and
to prohibit the listing of any security of an issuer that does not adopt policies governing the claw back of excess
executive compensation based on inaccurate financial statements. Finally, the federal regulatory agencies have
proposed new regulations which prohibit incentive-based compensation arrangements that encourage executives and
certain other employees to take inappropriate risks.

Regulation of the Bank
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The Bank is subject to the regulation, supervision and examination by the FDIC, the RI Division of Banking and the
State of Connecticut, Department of Banking. The Bank is also subject to various Rhode Island and Connecticut
business and banking regulations and the regulations issued by the CFPB (as examined and enforced by the FDIC).
Additionally, under the Dodd-Frank Act, the Federal Reserve may directly examine the subsidiaries of the Bancorp,
including the Bank.
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Deposit Insurance Premiums. The Bank pays deposit insurance premiums to the FDIC based on an assessment rate
established by the FDIC. For most banks and savings associations, including the Bank, FDIC rates depend upon a
combination of CAMELS component ratings and financial ratios. CAMELS ratings reflect the applicable bank
regulatory agency’s evaluation of the financial institution’s capital, asset quality, management, earnings, liquidity and
sensitivity to risk. For large banks and savings associations that have long-term debt issuer ratings, assessment rates
will depend upon such ratings, and CAMELS component ratings. Pursuant to the Dodd-Frank Act, deposit premiums
are based on assets rather than insurable deposits. To determine its actual deposit insurance premiums, the Bank
computes the base amount on its average consolidated assets less its average tangible equity (defined as the amount of
Tier 1 capital) and its applicable assessment rate. The Bank’s FDIC deposit insurance costs totaled $2.0 million in
2012. The FDIC has the power to adjust the assessment rates at any time.

Pursuant to an FDIC rule issued in November 2009, the Bank prepaid its quarterly risk-based assessments to the FDIC
for the fourth quarter of 2009 and for all of 2010, 2011, and 2012 on December 30, 2009. The Bank recorded the
entire amount of its prepayment as an asset (a prepaid expense), which bears a zero-percent risk weight for risk-based
capital purposes. Each quarter the Bank records an expense for its regular quarterly assessment for the quarter and a
corresponding credit to the prepaid assessment until the asset is exhausted. The FDIC will not refund or collect
additional prepaid assessments because of a decrease or growth in deposits; however, if the prepaid assessment is not
exhausted after collection of the amount due on June 30, 2013, the remaining amount of the prepayment will be
returned to the Bank.

The Dodd-Frank Act permanently increased the FDIC deposit insurance limit to $250,000 per depositor. Additionally,
the Dodd-Frank Act provided temporary unlimited deposit insurance coverage for noninterest-bearing transaction
accounts from December 31, 2010 to December 31, 2012. This replaced the FDIC’s Transaction Account Guarantee
Program, which expired on December 31, 2010.

Acquisitions and Branching. The Bank must seek prior regulatory approval from the RI Division of Banking and the
FDIC to acquire another bank or establish a new branch office. Well capitalized and well managed banks may acquire
other banks in any state, subject to certain deposit concentration limits and other conditions, pursuant to the
Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 and the Dodd-Frank Act. In addition, the
Dodd-Frank Act authorizes a state-chartered bank, such as the Bank, to establish new branches on an interstate basis
to the same extent a bank chartered by the host state may establish branches.

Activities and Investments of Insured State-Chartered Banks. Section 24 of the Federal Deposit Insurance Act (“FDIA”)
generally limits the investment activities of FDIC-insured, state-chartered banks, such as the Bank, when acting as
principal to those that are permissible for national banks. Further, GLBA permits state banks, to the extent permitted
under state law, to engage through “financial subsidiaries” in certain activities which are permissible for subsidiaries of
a financial holding company. In order to form a financial subsidiary, a state bank must be well capitalized, and such
banks would be subject to certain capital deduction, risk management and affiliate transaction rules, among other

things.

Brokered Deposits. Section 29 of the FDIA and FDIC regulations generally limit the ability of an insured depository
institution to accept, renew or roll over any brokered deposit unless the institution’s capital category is “well capitalized”
or, with the FDIC’s approval, “adequately capitalized.” Depository institutions, other than those in the lowest risk
category, that have brokered deposits in excess of 10% of total deposits will be subject to increased FDIC deposit
insurance premium assessments. Additionally, depository institutions considered “adequately capitalized” that need
FDIC approval to accept, renew or roll over any brokered deposits are subject to additional restrictions on the interest
rate they may pay on deposits.

The Community Reinvestment Act. The Community Reinvestment Act (“CRA”) requires the FDIC to evaluate the
Bank’s performance in helping to meet the credit needs of the entire communities it serves, including low and
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moderate-income neighborhoods, consistent with its safe and sound banking operations, and to take this record into
consideration when evaluating certain applications. The FDIC’s CRA regulations are generally based upon objective
criteria of the performance of institutions under three key assessment tests: (i) a lending test, to evaluate the
institution’s record of making loans in its service areas; (ii) an investment test, to evaluate the institution’s record of
investing in community development projects, affordable housing, and programs benefiting low or moderate income
individuals and businesses; and (iii) a service test, to evaluate the institution’s delivery of services through its branches,
ATMs, and other offices. Failure of an institution to receive at least a “Satisfactory” rating could inhibit the Bank or the
Bancorp from undertaking certain activities, including engaging in activities newly permitted as a financial holding
company under GLBA and
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acquisitions of other financial institutions. The Bank has achieved a rating of “Satisfactory” on its most recent
examination dated October 3, 2012. Rhode Island and Connecticut also have enacted substantially similar community
reinvestment requirements.

Lending Restrictions. Federal law limits a bank’s authority to extend credit to its directors, executive officers and 10%
shareholders, as well as to entities controlled by such persons. Among other things, extensions of credit to insiders are
required to be made on terms that are substantially the same as, and follow credit underwriting procedures that are not
less stringent than, those prevailing for comparable transactions with unaffiliated persons. Also, the terms of such
extensions of credit may not involve more than the normal risk of repayment or present other unfavorable features and
may not exceed certain limitations on the amount of credit extended to such persons, individually and in the
aggregate, which limits are based, in part, on the amount of the bank’s capital. The Dodd-Frank Act explicitly provides
that an extension of credit to an insider includes credit exposure arising from a derivatives transaction, repurchase
agreement, reverse repurchase agreement, securities lending transaction or securities borrowing transaction.
Additionally, the Dodd-Frank Act requires that asset sale transactions with insiders must be on market terms, and if
the transaction represents more than 10% of the capital and surplus of the Bank, be approved by a majority of the
disinterested directors of the Bank.

A bank holding company and its subsidiaries are subject to prohibitions on certain tying arrangements. These
institutions are generally prohibited from extending credit to or offering any other service on the condition that the
client obtain some additional service from the institution or its affiliates or not obtain services of a competitor of the
institution.

Capital Requirements

The Federal Reserve and the FDIC have issued substantially similar risk-based and leverage capital guidelines
applicable to United States banking organizations. In addition, these regulatory agencies may from time to time
require that a banking organization maintain capital above the minimum levels, whether because of its financial
condition or actual or anticipated growth.

The Federal Reserve’s capital adequacy guidelines generally require bank holding companies to maintain total capital
of at least 8% of total risk-weighted assets, including off-balance sheet items, with at least 50% of that amount
consisting of Tier 1 (or “core”) capital and the remaining amount consisting of Tier 2 (or “supplementary”) capital. Tier 1
capital for bank holding companies generally consists of the sum of common shareholders’ equity, perpetual preferred
stock and trust preferred securities (both subject to certain limitations), and minority interests in the equity accounts of
consolidated subsidiaries, less goodwill and other non-qualifying intangible assets. Future issuances of trust preferred
securities have been disallowed as Tier 1 qualifying capital by the Dodd-Frank Act, although the Company’s currently
outstanding trust preferred securities have been grandfathered for Tier 1 eligibility. Under the proposed Basel 111
capital rules discussed below, the Company’s currently outstanding trust preferred securities would be phased out from
the calculation of Tier 1 capital over a ten-year period. Tier 2 capital generally consists of hybrid capital instruments,
perpetual debt and mandatory convertible debt securities, perpetual preferred stock and trust preferred securities, to

the extent not eligible to be included as Tier 1 capital, term subordinated debt and intermediate-term preferred stock;
and, subject to limitations, general allowances for loan losses. Assets are adjusted under the risk-based guidelines to
take into account different risk characteristics. In addition to the risk-based capital requirements, the Federal Reserve
requires most bank holding companies, including the Company, to maintain a minimum leverage capital ratio of Tier

1 capital to its average total consolidated assets of 4.0%. The Dodd-Frank Act requires the Federal Reserve to

establish minimum risk-based and leverage capital requirements that may not be lower than those in effect on July 21,
2010. As of December 31, 2012, the Corporation’s total risk-based capital ratio was 13.26%, its Tier 1 capital ratio was
12.01% and its leverage ratio was 9.30%. The Bancorp is currently considered “well capitalized” under all regulatory
definitions.
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The FDIC has promulgated regulations and adopted a statement of policy regarding the capital adequacy of
state-chartered banks, which, like the Bank, are not members of the Federal Reserve System. These requirements are
substantially similar to those adopted by the Federal Reserve regarding bank holding companies, as described above.

The Bancorp has not elected, and does not currently expect, to calculate its risk-based capital requirements under
either the “advanced or standard” approach of the Basel II capital accords. In 2010 and 2011, the members of the Basel
Committee on Banking Supervision agreed to new global capital adequacy standards, known as Basel III. These
standards provide for higher capital requirements, enhanced risk coverage, a global leverage ratio, liquidity standards
and a provision for
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counter-cyclical capital. The federal banking agencies issued three joint proposed rules (the ‘“Proposed Capital Rules”)
that implement the Basel III capital standards and establish the minimum capital levels for banks and bank holding
companies required under the Dodd-Frank Act. The Proposed Capital Rules establish a minimum common equity Tier
1 capital ratio of 6.5% of risk-weighted assets for a “well capitalized” institution and increase the minimum total Tier 1
capital ratio for a “well capitalized” institution from 6 % to 8%. Additionally, the Proposed Capital Rules require an
institution to establish a capital conservation buffer of common equity Tier 1 capital in an amount equal to 2.5% of
total risk-weighted assets above the 6.5% minimum risk-based capital requirement. The Proposed Capital Rules revise
certain other capital definitions and, generally, impose more stringent capital requirements. Further, the Proposed
Capital Rules increase the required capital for certain categories of assets, including higher-risk residential mortgages,
higher-risk construction real estate loans and certain exposures related to securitizations. Under the Proposed Capital
Rules, the amount of capital held against residential mortgages is based upon the loan-to-value ratio of the mortgage.
Additionally, the Proposed Capital Rules remove the filter for accumulated other comprehensive income in the current
capital rules which currently prevents unrealized gains and losses from being included in the calculation of the
institution’s capital. This change would result in the need for additional capital to be held against unrealized gains and
losses on “available for sale” securities, hedges and any adjustments to the funded status of defined benefit plans, which
could result in increased volatility in the amount of required capital. As noted above, the Proposed Capital Rules also
eliminate the treatment of trust preferred securities as Tier 1 capital over a ten-year period.

The financial services industry, members of Congress and state regulatory agencies provided extensive comments on
the Proposed Capital Rules to the federal banking agencies. In response to such commentary, the federal banking
agencies extended the deadline for the Proposed Capital Rules to go into effect and indicated that a final rule would be
issued in 2013. The final capital rule may differ significantly in substance or in scope from the Proposed Capital
Rules. Accordingly, the Company is not yet in a position to determine the effect of Basel III and the Proposed Capital
Rules on its capital requirements.

Prompt Corrective Action. The FDIC has promulgated regulations to implement the system of prompt corrective

action established by Section 38 of the Federal Deposit Insurance Act (“FDIA”). Under the regulations, a bank is “well
capitalized” if it has: (i) a total risk-based capital ratio of 10.0% or greater; (ii) a Tier 1 risk-based capital ratio of 6.0%
or greater; (iii) a leverage ratio of 5.0% or greater; and (iv) is not subject to any written agreement, order, capital
directive or prompt corrective action directive to meet and maintain a specific capital level for any capital measure. A
bank is “adequately capitalized” if it has: (1) a total risk-based capital ratio of 8.0% or greater; (2) a Tier 1 risk-based
capital ratio of 4.0% or greater; and (3) a leverage ratio of 4.0% or greater (3.0% under certain circumstances) and

does not meet the definition of a “well capitalized bank.” The FDIC must take into consideration: (1) concentrations of
credit risk; (2) interest rate risk; and (3) risks from non-traditional activities, as well as an institution’s ability to
manage those risks, when determining the adequacy of an institution’s capital. This evaluation will be made as a part of
the institution’s regular safety and soundness examination. As of December 31, 2012, the Bank’s capital ratios placed it
in the well capitalized category. Reference is made to Note 12 to the Consolidated Financial Statements for additional
discussion of the Corporation’s regulatory capital requirements.

Generally, a bank, upon receiving notice that it is not adequately capitalized (i.e., that it is “undercapitalized’), becomes
subject to the prompt corrective action provisions of Section 38 of FDIA that, for example, (i) restrict payment of
capital distributions and management fees, (ii) require that the FDIC monitor the condition of the institution and its
efforts to restore its capital, (iii) require submission of a capital restoration plan, (iv) restrict the growth of the
institution’s assets and (v) require prior regulatory approval of certain expansion proposals. A bank that is required to
submit a capital restoration plan must concurrently submit a performance guarantee by each company that controls the
bank. A bank that is “critically undercapitalized” (i.e., has a ratio of tangible equity to total assets that is equal to or less
than 2.0%) will be subject to further restrictions, and generally will be placed in conservatorship or receivership

within 90 days.

Dividend Restrictions
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Restrictions on Bank Holding Company Dividends. The Federal Reserve and the RI Division of Banking have
authority to prohibit bank holding companies from paying dividends if such payment is deemed to be an unsafe or
unsound practice. The Federal Reserve has indicated generally that it may be an unsafe or unsound practice for bank
holding companies to pay dividends unless the bank holding company’s net income over the preceding year is
sufficient to fund the dividends and the expected rate of earnings retention is consistent with the organization’s capital
needs, asset quality and overall financial condition. Additionally, under Rhode Island law, distributions of dividends
cannot be made if a bank holding
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company would not be able to pay its debts as they become due in the usual course of business or the bank holding
company’s total assets would be less than the sum of its total liabilities. The Bancorp’s revenues consist primarily of
cash dividends paid to it by the Bank.

Restrictions on Bank Dividends. The FDIC has the authority to use its enforcement powers to prohibit a bank from
paying dividends if, in its opinion, the payment of dividends would constitute an unsafe or unsound practice. Federal
law also prohibits the payment of dividends by a bank that will result in the bank failing to meet its applicable capital
requirements on a pro forma basis. Payment of dividends by a bank is also restricted pursuant to various state
regulatory limitations. Reference is made to Note 12 to the Consolidated Financial Statements for additional
discussion of the Corporation’s ability to pay dividends.

Transactions with Affiliates

Under Sections 23A and 23B of the Federal Reserve Act and Regulation W thereunder, there are various legal
restrictions on the extent to which a bank holding company and its nonbank subsidiaries may borrow, obtain credit
from or otherwise engage in “covered transactions” with the Bank to the extent that such transactions do not exceed 10%
of the capital stock and surplus of the Bank (for covered transactions between the Bank and one affiliate) and 20% of
the capital stock and surplus of the Bank (for covered transactions between the Bank and all affiliates). The
Dodd-Frank Act amended the definition of affiliate to include an investment fund for which the Bank or one of its
affiliates is an investment adviser. A “covered transaction” includes, among other things, a loan or extension of credit;
an investment in securities issued by an affiliate; asset purchases; the acceptance of securities issued by an affiliate as
collateral for a loan or extension of credit to any person or company; the issuance of a guarantee, acceptance, or letter
of credit on behalf of an affiliate; a securities borrowing or lending transaction with an affiliate that creates a credit
exposure to such affiliate; or a derivatives transaction with an affiliate that creates a credit exposure to such affiliate.
Covered transactions are also subject to certain collateral security requirements.

Consumer Protection Regulation

The Bancorp and the Bank are subject to a number of federal and state laws designed to protect consumers and
prohibit unfair or deceptive business practices. These laws include the Equal Credit Opportunity Act, Fair Housing
Act, Home Ownership Protection Act, Fair Credit Reporting Act, as amended by the FACT Act, GLBA, Truth in
Lending Act, the CRA, the Home Mortgage Disclosure Act, Real Estate Settlement Procedures Act, National Flood
Insurance Act and various state law counterparts. These laws and regulations mandate certain disclosure requirements
and regulate the manner in which financial institutions must interact with customers when taking deposits, making
loans, collecting loans and providing other services. Further, the Dodd-Frank Act established the CFPB, which has the
responsibility for making rules and regulations under the federal consumer protection laws relating to financial
products and services. The CFPB also has a broad mandate to prohibit unfair or deceptive acts and practices and is
specifically empowered to require certain disclosures to consumers and draft model disclosure forms. Failure to
comply with consumer protection laws and regulations can subject financial institutions to enforcement actions, fines
and other penalties. The FDIC will examine the Bank for compliance with CFPB rules and enforce CFPB rules with
respect to the Bank.

Mortgage Reform. The Dodd-Frank Act prescribes certain standards that mortgage lenders must consider before
making a residential mortgage loan, including verifying a borrower’s ability to repay such mortgage loan. The CFPB
issued a final rule that requires creditors, such as the Bank, to make a reasonable good faith determination of a
consumer’s ability to repay any consumer credit transaction secured by a dwelling. The rule provides creditors with
minimum requirements for making such ability-to-repay determinations. Creditors are required to consider the
following eight underwriting factors: (1) current or reasonably expected income or assets; (2) current employment
status; (3) the monthly payment on the covered transaction; (4) the monthly payment on any simultaneous loan; (5)
the monthly payment for mortgage-related obligations; (6) current debt obligations, alimony and child support; (7) the
monthly debt-to-income ratio or residual income; and (8) credit history. While the Dodd-Frank Act provides that
qualified mortgages are entitled to a presumption that the creditor satisfied the ability-to-repay requirements, the final

26



Edgar Filing: WASHINGTON TRUST BANCORP INC - Form 10-K

rule provides a safe harbor for loans that satisfy the definition of a qualified mortgage and are not “higher priced.”
Higher-priced loans are subject to a rebuttable presumption. A “qualified mortgage” is a loan that does not contain
certain risky features (such as negative amortization, interest-only payments, balloon payments, a term exceeding 30
years) has a debt-to-income ratio of not more than 43%, and for which the creditor considers and verifies the
consumer’s current debt obligations, alimony, and child support. The rule becomes effective on January 10, 2014.
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The Dodd-Frank Act also allows borrowers to assert violations of certain provisions of the Truth-in-Lending Act as a
defense to foreclosure proceedings. Under the Dodd-Frank Act, prepayment penalties are prohibited for certain
mortgage transactions and creditors are prohibited from financing insurance policies in connection with a residential
mortgage loan or home equity line of credit. The Dodd-Frank Act requires mortgage lenders to make additional
disclosures prior to the extension of credit, in each billing statement and for negative amortization loans and hybrid
adjustable rate mortgages. Additionally, the CFPB has issued rules governing mortgage servicing, appraisals, escrow
requirements for higher-priced mortgages and loan originator qualification and compensation.

Privacy and Customer Information Security. The GLBA requires financial institutions to implement policies and
procedures regarding the disclosure of nonpublic personal information about consumers to nonaffiliated third parties.
In general, the Bank must provide its customers with an annual disclosure that explains its policies and procedures
regarding the disclosure of such nonpublic personal information, and, except as otherwise required or permitted by
law, the Bank is prohibited from disclosing such information except as provided in such policies and procedures. The
GLBA also requires that the Bank develop, implement and maintain a comprehensive written information security
program designed to ensure the security and confidentiality of customer information (as defined under GLBA), to
protect against anticipated threats or hazards to the security or integrity of such information; and to protect against
unauthorized access to or use of such information that could result in substantial harm or inconvenience to any
customer. The Bank is also required to send a notice to customers whose “sensitive information” has been compromised
if unauthorized use of this information is “reasonably possible.” Most of the states, including the states where the Bank
operates, have enacted legislation concerning breaches of data security and the duties of the Bank in response to a data
breach. Congress continues to consider federal legislation that would require consumer notice of data security
breaches. Pursuant to the Fair and Accurate Credit Transactions Act of 2003 (the “FACT Act”), the Bank must also
develop and implement a written identity theft prevention program to detect, prevent, and mitigate identity theft in
connection with the opening of certain accounts or certain existing accounts. Additionally, the FACT Act amends the
Fair Credit Reporting Act to generally prohibit a person from using information received from an affiliate to make a
solicitation for marketing purposes to a consumer, unless the consumer is given notice and a reasonable opportunity
and a reasonable and simple method to opt out of the making of such solicitations.

Anti-Money Laundering and the Bank Secrecy Act

The Bank Secrecy Act. Under the Bank Secrecy Act (“BSA”), a financial institution is required to have systems in
place to detect certain transactions, based on the size and nature of the transaction. Financial institutions are generally
required to report to the United States Treasury any cash transactions involving more than $10,000. In addition,
financial institutions are required to file suspicious activity reports for transactions that involve more than $5,000 and
which the financial institution knows, suspects or has reason to suspect involves illegal funds, is designed to evade the
requirements of the BSA or has no lawful purpose. The Uniting and Strengthening America by Providing Appropriate
Tools Required to Intercept and Obstruct Terrorism Act of 2001 (the “USA PATRIOT Act”), which amended the BSA,
is designed to deny terrorists and others the ability to obtain anonymous access to the U.S. financial system. The USA
PATRIOT Act has significant implications for financial institutions and businesses of other types involved in the
transfer of money. The USA PATRIOT Act, together with the implementing regulations of various federal regulatory
agencies, has caused financial institutions, such as the Bank, to adopt and implement additional policies or amend
existing policies and procedures with respect to, among other things, anti-money laundering compliance, suspicious
activity, currency transaction reporting, customer identity verification and customer risk analysis. In evaluating an
application under Section 3 of the BHCA to acquire a bank or an application under the Bank Merger Act to merge
banks or effect a purchase of assets and assumption of deposits and other liabilities, the applicable federal banking
regulator must consider the anti-money laundering compliance record of both the applicant and the target. In addition,
under the USA PATRIOT Act financial institutions are required to take steps to monitor their correspondent banking
and private banking relationships as well as, if applicable, their relationships with “shell banks.”

Office of Foreign Assets Control (“OFAC”). The United States has imposed economic sanctions that affect transactions
with designated foreign countries, nationals and others. These sanctions, which are administered by OFAC, take many
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different forms. Generally, however, they contain one or more of the following elements: (i) restrictions on trade with
or investment in a sanctioned country, including prohibitions against direct or indirect imports from and exports to a
sanctioned country and prohibitions on “U.S. persons” engaging in financial transactions relating to making investments
in, or providing investment-related advice or assistance to, a sanctioned country; and (ii) a blocking of assets in which
the government or specially designated nationals of the sanctioned country have an interest, by prohibiting transfers of
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property subject to U.S. jurisdiction (including property in the possession or control of U.S. persons). Blocked assets
(for example, property and bank deposits) cannot be paid out, withdrawn, set off or transferred in any manner without
a license from OFAC. Failure to comply with these sanctions could have serious legal and reputational consequences
for the Bank.

Regulation of Other Activities

Registered Investment Adviser and Broker-Dealer. WSC is a registered broker-dealer and a member of the Financial
Industry Regulatory Authority, Inc. (“FINRA”) and is subject to extensive regulation, supervision, and examination by
the Securities and Exchange Commission (“SEC”), FINRA and the Commonwealth of Massachusetts. Weston Financial
is registered as an investment advisor under the Investment Advisers Act of 1940, as amended (the “Investment
Adpvisers Act”), and is subject to extensive regulation, supervision, and examination by the SEC and the
Commonwealth of Massachusetts, including those related to sales methods, trading practices, the use and safekeeping
of customers’ funds and securities, capital structure, record keeping and the conduct of directors, officers and
employees.

As an investment advisor, Weston Financial is subject to the Investment Advisers Act and any regulations
promulgated thereunder, including fiduciary, recordkeeping, operational and disclosure obligations. Each of the
mutual funds for which Weston Financial acts an advisor or subadvisor is registered with the SEC under the
Investment Company Act of 1940, as amended (the “Investment Company Act”), and subject to requirements
thereunder. Shares of each mutual fund are registered with the SEC under the Securities Act of 1933, as amended, and
are qualified for sale (or exempt from such qualification) under the laws of each state and the District of Columbia to
the extent such shares are sold in any of those jurisdictions. In addition, an advisor or subadvisor to a registered
investment company generally has obligations with respect to the qualification of the registered investment company
under the Internal Revenue Code of 1986, as amended (the “Code”).

The foregoing laws and regulations generally grant supervisory agencies and bodies broad administrative powers,
including the power to limit or restrict Weston Financial from conducting its business in the event it fails to comply
with such laws and regulations. Possible sanctions that may be imposed in the event of such noncompliance include
the suspension of individual employees, limitations on business activities for specified periods of time, revocation of
registration as an investment advisor, commodity trading advisor and/or other registrations, and other censures and
fines.

Volcker Rule Restrictions on Proprietary Trading and Sponsorship of Hedge Funds and Private Equity Funds. The
Dodd-Frank Act bars banking organizations, such as the Bancorp, from engaging in proprietary trading and from
sponsoring and investing in hedge funds and private equity funds, except as permitted under certain limited
circumstances, in a provision commonly referred to as the “Volcker Rule.” Under the Dodd-Frank Act, proprietary
trading generally means trading by a banking entity or its affiliate for its own account. Hedge funds and private equity
funds are described by the Dodd-Frank Act as funds that would be registered under the Investment Company Act but
for certain enumerated exemptions. The Volcker Rule restrictions apply to the Bancorp, the Bank and all of their
subsidiaries and affiliates.

ERISA. The Bank and Weston Financial are each also subject to the Employee Retirement Income Security Act of
1974, as amended (“ERISA”), and related regulations, to the extent it is a “fiduciary” under ERISA with respect to some
of its clients. ERISA and related provisions of the Code impose duties on persons who are fiduciaries under ERISA,

and prohibit certain transactions involving the assets of each ERISA plan that is a client of the Bank or Weston
Financial, as applicable, as well as certain transactions by the fiduciaries (and several other related parties) to such
plans.

Securities and Exchange Commission Availability of Filings

30



Edgar Filing: WASHINGTON TRUST BANCORP INC - Form 10-K

Under Sections 13 and 15(d) of the Exchange Act, periodic and current reports must be filed or furnished with the
SEC. You may read and copy any reports, statements or other information filed by Washington Trust with the SEC at
its public reference room at 100 F Street, N.E., Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for
further information on the public reference rooms. Washington Trust’s filings are also available to the public from
commercial document retrieval services and at the website maintained by the SEC at http://www.sec.gov. In addition,
Washington Trust makes available free of charge on the Investor Relations section of its website
(www.washtrust.com) its annual report on Form 10-K, its quarterly reports on Form 10-Q, current reports on Form
8-K, and exhibits and amendments to those reports as soon as reasonably practicable after it electronically files such
material with, or furnishes it to, the SEC. Information on the Washington Trust website is not incorporated by
reference into this Annual Report on Form 10-K.
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Item 1A. Risk Factors.

Before making any investment decision with respect to our common stock, you should carefully consider the risks
described below, in addition to the other information contained in this report and in our other filings with the SEC.
The risks and uncertainties described below and in our other filings are not the only ones facing us. Additional risks
and uncertainties not presently known to us or that we currently deem immaterial may also affect our business. If any
of these known or unknown risks or uncertainties actually occurs, our business, financial condition and results of
operations could be impaired. In that event, the market price for our common stock could decline and you may lose
your investment. This report is qualified in its entirety by these risk factors.

Risks Related to Our Banking Business - Credit Risk and Market Risk

Our allowance for loan losses may not be adequate to cover actual loan losses.

We are exposed to the risk that our borrowers may default on their obligations. A borrower’s default on its obligations
under one or more loans may result in lost principal and interest income and increased operating expenses as a result
of the allocation of management time and resources to the collection and work-out of the loan. In certain situations,
where collection efforts are unsuccessful or acceptable work-out arrangements cannot be reached, we may have to
write off the loan in whole or in part. In such situations, we may acquire real estate or other assets, if any, that secure
the loan through foreclosure or other similar available remedies, and often the amount owed under the defaulted loan
exceeds the value of the assets acquired.

We periodically make a determination of an allowance for loan losses based on available information, including, but
not limited to, the quality of the loan portfolio, certain economic conditions, the value of the underlying collateral and
the level of nonaccrual and criticized loans. We rely on our loan quality reviews, our experience and our evaluation of
economic conditions, among other factors, in determining the amount of provision required for the allowance for loan
losses. Provisions to this allowance result in an expense for the period. If, as a result of general economic conditions,
changes to previous assumptions, or an increase in defaulted loans, we determine that additional increases in the
allowance for loan losses are necessary, we will incur additional expenses.

Determining the allowance for loan losses inherently involves a high degree of subjectivity and requires us to make
significant estimates of current credit risks and future trends, all of which may undergo material changes. At any time,
there are likely to be loans in our portfolio that will result in losses but that have not been identified as nonperforming
or potential problem credits. We cannot be sure that we will be able to identify deteriorating credits before they
become nonperforming assets or that we will be able to limit losses on those loans that are identified. We have in the
past been, and in the future may be, required to increase our allowance for loan losses for any of several reasons.
Federal and state regulators, in reviewing our loan portfolio as part of a regulatory examination, may request that we
increase our allowance for loan losses. Changes in economic conditions affecting borrowers, new information
regarding existing loans, identification of additional problem loans and other factors, both within and outside of our
control, may require an increase in our allowance for loan losses. In addition, if charge-offs in future periods exceed
our allowance for loan losses, we will need additional increases in our allowance for loan losses. Any increases in our
allowance for loan losses will result in a decrease in our net income and, possibly, our capital, and could have an
adverse effect on our financial condition and results of operations.

For a more detailed discussion on the allowance for loan losses, see additional information disclosed in “Management’s
Discussion and Analysis of Financial Condition and Results of Operations-Application of Critical Accounting Policies
and Estimates.”

Fluctuations in interest rates may reduce our profitability.

Our consolidated results of operations depend, to a large extent, on net interest income, which is the difference
between interest income from interest-earning assets, such as loans and investments, and interest expense on
interest-bearing liabilities, such as deposits and borrowings. These rates are highly sensitive to many factors beyond
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our control, including general economic conditions, both domestic and foreign, and the monetary and fiscal policies of
various governmental and regulatory authorities. we have adopted asset and liability management policies to minimize
the potential adverse effects of changes in interest rates on net interest income, primarily by altering the mix and
maturity of loans, investments funding sources, and derivatives. However, even with these policies in place, a change
in interest rates can impact our results of operations or financial condition.
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The market values of most of our financial assets are sensitive to fluctuations in market interest rates. Fixed-rate
investments, mortgage-backed securities and mortgage loans typically decline in value as interest rates rise. Changes
in interest rates can also affect the rate of prepayments on mortgage-backed securities, thereby adversely affecting the
value of such securities and the interest income generated by them.

Changes in interest rates can also affect the amount of loans that we originate, as well as the value of loans and other
interest-earning assets and our ability to realize gains on the sale of such assets and liabilities. Prevailing interest rates
also affect the extent to which our borrowers prepay their loans. When interest rates increase, borrowers are less
likely to prepay their loans, and when interest rates decrease, borrowers are more likely to prepay loans. Funds
generated by prepayments might be reinvested at a less favorable interest rate. Prepayments may adversely affect the
value of mortgage loans, the levels of such assets that are retained in our portfolio, net interest income, loan servicing
income and capitalized servicing rights.

Increases in interest rates might cause depositors to shift funds from accounts that have a comparatively lower cost,
such as regular savings accounts, to accounts with a higher cost, such as certificates of deposit. If the cost of
interest-bearing deposits increases at a rate greater than the yields on interest-earning assets increase, our net interest
income will be negatively affected. Changes in the asset and liability mix may also affect our net interest income.

For additional discussion on interest rate risk, see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations-Asset / Liability Management and Interest Rate Risk.”

Our loan portfolio includes commercial loans, which are generally riskier than other types of loans.

At December 31, 2012, commercial loans represented 55% of our loan portfolio. Commercial loans generally carry
larger loan balances and involve a higher risk of nonpayment or late payment than residential mortgage loans. These
loans may lack standardized terms and may include a balloon payment feature. The ability of a borrower to make or
refinance a balloon payment may be affected by a number of factors, including the financial condition of the borrower,
prevailing economic conditions and prevailing interest rates. Repayment of these loans is generally more dependent
on the economy and the successful operation of a business. Because of the risks associated with commercial loans, we
may experience higher rates of default than if the portfolio were more heavily weighted toward residential mortgage
loans. Higher rates of default could have an adverse effect on our financial condition and results of operations.

Environmental liability associated with our lending activities could result in losses.

In the course of business, we may acquire, through foreclosure, properties securing loans we have originated that are
in default. While we believe that our credit granting process incorporates appropriate procedures for the assessment of
environmental contamination risk, there is a risk that hazardous substances could be discovered on these properties,
particularly in commercial real estate lending. In this event, we might be required to remove these substances from the
affected properties at our sole cost and expense. The cost of this removal could substantially exceed the value of
affected properties. We may not have adequate remedies against the prior owner or other responsible parties and could
find it difficult or impossible to sell the affected properties. These events could have an adverse effect on our financial
condition and results of operations.

We have credit and market risk inherent in our securities portfolio.

We maintain a diversified securities portfolio, which includes mortgage-backed securities issued by U.S. government
agencies and U.S. government-sponsored enterprises, obligations of U.S. government-sponsored agencies, securities
issued by state and political subdivisions, trust preferred debt securities issued primarily by financial service
companies, and corporate debt securities. We also invest in capital securities, which include common and perpetual
preferred stocks. We seek to limit credit losses in our securities portfolios by generally purchasing only highly-rated
securities. Significant credit market anomalies may impact the valuation and liquidity of our securities including
conditions such as reduced market liquidity, increased normal bid-asked spreads and increased uncertainty of market
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participants. Such illiquidity could reduce the market value of our securities, even those with no apparent credit
exposure. The valuation of our securities requires judgment and as market conditions change security values may also
change.
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Difficult market conditions and economic trends in the real estate market have adversely affected our industry and our
business.

We are particularly affected by downturns in the U.S. real estate market. Declines in the real estate market over the
past several years, with decreasing property values and increasing delinquencies and foreclosures, may have a
negative impact on the credit performance of commercial and construction, mortgage, and consumer loan portfolios
resulting in significant write-downs of assets by many financial institutions as the values of real estate collateral
supporting many loans have declined significantly. In addition, continued weakness in the economy and continued
high levels of unemployment, among other factors, have led to erosion of customer confidence, a reduction in general
business activity and increased market volatility. The resulting economic pressure on consumers and businesses and
the lack of confidence in the financial markets have adversely affected our business, financial condition, results of
operations and stock price. A worsening of these economic conditions would likely exacerbate the adverse effects of
these difficult market conditions on us and others in the industry. Our ability to properly assess the creditworthiness of
customers and to estimate the losses inherent in our credit exposure is made more complex by these difficult market
and economic conditions. Accordingly, if these market conditions and trends continue, we may experience increases
in foreclosures, delinquencies, write-offs and customer bankruptcies, as well as more restricted access to funds.

Continued weakness in the southern New England economy could adversely affect our financial condition and results
of operations.

We primarily serve individuals and businesses located in southern New England. As a result, a significant portion of
our earnings are closely tied to the economy of that region. Continued weakness or a deterioration in the economy of
southern New England could result in the following consequences:

* loan delinquencies may increase;

» problem assets and foreclosures may increase;

* demand for our products and services may decline;

, collateral for our loans may decline in value, in turn reducing a customer's borrowing power and reducing the value
of collateral securing a loan; and

* the net worth and liquidity of loan guarantors may decline, impairing their ability to honor commitments to us.

We operate in a highly regulated industry, and laws and regulations, or changes in them, could limit or restrict our
activities and could have an adverse impact in our operations.

We are subject to regulation and supervision by the Federal Reserve, and the Bank is subject to regulation and
supervision by the Rhode Island Division of Banking and the FDIC, as the insurer of the Bank’s deposits. Federal and
state laws and regulations govern numerous matters, including changes in the ownership or control of banks and bank
holding companies, maintenance of adequate capital and the financial condition of a financial institution, permissible
types, amounts and terms of extensions of credit and investments, permissible non-banking activities, the level of
reserves against deposits and restrictions on dividend payments. The FDIC and the Rhode Island Division of Banking
have the power to issue cease and desist orders to prevent or remedy unsafe or unsound practices or violations of law
by banks subject to their regulation, and the Federal Reserve possesses similar powers with respect to bank holding
companies.

Our banking business is also affected by the monetary policies of the Federal Reserve. Changes in monetary or
legislative policies may affect the interest rates the Bank must offer to attract deposits and the interest rates it must
charge on loans, as well as the manner in which it offers deposits and makes loans. These monetary policies have had,
and are expected to continue to have, significant effects on the operating results of depository institutions generally,
including the Bank.

Because our business is highly regulated, the laws, rules, regulations, and supervisory guidance and policies
applicable to us are subject to regular modification and change. It is impossible to predict the competitive impact that
any such changes would have on the banking and financial services industry in general or on our business in
particular. Such changes may, among other things, increase the cost of doing business, limit permissible activities, or
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affect the competitive balance between banks and other financial institutions. Changes to statutes, regulations, or
regulatory policies, including changes in interpretation or implementation of statutes, regulations, or policies, could
affect us in substantial and unpredictable ways. Such changes could subject us to additional costs, limit the types of
financial services and products we may offer, and/or increase the ability of non-banks to offer competing financial
services and products, among other
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things. Failure to comply with laws, regulations, or policies could result in sanctions by regulatory agencies, civil
money penalties, and/or reputation damage, which could have a material adverse effect on our business, financial
condition, and results of operations. See “Business-Supervision and Regulation.”

Additional requirements imposed by the Dodd-Frank Act could adversely affect us.

The Dodd-Frank Act comprehensively reformed the regulation of financial institutions, products and services.
Because many aspects of the Dodd-Frank Act are subject to rulemaking and will take effect over several years, it is
difficult to forecast the impact that such rulemaking will have on us, our customers or the financial industry. Certain
provisions of the Dodd-Frank Act that affect deposit insurance assessments, the payment of interest on demand
deposits and interchange fees could increase the costs associated with the Bank’s deposit-generating activities, as well
as place limitations on the revenues that those deposits may generate. In addition, the Dodd-Frank Act established the
CFPB as an independent bureau of the Federal Reserve. The CFPB has the authority to prescribe rules for all
depository institutions governing the provision of consumer financial products and services, which may result in rules
and regulations that reduce the profitability of such products and services or impose greater costs on us and our
subsidiaries. The Dodd-Frank Act also established new minimum mortgage underwriting standards for residential
mortgages, and the regulatory agencies have focused on the examination and supervision of mortgage lending and
servicing activities. The CFPB recently issued a final rule that requires creditors, such as the Bank, to make a
reasonable good faith determination of a consumer's ability to repay any consumer credit transaction secured by a
dwelling. The rule provides creditors with minimum requirements for making such ability-to-repay determinations.
See “Business-Supervision and Regulation-The Dodd-Frank Act.”

Current and future legal and regulatory requirements, restrictions, and regulations, including those imposed under the
Dodd-Frank Act, may adversely impact our profitability and may have a material and adverse effect on our business,
financial condition, and results of operations, may require us to invest significant management attention and resources
to evaluate and make any changes required by the legislation and related regulations and may make it more difficult
for us to attract and retain qualified executive officers and employees.

We may become subject to more stringent capital requirements.

The Dodd-Frank Act requires the federal banking agencies to establish minimum leverage and risk-based capital
requirements that will apply to both insured banks and their holding companies. In addition, the federal banking
agencies issued three joint proposed rules, or the “proposed capital rules,” that implement the Basel III capital standards
and establish the minimum capital levels required under the Dodd-Frank Act. The proposed capital rules establish a
minimum common equity Tier 1 capital ratio of 6.5% of risk-weighted assets for a “well capitalized” institution, and
increase the minimum total Tier 1 capital ratio for a well capitalized institution from 6 % to 8%. Additionally, the
proposed capital rules require an institution to establish a capital conservation buffer of common equity Tier 1 capital
in an amount equal to 2.5% of total risk weight assets above the 6.5% minimum risk-based capital requirement. The
proposed capital rules also phase out trust preferred securities from Tier 1 capital and increase the required capital for
certain categories of assets, including higher-risk residential mortgages, higher-risk construction real estate loans and
certain exposures related to securitizations, and remove the filter for accumulated other comprehensive income in the
current capital rules which currently prevents unrealized gains and losses from being included in the calculation of the
institution’s capital.

The federal banking agencies extended the deadline for the proposed capital rules to go into effect and indicated that
final rules would be issued in 2013. The final capital rules may differ significantly in substance or in scope from the
proposed capital rules. However, the final capital rules are expected to increase our capital requirements and related
compliance costs. Implementation of these standards, or any other new regulations, may adversely affect our ability to
pay dividends, or require us to reduce business levels or raise capital, including in ways that may adversely affect our
results of operations or financial condition.

Risks Related to Our Wealth Management Business
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Our wealth management business is highly regulated, and the regulators have the ability to limit or restrict our
activities and impose fines or suspensions on the conduct of our business.

We offer wealth management services through the Bank and its subsidiary, Weston Financial, a registered investment
adviser under the Investment Advisers Act of 1940. The Investment Advisers Act imposes numerous obligations on
registered investment advisers, including fiduciary, record keeping, operational and disclosure obligations. We are
also subject to the provisions and regulations of ERISA to the extent that we act as a “fiduciary” under ERISA with
respect to certain of our clients. ERISA and the applicable provisions of the federal tax laws impose a number of
duties on persons
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who are fiduciaries under ERISA and prohibit certain transactions involving the assets of each ERISA plan which is a
client, as well as certain transactions by the fiduciaries (and certain other related parties) to such plans. In addition,
applicable law provides that all investment contracts with mutual fund clients may be terminated by the clients,
without penalty, upon no more than 60 days notice. Investment contracts with institutional and other clients are
typically terminable by the client, also without penalty, upon 30 days notice. Changes in these laws or regulations
could have a material adverse impact on our profitability and mode of operations.

The market value of wealth management assets under administration may be negatively affected by changes in
economic and market conditions.

Revenues from wealth management services represented 19% of our total revenues for 2012. A substantial portion of
these fees are dependent on the market value of wealth management assets under administration, which are primarily
marketable securities. Changes in domestic and foreign economic conditions, volatility in financial markets, and
general trends in business and finance, all of which are beyond our control, could adversely impact the market value
of these assets and the fee revenues derived from the management of these assets.

We may not be able to attract and retain wealth management clients at current levels.

Due to strong competition, our wealth management business may not be able to attract and retain clients at current
levels. Competition is strong because there are numerous well-established and successful investment management
and wealth advisory firms including commercial banks and trust companies, investment advisory firms, mutual fund
companies, stock brokerage firms, and other financial companies. Many of our competitors have greater resources
than we have.

Our ability to successfully attract and retain wealth management clients is dependent upon our ability to compete with
competitors’ investment products, level of investment performance, client services and marketing and distribution
capabilities. If we are not successful, our results of operations and financial condition may be negatively impacted.

Wealth management revenues are primarily derived from investment management (including mutual funds), trust fees
and financial planning services. Most of our investment management clients may withdraw funds from accounts
under management generally at their sole discretion. Financial planning contracts must typically be renewed on an
annual basis and are terminable upon relatively short notice. The financial performance of our wealth management
business is a significant factor in our overall results of operations and financial condition.

Risks Related to Our Operations

We are subject to operational risk that could adversely affect our business.

We are subject to certain operational risks, including, but not limited to, data processing system failures and errors,
inadequate or failed internal processes, customer or employee fraud and catastrophic failures resulting from terrorist
acts or natural disasters. We depend upon data processing, software, communication, and information exchange on a
variety of computing platforms and networks and over the Internet. Despite instituted safeguards, we cannot be
certain that all of its systems are entirely free from vulnerability to attack or other technological difficulties or failures.
If information security is breached or other technology difficulties or failures occur, information may be lost or
misappropriated, services and operations may be interrupted and we could be exposed to claims from customers.
While we maintain a system of internal controls and procedures, any of these results could have a material adverse
effect on our business, financial condition, results of operations or liquidity.

We may not be able to compete effectively against larger financial institutions in our increasingly competitive
industry.

We compete with larger bank and non-bank financial institutions for loans and deposits in the communities we serve,
and we may face even greater competition in the future due to legislative, regulatory and technological changes and
continued consolidation. Many of our competitors have significantly greater resources and lending limits than we
have. Banks and other financial services firms can merge under the umbrella of a financial holding company, which
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can offer virtually any type of financial service. In addition, technology has lowered barriers to entry and made it
possible for non-banks to offer products and services traditionally provided by banks, such as automated transfer and
automatic payment systems. Many competitors have fewer regulatory constraints and may have lower cost structures
than we do. Additionally, due to their size, many competitors may be able to achieve economies of scale and, as a
result, may offer a broader range of products and services as well as better pricing for those products and services than
we can. Our

21-

41



Edgar Filing: WASHINGTON TRUST BANCORP INC - Form 10-K

long-term success depends on the ability of the Washington Trust to compete successfully with other financial
institutions in the Washington Trust’s service areas.

We may be unable to attract and retain key personnel.

Our success depends, in large part, on our ability to attract and retain key personnel. Competition for qualified
personnel in the financial services industry can be intense and we may not be able to hire or retain the key personnel
that we depend upon for success. The unexpected loss of services of one or more of our key personnel could have a
material adverse impact on our business because of their skills, knowledge of the markets in which we operate, years
of industry experience and the difficulty of promptly finding qualified replacement personnel.

Damage to our reputation could significantly harm our business, including our competitive position and business
prospects.

Our ability to attract and retain customers and employees could be adversely affected if our reputation is damaged.
Our actual or perceived failure to address various issues could give rise to reputational risk that could cause harm to us
and our business prospects. These issues also include, but are not limited to, legal and regulatory requirements;
properly maintaining customer and employee personal information; record keeping; money-laundering; sales and
trading practices; ethical issues; appropriately addressing potential conflicts of interest; and the proper identification
of the legal, reputational, credit, liquidity and market risks inherent in our products. Failure to appropriately address
any of these issues could also give rise to additional regulatory restrictions and legal risks, which could, among other
consequences, increase the size and number of litigation claims and damages asserted or subject us to enforcement
actions, fines and penalties and cause us to incur related costs and expenses.

Risks Related to Liquidity

We are subject to liquidity risk.

Liquidity is the ability to meet cash flow needs on a timely basis at a reasonable cost. Our liquidity is used principally
to originate or purchase loans, to repay deposit liabilities and other liabilities when they come due, and to fund
operating costs. Customer demand for non-maturity deposits can be difficult to predict. Changes in market interest
rates, increased competition within our markets, and other factors may make deposit gathering more difficult.
Disruptions in the capital markets or interest rate changes may make the terms of wholesale funding sources - which
include FHLBB advances, brokered certificates of deposit, federal funds purchased and securities sold under
repurchase agreements - less favorable and may make it difficult to sell securities when needed to provide additional
liquidity. As a result, there is a risk that the cost of funding will increase or that we will not have sufficient funds to
meet our obligations when they come due.

We are a holding company and depend on The Washington Trust Company for dividends, distributions and other
payments.

We are a separate and distinct legal entity from The Washington Trust Company and depend on dividends,
distributions and other payments from the Bank to fund dividend payments on our common stock. The Bank is subject
to laws that authorize regulatory bodies to block or reduce the payment of cash dividends or other distributions from it
to us. Regulatory action of that kind could impede access to funds we need to make payments on our dividend
payments. Additionally, if the Bank’s earnings are not sufficient to make dividend payments to us while maintaining
adequate capital levels, we may not be able to make dividend payments to our common shareholders.

Holders of our common stock are entitled to receive dividends only when, as and if declared by our board of directors.
Although we have historically declared cash dividends on our common stock, we are not required to do so and our
Board of Directors may reduce or eliminate our common stock dividend in the future. Further, the Federal Reserve has
issued guidelines for evaluating proposals by large bank holding companies to increase dividends or repurchase or
redeem shares, which includes a requirement for such firms to develop a capital distribution plan. The Federal Reserve
has indicated that it is considering expanding these requirements to cover all bank holding companies, which may in
the future restrict our ability to pay dividends. A reduction or elimination of dividends could adversely affect the
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market price of our common stock.

Risks Related to Accounting and Accounting Standards

If we are required to write-down goodwill recorded in connection with our acquisitions, our profitability would be
negatively impacted.

Applicable accounting standards require us to use the purchase method of accounting for all business

combinations. Under purchase accounting, if the purchase price of an acquired company exceeds the fair value of the
company’s net assets, the excess is carried on the acquirer’s balance sheet as goodwill. At December 31, 2012, we
had $58.1 million of goodwill
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on our balance sheet. Goodwill must be evaluated for impairment at least annually. Write-downs of the amount of
any impairment, if necessary, are to be charged to the results of operations in the period in which the impairment
occurs. There can be no assurance that future evaluations of goodwill will not result in findings of impairment and
related write-downs, which would have an adverse effect on our financial condition and results of operations.

Changes in accounting standards are difficult to predict and can materially impact our financial statements.

Our accounting policies and methods are fundamental to how we record and report our financial condition and results
of operations. From time to time, the Financial Accounting Standards Board or regulatory authorities change the
financial accounting and reporting standards that govern the preparation of our financial statements. These changes
can be hard to predict and can materially impact how we record and report our financial condition and results of
operations. In some cases, we could be required to apply a new or revised standard retroactively, resulting in our
restating prior period financial statements.

Risks Related to Our Common Stock

Our common stock is not insured by any governmental entity.

Our common stock is not a deposit account or other obligation of any bank and is not insured by the FDIC or any
other governmental entity.

The market price and trading volume of our stock can be volatile.

The price of our common stock can fluctuate widely in response to a variety of factors. In addition, the trading volume
in our common stock may fluctuate and cause significant price variations to occur. We cannot assure you that the
market price of our common stock will not fluctuate or decline significantly. Some of the factors that could cause
fluctuations or declines in the price of our common stock include, but are not limited to, actual or anticipated
variations in reported operating results, recommendations by securities analysts, the level of trading activity in our
common stock, new services or delivery systems offered by competitors, business combinations involving our
competitors, operating and stock price performance of companies that investors deem to be comparable to Washington
Trust, news reports relating to trends or developments in the credit, mortgage and housing markets as well as the
financial services industry, and changes in government regulations.

We may need to raise additional capital in the future and such capital may not be available when needed.

As a bank holding company, we are required by regulatory authorities to maintain adequate levels of capital to support
our operations. We may need to raise additional capital in the future to provide us with sufficient capital resources and
liquidity to meet our commitments and business needs. Our ability to raise additional capital, if needed, will depend
on, among other things, conditions in the capital markets at that time, which are outside of our control, and our
financial performance. We cannot assure you that such capital will be available to us on acceptable terms or at

all. Our inability to raise sufficient additional capital on acceptable terms when needed could subject us to certain
activity restrictions or to a variety of enforcement remedies available to the regulatory authorities, including
limitations on our ability to pay dividends or pursue acquisitions, the issuance by regulatory authorities of a capital
directive to increase capital and the termination of deposit insurance by the FDIC.

Certain provisions of our articles of incorporation may have an anti-takeover effect.

Provisions of our articles of incorporation and regulations and federal banking laws, including regulatory approval
requirements, could make it more difficult for a third party to acquire us, even if doing so would be perceived to be
beneficial to our shareholders. The combination of these provisions may inhibit a non-negotiated merger or other
business combination, which, in turn, could adversely affect the market price of our common stock.

ITEM 1B. Unresolved Staff Comments.
None.

ITEM 2. Properties.
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Washington Trust is headquartered at 23 Broad Street, Westerly, Rhode Island. As of December 31, 2012, the Bank
has ten branch offices located in southern Rhode Island (Washington County), seven branch offices located in the
greater Providence area in Rhode Island and a branch office located in southeastern Connecticut. In addition,
Washington Trust has a commercial lending office located in the financial district of Providence, Rhode Island and
four residential mortgage lending offices that are located in eastern Massachusetts (Sharon and Burlington), in
Glastonbury, Connecticut and in
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Warwick, Rhode Island. Washington Trust also provides wealth management services from its offices located in
Westerly, Narragansett and Providence, Rhode Island, and Wellesley, Massachusetts. Washington Trust has two
operations facilities and an additional corporate office located in Westerly, Rhode Island.

At December 31, 2012, nine of the Corporation’s facilities were owned, eighteen were leased and one branch office
was owned on leased land. Lease expiration dates range from nine months to 23 years with renewal options on certain
leases of two to 25 years. All of the Corporation’s properties are considered to be in good condition and adequate for
the purpose for which they are used.

In addition to the locations mentioned above, the Bank has two owned offsite-ATMs in leased spaces. The terms of
one of these leases are negotiated annually. The lease term for the second offsite-ATM expires in seven years with no
renewal option.

The Bank also operates ATMs that are branded with the Bank’s logo under contracts with a third party vendor located
in retail stores and other locations primarily in Rhode Island, and to a lesser extent in southeastern Connecticut and
southeastern Massachusetts.

For additional information regarding premises and equipment and lease obligations see Notes 7 and 20 to the
Consolidated Financial Statements.

ITEM 3. Legal Proceedings.

The Corporation is involved in various claims and legal proceedings arising out of the ordinary course of

business. Management is of the opinion, based on its review with counsel of the development of such matters to date,
that the ultimate disposition of such other matters will not materially affect the consolidated financial position or
results of operations of the Corporation.

ITEM 4. Mine Safety Disclosures.
Not applicable.
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PART II

ITEM 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.
The Bancorp’s common stock trades on the NASDAQ Global Select® Market under the symbol WASH.

The quarterly common stock price ranges and dividends paid per share for the years ended December 31, 2012 and
2011 are presented in the following table. The stock prices are based on the high and low sales prices during the
respective quarter.

Quarters
2012 1 2 3 4
Stock prices:
High $26.76 $24.74 $27.75 $27.46
Low 23.01 22.53 23.85 23.50
Cash dividend declared per share $0.23 $0.23 $0.24 $0.24
Quarters
2011 1 2 3 4
Stock prices:
High $24.96 $24.00 $23.65 $24.72
Low 19.83 21.50 18.67 18.62
Cash dividend declared per share $0.22 $0.22 $0.22 $0.22

The Bancorp will continue to review future common stock dividends based on profitability, financial resources and
economic conditions. The Bancorp (including the Bank prior to 1984) has recorded consecutive quarterly dividends
for over 100 years.

The Bancorp’s primary source of funds for dividends paid to shareholders is the receipt of dividends from the Bank. A
discussion of the restrictions on the advance of funds or payment of dividends by the Bank to the Bancorp is included
in Note 12 to the Consolidated Financial Statements.

At February 26, 2013 there were 1,833 holders of record of the Bancorp’s common stock.

See additional disclosu