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PRESENTATION

Operator

Welcome to the Independent Bank Corp. Q4 2003 earnings and Falmouth Bancorp acquisition conference call. (OPERATOR
INSTRUCTIONS). I would now like to turn the program over to your host for today�s conference, Chief Financial Officer, Mr. Denis Sheahan.

Denis Sheahan - Independent Bank Corp. � CFO

Thank you, Mike. Good morning everyone and thank you for joining us for the call. We have a full agenda this morning, and I would like to get
right into it. This morning�s agenda will include a review of our fourth quarter 2003 earnings release, followed by comments from our Chief
Executive Officer Chris Oddleifson on 2003 performance and outlook for 2004. Chris and I will then discuss the acquisition of Falmouth
Bancorp that was announced at 8:00 AM this morning. We will then end the call with a Q&A period.

With me on the call today are Christopher Oddleifson, President and Chief Executive of Independent Bank Corp, and Barry Jensen and Rob
Cozzone of our Finance Department. Before we begin, I want to inform you that a slide presentation containing details of the acquisition is
available at the Investor Relations section of our Website at www.rocklandtrust.com. Chris and I will be referring to the details in that
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presentation during the acquisition discussion as part of this call.

And now I will review the cautionary statement. This conference call may contain certain forward-looking statements with respect to the
financial conditions, results of operations and business of Independent Bank Corp. Actual results may differ from those contemplated by these
statements. Independent Bank Corp. wishes to caution listeners not to place undue reliance on any forward-looking statements and disclaims any
intent to update publicly any such forward-looking statements whether in response to new information, future events or otherwise.

Now I will review the earnings release for the fourth quarter of 2003. Independent Bank Corp. reported net income of $7.3 million, an increase
of 4 percent from the quarter ended December 31, 2002. This represents diluted EPS of 49 cents for the fourth quarter of 2003 as compared to 48
cents in the same period a year ago. Net income and diluted earnings per share for the year ended December 31, 2003 were $26.4 million and
$1.79 respectively. Please note that 2003 includes the impact of a tax settlement amounting to $2 million or 14 cents per share.
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I will now discuss some balance sheet changes from the third to the fourth quarter. Investments decreased by $32 million or 5 percent during the
fourth quarter. During the quarter, the Company capitalized on volatility and sold some lower coupon securities in anticipation of rising rates.
Loans grew by $32 million or 2 percent during the quarter. The increases remained in commercial real estate and commercial construction loans,
which increased $16 million or 3 percent, and consumer loans which increased by $11 million or 3 percent primarily in home equity lines of
credit.

Loan growth for the twelve-month period ended December 31st, 2003 was strong and totaled $150 million or 10.5 percent. Commercial lending
in particular has experienced solid growth due to a combination of the favorable rate environment, our strong local market and our experienced
lending staff.

Deposits. Total deposits of $1.8 billion at December 31st, 2003 declined by $24 million or 1 percent during the quarter. Core deposits declined
by $12 million or 1 percent, the majority of which occurred in loan closing attorney accounts and time deposits. The remaining decline in our
deposits is attributable to the seasonal nature of our market. As a result of the decline in deposits, FHLB borrowings increased by $30 million.
Deposit growth for the year was almost 6 percent with core deposits growing a healthy 10 percent.

And now the income statement. The net interest margin for the fourth quarter of 2003 was 4.26 percent. I anticipate that the net interest margin
will contract modestly in 2004, stabilizing at around the 4.15 percent level. As you may recall from the third quarter call, we have reclassified
our trust preferred securities from the mezzanine section into debt as then required by FIN 46. This reclassification adversely impacted our net
interest margin by 20 basis points with no impact to earnings. However, subsequent to the call and the before releasing our 10-Q, the Financial
and Accounting Standards Board deferred the application of the guidance as it pertained to trust preferred securities, and the Company then
reclassified these securities back to the mezzanine level of the balance sheet out of debt and adjusted the net interest margin back up by the 20
basis points from 4.17% to 4.37%, again with no impact to earnings.

The Financial and Accounting Standards Board has since issued a revised FIN 46 which will require us to deconsolidate the trust entities which
house the trust preferred securities, effectively reclassifying them to debt at the end of the first quarter of 2004. This is a complex discussion, but
what it in essence means is that we will be reclassifying our trust preferred securities at the end of the first quarter 2004 into debt, and the related
interest expense associated with those securities will be reflected in the net interest margin. No impact to earnings, but it will bring down our
margin by 20 basis points. The 4.5 percent that I mentioned for 2004 excludes this reclass. So for the second, third and fourth quarters of �04, you
can expect our margins to decline by a further 20 basis points.

Noninterest income. Noninterest income improved by $58,000 or 1 percent for the fourth quarter of 2003 as compared to the same period last
year due to increases in service charges and deposits of $291,000 and gains in the sales of securities of $264,000, partially offset by mortgage
banking income which decreased by 465,000. The balance of the mortgage servicing asset was 3.2 million, and loan service amounted to
399 million as of December 31st, 2003.

Noninterest expense decreased by 1.1 million or 6 percent for the fourth quarter of �03 versus the fourth quarter of �02. The primary advantages
are attributable to decreased incentive programs, $333,000; lower executive retirement costs, $465,000, and a lower loss on CRA equity
investment of 554,000. These expense reductions serve to offset pension expense of $466,000 in the fourth quarter of 2003.

Asset quality. Nonperforming assets of $3.5 million represented 14 basis points of total assets, and the reserve to loan losses as a percentage of
loans was 1.46 percent at year-end 2003. Delinquencies continue to be low, and management does not see negative trends in asset quality. Net
charge-offs for the quarter were $569,000.

I will now turn the call over to Chris for comments on our 2003 performance and an outlook for 2004. Chris?

Christopher Oddleifson - Independent Bank Corp � CEO

Good morning. Thank you, Denis. Denis did an excellent job describing our financial performance. I would like to comment on our 2003
performance as well and our plans for 2004.

First, as we have been discussing for sometime, our interest margin has been declining from 4.88% in 2002 to 4.40% in 2003. Though our loan
portfolio increased a healthy 10.5 percent, it was not enough to offset our margin compression, and the net interest income declined by 4 percent
or (inaudible) million. Recognizing the inevitablity of the declining net interest margin, we focused on noninterest income generation and
prudent expense control. The results of these efforts were an increase in noninterest income, excluding a security gain of 11 percent, and an
increase of a noninterest expense, excluding the (inaudible) home loan bank prepayment penalty and the WorldCom charge in 2002 of less than
1 percent. This very modest increase in noninterest expense includes an incremental $800,000 of pension expense that we did not incur in 2002.
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Also worthy of mentioning is that we decreased our provision for loan losses while still maintaining our extraordinary coverage ratio of about
660 percent. (inaudible) characterize 2003 as very respectable. We did a good job mitigating the impact of our net interest income decline, and
the pension expense increased by adding good incremental loan volumes and watching our expenses very carefully.
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Also very very important when reviewing 2003, it is really worthy of mentioning what we accomplished that set the stage for further growth,
and I would like to spend a moment taking you through a few highlights of what we did in this regard in 2003. We have laid the groundwork
both literally and figuratively to open two new branches in 2004. One on the Taunton/Raynham Townline and one in North Attleboro. Both
provide better service to our existing customers and expand our opportunities to acquire new customers.

We added new management talent to our residential mortgage business unit and retooled our residential mortgage (inaudible) to enable it to
continue to be a valuable bottom-line contributor now that the refinancing boom has abated.

We created and filled the position of a Chief Risk Officer and strengthened the attention we devote to risk management and regulatory
compliance. We have made plans for the targeted acquisition of customers from the major banks in our area which are being sold. I will talk a
little more about that later. We developed a preliminary framework to analyze profitability in a line of business basis to give us more insight on
the business line performance.

In our Information Technology division, we implemented the many important changes across the bank, including what turned out to be a very
seamless conversion to a new investment management system giving that group increased capability and better reporting to our customers, bank
by rollout of new operating software, and selection implementation of a new voice communication system.

We have developed a detailed business banking plan to address unmet needs of many small-business customers in our market. I will be talking
about that more in a moment. And lastly, we engaged in a 2004/2006 planning process that was resulted in division level plans, financial targets,
as well as key metric targets.

I would say that INDB results over the last several years really speak for itself. We have prospered in a growing healthy economy and with a
solid credit culture prevented losses during the last couple of years when the economy has been shaky.

Layered over this core performance, we are beginning to create a disciplined carefully considered economically based and well thought-out
growth agenda so that INDB can perform better than the general market growth. It was in this disciplined manner we engaged in the 2004/2006
planning process that resulted in division level plans, financial targets, as well as the key metric targets.

I would say that the results of that planning process, there were not any big surprises. We are sticking to what we know best � that is being a
community-based commercial bank. In a moment, I would like to describe some of the things that we will be doing as we move forward from
January 1st, 2004 onward for the next three years.

Before I do, I would like to note that collectively the set of actions that I am describing and many more that I won�t go into today will lead to
topline growth and are deliberate investment decisions in 2004 that will provide a partial return in 2004 and a full return starting in 2005. Our
earnings will grow modestly in 2004 and then begin to accelerate in 2005, and later in this call I would like to give you some specific guidance
on that topic.

Now let�s talk about some examples of the set of tactics that we developed in our planning session. Each business unit developed a plan tailored
to its markets and customers and has specific financial contribution and key metric targets for the following three years. Let me mention some of
these investments. We laid the foundation in 2003, but in 2004, we will be opening the two branches I mentioned in Taunton/Raynham and
North Attleboro, and while I am on the topic of branch banking, I would like to mention that we are planning to begin the journey to upgrade our
relationship management and sales skills in the branches that will require modest expenditure in 2004. We are adding a net three new
commercial lenders. Commercial lending is one of our strengths, and we have had good success over the years of adding one good seasoned
lender at a time. We do have plenty of room to grow to the North, to the West and to the Southwest, but of course, as we are opening new
branches, there is the ramp up period while loans and deposits are generated. Also during 2004, we plan to incur some incremental expense in
CapEx in commercial lending to improve our processes and our cash management capability to make the overall business more efficient and
effective.

As I mentioned, we have improved our mortgage platform. One of the elements was expanding our stable of investors, enabling us to offer our
broader product line. While we have a broader product line, we are not anticipating any additional credit risk to our portfolio. We will be
off-loading the credit risk to investors who have an appetite that (inaudible). We are adding mortgage origination staff and opening up two new
offices, and I want to mention that these expenses are immediately accretive in 2004.

We are improving our investment management presence in Cape Cod and adding a new Business Development Officer. One of the most
important growth initiatives in 2004, which I would like to spend a moment on, is our new division is focused on smaller businesses. Over the
last several years, our commercial lenders have focused on larger and larger relationships and loans. We believe that we have a tremendous
opportunity to increase the number of small-business customers we serve. Our extensive branch network, more extensive than any competitor in
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Plymouth County, and our product capabilities are excellent building blocks upon which we can construct an even more formidable
small-business banking franchise.
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In fact, dating back to our founding in 1907, that is really what this bank was built upon. I think we have gotten a little away from that over the
last several years, and we intend to refocus on this.

We have recently hired a very experienced business banker to lead this unit, and our press release will be forthcoming in the next few days on
that. This will be very very modestly non-accretive this year, but it ramps up very very quickly in �05 and �06.

Closely associated with a small-business opportunity is the opportunity presented by the remarkable amount of level of M&A activity in our
region. I am sure listeners don�t need any reminding, but I will just mention that we have a free combination bank Norris (ph) and Cape Cod
Bank and Trust encompass (inaudible), First Fed, and there is, of course, our announcement this money of the really heightened activity.

In 2004, we are planning to spend an incremental above $700,000 for advertising and business development purposes to take advantage of what
we believe to be almost a once every decade or two opportunity, and there is so much turmoil in the marketplace. Much of that opportunity and
activity will be focused around the smaller business segment. While I am on this topic, I would like to note that the more the bigger guys get
bigger, the more we uniquely stand out as the local alternative, an option that many small businesses and customers prefer. I won�t say all
customers and small businesses prefer us, but there is certainly a distinct segment that prefer more of a local alternative, and that positioning is
more and more our own uniquely.

One last item I would like to mention for 2004, I would not call it an investment, but I need to highlight the fact that in 2004 we will incur an
incremental $1 million in pension expense. We spend an incremental $800,000 this year. There will be an additional $1 million for next year.

With all these plans, I think it�s needless to say it is all about execution, execution and execution. We don�t need to think too much more about
strategy or developing plans. We need to talk about taking those plans into more detail and executing them, and I want to assure you with the
management team here and the entire company is focused intensely on ensuring that we successfully implement all the things I mentioned. Plus,
there are number of other smaller things that are critical to our success in 2004 and beyond.

Now I imagine you are wondering (technical difficulty) � the net results. The combination of our core business momentum, the topline growth
that we will see as a result of the initiatives I have mentioned, and the associated expenses, we are expecting our EPS will grow between 4 and
7 percent �03 to �04. However, we will see our EPS accelerating as our investments mature in �05 for the region of 10 percent. One last guidance.
We will expect that incremental expense always will be slightly front-loaded in the year.

Now we have our work cut out for ourselves. I continue to be very pleased with the energy of the Rockland Trust Company and INDB team. We
operate in a very attractive market area of Massachusetts. It is growing nicely, not dependent on one sector or economic help. We are very
focused on building on our solid set of fundamentals, and I anticipate our continuing our track record of excellent performance.

Denis, what have I missed here?

Denis Sheahan - Independent Bank Corp � CFO

Chris, I think you covered it very well. I would just like to add emphasis to your comments regarding 2004. We see EPS growth of 4 to 7 percent
in 2004. This does not mean 4 to 7 percent flat across each of the quarters. We see the earlier quarters growth being perhaps less than this level
and the later quarter�s growth greater. Again for the whole year, it is important to emphasize that we see 4 to 7 percent EPS growth.

Christopher Oddleifson - Independent Bank Corp � CEO

Thank you. Why don�t we shift to the exciting news of the day � about Falmouth Bank Corp. I want to remind everybody (technical difficulty) the
presentation is available. I hope you have all been able to access it in the Investor Relations section of our Website at www.rocklandtrust.com.

Well, we are very very pleased to be able to announce an acquisition this morning. Before we talk about Falmouth Bancorp specifically, I
thought it would be useful to talk very briefly about our posture on acquisitions in general. We have spent a lot of time here installing a process
in which we continually review acquisition candidates, and we are prepared to be what I would characterize as opportunistic. Our plans for
earnings growth are not dependent on acquisitions for fuel, but appropriate end market or adjacent markets acquisitions at appropriate prices can
complement our core earnings growth strategy. I am delighted to say that the Falmouth Bancorp fits this definition very, very well. I am very
pleased to announce that we have executed a definitive agreement with them and hope you all have the presentation in front of you. I would like
to go through it.

For those of you who don�t know, Falmouth Bank is headquartered in Falmouth, Massachusetts. It has about $166 million in assets, four branches
located East and North Falmouth, Falmouth and Bourne. This acquisition will enable Rockland Trust Company to consolidate our position in
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this very, very attractive market, Falmouth, and attain a number two deposit market share in that area. Falmouth is just a super, super fit with us.

Let me go through the points. On page three of the presentation, strategically to add significant presence in the key markets in Cape
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Cod, very attractive core deposit base. It is immediately accretive to earnings, and Denis will take you through that in more detail. It has a
consistent service-oriented community image as Rockland Trust does and provides us operating leverage (technical difficulty) is superhigh. If
there is low, you always worry about integration risk and execution risk. And especially for a bank like us that has not done a lot of this activity
in the past, we are really very cognizant of that. This is I believe an execution that has very, very low execution risk.

Because we are operating successfully in adjacent markets, we have a small presence in Falmouth already. Falmouth has a low-risk balance
sheet, it is relatively small compared to Independent. Our product mix can readily satisfy the needs of Falmouth�s customers and even go beyond,
and we have made some conservative assumptions in the analysis and it will still be accretive.

I would like to add that I have had the pleasure of getting to know Santo Pasqualucci, the CEO of Falmouth Bank, over the last several months,
and he and I have developed a very, very nice working relationship. I have a lot of confidence we will have a very productive and effective
relationship as we work through this transition phase. In fact, I am having lunch with them and his leadership team today to continue that
process.

It is not in the document, but I would like to talk about the cultural fit. We are community-oriented. We have a similar customer intimacy
approach, and our stated customer philosophy that we have served people to do business with people is very, very consistent with how Falmouth
Bank thinks about working with their customers. Falmouth Bank is both a tremendous franchise and has always been committed to serving the
local community and offering first-class service and competitive products to its customers. It is just a great fit for us.

Looking to page four, the Falmouth Bancorp at a glance, I mentioned there is $166 million in assets, loans of $83 million, deposits of
145 million. I think I will read this whole page. (inaudible) branches, about 44 ton equivalent, a nice size.

Page five is just highlighting why that particular market is particularly attractive. You can see the growth in number of households compares
very favorably to Massachusetts, in fact over double. Our population growth, nearly triple the Massachusetts rate, and household income growth
is growing faster as well, so it is an attractive market.

Page six, we talk about the loan mix. I am sure the listeners are very familiar with our loan mix; the middle column talks about Falmouth. You
can see it is mostly residential real estate, consumer with a small commercial presence that will complement both our commercial and consumer
portfolios nicely. The deposit mix on page seven, you can see that is a nice distribution across demand deposits, savings and interest checking,
money market and (inaudible) deposits for a total of $145 million.

So, Denis, could you take us through that?

Denis Sheahan - Independent Bank Corp � CFO

On slide number eight is a summary financial overview, and this information is as of September 30th, 2003. You should be readily familiar with
the information on Independent Bank Corp. For Falmouth Bancorp, important information here that has not already been mentioned, book value
per-share $19.42. Leverage ratio other capital ratios are well in excess of regulatory minimums. This is a well capitalized institution as
evidenced by the book value. Nonperforming loans, nonperforming assets zero, and it is really reflecting what we have seen on due diligence
that this is a very well-managed loan portfolio and very attractive to us. Correspondingly the reserve to loan ratio is 91 basis points, reflecting
that the majority of the portfolio is in residential real estate and four branches for Falmouth. I would note that the deposit base is really generated
off three branches. Their fourth branch opened I believe in December of 2003.

Slide nine gives some summary information on the transaction. The consideration and the transaction will be cash of $38.00 or 1.28 Independent
Bank Corp. shares. The mix is 50 percent stock and 50 percent cash, and I would like to point out here that the shareholders of Falmouth
Bancorp can elect to receive all-cash, all stock or a mix of both. However, in the aggregate, the transaction will result in a 50-50 stock/cash mix.
The aggregate transaction value as stated here is $36.9 million. This is based on Independent Bank Corp.�s closing share price of $29 on January
7th, or also on January 8th, we closed the $29 and $38 per share in cash. It also includes the cash out of stock options, an amount that is
approximately $2.55 million.

The exchange ratio was fixed at 1.28 INDB shares for each Falmouth share, total shares to be issued approximately 585,000 INDB shares. Cash
break up fee $1.5 million or 4 percent of the transaction value with estimated cost savings at 40 percent of CSV�s operating expense basis.
Estimated onetime merger charges, the capitalized charges after-tax construction of $1.8 million, and onetime after tax merger expenses posted
to earnings of $.5 million. There is a walkaway provision; it is a limited price based walkaway subject to a fill-up right, and as you see the
footnote number three at the bottom of the presentation, Falmouth Bancorp Inc. has the right of termination if the value of Independent Bank
Corp. stock declined by 20 percent and underperforms � and I want to make a correction here � the NASDAQ bank index by 20 percent, unless
Independent Bank Corp. determines to adjust consideration.
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Due diligence has been completed. The required approvals are FCB shareholders approvals. INDB does not require shareholder
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approval, and there are the normal regulatory approvals required. We are hopeful that this transaction will close in the second quarter of 2004.

Slide ten gets into a number of transaction ratios. The price to book and price of tangible book are the same at just shy two times book � 1.9 times.
The price to trailing earnings per share, which excludes an extraordinary item from Falmouth that is the similar reissue, that we and many banks
in Massachusetts had in 2003, equates to 40 times. The implied core deposit premium, 12.5 percent, and the total deposit premium of
11.4 percent.

Slide 11 gives you information on the pro forma market share, and in the important Falmouth market and the branches in which FCB currently
operates, we would move from 9.7 million in deposits in the branch that we have today to a number two position in that market with
$152 million in deposits and 17.5 percent market share.

For Barnstable County, we would move on a pro forma basis to a number six market share right behind Fleet and Bank of America at
$479 million and a 9 percent market share, and this is information is as of the most recent branch information available at June 30th of 2003.

Slide 12. The transaction timetable expected shareholder approval first quarter of 2004 closing second quarter and systems conversion in the
third quarter of 2004.

The combined footprint, which is on slide 13, as you can see, there is an overlap in the market, and I will comment on that in a moment, but it is
really very effectively fills a hole that we had in our market in the Falmouth area, which is as Chris mentioned area based in the demographics.
A right really super attractive market for us, and we are excited to be combining with Falmouth in that market.

Earnings accretion on slides 14. Cost saves are assumed at 40 percent or $1.6 million pretax on an annual basis. 75 percent of the savings will be
realized in the first-year. Cost savings will be realized through a combination of branch closures and as we can see the elimination of backoffice
and executive expense. There is a table that assumed cost saves with the majority of those saves in the salary and benefits line. The GAAP
earnings impact for 2004, the transaction remind everyone we expect to close in the second quarter toward the end of the second quarter, so we
are assuming about a one-half year here for the pro forma franchise, approximately a penny accretive in 2004, and we see this being 2 to 3 cents
accretive in 2005.

And finally, capital generation. Pro forma for the transaction capital levels remain comfortably above regulatory requirements, and you can see it
here for three different periods � Independent Bank Corp. standalone at September 30, pro forma for the transaction at June 30th, and then at
December 31st of 2004, and in the each case, we are comfortably above the regulatory requirements across the range of capital ratios.

Christopher Oddleifson - Independent Bank Corp � CEO

We should mention that the guidance we gave earlier excludes the numbers you just quoted here. That is important. We covered a lot of ground
today. I thought maybe a very brief summary would be useful before we open up to Q&A.

We reported a solid fourth quarter ending 2003 well. We were effective in mitigating the impact of a declining margin for good loan generation
and prudent expense management. We expect to deliver net income growth between 4 and 7 percent excluding this acquisition we discussed.
This growth includes the funding of several important growth initiatives in important areas and it will lead to accelerating growth in 2005, and
we expect that growth to be conservatively in the 10 percent region. I am very pleased with our progress this year and look forward to reporting
continuously improving performance in the quarters and years ahead.

That concludes the call. I think we can open it up to Q&A now.
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QUESTION AND ANSWER

Operator

(OPERATOR INSTRUCTIONS). Bill McCrystal, McConnell Bud & Romano.

Bill McCrystal - McConnell Bud & Romano � Analyst

     Good morning. Congratulations. The first question is sort of generic, generally on deposit growth. I don�t know if the fourth quarter is sort of
indicative of what you are looking at, but how much impact do you see in terms of deposit growth or even stabilization in terms of the market�s
performance? Do you see a lot of deposits shifting over to the equity side, or is that � or do you think that you will see decent growth going
forward?

Denis Sheahan - Independent Bank Corp � CFO

     I still see good deposit growth for us. Deposits are key to our future growth, and we are very focused on them. Our decrease in the fourth
quarter is not unusual at all. We are � and I think you know our market well � we are in a particularly seasonal market with Cape Cod and even
Plymouth County. It is not unusual for us to have fluctuations in our deposit levels in the fourth quarter and the first quarter of the year.

As we mentioned, I mentioned I think on the call, half of the deposit decrease in the fourth quarter was loan closing attorney accounts. With the
refinance activity having decreased, those deposit accounts have gone down. The rest of it is due to seasonal variances. But we are and will
continue to be focused on deposit growth. Deposit growth for the year, core deposit growth was right around 10 percent; total deposit growth
6 percent. We are hoping to do that at a minimum and exceed it in 2004.

Christopher Oddleifson - Independent Bank Corp � CEO

     I would like to add that some of the small business initiatives that I discussed will have a favorable impact on the deposit levels. It is very
important in that segment to � and there are a lot of deposits relationships that one can acquire with (inaudible) effort.

Denis Sheahan - Independent Bank Corp � CFO

     Certainly, Bill, and we are aware that we and most other financial institutions have benefited from deposits coming from the stock market and
certainly some may return. But we are focused on continued deposit growth, and we will do our best to move that forward.

Bill McCrystal - McConnell Bud & Romano � Analyst

     Okay. Fine. In terms of the transaction, you mentioned branch closings. Have you identified which branches, whether they are INDB
branches �?

Christopher Oddleifson - Independent Bank Corp � CEO

     We will consolidate two of our locations, our Falmouth and (inaudible) locations, into the existing Falmouth branches. We will not close any
of the Falmouth branches.

Bill McCrystal - McConnell Bud & Romano � Analyst

     Okay. One question I have. I am not familiar with Falmouth at all, but I do notice through their 10-K, they have a fairly sizable corporate
bond portfolio. What are your intentions in regards to that?

Denis Sheahan - Independent Bank Corp � CFO

     Their corporate bond portfolio is a very quality portfolio that is short in duration. We have not assumed a revenue enhancement associated
with that corporate bond portfolio in any of the numbers that I provided here today, but I can anticipate that we will be able to reinvest the
proceeds once we exit that portfolio either in our loan area or in securities and mortgage-type securities once the transaction is consummated. So
that could present a sizable revenue revenue enhancement for us, but again it is a quality bond portfolio.
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We respect what Falmouth has done here. It is a very short duration in their securities portfolio. It was intentional on their part. It has affected
their earnings in 2003, and we are confident that we can invest that effectively once the transaction is completed.

Bill McCrystal - McConnell Bud & Romano � Analyst

Would that be an orderly liquidation of that portfolio, or would you anticipate that you would be exiting that rather quickly?

Denis Sheahan - Independent Bank Corp � CFO

I would anticipate we would exit it rather quickly in an orderly fashion.

Bill McCrystal - McConnell Bud & Romano � Analyst

One again generic question, obviously you referred to the number of deals in your area. In the Banknorth presentation, there was
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reference to the attractiveness of the potential deposit growth or market share growth as a result of that. Obviously not everybody can benefit,
especially if you think that B of A will be pretty good in doing the integration. How much benefit do you expect to get from the B of A
transaction?

Christopher Oddleifson - Independent Bank Corp � CEO

     You referred to if you add up everybody�s claims about what they are going to be able to steal from Fleet or B of A, there won�t be anything
left. We are in a position where we are small enough where we can get a very small sliver (ph) of those customers who want to stay with a local
option and do very well. So built into our numbers is a conservative � I would call it conservative and modest expectations of what we will be
able to do. We are going to have a focused calling effort. We are investing in incremental advertising and business (ph) development expense,
and we do expect to get incremental customers above and beyond it. We are not looking at it as a bonanza that perhaps others have portrayed it
to be.

Bill McCrystal - McConnell Bud & Romano � Analyst

Fair enough. Thanks very much, and congratulations.

Operator

Chris Mutascio, Legg Mason.

Christopher Mutascio - Legg Mason � Analyst

     A couple of questions, if I can go through, and maybe I will go back in the queue if there are others, and come back on the deal. First, Denis,
if I do my math correctly � I just want to make sure I understand on the margin � if I add back the interest expense to the margin this quarter, I
come to about a 4.07% margin, which would be down about 10 basis points from the third quarter of 4.17%. And with your guidance now
saying you will have some contraction of another 10 basis points or so from there to 3.95% or so, would that interest expense be up in the
margin?

Christopher Oddleifson - Independent Bank Corp � CEO

     That is right. Because I think as you know, we have significant contraction in �03, from 4.88% to 4.26% in the fourth quarter. We see that
contraction slowing in 2004, but you�re absolutely correct with the numbers.

Christopher Mutascio - Legg Mason � Analyst

Right, I just wanted to make sure I�m accurate on how I calculated that.

Christopher Oddleifson - Independent Bank Corp � CEO

Yes.

Christopher Mutascio - Legg Mason � Analyst

     The expense reduction in the quarter, fourth quarter versus third quarter, how much would you say that was attributable to some cost saves
from slowing mortgage production, and was it a material amount? If not, where else were you getting some good cost saves relative to the third
quarter?

Christopher Oddleifson - Independent Bank Corp � CEO

     Chris, as you know, we announced over a year ago that we were going to take a hit in pension expense, and we are focused throughout the
year on what can we do in categories like consulting and office supply � just general expense categories � to mitigate a significant pension
increase. I think it is reflected in our fourth quarter. There�s certainly some onetime items in the prior period. We had losses on CRA equity
investments in 2002 that we did not have in 2003, executive retirement benefits in �02 that we did not have in 2003, but all in all, I think we�ve
done a reasonable job in expense control. The mortgage commissions are right � we are down in the fourth quarter, as was the revenue from the
mortgage operation. So together, those things, I think, represent pretty good expense control.
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Christopher Mutascio - Legg Mason � Analyst

     Tax rate in the quarter seemed to be a little bit lighter than in previous quarters. Is that something that I can model going forward, or was
there something in the quarter that drove it lower just for a onetime event?

Christopher Oddleifson - Independent Bank Corp � CEO

     I think it was lower in the quarter, and going forward (indiscernible) what we think for a tax rate is next year � 32.5 percent next year is what
we�re modeling.

Christopher Mutascio - Legg Mason � Analyst

     Okay. I just wanted to take you back on the question previously. The seasonal downtick in deposits in the fourth quarter � I know it�s not
unusual. You typically have that in the fourth quarter and in the first quarter. But was it more so this fourth quarter than in previous, or was it
pretty much in line with your thinking?

Edgar Filing: FALMOUTH BANCORP INC - Form 425

16



Christopher Oddleifson - Independent Bank Corp � CEO

     Reasonably in line. We�ve had other fourth quarters where deposits tick up at the end of the year. I don�t have a particularly strong reason as to
why this is down this quarter other than the seasonality can creep in the fourth quarter or in the first quarter. I am not concerned about it. As I
said in answering the previous caller�s question, we are focused on deposit growth. It is going to be important to our future. It always has been
and always will be. So I�m not concerned about the blip downward in the fourth quarter; we will get right back on it in 2004.

Christopher Mutascio - Legg Mason � Analyst

     And Denis, the 4 to 7 percent type of EPS growth against guidance in �04, you�re basing that on basically operating EPS of roughly 1.94 or so
in �03?

Christopher Oddleifson - Independent Bank Corp � CEO

     Yes.

Christopher Mutascio - Legg Mason � Analyst

     Okay. So then, you had an issue in the first quarter.

Christopher Oddleifson - Independent Bank Corp � CEO

     That is right. The 14 cents associated with the REIT tax settlement. So yes, 1.93/1.94 if you look at that as a starting point, and 4 to 7 percent
increase from there for the year.

Christopher Mutascio - Legg Mason � Analyst

     One follow-up question. This is somewhat of a piggyback, but I want to get your views on the BofA/Fleet deal. I have my own views, and
these are that BofA is going to be a much better operator then Fleet has been historically, in those markets that you serve. And while there may
be some opportunities initially for people going and saying, �I want to be with an in-town bank,� longer-term, are we overestimating � when I say
we, the community banks in the area � overestimating what the opportunities are really going to be when people find out the products, services,
the convenience � and also, again, a better retail and small business operator that is BofA versus a Fleet?

Christopher Oddleifson - Independent Bank Corp � CEO

     I think you are right. My sense in seeing BofA operate around the country is that we can expect some pretty good improvement over what we
have seen in Fleet. I would say collectively, as I mentioned before, that people are oversizing the opportunity. However, let me just do the math.
We�ve talked to other CEOs, and there has been a lot of claims as to what is possible here. I believe, though, that there is going to be a continued
segment that really will prefer to deal with a local option. When it comes to providing services to smaller businesses, a bank like Rockland Trust
can meet all of their needs. And we can get closer to the customer � more intimate, because we are more tied into the community and associated
with the community. So I believe there is going to be a good modest incremental opportunity for us, and we�re going to be focused on getting
that. Do I think it is an enormous opportunity, like when Fleet (multiple speakers) Boston got together, or was it Wells and First Interstate � that
debacle many years ago? No, I don�t think it�s going to be that at all. I do think, also, that this is a unique sort of event in banking market history
for this region. And never � not for a long time will there be the number of customers who are giving as much thought to their banking
relationship as they are right now. When you have that sort of what I�ll call fluidity, or that thaw in people�s thinking about it, therein lies
opportunity for us to grab some incremental � provide some incremental customers with our good service.

Christopher Mutascio - Legg Mason � Analyst

     Last final question, and this is for Denis or Chris � Falmouth (ph) has struggled this year. I know the margin has been down. Are there any
other issues the Company had on the growth perspective this year that you might want to highlight � I�m not familiar with the Company all that
well. Secondly, how comfortable are you with that 40 percent cost-save number?

Denis Sheahan - Independent Bank Corp � CFO
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     First of all, I think management at Falmouth very consciously let their loan portfolio decline over this huge refi boom. I think it was a good
decision on their part. Their asset liability function is strong. They went for shorter duration assets in anticipation of rising rates, and it really has
hurt their performance. But when you look at their balance sheet, you see that they have not been aggressive in putting long-term fixed-rate
assets on their books. They went the shorter-duration corporate securities way. And that is something that will be very enhancing for us. That is
number one. In terms of the expense saves, we are confident in the expense saves between the consolidation of two of our locations, as well as
the saves that will result in duplication. We are confident that we can achieve that target.

Christopher Oddleifson - Independent Bank Corp � CEO

     I share Denis�s confidence. I think that is fairly straightforward.

Christopher Mutascio - Legg Mason � Analyst
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     Thank you very much gentlemen.

Operator

     Ethan Zindler, Cape Cod Times.

Ethan Zindler - Cape Cod Times � Analyst

     Good morning, and congratulations. A couple of quick questions � obviously Cape-oriented. First, this deal comes hard on the heels of the
Banknorth acquisition of CCBT. Was this in any way prompted by that? Is this a move to try to counter that in any way?

Christopher Oddleifson - Independent Bank Corp � CEO

     You know, I think that�s probably a better question for Santo to answer. Our posture in acquisitions is to be opportunistic, and Santo and the
Board decided it was time to consider some options. We thought it was just a super fit, for all the reasons I described. So I would probably defer
to Santo on that one.

Ethan Zindler - Cape Cod Times � Analyst

     Should I assume, then, from that comment, that you guys have had an offer on the table for quite a while?

Christopher Oddleifson - Independent Bank Corp � CEO

     No. In fact, Santo and I just met last fall. As you may know, I have been here � in fact, this is my one-year anniversary at Independent Bank
Corp, and I assumed the CEO role February 24th, so Santo and I just became acquainted with one another in the fall, and have really hit it off
quite nicely, from our first lunch, and had a lot of commonalities, and we really enjoyed getting to know one another, and this has flowed
naturally from those discussions.

Denis Sheahan - Independent Bank Corp � CFO

     If I could add � I don�t look at this as being a reaction to Banknorth at all. We already have a formidable presence throughout most of the
markets on Cape Cod. We were weak in the Falmouth market, and this really adds a very nicely complement to the rest of our market, in both
Cape Cod and Plymouth County.

Ethan Zindler - Cape Cod Times � Analyst

     Great. One other quick question. You guys sound like you got a pretty clear workout of a $1.6 million annual cost savings, and the closure of
two branches, so I would imagine you know how many folks are going to lose their jobs out here, as a result of this merger.

Christopher Oddleifson - Independent Bank Corp � CEO

     Let me comment on that. That�s a very important point. We will be talking about that at lunch today, too. We are fortunate in that we have a
number of branches across Cape Cod. We have some natural attrition. We have opportunities throughout the Company. We are going to be
working extraordinarily hard, and focus and make it a very high priority to preserve employment for as many people as possible. Now, when we
talk about the 40 percent cost saves, what we�re referring to is that the amount of expenditures required to support those particular � that particular
market � by closing two branches, we will in fact save those branch expenses. Of course, there is some back office � we don�t need two senior
managements, so that sort of thing is pretty clear. So we are a community bank. We are all about our people, so we are going to be taking a very,
very sort of focused look at that, and making it a high priority.

Ethan Zindler - Cape Cod Times � Analyst

     Can you anticipate the number of positions that are going to be lost by this merger?

Christopher Oddleifson - Independent Bank Corp � CEO
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     Not exactly, but we would be delighted to keep you close on this one.

Operator

     Jared Shaw, Keefe, Bruyette & Woods.

Jared Shaw - Keefe, Bruyette & Woods � Analyst

     Can you let us know, Denis, what the mortgage originations numbers were for the fourth quarter and third quarter?

Denis Sheahan - Independent Bank Corp � CFO

     Sure.

Jared Shaw - Keefe, Bruyette & Woods � Analyst

     And I guess what the mortgage pipeline looks like currently.

Denis Sheahan - Independent Bank Corp � CFO
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     I think I would answer the latter first. They pipeline is low. I think it is in part due to the weather up in this part of the country. We are having
� had another pretty tough December, in terms of storms, etc. So our pipeline is low, but you know, we have good expectations for 2004. And we
are just (indiscernible) trying to get a mortgage origination number here.

Jared Shaw - Keefe, Bruyette & Woods � Analyst

     While you�re looking at that, for the cost saves that you said on the deal, you said that 75 percent in the first year � is that the first 12 months, or
is that in 2004?

Denis Sheahan - Independent Bank Corp � CFO

     That�s in the first 12 months.

Christopher Oddleifson - Independent Bank Corp � CEO

     I think we�re going to run and go get that number for you, Jared.

Denis Sheahan - Independent Bank Corp � CFO

     We will try to get you that number before the end of the call.

Jared Shaw - Keefe, Bruyette & Woods � Analyst

     I think that was it from us.

Operator

     Al Savastano, FTN Midwest Research.

Al Savastano - FTN Midwest Research � Analyst

     Congratulations on a good quarter and a good acquisition. A quick question for you. If you can talk about maybe your integration team, and
who from Falmouth you would actually be bringing over, and maybe keeping their jobs, as far as the relationship goes, on a senior management
level or maybe even a level below?

Christopher Oddleifson - Independent Bank Corp � CEO

     Right. You know, Santo and Tim Young will be retiring, and there are a number of folks who I have not met yet, but I have talked
extensively with Santo about, including the head of retail and the head of commercial, that � in lending � that sound very, very attractive. In our
assumptions and projections, we�re hoping they stay. Now, I�m hedging a bit, because I want to talk to them, and tell them what a great bank
Rockland Trust is. I want them to join the fold enthusiastically. But one of the important premises of this acquisition is that we maintain many of
the customer-facing folks, because they are the folks that have the relationships with the customers that do bring the deposits and loans to the
table. So we expect to preserve many, if not all, of the customer-facing folks, in their sort of current positions. In fact, it�s some of the
non-customer-facing folks that we need to address.

Christopher Oddleifson - Independent Bank Corp � CEO

     Is that it?

Operator

     (OPERATOR INSTRUCTIONS). Bill McCrystal, McConnell Bud & Romano.

Bill McCrystal - McConnell Bud & Romano � Analyst
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     Could you quantify what the tangible book value dilution is?

Denis Sheahan - Independent Bank Corp � CFO

     Sure. Bear with me for a second, Bill. Let me follow up with you on that. I don�t have it right in front of me. I don�t want to hold up everybody.

Bill McCrystal - McConnell Bud & Romano � Analyst

     That is fine. Thank you.

Operator

     There are no further questions at this time. Please proceed.

Denis Sheahan - Independent Bank Corp � CFO

     Jared, we will follow up with you on the mortgage origination number, as well. No further questions? Great. Thank you very much,
everybody. We appreciate your attendance and your good questions, and look forward to talking to you in three months, in the next quarter � this
quarter. Thank you.

Operator

This concludes your conference call. Thank you for your participation today. You may now disconnect.
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DISCLAIMER

CCBN reserves the right to make changes to documents, content, or other information on this web site without obligation to notify any person of
such changes.

In the conference calls upon which Event Transcripts are based, companies may make projections or other forward-looking statements regarding
a variety of items. Such forward-looking statements are based upon current expectations and involve risks and uncertainties. Actual results may
differ materially from those stated in any forward-looking statement based on a number of important factors and risks, which are more
specifically identified in the companies� most recent SEC filings. Although the companies may indicate and believe that the assumptions
underlying the forward-looking statements are reasonable, any of the assumptions could prove inaccurate or incorrect and, therefore, there can
be no assurance that the results contemplated in the forward-looking statements will be realized.

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE APPLICABLE
COMPANY�S CONFERENCE CALL AND WHILE EFFORTS ARE MADE TO PROVIDE AN ACCURATE TRANSCRIPTION, THERE
MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN THE REPORTING OF THE SUBSTANCE OF THE
CONFERENCE CALLS. IN NO WAY DOES CCBN OR THE APPLICABLE COMPANY ASSUME ANY RESPONSIBILITY FOR ANY
INVESTMENT OR OTHER DECISIONS MADE BASED UPON THE INFORMATION PROVIDED ON THIS WEB SITE OR IN ANY
EVENT TRANSCRIPT. USERS ARE ADVISED TO REVIEW THE APPLICABLE COMPANY�S CONFERENCE CALL ITSELF AND THE
APPLICABLE COMPANY�S SEC FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER DECISIONS.

© 2004, CCBN, Inc. All Rights Reserved.
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Forward-Looking Statements

     This slide presentation contains certain �forward-looking statements� with respect to the financial condition, results of operations and business
of Independent Bank Corp. and Rockland Trust Company upon consummation of the acquisition of Falmouth Bancorp, Inc. These
forward-looking statements involve certain risks and uncertainties, and readers are cautioned not to place undue reliance on any such
forward-looking statements. Factors that may cause actual results to differ materially from those contemplated by such forward-looking
statements include, among others, the following possibilities: (i) estimated cost savings from the acquisition cannot be fully realized within the
expected time frame; (ii) revenues following the acquisition are lower than expected; (iii) competitive pressure among depository institutions
increases significantly; (iv) costs or difficulties related to the integration of the businesses of Independent Bank Corp. and Falmouth Bancorp,
Inc. are greater than expected; (v) changes in the interest rate environment reduce interest margins; (vi) general economic conditions, either
nationally or in the markets in which Independent Bank Corp. will be doing business, are less favorable than expected; or (vii) legislation or
changes in regulatory requirements adversely affect the businesses in which Independent Bank Corp. would be engaged. Independent Bank
Corp. disclaims any intent or obligation to update publicly any such forward-looking statements, whether in response to new information, future
events or otherwise.

Additional Information About the Merger and Where to Find It

     Independent Bank Corp. and Falmouth Bancorp, Inc. will be filing relevant documents concerning the merger with the Securities and
Exchange Commission, including a registration statement on Form S-4 containing a proxy statement-prospectus. Investors are urged to read
these documents because they contain important information, including detailed risk factors relating to the merger, not contained in this
document. Investors will be able to obtain these and other documents filed by Independent Bank Corp. and Falmouth Bancorp, Inc. with the
Securities and Exchange Commission on the Internet at <http://www.sec.gov>. The proxy statement-prospectus and other documents to be filed
with the Securities and Exchange Commission may be obtained (once available) by directing a request to Independent Bank Corp., 288 Union
Street, Rockland, Massachusetts, 02370, Attn: Investor Relations, or to Falmouth Bancorp, Inc., 20 Davis Straits, Falmouth, Massachusetts,
02540, Attn: Investor Relations.
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Participants in Solicitation

     Independent Bank Corp., Falmouth Bancorp, Inc. and their respective directors, executive officers and other members of management and
employees may be participating in the solicitation of proxies in connection with the merger. Information concerning Independent Bank Corp.�s
and Falmouth Bancorp, Inc.�s participants in the solicitation is set forth in the proxy statements filed by each with the Securities and Exchange
Commission on February 26, 2003 and December 18, 2003, respectively. Certain directors and executive officers of Independent Bank Corp.
and Falmouth Bancorp, Inc. may have direct or indirect interests in the merger due to securities holdings, vesting of options and pre-existing or
future indemnification arrangements. Additional information regarding Independent Bank Corp., Falmouth Bancorp, Inc. and the interests of
their respective directors, executive officers in the merger may be obtained from reading the definitive proxy statement-prospectus regarding the
proposed merger when it becomes available. Investors should read the proxy statement-prospectus and other documents to be filed with
the Securities and Exchange Commission carefully before making a decision concerning the proposed merger.

er-bottom:1.00pt solid #000000; width:128.60pt; font-size:8pt; font-family:Times New Roman">Three-months
ended March 31, 2016: Number of
Shares Weighted
Average
Grant Date
Fair Value

Unvested balance, December 31, 2015

   408    $24.30  

Granted

   162    $28.55  

Vested

   (44)   $24.85  

Forfeited

   (1)   $27.94    

Unvested balance, March 31, 2016

   525    $25.56    
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The following table indicates the fair value of all restricted stock awards that vested during the three-months ended
March 31, 2016 and 2015:

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Fair value of restricted stock awards vested $ 1,278 $ 1,213

6. Earnings Per Common Share

The Company calculates basic and diluted earnings per common share in accordance with ASC 260 �Earnings Per
Share,� using the two-class method because the Company�s unvested restricted stock is a participating security since
these awards contain non-forfeitable rights to receive dividends. Under the two-class method, earnings are allocated to
each class of common stock and participating security as if all of the net earnings for the period had been distributed.
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Basic earnings per common share excludes dilution and is calculated by dividing earnings to common shares by the
weighted-average number of common shares outstanding for the period. Diluted earnings per common share is
calculated by dividing earnings to common shares by the weighted-average number of common shares, as adjusted for
the potentially dilutive effect of stock options. The following table reconciles earnings (loss) per common share for
the three-months ended March 31, 2016 and 2015:

Three Months
Ended

March 31,
2016

Three Months
Ended

March 31,
2015

Basic Earnings (Loss) per Common Share:
Numerator:
Net loss $ (5,435) $ (4,150) 
Distributed earnings to common shares �  �  
Distributed earnings to participating securities �  �  

Total distributed earnings �  
Undistributed loss allocable to common shares (5,435) (4,150) 
Undistributed earnings allocable to participating
securities �  �  
Total undistributed loss (5,435) (4,150) 

Loss to common shares�basic $ (5,435) $ (4,150) 
Denominator
Weighted average common shares
outstanding�basic 8,533 7,960
Basic loss per common share $ (0.64) $ (0.52) 

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Diluted Earnings (Loss) per Common Share:
Numerator:
Loss to common shares�basic $ (5,435) $ (4,150) 
Undistributed earnings allocated to participating
securities �  �  
Undistributed earnings reallocated to
participating securities �  �  

Loss to common shares�diluted $ (5,435) $ (4,150) 
Denominator:
Weighted average common shares
outstanding�basic 8,533 7,960
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Dilutive effect of stock options �  �  

Weighted average common shares
outstanding�dilutive 8,533 7,960
Diluted loss per common share $ (0.64) $ (0.52) 

There were 0 and 175 common stock equivalents related to stock options that were anti-dilutive and excluded from
diluted earnings per common share calculations for the three-months ended March 31, 2016 and 2015, respectively,
because their exercise prices were higher than the average market price of the underlying common stock for the
period.

There were 207 and 212 common stock equivalents related to stock options that were anti-dilutive and excluded from
diluted earnings per common share for the three-months ended March 31, 2016 and 2015, respectively, as the
Company incurred a net loss for the period.

7. Trade Accounts Receivable

Trade Accounts Receivable

Trade accounts receivable are recorded at the invoiced amount.

13
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March 31,
2016

December 31,
2015

Trade accounts receivable $ 2,311 $ 4,631
Allowance for doubtful accounts (15) (15) 

Trade accounts receivable, net $ 2,296 $ 4,616

Unpaid deferred revenue included in trade accounts
receivable $ 579 $ 2,012

Allowance for doubtful accounts

The allowance for doubtful accounts is the Company�s best estimate of the amount of probable credit losses in the
Company�s existing trade accounts receivable. The Company determines the allowance based on historical write-off
experience and current information. The Company reviews its allowance for doubtful accounts each reporting period.
Account balances are charged against the allowance after all means of collection have been exhausted and the
potential for recovery is considered remote.

Unpaid deferred revenue

The unpaid deferred revenue that is included in trade accounts receivable is billed in accordance with the provisions of
the contracts with the Company�s customers. Unpaid deferred revenue from the Company�s cash-basis customers is not
included in trade accounts receivable nor deferred revenue.

Major customers

Customers who accounted for 10% or more of trade accounts receivable, net are as follows:

March 31,
2016

December 31,
2015

Central Banks 47% 62% 
8. Property and Equipment

Property and equipment are stated at cost. Repairs and maintenance are charged to expense when incurred.

Depreciation on property and equipment is calculated using the straight-line method over the estimated useful lives of
the assets, generally two to seven years. Leasehold improvements are amortized using the straight-line method over
the shorter of the estimated useful life or the lease term.

March 31,
2016

December 31,
2015

Office furniture and fixtures $ 1,098 $ 1,068
Software 1,767 1,748
Equipment 3,631 3,416
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Leasehold improvements 1,324 1,276

Gross property and equipment 7,820 7,508
Less accumulated depreciation and amortization (4,833) (4,498) 

Property and equipment, net $ 2,987 $ 3,010

9. Intangibles

Intangible assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable.

14
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Amortization of capitalized patent costs associated with the application and award of patents in the U.S. and various
other countries are capitalized and amortized on a straight-line basis over the term of the patents as determined at the
award date, which varies depending on the pendency period of the application, generally approximating seventeen
years.

Amortization of intangible assets acquired is calculated using the straight-line method over the estimated useful lives
of the assets.

March 31,
2016

December 31,
2015

Capitalized patent costs $ 6,894 $ 6,779
Intangible assets acquired:
Purchased patents and intellectual property 250 250
Existing technology 1,560 1,560
Customer relationships 290 290
Backlog 760 760
Tradenames 290 290
Non-solicitation agreements 120 120

Gross intangible assets 10,164 10,049
Accumulated amortization (3,601) (3,436) 

Intangibles, net $ 6,563 $ 6,613

10. Joint Ventures and Related Party Transactions

In March 2012, Digimarc and Nielsen decided to reduce the investments in their two joint ventures, TVaura LLC (in
which Digimarc holds a 51% ownership interest) and TVaura Mobile LLC (in which Digimarc holds a 49%
ownership interest), to minimal levels while assessing alternative approaches to achieving each of their goals in the
emerging market opportunity of synchronized second screen television.

In October 2015, Digimarc and Nielsen reactivated the TVaura Mobile LLC joint venture to allow it to provide
solutions to programmers and advertisers for engaging with consumers on second screens and otherwise provide
enhanced flexibility to brand strategies targeting modern consumers. The enhanced cooperation represents another
building block in developing the market for Digimarc Discover and Digimarc Barcode. Neither Digimarc nor Nielsen
contributed any capital to the joint venture upon reactivation.

As of March 31, 2016, both Digimarc and Nielsen continued to assess the market opportunities of TVaura LLC joint
venture.

Summarized financial information for the joint ventures has not been provided because the disclosures are immaterial
to the Company�s filing. TVaura LLC and TVaura Mobile LLC had no revenue or expenses for the three-months ended
March 31, 2016 and 2015.

The Company�s investment in each joint venture was $0 as of March 31, 2016 and December 31, 2015.
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11. Income Taxes

The (provision) benefit for income taxes for the three-months ended March 31, 2016 and 2015 reflects current taxes,
deferred taxes, and withholding taxes in certain foreign jurisdictions. The effective tax rate for the three-months ended
March 31, 2016 and 2015 was 0% and 0%, respectively. The valuation allowance against net deferred tax assets as of
March 31, 2016 was $17,682, an increase of $2,262 from $15,420 as of December 31, 2015.

12. Commitments and Contingencies

Certain of the Company�s product license and services agreements include an indemnification provision for claims
from third parties relating to the Company�s intellectual property. These indemnification provisions are accounted for
in accordance with ASC 450 �Contingencies.� To date, there have been no claims made under such indemnification
provisions.

The Company is subject from time to time to other legal proceedings and claims arising in the ordinary course of
business.

15
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
The following Management�s Discussion and Analysis of Financial Condition and Results of Operations contains
forward-looking statements relating to future events or the future financial performance of Digimarc, that involve
risks and uncertainties. Our actual results could differ materially from those anticipated in these forward-looking
statements. Please see the discussion regarding forward-looking statements included in this Quarterly Report on
Form 10-Q under the caption �Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995.�

The following discussion should be read in conjunction with our consolidated financial statements and the related
notes and other financial information appearing elsewhere in this Quarterly Report on Form 10-Q. Readers are also
urged to carefully review and consider the disclosures made in Part II, Item 1A (Risk Factors) of this Quarterly
Report on Form 10-Q and in the audited consolidated financial statements and related notes included in our Annual
Report on Form 10-K for the year ended December 31, 2015 filed on February 25, 2016 (our �2015 Annual Report�),
and other reports and filings made with the Securities and Exchange Commission (�SEC�).

Unless the context otherwise requires, references in this Quarterly Report on Form 10-Q to �Digimarc,� �we,� �our� and �us�
refer to Digimarc Corporation.

All dollar amounts are in thousands except per share amounts or unless otherwise noted. Percentages within the
following tables may not foot due to rounding.

Digimarc, Digimarc Discover and Guardian are registered trademarks of Digimarc Corporation. This Quarterly
Report on Form 10-Q also includes trademarks and trade names owned by other parties, and all other such
trademarks and trade names mentioned in this Quarterly Report on Form 10-Q are the property of their respective
owners.

Overview

Digimarc Corporation enables governments and enterprises around the world to give digital identities to media and
objects that computers can sense and recognize and to which they can react. We have developed the Digimarc
Discover® and Digimarc Barcode Intuitive Computing Platform that are designed to optimize the identification of all
consumer brand impressions, wherever and whenever they may appear, facilitating modern mobile-centric shopping.
The platform includes means to embed �Digimarc Barcodes,� invisible and inaudible barcode-like information that is
recognizable by smartphones, tablets, industrial scanners, and other computer interfaces into virtually all forms of
media content, including consumer product packaging. Digimarc Barcodes have many applications, including
facilitating remarkably faster scanning of products at retail checkout as well as improved engagement with
smartphone-equipped consumers. The Digimarc Barcode is robust yet imperceptible by people in ordinary use,
allowing for reliable, efficient, economical, globally scalable automatic identification of media without visible
computer codes like traditional barcodes.

Our media identification and discovery innovations enable our business partners to create numerous applications
across a wide range of media content, including solutions that:

� Improve the speed of retail checkout;

� Provide simple and intuitive mobile customer engagement experiences in stores;
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� Quickly and reliably identify and effectively manage music, movies, television programming, digital images,
e-books, documents and other printed materials, especially in light of non-linear distribution over the
Internet;

� Deter counterfeiting of money, media and goods, and piracy of e-books, movies and music;

� Support new digital media distribution models and methods to monetize media content;

� Leverage the power of ubiquitous computing to instantly link consumers to a wealth of information and/or
interactive experiences related to the media and objects they encounter each day;

� Provide consumers with more choice and access to media content when, where and how they want it;

� Enhance imagery and video by associating metadata or authenticating media content for government and
commercial uses; and

� Better secure identity documents to enhance national security and combat identity theft and fraud.
The Intuitive Computing Platform has a proprietary foundation in a signal processing innovation known as �digital
watermarking,� which allows imperceptible digital information to be embedded in all forms of digitally designed,
produced or
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distributed media content and many physical objects, including photographs, movies, music, television, personal
identification documents, financial instruments, industrial parts and product packages. We refer to the embedded
information as the Digimarc Barcode. This digital information can be detected and read by a wide range of computers,
smartphones, tablets and other digital devices.

Our inventions allow our business partners and customers to provide persistent digital identities for virtually any
media content that is digitally processed at some point during its lifecycle. The technology can be applied to printed
materials, video, audio, and images to supply a wide range of patented consumer engagement, media management and
security solutions across multiple consumer and government industry sectors. Over the years our enabling software
and business processes, and associated intellectual property portfolio have grown to encompass many related
technologies.

We provide solutions directly and through our business partners. Our inventions provide a powerful element of
document security, giving rise to a long-term relationship with a consortium of central banks (�Central Banks�), and
many leading companies in the information technology industry. We and our business partners have successfully
propagated the use of our technology in music, movies, television broadcasts, digital images, e-books and printed
materials. Digimarc Barcodes have been used in these applications to improve media rights and asset management,
reduce piracy and counterfeiting losses, improve marketing programs, permit more efficient and effective distribution
of valuable media content and enhance consumer entertainment and commercial experiences.

Digimarc Barcodes are easily embedded into all forms of media and are imperceptible to human senses, but quickly
detected by computers, networks or other digital devices like smartphones and tablets. Unlike traditional barcodes and
tags, our solution does not require publishers to give up valuable visual space in magazines and newspapers; nor does
it impact the overall layout or aesthetics of the publication. Digimarc Barcodes are imperceptible to people and do all
that visible barcodes do, but performs better. Our Digimarc Discover platform delivers a range of rich media
experiences to its readers on their smartphones or tablets across multiple media including print, audio, video and
packaging. Unique to the Digimarc Discover platform is its seamless multi-model use of various content identification
technologies as needed, including Digimarc Barcode when present.

We introduced Digimarc Barcodes for use in consumer product packaging in 2014. These Digimarc Barcodes can
contain the same information found in traditional universal product codes (�UPC�). The UPC information is invisibly
repeated multiple times over the entire package surface. We partnered with Datalogic, a global leader in Automatic
Data Capture and Industrial Automation markets and producer of barcode readers, in introducing the Digimarc
Barcode to the consumer product packaging market. The first retail scanner enabled was Datalogic�s MagellanTM 9800i
multi-plane imaging scanner. Since then additional scanner vendors and other channel partners have announced
support for the platform. Digimarc Barcodes can also connect mobile-enabled consumers directly from packaging to
engaging mobile experiences such as additional product information, special offers, recommendations, reviews, social
networks and more.

Our intellectual property portfolio of patents contain many innovations in digital watermarking, pattern recognition
(sometimes referred to as �fingerprinting�), digital rights management and related fields. To protect our inventions, we
have implemented an extensive intellectual property protection program that relies on a combination of patent,
copyright, trademark and trade secret laws, and nondisclosure agreements and other contracts. As a result, we believe
we have one of the world�s most extensive patent portfolios in digital watermarking and related fields, with
approximately 1,150 U.S. and foreign patents and pending patent applications as of March 31, 2016. We continue to
develop and broaden our portfolio in the fields of media identification and management technology and related
applications and systems. We devote significant resources to developing and protecting our inventions and
continuously seek to identify and evaluate potential licensees for our patents. The patents in our portfolio have a life
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of approximately 20 years from the effective filing date, and up to 17 years after the patent has been granted.

The market for patent licensing has become more challenging in recent years. As a result, we have shifted our focus
from direct monetization via enforcement and licensing to:

� facilitating progress toward the realization of our vision to enrich everyday living via pervasive, intuitive
computing;

� encouraging large scale adoption of our technologies by industry leaders;

� improving our financial performance by enhancing our competitive differentiation;

� increasing the scale and rate of growth of our products and services business; and

� laying a foundation for continuing innovation.
For a discussion of activities and costs related to our research and development, read the section titled �Results of
Operations �Summary � Research, development and engineering.�
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Critical Accounting Policies and Estimates

Detailed information on our critical accounting policies and estimates are set forth in our 2015 Annual Report in
Part II, Item 7 thereof (�Management�s Discussion and Analysis of Financial Condition and Results of Operations�),
under the caption �Critical Accounting Policies and Estimates,� which is incorporated by reference into this Quarterly
Report on Form 10-Q.

Results of Operations

The following table presents statements of operations data for the periods indicated as a percentage of total revenue.
Unless otherwise indicated, all references in this Management�s Discussion and Analysis of Financial Condition and
Results of Operations to the three-month period relate to the three-month period ended March 31, 2016 and all
changes discussed with respect to such period reflect changes compared to the three-month period ended March 31,
2015.

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Percentages are percent of total revenue
Revenue:
Service 58% 58% 
Subscription 26 29
License 16 13

Total revenue 100 100
Cost of revenue:
Service 26 26
Subscription 12 13
License 2 1

Total cost of revenue 39 40
Gross profit 61 60
Operating expenses:
Sales and marketing 53 35
Research, development and engineering 59 51
General and administrative 39 37
Intellectual property 8 6

Total operating expenses 159 129
Operating loss (98) (70) 

Other income, net 1 �  

Loss before income taxes (97) (69) 
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(Provision) benefit for income taxes �  �  

Net loss (97)% (69)% 

Summary

Total revenue for the three-months ended March 31, 2016 decreased $0.4 million, or 7%, to $5.6 million compared to
the same period in 2015 as a result of lower service and subscription revenue, partially offset by higher license
revenue.
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Total operating expenses for the three-months ended March 31, 2016 increased $1.1 million, or 14%, to $8.9 million
compared to the same period in 2015, primarily reflecting higher investment in sales and marketing as we continue to
focus on market development and delivery of Digimarc Discover and Digimarc Barcode.

Revenue

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Dollar
Increase
(Decrease)

Percent
Increase
(Decrease)

Revenue:
Service $ 3,250 $ 3,501 $ (251) (7)% 
Subscription 1,463 1,716 (253) (15)% 
License 867 772 95 12% 

Total $ 5,580 $ 5,989 $ (409) (7)% 

Revenue (as % of total revenue):
Service 58% 58% 
Subscription 26% 29% 
License 16% 13% 

Total 100% 100% 

Service. Service revenue consists primarily of software development and consulting services. The majority of service
revenue arrangements are structured as time and materials consulting agreements. Most of our service revenue is
derived from contracts with the Central Banks and government agency contractors. The agreements range from
several months to several years in length, and our longer term contracts are subject to work plans that are reviewed
and agreed upon at least annually. These contracts generally provide for billing hours worked at predetermined rates
and, to a lesser extent, reimbursement for third party costs and services. Increases or decreases in the services
provided under these contracts are generally subject to both volume and price changes. The volume of work is
generally negotiated at least annually and can be modified as the customer�s needs change. We also have provisions in
our longer term contracts that allow for specific hourly rate price increases on an annual basis to account for cost of
living variables. Contracts with government agency contractors are generally shorter term in nature, less linear in
billings and less predictable than our longer term contracts because the contracts with government agency contractors
are subject to government budgets and funding.

The decrease in service revenue for the three-month period was primarily due to the timing of program work with a
government agency contractor and the expiration of the minimum support services to Intellectual Ventures (�IV�).

Subscription. Subscription revenue includes revenue from the sale of Digimarc Discover, Digimarc Barcode and
Guardian products and services, and is generally recurring in nature, paid in advance and recognized over the term of
the subscription.
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The decrease in subscription revenue for the three-month period was primarily due to lower software license revenue,
which is recognized over the associated 12-month support period, partially offset by growth in Digimarc Barcode.

License. License revenue originates primarily from licensing our intellectual property where we receive license fees
and/or royalties as our income stream.

The increase in license revenue for the three-month period was primarily due to higher reported royalties from
existing licensees.

Revenue by Geography

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Dollar
Increase
(Decrease)

Percent
Increase
(Decrease)

Revenue by geography:
Domestic $ 1,133 $ 1,687 $ (554) (33)% 
International 4,447 4,302 145 3% 

Total $ 5,580 $ 5,989 $ (409) (7)% 

Revenue (as % of total revenue):
Domestic 20% 28% 
International 80% 72% 

Total 100% 100% 
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The decrease in domestic revenue for the three-month period was primarily the result of lower service and
subscription revenue among domestic customers.

The increase in international revenue for the three-month period was primarily the result of higher license revenue
among international customers.

Cost of Revenue

Service. Cost of service revenue primarily includes costs that are allocated from research, development and
engineering, sales and marketing and intellectual property that relate directly to performing services under our
customer contracts and direct costs of program delivery for both personnel and operating expenses. Costs include:

� compensation, benefits, incentive compensation in the form of stock-based compensation and related costs
of our software developers, quality assurance personnel, product managers, business development managers
and other personnel where we bill our customers for time and materials costs;

� payments to outside contractors that are billed to customers;

� charges for equipment directly used by customers;

� depreciation and other charges for machinery, equipment and software directly used by customers;

� travel costs directly attributable to service and development contracts; and

� charges for infrastructure and centralized costs of facilities and information technology.
Subscription. Cost of subscription revenue primarily includes:

� compensation, benefits, incentive compensation in the form of stock-based compensation and related costs
of operations personnel;

� cost of outside contractors that provide operational support;

� amortization of existing technology acquired in the acquisition of Attributor Corporation;

� Internet service provider connectivity charges and image search data fees to support the services offered to
our subscription customers; and
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� charges for infrastructure and centralized costs of facilities and information technology.
License. Cost of license revenue primarily includes:

� amortization of capitalized patent costs and patent maintenance fees;

� license costs from third parties; and

� charges for infrastructure and centralized costs of facilities and information technology.
Gross Profit

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Dollar
Increase
(Decrease)

Percent
Increase
(Decrease)

Gross Profit:
Service $ 1,818 $ 1,923 $ (105) (5)% 
Subscription 801 962 (161) (17)% 
License 771 688 83 12% 

Total $ 3,390 $ 3,573 $ (183) (5)% 

Gross Profit (as % of related revenue
components):
Service 56% 55% 
Subscription 55% 56% 
License 89% 89% 
Total 61% 60% 
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The decrease in total gross profit for the three-month period was due primarily to lower revenue.

Operating Expenses

We allocate certain costs of research, development and engineering, sales and marketing, and intellectual property to
cost of revenue when they relate directly to our customer contracts. We record all remaining, or �residual,� costs as sales
and marketing, research, development and engineering, general and administrative, and intellectual property expenses.

Sales and marketing

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Dollar
Increase

Percent
Increase

Sales and marketing $ 2,955 $ 2,090 $ 865 41% 
Sales and marketing (as % of total revenue) 53% 35% 

Sales and marketing expenses consist primarily of:

� compensation, benefits, incentive compensation in the form of stock-based compensation and related costs
of sales and marketing employees and product managers;

� travel and market research costs, and costs associated with marketing programs, such as trade shows, public
relations and new product launches;

� professional services and outside contractors for product and marketing initiatives; and

� charges for infrastructure and centralized costs of facilities and information technology.
The increase in sales and marketing expenses for the three-month period was due primarily to:

� increased headcount and compensation-related expenses of $0.5 million;

� increased marketing and professional fees of $0.2 million related to market development activities; and

� increased charges for infrastructure and centralized costs of $0.1 million, primarily related to increased
headcount.

Research, development and engineering
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Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Dollar
Increase

Percent
Increase

Research, development and engineering $ 3,305 $ 3,084 $ 221 7% 
Research, development and engineering (as %
of total revenue) 59% 51% 

Research, development and engineering expenses consist primarily of:

� compensation, benefits, incentive compensation in the form of stock-based compensation expense, recruiting
and related costs of software and hardware developers and quality assurance personnel;

� payments to outside contractors;

� the purchase of materials and services for product development; and

� charges for infrastructure and centralized costs of facilities and information technology.
The increase in research, development and engineering expenses for the three-month period was due primarily to
increased headcount and compensation-related expenses of $0.2 million.
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General and administrative

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Dollar
Decrease

Percent
Decrease

General and administrative $ 2,170 $ 2,206 $ (36) (2)% 
General and administrative (as % of total
revenue) 39% 37% 

We incur general and administrative costs in the functional areas of finance, legal, human resources, executive and
board of directors. Costs for facilities and information technology are also managed as part of the general and
administrative processes and are allocated to this area as well as each of the areas in cost of revenue, sales and
marketing, research, development and engineering and intellectual property.

General and administrative expenses consist primarily of:

� compensation, benefits and incentive compensation in the form of stock-based compensation expense and
related costs of general and administrative personnel;

� third party and professional fees associated with legal, accounting and human resources;

� costs associated with being a public company; and

� charges for infrastructure and centralized costs of facilities and information technology.
General and administrative expenses were relatively flat for the three-month period.

Intellectual property

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Dollar
Increase

Percent
Increase

Intellectual property $ 434 $ 367 $ 67 18% 
Intellectual property (as % of total revenue) 8% 6% 

We incur intellectual property expenses that arise primarily from costs associated with documenting, applying for, and
maintaining domestic and international patents and trademarks.
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Gross expenditures for intellectual property costs, before reflecting the effect of capitalized patent costs, primarily
consist of:

� compensation, benefits and incentive compensation in the form of stock-based compensation expense and
related costs of attorneys and legal assistants;

� third party costs, including filing and governmental regulatory fees and fees for outside legal counsel and
translation costs, each incurred in the patent process;

� consulting costs related to marketing our intellectual property portfolio;

� charges to write-off previously capitalized patent costs for patent assets we abandon; and

� charges for infrastructure and centralized costs of facilities and information technology.
Intellectual property expenses can vary from period to period based on the level of capitalized patent activity.

The increase in intellectual property expense for the three-month period resulted primarily from increased
compensation-related expenses and increased write-off of abandoned patent costs.
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Stock-based compensation

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Dollar
Increase
(Decrease)

Percent
Increase
(Decrease)

Cost of revenue $ 173 $ 185 $ (12) (6)% 
Sales and marketing 212 159 53 33% 
Research, development and engineering 325 287 38 13% 
General and administrative 501 518 (17) (3)% 
Intellectual property 72 68 4 6% 

Total $ 1,283 $ 1,217 $ 66 5% 

Stock-based compensation expense was relatively flat for the three-month period. We anticipate incurring an
additional $12,850 in stock-based compensation expense through March 2020 for awards outstanding as of March 31,
2016.

Other income, net

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Dollar
Increase

Percent
Increase

Other income, net $ 46 $ 23 $ 23 100% 
Other income, net (as % of total revenue) 1% *

* Less than 1%
The increase in other income, net for the three-month period was primarily due to changes in foreign currency and
higher interest income as a result of higher interest rates on cash and investments.

Income Taxes

The (provision) benefit for income taxes for the three-months ended March 31, 2016 and 2015 reflects current taxes,
deferred taxes, and withholding taxes in certain foreign jurisdictions. The effective tax rate for the three-months ended
March 31, 2016 and 2015 was 0% and 0%, respectively, because we have a full valuation allowance recorded against
our deferred tax assets. The valuation allowance against deferred tax assets as of March 31, 2016 was $17,682, an
increase of $2,262 from $15,420 as of December 31, 2015.

We continually assess the applicability of valuation allowance against our deferred tax assets. Based upon the positive
and negative evidence available as of March 31, 2016, and largely due to the cumulative loss incurred by us over the
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last three years, which is considered a significant piece of negative evidence when assessing the realizability of
deferred tax assets, a full valuation allowance is recorded against our deferred tax assets.
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Liquidity and Capital Resources

March 31,
2016

December 31,
2015

Working capital $ 34,158 $ 37,610
Current ratio (1) 11.1:1 9.0:1
Cash, cash equivalents and short-term marketable
securities $ 33,850 $ 36,187
Long-term marketable securities $ 2,046 $ 2,999
Total cash, cash equivalents and all marketable
securities $ 35,896 $ 39,186

(1) The current ratio is calculated by dividing total current assets by total current liabilities.
The $3.3 million decrease in cash, cash equivalents and marketable securities resulted primarily from:

� cash used in operations;

� purchases of property and equipment and capitalized patent costs; and

� purchases of common stock related to the vesting of restricted stock; partially offset by

� proceeds from stock option exercises.
Financial instruments that potentially subject us to concentrations of credit risk consist primarily of cash and cash
equivalents, marketable securities, and trade accounts receivable. We place our cash and cash equivalents with major
banks and financial institutions and at times deposits may exceed insured limits. Marketable securities primarily
include federal agency notes, U.S. treasuries, commercial paper, corporate notes, pre-refunded municipal bonds and
certificates of deposits. Our investment policy requires the portfolio to be invested to ensure that the greater of
$3 million or 7% of the invested funds will be available within 30 days� notice.

Other than cash used for operating needs, which may include short-term marketable securities, our investment policy
limits our credit exposure to any one financial institution or type of financial instrument by limiting the maximum of
5% of our cash and cash equivalents and marketable securities or $1 million, whichever is greater, to be invested in
any one issuer except for the U.S. government, U.S. federal agencies and U.S. backed securities, which have no limits,
at the time of purchase. Our investment policy also limits our credit exposure by limiting to a maximum of 40% of our
cash and cash equivalents and marketable securities, or $15 million, whichever is greater, to be invested in any one
industry category (e.g., financial or energy industries) at the time of purchase. As a result, we believe our credit risk
associated with cash and investments to be minimal. A decline in the market value of any security below cost that is
deemed to be other-than-temporary results in a reduction in carrying amount to fair value. To determine whether an
impairment is other-than-temporary, we consider whether we have the ability and intent to hold the investment until a
market price recovery and evidence indicating that the cost of the investment is recoverable outweighs evidence to the
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contrary. There have been no other-than-temporary impairments identified or recorded by us.

Operating Cash Flow.

The components of operating cash flows were:

Three
Months
Ended

March 31,
2016

Three
Months
Ended

March 31,
2015

Dollar
Increase
(Decrease)

Percent
Increase
(Decrease)

Net loss $ (5,435) $ (4,150) $ (1,285) (31)% 
Non-cash items 1,912 1,832 80 4% 
Changes in operating assets and liabilities 1,315 282 1,033 366% 

Net cash used in operating activities $ (2,208) $ (2,036) $ (172) (8)% 

Cash flows used in operating activities for the three-month period increased by $0.2 million, primarily as the result of
a higher net loss, partially offset by changes in operating assets and liabilities. The increase from changes in operating
assets and liabilities for the three-month period was primarily due to higher collections of accounts receivable.
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Cash flows provided by investing activities for the three-month period increased by $6.9 million from $0.6 million to
$7.5 million, primarily as a result of higher net maturities of marketable securities.

Cash flows from financing activities for the three-month period decreased by $0.8 million from $0.4 million provided
to $0.4 million used, primarily as a result of lower stock option exercises.

Future Cash Expectations

We believe that our current cash, cash equivalents, and short-term marketable securities balances will satisfy our
projected working capital and capital expenditure requirements for at least the next 12 months. We have a $100
million shelf registration statement in place, of which $30 million was allocated for sales of shares of our common
stock under an Equity Distribution Agreement with Wells Fargo Securities, LLC. There are no shares remaining to be
sold under the Equity Distribution Agreement. We may use similar or other financing means to raise working capital
in the future, if necessary, to support continued investment in our growth initiatives. We may also raise capital in the
future to fund acquisitions and/or investments in complementary businesses, technologies or product lines. If it
becomes necessary to obtain additional financing, we may not be able to do so, or if these funds are available, they
may not be available on satisfactory terms.

Off-Balance Sheet Arrangements

Other than the contractual obligations disclosed in our 2015 Annual Report, we do not have any off-balance sheet
arrangements that have or are reasonably likely to have a current or future effect on our financial condition, changes in
financial condition, revenue or expenses, results of operations, liquidity, capital expenditures or capital resources that
are material to investors.

Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995

This Quarterly Report on Form 10-Q includes �forward-looking statements� within the meaning of Section 21E of the
Securities Exchange Act of 1934 and Section 27A of the Securities Act of 1933. Words such as �may,� �should,� �could,�
�expect,� �anticipate,� �intend,� �believe,� �project,� �estimate,� �continue,� variations of such terms or similar expressions are
intended to identify such forward-looking statements within the meaning of the Private Securities Litigation Reform
Act of 1995. These forward-looking statements, or other statements made by us, are made based on our expectations
and beliefs concerning future events impacting us, and are subject to uncertainties and factors (including those
specified below), which are difficult to predict and, in many instances, are beyond our control. As a result, our actual
results could differ materially from those expressed in or implied by any such forward-looking statements, and
investors are cautioned not to place undue reliance on such statements. Forward-looking statements include but are not
limited to statements relating to:

� concentration of revenue with few customers comprising a large majority of the revenue;

� revenue trends and expectations;

� our future level of investment in our business, including investment in research, development and
engineering of products and technology, development and protection of our intellectual property, sales
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growth initiatives and development of new market opportunities;

� our ability to improve margins;

� anticipated expenses, costs, margins, provision for income taxes and investment activities in the foreseeable
future;

� anticipated revenue to be generated from current contracts and as a result of new programs;

� variability of contracted arrangements;

� our profitability in future periods;

� business opportunities that could require that we seek additional financing;

� the size and growth of our markets;

� the existence of international growth opportunities and our future investment in such opportunities;

� the sources of our future revenue;

� our expected short-term and long-term liquidity positions;

� our capital expenditure and working capital requirements and our ability to fund our capital expenditure and
working capital needs through cash flow from operations;
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� capital market conditions, interest rate volatility and other limitations on the availability of capital, which
could have an impact on our cost of capital and our ability to access the capital markets;

� our use of cash, cash equivalents and marketable securities in upcoming quarters;

� anticipated levels of backlog in future periods;

� the success of Digimarc Discover and Digimarc Barcode;

� protection, development and monetization of our intellectual property portfolio; and

� other risks detailed in our filings with the Securities and Exchange Commission, including the risk factors
set forth in Part I, Item 1A of our 2015 Annual Report.

We believe that the risk factors specified above and the risk factors identified in Part I, Item 1A of our 2015 Annual
Report, among others, could affect our future performance and the liquidity and value of our securities and cause our
actual results to differ materially from those expressed or implied by forward-looking statements made by us or on our
behalf. Investors should understand that it is not possible to predict or identify all risk factors and that there may be
other factors that may cause our actual results to differ materially from the forward-looking statements. All
forward-looking statements made by us or by persons acting on our behalf apply only as of the date of this Quarterly
Report on Form 10-Q. We do not undertake any obligation to publicly update or revise any forward-looking
statements to reflect future events, information or circumstances that arise after the date of the filing of this Quarterly
Report on Form 10-Q.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.
The market risk disclosures as set forth in Part II, Item 7A of our 2015 Annual Report have not changed materially.

Item 4. Controls and Procedures.
Evaluation of Disclosure Controls and Procedures

We conducted an evaluation (pursuant to Rule 13a-15(b) of the Securities Exchange Act of 1934 (the �Exchange Act�)),
under the supervision and with the participation of management, including the Chief Executive Officer and Chief
Financial Officer, of the effectiveness of the Company�s disclosure controls and procedures (as defined in Rule
13a-15(e)) as of the end of the period covered by this Quarterly Report on Form 10-Q. These disclosure controls and
procedures are designed to ensure that information required to be disclosed in our reports that are filed or submitted
under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the
SEC�s rules and forms. Our disclosure controls and procedures include, without limitation, controls and procedures
designed to ensure that this information is accumulated and communicated to management, including the principal
executive and principal financial officer, or persons performing similar functions, as appropriate, to allow timely
decisions regarding required disclosure.
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Based on the evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that these disclosure
controls and procedures were effective as of the end of the period covered by this Quarterly Report on Form 10-Q.

Changes in Controls

There was no change in our internal control over financial reporting (as defined in Rule 13a-15(f) and 15d-15(f) of the
Exchange Act) that occurred during the three-months ended March 31, 2016 that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION.

Item 1. Legal Proceedings.
We are subject from time to time to legal proceedings and claims arising in the ordinary course of business.

Item 1A. Risk Factors
Our business, financial condition, results of operations and cash flows may be affected by a number of factors.
Detailed information about risk factors that may affect Digimarc�s actual results are set forth in Part I, Item 1A of our
2015 Annual Report. The risks and uncertainties described in our 2015 Annual Report are those risks of which we are
aware and that we consider to be material to our business. If any of the risks and uncertainties develops into actual
events, our business, financial condition, results of operations, or cash flows could be materially adversely affected. In
that case, the trading price of our common stock could decline. As of March 31, 2016, there have been no material
changes to the risk factors set forth in our 2015 Annual Report.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
We withhold (repurchase) shares of common stock in connection with the vesting of restricted shares.

The following table sets forth information regarding purchases of our equity securities during the three-month period
ended March 31, 2016:

Period

(a)
Total number of

shares
purchased (1)

(b)
Average price
paid per
share (1)

(c)
Total number of

shares
purchased

as
part of
publicly

announced plans
or

programs

(d)
Approximate

dollar
value)

of shares that
may yet be
purchased

under the plans
or

programs
Month 1
January 1, 2016 to January 31,
2016 �  $ �  �  $ �  
Month 2
February 1, 2016 to February 29,
2016 18,198 $ 28.55 �  $ �  
Month 3
March 1, 2016 to March 31, 2016 �  $ �  �  $ �  

Total 18,198 $ 28.55 �  $ �  
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(1) Fully vested shares of common stock withheld (purchased) by us in satisfaction of required withholding tax
liability upon vesting of restricted stock.
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Item 6. Exhibits.

Exhibit
Number Exhibit Description

  10.1 Patent License Agreement, effective as of October 5, 2010, between Digimarc Corporation and IV
Digital Multimedia Inventions, LLC(1)

  10.2 Work Agreement, dated October 5, 2010, by and among Digimarc Corporation, Invention Law Group,
P.C. and IV Digital Multimedia Inventions, LLC(1)

  31.1 Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer

  31.2 Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer

  32.1 Section 1350 Certification of Chief Executive Officer

  32.2 Section 1350 Certification of Chief Financial Officer

101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF XBRL Taxonomy Extension Definition Linkbase Document

101.LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

(1) Confidential treatment has been requested for certain portions omitted from this exhibit pursuant to Rule 24b-2
under the Securities Exchange Act of 1934, as amended. Confidential portions of this exhibit have been
separately filed with the Securities and Exchange Commission.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

Date: April 28, 2016 DIGIMARC CORPORATION

By: /s/ CHARLES BECK
CHARLES BECK

Chief Financial Officer
(Duly Authorized Officer and Principal Financial

and Accounting Officer)
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