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PART I FINANCIAL INFORMATION

Item 1. Financial Statements

GUARANTY FEDERAL BANCSHARES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

SEPTEMBER 30, 2016 (UNAUDITED) AND DECEMBER 31, 2015

ASSETS

Cash and due from banks

Interest-bearing deposits in other financial institutions
Cash and cash equivalents

Available-for-sale securities

Held-to-maturity securities

Stock in Federal Home Loan Bank, at cost

Mortgage loans held for sale

Loans receivable, net of allowance for loan losses of September 30, 2016 - $6,396,580

- December 31, 2015 - $5,811,940
Accrued interest receivable

Prepaid expenses and other assets
Foreclosed assets held for sale
Premises and equipment, net

Bank owned life insurance

Deferred and receivable income taxes

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES

Deposits

Federal Home Loan Bank advances

Subordinated debentures

Advances from borrowers for taxes and insurance
Accrued expenses and other liabilities

Accrued interest payable

COMMITMENTS AND CONTINGENCIES

9/30/16

$3,494,693
7,454,012
10,948,705
96,573,046
30,363
3,767,000
2,564,342

525,862,944

1,808,980
3,217,504
2,246,839
10,864,395
19,149,610
2,571,531
$679,605,259

$515,764,148
74,600,000
15,465,000
534,471
1,953,098
203,417
608,520,134

12/31/15

$3,561,272
15,213,147
18,774,419
97,292,487
43,099
2,837,500
1,902,933

491,001,907

1,986,692
3,525,032
2,391,727
10,540,428
18,779,915
3,758,933
$652,835,072

$517,385,695
52,100,000
15,465,000
190,853
1,074,957
196,102
586,412,607
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STOCKHOLDERS' EQUITY
Capital Stock:
Common stock, $0.10 par value; authorized 10,000,000 shares; issued September 30,

2016 and December 31, 2015 - 6,875,503 and 6,859,003 shares, respectively 687,550 685,900
Additional paid-in capital 50,472,294 50,441,464
Retained earnings, substantially restricted 56,268,937 53,258,126
Accumulated other comprehensive income (loss)

Unrealized gain (loss) on available-for-sale securities, net of income taxes 588,095 (683,956 )

108,016,876 103,701,534
(36,931,751) (37,279,069 )

71,085,125 66,422,465
$679,605,259 $652,835,072

Treasury stock, at cost; September 30, 2016 and December 31, 2015 - 2,443,476 and
2,466,462 shares, respectively

See Notes to Condensed Consolidated Financial Statements
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GUARANTY FEDERAL BANCSHARES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

THREE MONTHS AND NINE MONTHS ENDED SEPTEMBER 30, 2016 AND 2015 (UNAUDITED)

Three months ended Nine months ended
9/30/2016  9/30/2015  9/30/2016 9/30/2015
Interest Income

Loans $5,854,069 $5,846,935 $17,184,094 $17,740,376
Investment securities 461,587 350,679 1,445,151 1,055,210
Other 38,647 31,477 134,417 107,652

6,354,303 6,229,091 18,763,662 18,903,238
Interest Expense

Deposits 560,168 612,091 1,715,179 1,832,281
FHLB and Federal Reserve advancese 349,575 298,952 963,847 895,137
Subordinated debentures 146,438 135,329 429,348 402,187
Other - 289 - 121,122
1,056,181 1,046,661 3,108,374 3,250,727
Net Interest Income 5,298,122 5,182,430 15,655,288 15,652,511
Provision for Loan Losses 200,000 200,000 950,000 350,000
Net Interest Income After
Provision for Loan Losses 5,098,122 4,982,430 14,705,288 15,302,511
Noninterest Income
Service charges 303,958 317,385 849,026 914,019
Gain (loss) on sale of investment securities 44,060 (4,152 ) 155,465 151,161
Gain on sale of mortgage loans held for sale 528,521 419,952 1,260,978 1,075,937
Gain on sale of Small Business Administration loans 85,624 378 237,862 344,817
Net loss on foreclosed assets (33,808 ) (21,151 ) (53,313 ) (38,913 )
Other income 387,146 397,548 1,153,718 1,088,611

1,315,501 1,109,960 3,603,736 3,535,632
Noninterest Expense

Salaries and employee benefits 2,694,069 2,483,512 7,950,867 7,424,824
Occupancy 465,237 474,885 1,343,062 1,411,472
FDIC deposit insurance premiums 117,311 105,878 362,025 326,216
Prepayment penalty on securities sold under agreements to i i i 463.992
repurchase
Data processing 223,618 198,291 650,283 592,114
Advertising 131,250 131,250 393,750 393,750
Other expense 686,222 658,187 2,036,590 2,033,301
4,317,707 4,052,003 12,736,577 12,645,669
Income Before Income Taxes 2,095916 2,040,387 5,572,447 6,192,474
Provision for Income Taxes 554,009 621,751 1,497,783 1,906,346
Net Income Available to Common Shareholders $1,541,907 $1,418,636 $4,074,664 $4,286,128
Basic Income Per Common Share $0.35 $0.33 $0.93 $0.99
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Diluted Income Per Common Share $0.35 $0.32 $0.92 $0.98

See Notes to Condensed Consolidated Financial Statements
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GUARANTY FEDERAL BANCSHARES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

THREE MONTHS AND NINE MONTHS ENDED SEPTEMBER 30, 2016 AND 2015 (UNAUDITED)

Three months ended Nine months ended
9/30/2016  9/30/2015  9/30/2016  9/30/2015
NET INCOME $1,541,907 $1,418,635 $4,074,664 $4,286,128
OTHER ITEMS OF COMPREHENSIVE INCOME
(LOSS):

Change in unrealized gain (loss) on investment securities
available-for-sale, before income taxes

Less: Reclassification adjustment for realized (gains) losses on
investment securities included in net income, before income (44,060 ) 4,152 (155,465 ) (151,161 )
taxes

Total other items of comprehensive income (loss) (316,530 ) 832,778 2,019,129 433,852
Income tax e;xps:nse (benefit) related to other items of (117.115 ) 308,128 747.078 160,524
comprehensive income
Other comprehensive income (loss) (199,415 ) 524,650 1,272,051 273,328
TOTAL COMPREHENSIVE INCOME $1,342,492 $1,943,285 $5,346,715 $4,559,456

(272,470 ) 828,626 2,174,594 585,013

See Notes to Condensed Consolidated Financial Statements
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GUARANTY FEDERAL BANCSHARES, INC.
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

NINE MONTHS ENDED SEPTEMBER 30, 2016 (UNAUDITED)

Accumulated
Common Ad.dmonal Treasury Retained Other
Paid-
Total
Stock In Capital Stock Earnings Comprehensive

Income (Loss)
Balance, January 1,2016  $685,900 $50,441,464 $(37,279,069) $53,258,126 $ (683,956 ) $66,422,465
Net income - - - 4,074,664 - 4,074,664
Change in unrealized gain on

available-for-sale securities, - - - - 1,272,051 1,272,051
net of income taxes

Dividends on common stock

($0.24 per share) - - - (1,063,853 ) - (1,063,853)
Stock award plans - (53,320 ) 347,318 - - 293,998
Stock options exercised 1,650 84,150 - - - 85,800
123(?;2““’ September 30, ¢ 07550 $50472.294 $(36.931.751) $56.268.937 $ 588,095 $71,085,125

See Notes to Condensed Consolidated Financial Statements
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GUARANTY FEDERAL BANCSHARES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

NINE MONTHS ENDED SEPTEMBER 30, 2016 AND 2015 (UNAUDITED)

CASH FLOWS FROM OPERATING ACTIVITIES

Net income

Items not requiring (providing) cash:

Deferred income taxes

Depreciation

Provision for loan losses

Gain on sale of mortgage loans held for sale and investment securities
Loss (gain) on sale of foreclosed assets

Gain on sale of Small Business Administration Loans
Amortization of deferred income, premiums and discounts
Stock award plan expense

Origination of loans held for sale

Proceeds from sale of loans held for sale

Increase in cash surrender value of bank owned life insurance
Changes in:

Accrued interest receivable

Prepaid expenses and other assets

Accounts payable and accrued expenses

Income taxes receivable

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of loans receivable

Net change in loans

Principal payments on available-for-sale securities

Principal payments on held-to-maturity securities

Proceeds from calls/maturities of available-for-sale securities
Purchase of premises and equipment

Purchase of available-for-sale securities

Proceeds from sale of available-for-sale securities
Redemption (purchase) of Federal Home Loan Bank stock
Proceeds from sale of foreclosed assets held for sale

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Cash dividends paid on common stock

Net increase in demand deposits, NOW accounts and savings accounts
Net decrease in certificates of deposit

Proceeds from Federal Home Loan Bank advances
Repayments of Federal Home Loan Bank and Federal Reserve advances
Net decrease of securities sold under agreements to repurchase

9/30/2016
$4,074,664

(88,504
615,224
950,000
(1,416,443
2,798
(237,862
469,088
293,998
(47,274,120
47,873,689
(369,695

177,712
307,528
707,875
703,175
6,789,127

(11,132,508
(24,782,137
6,385,019
12,736
535,000
(939,191
(71,652,913
67,177,538
(929,500
463,863
(34,862,093

(1,060,619
5,344,326
(6,965,873
173,400,000

)

~—

~—

)
)

(150,900,000)

9/30/2015

$4,286,128

(17,622 )
678,648
350,000
(1,368,477 )
(8,905 )
(344,817 )
558,319
239,548
(41,881,391)
43,989,808
(271,963 )

359,635
704,580
158,457
(3,664 )
7,428,284

(16,136,499)
8,185,628
13,882

(717,854 )
(38,568,960)
24,636,698
143,400
608,920
(21,834,785)

(654,253 )
29,545,375
(4,201,038 )

(3,850,000 )
(10,000,000)

10
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Advances from borrowers for taxes and insurance

Stock options exercised

Net cash provided by financing activities

DECREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS, END OF PERIOD

See Notes to Condensed Consolidated Financial Statements

343,618
85,800
20,247,252
(7,825,714 )
18,774,419
$10,948,705

346,117
144,874
11,331,075
(3,075,426 )
12,493,890
$9,418,464

11
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 1: Basis of Presentation

The accompanying unaudited interim condensed consolidated financial statements have been prepared in accordance
with generally accepted accounting principles (GAAP) for interim financial information and with the instructions to
Form 10-Q and Rule 8-03 of Regulation S-X. Accordingly, they do not include all of the information and footnotes
required by generally accepted accounting principles for complete financial statements. In the opinion of management,
all adjustments (consisting only of normal recurring accruals) considered necessary for a fair presentation have been
included.

These condensed consolidated financial statements should be read in conjunction with the consolidated financial
statements and notes thereto included in Guaranty Federal Bancshares, Inc.’s (the “Company’’) Annual Report on Form
10-K for the year ended December 31, 2015 (“2015 Annual Report”) filed with the Securities and Exchange
Commission (the “SEC”). The results of operations for the periods are not necessarily indicative of the results to be
expected for the full year. The condensed consolidated balance sheet of the Company as of December 31, 2015, has
been derived from the audited consolidated balance sheet of the Company as of that date. Certain information and note
disclosures normally included in the Company’s annual financial statements prepared in accordance with generally
accepted accounting principles have been condensed or omitted.

Note 2: Principles of Consolidation

The accompanying condensed consolidated financial statements include the accounts of the Company and its wholly
owned subsidiary, Guaranty Bank (the “Bank”). All significant intercompany transactions and balances have been
eliminated in consolidation.

Note 3: Securities

The amortized cost and approximate fair values of securities classified as available-for-sale were as follows:

12
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As of September 30, 2016

Equity Securities

Debt Securities:

Municipals

Corporates

Government sponsored mortgage-backed securities and SBA
loan pools

Gross Gross

Amortized Approximate
Unrealized Unrealized

Cost Fair Value
Gains (Losses)

$102,212 $8,883 $(17,176 ) $93,919
39,461,752 818,344 (42,386 ) 40,237,710
5,994,436 60,880 (88,091 ) 5,967,225
50,081,162 318,725 (125,695) 50,274,192

$95,639,562 $1,206,832 $(273,348 ) $96,573,046

13
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Gross Gross
Amortized Approximate
Unrealized Unrealized
Cost Fair Value
Gains (Losses)
As of December 31, 2015
Equity Securities $102,212 $10,081  $(12,776 ) $99,517
Debt Securities:
U. S. government agencies 8,533,885 - (137,101 ) 8,396,784
Municipals 31,132,635 302,335 (85,808 ) 31,349,162
Corporates 3,965,719 - (152,019 ) 3,813,700
Szzegggisnt sponsored mortgage-backed securities and SBA 54.643.681 13,764 (1.024.121)  53.633.324

$98,378,132 $326,180

Maturities of available-for-sale debt securities as of September 30, 2016:

Amortized

Cost
1 - 5 years $ 1,298,090
6 - 10 years 10,344,524
After 10 years 33,813,574
Government sponsored mortgage-backed securities and SBA loan 50,081,162

pools not due on a single maturity date
$ 95,537,350

$(1,411,825) $97,292,487

Approximate

Fair Value

$ 1,307,722
10,556,820
34,340,393
50,274,192

$ 96,479,127

The amortized cost and approximate fair values of securities classified as held to maturity are as follows:

Gross Gross
Amortized
Unrealized Unrealized
Cost
Gains (Losses)
As of September 30, 2016
Debt Securities:
Government sponsored mortgage-backed securities $ 30,363  $ 673 $ &

Approximate

Fair Value

) $ 31,031

14
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Gross Gross
Amortized Approximate
Unrealized Unrealized
Cost Fair Value
Gains (Losses)
As of December 31, 2015
Debt Securities:
Government sponsored mortgage-backed securities $43,099 $ 836 $ - $ 43,935
9

15
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Maturities of held-to-maturity securities as of September 30, 2016:

Amortized Approximate

Cost Fair Value
Government sponsored mortgage-backed securities not due on a single maturity date ~ $ 30,363  $ 31,031

The book value of securities pledged as collateral, to secure public deposits and for other purposes, amounted to
$54,850,847 and $52,554,932 as of September 30, 2016 and December 31, 2015, respectively. The approximate fair
value of pledged securities amounted to $55,524,321 and $52,095,842 as of September 30, 2016 and December 31,
2015, respectively.

Realized gains and losses are recorded as net securities gains. Gains on sales of securities are determined on the
specific identification method. Gross gains of $155,465 and $151,161 as of September 30, 2016 and September 30,
2015, respectively, were realized from the sale of available-for-sale securities. The tax effect of these net gains was
$57,522 and $56,042 as of September 30, 2016 and September 30, 2015, respectively.

The Company evaluates all securities quarterly to determine if any unrealized losses are deemed to be other than
temporary. Certain investment securities are valued at less than their historical cost. These declines are primarily the
result of the rate for these investments yielding less than current market rates, or declines in stock prices of equity
securities. Based on evaluation of available evidence, management believes the declines in fair value for these
securities are temporary. It is management’s intent to hold the debt securities to maturity or until recovery of the
unrealized loss. Should the impairment of any of these debt securities become other than temporary, the cost basis of
the investment will be reduced and the resulting loss recognized in net income in the period the other-than-temporary
impairment is identified, to the extent the loss is related to credit issues, and to other comprehensive income to the
extent the decline on debt securities is related to other factors and the Company does not intend to sell the security
prior to recovery of the unrealized loss.

Certain other investments in debt and equity securities are reported in the financial statements at an amount less
than their historical cost. Total fair value of these investments at September 30, 2016 and December 31, 2015, was
$32,516,460 and $68,123,480, respectively, which is approximately 34% and 70% of the Company’s investment
portfolio. These declines primarily resulted from changes in market interest rates and failure of certain investments to
meet projected earnings targets.

16
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The following table shows gross unrealized losses and fair value, aggregated by investment category and length of
time that individual securities have been in a continuous unrealized loss position at September 30, 2016 and December
31, 2015.

September 30, 2016

Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Description of Securities Fair Value Fair Value Fair Value
Losses Losses Losses

Equity Securities $- $- $30,751 $(17,176 ) $30,751 $(17,176 )
Municipals 5,529,687 (41,862 ) 182,900 (524 ) 5,712,587 (42,386 )
Corporates - - 3,019,725 (88,091 ) 3,019,725 (88,091 )
Government sponsored
mortgage-backed securities and 22,214,153  (110,431) 1,539,244 (15,269 ) 23,753,397 (125,700)
SBA loan pools

$27,743,840 $(152,293) $4,772,620 $(121,060) $32,516,460 $(273,353)

December 31, 2015
Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Description of Securities Fair Value Fair Value Fair Value
Losses Losses Losses

Equity Securities $- $- $35,151 $(12,776 ) $35,151 $(12,776 )
U. S. government agencies 6,399,920 (83,965 ) 1,996,864 (53,136 ) 8,396,784 (137,101 )
Municipals 6,167,019 (70,266 ) 715,410 (15,542 ) 6,882,429 (85,808 )
Corporates 1,675,500 (79,708 ) 2,138,200 (72,311 ) 3,813,700 (152,019 )

Government sponsored
mortgage-backed securities and 33,072,102 (493,865) 15,923,314 (530,256) 48,995,416 (1,024,121)
SBA loan pools

$47,314,541 $(727,804 ) $20,808,939 $(684,021) $68,123,480 $(1,411,825)

11
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Note 4: Loans and Allowance for Loan Losses

Categories of loans at September 30, 2016 and December 31, 2015 include:

ggf)tember December 31,
2016 2015
Real estate - residential mortgage:
One to four family units $109,391,522 $98,257,417
Multi-family 38,192,064 41,603,670
Real estate - construction 41,305,779 45,462,895
Real estate - commercial 238,722,021 208,824,573
Commercial loans 81,739,377 81,006,897
Consumer and other loans 23,261,945 21,991,881
Total loans 532,612,708 497,147,333
Less:
Allowance for loan losses (6,396,580 ) (5,811,940 )
Deferred loan fees/costs, net (353,184 ) (333,486 )
Net loans $525,862,944 $491,001,907

Classes of loans by aging at September 30, 2016 and December 31, 2015 were as follows:

As of September 30, 2016
90 Total
30-59 60-89 Loans >
Days  Total Total
Days  Days and Past Loans
more Current 90 Days
Past Past Past Due Receivable and
Due Due
Due .
Accruing
(In Thousands)
Real estate - residential mortgage:
One to four family units $244 $295 $164 $703 $108,689 $109,392 $ -
Multi-family - - - - 38,192 38,192 -
Real estate - construction - - - - 41,306 41,306 -
Real estate - commercial - - 835 835 237,887 238,722 -
Commercial loans - - 612 612 81,127 81,739 -
Consumer and other loans 70 - 16 86 23,176 23,262 -

Total $314 $295 $1,627 $2,236 $530,377 $532,613 § -
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As of December 31, 2015
Total
30-5960-89 Greater Loans >
Total Total
Days Days Than Past Loans
Current 90 Days
PDESQ PD?: ngys Due Receivable and
Accruing
(In Thousands)
Real estate - residential mortgage:
One to four family units $- $168 $105 $273 $97984 $98257 $ -
Multi-family - - - - 41,604 41,604 -
Real estate - construction - - - - 45,463 45,463 -
Real estate - commercial - - 1,079 1,079 207,745 208,824 -
Commercial loans 88 - 1,239 1,327 79,680 81,007 -
Consumer and other loans 2 8 - 10 21,982 21,992 -
Total $90 $176 $2.423 $2,689 $494,458 $497,147 $ -
12

20
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Nonaccruing loans are summarized as follows:

September
30,
2016
Real estate - residential mortgage:
One to four family units $2,137,884
Multi-family -
Real estate - construction 7,536,662
Real estate - commercial 1,077,642
Commercial loans 943,259
Consumer and other loans 37,526

Total

December

31,
2015

$2,272,535

8,079,807
1,240,909
2,149,333
12,891

$11,732,973 $13,755,475

The following tables present the activity in the allowance for loan losses based on portfolio segment for the three and
nine months ended September 30, 2016 and 2015:

Three months ended
Construction
September 30, 2016

Allowance for loan
losses:

Balance, beginning of
period

Provision charged to
expense

Losses charged off - -
Recoveries 46 -
Balance, end of period $1,996 $ 1,699

(In Thousands)
$1,668 $ 1,613

282 86

Nine months ended
Construction
September 30, 2016

Allowance for loan (In Thousands)

losses:

Balance, beginning of

period $1,246 $ 1,526
922 141

Commercial One to

four

Real Estate family

$ 862

6

17
$ 885

Commercial One to

four

Real Estate family

$ 821
80

Consumer
Multi-family Commercial and Unallocated Total
Other
$ 157 $ 1,366 $ 288 $ 227 $6,181
6 (40 ) 33 (173 ) $200
- (11 ) (38 ) - $©69 )
- 8 14 - $85
$ 163 $ 1,323 $ 277 $ 54 $6,397
Consumer
Multi-family Commercial and Unallocated Total
Other
$ 177 $ 1,382 $ 223 $ 437 $5,812
(14 ) 102 102 (383 ) $950
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Provision charged to

expense
Losses charged off 252 ) - 47 ) - (170 ) (132 ) -
Recoveries 80 32 31 - 9 84 -

Balance, end of period $1,996 $ 1,699 $885 $ 163 $ 1,323 $ 277 $ 54

13

$(601 )
$236
$6,397
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Three months ended Commercial One to Consumer

Construction four Multi-family Commercial and Unallocated Total
September 30, 2015 Real Estate family Other
Allowance for loan (In Thousands)
losses:
Ssrlglfe, beginning of $1,346 $ 1,945 $805 $ 151 $ 1,893 $ 232 $ 279 $6,651
Provision charged to 921 (363 ) (25) 10 @ ) @ ) 71 $200
expense
Losses charged off - - a H - - 46 ) - $@47 )
Recoveries 1 - 4 - 1 11 - $17
Balance, end of period $2,268 $ 1,582 $783 $ 161 $ 1,484 $ 193 $ 350 $6,822
Nine months ended Commercial One to Consumer

Construction four Multi-family Commercial and Unallocated Total
September 30, 2015 Real Estate family Other
Allowance for loan (In Thousands)
losses:
E:rli‘;‘;ce’ beginning of ¢y 335 ¢ 1992 §900 § 127 $1954 $185 $ 101  $6,589
Provision charged to 929 (410 ) (32 ) 34 @474 ) 54 249 $350
expense
Losses charged off - - 99 ) - - &0 ) - $(179 )
Recoveries 9 - 14 - 4 34 - $61
Balance, end of period $2,268 $ 1,582 $783 $ 161 $ 1,484 $ 193 $ 350 $6,822

The following tables present the recorded investment in loans based on portfolio segment and impairment method as

of September 30, 2016 and December 31, 2015:

Commercial

As of September 30, Construction g)flllfr: to
2016 Real .
family
Estate

Allowance for loan
losses:

Ending balance:
individually evaluated for $971
impairment

Ending balance:

collectively evaluated for $1,025
impairment

Loans:

(In Thousands)

$69 $3

$ 1,630 $882

Consumer
Multi—familyCommercialan d UnallocatéBotal
Other
$ - $293 $16 $ - $1,352
$163 $ 1,030 $261 $ 54 $5,045
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Ending balance:

individually evaluated for $7,537
impairment

Ending balance:

collectively evaluated for $33,769 $237,645
impairment

$1,077 $2,138

Commercial One to
Construction four
Real Estate family

December 31, 2015

Allowance for loan
losses:

Ending balance:
individually evaluated for $540 $- $-
impairment

Ending balance:

(In Thousands)

collectively evaluated for $706 $1,526 $821
impairment

Loans:

Ending balance:

individually evaluated for $8,080 $ 1,241 $2,272

impairment

Ending balance:

collectively evaluated for $37,383 $207,583
impairment

14

$107,254 $ 38,192

$95,985 $ 41,604

$ - $ 943 $150 $ - $11,845
$80,796 $23,112 §$ - $520,768
Consumer
Multi—familyCommercialan d Unallocated'otal
Other
$ - $312 $13 $ - $865
$177 $ 1,070 $210 $ 437 $4,947
$- $2,149 $988 $ - $14,730
$78,858  $21,004 § - $482,417
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The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan
losses charged to income. Loan losses are charged against the allowance when management believes the
uncollectability of a loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic
review of the collectability of the loans in light of historical experience, the nature and volume of the loan portfolio,
adverse situations that may affect the borrower’s ability to repay, estimated value of any underlying collateral and
prevailing economic conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to
significant revision as more information becomes available.

The allowance consists of allocated and general components. The allocated component relates to loans that are
classified as impaired. For those loans that are classified as impaired, an allowance is established when the discounted
cash flows or collateral value of the impaired loan is lower than the carrying value of that loan. The general
component covers nonclassified loans and is based on historical charge-off experience and expected loss given default
derived from the Bank’s internal risk rating process. Other adjustments may be made to the allowance for pools of
loans after an assessment of internal or external influences on credit quality that are not fully reflected in the historical
loss or risk rating data.

A loan is considered impaired when, based on current information and events, it is probable that the Bank will be
unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the
loan agreement. Factors considered by management in determining impairment include payment status, collateral
value and the probability of collecting scheduled principal and interest payments when due. Loans that experience
insignificant payment delays and payment shortfalls generally are not classified as impaired. Management determines
the significance of payment delays and payment shortfalls on a case-by-case basis, taking into consideration all of the
circumstances surrounding the loan and the borrower, including the length of the delay, the reasons for the delay, the
borrower’s prior payment record and the amount of the shortfall in relation to the principal and interest owed.
Impairment is measured on a loan-by-loan basis by either the present value of expected future cash flows discounted
at the loan’s effective interest rate, the loan’s obtainable market price or the fair value of the collateral if the loan is
collateral dependent.

Groups of loans with similar risk characteristics are collectively evaluated for impairment based on the group’s
historical loss experience adjusted for changes in trends, conditions and other relevant factors that affect repayment of
the loans.

15
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The following table summarizes the recorded investment in impaired loans at September 30, 2016 and December 31,

2015:

Loans without a specific valuation allowance

Real estate - residential mortgage:
One to four family units
Multi-family

Real estate - construction

Real estate - commercial
Commercial loans

Consumer and other loans

Loans with a specific valuation allowance

Real estate - residential mortgage:
One to four family units
Multi-family

Real estate - construction

Real estate - commercial
Commercial loans

Consumer and other loans

Total

Real estate - residential mortgage:
One to four family units
Multi-family

Real estate - construction

Real estate - commercial
Commercial loans

Consumer and other loans

Total

16

September 30, 2016

Unpaid
Recorded Specific
Principal
Balance Allowance
Balance
(In Thousands)
$2,110 $2,110 $ -
5,581 5,581 -
242 242 -
596 596 -
37 38 -

$28 $28 $3

1,956 4,696 971

835 835 69
347 800 293
113 113 16
$2,138  $2,138 §$3
7,537 10,277 971
1,077 1,077 69
943 1,396 293
150 151 16

$11,845 $15,039 $ 1,352

December 31, 2015

Recorded

Balance

$2,272

5,730
1,241
1,538
904

$_
2,350
611
84

$2,272
8,080
1,241
2,149

988
$14,730

Unpaid

Principal

Balance

$2,272

5,730
1,241
1,538
904

$-
4,838
914
84

$2,272
10,568
1,241
2,452

988
$17,521

Specific

Allowance

540

312
13

540

312
13
$ 865
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The following tables summarize average impaired loans and related interest recognized on impaired loans for the three
and nine months ended September 30, 2016 and 2015:

Loans without a specific valuation allowance
Real estate - residential mortgage:
One to four family units
Multi-fami