
MSB FINANCIAL CORP.
Form 10-Q
November 14, 2013

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
___________________________________

FORM 10-Q
(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2013

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period
from

to

Commission File Number  001-33246

MSB FINANCIAL CORP.
(Exact name of registrant as specified in its charter)

UNITED STATES 34-1981437
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)

1902 Long Hill Road, Millington, New Jersey 07946-0417
(Address of principal executive offices) (Zip Code)

Registrant’s telephone
number, including area
code (908) 647-4000

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes x  No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T

Edgar Filing: MSB FINANCIAL CORP. - Form 10-Q

1



(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes x  No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer o
Non-accelerated filer o Smaller reporting company x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).     Yes o  No x

The number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date:
October 30, 2013:

$0.10 par value common stock 5,010,437 shares outstanding
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ITEM 1 – CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

MSB FINANCIAL CORP AND SUBSIDARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

(Unaudited)

September 30, June 30,
2013 2013

(Dollars in thousands,
except per share amount)

Cash and due from banks $ 5,607 $ 19,941
Interest-earning demand deposits with banks 3,106 4,814

Cash and Cash Equivalents 8,713 24,755

Securities held to maturity (fair value of $85,978 and $78,367,
respectively) 88,845 80,912
Loans receivable, net of allowance for loan losses of $3,980 and
$4,270, respectively 225,581 223,256
Other real estate owned 253 530
Premises and equipment 8,782 8,882
Federal Home Loan Bank of New York stock, at cost 1,827 1,827
Bank owned life insurance 6,975 6,919
Accrued interest receivable 1,191 1,229
Other assets 4,601 4,282

Total Assets $ 346,768 $ 352,592

Liabilities and Stockholders’ Equity
Liabilities
Deposits:
Non-interest bearing $ 19,313 $ 18,559
Interest bearing 254,677 261,908

Total Deposits 273,990 280,467

Advances from Federal Home Loan Bank of New York 30,000 30,000
Advance payments by borrowers for taxes and insurance 316 132
Other liabilities 2,626 2,480

Total Liabilities 306,932 313,079

Commitments and Contingencies — —
Stockholders’ Equity
Common stock, par value $0.10; 10,000,000 shares authorized;
5,620,625 issued; 5,010,437 and 5,010,437 shares outstanding,
respectively 562 562
Paid-in capital 24,507 24,473
Retained earnings 20,930 20,682
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Unallocated common stock held by ESOP (88,525 and 92,740
shares, respectively) (885) (927)
Treasury stock, at cost, 610,188 and 610,188 shares, respectively (5,244) (5,244)
Accumulated other comprehensive loss (34) (33)

Total Stockholders’ Equity 39,836 39,513

Total Liabilities and Stockholders’ Equity $ 346,768 $ 352,592

See notes to unaudited consolidated financial statements.
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MSB FINANCIAL CORP AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(Unaudited)

Three Months Ended
September 30,

2013 2012
(In thousands, except
per share amounts)

Interest Income:
Loans receivable, including fees $ 2,488 $ 2,750
Securities held to maturity 452 365
Other 25 27
Total Interest Income 2,965 3,142

Interest Expense
Deposits 445 555
Borrowings 187 172

Total Interest Expense 632 727

Net Interest Income 2,333 2,415

Provision for Loan Losses 150 746

Net Interest Income after Provision for Loan Losses 2,183 1,669

Non-Interest Income
Fees and service charges 98 83
Income from bank owned life insurance 56 52
Unrealized gain on trading securities - 1
Other 27 23
Total Non-Interest Income 181 159

Non-Interest Expenses
Salaries and employee benefits 962 935
Directors compensation 112 127
Occupancy and equipment 331 356
Service bureau fees 160 139
Advertising 37 40
FDIC assessment 119 74
Professional services 148 114
Other 118 219
Total Non-Interest Expenses 1,987 2,004

Income (Loss) before Income Taxes 377 (176 )
Income Tax Expense (Benefit) 129 (84 )
Net Income (Loss) 248 (92 )

Weighted average number of shares of common stock
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Outstanding basic and diluted 4,920 4,960
Earnings (Loss) per share - basic and diluted $ 0.05 $ (0.02 )

See notes to unaudited consolidated financial statements.

3
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Consolidated Statements of Comprehensive Income (Loss) – (Continued)

Three Months Ended September 30,
2013 2012

(In thousands, except
per share amounts)

Other comprehensive (loss) income, net of tax

Defined benefit pension plans:

Reclassification adjustment for prior service cost included in net
income, net of tax of $- and $1, respectively $ 1 $ 2

Reclassification adjustment for net actuarial (gain) loss included in
net income, net of tax of ($1) and $2, respectively

(2) 2

Total Other comprehensive (loss) income (1) 4

Comprehensive income (loss) $ 247 $ (88)

See notes to unaudited consolidated financial statements.
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MSB Financial Corp and Subsidiaries
Consolidated Statements of Cash Flows

(Unaudited)

Three Months Ended September 30,
2013 2012

(In thousands)
Cash Flows from Operating Activities:
Net Income (Loss) $ 248 $ (92 )
Adjustments to reconcile net income (loss) to net cash provided by
operating activities:
Net accretion of securities discounts and deferred loan fees and
costs 4 (19 )
Depreciation and amortization of premises and equipment 129 148
Stock based compensation and allocation of ESOP stock 76 111
Provision for loan losses 150 746
Gain on sale of other real estate owned (123 ) -
Income from bank owned life insurance (56 ) (52 )
Unrealized (gain) on trading securities - (1 )
Decrease in accrued interest receivable 38 78
(Increase) decrease in other assets (319 ) 156
Increase (decrease) in other liabilities 145 (109 )
Net Cash Provided by Operating Activities 292 966

Cash Flows from Investing Activities:
Activity in held to maturity securities:
Purchases (8,379 ) (30,120 )
Maturities, calls and principal repayments 418 15,259
Net (increase) decrease in loans receivable (3,224 ) 478
Purchase of premises and equipment (29 ) (17 )
Purchase of bank owned life insurance - (588 )
Capitalized improvements of other real estate owned (5 ) -
Proceeds from sale of other real estate owned 1,178 -
Net Cash Used in Investing Activities (10,041 ) (14,988 )

Cash Flows from Financing Activities:
Net decrease in deposits (6,477 ) (766 )
Increase (decrease) in advance payments by borrowers for taxes and
insurance 184 (50 )
Purchase of treasury stock - (217 )
Net Cash Used in Financing Activities (6,293 ) (1,033 )

Net Decrease in Cash and Cash Equivalents (16,042 ) (15,055 )
Cash and Cash Equivalents – Beginning 24,755 33,757
Cash and Cash Equivalents – Ending $ 8,713 $ 18,702

Supplementary Cash Flows Information
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Interest paid $ 635 $ 732
Loan receivable transferred to other real estate owned $ 773 $ 532

See notes to unaudited consolidated financial statements.
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MSB FINANCIAL CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

Note 1 – Organization and Business

MSB Financial Corp. (the “Company”) is a federally-chartered corporation organized in 2004 for the purpose of
acquiring all of the capital stock that Millington Bank (the “Bank”) issued in its mutual holding company reorganization.
The Company’s principal business is the ownership and operation of the Bank.

MSB Financial, MHC (the “MHC”) is a federally-chartered mutual holding company that was formed in 2004 in
connection with the mutual holding company reorganization of the Bank. The MHC has not engaged in any
significant business other than its ownership interest in the Company since its formation. So long as the MHC is in
existence, it will at all times own a majority of the outstanding stock of the Company. At September 30, 2013, the
MHC owned 61.7% of the Company’s outstanding common shares.

The Bank is a New Jersey chartered stock bank and its deposits are insured by the Federal Deposit Insurance
Corporation. The primary business of the Bank is attracting retail deposits from the general public and using those
deposits together with funds generated from operations, principal repayments on securities and loans and borrowed
funds, for its lending and investing activities. The Bank’s loan portfolio primarily consists of one-to-four family
residential loans, commercial loans, and consumer loans. It also invests in U.S. government obligations and
mortgage-backed securities. The Bank is regulated by the New Jersey Department of Banking and Insurance and the
Federal Deposit Insurance Corporation. The Board of Governors of the Federal Reserve System (the “Federal Reserve”)
regulates the MHC and the Company as savings and loan holding companies.

The primary business of Millington Savings Service Corp (the “Service Corp”) was the ownership and operation of a
single commercial rental property. This property was sold during the year ended June 30, 2007. Currently the Service
Corp is inactive.

Note 2 – Basis of Consolidated Financial Statement Presentation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary, the
Bank, and the Bank’s wholly owned subsidiary the Service Corp. All significant intercompany accounts and
transactions have been eliminated in consolidation.  These consolidated financial statements were prepared in
accordance with instructions for Form 10-Q and Regulation S-X, and therefore, do not include all information or notes
necessary for a complete presentation of financial condition, results of operations, and cash flows in conformity with
accounting principles generally accepted in the United States of America (“GAAP”).

In the opinion of management, all adjustments, consisting of only normal recurring adjustments or accruals, which are
necessary for a fair presentation of the consolidated financial statements have been made at September 30, 2013 and
for the three months ended September 30, 2013 and 2012.  The results of operations for the three months ended
September 30, 2013 are not necessarily indicative of the results which may be expected for an entire fiscal year or
other interim periods.

6
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The data in the consolidated statement of financial condition for June 30, 2013 was derived from the Company’s
audited consolidated financial statements as of and for the year then ended. That data, along with the interim financial
information presented in the consolidated statements of financial condition, comprehensive income, and cash flows
should be read in conjunction with the audited consolidated financial statements as of and for the year ended June 30,
2013, including the notes thereto included in the Company’s Annual Report on Form 10-K.

In preparing the consolidated financial statements, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities as of the dates of the consolidated statements of financial condition
and revenues and expenses for the periods then ended. Actual results could differ significantly from those estimates.

A material estimate that is particularly susceptible to significant change relates to the determination of the allowance
for loan losses. Management believes that the allowance for loan losses is adequate. While management uses all
available information to recognize losses on loans, future additions to the allowance for loan losses may be necessary
based on changes in economic conditions in the Bank’s market area.  In addition, various regulatory agencies, as an
integral part of their examination process, periodically review the Bank’s allowance for loan losses. Such agencies may
require the Bank to recognize additions to the allowance for loan losses based on their judgments about information
available to them at the time of their examinations.

Note 3 – Subsequent Events

In accordance with Financial Accounting Standards Board (the “FASB”) Accounting Standards Codification (the “ASC”)
Topic 855, Subsequent Events, management has evaluated potential subsequent events through the date of these
consolidated financial statements were issued.

Note 4 – Earnings (Loss) Per Share

Basic earnings (loss) per share is computed by dividing net income (loss) by the weighted average number of common
shares outstanding during the period, exclusive of the unallocated shares held by the Employee Stock Ownership Plan
(“ESOP”) and unvested shares of restricted stock. Diluted earnings per share reflects the potential dilution that could
occur if securities or other contracts to issue common stock, such as outstanding stock options, were exercised or
converted into common stock or resulted in the issuance of common stock that then shared in the earnings of the
Company. Diluted earnings per share is calculated by adjusting the weighted average number of shares of common
stock outstanding to include the effect of contracts or securities exercisable (such as stock options) or which could be
converted into common stock, if dilutive, using the treasury stock method.  Diluted earnings per share did not differ
from basic earnings per share for the three months ended September 30, 2013 and 2012, as the 275,410 weighted
average number of outstanding stock options were all anti-dilutive.

Note 5 – Stock Based Compensation

On March 10, 2008, the Company’s stockholders approved the 2008 Stock Compensation and Incentive Plan. This
plan permits the granting of up to 275,410 options to purchase Company common stock. Pursuant to this plan, on May
9, 2008, the Board of Directors granted 275,410 options having an exercise price of $10.75 per share, the fair market
value of the shares at the grant date. The grant date fair value of the options was estimated to be $2.99 per share based
on the Black-Scholes option pricing model. Options are exercisable for 10 years from date of grant.  As of June 30,
2013 all stock based compensation expense related to these awards had been recognized.  The Company recognized
$41,000 in

7
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compensation expense related to these awards along with an income tax benefit of $16,000 during the three month
period ended September 30, 2012.

On November 9, 2009 the Company’s the 2008 Plan was amended.  The primary purpose of the amendment was to
increase the number of shares of Company common stock authorized for issuance under the 2008 Plan from 275,410
to 385,574; with such additional shares to be available for awards in the form of restricted stock awards.  The
Company re-purchased 110,164 shares of the Company common stock for an aggregate purchase price of $932,000
and on December 14, 2009, granted the shares to certain employees and directors.  The restricted stock awards vest
over a five year period and expensed over that time based on the fair value of the Company’s common stock at the date
of grant.  During each of the three month periods ended September 30, 2013 and 2012, the Company recognized stock
based compensation expense related to these awards of $45,000 with a tax benefit of $18,000.  As of September 30,
2013, $216,000 in stock based compensation expense related to these awards remains to be recognized.

Note 6 - Fair Value Measurements

The Company uses fair value measurements to record fair value adjustments to certain assets and to determined fair
value disclosures.

FASB ASC Topic 820, Fair Market Value Disclosures (“ASC 820”), defines fair value as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants. A fair
value measurement assumes that the transaction to sell the asset or transfer the liability occurs in the principal market
for the asset or liability or, in the absence of a principal market, the most advantageous market for the asset or
liability. The price in the principal (or most advantageous) market used to measure the fair value of the asset or
liability shall not be adjusted for transaction costs. An orderly transaction is a transaction that assumes exposure to the
market for a period prior to the measurement date to allow for marketing activities that are usual and customary for
transactions involving such assets and liabilities; it is not a forced transaction. Market participants are buyers and
sellers in the principal market that are (i) independent, (ii) knowledgeable, (iii) able to transact and (iv) willing to
transact.

ASC 820 requires the use of valuation techniques that are consistent with the market approach, the income approach
and/or the cost approach. The market approach uses prices and other relevant information generated by market
transactions involving identical or comparable assets and liabilities. The income approach uses valuation techniques to
convert future amounts, such as cash flows or earnings, to a single present amount on a discounted basis. The cost
approach is based on the amount that currently would be required to replace the service capacity of an asset
(replacement cost). Valuation techniques should be consistently applied. Inputs to valuation techniques refer to the
assumptions that market participants would use in pricing the asset or liability. Inputs may be observable, meaning
those that reflect the assumptions market participants would use in pricing the asset or liability developed based on
market data obtained from independent sources, or unobservable, meaning those that reflect the reporting entity’s own
assumptions about the assumptions market participants would use in pricing the asset or liability developed based on
the best information available in the circumstances. In that regard, ASC 820 establishes a fair value hierarchy for
valuation inputs that gives the highest priority to quoted prices in active markets for identical assets or liabilities and
the lowest priority to unobservable inputs. The fair value hierarchy is as follows:

•Level 1 Inputs – Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity
has the ability to access at the measurement date.

8
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•Level 2 Inputs – Inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either
directly or indirectly. These might include quoted prices for similar assets or liabilities in active markets, quoted
prices for identical or similar assets or liabilities in markets that are not active, inputs other than quoted prices that
are observable for the asset or liability (such as interest rates, volatilities, prepayment speeds, credit risks, etc.) or
inputs that are derived principally from or corroborated by market data by correlation or other means.

•Level 3 Inputs – Unobservable inputs for determining the fair values of assets or liabilities that reflect an entity’s own
assumptions about the assumptions that market participants would use in pricing the assets or liabilities.

A description of the valuation methodologies used for instruments measured at fair value, as well as the general
classification of such instruments pursuant to the valuation hierarchy, is set forth below.  An asset’s or liability’s level
within the fair value hierarchy is based on the lowest level of input that is significant to the fair value measurement.

In general, fair value is based upon quoted market prices, where available. If such quoted market prices are not
available, fair value is based upon internally developed models that primarily use, as inputs, observable market-based
parameters. Valuation adjustments may be made to ensure that financial instruments are recorded at fair value. These
adjustments may include amounts to reflect counterparty credit quality, among other things, as well as unobservable
parameters. Any such valuation adjustments are applied consistently over time. The Company’s valuation
methodologies may produce a fair value calculation that may not be indicative of net realizable value or reflective of
future values. While management believes the Company’s valuation methodologies are appropriate and consistent with
other market participants, the use of different methodologies or assumptions to determine the fair value of certain
financial instruments could result in a different estimate of fair value at the reporting date.

Assets Measured at Fair Value on a Recurring Basis

The Bank did not have any financial assets measured at fair value on a recurring basis as of September 30, 2013 and
June 30, 2013.

Assets Measured at Fair Value on a Non-Recurring Basis

Certain financial and non-financial assets are measured at fair value on a non-recurring basis; that is, the instruments
are not measured at fair value on an ongoing basis but are subject to fair value adjustments in certain circumstances
(for example, when there is evidence of impairment).

The following table summarizes those assets measured at fair value on a non-recurring basis as of September 30, 2013
and June 30, 2013:

September 30, 2013
Level 1
Inputs

Level 2
Inputs

Level 3
Inputs

Total Fair
Value

(In thousands)
Impaired loans $— $— $6,571 $6,571

June 30, 2013
Level 1
Inputs

Level 2
Inputs

Level 3
Inputs

Total Fair
Value

(In thousands)
Impaired loans $— $— $15,066 $15,066
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For Level 3 assets measured at fair value on non-recurring basis as of September 30, 2013 and June 30, 2013, the
significant unobservable inputs used in fair value measurements were as follows:

  As of September 30, 2013
Fair Value
Estimate

Valuation
Techniques

Unobservable
Input

Range (Weighted
Average)

(Dollars in thousands)
Impaired loans $ 6,571 Appraisal of     Appraisal

collateral     adjustments
0% to - 47.5%
(2.4%)

    Liquidation

    expense
4.6% to -18.4%
(7.3%)

As of June 30, 2013
Fair Value
Estimate

Valuation
Techniques

Unobservable
Input

Range (Weighted
Average)

(Dollars in thousands)
Impaired loans $ 15,066 Appraisal of     Appraisal

collateral     adjustments
0% to - 37.9%
(3.5%)

    Liquidation

    expense
0.11 to -27.4%
(7.9%)

An impaired loan is measured for impairment at the time the loan is identified as impaired.  Loans are considered
impaired when based on current information and events it is probable that payments of interest and principal will not
be made in accordance with the contractual terms of the loan agreement.  The Company’s impaired loans are generally
collateral dependent and, as such, are carried at the lower of cost or estimated fair value less estimated selling
costs.  Fair values are estimated through current appraisals and adjusted as necessary to reflect current market
conditions and as such are classified as Level 3.

Other real estate owned is carried at the lower of cost or fair value less estimated selling costs.  The fair value of other
real estate owned is determined based upon independent third-party appraisals of the properties.  These assets are
included as Level 3 fair values, based upon the lowest level of input that is significant to the fair value
measurements.  As of September 30, 2013 and June 30, 2013 there was no further impairment of the other real estate
owned balance below the cost basis established at the time the other real estate owned was originally
recognized.  Accordingly, the table above does not include other real estate owned.

Disclosure about Fair Value of Financial Instruments

Fair value of a financial instrument is defined above. Significant estimates were used for the purposes of disclosing
fair values. Estimated fair values have been determined using the best available data and estimation methodology
suitable for each category of financial instruments. However, there are inherent weaknesses in any estimation
technique. Therefore, for substantially all financial instruments, the fair value estimates herein are not necessarily
indicative of the amounts the Company could have realized in a sales transaction on the dates indicated. The estimated
fair value amounts have been measured as of their respective reporting dates, and have not been reevaluated or
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updated for purposes of these consolidated financial statements subsequent to those respective dates. As such, the
estimated fair values of these financial instruments subsequent to the respective reporting dates may be different than
the amounts reported.
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The following information should not be interpreted as an estimate of the fair value of the entire Company since a fair
value calculation is only provided for a limited portion of the Company’s assets and liabilities. Due to a wide range of
valuation techniques and the degree of subjectivity used in making the estimates, comparisons between the Company’s
disclosures and those of other companies may not be meaningful.

The following presents the carrying amount and the fair value as of September 30, 2013 and June 30, 2013, and
placement in the fair value hierarchy of the Company’s financial instruments which are carried on the consolidated
statement of financial condition at cost and are not recorded at fair value on a recurring basis.  This table excludes
financial instruments for which carrying amount approximates fair value, which includes cash and cash equivalents,
Federal Home Loan Bank stock, accrued interest receivable, interest and non-interest bearing demand, savings and
club deposits, and accrued interest payable.

Carrying Fair Level 1 Level 2 Level 3
As of September 30, 2013  Amount Value Inputs Inputs Inputs

  (In thousands)
Financial assets:
Securities held to
maturity $ 88,845 $ 85,978 $ - $ 85,978 $ -
Loans receivable (1) 225,581 227,405 - - 227,405

Financial liabilities:
Certificate of deposits 105,874 107,438 - 107,438 -
Advances from
Federal Home Loan
Bank of New York 30,000 31,181 - 31,181 -

As of June 30, 2013
Financial assets:
Securities held to
maturity 80,912 78,367 - 78,367 -
Loans receivable (1) 223,256 227,556 - 227,556

Financial liabilities:
Certificate of deposits 109,948 111,797 - 111,797 -
Advances from
Federal Home Loan
Bank of New York 30,000 32,208 - 32,208 -

(1) Includes impaired loans measured at fair value on a non-recurring basis as discussed above.

Methods and assumptions used to estimate fair values of financial instruments previously disclosed are as follows:

Cash and Cash Equivalents

For cash and cash equivalents, the carrying amount is a reasonable estimate of fair value.

Securities Held to Maturity
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The fair value for securities held to maturity is based on quoted market prices, where available. If quoted market
prices are not available, fair value is estimated using quoted market prices for similar securities.

Loans Receivable

The fair value of loans is based upon a multitude of sources, including assumed current market rates by category and
the Company’s current offering rates.  Both fixed and variable rate loan fair values are derived at using a discounted
cash flow methodology.  For variable rate loans, repricing term,
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including next repricing date, repricing frequency and repricing rate are factored into the discounted cash flow
formula.

Federal Home Loan Bank of New York Stock

The carrying amount of Federal Home Loan Bank of New York stock approximates fair value since the Company is
generally able to redeem this stock at par.

Accrued Interest Receivable and Payable

The carrying amounts of accrued interest receivable and payable approximate fair value due to the short term nature of
these instruments.

Deposits

Fair values for demand and savings and club accounts are, by definition, equal to the amount payable on demand at
the reporting date. Fair values of fixed-maturity certificates of deposit are estimated using a discounted cash flow
calculation that applies interest rates currently being offered on similar instruments with similar maturities.

Advances from Federal Home Loan Bank of New York

Fair values of advances are estimated using discounted cash flow analyses, based on rates currently available to the
Company for advances from the Federal Home Loan Bank of New York with similar terms and remaining maturities.

Off-Balance Sheet Financial Instruments

Fair values of commitments to extend credit are estimated using the fees currently charged to enter into similar
agreements, taking into account market interest rates, the remaining terms, and the present credit worthiness of the
counterparties.  As of September 30, 2013 and June 30, 2013, the fair value of the commitments to extend credit was
not considered to be material.

12
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Note 7 - Loans Receivable and Allowance for Credit Losses

The composition of loans receivable at September 30, 2013 and June 30, 2013 was as follows:

September 30,
2013 June 30, 2013

(In thousands)
Residential mortgage:
One-to-four family $ 139,835 $ 136,704
Home equity 38,970 40,682

178,805 177,386

Commercial real estate 33,721 32,171
Construction 10,456 8,895
Commercial and industrial 9,752 9,267

53,929 50,333
Consumer:
Deposit accounts 584 611
Automobile 48 111
Personal 31 32
Overdraft protection 178 175

841 929

233,575 228,648

Loans in process (3,602) (745)
Deferred loan fees (412) (377)

$ 229,561 $ 227,526

Loans are stated at their outstanding unpaid principal balances, net of an allowance for loan losses and any deferred
fees or costs. Interest income is accrued on the unpaid principal balance. Loan origination fees, net of certain direct
loan origination costs, are deferred and recognized as an adjustment of the yield (interest income) of the related loans.
The Company is generally amortizing these amounts over the contractual life of the loan.

For all classes of loans receivable, the accrual of interest is discontinued when the contractual payment of principal or
interest has become 90 days past due or management has serious doubts about further collectability of principal or
interest, even though the loan is currently performing. Certain loans may remain on accrual status if they are in the
process of collection and are either guaranteed or well secured. When a loan is placed on nonaccrual status, unpaid
interest credited to income in the current year is reversed and unpaid interest accrued in prior years is charged against
the allowance for loan losses. Interest received on nonaccrual loans, including impaired loans, generally is either
applied against principal or reported as interest income, according to management’s judgment as to the collectability of
principal. Generally, loans are restored to accrual status when the obligation is brought current, has performed in
accordance with the contractual terms for a reasonable period of time (generally six months) and the ultimate
collectability of the total contractual principal and interest is no longer in doubt.  The past due status of all classes of
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loans receivable is determined based on contractual due dates for loan payments.
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The allowance for credit losses consists of the allowance for loan losses and the reserve for unfunded lending
commitments. The allowance for loan losses represents management’s estimate of losses inherent in the loan portfolio
as of the statement of financial condition date and is recorded as a reduction to loans. The reserve for unfunded
lending commitments represents management’s estimate of losses inherent in its unfunded loan commitments and is
recorded in other liabilities, when required, on the consolidated statement of financial condition. The allowance for
credit losses is increased by the provision for loan losses, and decreased by charge-offs, net of recoveries. All, or part,
of the principal balance of loans receivable that are deemed uncollectible are charged against the allowance for loan
losses when management determines that the repayment of that amount is highly unlikely.  Any subsequent recoveries
are credited to the allowance for loan losses.   Non-residential consumer loans are generally charged off no later than
120 days past due on a contractual basis, earlier in the event of bankruptcy, or if there is an amount deemed
uncollectible.  

The allowance for loan losses is maintained at a level considered adequate to provide for losses that can be reasonably
anticipated. Management performs a quarterly evaluation of the adequacy of the allowance.  The allowance is based
on the Company’s past loan loss experience, known and inherent risks in the portfolio, adverse situations that may
affect the borrower’s ability to repay, the estimated value of any underlying collateral, composition of the loan
portfolio, current economic conditions and other relevant factors. This evaluation is inherently subjective as it requires
material estimates that may be susceptible to significant revision as more information becomes available.

In addition, various regulatory agencies, as an integral part of their examination process, periodically review the
Bank’s allowance for loan losses. Such agencies may require the Bank to recognize additions to the allowance based
on their judgments about information available to them at the time of their examinations.

The allowance calculation methodology includes segregation of the total loan portfolio into segments. The Company’s
loans receivable portfolio is comprised of the following segments: residential mortgage, commercial real estate,
construction, commercial and industrial and consumer.  Some segments of the Company’s loan receivable portfolio are
further disaggregated into classes which allows management to better monitor risk and performance.

The residential mortgage loan segment is disaggregated into two classes: one-to-four family loans, which are
primarily first liens, and home equity loans, which consist of first and second liens.  The commercial real estate loan
segment includes owner and non-owner occupied loans which have medium risk based on historical experience with
these type loans.  The construction loan segment is further disaggregated into two classes: one-to-four family owner
occupied, which includes land loans, whereby the owner is known and there is less risk, and other, whereby the
property is generally under development and tends to have more risk than the one-to-four family owner occupied
loans.  The commercial and industrial loan segment consists of loans made for the purpose of financing the activities
of commercial customers. The majority of commercial and industrial loans are secured by real estate and thus carry a
lower risk than traditional commercial and industrial loans.  The consumer loan segment consists primarily of
installment loans and overdraft lines of credit connected with customer deposit accounts.

The allowance consists of specific, general and unallocated components. The specific component relates to loans that
are classified as impaired. For loans that are classified as impaired, an allowance is established when the discounted
cash flows (or collateral value or observable market price) of the impaired loan is lower than the carrying value of that
loan. The general component covers pools of loans by loan class. These pools of loans are evaluated for loss exposure
based upon historical loss rates for each of these classes of loans, adjusted for qualitative factors.  These qualitative
risk factors include:
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1. Lending policies and procedures, including underwriting standards and collection,
charge-off, and recovery practices.

2. National, regional, and local economic and business conditions as well as the condition
of various market segments, including the value of underlying collateral for collateral
dependent loans.

3. Nature and volume of the portfolio and terms of loans.
4. Experience, ability, and depth of lending management and staff.
5. Volume and severity of past due, classified and nonaccrual loans as well as and other

loan modifications.
6. Quality of the Company’s loan review system, and the degree of oversight by the

Company’s Board of Directors.
7. Existence and effect of any concentrations of credit and changes in the level of such

concentrations.
8. Effect of external factors, such as competition and legal and regulatory requirements.

Each factor is assigned a value to reflect improving, stable or declining conditions based on management’s best
judgment using relevant information available at the time of the evaluation.

An unallocated component is maintained to cover uncertainties that could affect management’s estimate of probable
losses. The unallocated component of the allowance reflects the margin of imprecision inherent in the underlying
assumptions used in the methodologies for estimating specific and general losses in the portfolio.

Impaired Loans

Management evaluates individual loans in all of the loan segments (including loans in the residential mortgage and
consumer segments) for possible impairment if the recorded investment in the loan is greater than $200,000 and if the
loan is either in nonaccrual status or is risk rated Substandard or worse or has been modified in a troubled debt
restructuring.  A loan is considered impaired when, based on current information and events, it is probable that the
Company 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.

Loans whose terms are modified are classified as troubled debt restructuring (“TDR”) if the Company grants such
borrowers concessions and it is deemed that those borrowers are experiencing financial difficulty. Concessions
granted under a TDR generally involve a reduction in interest rate, a below market rate given the associated credit
risk, or an extension of a loan’s stated maturity date. Non-accrual TDRs are restored to accrual status if principal and
interest payments, under the modified terms, are current for six consecutive months after modification.  Loans
classified as TDRs are designated as impaired until they are ultimately repaid in full or foreclosed and sold.  The
nature and extent of impairment of TDRs, including those which experienced a subsequent default, is considered in
the determination of an appropriate level of allowance for loan losses.

Once the determination has been made that a loan is impaired, impairment is measured by comparing the recorded
investment in the loan to one of the following: (a) the present value of expected cash flows (discounted at the loan’s
effective interest rate), (b) the loan’s observable market price or (c) the fair value of collateral adjusted for expected

Edgar Filing: MSB FINANCIAL CORP. - Form 10-Q

26



selling costs.  The method is selected on a loan by loan basis with management primarily utilizing the fair value of
collateral method.
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The estimated fair values of the real estate collateral are determined primarily through third-party appraisals. When a
real estate secured loan becomes impaired, a decision is made regarding whether an updated certified appraisal of the
real estate is necessary. This decision is based on various considerations, including the age of the most recent
appraisal, the loan-to-value ratio based on the original appraisal and the condition of the property. Appraised values
are discounted to arrive at the estimated selling price of the collateral, which is considered to be the estimated fair
value. The discounts also include estimated costs to sell the property.

The estimated fair values of the non-real estate collateral, such as accounts receivable, inventory and equipment, are
determined based on the borrower’s financial statements, inventory reports, accounts receivable agings or equipment
appraisals or invoices. Indications of value from these sources are generally discounted based on the age of the
financial information or the quality of the assets.

The evaluation of the need and amount of the allowance for impaired loans and whether a loan can be removed from
impairment status is made on a quarterly basis.  The Company’s policy for recognizing interest income on impaired
loans does not differ from its overall policy for interest recognition.
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The following tables present impaired loans by class, segregated by those for which a related allowance was required
and those for which a related allowance was not necessary as of September 30, 2013 and June 30, 2013.  The average
recorded investment and interest income recognized is presented for the three month periods ended September 30,
2013 and 2012.

September 30, 2013 June 30, 2013
Unpaid Unpaid

Recorded Principal Related Recorded Principal Related
Investment Balance Allowance Investment Balance Allowance

(In thousands)
With no related allowance
recorded:
Residential mortgage
One-to-four family $14,362 $15,018 $- $13,817 $14,747 $-
Home equity 1,700 1,775 - 3,376 3,406 -
Commercial real estate 1,058 1,114 - 1,796 1,867 -
Construction
One-to-four family occupied 1,707 1,936 - -
Other 750 750 - 1,601 1,510 -
Commercial and industrial 844 1,200 - 750 1,103 -

20,421 21,793 - 21,340 22,633 -
With an allowance recorded:
Residential mortgage
One-to-four family 1,151 1,352 140 1,469 1,720 58
Home equity 311 634 75 891 1,214 233
Commercial real estate 1,197 1,341 275 1,444 1,804 88
Construction
One-to-four family occupied - - - 1,707 1,936 23
Other 137 138 32 - - -
Commercial and industrial - - - 150 100 31

2,796 3,465 522 5,661 6,774 433
Total:
Residential mortgage
One-to-four family 15,513 16,370 140 15,286 16,467 58
Home equity 2,011 2,409 75 4,267 4,620 233
Commercial real estate 2,255 2,455 275 3,240 3,671 88
Construction
One-to-four family occupied 1,707 1,936 - 1,707 1,936 23
Other 887 888 32 1,601 1,510 -
Commercial and industrial 844 1,200 - 900 1,203 31

$23,217 $25,258 $522 $27,001 $29,407 $433

As of September 30, 2013 and June 30, 2013, impaired loans listed above included $17.1 million and $18.1 million,
respectively, of loans previously modified in TDRs and as such are considered impaired under GAAP.  As of
September 30, 2013 and June 30, 2013, $12.6 million and $11.8 million, respectively, of these loans have been
performing in accordance with their modified terms for an extended period of time and as such, had been removed
from non-accrual status and are considered performing.
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Three Months Ended
September 30, 2013

Three Months Ended
September 30, 2012

Average Interest Average Interest
Recorded Income Recorded Income
Investment Recognized Investment Recognized

(In thousands)
With no related allowance
recorded:
Residential
One-to-four family $ 14,090 $ 164 $ 10,687 $ 76
Home equity 2,538 5 3,251 44
Commercial real estate 1,427 10 2,257 8
Construction
One-to-four family occupied 853 24 855 21
Other 1,175 17 495 -
Commercial and industrial 864 9 317 5

20,947 229 17,862 154
With an allowance recorded:
Residential mortgage
One-to-four family 1,310 4 4,461 30
Home equity 601 - 494 1
Commercial real estate 1,321 6 1,154 7
Construction
One-to-four family occupied 853 - 970 -
Other 69 - 517 -
Commercial and industrial 8 - 669 1

4,162 10 8,265 39
Total:
Residential mortgage
One-to-four family 15,400 168 15,148 106
Home equity 3,139 5 3,745 45
Commercial real estate 2,748 16 3,411 15
Construction
One-to-four family occupied 1,706 24 1,825 21
Other 1,244 17 1,012 -
Commercial and industrial 872 9 986 6

$ 25,109 $ 239 $ 26,127 $ 193
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Credit Quality Indicators

Management uses a ten point internal risk rating system to monitor the credit quality of the loans in the Company’s
commercial real estate, construction and commercial and industrial loan segments.  The borrower’s overall financial
condition, repayment sources, guarantors and value of collateral, if appropriate, are evaluated annually or when credit
deficiencies, such as delinquent loan payments, arise. The criticized rating categories utilized by management
generally follow bank regulatory definitions. The first six risk rating categories are considered not criticized, and are
aggregated as “Pass” rated.  The “Special Mention” category includes assets that are currently protected, but are
potentially weak, resulting in increased credit risk and deserving management’s close attention.  If uncorrected, the
potential weaknesses may result in deterioration of the repayment prospects.  Loans classified “Substandard” have a
well-defined weakness or weaknesses that jeopardize the liquidation of the debt and have a distinct possibility that
some loss will be sustained if the weaknesses are not corrected.  These include loans that are inadequately protected
by the current sound net worth and paying capacity of the obligor or of the collateral pledged, if any.  Loans classified
“Doubtful” have all the weaknesses inherent in loans classified “Substandard” with the added characteristic that collection
or liquidation in full, on the basis of current conditions and facts, is highly improbable.  Loans classified as a “Loss” are
considered uncollectible and subsequently charged off.

19

Edgar Filing: MSB FINANCIAL CORP. - Form 10-Q

32



The following tables present the classes of the loans receivable portfolio summarized by the aggregate “Pass” and the
criticized categories of “Special Mention”, “Substandard”, “Doubtful” and “Loss” within the internal risk rating system as of
September 30, 2013 and June 30, 2013:

As of September
30, 2013 Pass

Special
Mention Substandard Doubtful Loss Total

(In thousands)
Commercial real
estate $ 29,182 $ 2,480 $1 1,704 $ - $ 275 $ 33,641
Construction
One-to-four family
owner occupied 970 - 1,707 - - 2,677
Other 3,259 750 105 - 32 4,146
Commercial and
Industrial 8,734 111 889 - - 9,734

Total $ 42,145 $ 3,341 $ 4,405 $ - $ 307 $ 50,198

As of June 30,
2013 Pass

Special
Mention Substandard Doubtful Loss Total

(In thousands)
Commercial real
estate $ 27,025 $ 2,491 $ 2,515 $ - $ 72 $ 32,103
Construction
One-to-four family
owner occupied 2,845 - 1,693 - 14 4,552
Other 1,980 988 - 601 - 3,569
Commercial and
Industrial 8,188 113 923 - 22 9,246

Total $ 40,038 $ 3,592 $ 5,131 $ 601 $ 108 $ 49,470
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Management further monitors the performance and credit quality of the loan receivable portfolio by analyzing the age
of the portfolio as determined by the length of time a recorded payment is past due.  The following tables represent the
classes of the loans receivable portfolio summarized by aging categories of performing loans and non-accrual loans as
of September 30, 2013 and June 30, 2013:

As
of  September
30, 2013

30-59
Days Past
Due

60-89
Days Past
Due

Greater
than 90
Days

Total
Past Due Current

Total
Loans

Receivables
Nonaccrual
Loans

Loans
Receivable

>
90 Days
and

Accruing
(In thousands)

Residential
Mortgage
One-to-four
family $ 2,945 632 3,223 6,800 $ 132,754 $ 139,554 $ 5,063 $ 1,076
Home equity 132 184 1,412 1,728 37,240 38,968 1,332 177
Commercial real
estate 439 409 836 1,684 31,957 33,641 1,605 -
Construction
One-to-four
family owner
occupied - - - - 2,677 2,677 - -
Other 137 - - 137 4,009 4,146 137 -
Commercial and
industrial 461 49 280 790 8,944 9,734 745 -
Consumer - 50 - 50 791 841 - -
Total $ 4,114 $ 1,324 $ 5,751 $ 11,189 $ 218,372 $ 229,561 $ 8,882 $ 1,253
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  As of  June  30,
2013

30-59
Days Past
Due

60-89
Days Past
Due

Greater
than 90
Days

Total
Past Due Current

Total
Loans

Receivables
Nonaccrual
Loans

Loans
Receivable

>
90 Days
and

Accruing
(In thousands)

Residential
Mortgage
One-to-four
family $ 3,910 1,525 5,822 11,257 $ 125,189 $ 136,446 7,955 $ 501
Home equity 412 127 1,317 1,856 38,825 40,681 1,502 146
Commercial real
estate 782 - 1,805 2,587 29,516 32,103 2,587 -
Construction
One-to-four
family owner
occupied - - - - 4,552 4,552 - -
Other 1,000 - 601 1,601 1,968 3,569 601 -
Commercial and
industrial 472 49 280 801 8,445 9,246 - -
Consumer 5 - - 5 924 929 802 -
Total $ 6,581 $ 1,701 $ 9,825 $ 18,107 $ 209,419 $ 227,526 13,447 $ 647
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Allowance for Loan Losses

The following tables summarize the allowance for loan losses, by the portfolio segment segregated into the amounts
required for loans individually evaluated for impairment and the amounts required for loans collectively evaluated for
impairment as of September 30, 2013 and June 30, 2013.  The activity in the allowance for loan losses is presented for
the three month periods ended September 30, 2013 and 2013 (in thousands):

As of September 30, 2013

Residential
Mortgage

Commercial
Real Estate Construction

Commercial
and

Industrial Consumer Unallocated Total
Allowance for
loan losses:
Ending balance $ 2,630 $ 903 $ 199 $ 238 $ 7 $ 3 $ 3,980
Ending balance:
individually
evaluated for
impairment $ 215 $ 275 $ 32 $ - $ - $ - $ 522
Ending balance:
collectively
evaluated for
impairment $ 2,415 $ 628 $ 167 $ 238 $ 7 $ 3 $ 3,458

Loans
receivables:
Ending balance $ 178,522 $ 33,641 $ 6,823 $ 9,734 $ 841 $ - $ 229,561
Ending balance:
individually
evaluated for
impairment $ 17,524 $ 2,255 $ 2,594 $ 844 $ - $ - $ 23,217
Ending balance:
collectively
evaluated for
impairment $ 160,998 $ 31,386 $ 4,229 $ 8,890 $ 841 $ $ 206,344
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As of June 30, 2013

Residential
Mortgage

Commercial
Real Estate Construction

Commercial
and

Industrial Consumer Unallocated Total
Allowance for
loan losses:
Ending balance $ 3,036 $ 706 $ 238 $ 276 $ 11 $ 3 $ 4,270
Ending balance:
individually
evaluated for
impairment $ 291 $ 88 $ 23 $ 31 $ - $ - $ 433
Ending balance:
collectively
evaluated for
impairment $ 2,745 $ 618 $ 215 $ 245 $ 11 $ 3 $ 3,837

Loans
receivables:
Ending balance $ 177,127 $ 32,103 $ 8,121 $ 9,246 $ 929 $ - $ 227,526
Ending balance:
individually
evaluated for
impairment $ 19,553 $ 3,240 $ 3,308 $ 900 $ - $ - $ 27,001
Ending balance:
collectively
evaluated for
impairment $ 157,574 $ 28,863 $ 4,813 $ 8,346 $ 929 $ $ 200,525
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Three Months Ended September 30, 2013

Residential
Mortgage

Commercial
Real
Estate Construction

Commercial
and

Industrial Consumer Unallocated Total
Allowance for loan
losses:
Beginning Balance $ 3,036 $ 706 $ 238 $ 276 $ 11 $ 3 $ 4,270
Charge-offs (279) - (118) (54) - (451)
Recoveries 11 - - - - 11
Provisions (138) 197 79 16 (4) 150
Ending balance $ 2,630 $ 903 $ 199 $ 238 $ 7 $ 3 $ 3,980

Three Months Ended September 30, 2012

Residential
 Mortgage

Commercial
Real
Estate Construction

Commercial
and

      Industrial Consumer Total
Allowance for loan
losses:
Beginning Balance $ 1,808 $ 445 $ 527 $ 272 $ 13 $ 3,065
Charge-offs (530) (81) (249) (104) - (964)
Recoveries 7 - - - - 7
Provisions 610 149 (75) 56 6 746
Ending balance $ 1,895 $ 513 $ 203 $ 224 $ 19 $ 2,854

Federal regulatory agencies, as an integral part of their examination process, periodically review the Company’s
allowance for loan losses and may require the Company to recognize additions to the allowance based on their
judgments about information available to them at the time of their examination, which may not be currently available
to management. Based on management’s comprehensive analysis of the loan portfolio, management believes the
current level of the allowance for loan losses is adequate.

25

Edgar Filing: MSB FINANCIAL CORP. - Form 10-Q

38



Troubled Debt Restructurings

The recorded investment balance of TDRs totaled $17.1 million and $18.1 million at September 30, 2013 and June 30,
2013 respectively.  The majority of the Bank’s TDRs are on accrual status.  TDRs on accrual status were $12.6 million
and $11.8 million at September 30, 2013 and June 30, 2013, while TDRs on non-accrual status were $4.4 million and
$6.2 million at these respective dates.  At September 30, 2013 and June 30, 2013, the allowance for loan losses
included specific reserves of $309,000 and $152,000 related to TDRs respectively.

The following table summarizes by class loans modified in TDRs during the three months ended September 30, 2013
and 2012.  There was one loan modified in a TDR during the three months ended September 30, 2013. The loan was
re-amortized based on its current balance with no changes to interest rate or remaining term.

Three Months Ended September 30, 2013

Number of
Contracts

Pre-Modification
Outstanding
Recorded
Investments

Post-Modification
Outstanding
Recorded
Investments

(In thousands)
Residential Mortgage
One-to-four family 1 $ 818 $ 816

Total 1 $ 818 $ 816

Three Months Ended September 30, 2012

Number of
Contracts

Pre-Modification
Outstanding
Recorded
Investments

Post-Modification
Outstanding
Recorded
Investments

(In thousands)
Residential Mortgage
One-to-four family 3 $ 865 $ 865

Total 3 $ 865 $ 865

The Bank did not have any loans modified in TDR during the previous 12 months  and for which there was a
subsequent payment default during the three months ended September 30, 2013 and 2012.
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Note 8 - Securities Held to Maturity

The amortized cost of securities held to maturity and their estimated fair values as of September 30, 2013 and June 30,
2013, are summarized as follows:

Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Estimated
Fair
Value

September 30, 2013 (In Thousands)

U.S  U.S. Government
agencies:
Due after one year to five
years $6,000 $ - $ 113 $ 5,887
Due after five through ten
years 31,677 38 1,200 30,515
Due after ten years 14,000 98 1,192 12,906

51,677 136 2,505 49,308

Mortgage-backed securities 27,228 303 821 26,710
B
Corporate bonds:
Due after one year to five
years 3,159 40 19 3,180
Due after five through ten
years 1,500 - 9 1,491

4,659 40 28 4,671

Certificates of deposit:
Due within one year 735 1 - 736
Due after one year to five
years 4,546 13 6 4,553

5,281 14 6 5,289

$ 88,845 $ 493 $ 3,360 $ 85,978

27

Edgar Filing: MSB FINANCIAL CORP. - Form 10-Q

40



Note 8 - Securities Held to Maturity - Continued

Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Estimated
Fair
Value

June 30, 2013 (In Thousands)

U.S U.S. Government agencies:
Due after one year to five years $ 4,000 $ - $ 88 $ 3,912
Due after five through ten years 28,194 - 1,195 26,999
Due thereafter 14,000 84 848 13,236

46,194 84 2,131 44,147

Mortgage-backed securities 24,768 297 754 24,311

Corporate bonds:
Due after one year to five years 2,571 7 35 2,543
Due after five through ten years 2,098 8 37 2,069

4,669 15 72 4,612

Certificates of deposit:
Due within one year 245 1 - 246
Due after one through five years 5,036 16 1 5,051

5,281 17 1 5,297

$ 80,912 $ 413 $ 2,958 $ 78,367

All mortgage-backed securities at September 30, 2013 and June 30, 2013 have been issued by FNMA, FHLMC or
GNMA and are secured by one-to-four family residential real estate. The amortized cost and estimated fair value of
securities held to maturity at September 30, 2013 and June 30, 2013, as shown above, are reported by contractual
maturity.  Expected maturities may differ from contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or prepayment penalties.

There were no sales of securities held to maturity during the three months ended September 30, 2013 and 2012.  At
September 30, 2013 and June 30, 2013, securities held to maturity with a fair value of approximately $787,000 and
$782,000, respectively, were pledged to secure public funds on deposit.
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Note 8 - Securities Held to Maturity - Continued

The following tables set forth the gross unrealized losses and fair value of securities in an unrealized loss position as
of September 30, 2013 and June 30, 2013, and the length of time that such securities have been in a continuous
unrealized loss position:

Less than 12 Months More than 12 Months Total
Estimated
Fair
Value

Gross
Unrealized
Losses

Estimated
Fair
Value

Gross
Unrealized
Losses

Estimated
Fair
Value

Gross
Unrealized
Losses

(In thousands)
September 30, 2013:
U.S. Government
   agencies $41,675 $2,505 $— — $41,675 $2,505
Mortgage-backed
   securities 17,997 821 — — 17,997 821
Corporate bonds 2,517 28 2,517 28
Certificates of deposit 729 6 — — 729 6

$62,918 $3,360 $— $— $62,918 $3,360

Less than 12 Months More than 12 Months Total
Estimated
Fair
Value

Gross
Unrealized
Losses

Estimated
Fair
Value

Gross
Unrealized
Losses

Estimated
Fair
Value

Gross
Unrealized
Losses

(In thousands)
June 30, 2013
U.S. Government
agencies $ 42,048 $ 2,131 $ — $ — $ 42,048 $ 2,131
Mortgage-backed
   securities 18,401 754 — — 18,401 754
Corporate bonds 2,980 72 — — 2,980 72
Certificates of deposit 246 1 — — 246 1

$ 63,675 $ 2,958 $ — $ — $ 63,675 $ 2,958

At September 30, 2013, management concluded that the unrealized losses summarized above (which related to
thirty-one U.S. Government agency bonds, fourteen mortgage-backed securities, four corporate bonds and three
certificates of deposit compared to thirty-one U.S. Government agency bonds, fourteen mortgage-backed securities,
five corporate bonds and one certificate of deposit as of June 30, 2013) are temporary in nature since they are not
related to the underlying credit quality of the issuer.  The Company does not intend to sell these securities and it is not
more-likely-than-not that the Company would be required to sell these securities prior to the anticipated recovery of
the remaining amortized cost.  Management believes that the losses above are primarily related to the change in
market interest rates. Accordingly, the Company has not recognized an other-than-temporary impairment loss on these
securities.
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Note 9 – Retirement Plans

Periodic expenses for the Company’s retirement plans, which include the Directors’ Retirement Plan and the Executive
Incentive Retirement Plan, were as follows:

Three Months Ended
September 30,

2013 2012
(In thousands)

Service cost $ 15 $ 16
Interest cost 22 19
Amortization of unrecognized loss
(gain) (3) 4
Amortization of past service liability 1 3

$ 35 $ 42

The Company previously disclosed in its Annual Report on Form 10-K as of June 30, 2013 that it expected to
contribute $92,000 to the Plan during the current fiscal year.  As of September 30, 2013, the Company
contributed $23,000.

Note 10 – Stock Offering and Stock Repurchase Program

During the three months ended September 30, 2013 the Company did not repurchase any shares of its common stock

Note 11 – Recent Accounting Pronouncements

In February 2013, the FASB issued ASU 2013-02, Other Comprehensive Income – Reporting of Amounts Reclassified
Out of Accumulated Other Comprehensive Income, which amends FASB ASC Top 220, Comprehensive Income
(Topic 220). The amendments in this update supersede and replace the presentation requirements for reclassifications
out of accumulated other comprehensive income in ASUs 2011-05 and 2011-12 for all public and private
organizations. The amendments would require an entity to provide additional information about reclassifications out
of accumulated other comprehensive income.  The new requirement about presenting information about amounts
reclassified out of accumulated other comprehensive income and their corresponding effect on net income will
present, in one place, information about significant amounts reclassified and, in some cases, cross-references to related
footnote disclosures. Currently, this information is presented in different places throughout the financial
statements.  For public entities, the amendments of this update are effective prospectively for annual reporting periods
beginning after December 15, 2012 and interim periods within those years.  The adoption of ASU 2011-05 as of July
1, 2013, did not have a significant impact on the presentation of the comprehensive income.
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Note 12 – Reclassifications Out of Accumulated Other Comprehensive Income

Details about Accumulated
Other Comprehensive
Income Components

Amount Reclassified
from Accumulated

Other Comprehensive
Income (a)

Affected Line Item
in the Consolidated
Statements of
Comprehensive
Income (Loss)

Three Months Ended
September 30, 2013
(In thousands)

Amortization of defined benefit
pension items:
Prior service costs $ (1) (b) Directors compensation
Unrecognized loss     (4) (b) Directors compensation

Unrecognized gain     7 (b)
Salary and employee
benefits

   2     Total before tax
   (1)     Income tax (expense)

Total reclassifications for the
period $  1     Net of tax

(a) Amounts in parenthesis indicate debits to profit/loss.
(b)These accumulated other comprehensive (income) loss components are included in the computation of net periodic

pension cost.  (See Note 9 for additional details).

ITEM 2 – MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This Form 10-Q contains forward-looking statements, which can be identified by the use of words such as “believes,”
“expects,” “anticipates,” “estimates” or similar expressions. Forward – looking statements include:

•  Statements of our goals, intentions and expectations;
•  Statements regarding our business plans, prospects, growth and operating strategies;
•  Statements regarding the quality of our loan and investment portfolios; and
•  Estimates of our risks and future costs and benefits.

These forward-looking statements are subject to significant risks and uncertainties. Actual results may differ
materially from those contemplated by the forward-looking statements due to, among others, the following factors:

•  General economic conditions, either nationally or in our market area, that are worse than expected;
•  The volatility of the financial and securities markets, including changes with respect to the market value of our
financial assets;

•  Changes in government regulation affecting financial institutions and the potential expenses associated therewith;
•  Changes in the interest rate environment that reduce our interest margins or reduce the fair value of financial
instruments;

•  Our ability to enter into new markets and/or expand product offerings successfully and take advantage of growth
opportunities;
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•  Increased competitive pressures among financial services companies;
•  Changes in consumer spending, borrowing and savings habits;
•  Legislative or regulatory changes that adversely affect our business;
•  Adverse changes in the securities markets;
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•  Our ability to successfully manage our growth; and
•  Changes in accounting policies and practices, as may be adopted by the bank regulatory agencies, the Financial
Accounting Standards Board or the Public Company Accounting Oversight Board.

No forward-looking statement can be guaranteed and we specifically disclaim any obligation to update any
forward-looking statement.

Critical Accounting Policies

In preparing the consolidated financial statements, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities as of the dates of the consolidated statements of financial position
and revenues and expenses for the periods then ended. Actual results could differ significantly from those estimates. A
material estimate that is particularly susceptible to significant change relates to the determination of the allowance for
loan losses.

The allowance for loan losses represents our best estimate of losses known and inherent in our loan portfolio that are
both probable and reasonable to estimate. In determining the amount of the allowance for loan losses, we consider the
losses inherent in our loan portfolio and changes in the nature and volume of our loan activities, along with general
economic and real estate market conditions. We utilize a two tier approach: (1) identification of impaired loans for
which specific reserves may be established; and (2) establishment of general valuation allowances on the remainder of
the loan portfolio. We maintain a loan review system which provides for a systematic review of the loan portfolio and
the early identification of potential impaired loans. Such system takes into consideration, among other things,
delinquency status, size of loan, type of collateral and the financial condition of the borrower. Specific loan loss
allowances are established for identified loans based on a review of such information and/or appraisals of the
underlying collateral. General loan loss allowances are based upon a combination of factors including, but not limited
to, actual loan loss experience, composition of the loan portfolio, current economic conditions and management’s
judgment.

In addition, various regulatory agencies, as an integral part of their examination process, periodically review the
Bank’s allowance for loan losses. Such agencies may require the Bank to recognize additions to the allowance based
on their judgments about information available to them at the time of their examinations.

Although specific and general loan loss allowances are established in accordance with management’s best estimate,
actual losses are dependent upon future events and, as such, further provisions for loan losses may be necessary in
order to increase the level of the allowance for loan losses. For example, our evaluation of the allowance includes
consideration of current economic conditions, and a change in economic conditions could reduce the ability of our
borrowers to make timely repayments of their loans. This could result in increased delinquencies and increased
non-performing loans, and thus a need to make increased provisions to the allowance for loan losses, which would be
a charge to income during the period the provision is made, resulting in a reduction to our earnings. A change in
economic conditions could also adversely affect the value of the properties collateralizing our real estate loans,
resulting in increased charge-offs against the allowance and reduced recoveries, and thus a need to make increased
provisions to the allowance for loan losses. Furthermore, a change in the composition of our loan portfolio or growth
of our loan portfolio could result in the need for additional provisions.

32

Edgar Filing: MSB FINANCIAL CORP. - Form 10-Q

47



Comparison of Financial Condition at September 30, 2013 and June 30, 2013

General. Total assets were $346.8 million at September 30, 2013, compared to $352.6 million at June 30, 2013, a
decrease of $5.8 million or 1.7%. The Company experienced a $16.0 million or 64.8% decrease in cash and cash
equivalent balances, while securities held to maturity increased by $7.9 million or 9.8% and loan balances increased
by $2.3 million or 1.0% for the period ended September 30, 2013 compared to the period ended June 30,
2013.  Deposits decreased by $6.5 million or 2.3%, while advances from the Federal Home Loan Bank of New York
remained the same at September 30, 2013 and June 30, 2013.  The increase in securities held to maturity was
primarily funded by the reduction in cash and cash equivalents balances.  Management decided to reduce its cash and
cash equivalent balances in order to invest in higher yielding securities held to maturity.

Total assets decreased by $5.8 million or 1.7% between periods, while total liabilities decreased by $6.1 million or
2.0%, and the ratio of average interest-earning assets to average-interest bearing liabilities increased to 110.9% for the
three months ended September 30, 2013 as compared to 109.3% for year ended June 30, 2013.  Stockholders’ equity
increased by $323,000 or 0.8% to $39.8 million at September 30, 2013 compared to $39.5 million at June 30, 2013.

Loans. Loans receivable, net, increased by $2.3 million or 1.0% from $223.3 million at June 30, 2013 to $225.6
million at September 30, 2013.  As a percentage of assets, loans increased to 65.1% from 63.3%.  The Bank’s
one-to-four family loan portfolio grew by $3.1 million or 2.3%, the construction loan portfolio increased by $1.6
million or 17.5%, the commercial portfolio increased by $485,000 and the overdraft protection loan portfolio
increased by $3,000 or  5 .2% and 1 .7%,  respect ively ,  between June 30,  2013 and September  30,
2013.  Correspondingly, the home equity loan portfolio decreased by $1.7 million or 4.2%, the automobile loan
portfolio decreased by $63,000 or 56.8%, as did the deposit account loan and personal loan portfolios decreased by
$27,000 and $1,000 or 4.4% and 3.1%, respectively, between June 30, 2013 and September 30, 2013.

Securities. Our portfolio of securities held to maturity totaled $88.8 million at September 30, 2013 as compared to
$80.9 million at June 30, 2013.   Maturities, calls and principal repayments during the three months ended September
30, 2013 totaled $418,000.  We purchased $8.4 million of new securities during the three months ended September 30,
2013.

Deposits. Total deposits at September 30, 2013 were $274.0 million, a $6.5 million decrease as compared to $280.5
million at June 30, 2013.  Certificates of deposit decreased by $4.1 million, as did both savings and club accounts and
demand accounts categories decreased by $1.2 million.

Borrowings. Total borrowings at September 30, 2013 and June 30, 2013 amounted to $30.0 million.  The Bank did not
make any long term borrowings during the three months ended September 30, 2013 and did not have short-term
borrowings at September 30, 2013 and June 30, 2013.

Equity. Stockholders’ equity was $39.8 million at September 30, 2013 compared to $39.5 at June 30, 2013, a decrease
of $323,000 or 0.8%. The increase in shareholders’ equity was due to a $248,000 increase in retained earnings related
to in income, a $42,000 decrease in unallocated common stock held by the ESOP and an increase of $34,000 in paid
in capital related to the Company’s stock-based compensation plan, offset by a $1,000 increase in other comprehensive
loss.
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Comparison of Operating Results for the Three Months Ended September 30, 2013 and 2012

General. The Company had net income of $248,000 for the quarter ended September 30, 2013.  This compares to a net
loss of $92,000 for the quarter ended September 30, 2012. The increase was attributable to a decrease in the provision
for loan losses, increase in non-interest income and decrease in non-interest expense, offset by a reduction in net
interest income and increase in income tax expense.

Net Interest Income. Net interest income was $2.3 million for the quarter ended September 30, 2013 compared to $2.4
million for the quarter ended September 30, 2012,  The $82,000 decrease in net interest income was the result of a
$177,000 decrease in total interest income offset by a $95,000 reduction in interest expense.

The decrease in total interest income for the three months ended September 30, 2013, resulted from a 37 basis point
decrease in the average yield on interest-earning assets and a 3.8% decrease in the corresponding average
balance.  The decrease of $13.7 million or 5.7% in average loan receivable balances and a decrease in the average
yield from 4.53% to 4.34% for the three month period ended September 30, 2013, compared to the three month period
ended September 30, 2012, was responsible for the decrease of $262,000 or 9.5% in loans receivable interest
income.  The increase of $26.0 million or 45.3% in average securities held to maturity balances offset by a 38 basis
point reduction in average yield from 2.54% to 2.16% resulted in a net increase of $87,000 or 23.8% in interest
income on securities held to maturity for the three months ended September 30, 2013 compared to the three months
ended September 30, 2012, whereas other interest income decreased by $2,000 for the same period.

The $95,000 decrease in interest expense for the three months ended September 30, 2013 from the three months ended
September 30, 2012, was attributable to lower average interest-bearing deposit balances and interest rates during the
period.  The average balance of deposits decreased by $7.2 million or 2.7%, and the average cost of deposits
decreased by $110,000 or 15 basis points to 0.69% between the periods.  Total interest expense on borrowings was
$187,000 for the three months ended September 30, 2013 compared to $172,000 or a $15,000 increase in borrowing
expense for the three months ended September 30, 2013 due to a $10.0 million increase in average Federal Home
Loan Bank advances, offset by a 95 basis point reduction in average rate, thereon.

Provision for Loan Losses.  The provision for loan losses was $150,000 during the quarter ended September 30, 2013,
a decrease of $596,000 or 79.9% compared to the $746,000 provided during the quarter ended September 30,
2012.  The Company’s management reviews the level of the allowance for loan losses on a quarterly basis based on a
variety of factors including, but not limited to, (1) the risk characteristics of the loan portfolio, (2) current economic
conditions, (3) actual losses previously experienced, (4) the Company’s level of loan growth and (5) the existing level
of reserves for loan losses that are probable and estimable.  The Company had $10.1 million in nonperforming loans
as of September 30, 2013 compared to $16.2 million as of September 30, 2012.  The significant reduction in
non-performing loan balances from the September 30, 2012 level was achieved primarily through active
implementation of the Company’s asset disposition strategy that was approved by the Company’s Board of Directors in
December of 2012.  As of September 30, 2013, the Company has utilized $395,000 of this additional allowance in
implementing this strategy.  This strategy, which to date included activities such as short sales, cash for keys and
deeds in lieu of foreclosure, was implemented in order to rapidly reduce the dollar amount of non-performing assets
held by the Company.  The Company’s management team is actively engaged with borrowers and buyers to expedite
this asset disposition strategy and will continue doing so until desired amount of non-performing assets has been
removed from the Company’s balance sheet.  The allowance for loan losses to total loans ratio was 1.70% at
September 30, 2013 compared to 1.17% at September 30, 2012, while the allowance for loan losses to non-performing
loans ratio was
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39.3% at September 30, 2013 compared to 17.7% at September 30, 2012.  Non-performing loans to total loans and net
charge-offs to average loans outstanding ratios were at 4.34% and 0.19%, respectively, at September 30, 2013
compared to 6.61% and 0.39% at September 30, 2012.

Non-Interest Income. Non-interest income was $181,000 for the quarter ended September 30, 2013 compared to
$159,000 for the quarter ended September 30, 2012.  The increase of $22,000 or 13.8% for the quarter ended
September 30, 2013 compared to the quarter ended September 30, 2012 resulted from an increase of $15,000 or
18.1% in fees and service charges, a $4,000 or 17.4% increase in other fee income and a $4,000 or 7.7% increase in
income from bank owned life insurance, which was offset by a $1,000 decrease in unrealized gain on trading
securities.

Non-Interest Expenses. Non-interest expense was $2.0 million for the quarters ended September 30, 2013 and
2012.  FDIC assessment, professional services, salaries and employee benefits and service bureau fees expenses
increased by $45,000, $34,000, $27,000 and $21,000 or 60.8%, 29.8%, 2.9% and 15.1%, respectively, for the three
months ended September 30, 2013 compared to the three months ended September 30, 2012. Correspondingly, other
non-interest expense, occupancy and equipment expense, directors’ compensation  and advertising expense decreased
by $101,000, $25,000, $15,000 and $3,000 or  46.1%, 7.0%, 11.8% and 7.5%, respectively, for the three months
ended September 30, 2013 compared to the three months ended September 30, 2012.  The decrease in other
noninterest expense was primarily attributable to the reduction in other real estate expense, while the increase in FDIC
assessment was attributed to the change in factors used in calculating the assessment.

Income Taxes. The income tax expense for the three months ended September 30, 2013 was $129,000 or 34.2% of the
reported income before income taxes compared to a tax benefit of  $84,000 or 47.7% of the reported loss before
income taxes for the three months ended September 30, 2012.

Liquidity, Commitments and Capital Resources

The Bank must be capable of meeting its customer obligations at all times. Potential liquidity demands include
funding loan commitments, cash withdrawals from deposit accounts and other funding needs as they present
themselves. Accordingly, liquidity is measured by our ability to have sufficient cash reserves on hand, at a reasonable
cost and/or with minimum losses.

Senior management is responsible for managing our overall liquidity position and risk and is responsible for ensuring
that our liquidity needs are being met on both a daily and long term basis. The Financial Review Committee,
comprised of senior management and chaired by President and Chief Executive Officer, is responsible for establishing
and reviewing our liquidity procedures, guidelines, and strategy on a periodic basis.

Our approach to managing day-to-day liquidity is measured through our daily calculation of investable funds and/or
borrowing needs to ensure adequate liquidity. In addition, senior management constantly evaluates our short-term and
long-term liquidity risk and strategy based on current market conditions, outside investment and/or borrowing
opportunities, short and long-term economic trends, and anticipated short and long-term liquidity requirements. The
Bank’s loan and deposit rates may be adjusted as another means of managing short and long-term liquidity needs. We
do not at present participate in derivatives or other types of hedging instruments to meet liquidity demands, as we take
a conservative approach in managing liquidity.

At September 30, 2013, the Bank had outstanding commitments to originate loans of $4.1 million, construction loans
in process of $3.6 million, unused lines of credit of $23.1 million (including

Edgar Filing: MSB FINANCIAL CORP. - Form 10-Q

51



35

Edgar Filing: MSB FINANCIAL CORP. - Form 10-Q

52



$19.0 million for home equity lines of credit), and standby letters of credit of $327,000. Certificates of deposit
scheduled to mature in one year or less at September 30, 2013, totaled $53.0 million.

As of September 30, 2013, the Bank had contractual obligations related to the long-term operating leases for the three
branch locations that it leases (Dewy Meadow, RiverWalk and Martinsville).

The Bank generates cash through deposits and/or borrowings from the Federal Home Loan Bank to meet its
day-to-day funding obligations when required.  At September 30, 2013, the total loans to deposits ratio was 82.3%. At
September 30, 2013, the Bank’s collateralized borrowing limit with the Federal Home Loan Bank was $77.0 million,
of which $30.0 million was outstanding. As of September 30, 2013, the Bank also had a $20.0 million line of credit
with a financial institution for reverse repurchase agreements (which is a form of borrowing) that it could access if
necessary.

Consistent with its goals to operate a sound and profitable financial organization, the Bank actively seeks to maintain
its status as a well-capitalized institution in accordance with regulatory standards. As of September 30, 2013, the Bank
exceeded all applicable regulatory capital requirements.

ITEM 3 – QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

This item is not applicable to the Company as it is a smaller reporting company.

ITEM 4 – CONTROLS AND PROCEDURES

An evaluation was performed under the supervision, and with the participation of the Company’s management,
including the Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of
the Company’s disclosure controls and procedures (as defined in Rule l3a-l5(e) promulgated under the Securities
Exchange Act of 1934, as amended) as of September 30, 2013. Based on such evaluation, the Company’s Chief
Executive Officer and Chief Financial Officer have concluded that the Company’s disclosure controls and procedures
are effective as of September 30, 2013.

No change in the Company’s internal controls over financial reporting (as defined in Rule l3a-l5(f) promulgated under
the Securities Exchange Act of 1934, as amended) occurred during the most recent fiscal quarter that has materially
affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting.

PART II – OTHER INFORMATION

ITEM 1 – LEGAL PROCEEDINGS

There were no material pending legal proceedings at September 30, 2013 to which the Company or its subsidiaries is a
party other than ordinary routine litigation incidental to their respective businesses.  

ITEM 1A – RISK FACTORS

This item is not applicable to the Company as it is a smaller reporting company.
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ITEM 2 – UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

There were no repurchases of shares during the quarter ended September 30, 2013.

ITEM 3 – DEFAULTS UPON SENIOR SECURITIES

None

ITEM 4 – MINE SAFETY DISCLOSURES

Not applicable

ITEM 5 – OTHER INFORMATION

None

ITEM 6 – EXHIBITS

31.1 Certification of CEO pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002

31.2 Certification of CFO pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002

32 Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
101.INS XBRL Instance Document
101.SCH  XBRL Schema Document
101.CAL  XBRL Calculation Linkbase Document
101.LAB  XBRL Labels Linkbase Document
101.PRE  XBRL Presentation Linkbase Document
101.DEF  XBRL Definition Linkbase Document
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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.

MSB FINANCIAL CORP.
(Registrant)

Date November 14, 2013 /s/ Michael A. Shriner
Michael A. Shriner
President and Chief Executive Officer

Date November 14, 2013 /s/ Jeffrey E. Smith
Jeffrey E. Smith
Vice President and Chief Financial
Officer
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