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HomeTrust Bancshares, Inc., a Maryland corporation, was formed in connection with the conversion of HomeTrust
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has not conducted any business other than that of an organizational nature. For a further discussion of HomeTrust
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333-178817). Based on the foregoing, the information presented in this Form 10-Q is for HomeTrust Bank, the
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HOMETRUST BANCSHARES, INC. AND SUBSIDIARIES
PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

HOMETRUST BANK AND SUBSIDIARY
Consolidated Balance Sheets
(Dollar amounts in thousands)

(Unaudited)
March 31, June 30,
2012 2011
Assets

Cash $16,089 $12,556
Interest-bearing deposits 29,193 22,115

Cash and cash equivalents 45,282 34,671
Certificates of deposit in other banks 108,588 118,846
Securities available for sale, at fair value 32,291 59,016
Loans held for sale 11,770 4,570
Total loans 1,257,310 1,326,517
Allowance for loan losses (36,121 ) (50,140

Net loans 1,221,189 1,276,377
Premises and equipment, net 23,158 22,406
Federal Home Loan Bank stock, at cost 7,698 9,630
Accrued interest receivable 6,033 7,119
Real estate owned 12,433 13,857
Deferred income taxes 48,926 48,489
Current taxes receivable 2,222 2,400
Other assets 44,761 40,262
TOTAL $1,564,351 $1,637,643

Liabilities and Equity Capital

Deposits $1,251,279 $1,264,585
Other borrowings 83,271 145,278
Advances by borrowers for taxes and insurance 2,167 2,734
Capital lease obligations 2,026 2,031
Other liabilities 54,606 55,246

Total liabilities 1,393,349 1,469,874
Commitments and contingencies (see note 5)
Retained earnings 139,553 136,410
Additional paid in capital 31,367 31,367
Accumulated other comprehensive income (loss) 82 (8

Total equity capital 171,002 167,769

TOTAL $1,564,351 $1,637,643
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The accompanying notes are an integral part of these consolidated financial statements.
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HOMETRUST BANK AND SUBSIDIARY
Consolidated Statements of Income
(Dollar amounts in thousands)

Interest and Dividend Income:
Loans
Securities available for sale
Certificates of deposit and other interest-bearing
deposits
Federal Home Loan Bank stock
Total interest and dividend income

Interest Expense:
Deposits
Other borrowings
Total interest expense

Net Interest Income
Provision for Loan Losses
Net Interest Income after Provision for Loan Losses

Other Income:
Service charges on deposit accounts
Mortgage banking income and fees
Rental income
Loss on sale and impairment of real estate owned
Gain from sales of securities available for sale
Gain from business combination
Gain on sale of premises and equipment
Other, net
Total other income

Other Expense:
Salaries and employee benefits
Net occupancy expense
Marketing and advertising
Telephone, postage, and supplies
Deposit insurance premiums
Computer services
Other

Total other expense

Income (Loss) Before Income Taxes

(Unaudited)
Three Months Ended
March 31,
2012 2011
$16,164 $17,107
123 226
336 201
25 20
16,648 17,554
2,353 3,252
388 1,435
2,741 4,687
13,907 12,867
4,500 2,500
9,407 10,367
646 706
1,090 544
140 34
(710 ) (1,612
1,231 -
801 362
3,198 34
5,693 5,444
1,220 1,291
449 634
357 397
510 605
497 516
2,162 1,602
10,888 10,489
1,717 (88

(Unaudited)
Nine Months Ended
March 31,
2012 2011
$49,715 $52,729
320 843
1,006 966
62 42
51,103 54,580
8,093 11,689
1,156 4,382
9,249 16,071
41,854 38,509
13,600 17,600
28,254 20,909
2,013 2,164
2,770 2,781
209 98
(2,695 ) (1,898
- 430
- 5,844
1,228 -
1,413 3,886
4,938 13,305
16,092 17,993
3,594 3,537
1,207 1,741
1,049 1,155
1,551 1,716
1,318 1,349
5,734 9,061
30,545 36,552
2,647 (2,338
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Income Tax Benefit (299 ) (730 ) (496 ) (4,330 )
Net Income $2,016 $642 $3,143 $1,992

The accompanying notes are an integral part of these consolidated financial statements.
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HOMETRUST BANK AND SUBSIDIARY
Consolidated Statements of Comprehensive Income (Loss)
(Dollar amounts in thousands)

(Unaudited) (Unaudited)
Three Months Ended Nine Months Ended
March 31, March 31,
2012 2011 2012 2011
Net Income $2,016 $642 $3,143 $1,992
Other Comprehensive Income:
Unrealized holding gains (losses) on securities
available for sale:
Reclassification of securities losses (gains)
recognized in net income $- $- $- 538
Deferred income tax benefit (expense) - - - (183
Gains arising during the period (6 ) (53 ) 136 (1,864
Deferred income tax expense 2 18 (46 ) 634
Total other comprehensive income (loss) $¢4 ) $(35 ) $90 $(875
Comprehensive Income $2,012 $607 $3,233 $1,117

The accompanying notes are an integral part of these consolidated financial statements.
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HOMETRUST BANK AND SUBSIDIARY

Consolidated Statement of Changes in Equity Capital
(Dollar amounts in thousands)

Balance at June 30, 2010
Net income
Capital from business combination

Other comprehensive income

Balance at March 31, 2011 (unaudited)

Balance at June 30, 2011

Net income
Other comprehensive income

Balance at March 31, 2012 (unaudited)

The accompanying notes are an integral part of these consolidated financial statements.

Retained
Earnings

$151,147

1,992

$153,139

$136,410

3,143

$139,553

Additional
Paid In
Capital

$23,054
8,313

$31,367

$31,367

$31,367

Accumulated

Other

Comprehensive Total Equity

Income (Loss)

$ 614
(875

$ (261

$ (8

90

$ 82

Capital

$174,815
1,992
8,313
) (875

) $184,245

) $167,769

3,143
90

$171,002
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HOMETRUST BANK AND SUBSIDIARY
Consolidated Statements of Cash Flows

(Dollar amounts in thousands)

Operating Activities:
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Provision for loan losses
Depreciation
Deferred income tax benefit
Net amortization and accretion
Gain on sale of premises and equipment
Loss on sale and impairment of real estate owned
Gain from sales of securities available for sale
Gain from business combination
Gain on sale of loans held for sale
Origination of loans held for sale
Proceeds from sales of loans held for sale
Decrease in deferred loan fees, net
Decrease (increase) in accrued interest receivable and other assets
Decrease (increase) in income taxes receivable
Increase (decrease) in other liabilities
Net cash provided by operating activities

Investing Activities:

Purchase of securities available for sale

Proceeds from sales of securities available for sale
Proceeds from maturities of securities available for sale
Purchase of certificates of deposit in other banks
Maturities of certificates of deposit in other banks
Principal repayments of mortgage-backed securities
Net redemptions of Federal Home Loan Bank Stock
Net decrease (increase) in loans

Cash received from business combination

Purchase of premises and equipment

Capital improvements to real estate owned
Proceeds from sales of premises and equipment
Proceeds from sale of real estate owned

Net cash provided by (used in) investing activities

The accompanying notes are an integral part of these consolidated financial statements.

(Unaudited)
Nine Months Ended
March 31,
2012 2011
$3,143 $1,992
13,600 17,600
1,621 1,580
(485 ) 708
(159 ) 26
(1,228 ) -
2,695 1,898
- (430
- (5,844
(2,144 ) (2,387
(148,029 ) (132,038
142,973 139,383
(49 ) (228
(3,413 ) 3,601
178 (2,821
(1,207 ) 3,772
7,496 26,812
(12,539 ) (35,260
- 8,555
37,132 21,022
(25,312 ) (82,227
35,570 58,935
2,179 4,939
1,932 1,161
31,594 (18,409
- 8,190
(2,545 ) (2,025
(302 ) (434
1,400 -
9,324 3,751
78,433 (31,802

R N S
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HOMETRUST BANK AND SUBSIDIARY
Consolidated Statements of Cash Flows (Continued)
(Dollar amounts in thousands)

(Unaudited)
Nine Months Ended
March 31,
2012 2011
Financing Activities:
Net decrease in deposits $(13,306 ) $(97,884
Net increase (decrease) in other borrowings (62,007 ) 8,542
Decrease in capital lease obligations (5 ) (5
Net cash used in financing activities (75,318 ) (89,347
Net Increase (Decrease) in Cash and Cash Equivalents 10,611 (94,337
Cash and Cash Equivalents at Beginning of Period 34,671 116,830
Cash and Cash Equivalents at End of Period $45,282 $22,493
Supplemental Disclosures:
Cash paid during the period for:
Interest $9,186 $13,849
Income taxes 97 23
Noncash transactions:
Unrealized gain in value of securities available for sale,
net of income taxes 90 875
Transfers of loans to real estate owned 11,223 8,713
Loans originated to finance the sale of real estate owned 930 5,952
Business combination:
Assets acquired - 105,126
Liabilities assumed - 90,969
Net assets acquired - 14,157

The accompanying notes are an integral part of these consolidated financial statements.
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HOMETRUST BANK AND SUBSIDIARY
Notes to Consolidated Financial Statements
(Dollar amounts in thousands)

1. Summary of Significant Accounting Policies

These interim financial statements do not contain all necessary disclosures required by accounting principles generally
accepted in the United State of America (“US GAAP”) for a complete set of financial statements and, therefore, should
be read in conjunction with the audited consolidated financial statements and the notes thereto included in the
Prospectus of HomeTrust Bancshares, Inc. filed with the Securities and Exchange Commission (the “SEC”) on May 24,
2012. These financial statements were prepared on a basis consistent with the audited consolidated financial
statements previously referenced and include all normal and recurring adjustments that management believes are
necessary in order to conform to US GAAP. The results for the three and nine months ended March 31, 2012 are not
necessarily indicative of the results that may be expected for the year ending June 30, 2012 or any other future period.

Description of Business — HomeTrust Bank (the “Bank”) is a federally chartered mutual savings bank with twenty retail
offices located in North Carolina. The current business of the Bank is conducted through its seven operating divisions

— HomeTrust Bank, Cherryville Federal Bank, Home Savings Bank of Eden, Industrial Federal Bank of Lexington,
Shelby Savings Bank, Tryon Federal Bank, and Rutherford County Bank. All divisions operate under a single set of
corporate policies and procedures and are recognized as a single banking segment for financial reporting purposes.

Accounting Principles — The accounting and reporting policies of the Bank conform to US GAAP.

Principles of Consolidation and Subsidiary Activities — The accompanying consolidated financial statements include
the accounts of the Bank and its wholly-owned subsidiary, Western North Carolina Service Corporation
(“WNCSC”). WNCSC owns office buildings in Asheville and Hendersonville, North Carolina that are leased to the
Bank and several other tenants. All intercompany items have been eliminated.

Use of Estimates in Financial Statements — The preparation of financial statements in conformity with US GAAP
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

Securities — Premiums and discounts are amortized or accreted over the life of the security as an adjustment to
yield. Dividend and interest income are recognized when earned. Gains or losses on the sale of securities are
recognized on a specific identification, trade date basis.

Declines in the fair value of individual securities below their cost that are other-than-temporary result in write-downs
of the individual securities to their fair value. The related write-downs are included in earnings as realized losses. In
estimating other-than temporary impairment losses, the Bank considers among other things, (i) the length of time and
the extent to which the fair value has been less than cost, (ii) the financial condition and near-term prospects of the
issuer, and (iii) the intent and ability of the Bank to retain its investment in the issuer for a period of time sufficient to
allow for any anticipated recovery of the unrealized loss, and in the case of debt securities, whether it is more likely
than not that the Bank will be required to sell the security prior to a recovery.

Loans — Loans are carried at their outstanding principal amount, less unearned income and deferred nonrefundable loan
fees, net of certain origination costs. Interest income is recorded as earned on an accrual basis. Net deferred loan
origination fees/costs are deferred and amortized to interest income over the life of the related loan. The premium or
discount on purchased loans is amortized over the expected life of the loans and is included in interest income.

14
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Loan Segments and Classes

The Bank’s loan portfolio is grouped into two segments (retail consumer loans and commercial loans) and into four
classes within each segment. The Bank originates, services, and manages its loans based on these segments and
classes. The Bank’s portfolio segments and classes within those segments are subject to risks that could have an
adverse impact on the credit quality of the loan portfolio. Management identified the risks described below as
significant risks that are generally similar among the loan segments and classes.

Retail Consumer loan segment

The Bank underwrites its retail consumer loans using automated credit scoring and analysis tools. These credit scoring
tools take into account factors such as payment history, credit utilization, length of credit history, types of credit
currently in use, and recent credit inquiries. To the extent that the loan is secured by collateral, the value of the
collateral is also evaluated. Common risks to each class of retail consumer loans include general economic conditions
within the Bank’s markets, such as unemployment and potential declines in collateral values, and the personal
circumstances of the borrowers. In addition to these common risks for the Bank’s retail consumer loans, various retail
consumer loan classes may also have certain risks specific to them.

One to four family and construction and land/lot loans are to individuals and are typically secured by 1-4 family
residential property, undeveloped land, and partially developed land in anticipation of pending construction of a
personal residence. Significant and rapid declines in real estate values can result in residential mortgage loan
borrowers having debt levels in excess of the current market value of the collateral. Recent declines in value have led
to unprecedented levels of foreclosures and losses within the banking industry. Construction and land/lot loans often
experience delays in completion and cost overruns that exceed the borrower’s financial ability to complete the project.
Such cost overruns can routinely result in foreclosure of partially completed and unmarketable collateral.

15
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HOMETRUST BANK AND SUBSIDIARY
Notes to Consolidated Financial Statements
(Dollar amounts in thousands)

Home equity lines of credit are often secured by second liens on residential real estate, thereby making such loans
particularly susceptible to declining collateral values. A substantial decline in collateral value could render the Bank’s
second lien position to be effectively unsecured. Additional risks include lien perfection inaccuracies and disputes
with first lien holders that may further weaken collateral positions. Further, the open-end structure of these loans
creates the risk that customers may draw on the lines in excess of the collateral value if there have been significant
declines since origination.

Consumer loans include loans secured by deposit accounts or personal property such as automobiles, boats, and
motorcycles, as well as unsecured consumer debt. The value of underlying collateral within this class is especially
volatile due to potential rapid depreciation in values since date of loan origination in excess of principal repayment.

Commercial loan segment

The Bank’s commercial loans are centrally underwritten based primarily on the customer’s ability to generate the
required cash flow to service the debt in accordance with the contractual terms and conditions of the loan agreement.
The Bank’s commercial lenders and underwriters work to understand the borrower’s businesses and management
experiences. The majority of the Bank’s commercial loans are secured by collateral, so collateral values are important
to the transaction. In commercial loan transactions where the principals or other parties provide personal guarantees,
the Bank’s commercial lenders and underwriters analyze the relative financial strength and liquidity of each guarantor.
Risks that are common to the Bank’s commercial loan classes include general economic conditions, demand for the
borrowers’ products and services, the personal circumstances of the principals, and reductions in collateral values. In
addition to these common risks for the Bank’s commercial loans, the various commercial loan classes also have certain
risks specific to them.

Construction and development loans are highly dependent on the supply and demand for commercial real estate in the

Bank’s markets as well as the demand for the newly constructed residential homes and lots being developed by the
Bank’s commercial loan customers. Prolonged deterioration in demand could result in significant decreases in the
underlying collateral values and make repayment of the outstanding loans more difficult for the Bank’s commercial
borrowers.

Commercial real estate and commercial and industrial loans are primarily dependent on the ability of the Bank’s
commercial loan customers to achieve business results consistent with those projected at loan origination resulting in
cash flow sufficient to service the debt. To the extent that a borrower’s actual business results significantly
underperform the original projections, the ability of that borrower to service the Bank’s loan on a basis consistent with
the contractual terms may be at risk. While these loans and leases are generally secured by real property, personal
property, or business assets such as inventory or accounts receivable, it is possible that the liquidation of the collateral
will not fully satisfy the obligation.

Municipal leases are primarily made to volunteer fire departments and depend on the tax revenues received from the
county or municipality. These leases are mainly secured by vehicles, fire stations, land, or equipment. The
underwriting of the municipal leases is based on the cash flows of the fire department as well as projections of income

for the future.

Credit Quality Indicators

16



Edgar Filing: HomeTrust Bancshares, Inc. - Form 10-Q

Loans are monitored for credit quality on a recurring basis and the composition of the loans outstanding by credit
quality indicator is provided below. Loan credit quality indicators are developed through review of individual
borrowers on an ongoing basis. Generally, loans are monitored for performance on a quarterly basis with the credit
quality indicators adjusted as needed. The indicators represent the rating for loans as of the date presented based on
the most recent assessment performed. These credit quality indicators are defined as follows:

Pass—A pass rated asset is not adversely classified because it does not display any of the characteristics for adverse
classification.

Special Mention—A special mention asset has potential weaknesses that deserve management’s close attention. If left
uncorrected, such potential weaknesses may result in deterioration of the repayment prospects or collateral position at
some future date. Special mention assets are not adversely classified and do not warrant adverse classification.

Substandard—A substandard asset is inadequately protected by the current net worth and paying capacity of the obligor
or of the collateral pledged, if any. Assets classified as substandard generally have a well-defined weakness, or
weaknesses, that jeopardize the liquidation of the debt. These assets are characterized by the distinct possibility of loss

if the deficiencies are not corrected.

Doubtful—An asset classified doubtful has all the weaknesses inherent in an asset classified substandard with the added
characteristic that the weaknesses make collection or liquidation in full highly questionable and improbable, on the
basis of currently existing facts, conditions, and values.

Loss—Assets classified loss are considered uncollectible and of such little value that their continuing to be carried as an

asset is not warranted. This classification is not necessarily equivalent to no potential for recovery or salvage value,
but rather that it is not appropriate to defer a full write-off even though partial recovery may be effected in the future.

10
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HOMETRUST BANK AND SUBSIDIARY
Notes to Consolidated Financial Statements
(Dollar amounts in thousands)

Loans Held for Sale—Loans held for sale are residential mortgages and are valued at the lower of cost or fair value less
estimated costs to sell as determined by outstanding commitments from investors on a “best efforts” basis or current
investor yield requirements, calculated on the aggregate loan basis. Loans sold are generally sold at par value and
sold with servicing released.

Allowance for Loan Losses—The allowance for loan losses is management’s estimate of probable credit losses that are
inherent in the Bank’s loan portfolios at the balance sheet date. The allowance increases when the Bank provides for
loan losses through charges to operating earnings and when the Bank recovers amounts from loans previously written
down or charged off. The allowance decreases when the Bank writes down or charges off loans amounts that are
deemed uncollectible.

Management determines the allowance for loan losses based on periodic evaluations that are inherently subjective and
require substantial judgment because the evaluations require the use of material estimates that are susceptible to
significant change. The Bank generally uses two allowance methodologies that are primarily based on management’s
determination as to whether or not a loan is considered to be impaired.

All classified loans above a certain threshold are evaluated for impairment on a loan-by-loan basis and are considered
impaired when it is probable, based on current information, that the borrower will be unable to pay contractual interest
or principal as required by the loan agreement. Loans that experience insignificant payment delays and payment
shortfalls are not necessarily considered 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 history, and the
amount of the shortfall relative to the principal and interest owed. Impaired loans are measured at their estimated net
realizable value based on either the value of the loan’s expected future cash flows discounted at the loan’s effective
interest rate or on the collateral value, net of the estimated costs of disposal, if the loan is collateral dependent. For
loans considered impaired, an individual allowance for loan losses is recorded when the loan principal balance
exceeds the estimated net realizable value.

For loans not considered impaired, management determines the allowance for loan losses based on estimated loss

percentages that are determined by and applied to the various classes of loans that comprise the segments of the Bank’s
loan portfolio. The estimated loss percentages by loan class are based on a number of factors that include by class (i)

average historical losses over the past three years, (ii) levels and trends in delinquencies, impairments, and net

charge-offs, (iii) trends in the volume, terms, and concentrations, (iv) trends in interest rates, (v) effects of changes in

the Bank’s risk tolerance, underwriting standards, lending policies, procedures, and practices, and (vi) national and
local business and economic conditions.

Future material adjustments to the allowance for loan losses may be necessary due to changing economic conditions
or declining collateral values. In addition, regulatory agencies, as an integral part of their examination process,
periodically review the Bank’s allowance for loan losses and may require the Bank to make adjustments to the
allowance for loan losses based upon judgments that differ significantly from those of management.

Nonperforming Assets—Nonperforming assets can include loans that are past due 90 days or more and continue to
accrue interest, loans on which interest is not being accrued, and foreclosed real estate.

18
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Loans Past Due 90 Days or More, Nonaccruing, Impaired, or Restructured—The Bank’s policies related to when loans
are placed on nonaccruing status conform to guidelines prescribed by bank regulatory authorities. Generally, the Bank
suspends the accrual of interest on loans (i) that are maintained on a cash basis because of the deterioration of the
financial condition of the borrower, (ii) for which payment in full of principal or interest is not expected (impaired
loans), or (iii) on which principal or interest has been in default for a period of 90 days or more, unless the loan is both
well secured and in the process of collection. Under the Bank’s cost recovery method, interest income is subsequently
recognized only to the extent cash payments are received in excess of principal due. Loans are returned to accruing
status when all principal and interest amounts contractually due are brought current and concern no longer exists as to
the future collectability of principal and interest, which is generally confirmed when the loan demonstrates
performance for six consecutive months or payment cycles.

Restructured loans to borrowers who are experiencing financial difficulty, and on which the Bank has granted
concessions that modify the terms of the loan are accounted for as troubled debt restructurings. These loans remain as
troubled debt restructurings until the loan has been paid in full, modified to its original terms, or charged off. The
Bank may place these loans on accrual or nonaccrual status depending on the individual facts and circumstances of the
borrower. Generally, these loans are put on nonaccrual status until there is adequate performance that evidences the
ability of the borrower to make the contractual payments. This period of performance is normally at least nine
months, and may include performance immediately prior to or after the modification, depending on the specific facts
and circumstances of the borrower.

Loan Charge-offs—The Bank charges off loan balances, in whole or in part, when available, verifiable, and
documentable information confirms that specific loans, or portions of specific loans, are uncollectible or
unrecoverable. For unsecured loans, losses are confirmed when it can be determined that the borrower, or any
guarantors, are unwilling or unable to pay the amounts as agreed. When the borrower, or any guarantor, is unwilling
or unable to pay the amounts as agreed on a loan secured by collateral and any recovery will be realized upon the sale
of the collateral, the loan is deemed to be collateral dependent. Repayments or recoveries for collateral dependent
loans are directly affected by the value of the collateral at liquidation. As such, loan repayment can be affected by
factors that influence the amount recoverable, the timing of the recovery, or a combination of the two. Such factors
include economic conditions that affect the markets in which the loan or its collateral is sold, bankruptcy, repossession
and foreclosure laws, and consumer banking regulations. Losses are also confirmed when the loan, or a portion of the
loan, is classified as loss resulting from loan reviews conducted by the Bank or its regulatory examiners.

11
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Charge-offs of loans in the commercial loan segment are recognized when the uncollectibility of the loan balance and
the inability to recover sufficient value from the sale of any collateral securing the loan is confirmed. The
uncollectibility of the loan balance is evidenced by the inability of the commercial borrower to generate cash flows
sufficient to repay the loan as agreed causing the loan to become delinquent. For collateral dependent commercial
loans, the Bank determines the net realizable value of the collateral based on appraisals, current market conditions,
and estimated costs to sell the collateral. For collateral dependent commercial loans where the loan balance, including
any accrued interest, net deferred fees or costs, and unamortized premiums or discounts, exceeds the net realizable
value of the collateral securing the loan, the deficiency is identified as unrecoverable, is deemed to be a confirmed
loss, and is charged off.

Charge-offs of loans in the retail consumer loan segment are generally confirmed and recognized in a manner similar
to loans in the commercial loan segment. Secured retail consumer loans that are identified as uncollectible and are
deemed to be collateral dependent are confirmed as loss to the extent the net realizable value of the collateral is
insufficient to recover the loan balance. Consumer loans not secured by real estate that become 90 cumulative days
past due are charged off to the extent that the fair value of any collateral, less estimated costs to sell the collateral, is
insufficient to recover the loan balance. Consumer loans secured by residential real estate that become 120 days past
due are charged off to the extent that the fair value of the residential real estate securing the loan, less estimated costs
to sell the collateral, is insufficient to recover the loan balance. Loans to borrowers in bankruptcy are subject to
modification by the bankruptcy court and are charged off to the extent that the fair value of any collateral securing the
loan, less estimated costs to sell the collateral, is insufficient to recover the loan balance, unless the Bank expects
repayment is likely to occur. Such loans are charged off within 60 days of the receipt of notification from a
bankruptcy court or when the loans become 120 days past due, whichever is shorter.

Real Estate Owned—Real estate owned consists of real estate acquired as a result of customers’ loan defaults. Foreclosed
real estate is stated at the lower of the related loan balance or the fair value of the property net of the estimated costs of
disposal with a charge to the allowance for loan losses upon foreclosure. Any write-downs subsequent to foreclosure
are charged against operating earnings. To the extent recoverable, costs relating to the development and improvement

of property are capitalized, whereas those costs relating to holding the property are charged to expense.

Income Taxes — The Bank accounts for income taxes using the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the
enactment date. Deferred tax assets are reduced, if necessary, by the amount of such benefits that are not expected to
be realized based upon available evidence.

The Bank recognizes interest and penalties accrued relative to unrecognized tax benefits in its respective federal or
state income taxes accounts. As of March 31, 2012 (unaudited) and June 30, 2011, there were no accruals for
uncertain tax positions and no accruals for interest and penalties. The Bank and its subsidiary file a consolidated
United States federal income tax return, as well as separate unconsolidated North Carolina state income tax
returns. The Bank’s filed income tax returns are no longer subject to examination by taxing authorities for years before
June 30, 2008.
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Recent Accounting Pronouncements — Accounting Standards Update ASU 2011-04 — In May 2011, the Financial
Accounting Standards Board (“FASB”) issued Accounting Standards Update 2011-04, Fair Value Measurement (Topic
820): Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in US GAAP and
International Financial Reporting Standards (“IFRS”). The amendments improve the comparability of fair value
measurements presented and disclosed in financial statements prepared in accordance with US GAAP and IFRSs. The
effective date is the first interim or annual period beginning on or after December 15, 2011. Early application is not
permitted. The adoption of the new guidance did not have a significant impact on the Bank’s financial statements.

Accounting Standards Update ASU 2011-05 — In June 2011, the FASB issued Accounting Standards Update 2011-05,
Comprehensive Income (Topic 220): Presentation of Comprehensive Income. The amendments improve the
comparability, consistency and transparency of financial reporting to increase the prominence of items reported on
other comprehensive income. The effective date is the first interim or annual period beginning on or after
December 15, 2011. Early application is permitted. The adoption of the new guidance did not have a significant
impact on the Bank’s financial statements.

Accounting Standards Update ASU 2011-11 — In December, 2011, the FASB issued ASU 2011-11, Disclosures about
Offsetting Assets and Liabilities, in an effort to improve comparability between US GAAP and IFRS financial
statements with regard to the presentation of offsetting assets and liabilities on the statement of financial position
arising from financial and derivative instruments, and repurchase agreements. The ASU establishes additional
disclosures presenting the gross amounts of recognized assets and liabilities, offsetting amounts, and the net balance
reflected in the statement of financial position. Descriptive information regarding the nature and rights of the offset
must also be disclosed. The adoption of the new guidance is not expected to have an impact on the Bank’s financial
statements.

Accounting Standards Update ASU 2011-12 — In December, 2011, the FASB issued ASU 2011-12, Deferral of the
Effective Date to the Presentation of Reclassifications of Items out of Accumulated Other Comprehensive Income in
Accounting Standards Update 2011-05. In response to stakeholder concerns regarding the operational ramifications of
the presentation of these reclassifications for current and previous years, the FASB has deferred the implementation
date of this provision to allow time for further consideration. The requirement in ASU 2011-05, Presentation of
Comprehensive Income, for the presentation of a combined statement of comprehensive income or separate, but
consecutive, statements of net income and other comprehensive income is still effective for fiscal years and interim
periods beginning after December 15, 2011 for public companies, and fiscal years ending after December 15, 2011 for
nonpublic companies. The adoption of the new guidance is not expected to have a significant impact on the Bank’s
financial statements.
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2. Business Combinations

Effective October 1, 2010, the Bank completed a business combination with Cherryville Savings and Loan

Association (Cherryville) of Cherryville, NC. Cherryville was a mutually-chartered savings bank operating one full

service banking office in Gaston County, NC. This combination continued the Bank’s strategy to combine with other
institutions to better respond to increasing regulatory burdens while preserving the value and culture of community

banks. This business combination was accounted for under the acquisition method of accounting. The acquired

assets, assumed liabilities, and identifiable intangible assets were recorded at their respective acquisition date fair

values. The Bank recognized $8,313 as the fair value of Cherryville’s equity as a separate component to equity capital
as required for business combinations of mutual institutions. In determining this fair value, both the market approach

and the income approach were used and weighted as deemed appropriate for the valuation of a mutual institution. The

fair value of Cherryville’s equity was less than the fair value of net assets due to its distinct characteristics as a mutual
institution and current market conditions that had an overall negative impact on the valuation of financial

institutions. As a result, the Bank recorded a gain of $5,844 which represented the excess of the net fair value of

assets and liabilities over the fair value of Cherryville’s equity.

The statement of net assets as of the effective date is presented in the following table.
As of

October 1, 2010
Net assets acquired at fair value from the business combination with Cherryville:

Cash and cash equivalents $ 8,190
Investment securities 31,817
Loans, net 59,037
Premises and equipment 760
Other assets 5,112
Core deposit intangible 40
Deposits (86,460 )
Other liabilities (4,339 )
Total identifiable net assets at fair value 14,157
Fair value of the equity of Cherryville 8,313
Gain on business combination $ 5,844

The purchase accounting adjustments related to investments, loans, and deposits are being accreted or amortized into
income using methods that approximate a level yield over their respective estimated lives. Purchase accounting
adjustments related to core deposit intangibles are being amortized and recorded as noninterest expense over their
respective estimated lives using accelerated methods.
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The carrying amount of acquired loans from Cherryville as of October 1, 2010 consisted of purchased performing
loans and purchased impaired loans as detailed in the following table:

Purchased Purchased
Performing Impaired Total
Loans Loans Loans

One to four family loans $ 44,812 $ 2,094 $ 46,906
Commercial real estate loans 7,433 55 7,488
Home equity lines of credit 3,130 202 3,332
Commercial loans 823 205 1,028
Consumer loans 282 - 282
Total $ 56,480 $ 2,556 $ 59,036

The following table presents the purchased performing loans and purchased impaired loans receivable for Cherryville
at March 31, 2012 (unaudited), June 30, 2011, and October 1, 2010 (the combination date). The amounts include
principal only and do not reflect accrued interest as of the date of the acquisition or beyond:

Purchased Performing Loans

March 31, June 30, October 1,
2012 (Unaudited) 2011 2010
Contractually required principal
payments receivable $ 42,590 $ 44,987 $ 56,445
Fair value adjustment for credit,
interest rate, and liquidity 93 85 35
Fair value of purchased loans
receivable $ 42,683 $ 45,072 $ 56,480
Purchased Impaired Loans
March 31, June 30, October 1,
2012 (Unaudited) 2011 2010
Contractually required principal
payments receivable $ 2,547 $ 2,812 $ 2,992
Non-accretable fair value adjustment (365 ) (416 ) (436 )
Fair value of purchased loans
receivable $ 2,182 $ 2,396 $ 2,556

The amounts of Cherryville’s net interest income and net income included in the Bank’s consolidated income statement
for the year ended June 30, 2011 and the net interest income and net income of the combined entity had the
acquisition date been July 1, 2010, July 1, 2009, or July 1, 2008 are:

Net Interest Net
Income Income/(Loss)
Actual from October 1, 2010 to June 30, 2011 $ 39,415 $ (15,780 )
Supplemental pro forma from July 1, 2010 to June 30, 2011 52,168 (15,021 )
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Supplemental pro forma from July 1, 2009 to June 30, 2010 48,350
3. Securities Available for Sale
Securities available for sale consist of the following:

March 31, 2012 (Unaudited)

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses
U.S. Government Agencies $ 6,307 $ 2 $ b
Residential Mortgage-backed
Securities of U.S. Government
Agencies and Government-
Sponsored Enterprises 25,860 143 (16
Total $ 32,167 $ 145 $ (@1

14

7,570
Estimated
Fair
Value
$ 6,304
25,987
$ 32,291
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June 30, 2011

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

U.S. Government Agencies $ 37,494 $ 31 $ (121 ) $ 37,404
Residential Mortgage-backed

Securities of U.S. Government

Agencies and Government-

Sponsored Enterprises 21,534 131 (53 ) 21,612
Total $ 59,028 $ 162 $ (174 ) $ 59,016

Debt securities available for sale by contractual maturity are shown below. Mortgage-backed securities are not
included in the maturity categories because the borrowers in the underlying pools may prepay without penalty;
therefore, it is unlikely that the securities will pay at their stated maturity schedule.

March 31, 2012 (Unaudited)

Amortized Estimated
Cost Fair Value
Due within one year $ 6,000 $ 6,002
Due after one year through five years 102 101
Due after five years through ten years 205 201
Due after ten years - -
Mortgage-backed securities 25,860 25,987
Total $ 32,167 $ 32,291
June 30, 2011
Amortized Estimated
Cost Fair Value
Due within one year $ 8,002 $ 8,003
Due after one year through five years 18,663 18,642
Due after five years through ten years 6,198 6,140
Due after ten years 4,631 4,619
Mortgage-backed securities 21,534 21,612
Total $ 59,028 $ 59,016

Gross proceeds and gross realized gains and losses from sales of securities recognized in net income follow:

(Unaudited) (Unaudited)
Three Months Ended Nine Months Ended
March 31, March 31,
2012 2011 2012 2011
Gross proceeds from sales of
securities $ - $ - $ - $ 8,555
- - - 443
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Gross realized gains from sales of

securities

Gross realized losses from sales

of securities - - - 13

Securities available for sale with costs totaling $15,692 (unaudited) and $10,081 (market value of $15,711 (unaudited)
and $10,103) at March 31, 2012 and June 30, 2011, respectively, were pledged as collateral to secure various public
deposits and retail repurchase agreements.
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The gross unrealized losses and the fair value for securities available for sale aggregated by the length of time that
individual securities have been in a continuous unrealized loss position as of March 31, 2012 and June 30, 2011 are as

follows:

U.S. Government Agencies $

Residential Mortgage-
backed Securities of U.S.
Government Agencies and
Government-Sponsored
Enterprises

Total $

U.S. Government Agencies $

Residential Mortgage-
backed Securities of U.S.
Government Agencies and
Government-Sponsored
Enterprises

Total $

March 31, 2012 (Unaudited)

Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
- $ - $ 302 $ S ) §$ 302 $ 6 )
12,048 (13 ) 109 3 ) 12,157 (16 )
12,048 $ 3 ) $ 411 $ 8@ ) $ 12459 $ 21 )
June 30, 2011
Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
20,304 $ (121 ) $ - $ - $ 20,304 $ 121 )
10,278 G2 ) 63 a1 ) 10,341 B3 )
30,582 $ 173 ) $ 63 $ 4 ) $ 30645 $ (174 )

The total number of securities with unrealized losses at March 31, 2012, and June 30, 2011 were 18 (unaudited) and
71, respectively. Unrealized losses on securities have not been recognized in income because management has the
intent and ability to hold the securities for the foreseeable future, and has determined that it is not more likely than not
that the Bank will be required to sell the securities prior to a recovery in value. The decline in fair value is largely due
to decreases in market interest rates. The Bank had no other than temporary impairment losses during the nine month
period ended March 31, 2012 (unaudited) or the year ended June 30, 2011. The Bank, as a member of the FHLB, is
required to maintain an investment in FHLB capital stock. No ready market exists for the FHLB stock and the
carrying value approximates its fair value based on the redemption provisions of the FHLB.

4. Loans

Loans consist of the following:

Retail consumer loans:

(Unaudited)
March 31, June 30,
2012 2011
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One to four family
Home equity lines of credit
Construction and land/lots
Consumer
Total retail consumer loans
Commercial loans:
Commercial real estate
Construction and development
Commercial and industrial
Municipal leases
Total commercial loans
Total loans
Less:
Allowance for loan and lease losses
Deferred loan fees, net
Discount on loans from business combination
Loans, net

$

623,961
145,637
58,681
3,930
832,209

247,361
46,760
15,294
119,035
428,450
1,260,659

(36,121
(2,040
(1,309
1,221,189

$

610,528
156,720
68,199
4,265
839,712

269,449
79,458
19,250
122,921
491,078
1,330,790

(50,140
(2,713
(1,560
1,276,377
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All the qualifying first mortgage loans, home equity lines of credit, and FHLB Stock were pledged as collateral to
secure the FHLB advances.

The Bank’s total loans by segment, class, and grade follow:

Special
Pass Mention Substandard Doubtful Loss Total
March 31, 2012
(unaudited)
Retail consumer loans:
One to four family $ 560,099 $ 6,408 $ 51,421 $ 6,030 $ 3 $ 623,961
Home equity lines of
credit 137,250 2,115 5,069 1,201 2 145,637
Construction and
land/lots 53,125 964 3,152 1,440 - 58,681
Consumer 3,687 3 220 20 - 3,930
Commercial loans:
Commercial real estate 197,994 20,177 26,791 2,399 - 247,361
Construction and
development 22,355 5,462 18,942 - 1 46,760
Commercial and
industrial 10,882 767 3,484 157 4 15,294
Municipal leases 117,348 243 1,444 - - 119,035
Total loans $ 1,102,740 $ 36,139 $ 110,523 $ 11,247 $ 10 $ 1,260,659
Special
Pass Mention Substandard ~ Doubtful Loss Total
June 30, 2011
Retail consumer loans:
One to four family $ 546232 $ 5922 $ 58,328 $ 46 $ - $ 610,528
Home equity lines of
credit 147,769 907 7,903 141 - 156,720
Construction and
land/lots 60,040 814 7,345 - - 68,199
Consumer 3,873 115 254 15 8 4,265
Commercial loans:
Commercial real estate 217,701 26,090 25,646 12 - 269,449
Construction and
development 28,789 7,070 43,599 - - 79,458
Commercial and
industrial 15,240 1,017 2,836 157 - 19,250
Municipal leases 121,551 547 823 - - 122,921
Total loans $ 1,141,195 $ 42,482 $ 146,734 $ 371 $ 8 $ 1,330,790
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The Bank’s total loans by segment, class, and delinquency status follows:
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30-89 Days
March 31, 2012 (unaudited)
Retail consumer loans:
One to four family $ 10,227
Home equity lines of credit 535
Construction and land/lots 751
Consumer 25
Commercial loans:
Commercial real estate 4,391
Construction and development 4,341
Commercial and industrial 49
Municipal leases -
Total loans $ 20,319
30-89 Days
June 30, 2011
Retail consumer loans:
One to four family $ 13,569
Home equity lines of credit 824
Construction and land/lots 594
Consumer 4
Commercial loans:
Commercial real estate 2,594
Construction and development 1,511
Commercial and industrial 19
Municipal leases -
Total loans $ 19,115

$

$

$

Past Due
90 Days +

17,761
2,632
1,820
50

8,057
4,936
234

35,490

Past Due
90 Days +

15,082
1,984
2,766
22

8,045
15,788
2

474
44,163

Total

27,988
3,167
2,571
75

12,448
9,277
283

55,809
Total

28,651
2,808
3,360
26

10,639
17,299
21

474
63,278

Current

595973 %
142,470
56,110

3,855

234,913
37,483
15,011
119,035
1,204,850 $

Current

581,877  $
153,912
64,839

4,239

258,810
62,159
19,229
122,447
1,267,512 $

Total
Loans

623,961
145,637
58,681
3,930

247,361
46,760
15,294
119,035

1,260,659

Total
Loans

610,528
156,720
68,199
4,265

269,449
79,458
19,250
122,921

1,330,790
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The Bank’s recorded investment in loans, by segment and class, that are not accruing interest or are 90 days or more
past due and still accruing interest follow:

(Unaudited)
March 31, 2012 June 30, 2011
90 Days + & 90 Days + &
Nonaccruing still accruing Nonaccruing still accruing
Retail consumer loans:
One to four family $ 33,536 $ - $ 17,821 $ -
Home equity lines of credit 4,100 - 2,536 -
Construction and land/lots 3,747 - 2,766 -
Consumer 75 - 23 -
Commercial loans:
Commercial real estate 18,761 - 8,197 -
Construction and development 16,320 - 16,620 -
Commercial and industrial 581 - 40 -
Municipal Leases - - 474 -
Total loans $ 77,120 $ - $ 48,477 $ -

The Bank’s loans that were performing under the terms of troubled debt restructurings (TDRs) that were excluded from
nonaccruing loans above follow:

(Unaudited)
March 31, June 30,
2012 2011
Performing restructured loans included in impaired loans ~ $ 18,503 $ 49,379
An analysis of the allowance for loan losses follows:
(Unaudited) (Unaudited)
Three Months Ended  Nine Months Ended
March 31, 2012 March 31, 2012
Balance at beginning of period $ 36,774 $ 50,140
Provision for loan losses 4,500 13,600
Charge-offs (5,447 ) (28,807 )
Recoveries 294 1,188
Balance at end of period $ 36,121 $ 36,121
An analysis of the allowance for loan losses by segment follows:
(Unaudited) (Unaudited)
Three Months Ended March 31, 2012 Nine Months Ended March 31, 2012
Retail Retail
Consumer Commercial Total Consumer Commercial Total
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Balance at
beginning of period $ 21,156 $ 15,618 $ 36,774 $ 23511 $ 26,629 $ 50,140
Provision for loan

losses 3,526 974 4,500 11,449 2,151 13,600
Charge-offs (3,130 ) 2,317 ) (5,447 ) (13,563 ) (15,244 ) (28,807 )
Recoveries 185 109 294 340 848 1,188
Balance at end of

period $ 21,737 $ 14,384 $ 36,121 $ 21,737 $ 14,384 $ 36,121

At March 31, 2012, the Bank revised its methodology for the allowance for loan losses to better reflect the risks
within each loan class. These changes included reducing the historic look back period to 2 years (8 quarters) from 2.5
years (10 quarters), adding new concentration adjustments for Cherryville Federal and Industrial Federal
pre-partnership loans. In addition, the qualitative factors on the one to four family, commercial real estate,
construction and land/lots, and construction and development classes were adjusted to better reflect the overall risk in
each of these classes as a result of the change to the historic look back period.
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The Bank’s ending balances of loans and the related allowance, by segment and class, follows:

Allowance for Loan Losses Total Loans Receivable
Loans Loans
individually Loans individually Loans
evaluated evaluated
for Collectively for Collectively
March 31, 2012 (unaudited) impairment  Evaluated Total impairment  Evaluated Total
Retail consumer loans:
One- to four-family $1,189 $13,480 $14,669 $39,951 $584,010 $623,961
Home equity 301 3,173 3,474 3,650 141,987 145,637
Construction and land/lots 398 3,087 3,485 4,210 54,471 58,681
Consumer - 109 109 1 3,929 3,930
Commercial loans:
Commercial real estate 360 6,057 6,417 21,843 225,518 247,361
Construction and
development 272 6,554 6,826 17,199 29,561 46,760
Commercial and industrial 145 200 345 2,969 12,325 15,294
Municipal leases - 796 796 386 118,649 119,035
Total $2,665 $33,456 $36,121 $90,209 $1,170,450 $1,260,659
June 30, 2011
Retail consumer loans:
One- to four-family $3,240 $10,868 $14,108 $29,319 $581,209 $610,528
Home equity 623 3,087 3,710 6,310 150,410 156,720
Construction and land/lots 1,489 4,018 5,507 4,842 63,357 68,199
Consumer - 213 213 - 4,265 4,265
Commercial loans:
Commercial real estate 1,997 7,430 9,427 21,203 248,246 269,449
Construction and
development 10,712 4,887 15,599 41,126 38,332 79,458
Commercial and industrial 176 277 453 2,823 16,427 19,250
Municipal leases - 1,123 1,123 - 122,921 122,921
Total $18,237 $31,903 $50,140 $105,623 $1,225,167 $1,330,790
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The Bank’s impaired loans and the related allowance, by segment and class, follows:

Total Impaired Loans

With a With No Related
Recorded Recorded Recorded

March 31, 2012 (unaudited) Allowance Allowance Total Allowance
Retail consumer loans:

One to four family $6,659 $37,850 $44,509 $1,275

Home equity lines of credit 413 4,198 4,611 320

Construction and land/lots 1,248 3,090 4,338 405

Consumer - 75 75 2
Commercial loans:

Commercial real estate 2,844 19,229 22,073 366

Construction and development 2,005 15,658 17,663 361

Commercial and industrial 276 2,945 3,221 144

Municipal leases - 385 385 -

Total impaired loans $13,445 $83,430 $96,875 $2,873

June 30, 2011
Retail consumer loans:

One to four family $28,467 $15,297 $43,764 $3,748

Home equity lines of credit 3,168 3,680 6,848 646

Construction and land/lots 4,662 2,199 6,861 1,733

Consumer 23 - 23 2
Commercial loans:

Commercial real estate 9,952 12,176 22,128 2,041

Construction and development 25,329 16,412 41,741 10,786

Commercial and industrial 278 2,564 2,842 176

Municipal leases 710 - 710 10

Total impaired loans $72,589 $52,328 $124917 $19,142

The table above includes $6,666 (unaudited) and $19,294, of impaired loans that were not individually evaluated at
March 31, 2012 and June 30, 2011, respectively, because these loans did not meet the Bank’s threshold for individual
impairment evaluation. The recorded allowance above includes $218 (unaudited) and $905 related to these loans that
were not individually evaluated at March 31, 2012 and June 30, 2011, respectively.
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For the three and nine months ended March 31, 2012, the following table presents a breakdown of the types of
concessions made on TDRs by loan class:

Below market interest rate:
Retail consumer:
One to four family
Home equity lines of credit
Construction and land/lots
Commercial:
Commercial real estate
Construction and
development
Total

Three Months Ended
March 31, 2012 (Unaudited)
Pre- Post-
Modification Modification

Number  Outstanding Outstanding
of Recorded Recorded
Loans Investment Investment
9 $ 3,028 $ 3,641
2 81 81
11 $ 3,109 $ 3,722

Nine Months Ended
March 31, 2012 (Unaudited)
Pre- Post-
Modification Modification

Number  Outstanding Outstanding
of Recorded Recorded

Loans Investment  Investment

26 $ 8,052 $ 7,837

2 81 81

2 172 172

1 286 281

1 260 256

32 $ 8,851

36



