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United States

Securities and Exchange Commission
Washington, D.C. 20549

FORM 10-K

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
FOR THE FISCAL YEAR ENDED SEPTEMBER 30, 2016.

OR

.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: 001-34654

Washington Federal, Inc.
(Exact name of registrant as specified in its charter)

Washington 91-1661606

(State or other jurisdiction of (L.R.S. Employer

incorporation or organization) Identification No.)

425 Pike Street, Seattle, Washington 98101

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (206) 624-7930

Securities registered pursuant to Section 12(b) of the Act:

Title of each Class Name of each exchange on which registered
Common Stock, $1.00 par value per share NASDAQ Stock Market

Securities registered pursuant to section 12(g) of the Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities

Act. Yes x No ~

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the

Act. Yes © No x

Indicate by check mark whether the registrant (1) has filed all reports required 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 ~

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 (§
229.405 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 ~

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. x

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 the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
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company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer ~ Non-accelerated filer ~ Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the

Act). Yes © No x

The aggregate market value of the registrant's common stock ("Common Stock") held on March 31, 2016, by
non-affiliates was $2,044,610,449 based on the NASDAQ Stock Market closing price of $22.65 per share on that date.
This is based on 90,269,777 shares of Common Stock that were issued and outstanding on this date, which excludes
1,000,464 shares held by all directors and executive officers of the Registrant.

At November 17, 2016, there were 89,081,623 shares of Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

List hereunder the following documents incorporated by reference and the Part of Form 10-K into which the document
is incorporated:

(1) Portions of the Registrant’s Annual Report to Stockholders for the fiscal year ended September 30, 2016, are
incorporated into Part II, Items 5-8 and Part III, Item 12 of this Form 10-K.

(2) Portions of the Registrant’s definitive proxy statement for its Annual Meeting of Stockholders to be held on
January 18, 2017 are incorporated into Part III, Items 10-14 of this Form 10-K.




Edgar Filing: WASHINGTON FEDERAL INC - Form 10-K

Table of Contents

PART 1
Washington Federal, Inc. (the "Company") makes statements in this Annual Report on Form 10-K that constitute
forward-looking statements. Words such as “expects,” “anticipates,” “believes,” “estimates,” “intends,” “forecasts,” “projects”
other similar expressions or future or conditional verbs such as “will,” “should,” “would” and “could” are intended to help
identify such forward-looking statements. These statements are not historical facts, but instead represent current
expectations, plans or forecasts of the Company and are based on the beliefs and assumptions of the management of
the Company and the information available to management at the time that these disclosures were prepared. The
Company intends for all such forward-looking statements to be covered by the safe harbor provisions for
forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995 and the
provisions of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.
These statements are not guarantees of future results or performance and involve certain risks, uncertainties and
assumptions that are difficult to predict and often are beyond the Company's control. Actual outcomes and results may
differ materially from those expressed in, or implied by, the Company's forward-looking statements.
You should not place undue reliance on any forward-looking statement and should consider the following
uncertainties and risks, as well as the risks and uncertainties discussed elsewhere in this report, including under
Item 1A. “Risk Factors,” and in any of the Company's other subsequent Securities and Exchange Commission filings,
which could cause the Company's future results to differ materially from the plans, objectives, goals, estimates,
intentions, and expectations expressed in forward-looking statements:
a deterioration in economic conditions, including declines in the real estate market and home sale volumes and
financial stress on borrowers as a result of the uncertain economic environment;
the severe effects of the continued economic downturn, including high unemployment rates and declines in housing
prices and property values, in the Company's primary market areas;
the effects of and changes in monetary and fiscal policies of the Board of Governors of the Federal Reserve System
and the U.S. Government;
fluctuations in interest rate risk and changes in market interest rates;
the Company's ability to make accurate assumptions and judgments about the collectability of its loan
portfolio, including the creditworthiness of its borrowers and the value of the assets securing these loans;
the Company's ability to successfully complete merger and acquisition activities and realize expected strategic and
operating efficiencies associated with such activities;
legislative and regulatory limitations, including those arising under the Dodd-Frank Act and potential limitations in
the manner in which the Company conducts its business and undertake new investments and activities;
the ability of the Company to obtain external financing to fund its operations or obtain this financing on favorable
terms;
changes in other economic, competitive, governmental, regulatory, and technological factors affecting the Company's
markets, operations, pricing, products, services and fees;
the success of the Company at managing the risks involved in the foregoing and managing its business; and
the timing and occurrence or non-occurrence of events that may be subject to circumstances beyond the Company's
control.

EEINT3 LT3

All forward-looking statements speak only as of the date on which such statements are made, and the Company
undertakes no obligation to update or revise any forward-looking statements to reflect changed assumptions, the
occurrence of unanticipated events, changes to future operating results over time, or the impact of circumstances
arising after the date the forward-looking statement was made.
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General

Washington Federal, Inc., formed in November 1994, is a Washington corporation headquartered in Seattle,
Washington. The Company is a bank holding company that conducts its operations through a federally-insured
national bank subsidiary, Washington Federal, National Association (“Bank’). As used throughout this document, the
terms “Washington Federal” or the “Company” refer to Washington Federal, Inc. and its consolidated subsidiaries and the
term "Bank" refers to the operating subsidiary Washington Federal, National Association.

The Company's fiscal year end is September 30th. All references to 2016, 2015 and 2014 represent balances as of
September 30, 2016, September 30, 2015 and September 30, 2014, respectively, or activity for the fiscal years then
ended.

The business of the Bank consists primarily of accepting deposits from the general public and investing these funds in
loans of various types, including first lien mortgages on single-family dwellings, construction loans, land acquisition
and development loans, loans on multi-family, commercial real estate and other income producing properties, home
equity loans and business loans. It also invests in certain United States government and agency obligations and other
investments permitted by applicable laws and regulations. As of September 30, 2016, Washington Federal has 238
branches located in Washington, Oregon, Idaho, Arizona, Utah, Nevada, New Mexico and Texas. Through its
subsidiaries, the Company is also engaged in real estate investment and insurance brokerage activities.

The principal sources of funds for the Company's activities are retained earnings, loan repayments, net deposit
inflows, repayments and sales of investments and borrowings. Washington Federal's principal sources of revenue are
interest on loans and interest and dividends on investments. Its principal expenses are interest paid on deposits, credit
costs, general and administrative expenses, interest on borrowings and income taxes.

The Bank is subject to extensive regulation, supervision and examination by the Office of the Comptroller of the
Currency ("OCC"), its primary federal regulator, the Consumer Financial Protection Bureau ("CFPB") and the Federal
Deposit Insurance Corporation ("FDIC"), which insures its deposits up to applicable limits. Washington Federal, as a
bank holding company, is subject to extensive regulation, supervision and examination by the Board of Governors of
the Federal Reserve System (" Federal Reserve"). The CFPB has broad authority to regulate providers of credit,
payments and other consumer financial products and services and to bring actions to enforce federal consumer
protection legislation as necessary.

The regulatory structure gives the regulatory authorities extensive discretion in connection with their supervisory and
enforcement activities. Any change in such regulation, whether by the OCC, the FDIC, the Federal Reserve, the CFPB
or the U.S. Congress, could have a significant impact on the Company and its operations. See “Regulation” section
below.
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Average Statements of Financial Condition

Year Ended September 30,

2016 2015 2014

Average AverageAverage AverageAverage Average
Balance Interest Rate  Balance Interest Rate  Balance Interest Rate

(In thousands)

Assets

Loans receivable (1) $9,511,351 $454,085 4.77 % $8,598,435 $437,002 5.08 % $7,997,566 $430,850 5.39 %
Mortgage-backed ) 737 947 62040 230 3,073,180 71392 232 3275846 80260 245
securities
Cash and other
investment 1,167,596 16282 139 1634441 20363 125 1866560 20964 1.12
securities (2)

FHLB & FRB stock 113,664 3477  3.06 138443 1,796 130 168078 1623 .97
Zsost;lsmtere“'earmng13,530,558 536,793 3.97 % 13,444,499 530,553 3.95% 13,308,050 533,697 4.01%
Other assets 1,181,975 1,102,827 969,653

Total assets $14,712,533 $14,547,326 $14,277,703

Liabilities and

Stockholders’ Equity

Customer accounts  $10,589,817 52,485 .50 % $10,656,687 51,054 .48 % $10,325,110 58,524 .57 %
FHLB advances 1,992,434 64,059 322 1,848,904 66,018 3.57 1955205 69,553  3.56

Total interest-bearing, ) o7 751 116544 93 % 12.505.591 117.072 .94 % 12280315 128.077 1.05%

liabilities

Other liabilities 161,446 89,140 27,437
Total liabilities 12,743,697 12,594,731 12,307,752
Stockholders’ equity 1,968,836 1,952,595 1,969,951

Total liabilities and )\ 75 535 $14,547.326 $14.277.703
stockholders’ equity

Net interest

income/Interest rate $420,249 3.04 % $413,481 3.01 % $405,620 2.96 %
spread

Net interest 3.11 % 3.08 % 3.05%
margin (3)

(I)Interest income includes net accretion of deferred loan fees and costs of $29.9 million, $29.7 million, and $27.8

million for year ended 2016, 2015 and 2014, respectively.

(2)Includes cash equivalents and non-mortgage backed security investments, such as U.S. agency obligations, mutual
funds, corporate bonds, and municipal bonds.

(3)Net interest income divided by average interest-earning assets.

Lending Activities
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General. The Company's net portfolio of loans totaled $9.9 billion at September 30, 2016 and represents 66.6% of
total assets. The Bank's lending activities include the origination of loans secured by real estate, including long-term
fixed-rate and adjustable-rate mortgage loans, adjustable-rate construction loans, adjustable-rate land development
loans, fixed-rate and adjustable-rate multi-family loans, fixed-rate and adjustable-rate commercial real estate loans and
fixed-rate and adjustable-rate business loans.

The following table sets forth the composition of the Bank’s loan portfolio.

September 30, September 30, September 30, September 30, September 30,

2016 2015 2014 2013 2012

(In thousands)
Non-Acquired loans
refilé‘eg;fi';amﬂy $5.621,06651.3%$5,651,84557.5%$5,560.20362.6% $5,359,14964.2%$5.778.92270.1 %
Construction 1,110,411 10.1 2005509 2.0 140060 1.6 130,778 1.6 129637 1.6
Construction - custom 473,069 43 396307 4.0 385824 43 302722 3.6 211690 26
Land -acquisition & )0 ysc 11 94008 1.0 77832 09 77775 09 124677 15
development
loissd'consumerk’t 101,853 0.9 103989 1.1 108623 12 121671 15 141,844 1.7
Multi-family 1,118,801 102 1,125722 115 917286 103 831,684 10.0 710,140 8.6
Commercial real estate 956,164 8.7 986,270 10.0 591,336 6.7 414,961 5.0 319,210 3.9

Commercial & 946,648 8.6 612,836 62 379226 43 243,199 29 162,823 2.0

industrial
HELOC 134,785 1.2 127,646 1.3 116,042 13 112,186 1.3 112,902 1.4
Consumer 137,450 1.3 194,655 2.0 132,590 1.5 47,141 0.6 63,374 0.8
Total non-acquired loans 10,716,403 97.9%9,493,987 96.6%8,409,022 94.7% 7,641,266 91.5%7,755,219 94.1%
Acquired loans 115,394 1.1 166,293 1.7 184,188 2.1 250,379 3.0 — —
ﬁ)flilt impaired acquired gg 37 6g 87081 09 76507 09 98900 12 11LI17 1.3
Covered loans 28,974 03 75,909 0.8 213,203 24 363,046 4.3 374356 4.5
Total gross loans 10,950,608 100 %9,823,270 100 % 8,882,920 100 %8,353,591 100 %8,240,692 100 %
Less:
Allowance for
113,494 106,829 114,591 116,741 133,147
probable losses
Loans in process 879,484 476,796 346,172 276,375 214,187

Discount on acquired
loans
Deferred net

11,306 30,095 59,874 100,444 118,563

| oee 35,404 38,916 37485 36,054 34421
origination fees
Total loan contra 1,039,688 652,636 558,122 529,614 500,318
accounts
Net Loans $9.910,920 $9.170,634 $8.,324.798 $7.823.977 $7.740,374
5
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The following table summarizes the Company’s loan portfolio, due for the periods indicated based on contractual terms
to maturity or repricing. Amounts are presented prior to deduction of net discounts and premiums, loans in process,
deferred net loan origination fees and costs and allowance for loan losses.

1to5S
Years

After 5
Years

Less than

1 Year
(In thousands)
$5,658,830 $1,051,400 $2,146,460 $2,460,970

September 30, 2016 Total

Single-family residential

Construction 1,110,411 859,981 120,611 129,819
Construction — custom 473,068 50,076 156,494 266,498
Land — acquisition and development1 18,497 113,726 4,771 —
Land — consumer lot loans 104,567 33,170 56,031 15,366
Multi-family 855,972 9,356 54,396 792,220
Commercial real estate 1,361,957 451,045 910,912 —
Commercial & industrial 978,589 582,958 181,447 214,184
HELOC 149,716 149,164 552 —
Consumer 139,001 74,796 37,168 27,037

$10,950,608 $3,375,672 $3,668,842 $3,906,094
The contractual loan payment period for residential mortgage loans originated by the Company normally ranges from
15 to 30 years. Experience during recent years has indicated that, because of prepayments in connection with
refinancing and sales of property, residential loans have a weighted average life of four to ten years.

The following summary breaks down the Company's fixed rate and adjustable rate loans by time to maturity or to rate
adjustment.

September 30, 2016
Fixed-Rate

Term To Maturity Gross Loans

Adjustable-Rate
Term To Rate Adjustment Gross Loans

(In thousands)

Within 1 year $29,428 Less than 1 year
1 to 3 years 326,859 1 to 3 years
3 to 5 years 192,202 3 to 5 years
5 to 10 years 693,099 5to 10 years
10 to 20 years 1,020,654 10 to 20 years
Over 20 years 4,690,048 Over 20 years

$ 6,952,290

(In thousands)
$ 1,362,480
1,457,584
552,402
625,852

$3,998,318

Lending Programs and Policies. The Bank's lending activities include the commercial and consumer loans, including

the following loan categories.

Single-family residential loans. The Bank primarily originates 30 year fixed-rate mortgage loans secured by
single-family residences. Moreover, it is the Bank's general policy to include in the documentation evidencing its
conventional mortgage loans a due-on-sale clause, which facilitates adjustment of interest rates on such loans when

the property securing the loan is sold or transferred.

All of the Bank's mortgage lending is subject to written, nondiscriminatory underwriting standards, loan origination
procedures and lending policies approved by the Company's Board of Directors (the "Board"). Property valuations are
required on all real estate loans. Appraisals are prepared by independent appraisers, reviewed by staff of the Bank, and
approved by the Bank's management. Property evaluations are sometimes utilized in lieu of appraisals on
single-family real estate loans of $250,000 or less and are reviewed by the Bank's staff. Detailed loan applications are
obtained to determine the borrower's ability to repay and the more significant items on these applications are verified
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Depending on the size of the loan involved, a varying number of officers of the Bank must approve the loan
application before the loan can be granted. Federal guidelines limit the amount of a real estate loan made to a specified
percentage of the value of the property securing the loan, as determined by an evaluation at the time the loan is
originated. This is referred to as the loan-to-value ratio. The Board sets the maximum loan-to-value ratios for each
type of real estate loan offered by the Bank.

When establishing general reserves for loans with loan-to-value ratios exceeding 80% that are not insured by private
mortgage insurance, the Bank considers the additional risk inherent in these products, as well as their relative loan loss
experience, and provides reserves when deemed appropriate. The total balance for loans with loan-to-value ratios
exceeding 80% at origination as of September 30, 2016, was $477 million, with allocated reserves of $9.8 million.
Construction loans. The Bank originates construction loans to finance construction of single-family and multi-family
residences as well as commercial properties. Loans made to builders are generally tied to an interest rate index and
normally have maturities of two years or less. Loans made to individuals for construction of their home generally are
30 year fixed rate loans. The Bank's policies provide that for residential construction loans, loans may be made for
85% or less of the appraised value of the property upon completion. As a result of activity over the past four decades,
the Bank believes that builders of single-family residences in its primary market areas consider it to be a construction
lender of choice. Because of this history, the Bank has developed a staff with in-depth land development and
construction experience and working relationships with selected builders based on their operating histories and
financial stability.

Construction lending involves a higher level of risk than single-family residential lending due to the concentration of
principal in a limited number of loans and borrowers and the effects of general economic conditions in the
homebuilding industry. Moreover, a construction loan can involve additional risks because of the inherent difficulty in
estimating both the estimated cost (including interest) of the project and the property's value at completion of the
project.

Land loans. The Bank's land development loans are of a short-term nature and are generally made for 75% or less of
the appraised value of the unimproved property. Funds are disbursed periodically at various stages of completion as
authorized by the Company's personnel. The interest rate on these loans generally adjusts daily in accordance with a
designated index.

Land development loans involve a higher degree of credit risk than long-term financing on owner-occupied real estate.
Mitigation of risk of loss on a land development loan is dependent largely upon the accuracy of the initial estimate of
the property's value at completion of development compared to the estimated cost (including interest) of development
and the financial strength of the borrower.

The Bank's permanent land loans (also called consumer lot loans) are generally made on improved land, with the
intent of building a primary or secondary residence. These loans are limited to 80% or less of the appraised value of
the property, up to a maximum loan amount of $350,000. The interest rate on permanent land loans is generally fixed
for 20 years.

Multi-family residential loans. Multi-family residential (five or more dwelling units) loans generally are secured by
multi-family rental properties, such as apartment buildings. In underwriting multi-family residential loans, the Bank
considers a number of factors, which include the projected net cash flow to the loan's debt service requirement, the age
and condition of the collateral, the financial resources and income level of the borrower and the borrower's experience
in owning or managing similar properties. Multi-family residential loans are originated in amounts up to 80% of the
appraised value of the property securing the loan.

Loans secured by multi-family residential real estate generally involve a greater degree of credit risk than
single-family residential loans and carry larger loan balances. This increased credit risk is a result of several factors,
including the concentration of principal in a limited number of loans and borrowers, the effects of general economic
conditions on income-producing properties, and the increased difficulty of evaluating and monitoring these types of
loans. Furthermore, the repayment of loans secured by multi-family mortgages typically depends upon the successful
operation of the related real estate property. If the cash flow from the project is reduced, the borrower's ability to repay
the loan may be impaired. The Bank seeks to minimize these risks through its underwriting policies, which require
such loans to be qualified at origination on the basis of the property's income and debt service ratio.
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It is the Bank's policy to obtain title insurance ensuring that it has a valid first lien on the mortgaged real estate serving
as collateral for the loan. Borrowers must also obtain hazard insurance prior to closing and, when required by
regulation, flood insurance. Borrowers may be required to advance funds on a monthly basis, together with each
payment of principal and interest, to a mortgage escrow account from which the Bank makes disbursements for items
such as real estate taxes, hazard insurance premiums and private mortgage insurance premiums when due.
Commercial and industrial loans. The Bank makes various types of business loans to customers in its market area for
working capital, acquiring real estate, equipment or other business purposes, such as acquisitions. The terms of these
loans generally range from less than one year to a maximum of ten years. The loans are either negotiated on a
fixed-rate basis or carry adjustable interest rates indexed to the LIBOR rate, prime rate or another market rate.
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Commercial loans are made based upon assessment of the borrower's ability and willingness to repay along with an
evaluation of secondary repayment sources such as the value and marketability of collateral. Most such loans are
extended to closely held businesses and the personal guaranty of the principals is usually obtained. Commercial loans
have a relatively high risk of default compared to residential real estate loans. Pricing of commercial loans is based on
the credit risk of the borrower with consideration given to the overall relationship of the borrower, including deposits.
The acquisition of business deposits is an important focus of this business line. The Bank provides a full line of
treasury management products to support the depository needs of its clients.

Consumer loans. The Bank's non-mortgage consumer loan portfolio consists of approximately $118.4 million prime
quality student loans acquired from an independent financial investment firm that retains 1% of each loan, plus
various other non-mortgage consumer loans obtained through acquisitions.

Home equity loans. The Bank extends revolving lines of credit to consumers that are secured by a first or second
mortgage on a single family residence. The interest rate on these loans adjusts monthly indexed to prime. Total
loan-to-value ratios when combined with any underlying first liens are limited to 80% or less. Loan terms are a ten
year draw period followed by a fifteen year amortization period.

Origination and Purchase of Loans. The Bank has general authority to lend anywhere in the United States; however,
its primary lending areas are within the states of Washington, Oregon, Idaho, Arizona, Utah, Nevada, New Mexico
and Texas. Loan originations come from a variety of sources. Residential loan originations result from referrals from
real estate brokers, walk-in customers, purchasers of property in connection with builder projects that are financed by
the Bank, mortgage brokers and refinancings for existing customers. Business purpose loans are obtained primarily by
direct solicitation of borrowers and ongoing relationships.

The Bank also purchases loans and mortgage-backed securities when lending rates and mortgage volume for new loan
originations in its market area do not fulfill its needs. Over the past few years, single-family residential loan
originations were lower than historical levels due to the low interest rate environment and excessive government
participation in the mortgage market.

The table below shows the Company's total loan origination, purchase and repayment activities.

Twelve Months Ended September 30, 2016 2015 2014 2013 2012

(In thousands)
Loans originated (1):
Single-family residential $692,575 $705,741  $696,999  $707,310 $539,222
Construction 900,649 263,532 170,539 173,446 146,494
Construction — custom 421,816 365,220 359,073 304,156 210,308
Land — acquisition & development 59,511 78,818 53,960 22,590 21,323
Land — consumer lot loans 29,661 21,422 12,441 14,324 13,169
Multi-family 361,261 349,442 239,352 309,636 189,692
Commercial real estate 353,265 600,610 258,367 163,577 87,471
Commercial & industrial 1,051,950 642,309 332,871 225,809 143,849
HELOC 74,538 74,455 47,054 44,872 38,750
Consumer 3,308 1,966 1,359 315 —
Total loans originated 3,948,534 3,103,515 2,172,015 1,966,035 1,390,278
Loans purchased (2) 105,420 279,936 211,228 646,408 129,670
Loan principal repayments (2,935,167 ) (2,418,547 ) (1,857,597 ) (2,353,061 ) (1,964,593 )
Net change in loans in process, discounts, etc. (3) (378,501 ) (119,068 ) (24,825 ) (175,779 ) (133,041 )
Net loan activity increase (decrease) $740,286  $845,836  $500,821  $83,603 $(577,686 )
Beginning balance $9,170,634 $8,324,798 $7,823,977 $7,740,374 $8,318,060

11



Edgar Filing: WASHINGTON FEDERAL INC - Form 10-K
Ending balance $9,910,920 $9,170,634 $8,324,798 $7,823,977 $7,740,374

(I)Includes undisbursed loan in process and for years prior to 2016 does not include savings account loans, which
were not material during the periods indicated.
@) Includes non-covered loans acquired through acquisitions and whole loan
purchases.
(3) Includes non-cash transactions.
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Interest Rates, Loan Fees and Service Charges. Interest rates charged by the Bank on mortgage loans are primarily
determined by the competitive loan rates offered in its lending areas and in the secondary market. Mortgage loan rates
reflect factors such as general interest rates, the supply of money available to the industry and the demand for such
loans. General economic conditions, the regulatory programs and policies of federal and state agencies, including the
FRB’s monetary policies, changes in tax laws and governmental budgetary programs influence these factors.

The Bank receives fees for originating loans in addition to various fees and charges related to existing loans, including
prepayment charges, late charges and assumption fees. In making one-to-four- family home mortgage loans, the Bank
normally charges an origination fee and as part of the loan application, the borrower pays the Bank for out-of-pocket
costs, such as the appraisal fee, whether or not the borrower closes the loan. The interest rate charged is normally the
prevailing rate at the time the loan application is approved and accepted. In the case of construction loans, the Bank
normally charges an origination fee. Loan origination fees and other terms of multi-family residential loans are
individually negotiated.

Non-Performing Assets. When a borrower violates a condition of a loan, the Bank attempts to cure the default by
contacting the borrower. In most cases, defaults are cured promptly. If the default is not cured within an appropriate
time frame, typically 90 days, the Bank may institute appropriate action to collect the loan, such as making demand
for payment or initiating foreclosure proceedings on the collateral. If foreclosure occurs, the collateral will typically be
sold at public auction and may be purchased by the Bank.

Loans are placed on nonaccrual status when, in the judgment of management, the probability of collecting interest or
principal is deemed to be insufficient to warrant further accrual. When a loan is placed on nonaccrual status,
previously accrued but unpaid interest is deducted from interest income. The Bank does not accrue interest on loans
90 days past due or more. See Note A to the Consolidated Financial Statements included in Item 8 hereof for
additional information.

The Bank will consider modifying the interest rate and terms of a loan if it determines that a modification is deemed to
be the best option available for collection in full or to minimize the loss to the Bank. Most loans restructured in
troubled debt restructurings ("TDRs") are accruing and performing loans where the borrower has proactively
approached the Bank about a modification due to temporary financial difficulties. Each request is individually
evaluated for merit and likelihood of success. The modification of these loans is typically a payment reduction
through a rate reduction of from 100 to 200 bps for a specific term, usually six to twelve months. Interest-only
payments may also be approved during the modification period. Principal forgiveness generally is not an available
option for restructured loans. As of September 30, 2016, single-family residential loans comprised 87.2% of
restructured loans. The Bank reserves for restructured loans within its allowance for loan loss methodology by taking
into account the following performance indicators: 1) time since modification, 2) current payment status and 3)
geographic market conditions.

Real estate acquired by foreclosure or deed-in-lieu thereof (“REO” or “Real Estate Owned”) is classified as real estate held
for sale. When property is acquired, it is recorded at the fair market value less estimated selling costs at the date of
acquisition. Interest accrual ceases on the date of acquisition and all costs incurred in maintaining the property from
that date forward are expensed as incurred. Costs incurred for the improvement or development of such property is
capitalized. See Note A to the Consolidated Financial Statements included in Item 8 hereof for additional information.
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The following table sets forth information regarding the Company's restructured and non-accrual loans and REO.

September 30, 2016 2015 2014 2013 2012
(In thousands)
Performing restructured loans $251,583 $289,587 $350,653 $391,415 $403,238
Non-performing restructured loans 9,948 13,126 24,090 24281 30,040
Total restructured loans 261,531 302,713 374,743 415,696 433,278
Non-accrual loans:
Single-family residential 33,148 59,074 74,067 100,460 131,193
Construction — 754 1,477 4,560 10,634
Construction — custom — 732 — — 539
Land — acquisition & development 58 — 811 2,903 13,477
Land — consumer lot loans 510 1,273 2,637 3,337 5,149
Multi-family 776 2,558 1,742 6,573 4,185
Commercial real estate 7,100 2,176 5,106 11,736 7,653
Commercial & industrial 583 — 7 477 16
HELOC 239 563 795 263 198
Consumer — 680 789 990 383
Total non-accrual loans (1) 42,414 67,810 87,431 131,299 173,427
Real estate owned 29,027 61,098 59,880 82,317 99,478
Total non-performing assets 71,441 128,908 147,311 213,616 272,905

Total non-performing assets and performing
restructured loans

Total non-performing assets and restructured loans as 217 % 287 % 3.37 % 4.62 % 5.42 %
a percent of total assets

Total non-performing assets to total assets 0.48 % 0.88 % 1.00 % 1.63 % 2.19 %

$323,024 $418,495 $497,964 $605,031 $676,143

For the year ended September 30, 2016, the Company recognized $5,434,000 in interest income on cash payments
received from borrowers on non-accrual loans. The Company would have recognized interest income of
$2,348,000 for the same period had these loans performed according to their original contract terms. The
recognized interest income may include more than twelve months of interest for some of the non-accrual loans that
were brought current or paid off. In addition to the non-accrual loans reflected in the above table, the Company had
$117,536,000 of loans that were less than 90 days delinquent at September 30, 2016 but were classified as
substandard for one or more reasons. If these loans were deemed non-performing, the Company's ratio of total
non-performing assets and performing restructured loans as a percent of total assets would have increased to 2.96%
at September 30, 2016. For a discussion of the Company's policy for placing loans on nonaccrual status, see Note
A to the Consolidated Financial Statements included in Item 8 hereof.

ey

Allowance for Loan Losses. The Company maintains an allowance for loan losses to absorb losses inherent in the loan
portfolio. The amount of this allowance is based on ongoing, quarterly assessments of the probable and estimable
losses inherent in the loan portfolio. The Bank’s method for assessing the appropriateness of the allowance is to apply
a loss percentage factor to the different loan types. The loss percentage factor is made up of two parts - the historical
loss factor (“HLF”) and the qualitative loss factor (“QLF”). The HLF takes into account historical charge-offs by loan
type. The Company uses an average of historical loss rates for each loan category multiplied by an estimated loss
emergence period. The QLFs are based on management's continuing evaluation of the pertinent factors underlying the
quality of the loan portfolio, including changes in the size and composition of the loan portfolio, actual loan loss
experience, current economic conditions, collateral values, geographic concentrations, seasoning of the loan portfolio,
specific industry conditions, and the duration of the current business cycle. These factors are considered by loan type.
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Specific allowances are established in cases where management has identified conditions or circumstances related to a
loan that management believes indicate the probability that a loss has been incurred. The Company has also
established a reserve for unfunded commitments.

As part of the process for determining the adequacy of the allowance for loan losses, management reviews the loan
portfolio for specific weaknesses and considers the factors noted above. The recovery of the carrying value of loans is
susceptible to future market conditions
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beyond the Bank's control, which may result in losses or recoveries differing from those provided. In those cases, a
portion of the allowance is then allocated to reflect the estimated loss exposure.
The following table provides detail regarding the Company's allowance for loan losses.

Twelve Months Ended September 30,

Beginning balance
Charge-offs:

Single-family residential
Construction

Construction — custom

Land — Acquisition & development
Land — consumer lot loans
Multi-family

Commercial real estate
Commercial & industrial loans
HELOC

Consumer

Recoveries:

Single-family residential
Construction

Construction — custom

Land — Acquisition & development
Land — consumer lot loans
Multi-family

Commercial real estate
Commercial & industrial loans
HELOC

Consumer

Net charge-offs (recoveries)

Provision (release) for loan losses and transfers
Ending balance (1)

Ratio of net charge-offs (recoveries) to average
loans outstanding

2016 2015
(In thousands)
$106,829 $114,591
3,106 5,524
— 388

60 —

42 38

732 459

103 1,711
941 3,354
54 66

962 3,060
6,000 14,600
3,251 13,403
745 120

60 —
8,220 207

5 221

— 220
1,812 735
2,933 1,374
21 2

2,018 3,688
19,065 19,970
(13,065 ) (5,370
(6,400 ) (13,132
$113,494  $106,829
0.14 )% (0.06

2014
$116,741

8,529
949
541
658
105
826
48
3,443
15,099

17,684
97
3,071
22
33
5,043
3,513
29,463
) (14,364
) (16,514
$114,591

)% (0.18

2013 2012
$133,147  $160,926

20,947 53,789

1,446 4,916
481 —
3,983 16,978
1,363 2,670
1,043 1,393
747 814
1,145 249
163 232
2,783 3,538

34,101 84,579

9,416 8,164
501 711
4,105 1,341
40 —
171 504
17 225
95 2,366
— 66
2,000 1,480

16,345 14,857
) 17,756 69,722
) 1,350 41,943

$116,741  $133,147

)% 0.23 % 0.87

(1) This does not include a reserve for unfunded commitments of $3,235,000; $3,085,000, and $2,910,000 as of

September 30, 2016, 2015 