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Special Note Regarding Forward-Looking Statements
As used in this Form 10-K, the terms “we,” “our” and “Company” refer to Riverview Bancorp, Inc. and its consolidated
subsidiaries, unless the context indicates otherwise. When we refer to “Bank” in this Form 10-K, we are referring to
Riverview Community Bank, a wholly-owned subsidiary of Riverview Bancorp, Inc.

“Safe Harbor” statement under the Private Securities Litigation Reform Act of 1995: When used in this Form 10-K the
words “believes,” “expects,” “anticipates, plans,” “targets,” “potentially,” “probat
“outlook,” or similar expressions or future or conditional verbs such as “may,” “will,” “should,” “would,” and “could.” or si
expression are intended to identify “forward-looking statements” within the meaning of the Private Securities Litigation
Reform Act of 1995. Forward-looking statements include statements with respect to our beliefs, plans, objectives,
goals, expectations, assumptions and statements about future performance. These forward-looking statements are
subject to known and unknown risks, uncertainties and other factors that could cause actual results to differ materially
from the results anticipated, including, but not limited to: the credit risks of lending activities, including changes in the
level and trend of loan delinquencies and write-offs and changes in the Company’s allowance for loan losses and
provision for loan losses that may be impacted by deterioration in the housing and commercial real estate markets;
changes in general economic conditions, either nationally or in the Company’s market areas; changes in the levels of
general interest rates, and the relative differences between short and long term interest rates, deposit interest rates, the
Company’s net interest margin and funding sources; fluctuations in the demand for loans, the number of unsold homes,
land and other properties and fluctuations in real estate values in the Company’s market areas; secondary market
conditions for loans and the Company’s ability to sell loans in the secondary market; results of examinations of our
bank subsidiary, Riverview Community Bank by the Office of the Comptroller of the Currency and of the Company
by the Board of Governors of the Federal Reserve System, or other regulatory authorities, including the possibility
that any such regulatory authority may, among other things, require the Company to increase its reserve for loan
losses, write-down assets, change Riverview Community Bank’s regulatory capital position or affect the Company’s
ability to borrow funds or maintain or increase deposits, which could adversely affect its liquidity and earnings; the
Company’s compliance with regulatory enforcement actions entered into with its banking regulators and the
possibility that noncompliance could result in the imposition of additional enforcement actions and additional
requirements or restrictions on its operations; legislative or regulatory changes that adversely affect the Company’s
business including changes in regulatory policies and principles, or the interpretation of regulatory capital or other
rules; the Company’s ability to attract and retain deposits; further increases in premiums for deposit insurance; the
Company’s ability to control operating costs and expenses; the use of estimates in determining fair value of certain of
the Company’s assets, which estimates may prove to be incorrect and result in significant declines in valuation;
difficulties in reducing risks associated with the loans on the Company’s balance sheet; staffing fluctuations in
response to product demand or the implementation of corporate strategies that affect the Company’s workforce and
potential associated charges; computer systems on which the Company depends could fail or experience a security
breach; the Company’s ability to retain key members of its senior management team; costs and effects of litigation,
including settlements and judgments; the Company’s ability to implement its business strategies; the Company’s ability
to successfully integrate any assets, liabilities, customers, systems, and management personnel it may acquire into its
operations and the Company’s ability to realize related revenue synergies and cost savings within expected time frames
and any goodwill charges related thereto; increased competitive pressures among financial services companies;
changes in consumer spending, borrowing and savings habits; the availability of resources to address changes in laws,
rules, or regulations or to respond to regulatory actions; the Company’s ability to pay dividends on its common stock
and interest or principal payments on its junior subordinated debentures; adverse changes in the securities markets;
inability of key third-party providers to perform their obligations to us; changes in accounting policies and practices,
as may be adopted by the financial institution regulatory agencies or the Financial Accounting Standards Board,
including additional guidance and interpretation on accounting issues and details of the implementation of new
accounting methods; other economic, competitive, governmental, regulatory, and technological factors affecting the
Company’s operations, pricing, products and services and the other risks described from time to time in our filings
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with the Securities and Exchange Commission.

The Company cautions readers not to place undue reliance on any forward-looking statements. Moreover, you should
treat these statements as speaking only as of the date they are made and based only on information then actually
known to the Company. The Company does not undertake to revise any forward-looking statements to reflect the
occurrence of anticipated or unanticipated events or circumstances after the date of such statements. These risks could
cause our actual results for fiscal 2013 and beyond to differ materially from those expressed in any forward-looking
statements by, or on behalf of, us, and could negatively affect the Company’s operating and stock price performance.
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PART 1
Item 1. Business
General

Riverview Bancorp, Inc. (the “Company" or “Riverview”), a Washington corporation, is the savings and loan holding
company of Riverview Community Bank (the “Bank™). At March 31, 2012, the Company had total assets of $856.0
million, total deposit accounts of $744.5 million and shareholders' equity of $75.6 million. The Company’s executive

offices are located in Vancouver Washington. As used throughout this report, the terms “we,” “our,” “us,” “Riverview” or th
“Company” refer to Riverview Bancorp, Inc. and the Bank, unless the context otherwise requires.

Substantially all of the Company’s business is conducted through the Bank which is regulated by the Office of the
Comptroller of the Currency ("OCC"), its primary regulator, and by the Federal Deposit Insurance Corporation
("FDIC"), the insurer of its deposits. The Bank's deposits are insured by the FDIC up to applicable legal limits under
the Deposit Insurance Fund ("DIF"). The Bank has been a member of the Federal Home Loan Bank ("FHLB") of
Seattle since 1937.

As a progressive, community-oriented financial services company, the Company emphasizes local, personal service to

residents of its primary market area. The Company considers Clark, Cowlitz, Klickitat and Skamania counties of

Washington and Multnomah and Marion counties of Oregon as its primary market area. The Counties of Multnomah,

Clark and Skamania are part of the Portland metropolitan area as defined by the U.S. Census Bureau. The Company is

engaged predominantly in the business of attracting deposits from the general public and using such funds in its

primary market area to originate commercial business, commercial real estate, multi-family real estate, real estate

construction, residential real estate and other consumer loans. Commercial business, commercial real estate and real

estate construction loans have decreased to 80.0% of the loan portfolio at March 31, 2012 from 83.6% at March 31,

2011, decreasing the risk profile of the total loan portfolio. The Company’s strategy over the past several years has
been to control balance sheet growth, including the targeted reduction of residential construction related loans, in

order to improve its regulatory capital ratios. Speculative construction loans, consisting of unsold properties under

construction, represented $10.8 million, or 87.5% of the residential construction portfolio at March 31, 2012,

compared to $16.5 million a year ago, a decline of 34.7%. Total real estate construction loans at March 31, 2012

declined to $25.8 million or 5.8% from $27.4 million a year ago. Land acquisition and development loans were $38.9

million at March 31, 2012 compared to $55.3 million a year ago, which represents a decline of 29.6%. Most recently,

the Company’s primary focus has been on increasing commercial business loans, owner occupied commercial real
estate loans and high-quality one-to-four family mortgage loans. One-to-four family loans increased $30.4 million to

$100.6 million at March 31, 2012 from $70.2 million at March 31, 2011.

The Company’s strategic plan includes targeting the commercial banking customer base in its primary market area,
specifically small and medium size businesses, professionals and wealth building individuals. In pursuit of these
goals, the Company manages growth while maintaining a significant amount of commercial and commercial real
estate loans in its loan portfolio. Significant portions of these new loan originations carry adjustable rates, higher
yields or shorter terms and higher credit risk than traditional fixed-rate mortgages. A related goal is to increase the
proportion of personal and business checking account deposits used to fund new loan production. At March 31, 2012,
checking accounts totaled $223.8 million, or 30.1% of our total deposit mix compared to $179.8 million or 25.1% a
year ago. The strategic plan also stresses increased emphasis on non-interest income, including increased fees for asset
management and deposit service charges. The strategic plan is designed to enhance earnings, reduce interest rate risk
and provide a more complete range of financial services to customers and the local communities the Company serves.
The Company believes it is well positioned to attract new customers and to increase its market share with seventeen
branches, including ten in Clark County, two in the Portland metropolitan area and three lending centers.
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Market Area

The Company conducts operations from its home office in Vancouver and seventeen branch offices located in Camas,
Washougal, Stevenson, White Salmon, Battle Ground, Goldendale, Vancouver (seven branch offices) and Longview,
Washington and Portland, Wood Village and Aumsville, Oregon. Additionally, the Company recently announced
plans to open a new branch in Gresham, Oregon expected to be open in June 2012. The Company operates a trust and
financial services company, Riverview Asset Management Corp. (“RAMCorp”), located in downtown Vancouver,
Washington. Riverview Mortgage, a mortgage broker division of the Bank, originates mortgage loans for various
mortgage companies predominantly in the Vancouver/Portland metropolitan areas, as well as for the Bank. The
Bank’s Business and Professional Banking Division, with one lending office in Vancouver and one lending office in
Portland, Oregon offers commercial and business banking services. The Bank also operates a lending office for
mortgage banking activities.
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Vancouver is located in Clark County, Washington, which is just north of Portland, Oregon. Many businesses are
located in the Vancouver area because of the favorable tax structure and lower energy costs in Washington as
compared to Oregon. Companies located in the Vancouver area include Sharp Microelectronics, Hewlett Packard,
Georgia Pacific, Underwriters Laboratory, Wafer Tech, Nautilus, Barrett Business Services, PeaceHealth and Fisher
Investments, as well as several support industries. In addition to this industry base, the Columbia River Gorge Scenic
Area is a source of tourism, which has helped to transform the area from its past dependence on the timber industry.

Unemployment in Clark County increased while unemployment in Portland, Oregon decreased during the quarter
ended March 31, 2012. According to the Washington State Employment Security Department, unemployment in Clark
County increased to 10.9% in February 2012 compared to 9.3% at December 2011 but had decreased compared to
11.8% in September 2011 at 12.5% in June 2011 and 13.2% at March 2011. According to the Oregon Employment
Department, unemployment in Portland decreased to 7.8% in March 2012 compared to 8.1% in December 2011, 8.5%
in September 2011, 8.5% in June 2011 and 8.6% at March 2011. Home values at March 31, 2012 in the Company’s
market area remained lower than home values in 2011, 2010 and 2009, due in large part to an increase in the volume
of foreclosures and short sales. However, home values have begun to stabilize after decreasing sharply during the past
fiscal years. According to the Regional Multiple Listing Services (RMLS), inventory levels in Portland, Oregon have
fallen to 5.0 months as of March 2012, compared to 7.1 months in March 2011 and a peak of 7.2 months in April
2011. Inventory levels in Clark County have decreased to 6.4 months as of March 2012, compared to 8.3 months in
March 2011 and a peak of 8.8 months in January 2012. Closed home sales in Clark County increased 5.6% in March
2012 compared to March 2011. Closed home sales in Portland increased 4.9% during the same time period.
Commercial real estate leasing activity in the Portland/Vancouver area has performed better than the residential real
estate market, but it is generally affected by a slow economy later than other indicators. According to Norris Beggs
Simpson, commercial vacancy rates in Clark County and Portland Oregon were approximately 16.0% and 22.4%,
respectively as of March 31, 2012. The Company has seen an increase in sales activity for building lots in recent
months. Since the quarter ended December 2011, the Company has sold $5.3 million in building lots, including recent
sales through May 2012.

Lending Activities

General. At March 31, 2012, the Company's net loans receivable totaled $664.9 million, or 77.7% of total assets at
that date. The principal lending activity of the Company is the origination of loans collateralized by commercial
properties and commercial business loans. A substantial portion of the Company's loan portfolio is secured by real
estate, either as primary or secondary collateral, located in its primary market area. The Company’s lending activities
are subject to the written, non-discriminatory, underwriting standards and loan origination procedures established by
the Bank’s Board of Directors (“Board”) and management. The customary sources of loan originations are realtors,
walk-in customers, referrals and existing customers. The Bank also uses commissioned loan brokers and print
advertising to market its products and services. Loans are approved at various levels of management, depending upon
the amount of the loan.
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Loan Portfolio Analysis. The following table sets forth the composition of the Company's loan portfolio by type of
loan at the dates indicated.

At March 31,
2012 2011 2010 2009 2008
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollars in thousands)

Commercial
a n d
construction:
Commercial
business $87,238 12.74 % $85,511 1244 % $108,368 14.76 % $127,150 15.87 % $109,585 14.28 %
Other real
estate
mortgage 434,763 63.49 461,955 67.19 459,178 62.52 447,652 55.88 429,422 55.97
Real estate
construction 25,791 3.76 27,385 3.98 75,456 10.27 139,476 17.41 148,631 19.37
T ot a I
commercial
a n d
construction 547,792 79.99 574,851 83.61 643,002 87.55 714,278 89.16 687,638 89.62

Consumer:

Real estate

one-to-four

family 134,975 19.71 110,437 16.06 88,861 12.10 83,762 10.46 75,922  9.90
Other

installment 2,042 0.30 2,289 0.33 2,616 0.35 3,051 0.38 3,665 0.48
Total

consumer

loans 137,017 20.01 112,726  16.39 91,477 12.45 86,813 10.84 79,587 10.38

Total loans 684,809 100.00% 687,577 100.00% 734,479 100.00% 801,091 100.00% 767,225 100.00%

Less:

Allowance

for loan

losses 19,921 14,968 21,642 16,974 10,687
Total loans

receivable,

net $664,888 $672,609 $712,837 $784,117 $756,538

10
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Loan Portfolio Composition. The following tables set forth the composition of the Company's commercial and
construction loan portfolio based on loan purpose at the dates indicated.

Other Commercial
Real Real &
Estate Estate Construction
Commercial Mortgage Construction Total
March 31, 2012 (In thousands)
Commercial business $ 87,238 $ - $ - $ 87,238
Commercial
construction - - 13,496 13,496
Office buildings - 94,541 - 94,541
Warehouse/industrial - 48,605 - 48,605
Retail/shopping
centers/strip malls - 80,595 - 80,595
Assisted living
facilities - 35,866 - 35,866
Single purpose
facilities - 93,473 - 93,473
Land - 38,888 - 38,888
Multi-family - 42,795 - 42,795
One-to-four family
construction - - 12,295 12,295
Total $ 87,238 $§ 434,763 $ 25791 $ 547,792
Other Commercial
Real Real &
Estate Estate Construction
Commercial Mortgage Construction Total
March 31, 2011 (In thousands)
Commercial business $ 85,511 $ - $ - $ 85,511
Commercial
construction - - 8,608 8,608
Office buildings - 95,529 - 95,529
Warehouse/industrial - 49,627 - 49,627
Retail/shopping
centers/strip malls - 85,719 - 85,719
Assisted living
facilities - 35,162 - 35,162
Single purpose
facilities - 98,651 - 98,651
Land - 55,258 - 55,258
Multi-family - 42,009 - 42,009
One-to-four family
construction - - 18,777 18,777
Total $ 85,511 $ 461955 § 27385 % 574,851

11
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Commercial Business Lending. At March 31, 2012, the commercial business loan portfolio totaled $87.2 million or
12.74% of total loans. Commercial business loans are typically secured by business equipment, accounts receivable,
inventory or other property. The Company’s commercial business loans may be structured as term loans or as lines of
credit. Commercial term loans are generally made to finance the purchase of assets and usually have maturities of five
years or less. Commercial lines of credit are typically made for the purpose of providing working capital and usually
have a term of one year or less. Lines of credit are made at variable rates of interest equal to a negotiated margin
above an index rate and term loans are at either a variable or fixed rate. The Company also generally obtains personal
guarantees from financially capable parties based on a review of personal financial statements.

Commercial lending involves risks that are different from those associated with residential and commercial real estate

lending. Commercial business loans are primarily made based on the cash flow of the borrower and secondarily on the

underlying collateral provided by the borrower. The borrower’s cash flow may be unpredictable, and collateral
securing these loans may fluctuate in value. Although commercial business loans are often collateralized by

equipment, inventory, accounts receivable or other business assets, the liquidation of collateral in the event of default

is often an insufficient source of repayment because accounts receivable may be uncollectible and inventories may be

obsolete or of limited use, among other things. Accordingly, the repayment of commercial business loans depends

primarily on the cash flow and credit worthiness of the borrower and secondarily on the underlying collateral provided

by the borrower.

Other Real Estate Mortgage Lending. At March 31, 2012, the other real estate lending portfolio totaled $434.8
million, or 63.49% of total loans. The Company originates other real estate loans including office buildings,
warehouse/industrial, retail, assisted living facilities and single-purpose facilities (collectively “commercial real estate
loans”); as well as land and multi-family loans primarily located in its market area. As a result of the contraction in the
real estate market, the Company has ceased the origination of new land acquisition and development loans. At March
31, 2012, owner occupied properties accounted for 29% and non-owner occupied properties accounted for 71% of the
Company’s commercial real estate portfolio.

12



Edgar Filing: RIVERVIEW BANCORP INC - Form 10-K

Commercial real estate loans typically have higher loan balances, are more difficult to evaluate and monitor, and
involve a higher degree of risk than one-to-four family residential loans. As a result, commercial real estate, including
multi-family, loans are generally priced at a higher rate of interest than residential one-to-four family loans. Often
payments on loans secured by commercial properties are dependent on the successful operation and management of
the property securing the loan or business conducted on the property securing the loan; therefore, repayment of these
loans may be affected by adverse conditions in the real estate market or the economy. Real estate lending is generally
considered to be collateral based lending with loan amounts based on predetermined loan to collateral values and
liquidation of the underlying real estate collateral being viewed as the primary source of repayment in the event of
borrower default. The Company seeks to minimize these risks by generally limiting the maximum loan-to-value ratio
to 80% and strictly scrutinizing the financial condition of the borrower, the quality of the collateral and the
management of the property securing the loan. Loans are secured by first mortgages and often require specified debt
service coverage (“DSC”) ratios depending on the characteristics of the collateral. The Company generally imposes a
minimum DSC ratio of 1.20 for loans secured by income producing properties. Rates and other terms on such loans
generally depend on our assessment of credit risk after considering such factors as the borrower’s financial condition
and credit history, loan-to-value ratio, DSC ratio and other factors.

The Company actively pursues commercial real estate loans; however, new loan originations were lower in fiscal year
2012 reflecting the weak economic conditions resulting in a decrease in loan demand from creditworthy borrowers. At
March 31, 2012, the Company had nine commercial real estate loans totaling $14.0 million on non-accrual status
compared to four commercial real estate loans totaling $1.4 million at March 31, 2011. For more information
concerning risks related to commercial real estate loans, see Item 1A. “Risk Factors — Our emphasis on commercial real
estate lending may expose us to increased lending risks.”

Land acquisition and development loans are included in the other real estate mortgage portfolio balance, and represent

loans made to developers for the purpose of acquiring raw land and/or for the subsequent development and sale of

residential lots. Such loans typically finance land purchases and infrastructure development of properties (i.e. roads,

utilities, etc.) with the aim of making improved lots ready for subsequent sales to consumers or builders for ultimate

construction of residential units. The primary source of repayment is generally the cash flow from developer sale of

lots or improved parcels of land, secondary sources and personal guarantees, which may provide an additional

measure of security for such loans. Strong demand for housing led to loan growth in this category in previous years.

However, the downturn in the real estate market since 2008 has slowed lot and home sales within the Company’s target
areas affecting certain developers by lengthening the marketing period of their projects and negatively affecting

borrower’s liquidity and collateral values. In recent months, however, statistics reflect an increase in demand and sales
of building lots in the Company’s primary market area resulting in an increase in the number of closed sales for land
and building lots. In the six month period ended March 31, 2012, the Company has sold a total of $5.6 million in land

and lot REO properties, which includes seven subdivision properties. Additionally, the Company sold $2.4 million in

REO land development properties and was paid off on a $4.7 million land development loan subsequent to year-end.

The Company has focused on reducing these loans during the past two fiscal years and plans to continue to reduce

these portfolios. At March 31, 2012, land acquisition and development loans totaled $38.9 million, or 5.68% of total

loans compared to $55.3 million, or 8.04% of total loans at March 31, 2011. The largest land acquisition and

development loan had an outstanding balance at March 31, 2012 of $4.7 million and was on non-accrual status. With

the exception of this one loan totaling $4.7 million, which was paid off in May 2012, all of the land acquisition and

development loans were secured by properties located in Washington and Oregon. At March 31, 2012, the Company

had nine land acquisition and development loans totaling $13.0 million on non-accrual status compared to four land

acquisition and development loans totaling $2.9 million on non-accrual status at March 31, 2011.

Real Estate Construction. The Company originates three types of residential construction loans: (i) speculative
construction loans, (ii) custom/presold construction loans and (iii) construction/permanent loans. The Company also
originates construction loans for the development of business properties and multi-family dwellings. All of the
Company’s real estate construction loans were made on properties located in Washington and Oregon.

13
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The composition of the Company’s construction loan portfolio including undisbursed funds was as follows:

At March 31,
2012 2011
Amount Amount
() Percent () Percent
(Dollars in thousands)

Speculative construction $ 11,460 3487 % $ 17,322 40.19 %
Commercial/multi-family
construction 19,096 58.11 19,684 45.67
Custom/presold construction 202 0.61 2,609 6.05
Construction/permanent 2,106 6.41 3,489 8.09
Total $ 32,864 100.00 % $ 43,104 100.00 %

(1) Includes undisbursed funds of $7.1 million and $15.8 million at March 31, 2012 and 2011, respectively.

The Company has remained diligent in managing its construction loan portfolio and has continued to be successful at
reducing its overall exposure to residential construction and commercial construction loans. At March 31, 2012, the
balance of the Company’s construction loan portfolio, including loan commitments, was $32.9 million compared to
$43.1 million at March 31, 2011. The $10.2 million reduction was a result of loan repayments and charge-offs
reflecting the Company’s efforts to reduce its exposure to these types of loans. The Company plans to continue its
focus on aggressively managing its construction loan portfolio in fiscal year 2013. Additionally, the Company has
significantly slowed the origination of new construction loans. In general, the Company is only originating new
construction loans to facilitate the sale of existing loans or real estate owned (“REQ”) properties; or on a very limited
basis to selected borrowers.

Speculative construction loans are made to home builders and are termed “speculative” because the home builder does
not have, at the time of loan origination, a signed contract with a home buyer who has a commitment for permanent
financing with either the Company or another lender for the finished home. The home buyer may be identified either
during or after the construction period, with the risk that the builder will have to debt service the speculative
construction loan and finance real estate taxes and other carrying costs of the completed home for a significant time
after the completion of construction until a home buyer is identified. Included in speculative construction loans are
loans to finance the construction of townhouses and condominiums. At March 31, 2012, loans for the construction of
townhouses and condominiums totaled $1.3 million and $6.2 million, respectively. At March 31, 2012, the Company
had two borrowers with aggregate outstanding loan balances of more than $1.0 million, which totaled $6.2 million
(the largest of which was $5.0 million and was on non-accrual status) and were secured by properties located in the
Company’s market area. At March 31, 2012, six speculative construction loans totaling $7.8 million were on
non-accrual status.

The composition of speculative construction and land acquisition and development loans by geographical area is as
follows:

Northwest ~ Other Southwest Other
Oregon Oregon Washington Washington ~ Other Total
March 31, 2012 (In thousands)
Land development $ 6,044 $ 3,672 $ 24472 $ -$ 4700 $ 38,888
Speculative construction 1,246 6,117 3,006 392 - 10,761
$ 7,290 $ 9,789 $ 27,478 $ 392 $§ 4,700 $ 49,649
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Total land and spec
construction

Unlike speculative construction loans, presold construction loans are made for homes that have buyers. Presold
construction loans are made to homebuilders who, at the time of construction, have a signed contract with a home
buyer who has a commitment for permanent financing for the finished home from the Company or another lender.
Custom construction loans are made to the homeowner. Custom/presold construction loans are generally originated
for a term of 12 months. At March 31, 2012, the Company had no custom construction loans in its portfolio. At March
31, 2012 the Company had one presold construction loan with an outstanding balance of $87,000 that was performing
according to the original repayment terms.

Construction/permanent loans are originated to the homeowner rather than the homebuilder along with a commitment

by the Company to originate a permanent loan to the homeowner to repay the construction loan at the completion of
construction. The construction phase of a construction/permanent loan generally lasts six to nine months. At the
completion of construction, the Company may either originate a fixed rate mortgage loan or an adjustable rate
mortgage (““ARM?”) loan or use its mortgage brokerage capabilities to obtain permanent financing for the customer with
another lender. At completion of construction, the interest rate of the Company-originated fixed rate permanent loan is

set at a market rate. For adjustable rate loans, the interest rates adjust on their first adjustment date. See “—Mortgage
Brokerage,” and “—Mortgage Loan Servicing.” At March 31, 2012, the largest outstanding construction/permanent loan
had an outstanding balance of $1.1

10
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million and was performing according to its original repayment terms. At March 31, 2012, the Company had no
construction/permanent loans on non-accrual status.

The Company provides construction financing for non-residential business properties and multi-family dwellings. At
March 31, 2012, such loans totaled $13.5 million, or 52.3% of total real estate construction loans and 2.0% of total
loans. Borrowers may be the business owner/occupier of the building who intend to operate their business from the
property upon construction, or non-owner developers. The expected source of repayment of these loans is typically the
sale or refinancing of the project upon completion of the construction phase. In certain circumstances, the Company
may provide or commit to take-out financing upon construction. Take-out financing is subject to the project meeting
specific underwriting guidelines. No assurance can be given that such take-out financing will be available upon
project completion. These loans are secured by office buildings, retail rental space, mini storage facilities, assisted
living facilities and multi-family dwellings located in the Company’s market area. At March 31, 2012, the largest
commercial construction loan had a balance of $4.5 million and was performing according to its original repayment
terms. At March 31, 2012, the Company had no commercial construction loan on non-accrual status.

Construction lending affords the Company the opportunity to achieve higher interest rates and fees with shorter terms
to maturity than the rates and fees generated by its single-family permanent mortgage lending. Construction lending,
however, generally involves a higher degree of risk than single-family permanent mortgage lending because of the
inherent difficulty in estimating both a property’s value at completion of the project and the estimated cost of the
project, as well as the time needed to sell the property at completion. The nature of these loans is such that they are
generally more difficult to evaluate and monitor. Because of the uncertainties inherent in estimating construction
costs, as well as the market value of the completed project and the effects of governmental regulation of real property,
it is relatively difficult to evaluate accurately the total funds required to complete a project and the related
loan-to-value ratio. This type of lending also typically involves higher loan principal amounts and is often
concentrated with a small number of builders. As a result, construction loans often involve the disbursement of
substantial funds with repayment dependent, in part, on the success of the ultimate project and the ability of the
borrower to sell or lease the property or refinance the indebtedness, rather than the ability of the borrower or guarantor
to repay principal and interest. If the appraisal of the value of the completed project proves to be overstated, we may
have inadequate security for the repayment of the loan upon completion of construction of the project and may incur a
loss. For additional information concerning the risks related to construction lending, see Item 1A. “Risk Factors — Our
real estate construction and land acquisition and development loans are based upon estimates of costs and the value of
the completed project.”

The Company has originated construction and land acquisition and development loans where a component of the cost
of the project was the interest required to service the debt during the construction period of the loan, sometimes
known as interest reserves. The Company allows disbursements of this interest component as long as the project is
progressing as originally projected and if there has been no deterioration in the financial standing of the borrower or
the underlying project. If the Company makes a determination that there is such deterioration, or if the loan becomes
nonperforming, the Company halts any disbursement of those funds identified for use in paying interest. In some
cases, additional interest reserves may be taken by use of deposited funds or through credit lines secured by separate
and additional collateral.

Consumer Lending. Consumer loans totaled $137.0 million at March 31, 2012, comprised of $100.6 million of
one-to-four family mortgage loans, $28.9 million of home equity lines of credit, $5.5 million of land loans to
consumers for the future construction of one-to-four family homes and other secured and unsecured consumer loans,
totaling $2.0 million at March 31, 2012.

One-to-four family residences located in the Company’s primary market area secure the majority of the residential
loans. Underwriting standards require that one-to-four family portfolio loans generally be owner occupied and that
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loan amounts not exceed 80% (95% with private mortgage insurance) of the lesser of current appraised value or cost
of the underlying collateral. Terms typically range from 15 to 30 years. The Company also offers balloon mortgage
loans with terms of either five or seven years and originates both fixed rate mortgages and ARMs with repricing based
on the one-year constant maturity U.S. Treasury index or other index. At March 31, 2012, the Company had sixteen
residential real estate loans totaling $3.9 million on non-accrual status compared to seven loans totaling $975,000 at
March 31, 2011. All of these loans were located in Oregon and Washington.

The Company made an effort to increase its one-to-four family loan portfolio with a focus on increasing certain
high-quality mortgages. The Company began a mortgage program in April 2010 that offers competitive loan pricing
for borrowers that meet our new increased underwriting standards for loan-to-value, credit scores, debt to income
ratios and job history. The Company has $46.9 million in mortgage loans that were originated through this program.
At March 31, 2012, the weighted

11
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average loan-to-value for these loans was 61.65%, the weighted average credit score was 786 and the weighted
average debt to income ratio was 28.42%.

The Company originates a variety of installment loans, including loans for debt consolidation and other purposes,
automobile loans, boat loans and savings account loans. Consumer loans generally entail greater risk than do
residential mortgage loans, particularly in the case of consumer loans that are unsecured or secured by assets that
depreciate rapidly, such as mobile homes, automobiles, boats and recreational vehicles. At March 31, 2012, the
Company had no installment loans on non-accrual status.

Loan Maturity. The following table sets forth certain information at March 31, 2012 regarding the dollar amount of

loans maturing in the Company’s portfolio based on their contractual terms to maturity, but does not include potential
prepayments. Demand loans, loans having no stated schedule of repayments and no stated maturity and overdrafts are

reported as due in one year or less. Loan balances are reported net of deferred fees.

Within After 3 — After 5 — Beyond
1 1-3 5 10 10
Year Years Years Years Years Total

Commercial and

construction: (In thousands)
Commercial business $ 37,709 $ 19,056 $ 14365 $ 13,895 $ 2213 $ 87,238
Other real estate

mortgage 61,962 87,966 49,718 228,592 6,525 434,763
Real estate construction 22,176 1,971 - 408 1,236 25,791
Total commercial &
construction 121,847 108,993 64,083 242,895 9,974 547,792
Consumer:
Real estate one-to-four
family 3,083 6,117 3,616 11,634 110,525 134,975
Other installment 209 444 470 883 36 2,042
Total consumer 3,292 6,561 4,086 12,517 110,561 137,017
Total loans $125,139 $ 115554 % 68,169 $§ 255412 $ 120,535 $ 684,809

The following table sets forth the dollar amount of all loans due after one year from March 31, 2012, which have fixed
interest rates and have adjustable interest rates.

Fixed Adjustable
Rate Rate Total
(In thousands)
Commercial and
Construction:
Commercial 33,347 $ 16,182
business $ $ 49,529
Other real estate 85,770 287,031
mortgage 372,801
Real estate 409 3,206
construction 3,615
Total commercial 119,526 306,419
and construction 425,945
Consumer:
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Real estate 92,457 39,435
one-to-four family 131,892
Other installment 1,243 590 1,833
Total consumer 93,700 40,025 133,725
Total loans $213,226 $ 346,444 $559,670

Loan Commitments. The Company issues commitments to originate commercial loans, other real estate mortgage

loans, construction loans, residential mortgage loans and other installment loans conditioned upon the occurrence of
certain events. The Company uses the same credit policies in making commitments as it does for on-balance sheet

instruments. Commitments to originate loans are conditional, and are honored for up to 45 days subject to the

Company’s usual terms and conditions. Collateral is not required to support commitments. At March 31, 2012, the
Company had outstanding commitments to originate loans of $22.5 million, compared to $8.1 million at March 31,

2011.

Mortgage Brokerage. In addition to originating mortgage loans for retention in its portfolio, the Company employs
three commissioned brokers who originate mortgage loans (including construction loans) for various mortgage
companies, as well as for the Company. The loans brokered to mortgage companies are closed in the name of, and
funded by the purchasing mortgage company and are not originated as an asset of the Company. In return, the
Company receives a fee ranging from 1.5% to 2.0% of the loan amount that it shares with the commissioned broker.
Loans brokered to the Company are closed on the Company's books and the commissioned broker receives a fee of
approximately 0.62% of the loan amount. During the year ended March 31, 2012, brokered loans totaled $34.5 million
(including $28.9 million brokered to the Company), compared to $41.5 million of brokered loans in fiscal year 2011.
Gross fees of $318,000 (excluding the portion paid to the commissioned brokers) were earned for the year ended
March 31, 2012. The interest rate environment has a strong influence
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on the loan volume and amount of fees generated from the mortgage broker activity. In general, during periods of
rising interest rates the volume of loans and the amount of loan fees generally decrease as a result of slower mortgage
loan demand. Conversely, during periods of falling interest rates, the volume of loans and the amount of loan fees
generally increase as a result of the increased mortgage loan demand.

Mortgage Loan Servicing. The Company is a qualified servicer for the Federal Home Loan Mortgage Corporation
(“FHLMC”). The Company generally sells fixed-rate residential one-to-four mortgage loans that it originates with
maturities of 15 years or more and balloon mortgages to the FHLMC as part of its asset liability strategy. Mortgage
loans are sold to FHLMC on a non-recourse basis whereby foreclosure losses are generally the responsibility of
FHLMC and not the Company. The Company's general policy is to close its residential loans on the FHLMC
modified loan documents to facilitate future sales to FHLMC. Upon sale, the Company continues to collect payments
on the loans, to supervise foreclosure proceedings, and to otherwise service the loans. At March 31, 2012, total loans
serviced for others were $108.8 million, of which $90.7 million were serviced for FHLMC.

Nonperforming Assets. Loans are reviewed regularly and it is the Company’s general policy that when a loan is 90
days delinquent or when collection of principal or interest appears doubtful, it is placed on non-accrual status, at
which time the accrual of interest ceases and a reserve for any unrecoverable accrued interest is established and
charged against operations. Payments received on non-accrual loans are applied to reduce the outstanding principal
balance on a cash-basis method.

Nonperforming assets were $62.9 million or 7.35% of total assets at March 31, 2012 compared with $39.9 million or
4.65% of total assets at March 31, 2011. The Company also had net charge-offs totaling $24.4 million during fiscal
2012 compared to $11.7 million during fiscal 2011. Credit quality challenges continue to be centered in residential
land acquisition and development loans and speculative construction loans. The continuing weak real estate market in
our primary market area resulted in slower sales and excess housing inventory and has continued to be the primary
cause of the elevated levels of delinquencies and foreclosures for such loans. While the Company has not engaged in
any sub-prime lending programs, the effect on home values, housing markets and construction lending from problems
associated with sub-prime and other non-traditional mortgage lending programs has also contributed to the increased
levels of builder and developer delinquencies during recent periods. Although it appears the economic conditions have
stabilized, a prolonged weak economy in our market area could result in additional increases in nonperforming assets,
further increases in the provision for loan losses and charge-offs in the future.

As noted above, the problem loans identified by the Company have continued to remain concentrated in speculative

construction loans and land acquisition and development loans. During the current fiscal year, management continued

its focus on managing these portfolios in an attempt to minimize the effects of declining home values and slower

home sales. At March 31, 2012, the Company’s residential construction and land acquisition and development loan
portfolios were $12.3 million and $38.9 million, respectively as compared to $18.8 million and $55.3 million at March

31, 2011. The percentage of nonperforming loans in the residential construction and land acquisition and development

portfolios was 63.08% and 33.39%, respectively as compared to 22.40% and 5.26%, respectively, a year ago. For the

year ended March 31, 2012, the charge-off ratio for the residential construction and land development portfolios was

13.51% and 22.92%, respectively.

Nonperforming loans were $44.2 million or 6.45% of total loans at March 31, 2012 compared with $12.3 million or
1.79% of total loans at March 31, 2011. Nonperforming loans increased due primarily to continued strains on
borrowers as a result of the continued weak economic conditions in the Company’s primary market area. At March 31,
2012, nonperforming loans consisted of 59 loans to 48 borrowers ranging in size from $10,000 to $6.8 million. As
noted above, land acquisition and development loans and speculative construction loans continue to represent the
largest portion of our nonperforming loans, totaling $20.7 million, or 46.97%, of the total nonperforming loan balance
at March 31, 2012. However, commercial real estate loans also increased to $14.0 million due primarily to a $6.8

21



Edgar Filing: RIVERVIEW BANCORP INC - Form 10-K

million loan placed on non-accrual status in the fourth quarter. The remaining balance includes 16 commercial loans

to 15 borrowers totaling $3.9 million, three multi-family loans to three borrowers totaling $1.6 million and 16

residential real estate loans to 14 borrowers totaling $3.9 million. All of these loans are to borrowers located in

Oregon and Washington with the exception of one land acquisition and development loan totaling $4.7 million, which

was sold in May 2012, to an Oregon borrower who has property located in Southern California and one commercial

real estate loan totaling $2.3 million to a California borrower who has property in Southern California. At March 31,

2012, 41 of the Company’s nonperforming loans, totaling $42.4 million or 96.07% of total nonperforming loans, were
measured for impairment. These loans have been charged down to their estimated fair market value less selling

costs. The reserve associated with these impaired loans totaled $915,000 at March 31, 2012.

At March 31, 2012, the largest single nonperforming loan was a commercial real estate loan totaling $6.8 million. Net

charge-offs for this property totaled $411,000 for fiscal year 2012. This loan was measured for impairment and had a
specific
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reserve of $271,000 that is included in the allowance for loan losses. The Company believes that it is adequately
reserved for this loan.

The balance of nonperforming assets included $18.7 million in REO at March 31, 2012. The REO was comprised of
single-family homes totaling $1.1 million, residential building lots totaling $4.9 million, commercial real estate
property totaling $7.1 million and land development property totaling $5.6 million. All of the REO properties are
located in Oregon and Washington. As a result of the declining real estate values, the Company had $4.2 million in
write-downs on existing REO properties during fiscal year 2012. Total REO sales were $11.7 million during fiscal
year 2012. Maintenance and operating expenses for these properties totaled $859,000 during fiscal year 2012. The
orderly resolution of nonperforming loans and REO properties remains a priority for management. Because of the
uncertain real estate market, no assurance can be given as to the timing of ultimate disposition of such assets or that
the selling price will be at or above the carrying value. Continued declines in market values in our area could lead to
additional valuation adjustments, which would have an adverse effect on our results of operations.

The following table sets forth information regarding the Company’s nonperforming assets.

At March 31,
2012 2011 2010 2009 2008
(In thousands)
Loans accounted for on a
non-accrual basis:

Commercial business $ 3,930 $ 2,871 $ 6,430 $ 6,018 $ 1,164
Other real estate mortgage 28,562 4,289 15,079 7,316 3,892
Real estate construction 7,756 4,206 11,826 12,720 2,124
Consumer 3,915 957 2,676 1,329 382
Total 44,163 12,323 36,011 27,383 7,562
Accruing loans which are

contractually

past due 90 days or more - - - 187 115
Total nonperforming loans 44,163 12,323 36,011 27,570 7,677
REO 18,731 27,590 13,325 14,171 494

Total nonperforming assets $ 62,894 $ 39913 $ 49,336 $ 41,741 $ 8,171

The following table sets forth information regarding the Company’s nonperforming assets by loan type and
geographical area.

Northwest Other Southwest Other
Oregon Oregon Washington Washington Other Total

March 31, 2012 (In thousands)
Commercial business $ 194 $ 746 $ 2,990 $ - $ - 3,930
Commercial real estate 1,867 - 9,735 - 2,348 13,950
Multi Family 627 1,000 - - - 1,627
Land - 1,902 6,383 - 4,700 12,985
Commercial
construction - - - - - -

One-to-four family
construction 1,246 6,117 393 - - 7,756
Real estate one-to-four
family 678 189 3,048 - - 3,915
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Total
nonperforming loans 4,612 9,954 22,549 - 7,048 44,163
REO 2,477 5,863 6,825 3,566 - 18,731
Total nonperforming
assets $ 7,089 $ 15817 $ 29,374  $ 3566 $ 7,048 $ 62,894

In addition to the nonperforming assets set forth in the table above, at March 31, 2012 and 2011, the Company had
other loans of concern totaling $41.9 million and $24.2 million, respectively. Other loans of concern at March 31,
2012 consisted of 61 loans to 43 borrowers. Included in other loans of concern at March 31, 2012 are 32 commercial
loans totaling $9.5 million (the largest of which was $1.9 million), 16 commercial real estate loans totaling $21.2
million (the largest of which was $4.3 million), five multifamily loans totaling $6.6 million and eight land acquisition
and development loans totaling $4.6 million. Other loans of concern consist of loans where the borrowers have cash
flow problems, or the collateral securing the respective loans may be inadequate. In either or both of these situations,
the borrowers may be unable to comply with the present loan repayment terms, and the loans may subsequently be
included in the non-accrual category. Management considers the allowance for loan losses to be adequate to cover the
probable losses inherent in these and other loans.

At March 31, 2012, loans delinquent 30 to 89 days were 1.29% of total loans compared to 1.13% at March 31, 2011.
At March 31, 2012, the 30 to 89 day delinquency rate in our commercial business loan portfolio was 0.61%. The 30 to
89 day delinquency rate in our commercial real estate (“CRE”) portfolio was 1.62%. CRE loans represent the largest
portion of our loan portfolio at 51.56% of total loans and the commercial business loans represent 12.74% of total
loans.
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Trouble debt restructurings (“TDR”) are loans where the Company, for economic or legal reasons related to the
borrower's financial condition, has granted a concession to the borrower that it would otherwise not consider. A TDR
typically involves a modification of terms such as a reduction of the stated interest rate or face amount of the loan, a
reduction of accrued interest, or an extension of the maturity date(s) at a stated interest rate lower than the current
market rate for a new loan with similar risk.

TDRs are considered impaired loans and as such, when a loan is deemed to be impaired, the amount of the impairment

is measured using discounted cash flows using the original note rate, except when the loan is collateral dependent. In

these cases, the estimated fair value of the collateral and when applicable, less selling costs, are used. Impairment is

recognized as a specific component within the allowance for loan losses if the value of the impaired loan is less than

the recorded investment in the loan. When the amount of the impairment represents a confirmed loss, it is charged off

against the allowance for loan losses. At March 31, 2012 the Company had TDRs totaling $16.1 million of which

$13.6 million were on accrual status. However, all of the Company’s TDRs are paying as agreed and none of the
Company’s TDRs have defaulted since they were modified. The related amount of interest income recognized on these
TDRs was $758,000 for the year ended March 31, 2012.

The Company has determined that, in certain circumstances, it is appropriate to split a loan into multiple notes. This
typically includes a non-performing charged-off loan that is not supported by the cash flow of the relationship and a
performing loan that is supported by the cash flow. These may also be split into multiple notes to align portions of the
loan balance with the various sources of repayment when more than one exists. Generally the new loans are
restructured based on customary underwriting standards. In situations where they were not, the policy exception
qualifies as a concession, and the borrower is experiencing financial difficulties, the loans are accounted for as TDRs.

The Company’s general policy related to TDRs is to perform a credit evaluation of the borrower’s financial condition
and prospects for repayment under the revised terms. This evaluation includes consideration of the borrower’s
sustained historical repayment performance for a reasonable period of time. A sustained period of repayment
performance generally would be a minimum of six months, and may include repayments made prior to the
restructuring date. If repayment of principal and interest appears doubtful, it is placed on non-accrual status.

In accordance with the Company’s policy guidelines, unsecured loans are generally charged-off when no payments
have been received for three consecutive months unless an alternative action plan is in effect. Consumer installment
loans delinquent six months or more that have not received at least 75% of their required monthly payment in the last
90 days are charged-off. In addition, loans discharged in bankruptcy proceedings are charged-off. Loans under
bankruptcy protection with no payments received for four consecutive months will be charged-off. The outstanding
balance of a secured loan that is in excess of the net realizable value is generally charged-off if no payments are
received for four to five consecutive months. However, charge-offs are postponed if alternative proposals to
restructure, obtain additional guarantors, obtain additional assets as collateral or a potential sale would result in full
repayment of the outstanding loan balance. Once any of these or other repayment potentials are considered exhausted
the impaired portion of the loan is charged-off, unless an updated valuation of the collateral reveals no impairment.
Regardless of whether a loan is unsecured or collateralized, once an amount is determined to be a confirmed loan loss
it is promptly charged off.

Asset Classification. The OCC has adopted various regulations regarding problem assets of savings institutions. The
regulations require that each insured institution review and classify its assets on a regular basis. In addition, in
connection with examinations of insured institutions, OCC examiners have authority to identify problem assets and, if
appropriate, require them to be classified. There are three classifications for problem assets: substandard, doubtful
and loss (collectively “classified loans”). Substandard assets have one or more defined weaknesses and are characterized
by the distinct possibility that the insured institution will sustain some loss if the deficiencies are not
corrected. Doubtful assets have the weaknesses of substandard assets with the additional characteristic that the
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weaknesses make collection or liquidation in full on the basis of currently existing facts, conditions and values
questionable, and there is a high possibility of loss. An asset classified as loss is considered uncollectible and of such
little value that continuance as an asset of the institution is not warranted.

When the Company classifies problem assets as either substandard or doubtful, we may establish a specific allowance
in an amount we deem prudent to address the risk specifically or we may allow the loss to be addressed in the general
allowance. General allowances represent loss allowances which have been established to recognize the inherent risk
associated with lending activities, but which, unlike specific allowances, have not been specifically allocated to
particular problem assets.
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When a problem asset is classified by us as a loss, we are required to charge off the asset in the period in which it is
deemed uncollectible.

The aggregate amount of the Company's classified loans, general loss allowances, specific loss allowances and
charge-offs were as follows at the dates indicated:

At or For the Year
Ended March 31,
2012 2011
(In thousands)

Classified loans $ 86,029 $ 36,389
General loss allowances 18,319 12,923
Specific loss allowances 1,602 2,045
Net charge-offs 24,397 11,749

All of the loans on non-accrual status as of March 31, 2012 were categorized as classified loans. Classified loans at
March 31, 2012 were made up of six real estate construction loans totaling $7.8 million (the largest of which was $5.0
million), 48 commercial business loans totaling $13.5 million (the largest of these loans totaling $1.9 million), 17 land
acquisition and development loans totaling $17.6 million (the largest of which was $4.7 million), 16 one-to-four
family real estate loans totaling $3.9 million, eight multi-family loans totaling $8.2 million (the largest of which was
$3.1 million) and 25 commercial real estate loans totaling $35.0 million (the largest of which was $6.8 million).

Allowance for Loan Losses. The Company maintains an allowance for loan losses to provide for probable losses
inherent in the loan portfolio. The adequacy of the allowance is evaluated monthly to maintain the allowance at levels
sufficient to provide for inherent losses existing at the balance sheet date. The key components to the evaluation are
the Company’s internal loan review function by its credit administration, which reviews and monitors the risk and
quality of the loan portfolio; as well as the Company’s external loan reviews and its loan classification systems. Credit
officers are expected to monitor their portfolios and make recommendations to change loan grades whenever changes
are warranted. Credit administration approves any changes to loan grades and monitors loan grades. For additional
discussion of the Company’s methodology for assessing the appropriate level of the allowance for loan losses see Item
7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting
Policies."

At March 31, 2012, the Company had an allowance for loan losses of $19.9 million, or 2.91% of total loans. The
increase in the balance of the allowance for loan losses at March 31, 2012 reflects the increased levels of delinquent
and classified loans, increased charge-offs as well as declines in real estate values. Nonperforming loans increased
$31.8 million and 30-89 day delinquent loans increased $1.1 million during the year ended March 31, 2012. Classified
assets were $86.0 million at March 31, 2012 compared to $36.4 million at March 31, 2011. The increase in
nonperforming and classified loans can be attributable to the current economic conditions affecting these borrowers’
repayment ability.

The coverage ratio of allowance for loan losses to nonperforming loans was 45.11% at March 31, 2012 compared to
121.46% at March 31, 2011. This coverage ratio decreased from March 31, 2011 primarily as a result of the increase
in nonperforming loans. At March 31, 2012, 40 of the Company’s nonperforming loans, totaling $42.4 million or
96.07% of total nonperforming loans, were measured for impairment, with all of these loans being considered
collateral dependent. The additional reserves associated with these impaired loans totaled $915,000 at March 31,
2012. As a result of adopting OCC regulatory guidance in connection with the change in our primary bank regulator
from the OTS to the OCC, specific valuation allowance which had been recorded for impaired loans were charged-off.
As a result of the charge-offs on these impaired loans the Company’s total allowance for loan losses did not increase
proportionately to the increase in nonperforming and classified loans. However, the Company’s general valuation
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allowance to non-impaired loans increased from 1.96% at March 31, 2011 to 2.96% at March 31, 2012 reflecting the
increase in nonperforming and classified loan balances.

Management considers the allowance for loan losses to be adequate to cover probable losses inherent in the loan
portfolio based on the assessment of various factors affecting the loan portfolio and the Company believes it has
established its existing allowance for loan losses in accordance with accounting principles generally accepted in the
United States of America (“generally accepted accounting principles” or "GAAP"). However, a further decline in local
economic conditions, results of examinations by the Company’s regulators, or other factors could result in a material
increase in the allowance for loan losses and may adversely affect the Company’s financial condition and results of
operations. In addition, because future events affecting borrowers and collateral cannot be predicted with certainty,
there can be no assurance that the existing allowance for loan losses will be adequate or that substantial increases will
not be necessary should the quality of any loans
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deteriorate or should collateral values further decline as a result of the factors discussed elsewhere in this document.
The following table sets forth an analysis of the Company's allowance for loan losses for the periods indicated.

Year Ended March 31,
2012 2011 2010 2009 2008
(Dollars in thousands)

Balance at beginning of year $14,968 $21,642 $16,974 $10,687 $8,653
Provision for loan losses 29,350 5,075 15,900 16,150 2,900
Recoveries:

Commercial and construction

Commercial business 29 7 5 25 10
Other real estate mortgage 103 31 1 - 12
Real estate construction 3 7 76 - -
Total commercial and construction 135 45 82 25 22
Consumer

Real estate one-to-four family 12 11 7 - -
Other installment 3 2 - 2 17
Total consumer 15 13 7 2 17
Total recoveries 150 58 89 27 39
Charge-offs:

Commercial and construction

Commercial business 2,801 2,371 2,466 1,311 794
Other real estate mortgage 16,895 4,404 3,836 5,913 42
Real estate construction 2,101 4,329 3,737 2,073 -

Total commercial and construction 21,797 11,104 10,039 9,297 836

Consumer

Real estate one-to-four family 2,694 682 1,232 361 48
Other installment 56 21 50 232 21
Total consumer 2,750 703 1,282 593 69
Total charge-offs 24,547 11,807 11,321 9,890 905
Net charge-offs (recoveries) 24,397 11,749 11,232 9,863 866
Balance at end of year $19,921 $14,968 $21,642 $16,974 $10,687
Ratio of allowance to total loans

outstanding at end of year 291 % 2.18 % 295 % 2.12 % 1.39 %
Ratio of net charge-offs to average net

loans outstanding during year 3.51 1.67 1.48 1.24 0.12
Ratio of allowance to total nonperforming

loans 45.11 121.46 60.10 61.57 139.21

The Company’s allowance consists of specific, general and unallocated components. The Company’s specific
allowance decreased from prior year due to an increase in charge-offs on impaired loans during the year. The general
component increased from prior year due to an increase in the Company’s calculated historical loss rates as a result of
the increase in charge-offs during the year. The unallocated component has remained elevated compared to historical
levels as a result of the continued economic uncertainly.
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The following table sets forth the breakdown of the allowance for loan losses by loan category and is based on
applying a specific loan loss factor to the outstanding balances of related loan category as of the date of the allocation

for the periods indicated.

At March 31,
2012 2011 2010
Loan Loan Loan
Category Category Category
asa asa asa
Percent Percent Percent
of Total of Total of Total
Amount Loans Amount Loans Amount Loans
(Dollars in thousands)

Commercial
a n d
construction:
Commercial
business $ 2,688 12.74% $ 1,822 12.44% $ 3,181 14.76% $
Other real
estate
mortgage 11,626 63.49 8,919 67.19 10,028 62.52
Real estate
construction 412 3.76 820 3.98 5,137 10.27
Consumer:
Real estate
one-to-four
family 3,220 19.71 1,294 16.06 1,522 12.10
Other
installment 54 0.30 45 0.33 52 0.35
Unallocated 1,921 2,068 - 1,722 -
Total % ) %
allowance for
loan loss $ 19,921 100.00 $ 14,968 100.00 $ 21,642 100.00 $
18

2009 2008

Loan Loa
Category Categ
as a as a
Percent Perce
of Total of To
Amount Loans Amount Loar
2,668 15.87% $ 1,339 14
6,475 55.88 5,415 55
4,592 17.41 2,092 19
1,148 10.46 669 9
61 0.38 64 (

2,030 - 1,108

%

16,974 100.00 $ 10,687 100
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Investment Activities

The Board sets the investment policy of the Company. The Company's investment objectives are: to provide and
maintain liquidity within regulatory guidelines; to maintain a balance of high quality, diversified investments to
minimize risk; to provide collateral for pledging requirements; to serve as a balance to earnings; and to optimize
returns. The policy permits investment in various types of liquid assets permissible under OCC regulation, which
includes U.S. Treasury obligations, securities of various federal agencies, "bank qualified" municipal bonds, certain
certificates of deposit of insured banks, repurchase agreements, federal funds and mortgage-backed securities (“MBS”),
but does not permit investment in non-investment grade bonds. The policy also dictates the criteria for classifying
securities into one of three categories: held to maturity, available for sale or trading. At March 31, 2012, no
investment securities were held for trading. See Item 7. “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Critical Accounting Policies."

At March 31, 2012, the Company’s investment portfolio totaled $8.0 million, primarily consisting of $5.0 million in
U.S. agency securities available-for-sale, $974,000 in mortgage-backed securities available-for-sale, and $1.2 million

in trust preferred securities available-for-sale. This compares with a total investment portfolio of $8.8 million at
March 31, 2011, primarily consisting of $4.9 million in U.S. agency securities available-for-sale, $1.8 million in
mortgage-backed securities available-for-sale, and $916,000 in a trust preferred securities available-for-sale. At March

31, 2012, the Company owne