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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the quarterly period ended September 30, 2015 OR

[1 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: 333-177125
FS BANCORP, INC.
(Exact name of registrant as specified in its charter)

Washington 45-4585178
(State or other jurisdiction of incorporation or organization) (IRS Employer Identification No.)

6920 220th Street SW, Mountlake Terrace, Washington 98043
(Address of principal executive offices; Zip Code)

(425) 771-5299
(Registrant's telephone number, including area code)

None
(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes [X] No[]

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

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

company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer [ ] Accelerated filer [ ]
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Non-accelerated filer [ | (Do not check if a smaller reporting
company)

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

APPLICABLE ONLY TO CORPORATE ISSUERS:

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date: As of November 4, 2015, there were 3,241,120 outstanding shares of the registrant's common stock.

Smaller reporting company [ X ]
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As used in this report, the terms "we," "our," and "us," and "Company" refer to FS Bancorp, Inc. and its consolidated
subsidiary, unless the context indicates otherwise. When we refer to "Bank" in this report, we are referring to 1st
Security Bank of Washington, the wholly owned subsidiary of FS Bancorp, Inc.
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Item 1. Financial Statements
FS BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS

(Dollars in thousands, except share amounts) (Unaudited)

ASSETS

Cash and due from banks

Interest-bearing deposits at other financial institutions
Total cash and cash equivalents

Certificates of deposit at other financial institutions
Securities available-for-sale, at fair value

Loans held for sale, at fair value

Loans receivable, net

Accrued interest receivable

Premises and equipment, net

Federal Home Loan Bank ("FHLB") stock, at cost
Bank owned life insurance ("BOLI")

Servicing rights, held at the lower of cost or fair value
Other assets

TOTAL ASSETS

LIABILITIES

Deposits
Noninterest-bearing accounts
Interest-bearing accounts
Total deposits

Borrowings

Other liabilities

Total liabilities

COMMITMENTS AND CONTINGENCIES (NOTE 9)

STOCKHOLDERS' EQUITY

Preferred stock, $.01 par value; 5,000,000 shares authorized; None issued or

outstanding

Common stock, $.01 par value; 45,000,000 shares authorized; 3,241,120 and
3,235,625 shares issued and outstanding at September 30, 2015, and December

31, 2014, respectively

Additional paid-in capital
Retained earnings
Accumulated other comprehensive income, net of tax

Unearned shares - Employee Stock Ownership Plan ("ESOP")

Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

See accompanying notes to these consolidated financial statements.

September 30,
2015

$1,272
4,160
5,432
11,181
53,679
53,335
482,592
2,057
13,734
2,972
9,701
5,226
2,071
$641,980

$69,724
430,159
499,883
59,269
9,590
568,742

32

30,289
44,373
234
(1,690
73,238
$641,980

December 31,
2014

$10,499
5,056
15,555
4,543
48,744
25,983
387,174
1,558
13,584
1,650
6,556
3,061
1,346
$509,754

$56,734
363,710
420,444
17,034
6,440
443,918

32

29,450
38,125
117
(1,888
65,836
$509,754
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FS BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
(Dollars in thousands, except share amounts) (Unaudited)

INTEREST INCOME

Loans receivable including fees

Interest and dividends on investment securities, cash and cash
equivalents, and certificates of deposit at other financial institutions
Total interest and dividend income

INTEREST EXPENSE

Deposits

Borrowings

Total interest expense

NET INTEREST INCOME

PROVISION FOR LOAN LOSSES

NET INTEREST INCOME AFTER PROVISION FOR LOAN
LOSSES

NONINTEREST INCOME

Service charges and fee income

Gain on sale of loans

(Loss) gain on sale of investment securities

Earnings on cash surrender value of BOLI

Other noninterest income

Total noninterest income

NONINTEREST EXPENSE

Salaries and benefits

Operations

Occupancy

Data processing

Other real estate owned ("OREQ") fair value impairments, net of loss

on sales

OREO expense

Loan costs

Professional and board fees

FDIC insurance

Marketing and advertising
Acquisition costs

Recovery on servicing rights

Total noninterest expense

INCOME BEFORE PROVISION FOR INCOME TAXES
PROVISION FOR INCOME TAXES
NET INCOME

Three Months Ended
September 30,
2015 2014
$7,730 $6,339
329 264
8,059 6,603
866 675
56 76
922 751
7,137 5,852
600 450
6,537 5,402
528 458
3,632 1,789
— (51
51 47
165 141
4,376 2,384
4,295 3,557
1,118 932
497 420
380 331
— 11

— 10
379 316
479 317
69 62
183 138
432 —
— (18
7,832 6,076
3,081 1,710
1,086 564
$1,995 $1,146

Nine Months Ended
September 30,
2015 2014
$22.042 $17,013
874 950
22916 17,963
2,425 1,818
195 197
2,620 2,015
20,296 15,948
1,800 1,350
18,496 14,598
1,452 1,301
11,565 5,092
76 41
146 139
486 401
13,725 6,892
12,461 9,920
3,209 2,403
1,388 1,221
1,132 918
— 42

— 13
1,129 1,012
1,268 919
229 188
458 371
432 —

— (19
21,706 16,988
10,515 4,502
3,656 1,495
$6,859 $3,007
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Basic earnings per share $0.67 $0.39 $2.31 $1.00
Diluted earnings per share $0.66 $0.39 $2.28 $1.00

See accompanying notes to these consolidated financial statements.




Edgar Filing: FS Bancorp, Inc. - Form 10-Q

Table of Contents

FS BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands) (Unaudited)

Three Months Ended
September 30,
2015 2014
Net Income $1,995 $1,146
Other comprehensive income (loss), net of tax:
Unrealized gain (loss) on securities
available-for-sale:
Unrealized holding gain (loss) arising during period 391 119
Income tax (provision) benefit related to unrealized
. . (133 ) 40
holding gain (loss)
Reclassification adjustment for realized loss (gain) 51
included in net income
Income tax (benefit) provision related to . 17
reclassification for realized (loss) gain
Other comprehensive income (loss), net of tax 258 (45
COMPREHENSIVE INCOME $2,253 $1,101

See accompanying notes to these consolidated financial statements.

Nine Months Ended
September 30,
2015 2014
$6,859 $3,007

) 253 1,225
(86 ) (417
(76 ) 41

) 26 (14

) 117 835
$6,976 $3,842
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FS BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
(Dollars in thousands, except share amounts) (Unaudited)

Common Stock Accumulated
Additional Retained Other Unearned Total
Shares Amount Paid-in Earnines Comprehensive ESOP Stockholders'
Capital £ (Loss) Income Shares Equity

BALANCE, January 1, 2014 3,240,125 $32 $30,097 $35,215 $ (898 ) $(2,133 ) $62,313
Net income — — — 3,007 — — 3,007
Dividends paid ($0.11 per
share) — — 523 ) — — (523 )
Share-based compensation — — 297 — — — 297
Restricted stock awards 125,105 — (1 ) — — — (1 )
Common stock repurchased (129,605 ) — (1,295 ) 927 ) — — (2,222 )
cher comprehensive o L o o 335 . 835
income, net of tax
ESOP cash distribution — — (35 ) — — — (35 )
ESOP shares allocated — — 137 — — 198 335
I;QI;ANCE’ September 30, 3535605 $32 $29200  $36,772 $ (63 ) $(1,935 ) $64,006
BALANCE, January 1, 2015 3,235,625 $32 $29,450 $38,125 $117 $(1,888 ) $65,836
Net income — — — 6,859 — — 6,859
Dividends paid ($0.19 per
share) — — 611 ) — — (611 )
Share-based compensation — — 560 — — — 560
Common stock repurchased (4,605 ) — (101 ) — — — (101 )
Stock options exercised 10,100 — 170 — — — 170
Other comprehensive o L o o 117 . 117
loss, net of tax
ESOP shares allocated — — 210 — — 198 408
BALANCE, September 30, 3 54 199 $32 $30,289  $44,373 $234 $(1,690 ) $73,238

2015

See accompanying notes to these consolidated financial statements.
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FS BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands) (Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

Adjustments to reconcile net income to net cash from operating activities
Provision for loan losses

Depreciation, amortization and accretion
Compensation expense related to stock options and restricted stock awards
ESOP compensation expense for allocated shares
Increase in cash surrender value of BOLI

Gain on sale of loans held for sale

Gain on sale of portfolio loans

Origination of loans held for sale

Proceeds from sale of loans held for sale

(Gain) loss on sale of investment securities
Recovery on servicing rights

Impairment loss on OREO

Changes in operating assets and liabilities

Accrued interest receivable

Other assets

Other liabilities

Net cash used by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Activity in securities available-for-sale:

Proceeds from sale of investment securities
Maturities, prepayments, sales, and calls

Purchases

Maturities of interest-bearing time deposits
Purchase of interest-bearing time deposits

Loan originations and principal collections, net
Purchase of portfolio loans

Proceeds from sale of portfolio loans

Proceeds from sale of OREO

Purchase of BOLI

Purchase of premises and equipment, net

FHLB stock purchased

FHLB stock redeemed

Net cash used by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in deposits

Proceeds from borrowings

Repayments of borrowings

Dividends paid

Proceeds from stock options exercised

Common stock repurchased

Net cash from financing activities

Nine Months Ended September 30,

2015
$6,859

1,800
1,598
560

408

(146
(11,565
(447,964
429,411
(76

(499
(725
3,091
(17,248

4,178
4,574
(13,729
496
(7,136
(80,887
(16,113

(3,000
(1,068
(5,468
4,146
(114,007

79,439
305,837
(263,602
(611

170

(101
121,132

2014
$3,007

1,350
2,555
297

335
(139
(4,528
(564
(182,264
176,878
41

(19

42

(264
(244
2,237
(1,280

20,330
10,063
(22,693
1,490
(250
(98,854
12,849
2,478
(692
(225

74
(75,430

43,413
123,358
(117,470
(523
(2,222
46,556

12
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NET DECREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of period

CASH AND CASH EQUIVALENTS, end of period

SUPPLEMENTARY DISCLOSURES OF CASH FLOW INFORMATION
Cash paid during the year for:

Interest

Income taxes

SUPPLEMENTARY DISCLOSURES OF

NONCASH OPERATING, INVESTING AND FINANCING ACTIVITIES
Change in unrealized gain on investment securities

Property received in settlement of loans

Transfer of portfolio loans to loans held for sale

See accompanying notes to these consolidated financial statements.

(10,123
15,555
$5,432

$2,623
$3,666

)

(30,154
38,459
$8,305

$2,007
$377

$1,267
$445
$10,231

13



Edgar Filing: FS Bancorp, Inc. - Form 10-Q

Table of Contents

FS BANCORP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations — FS Bancorp, Inc. (the “Company”’) was incorporated in September 2011 as the proposed holding
company for 1st Security Bank of Washington (the “Bank”) in connection with the Bank's conversion from the mutual
to stock form of ownership which was completed on July 9, 2012. The Bank is a community-based savings bank with
seven branches and four loan production offices in suburban communities in the greater Puget Sound area, and one

loan production office in the most recently entered market area of the Tri-Cities, Washington. The Bank provides loan
and deposit services to customers who are predominantly small and middle-market businesses and individuals.

Financial Statement Presentation — The accompanying unaudited consolidated interim financial statements do not
contain all necessary disclosures required by generally accepted accounting principles in the United States of America
(“U.S. GAAP”) for complete financial statements and, therefore, should be read in conjunction with the audited
consolidated financial statements and the notes thereto included in the Company's Annual Report on Form 10-K for
the year ended December 31, 2014 filed with the U.S. Securities and Exchange Commission ("SEC") on March 27,
2015. These unaudited consolidated financial statements include all normal and recurring adjustments that
management believes are necessary in order to conform to U.S. GAAP and have been reflected as required by Article
10 of Regulation S-X as promulgated by the SEC. The results for the three and nine months ended September 30,
2015 are not necessarily indicative of the results that may be expected for the year ending December 31, 2015, or any
other future period. Amounts presented in the financial statements and footnote tables are rounded and presented in
thousands of dollars except per share amounts. In the narrative footnote discussion, amounts are rounded and
presented in millions of dollars to one decimal point if the amounts are above $1.0 million. Amounts below $1.0
million are rounded and presented in dollars to the nearest thousands. Certain prior year amounts have been
reclassified to conform to the 2015 presentation with no change to net income or stockholders' equity previously
reported.

Conversion and Change in Corporate Form — On July 9, 2012, in accordance with a Plan of Conversion (the "Plan")
adopted by its Board of Directors and as approved by its depositors and borrower members, the Bank (i) converted
from a mutual savings bank to a stock savings bank, and (ii) became the wholly-owned subsidiary of FS Bancorp,
Inc., a bank holding company registered with the Board of Governors of the Federal Reserve System ("Federal
Reserve"). In connection with the conversion, FS Bancorp, Inc. issued an aggregate of 3,240,125 shares of common
stock at an offering price of $10.00 per share for gross proceeds of $32.4 million. From the proceeds, the Company
made a capital contribution of $15.5 million to the Bank. The Bank is using this additional capital for lending and
investment activities and for general and other corporate purposes subject to regulatory limitations. The cost of
conversion and the issuance of capital stock was approximately $2.5 million, which was deducted from the proceeds
of the offering.

14
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Pursuant to the Plan, the Company's Board of Directors adopted an employee stock ownership plan ("ESOP") which
purchased 8% of the common stock in the open market or 259,210 shares. As provided for in the Plan, the Bank also
established a liquidation account in the amount of retained earnings at December 31, 2011. The liquidation account
will be maintained for the benefit of eligible savings account holders at June 30, 2007, and supplemental eligible
account holders as of March 31, 2012, who maintain deposit accounts at the Bank after the conversion. The
conversion was accounted for as a change in corporate form with the historic basis of the Company’s assets, liabilities,
and equity unchanged as a result.

Use of Estimates — The preparation of financial statements, in conformity with U.S. GAAP, requires management to
make estimates and assumptions that affect amounts reported in the financial statements. Actual results could differ
from these estimates. Material estimates that are particularly susceptible to change in the near term are allowances for
loan losses, fair value of measurements, servicing assets, and deferred income taxes.

Principles of Consolidation — The consolidated financial statements include the accounts of FS Bancorp, Inc. and its
wholly owned subsidiary, 1st Security Bank of Washington. All material intercompany accounts have been eliminated
in consolidation.

15
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FS BANCORP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Segment Reporting — The Company’s major line of business is community banking. Management has determined that
the Company operates as a single operating segment based on U. S. GAAP.

Subsequent Events — On September 1, 2015, 1st Security Bank, the wholly owned subsidiary of FS Bancorp, Inc.
entered into a Purchase and Assumption Agreement with Bank of America, National Association to purchase four
retail bank branches.

On October 15, 2015, FS Bancorp, Inc. issued an unsecured subordinated term note in the aggregate principal amount
of $10.0 million due October 1, 2025 bearing interest at a rate of 6.5% per annum.

For additional information regarding these subsequent events please see Note 16 Recent Developments.

Cash and Cash Equivalents — Cash and cash equivalents include cash and due from banks, and interest-bearing balances
due from other banks and the Federal Reserve Bank of San Francisco ("Federal Reserve Bank") and have a maturity

of 90 days or less at the time of purchase. At September 30, 2015 the Company had no cash and due from banks and
interest-bearing deposits at other financial institutions in excess of Federal Deposit Insurance Corporation ("FDIC")
insured limits and at December 31, 2014, the Company had cash and due from banks and interest-bearing deposits at
other financial institutions in excess of FDIC insured limits. Because the Company places these deposits with major
financial institutions and monitors the financial condition of these institutions, management believes the risk of loss to
any deposits in excess of FDIC limits to be minimal.

RECENT ACCOUNTING PRONOUNCEMENTS

In January 2015, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU")
No. 2015-01, Income Statement - Extraordinary and Unusual Items (Subtopic 225-20). The objective of this ASU is to
simplify the income statement presentation requirements in Subtopic 225-20 by eliminating the concept of
extraordinary items. Extraordinary items are events and transactions that are distinguished by their unusual nature and
by the infrequency of their occurrence. Eliminating the extraordinary classification simplifies income statement
presentation by altogether removing the concept of extraordinary items from consideration. This ASU is effective for
annual periods and interim periods within those annual periods beginning after December 15, 2015 with early
adoption permitted. The Company does not expect this ASU to have a material impact on the Company's consolidated
financial statements.

In February 2015, the FASB issued ASU No. 2015-02, Consolidation (Topic 810): Amendments to the Consolidation
Analysis, which is intended to improve targeted areas of consolidation guidance for legal entities such as limited
partnerships, limited liability corporations, and securitization structures (collateralized debt obligations, collateralized
loan obligations, and mortgage-backed security transactions). The ASU focuses on simplifying the consolidation
evaluation for reporting organizations that are required to evaluate whether they should consolidate certain legal
entities by reducing the number of consolidation model from four to two, among other changes. The ASU will be
effective for periods beginning after December 31, 2015, while early adoption is permitted. The Company does not

16
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expect this ASU to have a material impact on the Company's consolidated financial statements.

In April 2015, the FASB issued ASU No. 2015-03, Interest - Imputation of Interest (Subtopic 835-30): Simplifying
the Presentation of Debt Issuance Costs. The amendments in this ASU require that debt issuance costs related to a
recognized debt liability be presented in the balance sheet as a direct deduction from the carrying amount of that debt
liability, consistent with debt discounts. The recognition and measurement guidance for debt issuance costs are not
affected. The ASU is effective for financial statements issued for fiscal years beginning after December 15, 2015, and
interim

NOTE 1 - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Continued)

17
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FS BANCORP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

periods within those fiscal years. ASU No. 2015-03 should be applied on a retrospective basis. The Company is
currently evaluating the impacts of this ASU on the Company's consolidated financial statements.

In April 2015, the FASB issued ASU No. 2015-05, Customer's Accounting for Fees Paid in a Cloud Computing
Arrangement. The amendments in this ASU provide guidance to customers in cloud computing arrangements about
whether a cloud computing arrangement includes a software license. If a cloud computing arrangement does include a
software license, the customer should account for the software license element of the arrangement consistent with the
acquisition of other software licenses. If a cloud computing arrangement does not include a software license, the
customer should account for the arrangement as a service contract. The amendments are effective for annual periods,
including interim periods within those annual periods, beginning after December 15, 2015. Early adoption is
permitted. This ASU is not expected to have a material effect on the Company's consolidated financial statements.

In June 2015, FASB issued ASU No. 2015-10, Technical Corrections and Improvements. On November 10, 2010
FASB added a standing project that will facilitate the FASB Accounting Standards Codification ("Codification")
updates for technical corrections, clarifications, and improvements. These amendments are referred to as Technical
Corrections and Improvements. Maintenance updates include non-substantive corrections to the Codification, such as
editorial corrections, various link-related changes, and changes to source fragment information. This update contains
amendments that will affect a wide variety of Topics in the Codification. The amendments in this ASU will apply to
all reporting entities within the scope of the affected accounting guidance and generally fall into one of four
categories: amendments related to differences between original guidance and the Codification, guidance clarification
and reference corrections, simplification, and minor improvements. In summary, the amendments in this ASU
represent changes to clarify the Codification, correct unintended application of guidance, or make minor
improvements to the Codification that are not expected to have a significant effect on current accounting practice.
Transition guidance varies based on the amendments in this ASU. The amendments in this ASU that require transition
guidance are effective for fiscal years and interim reporting periods after December 15, 2015. Early adoption is
permitted including adoption in an interim period. All other amendments are effective upon the issuance of this ASU.
ASU 2015-10 did not have a material impact on the Company's consolidated financial statements.

In July 2015, the FASB issued ASU 2015-12, Plan Accounting: Defined Benefit Pension Plans (Topic 960), Defined
Contribution Pension Plans (Topic 962), Health and Welfare Benefit Plans (Topic 965): (Part I) Fully
Benefit-Responsive Investment Contracts, (Part IT) Plan Investment Disclosures, (Part III) Measurement Date
Practical Expedient (consensuses of the FASB Emerging Issues Task Force). The amendments of this ASU (i) require
fully benefit-responsive investment contracts to be measured, presented and disclosed only at contract value, not fair
value; (ii) simplify the investment disclosure requirements; and (iii) provide a measurement date practical expedient
for employee benefit plans. This ASU is effective for fiscal years beginning after December 15, 2015, although earlier
adoption is permitted. This ASU is not expected to have a material effect on the Company's consolidated financial
statements.

In July 2015, the FASB issued ASU No. 2015-14, Revenue from Contracts with Customers, deferring the effective
date of the new revenue standard by one year. The standard also allows entities to choose to adopt the standard as of
the original effective date. The FASB decided, based on its outreach to various stakeholders and the forthcoming
amendments to the new revenue standard, that a deferral is necessary to provide adequate time to effectively

18
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implement the new revenue standard.

In August 2015, the FASB issued ASU No. 2015-15, Interest-Imputation of Interest (Subtopic 835-30), Presentation
and Subsequent Measurement of Debt Issuance Costs Associated with Line-of-Credit Arrangements. The ASU
provides guidance not previously included in ASU 2015-03 regarding debt issuance related to line-of-credit
arrangements. The amendment allows an entity to present debt issuance costs as an asset and subsequently amortize
the deferred debt issuance costs over the term of the line-of-credit arrangement, regardless if there are any outstanding
borrowings on the line-of-credit arrangement. The amendment is effective for fiscal years beginning after December
15, 2015. This ASU is not expected to have a material effect on the Company's consolidated financial statements.
NOTE 1 — BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Continued)
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FS BANCORP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In September 2015, the FASB issued ASU No. 2015-16, Business Combinations (Topic 805). This ASU simplifies
the accounting for adjustments made to provisional amounts recognized in a business combination during the
measurement period. The amendments in this ASU require that the acquirer recognize the adjustments to provisional
amounts in the reporting period in which the adjustment amount is determined. The acquirer must also record in the
same period's financial statements, the effect on earnings of changes in depreciation, amortization or other income
effects, if any, as a result of the change to the provisional amounts, calculated as if the accounting had been completed
at the acquisition date. This ASU has a potential impact on the Company, and the Company is currently evaluating
the impacts of this ASU on the Company's consolidated financial statements.

10
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FS BANCORP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2 - SECURITIES AVAILABLE-FOR-SALE

The following tables present the amortized costs, unrealized gains, unrealized losses, and estimated fair values of
securities available-for-sale at September 30, 2015 and December 31, 2014:

September 30, 2015

Amortized Unrealized Unrealized EsFlmated
. Fair
Cost Gains Losses
Values
SECURITIES AVAILABLE-FOR-SALE
Federal agency securities $7,140 $5 $(59 ) $7,086
Municipal bonds 17,045 358 (16 ) 17,387
Corporate securities 3,495 5 (79 ) 3,421
U.S. Small Business Administration securities 4,012 64 — 4,076
Mortgage-backed securities 21,633 146 (70 ) 21,709
Total securities available-for-sale $53,325 $578 $(224 ) $53,679
December 31, 2014
. . . Estimated
Amortized Unrealized Unrealized )
. Fair
Cost Gains Losses
Values
SECURITIES AVAILABLE-FOR-SALE
Federal agency securities $5,998 $3 $(156 ) $5,845
Municipal bonds 15,886 326 (51 ) 16,161
Corporate securities 4,495 — (58 ) 4,437
U.S. Small Business Administration securities 2,019 38 — 2,057
Mortgage-backed securities 20,169 132 (57 ) 20,244
Total securities available-for-sale $48,567 $499 $(322 ) $48,744
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NOTE 2 - SECURITIES AVAILABLE-FOR-SALE (Continued)
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Investment securities that were in an unrealized loss position at September 30, 2015 and December 31, 2014 are
presented in the following tables, based on the length of time individual securities have been in an unrealized loss
position. In the opinion of management, these securities are considered only temporarily impaired due to changes in
market interest rates or the widening of market spreads subsequent to the initial purchase of the securities, and not due
to concerns regarding the underlying credit of the issuers or the underlying collateral.

SECURITIES
AVAILABLE-FOR-SALE
Federal agency securities
Municipal bonds

Corporate securities
Mortgage-backed securities
Total

SECURITIES
AVAILABLE-FOR-SALE
Federal agency securities
Municipal bonds

Corporate securities
Mortgage-backed securities
Total

September 30, 2015

Less than 12 Months
Fair Value Unrealized
Losses
$2,062 $(13 )
418 2 )
994 (6 )
4,471 (33 )
$7,945 $(54 )
December 31, 2014
Less than 12 Months
Fair Value Unrealized
Losses
$— $—
950 2 )
2,977 (18 )
3,776 2 )
$7,703 $(22 )

12 Months or Longer
Fair Value Unrealized
Losses
$3,950 $46 )
291 (14 )
1,427 (73 )
2,197 (37 )
$7,865 $(170 )
12 Months or Longer
Fair Value Unrealized
Losses

$4,840 $(156 )
2,266 (49 )
1,460 40 )
3,648 (55 )
$12,214 $(300 )

Total

Fair Value

$6,012
709
2421
6,668
$15,810

Total

Fair Value

$4,840
3,216
4,437
7,424
$19,917

Unrealized
Losses

$(59
(16
(79
(70
$(224

~— N N N

Unrealized
Losses

$(156
(51
(58
(57
$(322

~— N N N

There were seven investments with unrealized losses of less than one year, and eight investments with unrealized
losses of more than one year at September 30, 2015. There were eight investments with unrealized losses of less than
one year, and 13 investments with unrealized losses of more than one year at December 31, 2014. The unrealized
losses associated with these investments are believed to be caused by changing market conditions that are considered
to be temporary and the Company does not intend to sell the securities, and it is not likely to be required to sell these
securities. No other-than-temporary impairment was recorded for the three and nine months ended September 30,

2015 and 2014.
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NOTE 2 - SECURITIES AVAILABLE-FOR-SALE (Continued)

The contractual maturities of securities available-for-sale at September 30, 2015 and December 31, 2014 are listed

below. Expected maturities of mortgage-backed securities may differ from contractual maturities because borrowers

may have the right to call or prepay the obligations; therefore, these securities are classified separately with no

specific maturity date.

Federal agency securities

Due in one year or less

Due after one year through five years
Due after five years through ten years
Subtotal

Municipal bonds

September 30, 2015
Amortized Fair

Cost Value
$— $—

7,140 7,086
7,140 7,086

December 31, 2014
Amortized  Fair

Cost Value
$502 $504
500 501

4,996 4,840
5,998 5,845
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