Edgar Filing: ESSA Bancorp, Inc. - Form 10-K

ESSA Bancorp, Inc.
Form 10-K

December 14, 2012
Table of Contents

SECURITIES AND EXCHANGE COMMISSION

100 F Street NE

Washington, D.C. 20549

FORM 10-K

x  Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the Fiscal Year Ended September 30, 2012

or

Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to

Commission File No. 001-33384

ESSA Bancorp, Inc.

(Exact name of registrant as specified in its charter)

Pennsylvania 20-8023072
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification Number)

Table of Contents



Edgar Filing: ESSA Bancorp, Inc. - Form 10-K

200 Palmer Street, Stroudsburg, Pennsylvania 18360
(Address of Principal Executive Offices) Zip Code
(570) 421-0531

(Registrant s telephone number)
Securities Registered Pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, $0.01 par value The NASDAQ Stock Market, LLC
Securities Registered Pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. YES © NO x
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. YES © NO x

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 twelve months (or for such shorter period that the Registrant was required to file such reports) and (2) has been
subject to such 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 if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of Registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K. x

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

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer Smaller reporting company
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). YES © NO x

As of December 12, 2012, there were 18,133,095 shares issued and 13,229,908 shares outstanding of the Registrant s Common Stock.

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the Registrant, computed by reference to the
last sale price on March 31, 2012, was $99,644,322.

DOCUMENTS INCORPORATED BY REFERENCE

Proxy Statement for the 2012 Annual Meeting of Stockholders of the Registrant (Part III).

Table of Contents 2



Edgar Filing: ESSA Bancorp, Inc. - Form 10-K

Table of Contents



Edgar Filing: ESSA Bancorp, Inc. - Form 10-K

Table of Conten

TABLE OF TENT,

PART1

Item 1. Business

Item 1A. Risk Factors

Item 1B. Unresolved Staff Comments
Item 2. Properties

Item 3. Legal Proceedings

Item 4. Mine Safety Disclosures
PART I1

Item 5. Market for Registrant s Common Equity. Related Stockholder Matters and Issuer Purchases of Equity Securities
Item 6. Selected Financial Data

Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Item 8. Financial Statements and Supplementary Data

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

Item 9A. Controls and Procedures

Item 9B. Other Information

PART III

Item 10. Directors. Executive Officers and Corporate Governance

Item 11. Executive Compensation

Item 12. ecurity Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Item 13. Certain Relationships and Related Transactions. and Director Independence

Item 14. Principal Accounting Fees and Services

PART 1V

Item 15. Exhibits. Financial Statement Schedules

Table of Contents

30
35
36
38
38

39
41
42
54
54
54
54
55

56
56
56
56
56

57



Edgar Filing: ESSA Bancorp, Inc. - Form 10-K

Table of Conten
Forward Looking Statements

This Annual Report contains certain forward-looking statements which may be identified by the use of words such as believe, expect, anticipate,
should, planned, estimated and potential. Examples of forward-looking statements include, but are not limited to, estimates with respect to our

financial condition, results of operations and business that are subject to various factors which could cause actual results to differ materially from

these estimates and most other statements that are not historical in nature. These factors include, but are not limited to, general and local

economic conditions, changes in interest rates, deposit flows, demand for mortgage, and other loans, real estate values, competition, changes in

accounting principles, policies, or guidelines, changes in legislation or regulation, and other economic, competitive, governmental, regulatory,

and technological factors affecting our operations, pricing, products and services and the ability to successfully integrate acquired entities.

Because of these and a wide variety of other uncertainties, our actual future results may be materially different from the results indicated by

these forward-looking statements. Please also see Item 1A. Risk Factors.

PART I

Item 1. Business
ESSA Bancorp, Inc.

ESSA Bancorp, Inc. is the Pennsylvania-chartered stock holding company of ESSA Bank & Trust. ESSA Bancorp, Inc. owns 100% of the
outstanding shares of common stock of ESSA Bank & Trust. Since being formed in 2006, ESSA Bancorp, Inc. has engaged primarily in the
business of holding the common stock of ESSA Bank & Trust. Our executive offices are located at 200 Palmer Street, Stroudsburg,
Pennsylvania 18360. Our telephone number at this address is (570) 421-0531. ESSA Bancorp, Inc. is subject to comprehensive regulation and
examination by the Federal Reserve Board of Governors. On July 31, 2012, ESSA Bancorp, Inc. completed its acquisition of First Star Bancorp,
Inc. and its wholly-owned subsidiary, First Star Bank. The total value of the consideration for the acquisition was $24.6 million, 50% of which
was paid in cash and the remainder paid in the form of ESSA Bancorp, Inc. common stock. The information presented herein includes the
combined operations of both companies as of July 31, 2012. At September 30, 2012, ESSA Bancorp, Inc. had consolidated assets of $1.4 billion,
consolidated deposits of $995.6 million and consolidated stockholders equity of $175.4 million. Its consolidated net income for the fiscal year
ended September 30, 2012 was $215,000.

ESSA Bank & Trust
General

ESSA Bank & Trust was organized in 1916. ESSA Bank & Trust is a Pennsylvania chartered full-service, community-oriented savings
association. We provide financial services to individuals, families and businesses through our 26 full-service banking offices, located in Monroe,
Northampton and Lehigh Counties, Pennsylvania. ESSA Bank & Trust is subject to comprehensive regulation and examination by the
Pennsylvania Department of Banking and the Federal Deposit Insurance Corporation.

ESSA Bank & Trust s business consists primarily of accepting deposits from the general public and investing those deposits, together with funds
generated from operations and borrowings, in residential first mortgage loans (including construction mortgage loans), commercial real estate
loans, home equity loans and lines of credit, commercial and consumer loans. We offer a variety of deposit accounts, including checking,

savings and certificates of deposits. We also offer asset management and trust services. We offer investment services through our relationship
with PRIMEVEST Financial Services, Inc., a third party broker/dealer and investment advisor. We offer insurance benefit consulting services
through our wholly owned subsidiary, ESSA Advisory Services, LLC.

ESSA Bank & Trust s executive offices are located at 200 Palmer Street, Stroudsburg, Pennsylvania 18360. Our telephone number at this address
is (570) 421-0531. Our website address is www.essabank.com.
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The Company is a public company, and files interim, quarterly and annual reports with the Securities and Exchange Commission ( SEC ). All
filed SEC reports and interim filings can be obtained from the Bank s website, on the Investor Relations page, without charge from the Company.

Market Area

At September 30, 2012, our 26 full-service banking offices consisted of 13 offices in Monroe County, six offices in Lehigh County, and seven
offices in Northampton County, Pennsylvania. Our primary market for deposits is currently concentrated around the areas where our full-service
banking offices are located. Our primary lending area consists of the counties where our branch offices are located, and to a lesser extent, the
contiguous counties in the Commonwealth of Pennsylvania.

Monroe County is located in eastern Pennsylvania, situated 90 miles north of Philadelphia, 75 miles west of New York and 116 miles northeast
of Harrisburg. Monroe County is comprised of 611 square miles of mostly rural terrain. Major industries include tourism, construction and
educational facilities. Northampton County is located south of Monroe County and directly borders New Jersey. Lehigh County is located
southwest of Monroe County. As of September 30, 2012, we had a deposit market share of approximately 29.1% in Monroe County, which
represented the largest deposit market share in Monroe County, 3.69% in Northampton County and 2.43% in Lehigh County.

Lending Activities

Historically, our principal lending activity has been the origination of first mortgage loans for the purchase, construction or refinancing of one-
to four-family residential real property. In recent years, we have increased our originations of commercial loans and commercial real estate loans
in an effort to increase interest income, diversify our loan portfolio, and better serve the community. Commercial real estate loans have increased
from 9.7% of our total loan portfolio at September 30, 2008 to $160.2 million, or 16.7% of our total loan portfolio at September 30, 2012. One-
to four-family residential real estate mortgage loans represented $696.7 million, or 72.8%, of our loan portfolio at September 30, 2012. Home
equity loans and lines of credit totaled $47.9 million, or 5.0% of our loan portfolio at September 30, 2012. Commercial loans totaled $12.8
million, or 1.3% of our loan portfolio at September 30, 2012 and construction first mortgage loans totaled $3.8 million or 0.4% of the total loan
portfolio at September 30, 2012. Obligations of states and political subdivisions totaled $33.7 million or 3.5% of our loan portfolio at

September 30, 2012. We originate other consumer loans on a limited basis.
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Loan Portfolio Composition. The following table sets forth the composition of our loan portfolio, by type of loan at the dates indicated,
excluding loans held for sale.

Residential first
mortgage loans:

One- to four-family
Construction
Commercial
Commercial real estate
Obligations of states and
political subdivisions
Home equity loans and
lines of credit

Other

Total loans receivable

Allowance for loan
losses

Total loans receivable,
net

Table of Contents

At September 30,
2012 2011 2010 2009 2008
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollars in thousands)
$ 696,696 72.8% $ 583,599 78.1% $ 596,455 80.8% $604,010 81.7% $ 571,609 80.3%
3,805 0.4 691 0.1 1,302 0.2 1,707 0.2 8,254 1.2
12,818 1.3 14,766 2.0 16,545 2.2 16,452 2.2 11,987 1.7
160,192 16.7 79,362 10.6 77,943 10.6 67,888 9.2 69,368 9.7
33,736 3.5 25,869 3.5
47,925 5.0 40,484 54 43,559 59 46,812 6.3 47,528 6.7
2,485 0.3 2,018 0.3 2,486 0.3 2,526 0.4 3,059 0.4
$ 957,657 100.0% $ 746,789 100.0% $ 738,290 100.0% $ 739,395 100.0% $ 711,805 100.0%
(7,302) (8,170) (7,448) (5,815) (4,915)
$ 950,355 $ 738,619 $ 730,842 $ 733,580 $ 706,890
3
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Loan Portfolio Maturities and Yields. The following table summarizes the scheduled repayments of our loan portfolio at September 30, 2012.
Demand loans, loans having no stated repayment schedule or maturity, and overdraft loans are reported as being due in one year or less.

One- to Four-Family Construction Commercial Commercial Real Estate
Weighted Weighted Weighted Weighted
Average Average Average Average
Amount Rate Amount Rate Amount Rate Amount Rate

(Dollars in thousands)
Due During the Years Ending
September 30.

2013 $ 1,475 591% $ $ $ 1,541 5.80% $ 23,716 5.07%
2014 1,686 5.29% 624 6.02% 12,636 5.45%
2015 1,198 521% 433 6.07% 18,632 5.40%
2016 to 2017 8,872 5.49% 3,803 5.16% 28,291 6.36%
2018 to 2022 111,394 4.16% 4,049 5.79% 33,046 5.60%
2023 to 2027 241,657 3.93% 708 5.40% 17,099 5.47%
2027 and beyond 330,414 521% 3,805 3.76% 1,660 3.94% 26,772 5.23%
Total $ 696,696 4.60% $ 3,805 376% $12,818 536% $ 160,192 5.54%

Obligations of States and Home Equity Loans and

Political Subdivisions Lines of Credit Other Total
Weighted Weighted Weighted Weighted
Average Average Average Average
Amount Rate Amount Rate Amount Rate Amount Rate

(Dollars in thousands)
Due During the Years Ending
September 30,

2013 $ 2,993 2.11% $ 540 554% $ 881 548% $ 31,146 4.79%
2014 0.00% 624 5.28% 235 7.57% 15,805 5.48%
2015 3,040 3.85% 864 521% 411 6.55% 24,578 5.23%
2016 to 2017 0.00% 4,622 4.91% 729 6.38% 46,317 6.02%
2018 to 2022 1,490 4.58% 12,200 5.73% 163 8.38% 162,342 4.59%
2023 to 2027 1,990 2.52% 15,166 4.03% 66 5.95% 276,686 4.02%
2027 and beyond 24,223 3.97% 13,909 3.56% 0.00% 400,783 5.06%
Total $ 33,736 3.74% $ 47,925 447% $2,485 6.32% $ 957,657 4.73%

The following table sets forth the scheduled repayments of fixed- and adjustable-rate loans at September 30, 2012 that are contractually due after
September 30, 2013.

Due After September 30, 2013

Fixed Adjustable Total
(In thousands)
Residential first mortgage loans:
One- to four-family $ 646,805 $ 48,416 $ 695,221
Construction 3,805 3,805
Commercial 4,485 6,792 11,277
Commercial real estate 28,201 108,275 136,476
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Obligations of states and political subdivisions 12,754 17,989 30,743
Home equity loans and lines of credit 18,561 28,824 47,385
Other 1,604 1,604
Total $716,215 $ 210,296 $926,511

Loan Originations and Repayments. Historically, we have originated residential mortgage loans pursuant to underwriting standards that
generally conform to Fannie Mae and Freddie Mac guidelines. Loan origination activities are primarily concentrated in Monroe, Northampton
and Lehigh Counties, Pennsylvania and secondarily from other Pennsylvania counties contiguous to Monroe County. New loans are generated
primarily from the efforts of employees and advertising, a network of select mortgage brokers, other parties with whom we do business,
customer referrals, and from walk-in customers. Loan applications are centrally underwritten and processed at our corporate center.
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One- to Four-Family Residential Loans. Historically, our principal lending activity has consisted of the origination of one- to four-family
residential mortgage loans secured primarily by properties located in Monroe and Northampton Counties, Pennsylvania. At September 30, 2012,
approximately $696.7 million, or 72.8% of our loan portfolio, consisted of one- to four-family residential loans. Our origination of one- to
four-family loans increased in fiscal year 2012 compared to fiscal years 2011 and 2010. Originations in fiscal year 2012 were positively
influenced by a significant amount of refinancing activity due to record low mortgage rates. Generally, one- to four-family residential mortgage
loans are originated in amounts up to 80% of the lesser of the appraised value or purchase price of the property, although loans may be made
with higher loan-to-value ratios if private mortgage insurance is specified to compensate for the risk. Fixed-rate loans are originated for terms of
10, 15, 20 and 30 years. At September 30, 2012, our largest loan secured by one- to four-family real estate had a principal balance of
approximately $719,000 and was secured by a single family house. This loan was performing in accordance with its repayment terms.

We also offer adjustable-rate mortgage loans which have initial fixed terms of one, three, five or seven-years before converting to an annual
adjustment schedule based on changes in a designated United States Treasury index. We originated $1.3 million of adjustable rate one- to
four-family residential loans during the year ended September 30, 2012 and $831,000 during the year ended September 30, 2011. Our adjustable
rate mortgage loans provide for maximum rate adjustments of 200 basis points per adjustment, with a lifetime maximum adjustment of 500 basis
points. Our adjustable rate mortgage loans amortize over terms of up to 30 years.

Adjustable rate mortgage loans decrease the risk associated with changes in market interest rates by periodically repricing, but involve other
risks. As interest rates increase, the principal and interest payments on the loan increase, thus increasing the potential for default by the
borrower. At the same time, the marketability of the underlying collateral may be adversely affected by higher interest rates. Adjustment of the
contractual interest rate is limited by the periodic and lifetime interest rate adjustments specified by our loan documents; and therefore, is
potentially limited in effectiveness during periods of rapidly rising interest rates. At September 30, 2012, $48.4 million, or 6.96%, of our one- to
four-family residential loans had adjustable rates of interest.

All one- to four-family residential mortgage loans that we originate include due-on-sale clauses, which give us the right to declare a loan
immediately due and payable in the event that, among other things, the borrower sells or otherwise conveys title to the real property subject to
the mortgage and the loan is not repaid.

Regulations limit the amount that a savings association may lend relative to the value of the real estate securing the loan, as determined by an
appraisal of the property at the time the loan is originated. For all purchase money loans, we utilize outside independent appraisers approved by
the Board of Directors. All purchase money borrowers are required to obtain title insurance. Certain modest refinance requests may utilize an
automated valuation model with an exterior inspection report and title search. We also require fire and casualty insurance and, where
circumstances warrant, flood insurance.

Home Equity Loans and Lines of Credit. Home equity loans and lines of credit are generated almost exclusively by our branch staff. Eligible
properties include primary and vacation homes in northeastern Pennsylvania, with the majority of loans being originated in Monroe County. As
of September 30, 2012, home equity loans and lines totaled about $47.9 million, or 5.0% or our loan portfolio.

The maximum combined loan-to-value originated is currently 70-80%, depending on the collateral and the holder of the first mortgage. There is
a modest portion of the portfolio originated in years past that contains original combined loan-to-values of up to 90%. Our home equity lines of
credit typically feature a 10 year draw period with interest-only payments permitted, followed by another 10 years of fully amortizing payments
with no further ability to draw funds. Similar combined loan-to-value characteristics and standards exist for the lines as are outlined above for
the loans.

Loan underwriting standards limit the maximum size of a junior lien loan to between $100,000 and $200,000, depending on the loan type and
collateral. All loans exceeding 70-75% of value require an appraisal by
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bank-approved, licensed appraisers. Loans with lesser loan-to-value ratios may have utilized either automated valuation models or county tax
assessments. Title/lien searches are secured on all home equity loans and lines greater than $25,000.

Commercial Real Estate Loans. At September 30, 2012, $160.2 million, or 16.7% of our total loan portfolio consisted of commercial real estate
loans. Commercial real estate loans are secured by office buildings, mixed-use properties and other commercial properties. We generally
originate adjustable rate commercial real estate loans with an initial term of five years and a repricing option, and a maximum term of up to 25
years. The maximum loan-to-value ratio for most commercial real estate loans is 75% to 80% and 85% for select loans with faster amortizations.
At September 30, 2012, we had 803 commercial real estate loans with an outstanding balance of $160.2 million. At September 30, 2012, our
largest commercial real estate loan balance was $5.7 million, which was performing in accordance with its terms. At September 30, 2012,
fifty-nine of our loans secured by commercial real estate totaling $10.9 million were not performing in accordance with their terms and were on
nonaccrual status.

We consider a number of factors in originating commercial real estate loans. We evaluate the qualifications and financial condition of the
borrower, including credit history, profitability and expertise, as well as the value and condition of the mortgaged property securing the loan.
When evaluating the qualifications of the borrower, we consider the financial resources of the borrower, the borrower s experience in owning or
managing similar property and the borrower s payment history with us and other financial institutions. In evaluating the property securing the
loan, the factors we consider include the net operating income of the mortgaged property before debt service and depreciation, the ratio of the
loan amount to the appraised value of the mortgaged property and the debt service coverage ratio (the ratio of net operating income to debt
service) to ensure that it is at least 120% of the monthly debt service. All commercial real estate loans in excess of $250,000 are appraised by
outside independent appraisers approved by the Board of Directors. Personal guarantees are obtained from commercial real estate borrowers
although we may occasionally waive this requirement given very strong loan to value and debt service coverage ratios. All purchase money and
most asset refinance borrowers are required to obtain title insurance. We also require fire and casualty insurance and, where circumstances
warrant, flood insurance.

Loans secured by commercial real estate generally are considered to present greater risk than one- to four-family residential loans. Commercial
real estate loans often involve large loan balances to single borrowers or groups of related borrowers. Repayment of these loans depends to a
large degree on the results of operations and management of the properties securing the loans or the businesses conducted on such property, and
may be affected to a greater extent by adverse conditions in the real estate market or the economy in general. Accordingly, the nature of these
loans makes them more difficult for management to monitor and evaluate.

First Mortgage Construction Loans. At September 30, 2012, $3.8 million, or 0.4%, of our total loan portfolio consisted of first mortgage
construction loans. Most of our first mortgage construction loans are for the construction of residential properties. We currently offer fixed and
adjustable-rate residential first mortgage construction loans. First mortgage construction loans are generally structured for permanent mortgage
financing once the construction is completed. At September 30, 2012, our largest first mortgage construction loan balance was $500,000. The
loan was performing in accordance with its terms. First mortgage construction loans will generally be made in amounts of up to 80% of the
appraised value of the completed property, or the actual cost of the improvements. First mortgage construction loans require only the payment of
interest during the construction period. Once converted to permanent financing, they generally repay over a thirty-year period. Funds are
disbursed based on our inspections in accordance with a schedule reflecting the completion of portions of the project.

First mortgage construction loans generally involve a greater degree of credit risk than other one- to four-family residential mortgage loans. The
risk of loss on a construction loan depends, in part, upon the accuracy of the initial estimate of the value of the property at completion of
construction compared to the estimated cost of construction and the successful completion of construction within budget.

For all such loans, we utilize outside independent appraisers approved by the Board of Directors. All borrowers are required to obtain title
insurance. We also require fire and casualty insurance and, where circumstances warrant, flood insurance on properties.
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Other Loans. We offer a variety of loans that are either unsecured or secured by property other than real estate. These loans include loans
secured by deposits, personal loans and automobile loans. At September 30, 2012, these other loans totaled $2.5 million, or 0.3% of the total
loan portfolio.

Loan Approval Procedures and Authority. The loan approval process is intended to assess the borrower s ability to repay the loan, the viability
of the loan, and the adequacy of the value of the property that will secure the loan. To assess the borrower s ability to repay, we review each
borrower s employment and credit history and information on the historical and projected income and expenses of mortgagors. For all loans the
Board has granted lending authority to prescribed loan committees. Larger and more complex loan requests require the involvement of senior
management or the Board.

Non-Performing Loans and Problem Assets

After a real estate secured loan becomes 15 days late, we deliver a computer generated late charge notice to the borrower and will attempt to
contact the borrower by telephone. When a loan becomes 30 days delinquent, we send a delinquency letter to the borrower. We attempt to make
satisfactory arrangements to bring the account current, including interviewing the borrower, until the loan is brought current or a determination
is made to recommend foreclosure, deed-in-lieu of foreclosure or other appropriate action. After 60 days, if no satisfactory arrangements have
been made, we will commence foreclosure proceedings.

Mortgage loans are reviewed on a regular basis and such loans are placed on non-accrual status when they become more than 90 days
delinquent. When loans are placed on non-accrual status, unpaid accrued interest is fully reserved. Further income is recognized only if and
when the loan is performing and demonstrates the likelihood of full repayment.

Non-performing Loans. At September 30, 2012, $24.2 million (or 2.5% of our total loans) were non-performing loans. The majority of these
loans were commercial real estate loans and residential mortgage loans. Commercial real estate loans totaled $10.9 million. Additional
non-performing commercial real estate loans acquired as part of the merger with First Star Bank totaled $7.0 million. Residential first mortgage
loans that were 90 days or more past due or troubled debt restructured loans that were considered non-performing at September 30, 2012 totaled
$11.1 million. In connection with the First Star Bank acquisition, the Company acquired loans with deteriorated credit quality totaling $12.9
million. These loans are being carried at $7.5 million at September 30, 2012 and contributed to the significant increase in non-performing loans
at September 30, 2012 compared to non-performing loans at September 30, 2011. These loans were adjusted to fair market value at the time of
acquisition. No additional allowance for loan losses for these loans was deemed necessary at September 30, 2012.

Real Estate Owned. At September 30, 2012, the Company had $3.0 million of real estate owned consisting of 33 properties. All these properties
are being actively marketed and additional losses may occur.
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Non-Performing Assets. The table below sets forth the amounts and categories of our non-performing assets at the dates indicated.

At September 30,
2012 2011 2010 2009 2008
(Dollars in thousands)

Non-accrual loans:
Residential first mortgage loans:

One- to four-family $ 10,536 $ 6,854 $ 8,360 $3,524 $1,379
Construction

Commercial 1,870 306 199 122

Commercial real estate 10,909 3,502 1,411 580 2,531
Home equity loans and lines of credit 373 248 200 180 28
Other 19 61 346 159

Total 23,707 10,971 10,516 4,565 3,938

Accruing loans 90 days or more past due:
Residential first mortgage loans:

One- to four-family

Construction

Commercial

Commercial real estate

Home equity loans and lines of credit
Other

Total loans 90 days or more past due

Troubled debt restructurings 533 529 361 589

Total non-performing loans 24,240 11,500 10,877 5,154 3,938
Real estate owned 2,998 2,356 2,034 2,579 31
Total non-performing assets $ 27,238 $ 13,856 $12911 $7,733 $ 3,969

Troubled debt restructurings: *
Residential first mortgage loans:

One- to four-family $ 7,342 $ 5430 $ 5,054 $2,981 $ 149
Construction

Commercial 227 120 3

Commercial real estate 5,344 4,372 1,865 180

Home equity loans and lines of credit 167 250 21 7

Other 58 59

Total $ 13,080 $ 10,230 $ 7,002 $3,168 $ 149
Ratios:

Total non-performing loans to total loans 2.53% 1.54% 1.47% 0.70% 0.55%
Total non-performing loans to total assets 1.71% 1.05% 1.01% 0.49% 0.40%
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Total non-performing assets to total assets 1.92% 1.26% 1.20% 0.74% 0.40%

* Non-performing troubled debt restructurings of $533,000 are included in total troubled debt restructurings for September 30, 2012.
For the year ended September 30, 2012, gross interest income that would have been recorded had our non-accruing loans been current in
accordance with their original terms was $592,000.

At September 30, 2012 the principal balance of troubled debt restructures was $13.1 million as compared to $10.2 million at September 30,
2011. Of the $13.1 million of troubled debt restructures at September 30, 2012, $8.0 million are performing loans and $5.1 million are
non-accrual loans. An additional $533,000 of performing troubled debt restructures are classified as non-performing assets because they were
non-performing assets at the time they were restructured.

Of the 73 loans that make up our troubled debt restructures at September 30, 2012, no loans were granted a rate concession at a below market
interest rate. Ten loans with balances totaling $1.9 million were granted market rate and terms concessions and 62 loans with balances totaling
$10.8 million were granted terms concessions. One loan for $384,000 was granted a market rate concession.
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Residential real estate loans make up the vast majority of our troubled debt restructures. As of September 30, 2012, troubled debt restructures
were comprised of 44 residential loans totaling $7.3 million, 24 commercial and commercial real estate loans totaling $5.6 million, and five
consumer (Home equity loans, home equity lines and credit, and other) totaling $167,000.

For the year ended September 30, 2012, 22 loans totaling $2.2 million were removed from TDR status. Four loans totaling $537,000 were
transferred to foreclosed real estate, one loan for $327,000 had completed timely payments, and 10 loans totaling $1.1 million were paid off.

We have modified terms of performing loans that do not meet the definition of a TDR. The vast majority of such loans were simply rate
modifications of residential first mortgage loans in lieu of refinancing. The non-TDR rate modifications were all performing loans when the
rates were reset to current market rates. For the year ended September 30, 2012, we modified 767 loans ($101.5 million) in this fashion. With
regard to commercial loans, including commercial real estate loans, various non-troubled loans were modified, either for the purpose of a rate
reduction to reflect current market rates (in lieu of a refinance) or the extension of a loan s maturity date. In total, they numbered 32 in the year
ended September 30, 2012 with an aggregate balance of approximately $18.6 million.
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Delinquencies. The following table sets forth certain information with respect to our loan portfolio delinquencies at the dates indicated. Loans

delinquent for 90 days or more are generally classified as nonaccrual loans.

At September 30, 2012
Residential first mortgage loans:

One- to four-family

Construction

Commercial

Commercial real estate

Obligations of states and political subdivisions
Home equity loans and lines of credit

Other

Total

At September 30. 2011
Residential first mortgage loans:

One- to four-family

Construction

Commercial

Commercial real estate

Obligations of states and political subdivisions
Home equity loans and lines of credit

Other

Total

At September 30, 2010
Residential first mortgage loans:

One- to four-family

Construction

Commercial

Commercial real estate

Home equity loans and lines of credit
Other

Total

At September 30, 2009
Residential first mortgage loans:

One- to four-family

Construction

Commercial

Commercial real estate

Obligations of states and political subdivisions
Home equity loans and lines of credit

Other

Table of Contents

Loans Delinquent For

60-89 Days

14

wn —

13

11

Number Amount

$ 1,274

3,348

138

$ 4,760

$ 928

187

$ 1,118

$ 558

151
107
146

$ 962

$ 1,795

537

78

27
59

180

40

74

50

LW O\ 0 N

69

19

90 Days and Over
Number
(Dollars in thousands)

Amount

$ 10,536

1,870
10,909

373
19

$ 23,707

$ 6,854

306
3,502

248
61

$10,971

$ 8,360
199
1,411

200
346

$10,516

$ 3,524

122
580

180
159

Number

89

27
62

198

47

88

56

82

30

Total

Amount

$11,810

1,870
14,257

511
19

$ 28,467

$ 7,782

307
3,502

435
63

$ 12,089

$ 8918
350
1,518

346
346

$11,478

$ 5319

122
1,117

180
165
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Total

At September 30. 2008
Residential first mortgage loans:

One- to four-family

Construction

Commercial

Commercial real estate

Obligations of states and political subdivisions
Home equity loans and lines of credit

Other

Total

Table of Contents
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16 $ 2338
1 $ 118
1 37
2 $ 155

10

33

14

$ 4,565

$ 1,379

2,531

28

$ 3,938

49

$ 6,903

$ 1,497

2,531

65

$ 4,093
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Classified Assets. Banking regulations and our Asset Classification Policy provide that loans and other assets considered to be of lesser quality

should be classified as Substandard, Doubtful or Loss assets. An asset is considered Substandard if it is inadequately protected by the current net
worth and paying capacity of the obligor or of the collateral pledged, if any. Substandard assets include those characterized by the distinct

possibility that the institution will sustain some Loss if the deficiencies are not corrected. Assets classified as Doubtful have all of the

weaknesses inherent in those classified Substandard, with the added characteristic that the weaknesses present make collection or liquidation in

full, on the basis of currently existing facts, conditions, and values, highly questionable and improbable. Assets classified as Loss are those

considered uncollectible and of such little value that their continuance as assets without the establishment of a specific loss reserve is not

warranted. We classify an asset as Special Mention if the asset has a potential weakness that warrants management s close attention. While such
assets are not impaired, management has concluded that if the potential weakness in the asset is not addressed, the value of the asset may

deteriorate, thereby adversely affecting the repayment of the asset.

At September 30, 2012, the Company classified approximately $13.8 million of our assets as special mention of which $5.9 million were
commercial and commercial real estate loans, $40.4 million as substandard of which $22.3 million were commercial and commercial real estate
loans, none as doubtful and none as loss. On the basis of management s review of its assets, at September 30, 2011, we classified approximately
$11.7 million of our assets as special mention, $27.6 million as substandard, $1.2 million as doubtful, and none as loss.

The loan portfolio is reviewed on a regular basis to determine whether any loans require classification in accordance with applicable regulations.
Not all classified assets constitute non-performing assets.

Allowance for Loan Losses

Our allowance for loan losses is maintained at a level necessary to absorb loan losses that are both probable and reasonably estimable.
Management, in determining the allowance for loan losses, considers the losses inherent in its loan portfolio and changes in the nature and
volume of loan activities, along with the general economic and real estate market conditions. Our allowance for loan losses consists of two
elements: (1) an allocated allowance, which comprises allowances established on specific loans and class allowances based on historical loss
experience and current trends, and (2) an unallocated allowance based on general economic conditions and other risk factors in our markets and
portfolios. We maintain a loan review system, which allows for a periodic review of our loan portfolio and the early identification of potential
impaired loans. Such system takes into consideration, among other things, delinquency status, size of loans, type and market value of collateral
and financial condition of the borrowers. Specific loan loss allowances are established for identified losses based on a review of such
information. A loan evaluated for impairment is considered to be impaired when, based on current information and events, it is probable that we
will be unable to collect all amounts due according to the contractual terms of the loan agreement. All loans identified as impaired are evaluated
independently. We do not aggregate such loans for evaluation purposes. Loan impairment is measured based on the fair value of collateral
method, taking into account the appraised value, any valuation assumptions used, estimated costs to sell and trends in the market since the
appraisal date. General loan loss allowances are based upon a combination of factors including, but not limited to, actual loan loss experience,
composition of the loan portfolio, current economic conditions, management s judgment and losses which are probable and reasonably estimable.
The allowance is increased through provisions charged against current earnings and recoveries of previously charged-off loans. Loans that are
determined to be uncollectible are charged against the allowance. While management uses available information to recognize probable and
reasonably estimable loan losses, future loss provisions may be necessary based on changing economic conditions. Payments received on
impaired loans generally are either applied against principal or reported as interest income, according to management s judgment as to the
collectability of principal. The allowance for loan losses as of September 30, 2012 is maintained at a level that represents management s best
estimate of losses inherent in the loan portfolio, and such losses were both probable and reasonably estimable.

In addition, the Federal Reserve Board of Governors (the Federal Reserve Board ) (as successor to the Office of Thrift Supervision), the FDIC
and the Pennsylvania Department of Banking, as an integral part of their examination process, periodically review our allowance for loan losses.
The banking regulators may require that we recognize additions to the allowance based on its analysis and review of information available to it
at the time of its examination.

11

Table of Contents 18



Edgar Filing: ESSA Bancorp, Inc. - Form 10-K

Table of Conten

The following table sets forth activity in our allowance for loan losses for the periods indicated.

At or For the Years Ended
September 30,
2012 2011 2010 2009 2008

(Dollars in thousands)
Balance at beginning of year $ 8,170 $ 7,448 $5,815 $ 4915 $ 4,206

Charge-offs:
Residential first mortgage loans:

One- to four-family (2,366) (1,175) (190) (117) (60)
Construction

Commercial 31D (131) (53) ©) (87)
Commercial real estate (987) (186) (457)

Obligations of states and political subdivisions

Home equity loans and lines of credit (380) (188) (107) (20) (19)
Other (13) 4) (36) 27)
Total charge-offs $ (3, 777) $ (1,498) $ (572) $ (603) $ (193)
Recoveries:

Residential first mortgage loans:

One- to four-family $ 291 $ 146 $ $ $
Construction

Commercial 26 2

Commercial real estate 7 4

Obligations of states and political subdivisions

Home equity loans and lines of credit 33 14

Other 2 3 26 3 2
Total recoveries $ 359 $ 165 $ 30 $ 3 $ 2
Net charge-offs $(3,418) $(1,333) $ (542) $ (600) $ (191
Provision for loan losses 2,550 2,055 2,175 1,500 900
Balance at end of year $ 7,302 $ 8,170 $ 7,448 $ 5815 $ 4915
Ratios:

Net charge-offs to average loans outstanding 0.44% 0.18% 0.07% 0.08% 0.03%
Allowance for loan losses to non-performing loans at end of year 30.12% 71.04% 68.48% 112.82% 124.81%
Allowance for loan losses to total loans at end of year 0.76% 1.09% 1.01% 0.79% 0.69%

As previously disclosed, the Bank s primary federal regulator was changed from the Office of Thrift Supervision ( OTS ) to the Federal Deposit
Insurance Corporation ( FDIC ) in July of 2011. Because the FDIC places a different emphasis on the timing of charge offs than the OTS did, the
Company determined that a change to its allowance for loan loss process was necessary. Previously, where a loan loss was considered likely and
that loss was measured, a specific allocation of the Company s allowance for loan losses was made to cover this loss. Actual losses were charged
off when the loan in question was foreclosed upon. Beginning in March of 2012, these likely losses are being charged-off against the allowance

for loan losses when determined. The Company does not believe that these additional charge offs reflect any deterioration of the credit quality of
the Company s loan portfolio. These charge offs did, however, reduce the balance of the Company s allowance for loan losses by a corresponding
amount. Further, the Company believes that these charge offs have also reduced the risk perceived in the loan portfolio and that the loans loss
allowance at September 30, 2012 is reasonable and adequate.
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See Non-Performing Loans and Problem Assets. There can be no assurance that we will not experience a deterioration of our loan portfolio,
including increases in non-performing loans, problem assets and charge-offs, in the future.
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Allocation of Allowance for Loan Losses. The following tables set forth the allowance for loan losses allocated by loan category, the percent of
the allowance to the total allowance and the percent of loans in each category to total loans at the dates indicated. The allowance for loan losses
allocated to each category is not necessarily indicative of future losses in any particular category and does not restrict the use of the allowance to

absorb losses in other categories.

2012
Percent
of
Allowance
to Total
Amount Allowance

Residential first mortgage loans:

One- to four-family $5,401 73.97%
Construction 29 0.40
Commercial 474 6.49
Commercial real estate 699 9.57
Obligations of states and political

subdivisions 127 1.74
Home equity loans and lines of

credit 499 6.83
Other 22 0.30
Total allocated allowance 7,251 99.30
Unallocated allowance 51 0.70

Total allowance for loan losses $7,302 100.00%

Residential first mortgage loans:

One- to four-family

Construction

Commercial

Commercial real estate

Obligations of states and political subdivisions
Home equity loans and lines of credit

Other

Total allocated allowance
Unallocated allowance

Total allowance for loan losses

Table of Contents

Percent of
Loans in
Category to

2011
Percent
of

Percent of

Allowance Loans in

to Total

Category to

Total Loans Amount Allowance Total Loans
(Dollars in thousands)

72.75% $5,220 63.89

0.40
1.34
16.73

3.52

5.00
0.26

8 0.10
500 6.12
1,329 16.26
622 7.62
80 0.98

100.00 7,759 94.97

411 5.03

100.00% $ 8,170 100.00

Amount

$3,796
11

248
1,116

510
33

5,714
101

$5,815

13

2009
Percent of
Allowance to
Total
Allowance

65.28%
0.19
4.27

19.19

8.77
0.56

98.26
1.74

100.00%

2010
Percent
of
Allowance
to Total

Amount Allowance

%o 78.10% $4.4

0.10
2.00
14.10

5.40
0.30

100.00

2
L5

5

6,8
6

%o 100.00% $ 7.4

Percent of
Loans in
Category to
Total Loans

Amount

62 59.91%
15 0.20
04 2.74
56 20.89
69 7.64
22 0.29
28 91.67
20 8.33

48 100.00%

2008
Percent of
Allowance to
Total
Allowance

(Dollars in thousands)

81.70%
0.20
2.20
9.20

6.30
0.40

100.00

100.00%

$2.,862
41

182
1,222

475
30

4,812
103

$4915

58.23%
0.83
3.70

24.86

9.67
0.61

97.90
2.10

100.00%

Percent of
Loans in
Category to
Total Loans

80.80%
0.20
2.20

10.60

5.90
0.30

100.00

100.00%

Percent of
Loans in
Category to
Total Loans

80.30%
1.16
1.68
9.76

6.67
0.43
100.00

100.00%
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We use the accrual method of accounting for all performing loans. The accrual of interest income is generally discontinued when the contractual
payment of principal or interest has become 90 days past due or management has serious doubts about further collectibility of principal or
interest, even though the loan is currently performing. When a loan is placed on nonaccrual status, unpaid interest previously credited to income
is reversed. Interest received on nonaccrual loans generally is either applied against principal or reported as interest income, according to
management s judgment as to the collectibility of principal. Generally, residential and consumer loans are restored to accrual status when the
obligation is brought current in accordance with the contractual terms for a reasonable period of time and ultimate collectibility of total
contractual principal and interest is no longer in doubt. Commercial loans are restored to accrual status when the obligation is brought current,
has performed in accordance with the contractual terms for a reasonable period of time and ultimate collectibility of total contractual principal
and interest no longer is in doubt.

In our collection efforts, we will first attempt to cure any delinquent loan. If a real estate secured loan is placed on nonaccrual status, it will be
subject to transfer to the real estate owned ( REO ) portfolio (properties acquired by or in lieu of foreclosure), upon which our loan servicing
department will pursue the sale of the real estate. Prior to this transfer, the loan balance will be reduced, if necessary, to reflect its current market
value less estimated costs to sell. Write downs of REO that occur after the initial transfer from the loan portfolio and costs of holding the
property are recorded as other operating expenses, except for significant improvements which are capitalized to the extent that the carrying value
does not exceed estimated net realizable value.

Fair values for determining the value of collateral are estimated from various sources, such as real estate appraisals, financial statements and
from any other reliable sources of available information. For those loans deemed to be impaired, collateral value is reduced for the estimated
costs to sell. Reductions of collateral value are based on historical loss experience, current market data, and any other source of reliable
information specific to the collateral.

This analysis process is inherently subjective, as it requires us to make estimates that are susceptible to revisions as more information becomes
available. Although we believe that we have established the allowance at levels to absorb probable and estimable losses, future additions may be
necessary if economic or other conditions in the future differ from the current environment.

Securities Activities

Our securities investment policy is established by our Board of Directors. This policy dictates that investment decisions be made based on the
safety of the investment, liquidity requirements, potential returns, cash flow targets, and consistency with our interest rate risk management
strategy. Our investment policy is reviewed annually by our ALCO/Investment management committee. All policy changes recommended by
this management committee must be approved by the Board of Directors. The Committee is comprised of the Chief Executive Officer, Chief
Financial Officer, Controller, Lending Services Division Manager, Retail Services Division Manager and the Delivery Systems Division
Manager. Authority to make investments under the approved guidelines is delegated by the Committee to appropriate officers. While general
investment strategies are developed and authorized by the ALCO/Investment management committee, the execution of specific actions rests
with the Chief Financial Officer.

The approved investment officers are authorized to execute investment transactions up to $5.0 million per transaction without the prior approval
of the ALCO/Investment management committee and within the scope of the established investment policy. These officers are also authorized to
execute investment transactions between $5.0 million and $10.0 million with the additional approval from the Chief Executive Officer. Each
transaction in excess of $10.0 million must receive prior approval of the ALCO/Investment Committee.

Our current investment policy generally permits investments in debt securities issued by the U.S. government and U.S. agencies, municipal
bonds, and corporate debt obligations, as well as investments in the Federal Home Loan Bank of Pittsburgh (federal agency securities) and, to a
much lesser extent, other equity securities. Securities in these categories are classified as investment securities for financial reporting purposes.
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The policy also permits investments in mortgage-backed securities, including pass-through securities issued and guaranteed by Fannie Mae,
Freddie Mac and Government National Mortgage Association (GNMA) as well as commercial paper, corporate debt and municipal securities.
Our current investment strategy uses a risk management approach of diversified investing in fixed-rate securities with short- to
intermediate-term maturities, as well as adjustable-rate securities, which may have a longer term to maturity. The emphasis of this approach is to
increase overall investment securities yields while managing interest rate risk.

At the time of purchase, we designate a security as held to maturity, available-for-sale, or trading, depending on our ability and intent. Securities
available-for-sale are reported at fair value, while securities held to maturity are reported at amortized cost.

Mortgage-Backed Securities. We purchase mortgage-backed securities in order to generate positive interest rate spreads with minimal
administrative expense, lower credit risk as a result of the guarantees provided by Freddie Mac, Fannie Mae and GNMA and increased liquidity.
We invest primarily in mortgage-backed securities issued or sponsored by Fannie Mae, Freddie Mac, and GNMA. At September 30, 2012, our
mortgage-backed securities portfolio had a fair value of $215.8 million, consisting primarily of Freddie Mac, Fannie Mae and GNMA
mortgage-backed securities.

Mortgage-backed securities are created by pooling mortgages and issuing a security collateralized by the pool of mortgages with an interest rate
that is less than the interest rate on the underlying mortgages. Mortgage-backed securities typically represent a participation interest in a pool of
single-family or multi-family mortgages, although most of our mortgage-backed securities are collateralized by single-family mortgages. The
issuers of such securities (generally U.S. government agencies and U.S. government sponsored enterprises, including Fannie Mae, Freddie Mac
and GNMA) pool and resell the participation interests in the form of securities to investors, such as ESSA Bank & Trust, and guarantee the
payment of principal and interest to these investors. Investments in mortgage-backed securities involve a risk that actual prepayments will be
greater or less than the prepayment rate estimated at the time of purchase, which may require adjustments to the amortization of any premium or
accretion of any discount relating to such instruments, thereby affecting the net yield on such securities. We review prepayment estimates for our
mortgage-backed securities at the time of purchase to ensure that prepayment assumptions are reasonable considering the underlying collateral
for the securities at issue and current interest rates, and to determine the yield and estimated maturity of the mortgage-backed securities
portfolio. Periodic reviews of current prepayment speeds are performed in order to ascertain whether prepayment estimates require modification
that would cause amortization or accretion adjustments.

Equity Securities. At September 30, 2012, our equity securities had a fair value of $3.4 million.

In addition, we hold Federal Home Loan Bank of Pittsburgh ( FHLB-Pittsburgh ) common stock to qualify for membership in the Federal Home
Loan Bank System and to be eligible to borrow funds under the FHLB advance program. There is no market for the common stock.

The aggregate fair value of our FHLB-Pittsburgh common stock as of September 30, 2012 was $21.9 million based on its par value. No
unrealized gains or losses have been recorded because we have determined that the par value of the common stock represents its fair value. We
owned shares of FHLB-Pittsburgh common stock at September 30, 2012 with a par value that was $10.3 million more than we were required to
own to maintain our membership in the Federal Home Loan Bank System and to be eligible to obtain advances. We are required to purchase
additional stock as our outstanding advances increase. Any excess stock we own was redeemed monthly by the FHLB-Pittsburgh. On

December 23, 2008, the FHLB notified its members, including the Company, that it was suspending the payment of dividends on its capital
stock and the repurchase of excess capital stock until further notice. The FHLB-Pittsburgh resumed limited repurchases of excess capital stock in
February 2011.

We review equity and debt securities with significant declines in fair value on a periodic basis to determine whether they should be considered
temporarily or other than temporarily impaired. If a decline in the fair value of a security is determined to be other than temporary, we are
required to reduce the carrying value of the security to its fair value and record a non-cash, credit related impairment charge in the amount of the
decline, net of tax effect, against our current income.
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Our investment securities portfolio contains unrealized losses on securities, including mortgage-related instruments issued or backed by the full
faith and credit of the United States government, or generally viewed as having the implied guarantee of the United States government, and debt
obligations of a State or political subdivision.

Our policy is to recognize an other-than-temporary impairment of equity securities where the fair value has been significantly below cost for
four consecutive quarters. For fixed maturity investments with unrealized losses due to interest rates where the Company does not intend to sell
the security and it is more likely than not that the Company will not be required to sell the security before its anticipated recovery in market
value, declines in value below cost are not assumed to be other than temporary. We review our position quarterly and concluded that at
September 30, 2012, declines included in the table below represent temporary declines due to interest rate change, and we do not intend to sell
those securities and it is more likely than not that we will not have to sell those securities before their anticipated recovery in market value.

The following table sets forth the composition of our securities portfolio (excluding FHLB-Pittsburgh common stock) at the dates indicated.

At September 30,
2012 2011 2010
Amortized Fair Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value
(In thousands)

Investment securities available for sale:
Mortgage-backed securities $208,265 $215,804 $196,641 $204,209 $182,046 $187,288
Obligations of state and political subdivisions 18,611 19,517 13,760 14,499 10,637 10,904
U.S. Government agency obligations 74,106 74,484 21,797 22,083 52,177 52,434
Corporate obligations 8,602 8,657 4,598 4,584 1,654 1,677
Trust-preferred securities 5,852 6,233
Other debt securities 1,476 1,512
Total debt securities 316,912 326,207 236,796 245,375 246,514 252,303
Equity securities 3,267 3,378 11 18 12 38
Total investment securities available-for-sale $320,179 $329,585 $236,807 $245,393 $246,526 $252,341
Investment securities held-to-maturity:
Mortgage-backed securities 12,795 13,254
Total securities held to maturity $ $ $ $ $ 12,795 $ 13,254
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Portfolio Maturities and Yields. The composition and maturities of the investment securities portfolio at September 30, 2012 are summarized in
the following table. Maturities are based on the final contractual payment dates, and do not reflect the impact of prepayments or early
redemptions that may occur.

Investment securities
available for sale:
U.S. Government
agency obligations
Obligations of state and
political subdivisions
Mortgage-backed
securities

Corporate obligations
Trust preferred
securities

Other debt securities

Total debt securities
Equity securities

Total investment
securities available
for-sale

Table of Contents

One Year or

Less
Weighted
Amortized Average

Cost Yield
$ 0.00%
901 1.52%
0.00%
1,560 1.98%
999 3.17%
0.00%
3,460 2.20%
0.00%
$ 3,460 2.20%

More than One Year More than Five Years
through Ten
Years

through Five
Years
Weighted
Amortized Average
Cost Yield
$ 52,471 0.70%
6,335 2.64%
372 4.82%
5,958 3.00%
0.00%
0.00%
65,136 1.12%
0.00%
$ 65,136 1.12%

Weighted

Amortized Average

Cost

Yield

More than Ten Years

Amortized
Cost

(Dollars in thousands)

$ 13,832
9,760

25,407
500

49,499

$ 49,499

1.44%

3.08%

3.39%
3.10%

0.00%
0.00%

2.78%
0.00%

2.78%

$ 7,803
1,615

182,486
584

4,853
1,476

198,817
3,267

$ 202,084

Weighted
Average
Yield

0.79%
5.57%

2.87%
521%

3.16%
7.02%

2.85%
5.04%

2.89%

Total Securities

Amortized
Cost

$ 74,106
18,611

208,265
8,602

5,852
1,476

316,912
3,267

$320,179

Fair
Value

$ 74,484
19,517

215,804
8,657

6,233
1,512

326,207
3,378

$ 329,585

Weighted
Average
Yield

0.85%
3.07%

2.93%
2.97%

3.16%
7.02%

2.48%
5.04%

2.51%
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Sources of Funds

General. Deposits, borrowings, repayments and prepayments of loans and securities, proceeds from maturing securities and cash flows from

operations are the primary sources of our funds for use in lending, investing and for other general purposes.

Deposits. We offer a variety of deposit accounts with a range of interest rates and terms. Our deposit accounts consist of savings accounts, NOW
accounts, checking accounts, money market accounts, club accounts, certificates of deposit and IRAs and other qualified plan accounts. We

provide commercial checking accounts for businesses.

At September 30, 2012, our deposits totaled $995.6 million. Interest-bearing NOW, savings and club and money market deposits totaled $367.7
million at September 30, 2012. At September 30, 2012, we had a total of $586.1 million in certificates of deposit. Noninterest-bearing demand

deposits totaled $41.8 million. Although we have a significant portion of our deposits in shorter-term certificates of deposit, we monitor activity
on these accounts and, based on historical experience and our current pricing strategy, we believe we will retain a large portion of these accounts

upon maturity.

Our deposits are obtained predominantly from the areas in which our branch offices are located. We rely on our favorable locations, customer
service and competitive pricing to attract and retain these deposits. While we accept certificates of deposit in excess of $100,000 for which we
may provide preferential rates, we generally do not solicit such deposits as they are more difficult to retain than core deposits. At September 30,
2012, we had a total of $156.8 million of brokered certificates of deposits, an increase of $35.9 million from the prior fiscal year end. Our

brokered certificates of deposits range from one- to six-year terms, and are purchased only through pre-approved brokers.

The following table sets forth the distribution of average deposit accounts, by account type, at the dates indicated.

For the Years Ended September 30,

2012 2011
Average Average
Average Rate Average Rate Average
Balance Percent Paid Balance Percent Paid Balance
(Dollars in thousands)

Deposit type:
Noninterest bearing demand accounts $ 37,064 5.21% 0.00% $ 30,236 4.93% 0.00% $ 27,703
Interest bearing NOW 65,747 9.25% 0.04 58,795 9.58% 0.04 55,796
Money market 117,118 16.47% 0.28 117,946 19.23% 0.47 115,545
Savings and club 78,943 11.10% 0.10 69,732 11.37% 0.22 67,549
Certificates of deposit 412,207 57.97% 1.71 336,668 54.89% 2.01 196,863
Total deposits $711,079 100.00% 1.05% $613,377 100.00% 1.22% $ 463,456

2010

Percent

5.98%
12.03%
24.93%
14.58%
42.48%

100.00%

Average

Rate
Paid

0.00
0.08
1.07
0.32
2.49

1.88

As of September 30, 2012, the aggregate amount of outstanding certificates of deposit in amounts greater than or equal to $100,000 was

approximately $366.9 million. The following table sets forth the maturity of those certificates as of September 30, 2012.

At
September 30,
2012
(In
thousands)

55,751
33,508
49,438
228,250

Three months or less $
Over three months through six months

Over six months through one year

Over one year
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At September 30, 2012, $270.3 million of our certificates of deposit had maturities of one year or less. We monitor activity on these accounts
and, based on historical experience and our current pricing strategy, we believe we will retain a significant portion of these accounts upon
maturity.

Borrowings. Our short-term borrowings consist of Federal Home Loan Bank and Federal Reserve Bank advances. The following table sets forth
information concerning balances and interest rates on all of our short-term borrowings at the dates and for the years indicated.

At or For the Years Ended September 30,
2012 2011 2010
(Dollars in thousands)

Balance at end of year $ 43,281 $ 4,000 $ 14,719
Maximum outstanding at any month end $43,281 $ 28,086 $61,013
Average balance during year $11,712 $ 6,439 $22,947
Weighted average interest rate at end of year 0.30% 0.22% 0.65%
Average interest rate during year 0.27% 0.71% 0.38%

At September 30, 2012, we had the ability to borrow approximately $577 million under our credit facilities with the FHLB-Pittsburgh.
Competition

We face significant competition in both originating loans and attracting deposits. The counties in which we operate have a significant
concentration of financial institutions, many of which are significantly larger institutions and have greater financial resources than we, and many
of which are our competitors to varying degrees. Our competition for loans comes principally from commercial banks, savings banks, mortgage
banking companies, credit unions, leasing companies, insurance companies and other financial service companies. Our most direct competition
for deposits has historically come from commercial banks, savings banks and credit unions. We face additional competition for deposits from
nondepository competitors such as the mutual fund industry, securities and brokerage firms and insurance companies.

We seek to meet this competition by the convenience of our branch locations, emphasizing personalized banking and the advantage of local
decision-making in our banking business. Specifically, we promote and maintain relationships and build customer loyalty within local
communities by focusing our marketing and community involvement on the specific needs of individual neighborhoods. As of June30, 2012,
ESSA Bank & Trust had the largest deposit market share in Monroe County, Pennsylvania. We do not rely on any individual, group, or entity for
a material portion of our deposits.

Employees

As of September 30, 2012, we had 224 full-time employees and 46 part-time employees. The employees are not represented by a collective
bargaining unit and we consider our relationship with our employees to be good.

Subsidiary Activities

ESSA Bank & Trust has five wholly owned subsidiaries, ESSACOR, Inc., Pocono Investment Company, ESSA Advisory Services, LLC,
Integrated Financial Corporation and its fully owned subsidiary Integrated Abstract Incorporated and Integrated Delaware, Inc. ESSACOR, Inc.
is a Pennsylvania corporation that has been used to purchase properties at tax sales that represent collateral for delinquent loans of the Bank.
Pocono Investment Company is a Delaware corporation formed as an investment company subsidiary to hold and manage certain investments of
ESSA Bank & Trust, including certain intellectual property. ESSA Advisory Services, LLC is a Pennsylvania limited liability company owned
100% by ESSA Bank & Trust. ESSA Advisory Services, LLC is a full-service insurance benefits consulting company offering group services
such as health insurance, life insurance, short term and long term disability, dental, vision and 401(K) retirement planning as well as individual
health products. Integrated Financial Corporation is a Pennsylvania Corporation that provided investment advisory services
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to the general public as a former subsidiary of First Star Bank. Integrated Financial Corporation is currently inactive. Integrated Abstract
Incorporated is a Pennsylvania Corporation that provides title insurance services. Integrated Delaware, Inc. is a Delaware Investment
Corporation and was previously owned by First Star Bank.
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SUPERVISION AND REGULATION
General

ESSA Bancorp, Inc. is a Pennsylvania corporation. As a savings and loan holding company, we are required to file certain reports with, and
otherwise comply with the rules and regulations of the Federal Reserve Board.

ESSA Bank & Trust is a Pennsylvania-chartered savings association and its deposit accounts are insured up to applicable limits by the Federal
Deposit Insurance Corporation under the Deposit Insurance Fund ( DIF ). We are subject to extensive regulation by the Pennsylvania Department
of Banking, our chartering agency, and by the Federal Deposit Insurance Corporation, our primary federal regulator. We must file reports with
the Pennsylvania Department of Banking and the Federal Deposit Insurance Corporation concerning our activities and financial condition, in
addition to obtaining regulatory approvals prior to entering into certain transactions including, but not limited to, mergers with or acquisitions of
other savings institutions. There are periodic examinations by the Pennsylvania Department of Banking and the Federal Deposit Insurance
Corporation to test our compliance with various regulatory requirements. This regulation and supervision establishes a comprehensive
framework of activities in which an institution can engage and is intended primarily for the protection of the Federal Deposit Insurance
Corporation insurance fund and depositors. The regulatory structure also gives the regulatory authorities extensive discretion in connection with
their supervisory and enforcement activities and with their examination policies, including policies with respect to the classification of assets and
the establishment of adequate loan loss reserves for regulatory purposes. Any change in such regulation, whether by the Pennsylvania
Department of Banking or the Federal Deposit Insurance Corporation could have a material adverse impact on us and our operations.

Federal Legislation

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the Dodd-Frank Act ), enacted on July 21, 2010, has significantly
changed the bank regulatory structure and is affecting the lending, investment, trading and operating activities of depository institutions and their
holding companies. The Dodd-Frank Act eliminated, as of July 21, 2011, our former primary federal regulator, the Office of Thrift Supervision,
and required ESSA Bank & Trust to be regulated by the Federal Deposit Insurance Corporation (the primary federal regulator for state-chartered
banks that are not members of the Federal Reserve System). The Dodd-Frank Act also authorized the Federal Reserve 