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Delaware 61-1322555
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
4155 Lafayette Road, Hopkinsville, Kentucky 42240
(Address of principal executive offices) (Zip Code)

Registrant s telephone number, including area code: (270) 885-1171

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 ninety days. Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated file or a non-accelerated filer. See definition of
accelerated filer , large accelerated filer and smaller reporting company in Rulel12b-2 of the Exchange Act: (Check one)

Large accelerated filer ~ Accelerated filer

Non-accelerated filer Smaller reporting company filer — x
Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act). Yes © No x

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Date
File required and posted pursuant to Rule 405 of Regulation S-T (subsection 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 ~

As of November 10, 2009, the Registrant had issued and outstanding 3,594,620 shares of the Registrant s Common Stock.
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Item 1. Financial Statements

PART I. FINANCIAL INFORMATION

HOPFED BANCORP, INC.

Consolidated Condensed Statements of Financial Condition

Assets

Cash and due from banks

(Dollars in Thousands)

Interest-earning deposits in Federal Home Loan Bank

Federal funds sold

Cash and cash equivalents
Federal Home Loan Bank stock, at cost
Securities available for sale

Securities held to maturity, market value of $455 at December 31, 2008
Loans receivable, net of allowance for loan losses of $8,429 at September 30, 2009 and

$6,133 at December 31, 2008
Accrued interest receivable

Real estate and other assets owned
Bank owned life insurance
Premises and equipment, net
Deferred tax assets

Intangible asset

Goodwill

Other assets

Total assets

Liabilities and Stockholders Equity

Liabilities:

Deposits:

Non-interest-bearing accounts
Interest-bearing accounts:

NOW accounts

Savings and money market accounts
Other time deposits

Total deposits

Advances from Federal Home Loan Bank
Repurchase agreements

Subordinated debentures

Advances from borrowers for taxes and insurance
Dividends payable

Accrued expenses and other liabilities

Table of Contents

September 30, 2009
(Unaudited)

$ 17,063
1,409

18,472
4,281
305,462

648,041
6,260
1,466
8,214

25,615
199
1,265

2,849

$ 1,022,124

$ 63,080

92,305
60,779
549,217

765,381

125,307
32,926
10,310

442
452
6,612

December 31, 2008

15,268
5,727
16,080

37,075
4,050
246,952
454

628,356
5,852
875
7,994
26,443
737
1,818
4,989
1,965

967,560

57,134

89,549
58,374
507,948

713,005

130,012
28,680
10,310

210
444
6,615
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Total liabilities 941,430 889,276

See accompanying Notes to Unaudited Consolidated Condensed Financial Statements.
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HOPFED BANCORP, INC.
Consolidated Condensed Statements of Financial Condition, Continued

(Dollars in Thousands)

September 30, 2009 December 31, 2008
(Unaudited)

Stockholders equity:

Preferred stock, par value $0.01 per share; authorized 500,000 shares; 18,400 shares

issued and outstanding with a liquidation preference of $18,400,000 at September 30,

2009 and December 31, 2008 $
Common stock, par value $.01 per share; authorized 7,500,000 shares; 4,110,175 issued

and 3,594,620 outstanding at September 30, 2009 and 4,100,604 issued and 3,585,049

outstanding at December 31, 2008 41 41
Common stock warrants 556 556
Additional paid-in-capital 44,390 44,193
Retained earnings-substantially restricted 36,721 38,954
Treasury stock (at cost, 515,555 shares at September 30, 2009 and December 31, 2008) (6,495) (6,495)
Accumulated other comprehensive income, net of taxes 5,481 1,035
Total stockholder s equity 80,694 78,284
Total liabilities and stockholders equity $ 1,022,124 967,560

The balance sheet at December 31, 2008 has been derived from the audited financial statements of that date but does not include all of the
information and footnotes required by generally accepted accounting principles for complete financial statements.

See accompanying Notes to Unaudited Consolidated Condensed Financial Statements.

Table of Contents 6



Edgar Filing: HOPFED BANCORP INC - Form 10-Q

Table of Conten

HOPFED BANCORP, INC.

Consolidated Condensed Statements of Income (Loss)

(Dollars in Thousand)
(Unaudited)
For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2009 2008 2009 2008

Interest and dividend income:
Loans receivable $ 9,898 10,345 29,238 31,323
Investment in securities, taxable 3,179 1,750 9,670 5,068
Nontaxable securities available for sale 428 153 1,090 477
Interest-earning deposits 23 8 118
Total interest and dividend income 13,505 12,271 40,006 36,986
Interest expense:
Deposits 5,237 4,967 16,037 15,331
Advances from Federal Home Loan Bank 1,032 985 3,108 3,018
Repurchase agreements 198 256 588 856
Subordinated debentures 168 121 446 405
Total interest expense 6,635 6,329 20,179 19,610
Net interest income 6,870 5,942 19,827 17,376
Provision for loan losses 1,379 805 3,315 1,682
Net interest income after provision for loan losses 5,491 5,137 16,512 15,694
Non-interest income:
Service charges 1,118 1,250 3,140 3,420
Merchant card income 153 148 450 432
Gain on sale of loans 69 7 189 112
Gain on sale of securities 114 16 1,581 718
Income from bank owned life insurance 73 68 220 203
Financial services commission 262 321 738 840
Other operating income 296 240 867 826
Total non-interest income 2,085 2,050 7,185 6,551

See accompanying Notes to Unaudited Consolidated Condensed Financial Statements.
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HOPFED BANCORP, INC.

Consolidated Condensed Statements of Income (Loss), Continued

(Dollars in Thousands, Except Share and Per Share Amounts)

Non-interest expenses:

Salaries and benefits

Occupancy expense

Data processing expense

State deposit tax

Intangible amortization expense
Impairment charge on goodwill
Professional services expense
Advertising expense

Postage and communications expense
Supplies expense

Deposit insurance and examination expense
Other operating expenses

Total non-interest expense

Income (loss) before income tax expense
Income tax expense (benefit)

Net income (loss)

Less:
Dividend on preferred shares
Accretion dividend on preferred shares

Net income (loss) available to common stockholders

Net income (loss) available to common stockholders

Per share, basic
Per share, diluted

Dividend per share

Weighted average shares outstanding basic

Weighted average shares outstanding diluted

(Unaudited)

For the Three Months
Ended September 30,
2009 2008
$ 3,086 2,875
814 726
666 582
154 128
146 204
4,989
242 265
333 313
157 162
91 86
798 146
199 126
11,675 5,613
(4,099) 1,574
(1,484) 425
$ (2,615) 1,149
$ 232
$ 28
$ (2,875) 1,149
$ (0.80) 0.32
$ (0.80) 0.32
$ 0.12 0.12
3,571,716 3,578,924
3,571,716 3,583,018

See accompanying Notes to Unaudited Consolidated Condensed Financial Statements.
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For the Nine Months
Ended September 30,
2009 2008
9,304 8,667
2,312 2,112
1,936 1,685
465 384
553 643
4,989
7717 815
976 910
480 476
262 253
1,683 319
681 430
24,418 16,694
(721) 5,551
(483) 1,649
(238) 3,902
688
83
(1,009) 3,902
(0.28) 1.09
(0.28) 1.08
0.36 0.36
3,565,827 3,592,525
3,565,827 3,604,581
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HOPFED BANCORP, INC.
Consolidated Condensed Statements of Comprehensive Income

(Dollars in Thousands)

(Unaudited)
For the Three Months Ended
September 30,
2009 2008

Net income (loss) $ (2,615 1,149
Other comprehensive income (loss), net of tax
Unrealized holding gain (loss) arising during the period new of tax effect of
($2,233) and $365 for the three months ended September 30, 2009 and 2008,
respectively; and ($2,290) and $665 for the nine months ended September 30, 2009
and 2008, respectively. 4,335 (708)
Unrealized gain (loss) on derivatives, net of tax effect of $70 and $8 for the three
months ended September 30, 2009 and 2008, respectively; and ($115) and $24 for
the nine months ended September 30, 2009 and 2008, respectively. (136) (16)
Reclassification adjustment for gains included in net income net of taxes of $39 and
$5 for the three month periods ended September 30, 2009 and 2008, respectively;
and $538 and $235 for the nine month periods ended September 30, 2009 and 2008,
respectively. (75) (11)
Comprehensive income $ 1,509 414

See accompanying Notes to Unaudited Consolidated Condensed Financial Statements.
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For the Nine Months Ended

September 30,
2009 2008
(238) 3,902
5,266 (1,290)
223 (48)
(1,043) (458)
4,208 2,106

10
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HOPFED BANCORP, INC.

Consolidated Condensed Statement of Stockholders Equity

Common
Stock

Balance at December 31,

2008 3,585,049

Restricted Stock Awards 9,571

Net loss

Compensation expense,
restricted stock awards

Net change in unrealized
gain (loss) on securities

available for sale, net of
income taxes of ($2,175)

Net change in unrealized
gain (loss) on derivatives,
net of income taxes of

($115)

Dividend to preferred
stockholder

Accretion of preferred stock
discount

Dividend to common
stockholders

Balance September 30, 2009 3,594,620

For the Nine Months Ended September 30, 2009

(Dollars in Thousands, Except Share Amounts)

(Unaudited)
Common Additional
Preferred Common  Stock Capital
Stock Stock Warrants  Surplus
18,400 $ 41 556 44,193
114
83
18,400 $ 41 556 44,390

Retained
Earnings

38,954

(238)

(621)

(83)

(1,291)

36,721

Treasury
Stock

(6,495)

(6,495)

Other
Comprehensive
Income

1,035

4,223

223

5,481

See accompanying Notes to Unaudited Consolidated Condensed Financial Statements
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Total
Stockholders
Equity

78,284

(238)

114

4,223

223

(621)

(1,291)

80,694

11
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HOPFED BANCORP, INC.
Consolidated Condensed Statements of Cash Flows
(Dollars in Thousands)

(Unaudited)

Cash flows from operating activities:
Net cash provided by operating activities

Cash flows from investing activities

Proceeds from calls and maturities of securities held to maturity
Proceeds from sales, calls and maturities of securities available for sale
Purchase of securities available for sale

Net increase in loans

Purchase of Federal Home Loan Bank stock

Proceeds from sale of foreclosed assets

Purchase of premises and equipment

Net cash used in investing activities

Cash flows from financing activities:

Net increase in demand deposits

Net increase in time deposits

Increase in advances from borrowers for taxes and insurance

Advances from Federal Home Loan Bank and correspondent banks

Repayment of advances from Federal Home Loan Bank and correspondent banks
Net increase (decrease) in repurchase agreements

Purchase of treasury stock

Dividend paid on preferred stock

Dividends paid

Net cash provided by financing activities

Decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosures of cash flow information:
Interest paid

Income taxes paid

Supplemental disclosures of non-cash investing and financing activities:
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For the Nine Month Period

Ended September 30,
2009 2008
$ 5532 $ 5555
448 13,632
99,953 76,997
(150,995) (80,945)
(23,565) (47,063)
(231) 57)
344 685
(326) (611)
(74,372) (37,362)
11,107 (6,218)
41,269 54,170
232 133
61,895 134,810
(66,600) (145,280)
4,246 (4,641)
(283)
(621)
(1,291) (1,297)
50,237 31,394
(18,603) (413)
37,075 22,029
$ 18,472 $ 21,616
$ 10,294 $ 9716
$ 1,801 $ 2410
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Loans charged off

Foreclosures and in substance foreclosures of loans during period

Net unrealized gain (loss) on investment securities classified as available for sale
Increase in deferred tax asset related to unrealized gains on investments
Common dividends declared and payable

See accompanying Notes to Unaudited Consolidated Condensed Financial Statements.
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1,334

1,025

6,398

(2,175)

432

981

689
(2,648)

900

446

13



Edgar Filing: HOPFED BANCORP INC - Form 10-Q

Table of Conten
NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS
(1) BASIS OF PRESENTATION

HopFed Bancorp, Inc. (the Company ) was formed at the direction of Heritage Bank, formerly Hopkinsville Federal Savings Bank (the Bank ), to
become the holding company of the Bank upon the conversion of the Bank from a federally chartered mutual savings bank to a federally

chartered stock savings bank. The conversion was consummated on February 6, 1998. The Company s primary assets are the outstanding capital
stock of the converted Bank, and its sole business is that of the converted Bank. The Bank owns 100% of the stock of Fall and Fall Insurance

Agency (Fall & Fall) of Fulton, Kentucky. Fall & Fall sells life and casualty insurance to both individuals and businesses. The majority of Fall &

Fall s customer base is within the geographic footprint of the Bank.

The Bank operates a mortgage division, Heritage Mortgage Services, in Clarksville, Tennessee with agents located in several of its markets. The
Bank has a financial services division, Heritage Solutions, with offices in Murray, Kentucky, Kingston Springs, Tennessee and Pleasant View,
Tennessee. The agents for Heritage Solutions travel throughout western Kentucky and middle Tennessee offering fixed and variable annuities,
mutual funds and brokerage services.

The accompanying unaudited financial statements have been prepared in accordance with accounting principles generally accepted ( GAAP ) in
the United States of America for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for complete financial statements. In the opinion
of management, all adjustments (consisting of only normal recurring accruals) necessary for fair representation have been included. The results
of operations and other data for the three-month and nine-month periods ended September 30, 2009, are not necessarily indicative of results that
may be expected for the entire fiscal year ending December 31, 2009.

The accompanying unaudited financial statements should be read in conjunction with the Consolidated Financial Statements and the Notes
thereto included in the Company s Annual Report on Form 10-K for the year ended December 31, 2008. The accounting policies followed by the
Company are set forth in the Summary of Significant Accounting Policies in the Company s December 31, 2008 Consolidated Financial
Statements.
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T

NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

(2) INCOME PER SHARE

The following schedule reconciles the numerators and denominators of the basic and diluted income per share ( IPS ) computations for the
three-month and nine-month periods ended September 30, 2009 and September 30, 2008. Diluted common shares arise from the potentially
dilutive effect of the Company s stock options outstanding.

Basic IPS:
Net income (loss) available to common stockholders
Average common shares outstanding

Net income (loss) per share available to common stockholders, basic

Diluted IPS

Net income (loss) available to common stockholders
Average common shares outstanding

Dilutive effect of stock options

Average diluted shares outstanding

Net income (loss) per share available to common stockholders, diluted

Basic IPS:
Net income (loss) available to common stockholders
Average common shares outstanding

Net income (loss) per share available to common stockholders, basic

Diluted IPS

Net income (loss) available to common stockholders
Average common shares outstanding

Dilutive effect of stock options

Average diluted shares outstanding

Net income (loss) per share available to common stockholders, diluted

10
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Three Month Periods Ended

September 30, 2009

$ (2,875,000)
3,571,716

$ (0.80)

$ (2,875,000)
3,571,716

3,571,716

$ (0.80)

September 30, 2008

1,149,000
3,578,924

0.32

1,149,000
3,578,924
4,094

3,583,018

0.32

Nine Month Periods Ended

September
30, 2009

$ (1,009,000)
3,565,827

$ (0.28)

$ (1,009,000)
3,565,827

3,565,827

$ (0.28)

September 30,
2008

3,902,000
3,592,525

1.09

3,902,000
3,592,525
12,056

3,604,581

1.08
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NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

(3) STOCK COMPENSATION

On January 1, 2006, the Company adopted FASB ASC 718-10-10 using the modified prospective method which requires the application of the
accounting standard as of January 1, 2006. For the nine month period ending September 30, 2008, the Company incurred additional
compensation expense related to ASC 718-10-10 of $9,083. The Company did not incur any cost related to stock options for the three-month and
nine-month periods ended September 30, 2009 as well as the three month period ended September 30, 2008.

The Company incurred compensation cost related to the HopFed Bancorp, Inc. 2004 Long Term Incentive Plan of approximately $37,000 and
$114,000 for the three-month and nine-month periods ended September 30, 2009 and $40,000 and $115,000 for the three-month and nine-month
periods ended September 30, 2008, respectively. The Company issued 9,571 shares of restricted stock during the nine month period ended
September 30, 2009. The Company will incur additional compensation cost of approximately $36,800 for the year ending December 31, 2009
related to restricted stock grants previously awarded. The Company will incur cost of approximately $121,000, $81,400, $43,200, and $10,400
in compensation cost for the years ending December 31, 2010, 2011, 2012 and 2013 related to restricted stock grants previously awarded. The
compensation committee may make additional awards of restricted stock, thereby increasing the future expense related to this plan. In addition,
award vesting may be accelerated due to certain events as outlined in the restricted stock award agreement. Any acceleration of vesting will
change the timing of, but not the aggregate amount of, compensation expense incurred.

(4) SECURITIES

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more frequently when economic or
market concerns warrant such evaluations. Consideration is given to (1) the length of time and the extent to which the fair value has been less
than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability of the Company to retain its investment
in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.

At September 30, 2009, the Company has 21 securities with unrealized losses. Management believes these unrealized losses relate to changes in
interest rates and not credit quality with the exception of $1 million (par value) in a Ford Motor Credit bond maturing October 28, 2009 and four
Non-Agency CMO s recently downgraded. The Ford Motor Credit bond matured with payment in full received after the end of the quarter but
prior to the issuance of this report. The Non-Agency CMO s, with a combined book value of $6.8 million and market value of $5.9 million are
performing as agreed. Management will continue to monitor these bonds for potential impairment. Management has determined that none of the
above mentioned bonds are other than temporarily impaired at this time.

11
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NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

The carrying amount of securities available for sale and their estimated fair values at September 30, 2009 is as follows:

September 30, 2009

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Restricted:
FHLB stock $ 4,281 4,281
Unrestricted:
U.S. government and agency securities:
Agency debt securities $ 119,494 4,731 2) 124,223
Corporate bonds 1,001 (D 1,000
Tax free municipal bonds 40,935 2,128 43,063
Taxable municipal bonds 2,815 27 (43) 2,799
Trust preferred securities 2,000 (346) 1,654
Mortgage-backed securities:
GNMA 29,458 956 30,414
FNMA 43,506 1,293 (69) 44730
FHLMC 12,182 449 12,631
NON-AGENCY CMOs 26,104 352 (1,185) 25,271
AGENCY CMOs 18,824 853 19,677
$296,319 10,789 (1,646) 305,462

At September 30, 2009, securities with a book value of approximately $90.4 million and a market value of approximately $94.1 million were
pledged to various municipalities for deposits in excess of FDIC limits as required by law. In addition, securities with a book value of $31.5
million and a market value of $33.1 million are pledged as collateral to the Federal Home Loan Bank of Cincinnati. The Federal Home Loan
Bank of Cincinnati has issued letters of credit in the Bank s name totaling $30.5 million secured by the Bank s loan portfolio to secure additional
municipal deposits.

At September 30, 2009, securities with a book and market value of approximately $16.9 million were sold under agreements to repurchase from
various customers. Furthermore, the Company has two wholesale repurchase agreements with third parties secured by investments with a
combined book value of $16.9 million and a market value of $17.6 million. The first repurchase agreement in the amount of $6.0 million has a
maturity of September 18, 2016 and is currently callable on a quarterly basis and has a fixed rate of interest of 4.36%. The second repurchase
agreement, in the amount of $10.0 million, has a maturity of September 5, 2014, is callable quarterly beginning September 5, 2008 and has a
fixed rate of interest of 4.28%.

12
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NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

(5) INVESTMENT IN AFFILIATED COMPANIES

Investments in affiliated companies accounted for under the equity method consist of 100% of the common stock of HopFed Capital Trust 1
(' Trust ), a wholly-owned statutory business trust. The Trust was formed on September 25, 2003. Summary financial information for the Trust

follows (dollars in thousands):

Summary Statements of Financial Condition

At At
September 30, 2009 December 31, 2008

Asset investment in subordinated debentures issued by Hopfed

Bancorp, Inc. $ 10,310 $ 10,310
Liabilities

Stockholders equity trust preferred securities $ 10,000 $ 10,000
Common stock (100% Owned by HopFed Bancorp, Inc.) 310 310
Total stockholders equity $ 10,310 $ 10,310

Summary Income Statements

Three months ended  Nine months ended
September 30, September 30,
2009 2008 2009 2008

Income interest income from subordinated debentures issued by HopFed

Bancorp, Inc.

$ 95 $ 151 $ 313 § 494

Net income $ 95 $ 151 $ 313 $ 494
Summary Statement of Stockholders Equity
Trust Total
Preferred Common Retained Stockholders
Securities Stock Earnings Equity
Beginning balances, December 31, 2008 $ 10,000 $ 310 $ $ 10,310
Net income 313 313
Dividends:
Trust preferred securities (304) (304)
Common paid to HopFed Bancorp, Inc. 9) )
Ending balances, September 30, 2009 $ 10,000 $ 310 $ $ 10,310

Table of Contents
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NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

(6) FAIR VALUE OF ASSETS AND LIABILITIES

FASB ASC 820, Fair Value Measurements and Disclosure defines fair value, establishes a framework for measuring fair value and expands
disclosure about fair value. The statement establishes a fair value hierarchy which requires an entity to maximize the use of observable input and
minimize the use of unobservable inputs when measuring fair value. The standard describes three levels of inputs that may be used to measure
fair value.

Level 1 is for assets and liabilities that management has obtained quoted prices (unadjusted for transaction cost) for identical assets
or liabilities in active markets that the Company has the ability to access as of the measurement date.

Level 2 is for assets and liabilities in which significant unobservable inputs other than Level 1 prices such as quoted prices for
similar assets and liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data.

Level 3 is for assets and liabilities in which significant unobservable inputs that reflect a reporting entity s own assumptions about the
assumptions that market participants would use in pricing an asset or liability.
The fair values of securities available for sale are determined by a matrix pricing, which is a mathematical technique that is widely used in the
industry to value debt securities without individually obtaining a live, independent price quote for each security in the Company s portfolio but
rather by relying on the securities relationship to other benchmark quoted securities. Impaired loans are valued at the net present value of
expected payments using the fair value of any assigned collateral.

Assets and Liabilities Measured on a Recurring Basis

The assets and liabilities measured at fair value on a recurring basis are summarized below:

Fair Value Measurements at September 30, 2009 Using

Quoted Prices in Significant Other
Active Markets for Observable Significant

Identical Assets Inputs Unobservable Inputs

Description September 30, 2009 (Level 1) (Level 2) (Level 3)
(Dollars in Thousands)
Assets
Available for sale securities $ 305,462 303,808 1,654
Impaired loans 30,450 30,450
Bank owned life insurance 8,214 8,214
Real Estate and other assets
owned 1,466 1,466
Liabilities

Interest rate swap (837) (837)
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NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

The estimated fair values of financial instruments were as follows at September 30, 2009:

Estimated

Carrying Fair

Amount Value
Financial Assets:
Cash and due from banks $ 17,063 17,063
Interest-earning deposits in Federal Home Loan Bank 1,409 1,409
Securities available for sale 305,462 305,462
Federal Home Loan Bank stock 4,281 4,281
Loans receivable 648,041 650,824
Accrued interest receivable 6,260 6,260
Bank owned life insurance 8,214 8,214
Financial liabilities:
Deposits 765,381 777,089
Advances from borrowers for taxes and insurance 442 442
Advances from Federal Home Loan Bank 125,307 129,312
Repurchase agreements 32,926 35,643
Subordinated debentures 10,310 10,101
Market value of interest rate swap 837 837
Accrued interest payable and other liabilities 6,612 6,612

Off-balance-sheet liabilities:
Commitments to extend credit
Commercial letters of credit
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NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

The estimated fair values of financial instruments at December 31, 2008 were as follows:

Estimated
Carrying Fair
Amount Value

Financial Assets:
Cash and due from banks $ 15,268 15,268
Interest-earning deposits in Federal Home Loan Bank 5,727 5,727
Federal funds sold 16,080 16,080
Securities available for sale 246,952 246,952
Federal Home Loan Bank stock 4,050 4,050
Securities held to maturity 454 455
Loans receivable 628,356 635,324
Accrued interest receivable 5,852 5,852
Bank owned life insurance 7,994 7,994
Financial liabilities:
Deposits 713,005 723,354
Advances from borrowers for taxes and insurance 210 210
Advances from Federal Home Loan Bank 130,012 131,803
Repurchase agreements 28,680 31,713
Subordinated debentures 10,310 13,602
Accrued interest payable and other liabilities 6,615 6,615
Market value of interest rate swap 1,175 1,175

Off-balance-sheet liabilities:

Commitments to extend credit

Commercial letters of credit
(7) ISSUANCE OF PREFERRED SHARES

On December 12, 2008, HopFed Bancorp issued and sold 18,400 shares of preferred stock to the United States Treasury (Treasury) for
$18,400,000 pursuant to the Capital Purchase Program. The Company also issued 243,816 common stock warrants to the Treasury as a condition
to its participation in the Capital Purchase Program. The warrants have an exercise price of $11.32 each and are immediately exercisable. The
warrants expire in ten years from the date of issuance. The preferred stock has no stated maturity and is non-voting, other than having class
voting rights on certain matters, and pays cumulative dividends quarterly at a rate of 5% per year for the first five years and 9% thereafter.

The Company s annualized cost of the preferred stock dividend is $920,000. In addition, the Company is recognizing $111,180 in accretion

related to the common stock warrants issued in relation to the issuance of preferred stock. After five years, the cost of the dividend increases to
$1,656,000.
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NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

(8) GOODWILL IMPAIRMENT

In June 2006, the Company s wholly owned subsidiary, Heritage Bank, acquired four AmSouth Bank branches in Tennessee with combined
deposits of approximately $65.4 million and approximately $34.5 million in loans. Heritage Bank also acquired four parcels of real property on
which the branches are located and substantially all of the assets used in the operation of the branches. Heritage Bank recorded goodwill of $1.3
million. Heritage Bank computed the value of the core deposits at approximately $2.9 million and continues to amortize this balance under an
accelerated amortization method. At September 30, 2009, the core deposit intangible related to this transaction was approximately $1.3 million.

In September 2002, Heritage Bank acquired two branch offices in Fulton, Kentucky from Old National Bank. The combined deposits of the two
branches totaled approximately $96.5 million and the combined balance of the branches loans was approximately $42.4 million. As part of the
agreement, Heritage Bank also purchased Fall and Fall Inc., a full-service insurance agency. The Heritage Bank recorded goodwill of $3.7
million and a core deposit intangible of $2.5 million. At September 30, 2009, Heritage Bank has fully amortized all of the core deposit intangible
related to this transaction.

Based on the Bank s annual review of its goodwill, including assessments of the status of these acquisitions, on October 7, 2009, the Bank
concluded that these investments were other than temporarily impaired as of September 30, 2009. Accordingly, on October 7, 2009, the Bank
deemed it appropriate to recognize a third quarter pre-tax impairment charge of $5.0 million to write off all of its goodwill.

(9) DERIVATIVE INSTRUMENTS

Under guidelines of FASB ASC 235-10-599-1, Accounting for Derivative Instruments and Hedging Activities, as amended, all derivative
instruments are required to be carried at fair value on the consolidated balance sheet. ASC 235-10-599-1 provides special hedge accounting
provisions, which permit the change in fair value of the hedge item related to the risk being hedged to be recognized in earnings in the same
period and in the same income statement line as the change in the fair value of the derivative.

A derivative instrument designated in a hedge relationship to mitigate exposure to changes in the fair value of an asset, liability or firm
commitment attributable to a particular risk, such as interest rate risk, are considered fair value hedges under ASC 235-10-599-1. Derivative
instruments designated in a hedge relationship to mitigate exposure to variability in expected future cash flows, or other types of forecasted
transactions, are considered cash flow hedges.
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NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (Continued)

Cash value hedges are accounted for by recording the fair value of the derivative instrument and the fair value related to the risk being hedged of
the hedged asset or liability on the consolidated balance sheet with corresponding offsets recorded in the consolidated balance sheet. The
adjustment to the hedged asset or liability is included in the basis of the hedged item, while the fair value of the derivative is recorded as a
freestanding asset or liability. Actual cash receipts or payments and related amounts accrued during the period on derivatives included in a fair
value hedge relationship are recorded as adjustments to the income or expense recorded on the hedged asset or liability.

Under both the fair value and cash flow hedge methods, derivative gains and losses not effective in hedging the change in fair value or expected
cash flows of the hedged item are recognized immediately in the income statement. At the hedge s inception and at least quarterly thereafter, a
formal assessment is performed to determine whether changes in the fair values or cash flows of the derivative instrument has been highly
effective in offsetting changes in the fair values or cash flows of the hedged items and whether they are expected to be highly effective in the
future. If it is determined a derivative instrument has not been, or will not continue to be highly effective as a hedge, hedged accounting is
discontinued. ASC 235-10-599-1 basis adjustments recorded on hedged assets and liabilities are amortized over the remaining life of the hedged
item beginning no later than when hedge accounting ceases. There were no fair value hedging gains or losses, as a result of hedge
ineffectiveness, recognized for the nine month period ended September 30, 2009 or the year ended December 31, 2008.

In October of 2008, the Bank entered into an interest rate swap agreement for a term of seven years and an amount of $10 million. The Bank will
pay a fixed rate of 7.27% for seven years and receive an amount equal to the three-month London Interbank Lending Rate (Libor) plus 3.10%.
The interest rate swap is classified as a cash flow hedge by the Bank and will be tested quarterly for effectiveness. At December 31, 2008 and
September 30, 2009, respectively, the cost of the Bank to terminate the cash flow hedge was approximately $1,175,000 and $837,000,
respectively.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
Critical Accounting Policies

The consolidated condensed financial statements as of September 30, 2009 and December 31, 2008, and for the three-month and nine-month
periods ended September 30, 2009 and September 30, 2008 included herein have been prepared by the Company, without an audit, pursuant to
the rules and regulations of the Securities and Exchange Commission. Certain information and footnote disclosures normally included in interim
financial statements prepared in accordance with accounting principles generally accepted in the United States of America have been condensed
or omitted pursuant to such rules and regulations. These financial statements should be read in conjunction with the financial statements and
notes thereon included in the Company s 2008 Annual Report to Stockholders on Form 10-K.

Certain of the Company s accounting policies are important to the portrayal of the Company s financial condition, since they require management
to make difficult, complex or subjective judgments, some of which may relate to matters that are inherently uncertain. Estimates associated with
these policies are susceptible to material changes as a result of changes in facts and circumstances. Facts and circumstances, which could affect
these material judgments, include, but without limitation, changes in interest rates, in the performance of the economy or in the financial

condition of borrowers. Management believes that its critical accounting policies include determining the allowance for loan losses and
determining the fair value of securities and other financial instruments and assessing other than temporary impairments of securities.

Comparison of Financial Condition at September 30, 2009 and December 31, 2008

Total assets increased by $54.6 million, from $967.56 million at December 31, 2008 to $1.02 billion at September 30, 2009. Securities available
for sale increased from $247.0 million at December 31, 2008 to $305.5 million at September 30, 2009. The Company sold fed funds balances of
$16.1 million at December 31, 2008. The Company s holdings of Federal Home Loan Bank (FHLB) stock, at cost, increased from $4.1 million at
December 31, 2008 to $4.3 million at September 30, 2009. Total FHLB borrowings declined approximately $4.7 million, from $130.0 million at
December 31, 2008 to $125.3 million at September 30, 2009. Total repurchase balances increased from $28.7 million at December 31, 2008 to
$32.9 million at September 30, 2009.

At December 31, 2008, investments classified as held to maturity were carried at an amortized cost of $454,000 and had an estimated market
value of $455,000. During the third quarter of 2009, the Company sold the remainder of the held to maturity portfolio due to its small size and

cost of carrying the securities. All securities had realized a principal reduction equal to more than 85% of their original purchase amount. At
September 30, 2009 and December 31, 2008, securities classified as available for sale had an amortized book value of $296.3 million and $244.2
million, respectively.
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The loan portfolio increased $19.6 million during the nine-months ended September 30, 2009. Net loans totaled $648.0 million and $628.4
million at September 30, 2009 and December 31, 2008, respectively. For the three-month periods ended September 30, 2009 and September 30,
2008, the average tax equivalent yield on loans was 6.18% and 6.85%, respectively. For the nine-month periods ended September 30, 2009 and
September 30, 2008 and the year ended December 31, 2008, the average tax equivalent yield on loans was 6.21%, 7.09% and 6.93%
respectively. The decline in the net yield on loans is the result of lower short term rates allowing the current portfolio to re-price at lower rates.

Set forth below is selected data relating to the composition of the loan portfolio by type of loan at September 30, 2009 and 2008. At
September 30, 2009 and 2008, there were no concentrations of loans exceeding 10% of total loans other than as disclosed below:

Quarter Ended

9/30/2009 9/30/2009 9/30/2008 9/30/2008

Amount Percent Amount Percent
Real estate loans: (Dollars in Thousands)
One-to-four family (closed end) first mortgages $ 197,664 30.1% $ 180,960 28.9%
Second mortgages (closed end) 8,006 1.2% 8,769 1.4%
Home equity lines of credit 36,661 5.6% 34,268 5.5%
Multi-family 45,847 7.0% 34,780 5.5%
Construction 29,923 4.6% 60,475 9.6%
Commercial real estate 253,933 38.7% 218,745 34.9%
Total mortgage loans 572,034 87.2% 537,997 85.8%
Loans secured by deposits 4,157 0.6% 3,192 0.5%
Other consumer loans 17,083 2.6% 20,431 3.3%
Commercial loans 62,919 9.6% 65,315 10.4%
Total other loans 84,159 12.8% 88,938 14.2%
Total loans, gross 656,193 100.0% 626,935 100.0%
Deferred loan cost, net of income 277 299
Less allowance for loan losses (8,429) (5,749)
Total loans $ 648,041 $ 621,485

The allowance for loan losses totaled $8.4 million at September 30, 2009, $6.1 million at December 31, 2008 and $5.7 million at September 30,
2008. The ratio of the allowance for loan losses to total loans was 1.28% at September 30, 2009, 0.97% at December 31, 2008 and 0.92% at
September 30, 2008. Also at September 30, 2009, non-performing loans were $7.3 million, or 1.12% of total loans, compared to $8.4 million, or
1.34% of total loans, at September 30, 2008 and $7.3 million, or 1.16% at December 31, 2008. Non-performing assets, which include other real
estate owned and other assets owned, were $8.8 million or 0.86% of total assets at September 30, 2009, compared to $8.8 million, or 1.04% of
assets, at September 30, 2008 and $8.2 million, or 0.86% of assets at December 31, 2008.
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The Company does not originate loans it considers sub-prime and is not aware of any exposure to the additional credit concerns associated with
sub-prime lending in either the Company s loan or investment portfolios. Management reports to the Company s Board of Directors on the status
of the Company s specific construction and development loans as well as the market trends in those markets in which the Company actively
participates.

The Company s annualized net charge off ratios for the three-month and nine-month periods ended September 30, 2009 and September 30, 2008
and the year ended December 31, 2008 was 0.21%, 0.17% and 0.20%, respectively. The ratios of allowance for loan losses to non-performing
loans at September 30, 2009, September 30, 2008 and December 31, 2008 were 115.1%, 68.4% and 83.0%, respectively. The following table
sets forth an analysis of the Bank s allowance for loan losses for the nine-month periods ended:

Nine Month Nine Month
Period Ended Period Ended Year Ended
09/30/09 09/30/08 12/31/2008

Beginning balance, allowance for loan loss $ 6,133 $ 4,842 $ 4842
Loans charged off:
Commercial loans 412) (241) (364)
Consumer loans and overdrafts 476) (486) (685)
Residential loans (446) (254) (365)
Total charge offs (1,334) 981) (1,414)
Recoveries
Commercial loans 43 18
Consumer loans and overdrafts 213 175 218
Residential loans 59 31 52
Total recoveries 315 206 288
Net charge offs (1,019) (775) (1,126)
Provision for loan loss 3,315 1,682 2,417
Ending balance $ 8,429 $ 5,749 6,133
Average loan balance, gross 635,810 598,488 607,122
Ratio of net charge offs to average outstanding loans
during the period 0.21% 0.17% 0.20%

The determination of the allowance for loan losses is based on management s analysis, performed on a quarterly basis. Various factors are
considered, including the market value of the underlying collateral, growth and composition of the loan portfolio, the relationship of the
allowance for loan losses to outstanding loans, historical loss experience, delinquency trends and prevailing economic conditions. Although
management believes its allowance for loan losses is adequate, there can be no assurance that additional allowances will not be required or that
losses on loans will not be incurred.
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A loan is considered to be impaired when management determines that it is possible that the Company will be unable to collect all principal and
interest payments due in accordance with the contractual terms of the loan agreement. The value of individually impaired loans is measured
based on the present value of expected payments using the fair value of the collateral if the loan is collateral dependent. At September 30,

2009, June 30, 2009, March 31, 2009 and December 31, 2008, the Company s impaired loans totaled $30.5 million, $24.9 million, $19.6 million
and $11.3 million, respectively. The amount of impaired loans has increased due to both difficulties in the local economies as well as
management s position to take a more conservative posture in the review and grading of the Company s loan portfolio.

At September 30, 2009, June 30, 2009, March 31, 2009 and December 31, 2008, the Company s reserve for impaired loans totaled $1.5 million,
$1.3 million, $1.0 million and $731,000, respectively. For the nine-month period ended September 30, 2009, the growth in the Company s
allowance for loan loss through the provision for loan loss expense is in direct response to the increase in the level of impaired loans. The
Company remains concerned about the level of unemployment, both locally and nationally, and the effects unemployment has on the Company
credit quality.

7]

At September 30, 2009, deposits increased to $765.4 million from $713.0 million at December 31, 2008. The balances of brokered deposits
increased from $67.9 million at December 31, 2008 to $77.2 million at September 30, 2009. The average cost of all deposits during the
three-month periods ended September 30, 2009, September 30, 2008, and the year ended December 31, 2008 was 2.71%, 3.14%, and 3.26%,
respectively. The average cost of all deposits during the nine-month periods ended September 30, 2009 and September 30, 2008 was 2.84% and
3.30%, respectively. Management continually evaluates the investment alternatives available to customers and adjusts the pricing on its deposit
products to more actively manage its funding costs while remaining competitive in its market area.

Comparison of Operating Results for the Nine Months Ended September 30, 2009 and 2008

Net Income. Net income (loss) available for common shareholders for the nine months ended September 30, 2009 was ($1,009,000) compared
to $3,902,000 for the nine months ended September 30, 2008. The decline in the Company s net income is due to several factors. The most
significant factor is the $5.0 million impairment charge taken to eliminate all goodwill from the Company s books. Net income was further
hampered by a $1.6 million increase in the Company s provision for loan loss expense, a $1.3 million increase in FDIC fees and $771,000 in
dividend accrual and accretion of warrant cost associated with the Company s sale of $18.4 million in preferred stock to the United States
Treasury under the Treasury s Capital Purchase Plan.

The Company has sought to partially offset increases in operating expenses and provision for loan loss expense by increasing the size of the
securities portfolio and selling select securities to earn gains on the sale of securities. For the nine month period ended September 30, 2009, the
Company recognized $1.6 million in gains on the sale of securities as compared to $718,000 for the nine month period ended September 30,
2008. During the nine month period ended September 30, 2009, interest income on investments totaled $10.8 million as compared to $5.6
million for the nine month period ended September 30, 2008.
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Net Interest Income. Net interest income for the nine-month period ended September 30, 2009 was $19.8 million, compared to $17.4 million
for the nine-month period September 30, 2008. The increase in net interest income was largely due to an increase in the average balance of
interest earning assets. The average balance of interest earnings assets for the nine-months ended September 30, 2009 was $921.0 million, an
increase of $166.2 million over the nine-months ended September 30, 2008. The growth in interest earning assets offset a 0.74% decline in the
yield on interest earning assets during the same period.

For the nine-month period ended September 30, 2009, income on tax exempt securities increased to $1.1 million from $477,000 for the
nine-month period ended September 30, 2008. For the nine month period ended September 30, 2009, income on taxable securities classified as
available for sale increased to $9.7 million as compared to $5.1 million for the nine month period ended September 30, 2008. The increase in
investment income is the result in both a growth in the yield and average balances of the securities portfolio. The average tax equivalent yield on
taxable securities and tax exempt securities have increased by 0.16% and 0.98%, respectively for the nine month period ended September 30,
2009 as compared to the nine month period ended September 30, 2008.

For the nine month period ended September 30, 2009, the Company s interest income from loans receivable declined by approximately $2.1
million as compared to the nine month period ended September 30, 2008. For the nine-months ended September 30, 2009 and September 30,
2008, the tax equivalent yield on loans declined to 6.21% from 7.09% over the same period in 2008. The decline in interest income on loans
occurred despite an increase of $35.9 million in the average balance of loans receivable to $629.0 million at September 30, 2009 from $593.1
million at September 30, 2008.

Average Balances, Yields and Interest Expenses. The table below summarizes the overall effect of changes to both interest rates and changes
in the average balances of interest earning assets and liabilities for the nine-month periods ended September 30, 2009 and September 30, 2008.
Yields on assets and cost of liabilities are derived by dividing income or expense by the average daily balances of interest earning assets and
liabilities for the appropriate nine-month periods. Average balances for loans include loans classified as non-accrual, net of the allowance for
loan losses.
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The table adjusts tax-free investment income by $488 for September 30, 2009, and $207 for September 30, 2008, for a tax equivalent rate using
an approximate cost of funds rate of 3.00% for September 30, 2009 and 3.50% for September 30, 2008. The table adjusts tax-free loan income
by $35 for September 30, 2009 and $209 for September 30, 2008 for a tax equivalent rate using the same cost of funds rate:

Average Income and Average Average Income and Average
Balance Expense Rates Balance Expense Rates
9/30/2009 9/30/2009 9/30/2009 9/30/2008  9/30/2008 9/30/2008
Loans $ 628965 $ 29,273 6.21% $593,088 $ 31,532 7.09%
Investments AFS taxable 253,903 9,658 5.07% 133,479 4919 4.91%
Investment AFS tax free 33,647 1,578 6.25% 17,311 684 5.27%
Investment held to maturity 375 12 4.27% 4,428 150 4.52%
Federal funds 4,156 8 0.26% 6,522 118 2.41%
Total interest earning assets 921,046 40,529 5.87% 754,828 37,403 6.61%
Other assets 81,383 64,567
Total assets $ 1,002,429 $ 819,395
Retail time deposits $ 469,012 12,891 3.66% $ 363,965 11,924 4.37%
Brokered deposits $ 69,742 1,945 3.72% $ 30,026 1,020 4.53%
Now accounts $ 92,660 1,091 1.57% $ 104,701 1,827 2.33%
MMDA and savings accounts $ 59,241 110 025% $ 64,563 560 1.16%
FHLB borrowings 122,190 3,108 3.39% 93,775 3,018 4.29%
Repurchase agreements 30,473 588 2.57% 34,661 856 3.29%
Subordinated debentures 10,310 446 5.77% 10,310 405 5.24%
Total interest bearing liabilities 853,628 20,179 3.15% 702,001 19,610 3.72%
Non-interest bearing deposits 61,291 55,369
Other liabilities 6,281 5,110
Shareholders equity 81,229 56,915
Total liabilities and shareholder equity $ 1,002,429 $819,395
Net change in interest bearing assets and liabilities $ 20,350 2.72% $ 17,793 2.89%
Net yield on interest earning assets 2.95% 3.14%

Interest Income. For the nine-months ended September 30, 2009, the Company s total interest income was $40.0 million as compared to $37.0
million for the nine months ended September 30, 2008. This increase primarily resulted from growth in the investment portfolio and helped to
offset a sharp decline in the yields on loans due to lower market rates. The ratio of average interest-earning assets to average interest-bearing
liabilities increased from 107.90% at September 30, 2009 compared to 107.53% at September 30, 2008.

Interest Expense. Interest expense increased approximately $570,000 for the nine-months ended September 30, 2009 as compared to the same
period in 2008. The increase in interest expense was attributable to a $151.6 million increase in interest bearing liabilities from September 30,
2009 as compared to September 30, 2008. Over the same period, the average balance of interest bearing deposits increased $127.5 million, from
$563.2 million at September 30, 2008 to $690.7 million at September 30, 2009 and the average balance of funds borrowed from the Federal
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2009.
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The average cost of average interest-bearing deposits declined from 3.63% at September 30, 2008 to 3.10% at September 30, 2009. The average
cost of average borrowed funds from the FHLB decreased from 4.29% at September 30, 2008 to 3.39% at September 30, 2009. The average cost
of all deposits declined from 3.30% at September 30, 2008 to 2.84% at September 30, 2009. The average balance of repurchase agreements
declined from $34.7 million at September 30, 2008 to $30.5 million at September 30, 2009. The average cost of repurchase agreements declined
from 3.29% at September 30, 2008 to 2.57% at September 30, 2009. The reduction in the cost of repurchase agreements is limited due to two
long term agreements with third parties that are fixed. These agreements, totaling $16 million, have a weighted average cost of 4.31%.

Provision for Loan Losses. The allowance for loan losses is established through a provision for loan losses based on management s evaluation
of the risk inherent in its loan portfolio and the general economy. Such evaluation considers numerous factors including, general economic
conditions, loan portfolio composition, the Company s prior loss experience, the estimated fair value of the underlying collateral and other factors
that warrant recognition in providing for an adequate loan loss allowance. The Company determined that an additional $3.3 million of provision
for loan loss was required for the nine-months ended September 30, 2009 compared to $1.7 million in provision for loan loss expense for the

nine months ended September 30, 2008. The increase in provision for loan loss expense is in response to management s concerns about the
economy as both the local and national unemployment rates continue to increase as well as an increase in loans classified as impaired as

discussed earlier in this report.

Non-Interest Income. Non-interest income increased by approximately $600,000 for the nine-months ended September 30, 2009 as compared
to the same period in 2008. For the nine-month period ended September 30, 2009, service charge income was $3.1 million, a decrease of
$300,000 over the same period in 2008. For the nine months ended September 30, 2009, income from financial services was $738,000,
compared to $840,000 for the same period in 2008. For the nine month period ended September 30, 2009, the Company realized gains on the
sale of investments totaling $1.6 million as compared to $718,000 for the nine-months ended September 30, 2008. In 2009, the Company took
advantage of narrowing agency and mortgage backed bond spreads to selectively sell securities.

Non-Interest Expenses. There was a $7.7 million increase in total non-interest expenses in the nine-month period ended September 30, 2009 as
compared the same period in 2008. Non-interest expenses increased $2.7 million during the same period excluding goodwill impairment. For the
nine-month period ended September 30, 2009, compensation expense increased to $9.3 million compared to $8.7 million for the nine-months
ended September 30, 2008. For the nine month period ended September 30, 2009, the Company s expenses related to FDIC and OTS regulatory
fees increased to $1.7 million as compared to $319,000 for the nine month period ended September 30, 2008. The increase in fees included a
special assessment by the FDIC of 5% of bank assets less total risk based capital. This assessment was approximately $460,000. The Company
anticipates that higher FDIC fees will continue for some time in the future. Other operating expense that increased by more than $100,000
included data processing expenses, occupancy expenses and other operating expenses.

25

Table of Contents 32



Edgar Filing: HOPFED BANCORP INC - Form 10-Q

Table of Conten

Income Taxes. The effective tax rate for the nine months ended September 30, 2008 was 29.7%. The Company recorded a tax benefit of
$483,000 for the first nine months of 2009.

Comparison of Operating Results for the Three Months Ended September 30, 2009 and 2008

Net Income. Net income available for common shareholders for the three months ended September 30, 2008 was $1,149,000, compared to net
loss available to common shareholders of $2,875,000 for the three months ended June 30, 2009. The decline in the Company s net income is the
result of the goodwill impairment, higher FDIC fees, higher provision for loan loss expense and the Company s dividend accrual and accretion of
warrant cost associated with the Company s preferred stock. In the three months ended September 30, 2009, the Company accrued $232,000
related to the payment of a 5% preferred dividend and $28,000 related to the accretion on the value of the stock warrants issued. The Company s
provision for loan loss expense and fees paid to the FDIC increased by approximately $600,000 each as compared to the same period in 2008.

Net Interest Income. Net interest income for the three month period ended September 30, 2009 was $6.9 million, compared to $5.9 million for
the three month period ended September 30, 2008. The increase in net interest income was largely due to a $168.5 million increase in the
average balance of interest earning assets. For the three month period ended September 30, 2009, the average balance of loans increased by
$32.0 million as compared to the same period in 2008, tax free investments increased by $22.9 million and securities classified as available for
sale increased by $120.3 million.

For the three-months ended September 30, 2009 and September 30, 2008, the tax equivalent yield on total interest earning assets declined to
5.86% from 6.47%. The decline in net yields is the result of the reduction in yields on variable rate loans. This reduction in loan yields was
partially offset by an increase in investment yields due to timely purchases in the fourth quarter of 2008 as credit markets seized, resulting in
unique opportunities for those institutions with the liquidity and inclination to make investment purchases in a difficult market. For the
three-month periods ended September 30, 2009 and September 30, 2008, the Company s cost of interest bearing liabilities was 3.05% and 3.56%,
respectively. The lower cost of interest bearing liabilities was the result of a lower short term interest rates as well as an increase in FHLB
advances that were made at favorable rates.

Average Balances, Yields and Interest Expenses. The table below summarizes the overall effect of changes to both interest rates and changes
in the average balances of interest earning assets and liabilities for the three month periods ended September 30, 2009 and September 30, 2008.
Yields on assets and cost of liabilities are derived by dividing income or expense by the average daily balances of interest earning assets and
liabilities for the appropriate three-month periods. Average balances for loans include loans classified as non-accrual, net of the allowance for
loan losses.
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The table adjusts tax-free investment income by $192 for September 30, 2009, and $67 for September 30, 2008, for a tax equivalent rate using
an approximate cost of funds rate of 3.00% for June 30, 2009 and 3.50% for June 30, 2008. The table adjusts tax-free loan income by $9 for
September 30, 2009 and $80 for September 30, 2008 for a tax equivalent rate using the same cost of funds rate:

Average Income & Average Average Income & Average

Balance Expense Rates Balance Expense Rates

9/30/2009 9/30/2009 9/30/2009 9/30/2008  9/30/2008 9/30/2008
Loans $ 640,902 $ 9,907 6.18% $608,925 $ 10,425 6.85%
Investments AFS taxable 254,786 3,177 4.99% 134,440 1,726 5.14%
Investment AFS tax free 39,819 620 6.23% 16,872 220 5.22%
Investment Held to maturity 259 2 3.09% 1,926 24 4.98%
Federal funds 5,110 23 1.80%
Total interest earning assets 935,766 13,706 5.86% 767,273 12,418 6.47%
Other assets 83,943 63,929
Total assets $ 1,019,709 $ 831,202
Retail time deposits $ 475,652 4,155 3.49% $363,258 3,983 4.39%
Brokered deposits 74,140 656 3.54% 48,489 607 5.01%
Now accounts 100,344 396 1.58% 100,200 349 1.39%
MMDA and savings accounts 59,504 30 0.20% 63,429 28 0.18%
FHLB borrowings 119,373 1,032 3.46% 93,145 985 4.23%
Repurchase agreements 29,473 198 2.69% 32,290 256 3.17%
Subordinated debentures 10,310 168 6.52% 10,310 121 4.69%
Total interest bearing liabilities 868,796 6,635 3.05% 711,121 6,329 3.56%
Non-interest bearing deposits 63,090 57,758
Other liabilities 6,829 5,190
Stockholders equity 80,994 57,133
Total liabilities and stockholders equity $ 1,019,709 $ 831,202
Net change in interest earning assets and interest bearing
liabilities $ 7,071 2.81% $ 6,089 2.91%
Net yield on interest earning assets 3.02% 3.17%
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Interest Income. For the three months ended September 30, 2009, the Company s total interest income was $13.5 million as compared to $12.3
million for the three months ended September 30, 2008. This increase primarily resulted from growth in the investment portfolio and helped to
offset a sharp decline in the yields on loans due to lower market rates. The average balance of loans receivable increased $32.0 million to $640.9
million at September 30, 2009 from $608.9 million at September 30, 2008. For the three month period ended September 30, 2009, the average
tax equivalent yield on loans was 6.18% as compared to 6.85% for the three month period ended September 30, 2008.

Interest Expense. Interest expense increased approximately $300,000 for the three months ended September 30, 2009 as compared to the same
period in 2008. The increase occurred as a result of a $157.7 million increase in the average balance of total interest bearing liabilities as
compared to September 30, 2008. The average cost of average interest-bearing deposits declined from 3.45% at September 30, 2008 to 2.95% at
September 30, 2009. Over the same period, the average balance of interest bearing deposits increased $134.2 million, from $575.4 million at
September 30, 2008 to $709.6 million at September 30, 2009 and the average balance of funds borrowed from the Federal Home Loan Bank of
Cincinnati (FHLB) increased $26.3 million, from $93.1 million at September 30, 2008 to $119.4 million at September 30, 2009. The average
cost of average borrowed funds from the FHLB decreased from 4.23% at September 30, 2008 to 3.46% at September 30, 2009. The average cost
of all deposits declined from 3.14% at September 30, 2008 to 2.71% at September 30, 2009. The average balance of repurchase agreements
declined from $32.3 million at September 30, 2008 to $29.5 million at September 30, 2009. The average cost of repurchase agreements declined
from 3.17% at September 30, 2008 to 2.69% at September 30, 20009.

Provision for Loan Losses. The allowance for loan losses is established through a provision for loan losses based on management s evaluation
of the risk inherent in its loan portfolio and the general economy. Such evaluation considers numerous factors including, general economic
conditions, loan portfolio composition, prior loss experience, the estimated fair value of the underlying collateral and other factors that warrant
recognition in providing for an adequate loan loss allowance. The Company determined that an additional $1.4 million in provision for loan loss
was required for the three-months ended September 30, 2009 compared to an $805,000 provision for loan loss expense for the three-months
ended September 30, 2008. The increase in provision for loan loss expense is in response to management s concerns about the economy and an
increase in the amount of impaired loans.

Non-Interest Income. Non-interest income was relatively unchanged in the three months ended September 30, 2009 as compared to the same
period in 2008. For the three-month period ended September 30, 2009, service charge income was $1.1 million, a decrease of $132,000 over the
same period in 2008. For the three months ended September 30, 2009, income from financial services was $262,000, compared to $321,000 for
the same period in 2008. For the three month period ended September 30, 2009, the Company realized gains on the sale of investments totaling
$114,000 as compared to $16,000 for the three months ended September 30, 2008.
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Non-Interest Expenses. There was a $6.1 million increase in total non-interest expenses in the three months ended September 30, 2009

compared the same period in 2008. Operating expenses for the three month period ended September 30, 2009 were strongly influenced by the
$5.0 million goodwill impairment charge. For the three months ended September 30, 2009, compensation expense increased to $3.1 million
compared to $2.9 million for the three months ended September 30, 2008 largely due to annual pay raises given on January 1, 2009. As
previously discussed, the increased fees due to the FDIC special assessment played a significant factor in the increase in the Company s operation
expenses. For the three months ended September 30, 2009, the Company s regulatory fee expense was $798,000 as compared to $146,000 for the
same period in 2008. No other operating expenses increased by more than $100,000 during the periods being compared.

Income Taxes. The effective tax rate for the three months ended September 30, 2008 was 27.0%. The Company s net tax benefit for the three
month ended September 30, 2009 was $1.5 million. The Company received a tax benefit for the goodwill impairment expense due to the source
of the goodwill impairment being two different cash acquisitions of branches in 2002 and 2006. Details regarding the goodwill impairment were
included in an 8-K filed on October 9, 2009.

Liquidity and Capital Resources. The Company has no business other than that of the Bank. Management believes that dividends that may be
paid by the Bank to the Company will provide sufficient funds for its current needs. However, no assurance can be given that the Company will
not have a need for additional funds in the future. The Bank is subject to certain regulatory limitations with respect to the payment of dividends
to the Company. In general, the Bank is permitted to pay dividends to the Company equal its total net income, which may be combined with the
prior year s net income less prior dividends paid to the Company. The Bank must remain well capitalized both before and after a dividend
payment. In today s credit environment, the Bank s regulator is carefully reviewing each dividend payment request. The Company will not
assume that future dividend requests will be granted.

The Bank s principal sources of funds for operations are deposits from its primary market areas, principal and interest payments on loans,
proceeds from maturing investment securities and the net conversion proceeds received by it. The Company estimates that its CMO and
mortgage backed security portfolio will provide more than $3.5 million in cash flow over the remaining three months of 2009. Additional cash
flows from agency securities are highly dependent on market interest rates. However, management anticipates that approximately $8 million in
agency and corporate securities will be called due to their one time call feature and relatively high coupon rate.

The cash flow from the investment portfolio will be used to fund loan growth and reduce the Company s balances of FHLB borrowings. Loan
demand appears to have softened during the quarter and the Company continues to carefully reviewing potentially new lending relationships to
ensure that both the credit quality and loan pricing are favorable. The Company continues to experience downward pressure in loan interest rates
but has been successful in placing an interest rate floor on most new and renewed variable rate loans. The Company was success in maintaining
the majority of deposits that were scheduled to mature in the third quarter of 2009 at much lower rates as compared to the rates being previously
paid. The Company anticipates its net interest margin will improve in the fourth quarter of 2009 as a result of these actions.
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The Bank must satisfy three capital standards: a ratio of core capital to adjusted total assets of 4.0%, a tangible capital standard expressed as

1.5% of total adjusted assets, and a combination of core and supplementary capital equal to 8.0% of risk-weighted assets. At September 30,
2009, the Bank exceeded all regulatory capital requirements. The table below presents certain information relating to the Company s and Bank s
capital compliance at September 30, 2009:

Company Bank
Amount Percent Amount Bank
(Dollars in Thousands)
Tangible Capital $ 84,258 8.30% $ 79,678 7.89%
Core Capital $ 84,258 8.30% $ 79,678 7.89%
Risk Based Capital $92,687 13.83% $ 88,003 13.21%

At September 30, 2009, the Bank had outstanding commitments to originate loans totaling $4.8 million and undisbursed commitments on loans
outstanding of $52.6 million. Management believes that the Bank s sources of funds are sufficient to fund all of its outstanding commitments.
Certificates of deposits, which are scheduled to mature in one year or less from September 30, 2009, totaled $303.1 million. Management
believes that a significant percentage of such deposits will remain with the Bank.
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At September 30, 2009, the Bank has outstanding borrowings of $125.3 million from the FHLB with maturities ranging from overnight

borrowing to nine years. The Company s FHLB borrowings are secured by a blanket security agreement pledging the Bank s 1-4 family first
mortgage loans and non-residential real estate loans. At September 30, 2009, the Bank has pledged all eligible 1-4 family first mortgages, home
equity lines of credit and non-residential real estate loans that may be pledged under this agreement. At September 30, 2009, the Bank had $74.1

in additional borrowing capacity with the FHLB. A schedule of FHLB borrowings at September 30, 2009 is provided below:

Dollars

$

12,000
10,000
5,000
9,000
8,000
5,000
10,000
5,000
4,865
1,735
5,000
4,000
7,000
10,000
10,000
18,707

$ 125,307

Rate
(Dollars in thousands)

0.18%
3.83%
1.30%
4.26%
1.05%
2.14%
5.26%
2.56%
3.30%
3.19%
3.15%
5.34%
4.25%
4.56%
4.26%
3.13%

3.23%

Maturity

10/01/09
10/27/09
12/11/09
01/28/10
08/21/10
12/11/10
02/14/11
12/09/11
06/01/13
04/14/14
12/11/14
03/17/16
05/01/17
06/28/17
08/17/17
01/01/19

4.0 years

The Company s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitments to extend
credit and standby letters of credit and financial guarantees written is represented by the contractual notional amount of those instruments. The

Company uses the same credit policies in making these commitments and conditional obligations as it does for on-balance-sheet instruments.

At September 30, 2009, the Company has the following off-balance sheet commitments:

Standby letters of credit
Unused home equity lines of credit
Unused commercial lines of credit

Table of Contents

31

(Dollars in Thousands)

$
$
$

1,873
30,286
10,112
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This Quarterly Report on Form 10-Q contains forward-looking statements. Additional written or oral forward-looking statements may be made

by the Company from time to time in filings with the Securities and Exchange Commission or otherwise. The words believe, expect, seek, and
intend and similar expressions identify forward-looking statements, which speak only as of the date the statement is made. Such forward-looking

statements are within the meaning of that term in Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities

Exchange Act of 1934, as amended. Such statements may include, but are not limited to, projections of income or loss, expenditures,

acquisitions, plans for future operations, financing needs or plans relating to services of the Company, as well as assumptions relating to the

foregoing.

Forward-looking statements are inherently subject to risks and uncertainties, some of which cannot be predicted or quantified. Future events and
actual results could differ materially from those set forth in, contemplated by or underlying the forward-looking statements. The Company does
not undertake, and specifically disclaims, any obligation to publicly release the results of revisions, which may be made to forward-looking
statements to reflect the occurrence of anticipated or unanticipated events or circumstances after the date of such statements.

Effect of New Accounting Standards

In June 2009, the FASB issued SFAS 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting
Principles  a replacement of FASB Statement No. 162, ( SFAS 168 ). SFAS 168 establishes the FASB Accounting Standards Codification as the
source of authoritative generally accepted accounting principles for nongovernmental entities. SFAS 168 is effective for interim and annual
periods ending after September 15, 2009 and is not expected to have any impact on the Company s financial position.

On April 9, 2009, the FASB issued FSP SFAS 115-2 and SFAS 124-2, Recognition and Presentation of Other-Than-Temporary Impairments,

( FSP SFAS 115-2 and SFAS 124-2 ), which was subsequently incorporated into ASC topic 320-10-65-1, [Investments Debt and Equity
Securities . ASC 320 categorizes losses on debt securities available-for-sale or held-to-maturity determined by management to be
other-than-temporarily impaired into losses due to credit issues and losses related to all other factors. Other-than-temporary impairment (OTTI)
exists when it is more likely than not that the security will mature or be sold before its amortized cost basis can be recovered. An OTTI related to
credit losses should be recognized through earnings. An OTTI related to other factors should be recognized in other comprehensive income. The
ASC does not amend existing recognition and measurement guidance related to other-than-temporary impairments of equity securities. Annual
disclosures required in ASC 320-10-65-1 are also required for interim periods (including the aging of securities with unrealized losses).
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In April 2009, the FASB issued FSP SFAS 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability
Have Significantly Decreased and Identifying Transactions That are Not Orderly, which was subsequently incorporated into FASB ASC topic
820-10-65-4, Fair value Measurements and Disclosures. This ASC recognizes that quoted prices may not be determinative of fair value when
the volume and level of trading activity has significantly decreased. The evaluation of certain factors may necessitate that fair value be
determined using a different valuation technique. Fair value should be the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction, not a forced liquidation or distressed sale. If a transaction is considered to not be orderly, little, if any, weight
should be placed on the transaction price. If there is not sufficient information to conclude as to whether or not the transaction is orderly, the
transaction price should be considered when estimating fair value. An entity s intention to hold an asset or liability is not relevant in determining
fair value. Quoted prices provided by pricing services may still be used when estimating fair value in accordance with ASC topic 820-10-65-4;
however, the entity should evaluate whether the quoted prices are based on current information and orderly transactions. Inputs and valuation
techniques are required to be disclosed in addition to any changes in valuation techniques.

FSP SFAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial Instruments, which was subsequently incorporated into ASC
825-10-65-1, Financial Instruments. ASC 825-10-65-1 requires disclosures about the fair value of financial instruments for interim reporting
periods of publicly traded companies as well as in annual financial statements and also requires those disclosures in summarized financial
information at interim reporting periods A publicly traded company includes any company whose securities trade in a public market on either a
stock exchange or in the over-the-counter market, or any company that is a conduit bond obligor. Additionally, when a company makes a filing
with a regulatory agency in preparation for sale of its securities in a public market it is considered a publicly traded company for this purpose.

The three staff positions are effective for periods ending after June 15, 2009, with early adoption of all three permitted for periods ending after
March 15, 2009. The Company adopted the staff positions for its second quarter 10-Q. The staff positions had no material impact on the
financial statements of the Company.

Also on April 1, 2009, the FASB issued FSP SFAS 141(R)-1, Accounting for Assets Acquired and Liabilities Assumed in a Business
Combination That Arise from Contingencies, which was subsequently incorporated into ASC 805, Business Combinations, ASC 805 requires
that assets acquired and liabilities assumed in a business combination that arise from a contingency be recognized at fair value. If fair value
cannot be determined during the measurement period as determined in ASC 805, the asset or liability can still be recognized if it can be
determined that it is probable that the asset existed or the liability had been incurred as of the measurement date and if the amount of the asset or
liability can be reasonably estimated. If it is not determined to be probable that the asset/liability existed/was incurred or no reasonable amount
can be determined, no asset or liability is recognized.
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The entity should determine a rational basis for subsequently measuring the acquired assets and assumed liabilities. Contingent consideration
agreements should be recognized initially at fair value and subsequently reevaluated in accordance with guidance found in ASC 805. The ASC is
effective for business combinations with an acquisition date on or after the beginning of the Company s first annual reporting period beginning
on or after December 15, 2008. The Company will assess the impact of the ASC if and when a future acquisition occurs.

In May 2009, the FASB issued SFAS 165, Subsequent Events, which was subsequently incorporated into FASB ASC topic 855, Subsequent
Events. ASC topic 855 provides guidance on when a subsequent event should be recognized in the financial statements. Subsequent events that
provide additional evidence about conditions that existed at the date of the balance sheet should be recognized at the balance sheet date.
Subsequent events that provide evidence about conditions that arose after the balance sheet date but before financial statements are issued, or are
available to be issued, are not required to be recognized. The date through which subsequent events have been evaluated must be disclosed as
well as whether it is the date the financial statements were issued or the date the financial statements were available to be issued. For
non-recognized subsequent events which should be disclosed to keep the financial statements from being misleading, the nature of the event and
an estimate of its financial effect, or a statement that such an estimate cannot be made, should be disclosed. ASC topic 855 is effective for
interim or annual periods ending after June 15, 2009. The implementation of this standard did not have a material impact on the financial
statements of the Company.

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are not expected to have a material
impact on the Company s financial position, results of operations or cash flows.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

The Company monitors whether material changes in market risk have occurred since year-end. The Company s income and the value of its assets
are strongly influenced by changes in interest rates. The Company does not believe that material changes in the Company s interest rate risk
profile have occurred during the three-month and nine-month periods ended September 30, 2009. The Company s model assumes an immediate
change of interest rates, considered a severe test of interest rate sensitivity.

In general, a 1% increase in interest rates will result in a $132,000 increase in net interest income due to numerous floors currently in place. A
2% increase in interest rates will result in a $698,000 increase in net interest income as market interest rates would exceed the majority of
interest rate floors. The actual results of the Company s asset liability management analysis are highly dependent on the prepayment speed of
mortgage backed securities and collateralized mortgage obligations. The United States Treasury s policy of purchasing longer dated Treasury
bonds has the result of lowering mortgage loan rates, allowing more consumers to refinance their mortgages and pay-off their current mortgage,
resulting in higher prepayment speeds on mortgage investment products.

The effects of rising interest rates are discussed throughout Item 2, Management s Discussion and Analysis of Financial Condition and Results of
Operations. Actual results for the year ending December 31, 2009 will differ from simulations due to timing, magnitude, and the frequency of
interest rate changes, market conditions, management strategies, and the timing of the Company s cash receipts and disbursements.
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Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures.

In accordance with Rule 13a-15(b) under the Securities Exchange Act of 1934 (the Exchange Act ), an evaluation was carried out with the
participation of the Company s management, including the Company s Chief Executive Officer and Chief Financial Officer, of the effectiveness
of the design and operation of the Company s disclosure controls and procedures (as defined in Rule 13a-14(c) and 15 d-14(c) under the
Exchange Act) as of the end of the quarter ended September 30, 2009.

Based upon their evaluation of these disclosure controls and procedures, the Chief Executive Officer and Chief Financial Officer concluded that
the disclosure controls and procedures were effective as of the end of the three-month and nine-month periods ended September 30, 2009 to
ensure that material information relating to the Company, including its consolidated subsidiaries, was made known to them by others within
those entities, particularly during the period in which this quarterly report on Form 10-Q was being prepared.

Any control system, no matter how well conceived and operated, can provide only reasonable assurance that its objectives are achieved. The
design of a control system inherently has limitations, including the controls cost relative to their benefits. Additionally, controls can be
circumvented. No cost-effective control system can provide absolute assurance that all control issues and instances of fraud will be detected.

The Company is subject to Section 404 of The Sarbanes-Oxley Act of 2002. Section 404 requires management to assess and report on the
effectiveness of the Company s internal controls over financial reporting. Management has established policies and procedures to assess and
report on internal controls, and has retained an outside firm to assist it in determining the effectiveness of the Company s internal controls over
financial reporting.

Changes in Internal Control over Financial Reporting

There were no changes in the Company s internal control over financial reporting during the Company s fiscal quarter ended September 30, 2009
that have materially affected, or are reasonably likely to materially affect, the Company s internal control over financial reporting.
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PART II. OTHER INFORMATION

Legal Proceedings

Item 1A.  Risk Factors

There ha

ve been no material changes in the Company s risk factors as previously discussed in the Company s Annual Report on Form 10-K for

the fiscal year ended December 31, 2008 in reference to Item 1A.

Item 2.
(a) None

(b) None

(c) None

Item 3.
None

Item 4.
None

Item 5.
None

Item 6.

31.1
31.2
32.1
322

Unregistered Sales of Equity Securities and Use of Proceeds

Defaults Upon Senior Securities

Submission of Matters to a Vote of Security Holders

Other Information

Exhibits

Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 for John E. Peck, Chief Executive Officer.
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 for Billy C. Duvall, Chief Financial Officer.
Certification Pursuant to Section 18 U.S.C. Section 1350 for John E. Peck, Chief Executive Officer.

Certification Pursuant to Section 18 U.S.C. Section 1350 for Billy C. Duvall, Chief Financial Officer.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the

undersigned thereunto duly authorized.

Date: November 13, 2009

Date: November 13, 2009
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HOPFED BANCORP, INC.

/s/ JonnN E. PEck
John E. Peck
President and Chief Executive Officer

/s/  BrLy C. DuvaLL
Billy C. Duvall
Senior Vice President, Chief Financial Officer and Treasurer
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