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a currently valid OMB number. width="10%" style="PADDING-BOTTOM: 4px; TEXT-ALIGN:
right"> $ 26,056 2.53%

Net interest-earning assets / net interest margin
$254,563  3.39% $208,633 2.72%

Ratio of interest-earning assets to interest-bearing liabilities
1.07X 1.06X

(1) Loan interest income includes loan fee income (which includes net amortization of deferred fees and costs, late

charges, and prepayment penalties) of approximately $0.3 million for each of the three-month periods ended
March 31, 2010 and 2009, respectively.
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LOANS

The following table sets forth our loan originations (including the net effect of refinancing) and the changes in our
portfolio of loans, including purchases, sales and principal reductions for the periods indicated:

For the three months ended March 31,

(In thousands) 2010 2009
Mortgage Loans

At beginning of period $ 2,943,213 $ 2,786,670
Mortgage loans originated:

Multi-family residential 38,405 36,947
Commercial real estate 4,600 17,940
One-to-four family — mixed-use property 12,712 6,108
One-to-four family — residential 6,675 7,014
Co-operative apartments 216 -
Construction 832 5,281
Total mortgage loans originated 63,440 73,290

Mortgage loans purchased:

Commercial real estate - 2,917
Total acquired loans - 2,917
Less:

Principal and other reductions 55,049 41,777
Sales 1,289 1,233

At end of period $ 2,950,315 $ 2,819,867

Commercial Business and Other Loans

At beginning of period $ 260,160 $ 167,899
Other loans originated:

Small business administration 289 1,112
Taxi Medallion 14,671 4,884
Commercial business 13,752 22,892
Other 1,049 381
Total other loans originated 29,761 29,269

Other loans purchased:
Taxi Medallion 1,783 18,022

Explanation of Responses: 5
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Total other loans purchased 1,783 18,022
Less:

Principal and other reductions 19,616 8,150
At end of period $ 272,088 $ 207,040
-32-
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DELINQUENT LOANS

We generally discontinue accruing interest on delinquent loans when a loan is 90 days past due or foreclosure
proceedings have been commenced, whichever first occurs. At that time, previously accrued but uncollected interest
is reversed from income. Loans in default 90 days or more as to their maturity date but not their payments, however,
continue to accrue interest as long as the borrower continues to remit monthly payments.

The following table shows our delinquent loans that are less than 90 days past due and still accruing interest at the
periods indicated:

March 31, 2010 December 31, 2009
60 - 89 30 - 59 60 - 89 30 - 59
days days days days
(In thousands)

Multi-family residential ~ $ 14,960 $ 28,820 $ 8,958 $ 28,054
Commercial real estate 7,334 13,056 5,788 8,003
One-to-four family -
mixed-use property 6,971 22,986 9,032 22,741
One-to-four family -
residential 1,470 2,789 1,555 4,015
Co-operative apartments - - - -
Construction loans - 10,667 - 7,619
Small Business
Administration - 17 10 262

Taxi medallion - - - -
Commercial business and

other 13 139 21 1,633
Total delinquent loans $ 30,748 $ 78,474 $ 25,364 $ 72,327
CLASSIFIED ASSETS

Our policy is to continuously review our assets, focusing primarily on the loan portfolio, real estate owned and the
investment portfolios, to ensure that the credit quality is maintained at the highest levels. When weaknesses are
identified, immediate action is taken to correct the problem through direct contact with the borrower or issuer. We
then monitor these assets, and, in accordance with our policy and OTS regulations, we classify them as “Special
Mention,” “Substandard,” “Doubtful,” or “Loss” as deemed necessary. We classify an asset as Substandard when a
well-defined weakness is identified that jeopardizes the orderly liquidation of the debt. We classify an asset as
Doubtful when it displays the inherent weakness of a Substandard asset with the added provision that collection of the
debt in full, on the basis of existing facts, is highly improbable. We classify an asset as Loss if it is deemed the debtor
is incapable of repayment. Loans that are classified as Loss are charged to the Allowance for Loan Losses. Assets
that are non-accrual are classified as Substandard, Doubtful or Loss. We classify an asset as Special Mention if the
asset does not warrant classification within one of the other classifications, but does contain a potential weakness that
deserves closer attention.

Explanation of Responses: 7
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The following table sets forth the Banks’ classified assets at March 31, 2010:

Special
(In thousands) Mention Substandard ~ Doubtful Loss Total
Loans:
Multi-family residential $25,180 $ 38,604 $2,045 $- $65,829
Commercial real estate 14,566 20,954 - - 35,520
One-to-four family - mixed-use property 16,846 32,172 - - 49,018
One-to-four family - residential 2,793 12,180 - - 14,973
Co-operative apartments - 78 - - 78
Construction loans 32,813 11,771 - - 44,584
Small Business Administration 394 1,042 - - 1,436
Commercial business and other 9,675 2,329 1,472 - 13,476
Total loans 102,267 119,130 3,517 - 224914
Investment Securities: (1)
Pooled trust preferred securities - 12,651 - - 12,651
FHMLC preferred stock - 50 - - 50
Mutual funds - 4,408 - - 4,408
Private issue CMO - 62,826 - - 62,826
Total investment securities - 79,935 - - 79,935
Real Estate Owned - 1,793 - - 1,793
Total $102,267 $200,858 $3,517 $- $306,642

(1) Our investment securities are classified as securities available for sale and as such are carried at their fair value in

our Consolidated Financial Statements. The securities above have a fair value at March 31, 2010 of $79.9 million.

Under current applicable regulatory guidelines, we are required to disclose the classified investment securities, as

shown on the table above, at their book values (amortized cost, or fair value for securities that are under the fair value

option). Additionally, the requirement is only for the Banks’ securities. At March 31, 2010, Flushing Financial
Corporation had one mutual fund security classified as Substandard with a market value of $2.0 million, which is not

included in the above table.

Special Mention: We classify loans as Special Mention when they are on repayment plans until they have been
brought current and remain current for at least six months. We also classify loans as Special Mention when they are 60

to 89 days delinquent, or have shown other potential weaknesses.

Substandard: We classify loans as Substandard when they are on non-accrual status, or have other identified
significant weaknesses.

Doubtful: We classify loans as Doubtful when payment in full is improbable.

Explanation of Responses: 9
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On a quarterly basis all mortgage loans that are classified as Substandard or Doubtful are internally reviewed for
impairment, based on updated cash flows for income producing properties, or updated independent appraisals. The
loan balance of the mortgage loans are then compared to the properties updated estimated value and any balance over
90% of the loans updated estimated value is charged-off against the allowance for loan losses. At March 31, 2010, the
current loan-to-value ratio on our impaired loans was 67.8%.

We classify investment securities as Substandard when the investment grade rating by one or more of the rating
agencies is below investment grade. We have classified a total of 20 investment securities as Substandard at March
31, 2010. Our classified investment securities at March 31, 2010 include 15 private issued CMO rated below
investment grade by one or more of the rating agencies three issues of trust preferred securities, one mutual fund, and
our holding of FHLMC preferred stock. The Investment Securities which are classified as Substandard at March 31,
2010 are securities that were triple A rated when we purchased them. These securities have each been subsequently
downgraded by at least one rating agency to below investment grade. Through March 31, 2010, these securities, with
the exception of the FHLMC stock, two of the pooled trust preferred securities and one private issued CMO,
continued to pay interest and principal as scheduled. We test each of these securities quarterly, through an independent
third party, for impairment.

34-
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NON-PERFORMING ASSETS

As we continue to increase our loan portfolio, we continue to adhere to our conservative underwriting standards.
Non-accrual loans and charge-offs from impaired loans have increased, primarily due to the current economic
environment. The majority of our non-performing loans are collateralized by residential income producing properties
that are occupied, thereby retaining more of their value and reducing the potential loss. We take a proactive approach
to managing delinquent loans, including conducting site examinations and encouraging borrowers to meet with a
Savings Bank representative. We have been developing short-term payment plans that enable certain borrowers to
bring their loans current. We review our delinquencies on a loan by loan basis and continually explore ways to help
borrowers meet their obligations and return them back to current status. In the past year, we have increased staffing to
handle delinquent loans by hiring people experienced in loan workouts. Our non-performing assets were $98.5 million
at March 31, 2010 an increase of $5.3 million from $93.3 million at December 31, 2009. Total non-performing assets
as a percentage of total assets were 2.36% at March 31, 2010 compared to 2.25% at December 31, 2009. The ratio of
allowance for loan losses to total non-performing loans was 25% at March 31, 2010 compared to 24% at December
31, 2009. The following table shows non-performing assets at the periods indicated:

December

March 31, 31,
(In thousands) 2010 2009
Loans 90 days or more past due and still accruing:
Commercial real estate $ - $ 471
One-to-four family - residential 4,111 2,784
Construction loans 428 -
Total 4,539 3,255
Troubled debt restructured:
Multi-family residential 476 478
Commercial real estate 1,434 1,441
One-to-four family - mixed-use property 1,085 575
Total 2,995 2,494
Non-accrual loans:
Multi-family residential 29,693 27,483
Commercial real estate 16,382 18,153
One-to-four family - mixed-use property 25,209 23,422
One-to-four family - residential 4,882 4,959
Co-operative apartments 78 78
Construction loans 3,730 1,639
Small business administration 1,041 1,232
Commercial business and other 3,068 3,151
Total 84,083 80,117

Explanation of Responses: 11
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Total non-performing loans

Other non-performing assets:

Real estate acquired through foreclosure
Investment securities

Total

Total non-performing assets

-35-

91,617

1,793
5,118
6,911

98,528

85,866

2,262
5,134
7,396

$ 93,262

Explanation of Responses:
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ALLOWANCE FOR LOAN LOSSES

We have established and maintain on our books an allowance for loan losses that is designed to provide a reserve
against estimated losses inherent in our overall loan portfolio. The allowance is established through a provision for
loan losses based on management’s evaluation of the risk inherent in the various components of the loan portfolio and
other factors, including historical loan loss experience (which is updated at least annually), changes in the composition
and volume of the portfolio, collection policies and experience, trends in the volume of non-accrual loans and regional
and national economic conditions. The determination of the amount of the allowance for loan losses includes
estimates that are susceptible to significant changes due to changes in appraisal values of collateral, national and
regional economic conditions and other factors. We review our loan portfolio by separate categories with similar risk
and collateral characteristics. Impaired loans are segregated and reviewed separately. All non-accrual loans are
classified impaired. Impaired loans secured by collateral are reviewed based on their collateral and the estimated time
to recover our investment in the loan, and the estimate of the recovery anticipated. For non-collateralized impaired
loans, management estimates any recoveries that are anticipated for each loan. Specific reserves are allocated to
impaired loans based on this review. Specific reserves allocated to impaired loans were $11.2 million and $9.6 million
at March 31, 2010 and December 31, 2009, respectively. In connection with the determination of the allowance, the
market value of collateral ordinarily is evaluated by our staff appraiser. On a quarterly basis the property values of
impaired mortgage loans are internally reviewed, based on updated cash flows for income producing properties, and at
times an updated independent appraisal is obtained. The loan balance of impaired mortgage loans is then compared to
the properties updated estimated value and any balance over 90% of the loans updated estimated value is
charged-off. Impaired mortgage loans that were written down resulted from quarterly reviews or updated appraisals
that indicated the properties’ estimated value had declined from when the loan was originated. Current year
charge-offs, charge-off trends, new loan production, current balance by particular loan categories, and delinquent
loans by particular loan categories are also taken into account in determining the appropriate amount of allowance.
The Board of Directors reviews and approves the adequacy of the allowance for loan losses on a quarterly basis.

In assessing the adequacy of the allowance, we also review our loan portfolio by separate categories which have
similar risk and collateral characteristics, e.g., multi-family residential, commercial real estate, one-to-four family
mixed-use property, one-to-four family residential, co-operative apartment, construction, SBA, commercial business,
taxi medallion and consumer loans. General provisions are established against performing loans in our portfolio in
amounts deemed prudent based on our qualitative analysis of the factors, including the historical loss experience,
delinquency trends and regional economic conditions. During the three months ended March 31, 2010, we incurred
total net charge-offs of $2.3 million. The national and regional economies were generally considered to be in a
recession from December 2007 through the middle of 2009. This resulted in increased unemployment and declining
property values, although the property value declines in the New York metropolitan area have not been as great as
many other areas of the country. While the national and regional economies have shown signs of improvement since
the second half of 2009, unemployment has remained at elevated levels. The deterioration in the economy has resulted
in an increase in our non-performing loans, which totaled $91.6 million at March 31, 2010 and $85.9 million at
December 31, 2009. Our underwriting standards generally require a loan-to-value ratio of no more than 75% at the
time the loan is originated. At March 31, 2010, the average outstanding principal balance of our impaired mortgage
loans was less than 68% of the estimated current value of the supporting collateral, after considering the charge-offs
that have been recorded. We have not been affected by the defaults of sub-prime mortgages as we do not originate, or
hold in portfolio, sub-prime mortgages. A provision for loan losses of $5.0 million was recorded for the three months
ended March 31, 2010 compared to $4.5 million recorded in the comparable prior year period. Management has

Explanation of Responses: 13
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concluded, and the Board of Directors has concurred, that at March 31, 2010, the allowance was sufficient to absorb
losses inherent in our loan portfolio.

-36-
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The following table sets forth the activity in our allowance for loan losses for the periods indicated:

For the three months ended

March 31,
(Dollars in thousands) 2010 2009
Balance at beginning of period $20,324 $11,028
Provision for loan losses 5,000 4,500
Loans charged-oft:
Multi-family residential 1,097 ) (@8 )
Commercial real estate (140 ) -
One-to-four family — mixed-use property (360 ) -
One-to-four family — residential (69 ) -
Co-operative apartments - -
Construction (862 ) -
SBA (334 ) (250 )
Commercial business and other loans (81 ) (8 )
Total loans charged-off (2,943 ) (266 )
Recoveries:
Multi-family residential 5 -
SBA 44 17
Commercial business and other loans 602 1
Total recoveries 651 18
Net charge-offs (2,292 ) (248 )
Balance at end of period $23,032 $15,280
Ratio of net charge-offs during the period to average loans outstanding during the
period 0.29 % 0.03 %
Ratio of allowance for loan losses to gross loans at end of period 0.71 % 0.50 %
Ratio of allowance for loan losses to non-performing assets at end of period 23.38 % 25.40 %
Ratio of allowance for loan losses to non-performing loans at end of period 25.14 % 25.71 %

-37-

Explanation of Responses: 15



Edgar Filing: Morningstar, Inc. - Form 4

Table of Content

PART I — FINANCIAL INFORMATION
FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

For a discussion of the qualitative and quantitative disclosures about market risk, see the information under the
caption “Management’s Discussion and Analysis of Financial Condition and Results of Operations - Interest Rate Risk.”

ITEM 4. CONTROLS AND PROCEDURES

The Company carried out, under the supervision and with the participation of the Company’s management, including
its Chief Executive Officer and Chief Financial Officer, an evaluation of the effectiveness of the design and operation

of the Company’s disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act
of 1934) as of the end of the period covered by this Quarterly Report. Based upon that evaluation, the Chief

Executive Officer and Chief Financial Officer concluded that, as of March 31, 2010, the design and operation of these

disclosure controls and procedures were effective. During the period covered by this Quarterly Report, there have

been no changes in the Company’s internal control over financial reporting that have materially affected, or are
reasonably likely to materially affect, the Company’s internal control over financial reporting.

PART II - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.

The Company is a defendant in various lawsuits. Management of the Company, after consultation with outside legal
counsel, believes that the resolution of these various matters will not result in any material adverse effect on the
Company’s consolidated financial condition, results of operations and cash flows.

ITEM 1A. RISK FACTORS.

There have been no material changes from the risk factors disclosed in the Company’s Annual Report on Form 10-K
for the year ended December 31, 2009.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

The following table sets forth information regarding the shares of common stock repurchased by the Company during
the quarter ended March 31, 2010.

Total Number

of Maximum
Shares Number of
Purchased Shares That
as Part of May
Total Publicly Yet Be
Number Announced Purchased
of Shares Average Price Plans Under the Plans
Period Purchased Paid per Share or Programs or Programs
January 1 to January 31, 2010 - $ - - 362,050

Explanation of Responses: 16
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February 1 to February 28, 2010 - - - 362,050
March 1 to March 31, 2010 - - - 362,050
Total - $ - -

Our current common stock repurchase program was approved by the Company’s Board of Directors on August 17,
2004. This repurchase program authorized the repurchase of 1,000,000 common shares. The repurchase program
does not have an expiration date or a maximum dollar amount that may be paid to repurchase the common
shares. Stock repurchases under this program will be made from time to time, on the open market or in privately
negotiated transactions, at the discretion of the management of the Company.

ITEM 4. RESERVED.

-38-
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ITEM 6. EXHIBITS.

Exhibit No.

3.1

3.2

33

34

3.5

4.1

10.1

31.1

31.2

32.1

322

Description

Certificate of Incorporation of Flushing Financial Corporation (1)
Certificate of Amendment of Certificate of Incorporation of
Flushing Financial Corporation (3)

Certificate of Designations of Series A Junior Participating
Preferred Stock of Flushing Financial Corporation (4)

Certificate of Increase of Shares Designated as Series A Junior
Participating Preferred Stock of Flushing Financial Corporation
(2)

By-Laws of Flushing Financial Corporation (1)

Rights Agreement, dated as of September 8, 2006, between
Flushing Financial Corporation, and Computershare Trust
Company N.A., as Rights Agent (6)

Flushing Financial Corporation Annual Incentive Plan for
Executives and Senior Officers. (5)

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of
2002 by the Chief Executive Officer

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of
2002 by the Chief Financial Officer

Certification Pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes Oxley Act of 2002 by the
Chief Executive Officer

Certification Pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes Oxley Act of 2002 by the
Chief Financial Officer

(1) Incorporated by reference to Exhibits filed with the Registration Statement on Form S-1, Registration No.

33-96488.

(2) Incorporated by reference to Exhibits filed with Form 8-K filed September 26, 2006.

(3) Incorporated by reference to Exhibits filed with Form S-8 filed May 31, 2002.

(4) Incorporated by reference to Exhibits filed with Form 10-Q for the quarter ended September 30, 2002.
(5) Incorporated by reference to Exhibit 10.1 filed with Form 8-K filed March 1, 2007.

(6) Incorporated by reference to Exhibit filed with Form 8-K filed September 11, 2006
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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.

Flushing Financial
Corporation,

Dated: May 7, 2010 By: /s/John R. Buran
John R. Buran
President and Chief
Executive Officer

Dated: May 7, 2010 By: /s/David W. Fry
David W. Fry
Executive Vice President,
Treasurer and
Chief Financial Officer
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3.1

3.2

33
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EXHIBIT INDEX

Description

Certificate of Incorporation of Flushing Financial
Corporation (1)

Certificate of Amendment of Certificate of Incorporation
of Flushing Financial Corporation (3)

Certificate of Designations of Series A Junior
Participating Preferred Stock of Flushing Financial
Corporation (4)

Certificate of Increase of Shares Designated as Series A Junior Participating
Preferred Stock of Flushing Financial Corporation (2)
By-Laws of Flushing Financial Corporation (1)

Rights Agreement, dated as of September 8, 2006,
between Flushing Financial Corporation, and
Computershare Trust Company N.A., as Rights Agent
(0)

Flushing Financial Corporation Annual Incentive Plan for Executives and
Senior Officers. (5)

Certification pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 by the Chief Executive
Officer

Certification pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 by the Chief Financial
Officer

Certification Pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes Oxley
Act of 2002 by the Chief Executive Officer

Certification Pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes Oxley
Act of 2002 by the Chief Financial Officer

(1) Incorporated by reference to Exhibits filed with the Registration Statement on Form S-1,

Registration No. 33-96488.

(2) Incorporated by reference to Exhibits filed with Form 8-K filed September 26, 2006.
(3) Incorporated by reference to Exhibits filed with Form S-8 filed May 31, 2002.
(4) Incorporated by reference to Exhibits filed with Form 10-Q for the quarter ended September

30, 2002.

(5) Incorporated by reference to Exhibit 10.1 filed with Form 8-K filed March 1, 2007.
(6) Incorporated by reference to Exhibit filed with Form 8-K filed September 11, 2006
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