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55 North Main Street 

P.O. Box 311 
Niles, Ohio 44446-0311 

 
Ph. (330) 652-2539 ~ Fax: (330) 652-0911 

 
 March 28, 2014 
 
To Our Stockholders: 
 
 It is once again an honor to present the Annual Report to Stockholders of First Niles Financial, 
Inc.  As you are well aware, 2013 was yet another year of challenge within the financial non-equity 
markets and for financial institutions in particular.  The current economic environment entered its sixth 
year during 2013 and was again characterized by continued depressed real estate markets throughout most 
of the nation, including Ohio and an unemployment rate of around 7 percent.  While both of these items 
have experienced improvement in recent years, they remain well behind the levels of 2007 and before. 
 
          However, the item that provided the greatest challenge and risk to financial institutions was the 
Federal Reserve’s continuation of buying large amounts of U.S. Treasury debt and U.S. agency mortgage 
backs securities in the open market, creating the lowest interest rate environment in U.S. history.   The 
yield on the ten-year Treasury bottomed out at 1.42% during 2013, an unprecedented low, while the 
federal funds rate remained at less than 10 basis points throughout the year.  This interest rate 
environment continues to compress spreads throughout the industry, limiting earnings performance.   
Additionally, high foreclosure rate and loan defaults, especially in the residential sector, continue to make 
credit quality a critical factor affecting the ongoing performance of the financial services industry.  The 
challenging environment of 2013 resulted in depressed earnings throughout much of the industry.  First 
Niles was also affected by this difficult environment, recording a loss of $284,000, or negative $0.26 per 
share in 2013.  Obviously, this was a disappointment, but indicative of the economic environment and 
regulatory climate that we operate in.  During 2013 management continued to restructure the balance 
sheet of subsidiary Home Federal Savings and Loan Association of Niles (the “Bank”), adding high 
quality municipal securities to the Bank’s portfolio, while keeping a large portion of the Bank’s 
investment portfolio relatively short term in order to provide reinvestment opportunities in securities and 
loans at higher interest rates.  This strategy sacrificed short term earnings performance for the opportunity 
of better earnings performance going forward. 
 
 On another positive note, our nonperforming assets at year end continued to decline.   Although 
our efforts of the past few years in managing problem loans is evident, we will continue to focus on 
promoting a culture with strong asset quality as a top priority.  We are optimistic that our efforts will 
continue to lead to an even stronger balance sheet going forward. 
 
 Providing value to our stockholders was, as always, the continued primary focus of our attention 
during 2013. However, in order to preserve capital in these difficult economic times, the Board of 
Directors reduced the dividend rate on common shares from .08 per share per quarter to .05 per share per 
quarter during the second quarter of 2013.  As a result we paid dividends on our common stock of $0.23 
per share during 2013.  Our common stock dividend payment history now extends to fifteen years of 
uninterrupted quarterly dividends as of year-end 2013.   
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 Our company’s strong financial condition continues to provide flexibility for the management of 
our capital.  At December 31, 2013, stockholders’ equity totaled approximately $10.4 million, or 10.7% 
of total assets.  
 
 As always, your Board of Directors, management and employees are committed to building 
shareholder value, while continuing the commitment to serve our customers and community in the best 
way possible.  We are dedicated to making your investment in First Niles a rewarding one.  Thank you for 
your past support and continued faith in our future. 
 
      Sincerely, 
 
       
 
      LAWRENCE SAFAREK 
      President and Chief Executive Officer
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 

CONDITION AND RESULTS OF OPERATIONS 
 
 
Executive Overview 
 
 First Niles Financial, Inc. (“First Niles” or the “Company”) is a unitary, non-diversified 
holding company.  First Niles has no significant operations outside those of its wholly owned 
operating subsidiary, Home Federal Savings and Loan Association of Niles (“Home Federal” or the 
“Bank” or the “Association”).  References in this Annual Report to “we,” “us,” and “our” refer to 
First Niles and/or Home Federal as the context suggests or requires. 
 
 Home Federal is a $96.8 million federally chartered stock institution.  Our principal business 
consists of attracting retail deposits from the general public and investing those funds primarily in 
permanent and construction loans secured by first mortgages on one- to four-family residences.  We 
also originate permanent and construction loans secured by first mortgages on commercial and multi-
family real estate.  To a much lesser extent, we originate consumer and commercial business loans.  
Competition from other financial institutions limits the volume of loans we originate and place in our 
portfolio.  As a result, our excess funds are invested in lower-yielding investment and mortgage-
backed and related securities.  Additionally, we borrow funds from the Federal Home Loan Bank 
(“FHLB”) and reinvest the proceeds in investment securities at generally favorable interest rate 
spreads. 
 
 The level of competition in our market area is strong and dominated by commercial banks, 
with financial institutions of varying sizes and characteristics.  In addition, our market area is 
projected to experience a continuing decrease in population and no meaningful increase in the 
number of households over the next several years.  Niles and Trumbull County have per capita 
income and median household income lower than the medians for Ohio and the United States and, in 
December 2013, Trumbull County also had an unemployment rate higher than both Ohio and the 
United States.  These economic conditions and strong competition have generally resulted in reduced 
loan demand which, in turn, has resulted in a high concentration of investment securities and 
mortgage-backed and related securities in our portfolio compared to other savings institutions.  In the 
event current economic and market conditions persist or worsen, and loan demand remains weak, we 
cannot give any assurances that we will be able to maintain or increase our mortgage loan portfolio, 
which could adversely affect our operations and financial results. 
 
 Our results of operations depend primarily on net interest income, which is determined by (i) 
the difference between rates of interest we earn on interest-earning assets, consisting primarily of 
mortgage loans, collateralized mortgage obligations and other investments, and the rates we pay on 
interest-bearing liabilities, consisting primarily of deposits and borrowings; and (ii) the relative 
amounts of our interest-earning assets and interest-bearing liabilities.  The level of noninterest 
income, such as fees received from customer deposit account service charges and gains on sales of 
investments, and the level of noninterest expense, such as federal deposit insurance premiums, 
salaries and benefits, office occupancy costs, and data processing costs, also affect our results of 
operations.  Finally, our results of operations may also be affected significantly by general economic 
and competitive conditions, particularly changes in market interest rates, loan demand, government 
policies and actions of regulatory authorities, all of which are beyond our control. 
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 During 2013, market interest rates continued to fluctuate at or close to the lowest levels 
experienced in the past 50 years or more.  Longer term interest rates generally remained noticeably 
higher than short-term interest rates, resulting in an upsloping yield curve.  This interest rate 
environment is expected to prevail for the foreseeable future.  This environment could have a 
positive impact on our results of operations as our interest-bearing liabilities generally are priced in 
relation to short-term rates, while our interest-earning assets generally are priced in relation to long-
term rates.  In such a situation, the spread between our interest-earning assets and our interest-bearing 
liabilities would be expected to increase.  However, interest rates on many short term instruments are 
near zero and further benefits from lower interest rates have generally been eliminated.  Additionally, 
our existing level of nonaccrual loans, or any increase in this level, negatively impacts the results of 
operations, regardless of the interest rate environment.  The cost of increased government regulation, 
has also negatively impacted our operating expenses and thus our earnings. 
 
 As of December 31, 2013, nonperforming loans totaled 4.87% of net loans receivable.  
Nonperforming assets, which includes real estate owned, represented 1.52% of total assets at year- 
end 2013.  At such date, our allowance for loan losses to nonperforming loans was 24.50% and to net 
loans receivable was 1.19%.  At December 31, 2013, we were in compliance with all applicable 
regulatory capital requirements and remain a “well-capitalized” institution.   
 
 The following tables, beginning on the next page, set forth selected consolidated financial 
information for the periods reported. 
 



 

5 

 
SELECTED CONSOLIDATED FINANCIAL INFORMATION 

 
 
 Years Ended December 31, 
          2013         2012        2011 
 (In thousands) 

Selected Financial Condition Data:  
  
Total assets ................................................................................ $96,776 $102,152 $103,805
Loans receivable, net ................................................................. 21,452 23,590 28,201
Securities - held to maturity ...................................................... 1,014 17 21
Securities – available for sale and FHLB stock ......................... 62,964 61,732 65,100
Deposits ..................................................................................... 62,110 62,739 59,830
Total borrowings ....................................................................... 24,000 26,000 30,000
Stockholders’ equity .................................................................. 10,386 13,123 13,603
 
 
 
 Years Ended December 31, 
         2013          2012            2011
 (In thousands, except per 

share amounts) 
Selected Operations Data: 
 

 

Total interest income ................................................................. $2,441 $2,958 $3,676
Total interest expense ................................................................ 914 1,177 1,376
   Net interest income ................................................................. 1,527 1,781 2,300
Provision (recovery) for loan losses .......................................... 237 7           (1,275)
  Net interest income after provision for loan losses ................. 1,290 1,774 3,575
Fees and service charges ........................................................... 20 17 258
Gain on sales of investment securities ....................................... 65 441 170
Other noninterest income .......................................................... 102 45 20
Total noninterest income ........................................................... 187 503 448
Total noninterest expense .......................................................... 1,968 1,913 2,005
  Income (loss) before taxes and extraordinary item ................. (491) 364     2,018
Income tax provision .................................................................            (207)                 123                686
  Net income (loss) ..................................................................... $(284) $241 $1,332
  
Earnings per share – basic ......................................................... $(0.26) $0.21 $1.16
                             iluted .......................................................... $(0.26) $0.21 $1.16
Dividends per share ...................................................................        $0.23 $0.32 $0.32
 

d
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 Years Ended December 31, 
 2013 2012 2011 
Selected Financial Ratios and Other Data:    
  
Performance Ratios:                                                                   

Return on assets (ratio of net income to average 
total assets) .......................................................................... 

     
   (0.23)% 

 
  0.23% 

 
   1.28%     

Return on equity (ratio of net income to average 
equity) .................................................................................. 

 
(2.39) 

 
1.79 

 
 10.16 

Interest rate spread:    
 Average during year ............................................................ 1.53 1.58         2.10 
 Tax equivalent average during year .................................... 1.59 1.58         2.10 
 End of year .......................................................................... 1.83 1.32         1.57 
Net interest margin (net interest income divided by 

average interest-earning assets) ........................................... 
 

1.61 
 

1.72 
 

       2.26 
Tax equivalent net interest margin (net interest 

income divided by average interest-earning 
assets) .................................................................................. 

 
1.67 

 
1.72 

 
       2.26 

Ratio of average interest-earning assets to average 
interest-bearing liabilities .................................................... 

 
1.09 

 
1.13 

 
       1.12 

    
Quality Ratios:    

Nonperforming assets to total assets at end of year ................ 1.52% 1.70%        2.43% 
Nonperforming loans to loans receivable, net, 
 end of year ........................................................................... 

 
4.87 

 
6.97 

 
       6.84 

Allowance for loan losses to nonperforming loans, 
 end of year ........................................................................... 

 
24.50 

 
18.54 

 
     24.66 

Allowance for loan losses to loans receivable, net, 
 end of year ........................................................................... 

 
1.19 

 
1.29 

 
       1.69 

    
Capital Ratios:    

Equity to total assets at end of year ........................................ 10.73% 12.85%      13.10% 
Average equity to average assets ............................................ 12.01 12.79      13.13 

    
Other Data:    

Book value per common share outstanding ............................ $9.13 $11.42    $11.73 
Dividend payout ratio(1) ........................................................... NM 152.38%      27.59% 
Number of full-service offices ................................................ 1 1         1 
    

      

(1) Dividends per share divided by earnings per common share and common share equivalent. 
    NM =  Not meaningful 
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Critical Accounting Policies 
 
 Allowance for Loan Losses.  The allowance for loan losses is a significant estimate that can 
and does change based on management’s assumptions about specific borrowers and current general 
economic and business conditions, among other factors.  Management reviews the adequacy of the 
allowance for loan losses no less frequently than on a quarterly basis.  The evaluation of adequacy by 
management includes consideration of past loss experience, changes in the composition of the loan 
portfolio, the current condition and amount of loans outstanding, identified problem loans, 
information about specific borrower situations and estimated collateral values, and other factors.  
Allocations of the allowance may be made for specific loans, but the entire allowance is available for 
any loan that, in management’s judgment, should be charged off.  Loan losses are charged against the 
allowance when management believes that the uncollectibility of a loan balance is confirmed. 
 
 Securities.  Securities are classified as held to maturity or available for sale on the date of 
purchase.  Only those securities classified as held to maturity, and which management has both the 
intent and ability to hold to maturity, are reported at amortized cost.  Available-for-sale securities are 
reported at fair value with unrealized gains and losses, net of related deferred income taxes, included 
in accumulated other comprehensive income on the Consolidated Balance Sheet.  The fair value of a 
security is determined based on quoted market prices.  Realized gains and losses are reported within 
noninterest income in the Consolidated Statements of Income.  The cost of securities sold is based on 
the specific identification method.  Available-for-sale and held-to-maturity securities are reviewed 
quarterly for possible other-than-temporary impairment.  The review includes an analysis of the facts 
and circumstances of each individual investment, such as the severity of loss, the length of time the 
fair value has been below cost, the expectation for that security’s performance, the creditworthiness 
of the issuer and our intent and ability to hold the security.  A decline in value that is considered to be 
other-than-temporary impairment is recorded as a loss within noninterest income in the Consolidated 
Statements of Income.  We believe that the price movements within our securities portfolio are 
dependent upon the movement in interest rates, particularly given the negligible inherent credit risk 
of these securities.   
 
Financial Condition 
 
 The following discussion compares our consolidated financial condition at December 31, 
2013 to December 31, 2012 and the results of operations for the year ended December 31, 2013 with 
the year ended December 31, 2012.  This discussion should be read in conjunction with the 
consolidated financial statements and footnotes included herein. 
 
 Assets totaled $96.8 million at December 31, 2013, a decrease of $5.4 million from 
December 31, 2012.  Cash and cash equivalents decreased $10.0 million during 2013, which funded 
the following asset purchases as described below.   During 2013 we acquired $3.0 million in Bank 
Owned Life Insurance on key officers and directors.   This asset accrues a competitive, market-based 
tax-free rate of return that is considered other income.  Additionally, investment securities increased 
$2.2 million during the year. As of December 31, 2013 investment securities were comprised of 
$61.6 million in securities available for sale and $1.0 million in securities held to maturity.   Net 
loans receivable decreased $2.1 million during 2013, mostly due to borrowers refinancing with other 
institutions due to the low interest environment.  Since Home Federal does not sell its loans into the 
secondary market, management chose not to offer similar competitive rates, which in the current 
interest rate environment would increase interest rate risk and create future earnings risk. 
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 Our loan portfolio decreased $2.1 million, or 9.1%, to $21.5 million at December 31, 2013, 
as compared to $23.6 million at December 31, 2012.  Specifically, loans secured by one- to four-
family properties, our largest loan category, decreased $3.9 million and ended the year with a balance 
of $14.1 million.  Commercial real estate loans, which includes loans secured by multi-family 
properties, increased $633,000, ending the year with a balance of $3.6 million.  Home equity lines of 
credit ended the year at $2.2 million, $214,000 less than at December 31, 2012.  Loans for 
construction and development increased $1.2 million, ending the year with a balance of $1.4 million.  
Consumer and other loans increased $13,000 during the year, ending with a balance of $258,000.  
The allowance for loan losses decreased by $49,000 during 2013 and ended the year at $256,000. 
 
 Deposits totaled $62.1 million at December 31, 2013, compared to $62.7 million at 
December 31, 2012, a decrease of $629,000, or 1.0%.  During the year ended December 31, 2013, 
savings accounts, demand and NOW accounts collectively increased $1.5 million and certificates of 
deposit decreased $2.1 million.  FHLB advances totaled $24.0 million at December 31, 2013 as 
compared to $26.0 million at December 31, 2012.  At December 31, 2013, these advances were 
comprised of 16 different contracts.  Three advances, totaling $5.0 million, have fixed interest rates 
with a put option, exercisable by the FHLB.  These three advances have maturity dates ranging from 
May 2014 through June 2017.  If the put option is exercised, the advances would have to be paid off 
or refinanced at new terms.  The put options on all three advances are currently eligible for exercise 
on a quarterly basis.  Twelve other advances, totaling $18.0 million, have fixed rates and remaining 
maturities ranging from February 2014 through April 2022.   These advances may have a prepayment 
penalty if paid prior to maturity, depending on pre-established contractual terms, as set by the FHLB.   
One other advance is short-term and has a variable rate of interest that can change daily.  This 
advance matures approximately every 90 days and can be repaid at any time without penalty. 
 
 Generally, the advances from the FHLB were initially used to purchase investment securities 
at a favorable interest rate spread.  In some instances, the advances from the FHLB have also been 
used for general liquidity purposes, including funding deposit withdrawals and originating loans.  See 
Note H of the Notes to Consolidated Financial Statements contained in this Annual Report to 
Stockholders for additional information on our FHLB advances.  As of December 31, 2013 and 
December 31, 2012, there were no other sources of borrowed funds outstanding.  
 
 Total equity at December 31, 2013 was $10.4 million, or 10.7% of total assets.  This was 
$2.7 million less than at year-end 2012.  The decrease in total equity during the year was attributable 
to a $2.1 million increase in net unrealized losses on investment securities available for sale, a 
$548,000 decrease in retained earnings and an increase in treasury shares of $74,000. 
 
 During 2013 the Company repurchased 10,640 shares of common stock at a cost of $72,000, 
or $6.80 per share.  During 2013 the Company also purchased 325 shares of preferred stock at a total 
cost of $2,000, or $7.08 per share.  As of December 31, 2013 there was a share repurchase program 
in progress authorizing the purchase of up to 3.0% of the Company’s outstanding common shares 
and another program authorizing the purchase of up to 10.0% of the Company’s class A preferred 
shares.  As of December 31, 2013, 13,640 common shares and 1,848 preferred shares had been 
purchased as part of the respective authorizations.  At December 31, 2013 there were 1,113,172 
shares of common stock and 24,856 shares of preferred stock outstanding.  At December 31, 2012 
there were 1,123,812 shares of common stock and 25,181 shares of preferred stock outstanding. 
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Results of Operations 
 
 Net Income.  We recorded a loss of $284,000 for the year ended December 31, 2013, a 
decrease of $525,000 from net income of $241,000 recorded for the year ended December 31, 2012.  
The decrease in net income was primarily due to a $316,000 decrease in noninterest income, a 
$254,000 decrease in net interest income, a $230,000 increase in the provision for loan losses and a 
$55,000 increase in noninterest expense.  These items were partially offset by a $330,000 decrease in 
the provision for income taxes,   Our return on average assets was negative 0.29% for the year ended 
2013, compared to 0.23% for the year ended 2012.  Return on average equity was negative 2.39% for 
2013, compared to 1.79% for 2012.  Average equity to average assets was 12.01% for the year ended 
2013, compared to 12.79% for the year ended 2012.  During 2013 we paid aggregate, regular 
quarterly dividends on common stock totaling $257,000, or $0.23 per share, and regular quarterly 
dividends on preferred stock totaling $7,000, or $0.27 per share.  During 2012 we paid $362,000 in 
aggregate dividends on common stock, or $0.32 per share, and regular quarterly dividends on 
preferred stock totaling $9,000, or $0.36 per share.  
 
 Net Interest Income.  Net interest income for the year ended December 31, 2013 was $1.5 
million, a $254,000 decrease from net interest income of $1.8 million for the year ended December 
31, 2012.  Our net interest spread during 2013 was 1.53%, a five basis point decrease from the 1.58% 
realized during 2012.  On a tax-equivalent basis the net interest spread during 2013 was 1.59%.  Net 
interest margin decreased 11 basis points to 1.61% during 2013 from 1.72% in 2012.   On a tax-
equivalent basis net interest margin was 1.67% during 2013.  There was no tax-equivalent adjustment 
for net interest spread or net interest margin in 2012. 
 
 The decrease in net interest margin was related to a decrease in total interest income of 
$517,000, or 17.5%, on a comparative year basis.  This decline was partially offset by a $263,000 
decrease in total interest expense, or 22.3% on a comparative year basis.   Average interest-earning 
assets decreased to $94.6 million in 2013 from $103.5 million during 2012, a decrease of $9.0 
million, or 8.7%.  The decrease in average interest-earning assets primarily consisted of a $3.0 
million increase in the average balance of investment securities, more than offset by a $3.8 million 
decrease in the average balance of loans receivable and a $8.2 million decrease in the average 
balance of mortgage-backed and related securities. Total interest income decreased from 2012 to 
2013, primarily because of generally lower market interest rates.  The overall yield on interest 
earning assets decreased 22 basis points, from 2.86% in 2012 to 2.64% in 2013, on a tax-equivalent 
basis.  
 
 The yield on our portfolio of loans receivable decreased six basis points during 2013.  The 
yield on our mortgage-backed and related securities portfolio decreased 55 basis points on a year-to-
year comparative basis.  The investment securities portfolio experienced a seven basis point decline 
from 2012 to 2013.  The 2013 investment securities yield of 2.56% reflects the acquisition of tax-
exempt securities.   Adjustable-rate loans comprised approximately 28.7% of our gross loan portfolio 
at December 31, 2013. 
 
 The $4.8 million decrease in average interest-bearing liabilities was primarily comprised of a 
$5.4 million decrease in average borrowings, partially offset by a $626,000 increase in average 
deposits.  Total interest expense decreased $263,000, or 22.3%, from $1.2 million in 2012 to 
$914,000 in 2013.  Overall, our cost of funds decreased 23 basis points from 1.28% during 2013 to 
1.05% during 2012.  During 2013, the weighted-average interest rate of our FHLB advances was 
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2.45%, 18 basis points lower than in 2012.  Our cost of deposits decreased 12 basis points, from 
0.64% during 2012 to 0.52% during 2013.  The average rate paid on our certificate of deposit 
accounts, our largest category of deposit accounts, decreased 13 basis points, from 0.95% in 2012 to 
0.82% in 2013.  This decrease was consistent with the general decline in overall market interest rates.  
The average rate of interest paid on savings deposits declined seven basis points from 2012 to 2013. 
Additionally, the average rate paid on demand and NOW accounts declined one basis point from 
2012 to 2013. 
 
 See the tables below captioned “Average Balances, Interest Rates and Yields” and 
“Rate/Volume Analysis of Net Interest Income” for more detailed information regarding our net 
interest income. 
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Rate/Volume Analysis of Net Interest Income 
 
 The following table presents the dollar amount of changes in interest income and interest 
expense for major components of interest-earning assets and interest-bearing liabilities.  It 
distinguishes between the changes related to outstanding balances and those due to the changes in 
interest rates.  For each category of interest-earning assets and interest-bearing liabilities, information 
is provided on changes attributable to (1) changes in volume (i.e., changes in volume multiplied by 
old rate) and (2) changes in rate (i.e., changes in rate multiplied by old volume).  For purposes of this 
table, changes attributable to both rate and volume, which cannot be segregated, have been allocated 
proportionately to the change due to volume and the change due to rate. 
 
   Years Ended December 31,  
 2013    vs.    2012 
 Increase/(Decrease) 

Due to            
Total  

Increase  
 Volume   Rate     (Decrease) 
  (In Thousands)    
  
Interest-earning assets:  

Loans receivable ............................................................... $(208) $(14)           $(222)
Mortgage-backed and related securities  ..........................               (120)                (185)             (305)  
Investment securities and FHLB stock .............................                 76                   (74)                     2 
Interest-bearing deposits and other ...................................                   -                        8                    8 

Total interest-earning assets ..........................................               $(252)             $(265)             $(517)
  
Interest-bearing liabilities:  

Savings deposits ............................................................... $2              $(14)              $(12)  
Demand and NOW deposits .............................................                      -                   -                   -    
Certificate accounts ..........................................................                   (13)               (51)                  (64)  
Borrowings .......................................................................                (136)  (50)               (186)  

Total interest-bearing liabilities .....................................              $(147)              $(115)             $(262) 
  

Net interest income ..............................................................             $(105)              $(150)             $(255)
 
 
 Provision for Loan Losses.  Our provision for loan losses for the year ended December 31, 
2013 was $237,000, as compared to $7,000 for the year ended December 31, 2012. Nonperforming 
loans, which are defined as nonaccruing loans as well as loans delinquent more than  90 days and still 
accruing interest, decreased by $507,000, to $1.0 million at December 31, 2013, from $1.6 million at 
December 31, 2012.  Our nonperforming loans totaled 4.87% of net loans receivable at December 31, 
2013, compared to 6.97% of net loans receivable at December 31, 2012.  Our allowance for loan 
losses was $256,000 at December 31, 2013, representing 24.5% of nonperforming loans and 1.2% of 
net loans receivable.  At December 31, 2012 the allowance for loan losses was $305,000, 
representing 18.5% of nonperforming loans and 1.3% of net loans receivable.  At December 31, 2013 
we had $422,000 in real estate owned, comprised of six individual single family properties and one 
commercial property.  We had $94,000 in real estate owned at December 31, 2012, consisting of two 
individual single family properties. 
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 It is our policy to provide valuation allowances for estimated losses on loans based upon past 
loss experience, current trends in the level of delinquent and specific problem loans, loan 
concentrations to single borrowers, adverse situations that may affect the borrower’s ability to repay, 
the estimated value of any underlying collateral, and current and anticipated economic conditions in 
our market area.  Accordingly, the calculation of the adequacy of the allowance for loan losses is not 
based directly on the level of nonperforming assets. 
 
 Our methodology for determining the sufficiency of our allowance for loan losses primarily 
focuses on two separate areas of our loan portfolio.  The first part of our analysis considers all 
classified and criticized loans as determined by regulatory standards and assigns a specific estimated 
loss, if any, to the balance of each classified and criticized loan based on management’s judgment.  
The second part of our analysis focuses on the historical loss experience of the Association over the 
past three years on the remaining portion of the portfolio.  Our analysis also considers other factors, 
including the overall loan portfolio delinquency trend, current and forecasted local economic 
conditions, management’s adherence to established underwriting guidelines and the level of 
nonperforming loans in relation to the allowance for loan losses.  The portions of our analysis are 
added together and compared, on a quarterly basis, to our overall allowance for loan losses.  
Adjustments are made to the allowance for loan losses through the provision for loan losses any time 
our analysis indicates a difference of $25,000 or greater. 
 
 We will continue to monitor our allowance for loan losses and make future adjustments to the 
allowance through the provision for loan losses as economic conditions dictate.  Although we 
maintain our allowance for loan losses at a level which we consider to be adequate to provide for 
losses, there can be no assurance that future losses will not exceed estimated amounts or that 
additional provisions for loan losses will not be required in future periods.  In addition, our 
determination as to the amount of the allowance for loan losses is subject to review by the Office of 
the Comptroller of the Currency, as part of the examination process, which may result in the 
establishment of an additional allowance. 
 
 Noninterest Income.  Noninterest income decreased to $187,000 for the year ended 
December 31, 2013 from $503,000 for the year ended December 31, 2012.  During 2013, noninterest 
income was comprised of $89,000 in service fees and other income, $65,000 from gain on sale of 
investments and $33,000 from gain on sale of real estate owned.  Service fees and other income 
includes $60,000 in accrued income from Bank Owned Life Insurance, which was acquired during 
2013.   The majority of noninterest income in 2012 was attributable to gain on sale of investments, 
which fluctuates with market conditions, especially related to the level and trend of market interest 
rates. 
 
 Noninterest Expense.  Noninterest expense increased $55,000, or 2.9%, for the year ended 
December 31, 2013 as compared to the year ended December 31, 2012.  The increase was primarily 
due to a $33,000 increase in compensation and benefits and a $23,000 increase in federal deposit 
insurance premiums. 
 
           Federal Income Taxes.  The provision for federal income taxes resulted in a tax benefit of 
$207,000 for the year ended December 31, 2013, a $330,000 decrease from the $123,000 provision 
for 2012.  The decrease in the provision for federal income taxes was primarily due to an $855,000 
decrease in pre-tax income on a comparative year basis. See Note G of the Notes to Consolidated 
Financial Statements contained in this Annual Report to Stockholders.  
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Asset and Liability Management; Market Risk Analysis  
 
 As stated above, we derive our income primarily from the excess of interest collected over 
interest paid.  The rates of interest we earn on assets and pay on liabilities generally are established 
contractually for a period of time.  However, market interest rates change over time and our results of 
operations, like those of many financial institutions, are impacted by these changes and the interest 
rate sensitivity of our assets and liabilities.  The risk associated with changes in interest rates and our 
ability to adapt to these changes is known as interest rate risk and is Home Federal’s most significant 
market risk.   
 
 Our operations are also affected by our level of income and expenses.  Noninterest income 
includes service charges and fees and gain on sale of investments.  Noninterest expenses primarily 
include compensation and benefits, occupancy and equipment expenses, deposit insurance premiums, 
legal compliance and data processing expenses.  Our results of operations are also significantly 
affected by general economic and competitive conditions, particularly changes in market interest 
rates, government legislation and regulation and monetary and fiscal policy. 
 
 In an attempt to manage our exposure to changes in interest rates and comply with applicable 
regulations, we monitor Home Federal’s interest rate risk.  In monitoring interest rate risk we 
continually analyze and manage assets and liabilities based on their payment streams and interest 
rates, the timing of their maturities, and their sensitivity to actual or potential changes in market 
interest rates.  
 
 An asset or liability is interest rate sensitive within a specific time period if it will mature or 
reprice within that time period.  If our assets mature or reprice more rapidly or to a greater extent 
than our liabilities, then the market value of our portfolio equity and our net interest income would 
tend to increase during periods of rising interest rates and decrease during periods of falling interest 
rates.  Conversely, if our assets mature or reprice more slowly or to a lesser extent than our liabilities, 
then the market value of our portfolio equity and our net interest income would tend to decrease 
during periods of rising interest rates and increase during periods of falling interest rates.  Our policy 
has been to address the interest rate risk inherent in our business of originating long-term loans 
funded by short-term deposits by maintaining sufficient liquid assets for material and prolonged 
changes in interest rates.  We believe that our liquidity position and capital levels, which are well in 
excess of regulatory requirements, assist us in reasonably limiting the effects of our interest rate risk 
exposure. 
 
 Our Board of Directors is responsible for reviewing our asset and liability position.  The 
Board performs a quarterly review of interest rate risk and trends, liquidity and capital ratios and 
related regulatory requirements.  In addition, the Board reviews simulations of the effect of interest 
rates on Home Federal’s capital, net interest income and net income under various interest rate 
scenarios.  Management of Home Federal is responsible for implementing the policies and decisions 
of the Board of Directors with respect to our asset and liability goals and strategies.  
 
 To manage the interest rate risk, we attempt to originate adjustable-rate loans; however, due 
to the low interest rate environment over the past several years, customer demand for fixed-rate loans 
has been strong.  At December 31, 2013, adjustable-rate mortgage loans, including home equity lines 
of credit, totaled $6.2 million, or 28.7% of our total gross loan portfolio.  We also maintain a large 
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portfolio of liquid assets which includes investment securities.  Maintaining liquid assets, however, 
tends to reduce potential net income because liquid assets usually provide a lower yield than other 
interest-earning assets.  Despite these strategies we are still more vulnerable to increases in interest 
rates than to decreases in interest rates given current market interest rate levels and trends, as 
illustrated in the table below.   
 
 The following table sets forth the change in Home Federal’s economic value of equity at 
December 31, 2013, based on independent models, and to a lesser extent, internal assumptions that 
would occur upon an immediate change in interest rates of up to 300 basis points, with no effect 
given to any steps that management might take to counteract that change.  Economic value of equity 
is the present value of expected cash flows from assets, liabilities and off-balance sheet contracts.   
 

 December 31, 2013 
 

Economic Value of Equity 

Economic Value of Equity as % 
of the Economic Value of Total 

Assets 
Change 
in Rate 

 
Amount 

$ 
Change 

% 
Change 

 
EVE Ratio 

 
BP Change 

(Dollars in Thousands) 
      

300 $11,925 $(3,676) (23.6)% 13.82% (227) 
200 13,390 (2,210) (14.2) 14.89 (120) 
100 14,754 (846) (5.4) 15.76 (33) 
 --- 15,600 --- --- 16.09 --- 

-100 16,606 1,006  6.4 16.53 44 
-200 NM NM          NM             NM            NM 
-300          NM NM          NM       NM NM 

 
NM = Not meaningful because some market interest rates would compute to a rate less than zero. 

 
 In the above table, the first column on the left presents the basis point increments of yield 
curve shifts.  The second column presents the overall dollar amount of economic value of equity at 
each basis point increment.  The third and fourth columns present Home Federal’s actual position in 
dollar change and percentage change in net portfolio value at each basis point increment.  The 
remaining columns present Home Federal’s percentage change and basis point change in its 
economic value of equity portfolio as a percentage of the economic value of total assets.  At 
December 31, 2013, Home Federal was within interest rate risk policy limits established by its Board 
of Directors.  Computations of prospective effects of hypothetical interest rate changes are based on 
numerous assumptions, including interest rates, loan prepayments, deposit decay rates, and the 
market values of certain assets under the various interest rate scenarios and should not be relied upon 
as indicative of actual results.  Certain shortcomings are inherent in the method of analysis presented 
in the computation of net portfolio value.  Although certain assets and liabilities may have similar 
maturities or periods within which they reprice, they may react differently to changes in market 
interest rates.  The interest rates on certain types of assets and liabilities may fluctuate in advance of 
changes in market interest rates, while interest rates on other types may lag behind changes in market 
rates.  In the event of a change in interest rates, prepayments and early withdrawal levels could 
deviate significantly from those assumed in making the calculations set forth above. 
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Liquidity and Commitments 
 
 Home Federal’s primary sources of funds are deposits, repayments and prepayments of loans 
and securities and interest income.  Although maturity and scheduled amortization of loans and 
securities are relatively predictable sources of funds, deposit flows and prepayments on loans and 
securities are influenced significantly by general interest rates, economic conditions and competition.  
Historically, we have been able to generate sufficient cash through our deposits and have only 
utilized borrowings to a limited degree for liquidity purposes.  
 
 Liquidity management is an ongoing and long-term function of our asset/liability 
management strategy.  Excess funds generally are invested in interest-bearing overnight deposits at 
other financial institutions and in short-term investment securities.  If we require funds beyond our 
ability to generate deposits, additional sources of funds are available.  Our most liquid assets are cash 
and cash equivalents.  At December 31, 2013, cash and cash equivalents totaled $5.5 million 
compared to $15.5 million at December 31, 2012.  We monitor and review liquidity regularly and 
maintain lines of credit with two different commercial banks which can be accessed immediately.  
These two lines of credit aggregate $5.4 million and each had no funds drawn as of December 31, 
2013.  Additionally, we have the ability to borrow funds from the FHLB of Cincinnati.  At December 
31, 2013, we had $1.6 million in unused borrowing capacity from the FHLB of Cincinnati. 
  
 At December 31, 2013, we had no loan origination commitments and no investment security 
purchase commitments outstanding.  At the same date, we had $1.5 million in unadvanced funds 
related to construction and other loans.  Additionally, the unused portion of home equity lines of 
credit at December 31, 2013 was $1.8 million.  Certificates of deposit scheduled to mature in one 
year or less at December 31, 2013 totaled $22.3 million.  We had no investment or mortgage-related 
securities scheduled to mature in one year or less at December 31, 2013.  Based on historical 
experience, we believe that a significant portion of maturing deposits will remain with us.  We 
believe, based on our current balance sheet structure and our ability to acquire funds from various 
sources, that our liquidity is adequate. 
 
Capital 
 
 Total equity was $10.4 million, at December 31, 2013, or 10.7% of total assets on that date.  
Consistent with our goals to operate a sound and profitable financial organization, we actively seek 
to maintain a “well-capitalized” institution in accordance with regulatory standards.  As of December 
31, 2013, Home Federal exceeded all capital requirements of the Office of the Comptroller of the 
Currency.  Our regulatory capital ratios at December 31, 2013 were as follows:  Tier 1 (leverage) 
capital, 12.97%; Tier 1 risk-based capital, 35.21%; and Total risk-based capital, 35.93%.  The 
regulatory capital requirements to be considered well capitalized are 5.0%, 6.0%, and 10.0%, 
respectively. 
 
Recent Accounting Pronouncements  
 
 Please see Note A of the Consolidated Financial Statements regarding recent accounting 
pronouncements.  
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Impact of Inflation and Changing Prices 
 
 The financial statements and related data presented herein have been prepared in accordance 
with generally accepted accounting principles which require the measurement of financial position 
and operating results in terms of historical dollars without considering changes in the relative 
purchasing power of money over time due to inflation.  The primary impact of inflation on our 
operations is reflected in increased operating costs.  Unlike most industrial companies, virtually all of 
the assets and liabilities of a financial institution are monetary in nature.  As a result, interest rates, 
generally, have a more significant impact on a financial institution’s performance than does inflation.  
Interest rates do not necessarily move in the same direction or to the same extent as the prices of 
goods and services. 
 
Disclosure Regarding Forward-Looking Statements 
 
 First Niles and Home Federal may from time to time make written or oral “forward-looking 
statements.”  These forward-looking statements may be contained in this Annual Report to 
Stockholders, in our proxy statement for our annual meeting and in other communications by us, 
which are made in good faith pursuant to the “safe harbor” provisions of the Private Securities 
Litigation Reform Act of 1995.  The words “may,” “could,” “should,” “would,” “believe,” 
“anticipate,” “estimate,” “expect,” “intend,” “plan” and similar expressions are intended to identify 
forward-looking statements.   
 
 Forward-looking statements include statements with respect to our beliefs, plans, objectives, 
goals, expectations, anticipations, estimates and intentions, that are subject to significant risks and 
uncertainties.  The following factors, many of which are subject to change based on various other 
factors beyond our control, could cause our financial performance to differ materially from the plans, 
objectives, expectations, estimates and intentions expressed in such forward-looking statements:  
 

• the strength of the United States economy in general and the strength of the local 
economies in which we conduct our operations;  

• the effects of, and changes in, trade, monetary and fiscal policies and laws, including 
interest rate policies of the Federal Reserve Board;  

• inflation, interest rate, market and monetary fluctuations;  

• the timely development of and acceptance of new products and services of Home Federal 
and the perceived overall value of these products and services by users, including the 
features, pricing and quality compared to competitors' products and services;  

• the willingness of users to substitute competitors' products and services for our products 
and services; 

• the success of Home Federal in gaining regulatory approval of its products and services, 
when required;  

• the impact of changes in financial services laws and regulations (including laws 
concerning taxes, banking, securities and insurance);  

• the impact of technological changes; 

• acquisitions;  
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• changes in consumer spending and savings habits; and 

• our success at managing the risks involved in the foregoing. 
 
 The foregoing list of important factors is not exclusive.  We do not undertake to update any 
forward-looking statement, whether written or oral, that may be made from time to time by or on 
behalf of First Niles or Home Federal. 
 
 



 

19 

 
FIRST NILES FINANCIAL, INC. 

 
NILES, OHIO 

 
CONSOLIDATED FINANCIAL STATEMENTS AND REPORT 

OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 
 

Years ended December 31, 2013 and 2012 
 
 
 

 
--oo0oo-- 

 
C O N T E N T S 

 
            Page 

 
REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS.................  20 
 
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION..........................  22 
 
CONSOLIDATED STATEMENTS OF INCOME.......................................................  23 
 
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS…......................  24 
 
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY......................  25 
 
CONSOLIDATED STATEMENTS OF CASH FLOWS.............................................  26 
 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS...................................  27 
 
 
 

--oo0oo-- 
 



This Page Intentionally Left Blank



 

20 

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 
 
 
 
 
Board of Directors 
First Niles Financial, Inc. 
Niles, Ohio 
 
 
 
 We have audited the accompanying consolidated financial statements of First Niles 
Financial, Inc. and subsidiary, which comprise the consolidated statements of financial condition 
as of December 31, 2013 and 2012, and the related consolidated statements of income, 
comprehensive loss, stockholders' equity, and cash flows for the years then ended, and the 
related notes to the financial statements.   
 
Management's Responsibility for the Financial Statements 
  
 Management is responsible for the preparation and fair presentation of these consolidated 
financial statements in accordance with accounting principles generally accepted in the United 
States of America; this includes the design, implementation, and maintenance of internal control 
relevant to the preparation and fair presentation of consolidated financial statements that are free 
from material misstatement, whether due to fraud or error. 
 
Auditor's Responsibility 
 
 Our responsibility is to express an opinion on these consolidated financial statements 
based on our audits. We conducted our audits in accordance with auditing standards generally 
accepted in the United States of America. Those standards require that we plan and perform the 
audit to obtain reasonable assurance about whether the consolidated financial statements are free 
from material misstatement.   
 
 An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the consolidated financial statements. The procedures selected depend on the 
auditor's judgment, including the assessment of the risks of material misstatement of the 
consolidated financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity's preparation and fair 
presentation of the consolidated financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of the entity's internal control. Accordingly, we express no such opinion. An audit 
also includes evaluating the appropriateness of accounting policies used and the reasonableness 
of significant accounting estimates made by management, as well as evaluating the overall 
presentation of the consolidated financial statements. 
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 We believe that the audit evidence we have obtained is sufficient and appropriate to 
provide a basis for our audit opinion.  
 
Opinion 
 
 In our opinion, the consolidated financial statements referred to above present fairly, in 
all material respects, the financial position of First Niles Financial, Inc. and subsidiary as of 
December 31, 2013 and 2012, and the results of their operations and their cash flows for the 
years then ended in accordance with accounting principles generally accepted in the United 
States of America. 
 
 
 
 
Youngstown, Ohio 
March 7, 2014 
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2013 2012

Cash and cash equivalents:
Noninterest bearing 711$                714$              
Interest bearing 4,743 14,765

TOTAL CASH AND CASH EQUIVALENTS 5,454               15,479           
Securities:

Available for sale - at fair value 61,637 60,405
Held to maturity - at amortized cost 1,014 17

Loans receivable 21,452 23,590
Accrued interest receivable 323 391
Federal Home Loan Bank stock, at cost (restricted) 1,327 1,327
Bank owned life insurance 3,060 -                 
Real estate investment - limited partnership 38 38
Other real estate owned 422 94
Prepaid expenses and other assets 368 420
Prepaid federal income taxes 318 49
Deferred and recoverable federal income tax asset 1,067 40
Premises and equipment, at cost less accumulated depreciation 296 302

TOTAL ASSETS 96,776$           102,152$       

Deposits 62,110$           62,739$         
Accrued interest payable 64 73
Accounts payable and other liabilities 216 217
Federal Home Loan Bank advances 24,000 26,000

TOTAL LIABILITIES 86,390             89,029           

Stockholders' equity:
Preferred stock, $.01 par value, authorized 500,000 shares, 29,670 shares issued and 

outstanding -                  -                 
Common stock, $.01 par value, authorized 6,000,000 shares, 1,724,741 shares issued 

and outstanding 18 18
Additional paid-in capital 7,045 7,045
Retained earnings 12,795             13,343           
Accumulated other comprehensive loss:

Net unrealized losses on securities available-for-sale, net of related
tax effects of $1,092 in 2013 and $3 in 2012 (2,122)             (7)                   

Treasury stock - 616,383 and 605,418 shares at cost at December 31, 2013
and 2012, respectively (7,350) (7,276)

TOTAL STOCKHOLDERS' EQUITY 10,386             13,123         

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY 96,776$           102,152$      

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART
OF THESE CONSOLIDATED FINANCIAL STATEMENTS.

ASSETS

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY

(In thousands, except share data)

December 31

LIABILITIES

STOCKHOLDERS' EQUITY
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2013 2012
Interest income:

Loans receivable:
First mortgage loans 1,121$             1,325$           
Consumer and other loans 120 138

Mortgage-backed and related securities 342 647
U.S. Agencies and other securities 821 819
Interest-bearing deposits 37 29

TOTAL INTEREST INCOME 2,441               2,958             
Interest expense:

Deposits 323 400
Borrowings 591 777

TOTAL INTEREST EXPENSE 914                  1,177             

NET INTEREST INCOME 1,527               1,781             

Provision for loan losses 237                  7
NET INTEREST INCOME AFTER
PROVISION FOR LOAN LOSSES 1,290               1,774             

Noninterest income:
Realized gains on sale of securities 65 441
Service fees and other 122 62

TOTAL NONINTEREST INCOME 187                  503                
Noninterest expense:

Equity in loss of limited partnership -                  27
Real estate owned losses and expenses 70 62                  
General and administrative:

Compensation and benefits 1,036 1,003
Occupancy and equipment 108 102
Federal deposit insurance premiums 82 59
State franchise taxes 180 188
Other operating expense 492 472

TOTAL NONINTEREST EXPENSE 1,968               1,913             

INCOME (LOSS) BEFORE INCOME TAXES (491)                364                

Federal income tax expense (benefit) (207) 123

NET INCOME (LOSS) (284)$              241$              

EARNINGS (LOSS) PER SHARE - BASIC (0.26)$             0.21$             

- DILUTED (0.26)$             0.21$            

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART
OF THESE CONSOLIDATED FINANCIAL STATEMENTS.

CONSOLIDATED STATEMENTS OF INCOME

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY

(In thousands, except share data)

Year Ended December 31



 

24 

2013 2012

Net income (loss) (284)$              241$              

Other comprehensive loss, net of tax:
Change in unrealized gains on available for sale 
  securities, net of reclassification adjustment for 
  net realized gains (2,115)             (273)               

OTHER COMPREHENSIVE LOSS (2,115)             (273)               

COMPREHENSIVE LOSS (2,399)$           (32)$               

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART
OF THESE CONSOLIDATED FINANCIAL STATEMENTS.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY

(In thousands, except share data)

Year Ended December 31
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Accumulated
Other

Additional Comprehensive
Common Paid-in Retained Income Treasury

Stock Capital Earnings (Loss) Stock Total

Balance January 1, 2012 18$            7,045$       13,473$     266$                   (7,199)$     13,603$     

Comprehensive income:
Net income -            -            241            -                      -            241            
Change in unrealized
  gains on securities of $18,
  net of reclassification
  adjustment for gains included
  in net income of $291 -            -            -            (273)                    -            (273)          

Treasury stock purchased -            -            -            -                      (77)            (77)            
Cash dividends - $.32 per share -            -            (371)          -                      -            (371)          

BALANCE DECEMBER 31, 2012 18              7,045         13,343       (7)                        (7,276)       13,123       
-                      

Comprehensive loss: 
Net loss -            -            (284)          -                      -            (284)          
Change in unrealized 
  gains on securities of ($2,072),
  net of reclassification 
  adjustment for gains included
  in net loss of $43 -            -            -            (2,115)                 -            (2,115)       

Treasury stock purchased -            -            -            -                      (74)            (74)            
Cash dividends - $.23 per share -            -            (264) -                      -            (264)          

BALANCE DECEMBER 31, 2013 18$           7,045$      12,795$    (2,122)$               (7,350)$     10,386$    

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART
OF THESE CONSOLIDATED FINANCIAL STATEMENTS.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY

For the years ended December 31, 2013 and 2012

(In thousands, except share data)
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2013 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) (284)$             241$             
Adjustments to reconcile net income (loss) to net cash provided by operating activities:

Deferred income tax expense 62                 28                 
Depreciation 27                 22                 
Amortization of deferred loan fees and costs (9)                  (6)                  
Amortization of discounts and premiums on investments and
    mortgage-backed and related securities, net 592               962               
Realized gains on sale of securities (65)                (441)              
Realized net gains on sale of real estate owned (33)                (28)                
Other real estate owned valuation adjustments 9                   14                 
Equity in loss of limited partnership -                27                 
Provision for loan losses 237               7                   
Loss on disposition of fixed assets -                7                   
Gain on sale of loan -                (2)                  

536               831               
Increase (decrease) in accrued interest receivable, prepaid expenses and other assets (209)              93                 
Decrease in accrued interest payable, accounts payable and other liabilities (8)                  (12)                

NET CASH PROVIDED BY OPERATING ACTIVITIES 319               912               

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

Sales 6,801            22,731          
Maturities, prepayments and calls 19,996          55,581          
Purchases (31,760)         (75,879)         

Activity in held-to-maturity securities:
Maturities, prepayments and calls 4                   4                   
Purchases (1,000)           -                

Proceeds from sale of other real estate owned 137               555               
Proceeds from sale of loan -                100               
Increase (decrease) in interest-bearing deposits with banks 10,021          (6,905)           
Decrease in loans receivable 1,469            4,475            
Purchase of premises and equipment (22)                (41)                
Purchase of bank owned life insurance (3,000)           -                

NET CASH PROVIDED BY
INVESTING ACTIVITIES 2,646            621               

CASH FLOWS FROM FINANCING ACTIVITIES
Purchase of treasury shares (74)                (77)                
Dividends paid (264)              (371)              
Increase in savings accounts 1,455            2,829            
Increase (decrease) in certificates of deposit (2,085)           82                 
Proceeds from Federal Home Loan Bank advances 3,000            6,000            
Payment of Federal Home Loan Bank advances (5,000)           (10,000)         

NET CASH USED IN
FINANCING ACTIVITIES (2,968)           (1,537)           

NET DECREASE IN CASH (3)                  (4)                  
CASH AT BEGINNING OF YEAR 714               718               

CASH AT END OF YEAR 711$              714$             
Cash paid during the period for:

Interest 921$              1,195$          
Income taxes -$               70$               

Supplemental disclosure of cash flow activity:
  Loans transferred to other real estate owned and foreclosed assets 441$              38$                

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART
OF THESE CONSOLIDATED FINANCIAL STATEMENTS.

Year Ended December 31

CONSOLIDATED STATEMENTS OF CASH FLOWS

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY

(In thousands)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013  and 2012 
 
 
 
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
 First Niles Financial, Inc. (the “Company”) is a savings and loan holding company whose 
activities are primarily limited to holding the stock of the Home Federal Savings and Loan 
Association of Niles (the “Association”).  The Association conducts a general banking business 
in Niles, Ohio which consists of attracting deposits from the general public and applying those 
funds to the origination of loans for residential, consumer and nonresidential purposes. The 
Association’s profitability is significantly dependent on its net interest income, which is the 
difference between interest income generated from interest-earning assets (i.e., loans and 
investments) and the interest expense paid on interest-bearing liabilities (i.e., customer deposits 
and borrowed funds).  Net interest income is affected by the relative amount of interest-earning 
assets and interest-bearing liabilities and the interest received or paid on these balances.  The 
level of interest rates paid or received by the Association can be significantly influenced by a 
number of environmental factors, such as governmental monetary policy, which are outside of 
management’s control. 
 
 The consolidated financial information presented herein has been prepared in accordance 
with accounting principles generally accepted in the United States of America (“U.S. GAAP”) 
and general accounting practices within the financial services industry. In preparing consolidated 
financial statements in accordance with U.S. GAAP, management is required to make estimates 
and assumptions that affect the reported amounts of assets and liabilities and the disclosure of 
contingent assets and liabilities at the date of the financial statements and revenues and expenses 
during the reporting period.  Actual results could differ from such estimates.  A material estimate 
that is particularly susceptible to significant change in the near term relates to the determination 
of the allowance for loan losses. 
 
 The following is a summary of significant accounting policies which have been 
consistently applied in the preparation of the accompanying consolidated financial statements. 
 
Principles of Consolidation: 
 
 The consolidated financial statements include the accounts of the Company and the 
Association. All significant intercompany balances and transactions have been eliminated in 
consolidation. 
 
Cash and Cash Equivalents: 
 
 For purposes of reporting cash flows, cash includes noninterest-bearing cash which 
includes cash on hand and amounts due from correspondent banks. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Investment Securities and Mortgage-Backed and Related Securities: 
 
 The Company categorizes its investment securities and mortgage-backed and related 
securities as held to maturity, trading or available for sale.  Held-to-maturity securities are those 
securities for which the Company has the ability and intent to hold until maturity.  Securities 
classified as held to maturity are carried at cost, adjusted for amortization of premiums and 
accretion of discounts using methods that approximate the interest method over the remaining 
period to contractual maturity and adjusted for anticipated prepayments.  The Company did not 
hold any trading securities during the years ended December 31, 2013 and 2012.  Securities 
designated as available for sale are carried at fair value with resulting unrealized gains or losses 
recorded to equity.  Realized gains or losses on sales of securities are recognized using the 
specific identification method.  Management evaluates securities for other than temporary 
impairment on a quarterly basis or more frequently as economic and market conditions warrant 
such an evaluation. 
 
Loans Receivable: 
 
 Loans held in the portfolio are stated at the principal amount outstanding, adjusted for the 
allowance for loan losses and unearned income.  Interest is accrued as earned, unless the 
collectability of the loan is in doubt. Uncollectible interest on loans that are contractually past 
due is charged off, or an allowance is established based on management's periodic evaluation.  
The allowance is established by a charge to interest income equal to all interest previously 
accrued, and income is subsequently recognized only to the extent that cash payments are 
received until, in management's judgment, the borrower's ability to make periodic interest and 
principal payments has returned to normal, in which case the loan is returned to accrual status.  If 
the ultimate collectability of the loan is in doubt, in whole or in part, all payments received on 
nonaccrual loans are applied to reduce principal until such doubt is eliminated. 
 
 At such time that management believes loan collection can only be affected through 
collateral liquidation, the estimated loan loss is charged off and the residual value is carried as an 
other asset. 
 
Loan Origination Fees and Costs: 
 
 Loan origination fees received net of direct origination costs, are deferred and amortized 
to interest income over the contractual lives of the loans using the level-yield method, giving 
effect to actual loan prepayments.  Loan origination costs are the direct costs attributable to 
originating a loan.  Total unamortized fees and costs of $177,000 and $91,000, respectively, are 
carried with outstanding loan balances at December 31, 2013. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Allowance for Losses on Loans: 
 
 It is the Association’s policy to provide valuation allowances for estimated losses on 
loans based on past loss experience, current trends in the level of delinquent and specific 
problem loans, loan concentrations to single borrowers, adverse situations that may affect the 
borrower's ability to repay, the estimated value of any underlying collateral and current and 
anticipated economic conditions in the primary market area. When the collection of a loan 
becomes doubtful, or otherwise troubled, the Association ascertains if the allowance for losses 
on loans is sufficient to absorb a loss equal to the difference between the fair value of the 
property securing the loan and the loan's carrying value and records an additional loan loss 
provision if indicated.  Major loans and major lending areas are reviewed periodically to 
determine potential problems at an early date.  The allowance for loan losses is increased by 
charges to earnings and decreased by charge-offs (net of recoveries). 
 
 The Financial Accounting Standards Board (FASB) guidance requires that impaired loans 
be measured based upon the present value of expected future cash flows discounted at the loan’s 
effective interest rate or, as an alternative, at the loan’s observable market price or fair value of 
the collateral.  
 
 A loan is impaired when, based on current information and events, it is probable that a 
creditor will be unable to collect all amounts due according to the contractual terms of the loan 
agreement.  The Association considers its investment in one to four-family residential loans and 
consumer installment loans to be homogeneous and therefore excluded from separate 
identification for evaluation of impairment.  With respect to the Association’s investment in 
commercial real estate loans, and its evaluation of impairment thereof, such loans are collateral 
dependent and, as a result, are carried as a practical expedient at the lower of cost or fair value. 
 
 Loans which are more than ninety days contractually delinquent are considered to 
constitute more than a minimum delay in repayment and are evaluated for impairment at that 
time. The Association evaluates each impaired loan as to its circumstances to determine if 
interest recognition is appropriate when payments are received.  
 
 At December 31, 2013, the Association identified nineteen loans with a carrying value of 
$1,049,000 as impaired due to uncertain conditions and delinquent payments.  Accrual of interest 
on these loans has been suspended.  Contractual interest not recognized for 2013 was $89,000.  
The portion of the allowance for loan loss relating to the impaired loans at December 31, 2013 
totaled $-0-. The average recorded investment in impaired loans for 2013 was $1,282,000.  The 
carrying value of loans 90 days past due and still accruing was $-0- at December 31, 2013. 
  
 At December 31, 2012, the Association identified twenty-four loans with a carrying value 
of $1,515,000 as impaired due to uncertain conditions and delinquent payments.  Accrual of 
interest on these loans has been suspended.  Contractual interest not recognized for 2012 was 
$141,000.  The portion of the allowance for loan loss relating to the impaired loans at December 
31, 2012 totaled $-0-. The average recorded investment in impaired loans for 2012 was 
$1,670,000.  The carrying value of loans 90 days past due and still accruing was $137,000 at 
December 31, 2012. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Bank Stocks:  
 
 Federal Home Loan Bank (FHLB) stock is carried at cost, classified as a restricted 
security, and is periodically reviewed for impairment based on ultimate recovery of par value.  
 
Bank Owned Life Insurance: 
 
 The Association has purchased life insurance policies on certain key officers and 
directors.  Bank owned life insurance is recorded at the amount that can be realized under the 
insurance contract at the balance sheet date, which is the cash surrender value adjusted for other 
charges or other amounts due that are probable at settlement. 
 
Premises and Equipment: 
 
 Premises and equipment are recorded at cost and include expenditures which extend the 
useful lives of existing assets. Maintenance, repairs and minor renewals are expensed as 
incurred.  For financial reporting, depreciation is provided on the straight-line method over the 
estimated useful lives of the assets, estimated to be forty to fifty years for buildings and three to 
ten years for furniture and equipment. 
 
Federal Income Taxes: 
 
 Income tax expense is the total of the current year income tax due or refundable and the 
change in deferred tax assets and liabilities.  A deferred tax liability or deferred tax asset is 
computed by applying the current statutory tax rates to net taxable or deductible temporary 
differences between the tax basis of an asset or liability and its reported amount in the financial 
statements that will result in net taxable or deductible amounts in future periods.  Deferred tax 
assets are recorded only to the extent that the amount of net deductible temporary differences or 
carryforward attributes may be utilized against current period earnings, carried back against prior 
years' earnings, offset against taxable temporary differences reversing in future periods, or 
utilized to the extent of management's estimate of future taxable income.  A valuation allowance 
is provided for deferred tax assets to the extent that the value of net deductible temporary 
differences and carryforward attributes exceeds management's estimates of taxes payable on 
future taxable income.  Deferred tax liabilities are provided on the total amount of net temporary 
differences taxable in the future. 
 
 Deferral of income taxes results primarily from Federal Home Loan Bank stock 
dividends and book/tax differences in the allowance for loan losses. 
 
  The provisions of “Accounting for Uncertainty in Income Taxes” prescribe a recognition 
threshold and a measurement attribute for the financial statement recognition and measurement 
of tax positions taken or expected to be taken in a tax return.  For those benefits to be recognized, 
a tax position must be more-likely-than-not to be sustained upon examination by taxing 
authorities.  The amount recognized is measured as the amount of benefit that is greater than 50 
percent likely of being realized upon ultimate settlement.  
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Federal Income Taxes (Continued): 
 
 The Association recognizes interest and penalties accrued related to unrecognized tax 
uncertainties, if any, in income tax expense.  As a result of the implementation of this standard, 
the Association determined that there are no material uncertain tax positions. 
 
 The Association is subject to potential income tax examinations for the open tax years 
2010 through 2013.    
 
Earnings Per Share: 
 
 Basic earnings per share is computed based upon the weighted-average common shares 
outstanding during the year less weighted-average shares in the ESOP that are unallocated and 
not committed to be released.  Diluted earnings per share is computed taking into consideration 
common shares outstanding and potential dilutive common shares to be issued under the 
Company’s stock option plan. 
 
 A reconciliation of the weighted-average common shares outstanding on a basic and 
diluted basis for 2013 and 2012 is as follows: 
 
     2013          2012      
 
 Basic weighted-average shares  1,118,708        1,131,000 
 
                     Diluted weighted-average shares     1,118,708        1,131,000 
 
 At December 31, 2013 and 2012, there were outstanding options to purchase 11,148 
shares of common stock at an exercise price of $12.53.   
  
Recent Accounting Pronouncements: 
 
  In February 2013, changes in ASU 2013-02 require an entity to provide information 
about the amounts reclassified out of accumulated other comprehensive income by component. 
In addition, an entity is required to present, either on the face of the statement where net income 
is presented or in the notes, significant amounts reclassified out of accumulated other 
comprehensive income by the respective line items of net income but only if the amount 
reclassified is required under U.S. GAAP to be reclassified to net income in its entirety in the 
same reporting period. The amendment is effective prospectively for report periods beginning 
after December 15, 2013.  Management does not believe that this recently issued but not yet 
effective accounting standard will have a material effect on the financial statements when 
adopted in 2014. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
 
Recent Accounting Pronouncements (Continued): 
 
  
 In February 2013, ASU 2013-03 clarified the requirement to disclose the level of fair 
value hierarchy within which the fair value measurements are categorized in their entirety (Level 
1, 2, or 3).  The disclosure does not apply to nonpublic entities for items that are not measured at 
fair value in the statement of financial position but for which fair value is disclosed.  

 
Reclassifications: 
 
 
 Certain 2012 amounts have been reclassified to conform to 2013 classifications. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE B - INVESTMENT SECURITIES 
 
Available for Sale: 
 
 The amortized cost, gross unrealized gains, gross unrealized losses and fair value of available-for-
sale securities are summarized as follows: 
      Gross      Gross   
 Amortized Unrealized  Unrealized      Fair 
      Cost          Gains          Losses         Value    
December 31, 2013:  (In thousands) 
 
Collateralized mortgage obligations   $    19,030       $           53           $        (599)       $ 18,484 
Mortgage-backed securities                                            9,789                    28                     (170)            9,647              
     28,819                  81                    (769)           28,131 
U.S. Agencies - callable: 
   Due within one year - - -    -   
   Due after one year to five years - - - -    
   Due after five to ten years 22,668 - (1,642)  21,026     
   Due after ten years 1,825 - (188) 1,637   
                                                 
U.S. Agencies - noncallable: 
   Due within one year - - -    -                
   Due after one year to five years       - -        -  - 
   Due after five to ten years                        5,531                     -                       (432)            5,099    
   Due after ten years               -                  -                            -                   -   
  
Municipal bonds       6,008                7                (271)         5,744  
  TOTALS    $    64,851 $          88            $     (3,302)    $   61,637           
  
December 31, 2012: 
 
Collateralized mortgage obligations $    25,771 $        151  $      (220)  $ 25,702 
Mortgage-backed securities        2,830  23            (4)       2,849 
 28,601 174 (224)          28,551 
U.S. Agencies - callable: 
   Due within one year -    -      -   -    
   Due after one year to five years -    -      -   -    
   Due after five to ten years 26,168 60  (1) 26,227 
   Due after ten years           2,825           4            -       2,829 
 
U.S. Agencies - noncallable: 
   Due within one year -    -      -   -    
   Due after one year to five years        -    -      -   -    
   Due after five to ten years 2,542  10  (30) 2,522 
   Due after ten years -   -    -    -    
 
Municipal bonds           279            -                          (3)         276 
 TOTALS $   60,415 $        248 $      (258)    $  60,405 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE B - INVESTMENT SECURITIES (CONTINUED) 
 
Available for Sale (Continued): 
  
 Unrealized losses on securities have not been recognized into income because the Company has 
the ability to hold the securities for the foreseeable future and the decline in fair value is due to increases 
in market interest rates.  The fair value is expected to recover as the securities approach their maturity 
date and/or market interest rates decline. 
 
 At December 31, 2013 and 2012, the Company’s equity accounts reflected net unrealized losses 
of ($2,122,000) and ($7,000) respectively, on securities designated as available for sale.  
 
Held to Maturity: 
 
 The amortized cost, gross unrealized gains, gross unrealized losses and fair value of securities 
held to maturity are summarized as follows: 
 
                              December 31, 2013                            
 Gross  Gross   
 Amortized Unrealized Unrealized   Fair 
     Cost          Gains         Losses       Value     
               (In thousands) 
 
Mortgage-backed and related securities    $        14    $        1    $      -     $       15   
 
U.S. Agencies - callable: 
   Due within one year        -          -            -          -    
   Due after one year to five years        -          -           -          -    
   Due after five to ten years 1,000 -    (60)   940 
   Due after ten years           -            -                     -             -    
  
  TOTALS    $    1,014      $        1    $      (60) $      955   
 
                             December 31, 2012                           
  Gross  Gross  
 Amortized Unrealized Unrealized  Fair 
     Cost          Gains         Losses       Value     
               (In thousands) 
 
Mortgage-backed and related securities           $         17 $         2  $       -            $        19 
 
U.S. Agencies - callable: 
   Due within one year       -        -        -        -    
   Due after one year to five years       -        -        -        -    
   Due after five to ten years -    -     -    -    
   Due after ten years            -             -                     -             -    
   
  TOTALS $         17 $         2  $      -    $        19 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE B - INVESTMENT SECURITIES (CONTINUED) 
 
 The number of securities that have been in a continuous unrealized loss position for less than 
twelve months and for more than twelve months is sixty-six and twenty-five, respectively, at December 
31, 2013 and 2012.  The table below indicates the length of time individual securities have been in a 
continuous unrealized loss position at December 31, 2013. 
 
 Less than Twelve Months      More than Twelve Months 
                        Unrealized                      Unrealized 
 Fair Value            Loss          Fair Value            Loss     
         (In thousands) 
Held to maturity:  
 Mortgage-backed and related securities $       -     $      -      $         -    $       -    
 U.S. Agencies 940 (60) -    -    
Available for sale: 
 Mortgage-backed and related securities 15,827 (553) 5,894 (216) 
 U.S. Agencies 24,164 (1,850) 3,598 (412) 
 Municipal bonds      5,647        (263)            97             (8) 
 
  TOTALS       $ 46,578      $  (2,726)     $    9,589    $     (636)  
 
 
 During 2013, the Company sold available-for-sale securities for total proceeds of            
$6,801,000 resulting in gross realized gains of $65,000.        
 

During 2012, the Company sold available-for-sale securities for total proceeds of $22,731,000 
resulting in gross realized gains of $440,000. 
   
 
NOTE C - LOANS RECEIVABLE  
 
 The composition of the loan portfolio is as follows: 
 
            December 31                  
     2013         2012    
 (In thousands) 
 Real estate mortgage (primarily one-to-four 
       family residential) $ 14,133          $ 17,985 
 Construction and development 1,373 145 
 Commercial real estate 3,614 2,981 
 Consumer and other 258 245 
 Home equity lines of credit 2,226 2,440 
 Loans on deposits         104          99 
  21,708 23,895 
 Less allowance for loan losses         256        305 
  
                                                                                           TOTALS $ 21,452 $ 23,590 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 

 
NOTE C - LOANS RECEIVABLE (CONTINUED) 
 
  In the ordinary course of business, the Association has granted loans to some of its 
officers, directors and their related interests.  Related party loans are made on substantially the 
same terms, including interest rates and collateral, as those prevailing at the time for comparable 
transactions with unrelated persons and do not involve more than normal risk of collectability.  
The aggregate dollar amount of these loans was approximately $569,000 and $600,000 at 
December 31, 2013 and 2012, respectively.  During the years ended December 31, 2013 and 
2012, loans or additional draws on home equity lines of credit of $40,000 and $24,000, 
respectively, were made to officers, directors and their related interests, while principal 
repayments of $73,000 and $67,000 were received from related parties during 2013 and 2012, 
respectively.   
 
 The Association’s lending efforts have historically focused on one-to-four family 
residential real estate loans and construction loans, which comprise approximately $14 million, 
or 66%, of the total loan portfolio at December 31, 2013, and $18 million, or 76% of the total 
portfolio at December 31, 2012.  Historically, such loans have been underwritten with cash down 
payments sufficient to provide the Association with adequate collateral coverage in the event of 
default.  Nevertheless, the Association, as with any lending institution, is subject to the risk that 
real estate values or economic conditions could deteriorate in its primary lending areas within 
Ohio, thereby impairing collateral values.   
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

 
 
NOTE C - LOANS RECEIVABLE (CONTINUED) 
 
The following table shows the allowance for loan losses and recorded investment in loans for the 
year ended December 31, 2013: 
 

 
 
 
 

Commercial 

 
 
 

Real Estate 
Mortgage 

 
 
 

 
Consumer 

 
 

Construction 
and 

Development 

 
Home 
Equity 

Lines of 
Credit 

 
 
 
 

Unallocated 

 
 
 
 

Total 
 (In thousands) 

Allowance for loan losses: 

Beginning balance     $     71  $     225 $       3 $       (40) $      45 $        1 $       305 
  Charge-offs    14 311 -            -                 - - 325 
  Recoveries                        - 20 19           -     -   - 39 
  Provision           -          197          -             40            -           -         237 
Ending balance $     57 $     131 $     22 $          -   $      45 $        1 $      256 

Ending balance:        
   Individually evaluated       
   for impairment $        - $         -  $       -  $          -  $        -  $       -  $          -  

Ending balance:        
   Collectively evaluated       
   for impairment $       57 $     131 $      22 $          -  $       45 $        1 $      256 

        
Loans:        

Ending balance $ 3,614 $ 14,133 $   258 $    1,373 $   2,226 $   104 $ 21,708 

Ending balance:        
   Individually evaluated       
   for impairment $    165 $    729 $       -  $          -  $    151 $       -   $   1,045 

Ending balance:        
   Collectively evaluated       
   for impairment $ 3,449 $ 13,404 $   258 $    1,373 $ 2,075 $   104 $ 20,663 
 
 
 
 
 
 
 
 

 



 

38 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

 
 
NOTE C - LOANS RECEIVABLE (CONTINUED) 
 
The following table shows the allowance for loan losses and recorded investment in loans for the 
year ended December 31, 2012: 
 

 
 
 
 

Commercial 

 
 
 

Real Estate 
Mortgage 

 
 
 

 
Consumer 

 
 

Construction 
and 

Development 

 
Home 
Equity 

Lines of 
Credit 

 
 
 
 

Unallocated 

 
 
 
 

Total 
 (In thousands) 

Allowance for loan losses: 

Beginning balance     $      71  $      337 $       6 $        4 $     57 $      1 $      476 
  Charge-offs                        - 121  8 44          12 - 185 
  Recoveries      - 2 5 - - - 7 
  Provision           -             7           -           -          -          -             7 
Ending balance $      71 $      225 $       3 $   (40) $     45 $      1 $      305 

Ending balance:        
   Individually evaluated       
   for impairment $        -  $          -  $       -  $       -  $       -  $      -  $         -  

Ending balance:        
   Collectively evaluated       
   for impairment $       71 $      225 $       3 $   (40) $     45 $      1 $     305 

        
Loans:        

Ending balance $ 2,981 $ 17,985 $   245 $   145 $  2,440 $    99 $23,895 

Ending balance:        
   Individually evaluated       
   for impairment $    266 $   1,071 $        - $        - $   171 $      -   $  1,508 

Ending balance:        
   Collectively evaluated       
   for impairment $ 2,715 $ 16,914 $   245 $   145 $2,269 $    99 $22,387 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

 
 
NOTE C - LOANS RECEIVABLE (CONTINUED) 
 
 Credit quality indicators by internally assigned grade as of December 31, 2013 are as 
follows:  
 
 Pass - loans in this category have strong asset quality and liquidity along with a multi- 
year track record of profitability.   
 
 Special mention - loans in this category are currently protected but are potentially weak. 
The credit risk may be relatively minor, yet constitute an increased risk in light of the 
circumstances surrounding a specific loan.  
 
  Substandard - loans in this category show signs of continuing negative financial trends 
and unprofitability and therefore, are inadequately protected by the current sound worth and 
paying capacity of the obligor or of the collateral pledged, if any.  
 
 The following tables present each loan class by credit quality indicator for the year ended 
December 31, 2013:  
 
 Commercial credit exposure - credit risk profile by internally assigned grade:  
 

 Construction and 
Land Development Commercial Real Estate 

 (In thousands)
Pass $ 1,373 $3,142 
Special mention    -    307 
Substandard                -    165 

  
TOTALS $ 1,373 $3,614 

 
 Consumer credit exposure - credit risk profile by internally assigned grade:  
 

 Residential 
Real Estate Consumer 

 (In thousands)
Pass $13,103 $2,373 
Special mention     -         51 
Substandard   1,030    164 

               
              TOTALS $14,133 $2,588 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

 
 
NOTE C - LOANS RECEIVABLE (CONTINUED) 
 
The following tables present each loan class by credit quality indicator for the year ended 
December 31, 2012:  
 
 Commercial credit exposure - credit risk profile by internally assigned grade:  
 

 Construction and 
Land Development Commercial Real Estate 

 (In thousands)
Pass $  145 $1,249 
Special mention -  1,466 
Substandard     -  -    266 

 
TOTALS $  145 $2,981 

 
 Consumer credit exposure - credit risk profile by internally assigned grade:  
 

 Residential 
Real Estate Consumer 

 (In thousands)
Pass $15,748 $2,562 
Special mention       769 48 
Substandard   1,468    174 

                
              TOTALS $17,985 $2,784 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

 
 
NOTE C - LOANS RECEIVABLE (CONTINUED) 
 
Information on impaired loans for the year ended December 31, 2013 is as follows:  
 
 
 

Recorded 
Investment

Unpaid 
Principal 
 Balance

Related   
Allowance

Average 
Recorded 

Investment 

Interest 
Income 

Recognized
  (In thousands)
With no related allowance 
recorded: 

  

    Commercial $     165 $   367         $        -  $   219   $       -   
    Real estate mortgage 729 1,004          - 840         7   
    Consumer               -               -   - -   -
    Construction and   
       development                -               - - - -
    Home equity      151   181        -      161        -
 

TOTALS $1,045 $1,552 $       -  $1,220  $       7  
 
With an allowance 
recorded:  
 Commercial     $         -     $        -            $        -           $         -     $       -   
 Real estate mortgage -     -          -            -          -
 Consumer - -   - -   -
 Construction and         
    development -    - - - -
 Home equity         -            -             -          -        -
   
                    TOTALS  $       - $        - $       -   $        -  $       -  
   
Total:  
 Commercial $   165 $   367          $        -      $   219   $       -   
 Real estate mortgage       729  1,004          - 840 7
 Consumer          -           -   - -   -
 Construction and    
    development          -           - - - -
 Home equity      151   181        -      161        -
  
                    TOTALS $1,045 $1,552 $       -   $1,220  $      7  
W With 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

 
 
NOTE C - LOANS RECEIVABLE (CONTINUED) 
 
Information on impaired loans for the year ended December 31, 2012 is as follows:  
 
  

Recorded 
Investment

Unpaid 
Principal 
 Balance

Related 
Allowance

Average 
Recorded 

Investment 

Interest 
Income 

Recognized
  (In thousands)
With no related allowance 
recorded: 

  

 Commercial $   266 $   518    $       -  $   299   $       -   
 Real estate mortgage 1,071 1,550          - 1,118          -
 Consumer               -               -   - 6   -
 Construction and    
    development                -               - - 33 -
 Home equity    171   191        -      180        -
   
 TOTALS $1,508 $2,259 $       -  $1,636  $       -  
With an allowance 
recorded:  
 Commercial    $        -    $       -     $       -     $        -    $        -  
 Real estate mortgage           -          -          -           -          -
 Consumer   -   -   -    -   -
 Construction and        
    development - - - - -
 Home equity         -        -        -          -        -
   
 TOTALS $       -  $       -  $       -  $        -  $       -  
Total:   
 Commercial         $   266        $   518       $        -  $   299   $        -  
 Real estate mortgage           1,071          1,550           - 1,118          -
 Consumer                 -                 -   - 6   -
 Construction and    
    development                 -                 - - 33 -
 Home equity    171   191        -      180        -
   
 TOTALS $ 1,508 $ 2,259 $       -  $1,636  $       -  
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

 
 
NOTE C - LOANS RECEIVABLE (CONTINUED) 
 
Age analysis of past due loans as of December 31, 2013 is as follows:  
 

Past Due   

Greater 
Than 90 
Days and

 
30-59       

   Days     
60-89     

   Days   
Over 90 
   Days 

  
         Total   Current    Total  

Still 
Accruing

 (In thousands)
Construction and     

development $     -     $     -  $    -74 $   - 74 $1,3731 $  1,373 $     -   
Commercial 
   real estate -   - 165 165 3,449 3,614 -
Residential  real      

estate -   60 729 789 13,344 14,133 -
Consumer and 
   other       -        -       151     151    2,437      2,588     -    
      
             TOTALS $    -    .  $     60 $1,045 $1,105 $20,603 $21,708 $     -     .

  
 
Age analysis of past due loans as of December 31, 2012 is as follows:  
 

Past Due  

Greater 
Than 90 
Days and

 
30-59       

   Days     
60-89     

   Days   
Over 90 
   Days 

  
         Total   Current    Total  

Still 
Accruing

 (In thousands)
Construction and  
   development   $     -     $     -  $     -  $     -  $     145 $     145 $    -  
Commercial   
   real estate -   - 266 266 2,715 2,981 -
Residential real   
   estate 89 82 1,208 1,379 16,606 17,985 137
Consumer and   
   other       -        -        171     179    2,613     2,784    -    
   

TOTALS $     89  $     82 $1,645 $1,816 $22,079 $23,895 $   137
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

 December 31, 2013 and 2012 
 
 
 
NOTE D - REAL ESTATE INVESTMENT - LIMITED PARTNERSHIP 
 
 The Association holds an interest in a limited partnership formed to construct and operate 
multi-family housing units.  The Association accounts for the investment in the limited 
partnership using the adjusted cost method which is management’s best estimate of fair value. 
Under the terms of the limited partnership agreement, the Association made an initial capital 
contribution of $500,000 and is allocated tax losses and affordable housing federal income tax 
credits based upon that investment.  During 2007, additional capital contributions were made in 
the amount of $212,000.  See Note M for further discussion of fair value measurements. 
 
 
NOTE E - PREMISES AND EQUIPMENT 
 
 Premises and equipment are summarized as follows: 
 
             December 31          
    2013       2012    
 (In thousands) 
 
 Land $        32 $        32 
 Building and building improvements 608 608 
 Furniture and equipment         401         379 
  1,041 1,019 
 Less accumulated depreciation         745         717 
 
 TOTALS $      296 $      302 
 
 
NOTE F - DEPOSITS 
 
 Substantially all deposits are interest bearing.  The type of deposit accounts are 
summarized as follows: 
           December 31          
     2013       2012     
 (In thousands) 
 
 Savings and transaction accounts $ 26,992 $ 25,536 
 Certificates of deposit    35,118    37,203 
 
 TOTALS $ 62,110 $ 62,739 
 
 Cash and non-IRA deposits are guaranteed by the Federal Deposit Insurance Company 
(FDIC) up to $250,000.  Individual Retirement Account (IRA) deposits in excess of $250,000 
are not federally insured at December 31, 2013 and 2012.  At December 31, 2013 and 2012, the 
aggregate amount of individual deposits including IRA deposits in excess of $100,000 was         
$31 million, for each year. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

 
 
NOTE F - DEPOSITS (CONTINUED) 
 
 Scheduled maturities of certificates of deposit are as follows: 
 
           December 31          
    2013       2012     
 (In thousands) 
 
 Within one year    $  22,311  $ 22,509 
 One to two years  7,850 6,034 
 Two to three years 1,377 5,052 
 Three to four years 3,148 752 
 Four to five years           432      2,856 
 
                             TOTALS $  35,118 $ 37,203 
 
 
NOTE G - FEDERAL INCOME TAXES  
 Year Ended December 31 
    2013       2012     
                                                                                                                           (In thousands) 
 
Income tax expense (benefit) is summarized as follows: 
 Federal: 
  Current $     (269) $      95 
    Deferred         62         28 
 
                                                                                            TOTALS  $     (207)  $    123 
 
Effective tax rates differ from federal statutory rate of 34% applied to income before income 
taxes due to the following: 
  
 Year Ended December 31 
    2013       2012     
                                                                                                                           (In thousands)  
Statutory tax (benefit) $     (146)            $      124 
Effect of nontaxable interest (30)                      (1) 
Bank owned life insurance, net          (31)                      -    
 
Actual tax (benefit) $     (207)            $      123 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 

 
NOTE G - FEDERAL INCOME TAXES (CONTINUED) 
 
 
The components of the net deferred federal income tax asset are as follows: 
 
  December 31  
    2013       2012   
                                                                                                                          (In thousands) 
Deferred tax liabilities: 
    Federal Home Loan Bank stock dividends $     (213)    $  (213) 
    Depreciation         (15)      (17) 
                                       TOTAL DEFERRED TAX LIABILITIES (228) (230) 
Deferred tax assets: 
    Unrealized losses on securities available for sale 1,092 3 
    Allowance for loan losses 87 104 
    Imputed loan interest 97 145 
    Loan fees          19        18  
                                        TOTAL DEFERRED TAX ASSETS     1,295      270 
 
                                                           NET DEFERRED FEDERAL 
                                                                   INCOME TAX ASSET $   1,067  $    40 
                                                          

The amount of federal income tax expense attributable to continuing operations may 
differ from the amount of expense that would result from applying domestic federal statutory 
rates to pre-tax income from continuing operations primarily due to statutory deduction 
limitations.   
 
 The Association was previously allowed a special bad debt deduction based on a 
percentage of earnings, generally limited to 8% of otherwise taxable income, or the amount of 
qualifying and nonqualifying loans outstanding and subject to certain limitations based on 
aggregate loans and savings account balances at the end of the calendar year.  If the amounts that 
qualified as deductions for federal income tax purposes are later used for purposes other than for 
bad debt losses, including distributions in liquidation, such distributions will be subject to federal 
income taxes at the then current corporate income tax rate.  Retained earnings at December 31, 
2013 includes approximately $2.5 million for which federal income taxes have not been 
provided. The amount of the unrecognized deferred tax liability relating to the cumulative 
percentage of earnings bad debt deduction totaled approximately $863,000 at December 31, 
2013. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

                                                               
 
NOTE H - FEDERAL HOME LOAN BANK ADVANCES AND OTHER DEBT 
 
 Federal Home Loan Bank (FHLB) advances are secured by $17.6 million of investment 
securities held in safekeeping at the FHLB and qualifying one-to-four family residential loans up 
to 125% of outstanding advances, or $24 million at December 31, 2013.  Advances issued by the 
FHLB are at either a variable or fixed rate of interest.  Additionally, some advances have a fixed 
rate for an initial period until a quarterly option exercisable by the FHLB may convert the issue 
to a variable rate.  Other advances have a fixed rate for an initial period until a quarterly put 
option exercisable by the FHLB would subject the advance to repayment or refinancing at 
prevailing interest rates.  Each convertible advance is subject to a prepayment penalty if paid 
prior to its maturity date, except when prior to maturity, an advance is converted to a variable 
rate.  In the event of such conversion, the advance may be prepaid without penalty at conversion 
and on a quarterly basis thereafter.  Each fixed rate or putable advance is subject to a prepayment 
penalty if paid prior to its maturity or put date, as applicable.  Cash management advances may 
be prepaid at any time without penalty.   
 
The following table summarizes the advances as of December 31, 2013. 
  
       Interest          Initial      Amount 
         Rate               Maturity       Conversion/Put (in thousands) 
 
 1.62% February, 2014 N/A (fixed) $   2,000  
 0.20% March, 2014 Variable  1,000 
 4.36% May, 2014  November, 2007 1,000  
 2.10% May, 2014  N/A (fixed) 1,000  
 1.84% January, 2015 N/A (fixed) 2,000 
 2.82% January, 2015 January, 2009 2,000  
 2.66% February, 2015 N/A (fixed) 3,000 
 2.39% April, 2016  N/A (fixed) 2,000 
 2.01% July, 2016  N/A (fixed) 1,000 
 1.38% September, 2016 N/A (fixed) 1,000 
 4.58% June, 2017  June, 2009     2,000 
 3.14% March, 2018 N/A (fixed) 1,000 
 1.96% December, 2018 N/A (fixed) 1,000 
 1.83% January, 2019 N/A (fixed)             1,000 
 2.14% January, 2020 N/A (fixed) 1,000  
 2.47% April, 2022 N/A (fixed)      2,000
 Weighted -    
 average 2.44%    TOTAL $ 24,000 
 
 At December 31, 2012, the outstanding advances from FHLB totaled $26 million at a 
weighted-average rate of 2.40%. 
 
 The Association maintains a $3.2 million unsecured line of credit and a $2.2 million 
unsecured line of credit with two other financial institutions.  At December 31, 2013 and 2012, 
the lines of credit were not used and were fully available.   
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

 
 
NOTE I - EMPLOYEE BENEFIT PLANS 
 
Stock Option Plan: 
 
 The Board of Directors adopted a Stock Option Plan that provided for the issuance of 
175,440 shares of authorized, but unissued shares of common stock at fair value at the date of 
grant.  During 1999, the Company granted options to purchase 157,896 shares at an exercise 
price of $12.53 per share. 
 

A summary of the status of the Company’s stock option plan as of December 31, 2013 
and 2012 and changes during the period ended on those dates is presented below: 
 
                      2013                                       2012                    
 Weighted-Average Weighted-Average 
 Shares      Exercise Price     Shares      Exercise Price     
 
Outstanding at beginning of year 11,148 $12.53 11,148 $12.53   
Granted    -    -    -    -    
Exercised     -    -    -    -    
Forfeited           -           -                      -          -    
  
Outstanding at end of year   11,148 $12.53   11,148  $12.53 
 
Options exercisable at year-end         11,148  $12.53   11,148       $12.53 
 
 
 The following information applies to options outstanding at December 31, 2013: 
 
 Number outstanding   11,148 
 Weighted-average exercise price   $12.53    
 Weighted-average remaining contractual life                                             1 year           
  
Employee Stock Ownership Plan: 
 
 The Company has an Employee Stock Ownership Plan (“ESOP”) which provides 
retirement benefits for all employees who have completed one year of service and have attained 
the age of 21.  Current FASB guidance requires the measure of compensation expense recorded 
by employers to equal the average fair value of ESOP shares allocated to participants during a 
given fiscal year.  As shares are committed to be released, the Company reports compensation 
expense equal to the current market price of the shares and the shares become outstanding for 
earnings per share computation.  The expense related to the ESOP totaled $70,000 for years 2013 
and 2012, respectively. 
 
 
 
  

 



 

49 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE J - PREFERRED STOCK 
 
 On December 22, 2006, pursuant to the common stockholders’ approval, 30,119 
preferred shares were issued in exchange for outstanding common shares, on a one-for-one basis, 
to all common shareholders of record owning 300 or less shares.  
 

Shareholders owning the Series A Preferred Stock are entitled to a 5% preference in the 
distribution of dividends when and if declared on the common stock. Shareholders owning 
preferred stock do not have voting rights except for matters pertaining to change in control, such 
as merger, share exchange or sale of substantially all Company assets. The Series A Preferred 
Stock automatically converts to shares of Common Stock immediately prior to a change in 
control. 

 
 

NOTE K - TREASURY STOCK 
 
 Historically, the Board of Directors has authorized the repurchase of its common and 
preferred stock in the open market or in private transactions. The repurchased shares are to be 
held in the treasury and used for general corporate purposes including use in the Company’s 
benefit plans. During 2013, the Company purchased 10,640 shares of common stock at a cost of   
$72,000 and 325 shares of preferred stock at a cost of $2,000. During 2012, the Company 
purchased 9,945 shares of common stock at a cost of $69,000 and 900 shares of preferred stock 
at a cost of $7,000.   
 

 
NOTE L - COMMITMENTS AND CONTINGENCIES 
 
 The Association is a party to financial instruments with off-balance sheet risk in the 
normal course of business to meet the financing needs of its customers including commitments to 
extend credit. Such commitments involve, to varying degrees, elements of credit and interest-rate 
risk in excess of the amount recognized in the statement of financial condition.  The contract or 
notional amounts of the commitments reflect the extent of the Association’s involvement in such 
financial instruments. 
 
 The Association’s exposure to credit loss in the event of nonperformance by the other 
party to the financial instrument for commitments to extend credit is represented by the 
contractual notional amount of those instruments.  The Association uses the same credit policies 
in making commitments and conditional obligations as those utilized for on-balance sheet 
instruments.  

 
 
 
 
 
 
 

 



 

50 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 

 
 
NOTE L - COMMITMENTS AND CONTINGENCIES (CONTINUED) 
 

          
From time to time, and in the ordinary course of business, the Company becomes a party 

to matters of litigation.  In the opinion of management, after consultation with legal counsel, the 
ultimate disposition of any claim, asserted or unasserted, is not expected to have a material effect 
on the Company’s consolidated financial statements.                                       
 
 
NOTE M - FAIR VALUE MEASUREMENTS 
 
 Fair value is the exchange price that would be received for an asset or paid to transfer a 
liability (exit price) in the principal or most advantageous market for the asset or liability in an 
orderly transaction between market participants on the measurement date.  
 
There are three levels of inputs that may be used to measure fair values: 
 

 Level 1 – Unadjusted quoted prices in active markets that are accessible at the 
measurement date for identical, unrestricted assets. 

 
 Level 2  – Significant other observable inputs other than Level 1 prices such as quoted 

prices in markets that are not active, quoted prices for similar assets, or other inputs that 
are observable, either directly or indirectly, for substantially the full term of the asset. 

 
 Level 3 – 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. 

 
 A financial instrument’s level within the fair value hierarchy is based on the lowest level 
of input that is significant to the fair value measurement. 
 
 
 
 
 
 
 
 

 

 At December 31, 2013, the Association had outstanding commitments of approximately  
$1.5 million to originate primarily variable rate commercial real estate loans and $1.8 million of 
variable rate home equity lines of credit.  The average interest rate of loan commitments and 
home equity lines of credit was 5.00% at December 31, 2013.  In the opinion of management, the 
outstanding loan commitments equaled or exceeded prevalent market interest rates and such 
loans were underwritten in accordance with normal underwriting policies, and all commitments 
will be funded via cash flow from operations and existing excess liquidity. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE M - FAIR VALUE MEASUREMENTS (CONTINUED)  
 
 Impaired loans are evaluated and valued at the time the loan is identified as impaired, at 
the lower of cost or fair value.  Fair value is measured based on the value of the collateral 
securing these loans and is classified at a Level 3 in the fair value hierarchy.  Collateral may be 
real estate and/or business assets including equipment, inventory and/or accounts receivable and 
is determined based on appraisals performed by qualified licensed appraisers hired by the 
Company.  Appraised and reported values may be discounted based on management’s historical 
knowledge, changes in market conditions from the time of valuation, and/or management’s 
expertise and knowledge of the client and client’s business. Such discounts are typically 
significant and result in a Level 3 classification of the inputs for determining fair value.  
Impaired loans are reviewed and evaluated on at least a quarterly basis for additional impairment 
and adjusted accordingly, based on the same factors identified above. 
 
 Level 3 is for positions that are not traded in active markets or are subject to transfer 
restrictions, and/or where valuations are adjusted to reflect illiquidity and/or non-transferability.  
Such adjustments are generally based on available market evidence.  In the absence of such 
evidence, management’s best estimate is used.  At December 31, 2013 and 2012, the Company 
had one investment that was classified as a Level 3 investment, which is the investment in a 
limited partnership discussed in Note D.  Management’s best estimate of fair value is based on 
the adjusted cost of the investment determined from both internal and external support on the 
Level 3 investment. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE M - FAIR VALUE MEASUREMENTS (CONTINUED) 
 
 
 Financial Assets and Liabilities Measured on a Recurring Basis 
 
 Assets measured at fair value on a recurring basis are as follows: 
 
    Fair Value Measurements at Reporting Date Using      
      Quoted Prices    Significant 
  In Active Markets  Significant Other Unobservable 
                                         December 31,  For Identical Assets Observable Inputs      Inputs 
         Description                  2013              (Level 1)                (Level 2)            (Level 3)   
             (In thousands) 
Available-for-sale 
  securities:                               
     CMOs                             $18,484                 $18,484    $       -    $       -    
     Mortgage-backed     9,647 9,647 -            -    
     U.S. agencies  27,762 27,762 
     Municipal bonds    5,744        5,744           -             -    
   61,637 61,637 -             -    
Real estate investment- 
  limited partnership          38           -              -                         38  
   
  TOTALS      $61,675 $61,637 $        -     $      38          
 
 
    Fair Value Measurements at Reporting Date Using      
      Quoted Prices    Significant 
  In Active Markets  Significant Other Unobservable 
                                         December 31,  For Identical Assets Observable Inputs      Inputs 
         Description                  2012             (Level 1)                (Level 2)            (Level 3)   
             (In thousands) 
Available-for-sale 
  securities: 
     CMOs $25,702    $25,702       $       -    $       -    
     Mortgage-backed 2,849 2,849 -             -    
          U.S. agencies 31,578 31,578    -     -     
     Municipal bonds     276           276           -             -    
   60,405 60,405 -             -    
Real estate investment- 
  limited partnership          38            -              -            38 
 
  TOTALS      $60,443 $60,405 $        -    $      38 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 

 
NOTE M - FAIR VALUE MEASUREMENTS (CONTINUED) 
 

Fair Value Measurements Using Significant Unobservable Inputs (Level 3) 
 

  Fair Value Measurements Using 
  Significant Unobservable Inputs 
                     (Level 3)                   
          Real Estate Investment- 
           Limited Partnership              
    2013     2012   
                           (In thousands) 
 January 1 balance  $  38         $ 64 
 Total realized/unrealized losses included in  
     changes in stockholders’ equity           -     (26) 
 
            December 31 balance $  38 $  38 
 
 
Financial Assets and Liabilities Measured on a Non-Recurring Basis 
 
 Financial assets and liabilities measured at fair value on a non-recurring basis are as 
follows:    
 
 Quoted Prices Significant 
    in Active   Other  Significant 
   Markets for Observable  Unobservable 
 Identical Assets    Inputs      Inputs 
               Description                  Total       (Level 1)         (Level 2)      (Level 3)       
  (In thousands) 
 
 Assets at December 31, 2013 
    Impaired loans $ 1,045          $       -    $       -    $ 1,045         
 
 Assets at December 31, 2012 
    Impaired loans $ 1,508 $       -    $       -    $ 1,508 
 

The valuation methodology used to measure the fair value of these loans is described 
earlier in the Note. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE M - FAIR VALUE MEASUREMENTS (CONTINUED)  
 
Nonfinancial Assets and Liabilities Measured on a Non-Recurring Basis 
 
 Nonfinancial assets and liabilities measured at fair value on a non-recurring basis are as 
follows: 
 
 Quoted Prices Significant 
    in Active   Other  Significant 
   Markets for Observable  Unobservable 
 Identical Assets    Inputs      Inputs 
               Description                  Total       (Level 1)         (Level 2)      (Level 3)       
  (In thousands) 
 
 Assets at December 31, 2013 
   Other real estate owned and 
     foreclosed assets $   422  $     -   $      -    $  422 
 
 Assets at December 31, 2012 
   Other real estate owned and 
     foreclosed assets      $     94  $     -   $      -    $    94 

 
Other real estate owned is valued at the time the loan is foreclosed upon and the asset is 

transferred to other real estate owned.  The value is based primarily on third-party appraisals, 
less costs to sell. The appraisals are generally discounted based on management’s historical 
knowledge, changes in market conditions from the time of valuation, and/or management’s 
expertise and knowledge of the client and client’s business.  Such discounts are typically 
significant and result in a Level 3 classification of the inputs for determining fair value. Other 
real estate owned is reviewed and evaluated on at least an annual basis for additional impairment 
and adjusted accordingly, based on the same factors identified above. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE M - FAIR VALUE MEASUREMENTS (CONTINUED) 
 
Financial Instruments:  
 
 The following table shows carrying values and the related estimated fair values of 
financial instruments at December 31, 2013 and 2012.   
 
                                   December 31                         
                 2013                            2012              
  Estimated Estimated 
 Carrying        Fair Carrying     Fair 
 Amounts     Value     Amounts    Value     
                                         (In thousands)  
 
Cash and equivalents $ 5,454 $ 5,454    $ 15,479 $ 15,479    
Securities:                                                                    
  Available for sale 61,637 61,637 60,405 60,405 
  Held to maturity 1,014 955 17 19 
  Federal Home Loan Bank (FHLB) stock 1,327 1,327 1,327 1,327 
Loans 21,452 21,696 23,590 23,770 
Accrued interest receivable 323 323 391 391 
Deposits:    
  Checking, savings and money market (26,992) (26,992) (25,536) (25,536) 
  Certificates of deposit (35,118) (35,025) (37,203) (37,305) 
Accrued interest payable (64) (64) (73) (73) 
Notes payable (24,000) (24,489) (26,000) (26,884) 
 
 For purposes of the above disclosures of estimated fair value, the following assumptions 
were used:  the estimated fair value for cash and equivalents and accrued interest was considered 
to approximate cost; the estimated fair value for securities was based on quoted market values 
for the individual securities or for equivalent securities; the estimated fair value of FHLB stock 
was based on carrying value; the estimated fair value for loans was based on estimates of the rate 
the Association would charge for similar loans at December 31, 2013 and 2012, respectively, 
applied over estimated payment periods; the estimated fair value for demand and savings 
deposits was based on their carrying value; the estimated fair value for certificates of deposit was 
based on estimates of the rate the Company would pay on such obligations at December 31, 2013 
and 2012, respectively, applied for the time period until maturity; the fair value of the advances 
at December 31, 2013 and 2012 was determined with reference to rates in effect for similar 
lending arrangements; and the estimated fair value of commitments was not material.   
 

While these estimates of fair values are based on management’s judgment of appropriate 
factors, there is no assurance that, if the Company had disposed of such items at December 31, 
2013 or 2012, the estimated fair values would necessarily have been achieved at that date, since 
market values may differ depending on various circumstances.  The estimated fair values at 
December 31, 2013 should not be considered to apply at any subsequent date. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 

NOTE N - REGULATORY CAPITAL 
 
 The Association is subject to minimum capital requirements promulgated by the Office of 
the Comptroller of the Currency (“OCC”), the Federal Deposit Insurance Corporation, and the 
Federal Reserve.  Failure to meet minimum capital requirements can initiate certain mandatory, 
and possibly additional discretionary, actions by regulators that, if undertaken, could have a 
direct material effect on the Company’s financial statements.  Under capital adequacy guidelines 
and the regulatory framework for prompt corrective action, the Association must meet specific 
capital guidelines that involve quantitative measures of the Association’s assets, liabilities, and 
certain off-balance-sheet items as calculated under regulatory accounting practices.  The 
Association’s capital amounts and classifications are also subject to qualitative judgments by the 
regulators about components, risk weightings, and other factors.  Such minimum capital 
standards generally require the maintenance of regulatory capital sufficient to meet each of three 
tests, hereinafter described as the tangible capital requirement, the tier 1 core capital requirement 
and the total risk-based capital requirement.   
 

The tangible capital requirement provides for minimum tangible capital (defined as 
stockholders’ equity less all intangible assets) equal to 1.5% of adjusted total assets.  The tier 1 
core capital requirement provides for minimum core capital (tangible capital plus certain forms 
of supervisory goodwill and other qualifying intangible assets) generally equal to 4.0% of 
adjusted total assets except for those associations with the highest examination rating and 
acceptable levels of risk. The total risk-based capital requirement currently provides for the 
maintenance of core capital plus general loan loss allowances equal to 8.0% of risk-weighted 
assets.  In computing risk-weighted assets, the Association multiplies the value of each asset on 
its statement of financial condition by a defined risk-weighting factor, e.g., one to four-family 
residential loans carry a risk-weighted factor of 50%. 
 
 During the year 2012, the Association was notified by the OCC, which replaced the 
Office of Thrift Supervision (“OTS”) on July 21, 2011, that it was categorized as “well 
capitalized” under the framework for prompt corrective action.  To be categorized as “well 
capitalized,” the Association must maintain capital ratios as set forth in the following schedule. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
 NOTE N - REGULATORY CAPITAL (CONTINUED) 
 

As of December 31, 2013 and 2012, management believes that the Association met all 
capital adequacy requirements to which it was subject. 
 
2013: 
    To be “Well 
    Capitalized” under 
                        To be Adequately        Prompt Corrective 
          Actual                  Capitalized        Action Provisions  
 Amount Ratio    Amount   Ratio   Amount  Ratio  
        (Dollars in thousands) 
 
Tier 1 core capital $ 12,553    13.0% ≥$3,872     ≥  4.0%           ≥$4,840  ≥  5.0% 
 
Total risk-based capital $ 12,809    35.9% ≥$2,852     ≥  8.0% ≥$3,565  ≥10.0% 
 
Tier 1 risk-based capital $ 12,553    35.2% ≥$1,426     ≥  4.0% ≥$2,139 ≥  6.0% 
  
Tangible capital                            $ 12,553         13.0%   ≥$1,452     ≥  1.5%          *  * 
 
 
2012:   
    To be “Well 
    Capitalized” under 
                        To be Adequately        Prompt Corrective 
          Actual                  Capitalized        Action Provisions  
 Amount Ratio    Amount   Ratio   Amount  Ratio  
        (Dollars in thousands) 
 
Tier 1 core capital $ 12,740        12.5%   ≥$4,069     ≥  4.0%          ≥$5,087  ≥  5.0%  
 
Total risk-based capital $ 13,045    39.6%        ≥$2,636     ≥  8.0% ≥$3,295  ≥10.0% 
 
Tier 1 risk-based capital $ 12,740         38.7%        ≥$1,318     ≥  4.0% ≥$1,977 ≥  6.0% 
 
Tangible capital                            $ 12,740         12.5%    ≥$1,526     ≥  1.5%          *  * 
 
*Ratio is not required under regulations 
 

The Association’s management believes that, under the current regulatory capital 
regulations, the Association will continue to meet its minimum capital requirements in the 
foreseeable future.  However, events beyond the control of the Association, such as increased 
interest rates or a downturn in the economy in the primary market area, could adversely affect 
future earnings and, consequently, the ability to meet future minimum regulatory capital 
requirements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 

NOTE N - REGULATORY CAPITAL (CONTINUED) 
 
The Association is subject to regulations imposed by the OCC regarding the amount of 

capital distributions payable to the Company.  Generally, the Association’s payment of dividends 
is limited, without prior OCC approval, to net earnings for the current calendar year plus the two 
preceding calendar years, less capital distributions paid over the comparable time period.  Insured 
institutions are required to file an application with the OCC for capital distributions in excess of 
this limitation.  The Association must also give notice to the Federal Reserve Bank of Cleveland 
prior to declaring a dividend to the Company. 
 

 
NOTE O - CONDENSED FINANCIAL STATEMENTS OF FIRST NILES FINANCIAL, INC. 
 
 The following condensed financial statements summarize the financial position of First 
Niles Financial, Inc. as of December 31, 2013 and 2012, and the results of its operations and its 
cash flows for the years then ended. 
 

CONDENSED STATEMENTS OF FINANCIAL CONDITION 
First Niles Financial, Inc. 

 (In thousands) 
       December 31       
     2013        2012    
 
ASSETS 
 
Cash and cash equivalents: 
  Noninterest bearing $         7 $         9  
  Interest bearing             265        676 
 272 685 
Investment in Home Federal Savings and 
   Loan Association of Niles 10,431 12,773 
Prepaid federal income tax        318          49 
  
                                                                                    TOTAL ASSETS  $11,021   $13,467 
 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
 
Accounts payable to Home Federal Savings 
   and Loan Association of Niles $     606   $     317  
Accrued expenses            29          27 
  TOTAL LIABILITIES     635  344 
Stockholders' equity               10,386   13,123 
 
   TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $11,021  $13,467 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

 
FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 

 
December 31, 2013 and 2012 

 
 
 

NOTE O - CONDENSED FINANCIAL STATEMENTS OF FIRST NILES FINANCIAL, INC.                    
   (CONTINUED) 

 
CONDENSED STATEMENTS OF INCOME 

First Niles Financial, Inc. 
 (In thousands) 

 
  Year Ended December 31 
    2013     2012    
 
Interest Income  $       1   $         1 
    TOTAL REVENUE  1  1 
 
General and administrative expenses       148          159 
   LOSS BEFORE INCOME TAX CREDITS AND  
                 EQUITY IN EARNINGS (LOSS) OF SUBSIDIARY  (147)   (158) 
 
Income tax credits         (50)          (54) 
           LOSS BEFORE EQUITY IN 
                                                  EARNINGS (LOSS) OF SUBSIDIARY (97)  (104) 
 
Equity in earnings (loss) of subsidiary                                                                 (187)          345 
 
        NET INCOME (LOSS)     $   (284)      $     241 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

FIRST NILES FINANCIAL, INC. AND SUBSIDIARY 
 

December 31, 2013 and 2012 
 
 
 
NOTE O - CONDENSED FINANCIAL STATEMENTS OF FIRST NILES FINANCIAL, INC. 
    (CONTINUED) 
 

CONDENSED STATEMENTS OF CASH FLOWS 
First Niles Financial, Inc. 

 (In thousands) 
  Year Ended December 31 
      2013     2012   
Cash flows from operating activities: 
  Net income (loss) for the period $    (284) $    241 
  Adjustments to reconcile net income (loss) to net cash 
    provided by (used in) operating activities: 
      Excess distributions from consolidated subsidiary 187 355 
      Net decrease in due from subsidiary, accrued interest 
         and prepaid expenses 21 17 
      Increase in accounts payable and accrued expense            2          2 
  NET CASH PROVIDED BY 
                                                   (USED IN) OPERATING ACTIVITIES (74) 615 
 
Cash flows from investing activities: 
  Net increase (decrease) in interest-bearing deposits        410     (175) 
                                                                    NET CASH PROVIDED BY 
                                                    (USED IN) INVESTING ACTIVITIES           410                  (175) 
    
Cash flows from financing activities: 
   Purchase of treasury stock (74) (77) 
   Dividends paid             (264)     (371) 
        NET CASH USED IN 
  FINANCING ACTIVITIES       (338)     (448) 
 
                   NET DECREASE IN CASH 
                 AND CASH EQUIVALENTS (2) (8) 
  
Cash and cash equivalents at beginning of period                     9         17 
 
                 CASH AND CASH EQUIVALENTS AT END OF PERIOD      $         7  $        9 
 
 
NOTE P - SUBSEQUENT EVENT 
 
 The Company has evaluated all subsequent events through March 7, 2014, the date the 
financial statements were available to be issued.  
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FIRST NILES FINANCIAL, INC. 
STOCKHOLDER INFORMATION 

 
 
 
ANNUAL MEETING 
 
The annual meeting of stockholders will be held at 2:00 p.m. local time, Wednesday, April 30, 2014, 
at the main office of First Niles, located at 55 North Main Street, Niles, Ohio. 
 
 
COMMON STOCK AND DIVIDENDS  

 
Before December 2006, First Niles Financial, Inc.’s common stock traded on The Nasdaq SmallCap 
Market under the symbol “FNFI.”  As a result of a stockholder-approved “going private” transaction 
in December 2006, the Company’s stock is now quoted on the OTCQB under the symbol “FNFI.” 
 
As of December 31, 2013, the Company had issued 1,724,741 shares of common stock with 
1,113,172 outstanding held by approximately 121 stockholders of record.  At the same date the 
Company had issued 29,670 shares of preferred stock with 24,856 shares outstanding held by 
approximately 186 stockholders of record.  
 
The table below presents the quarterly range of high and low sales prices of First Niles’ common 
stock for 2012 and 2013, as well as the amount of cash distributions declared during the stated 
periods.  The price information set forth in the table below was provided by an independent outside 
source.   
 
   Cash 

Dividends 
Declared 

   
 HIGH LOW 
    
First Quarter (ended March 31, 2012)   $10.00 $7.00 $0.08 
Second Quarter (ended June 30, 2012)   $10.00 $8.01 $0.08 
Third Quarter (ended September 30, 2012)   $8.10 $6.60 $0.08 
Fourth Quarter (ended December 31, 2012)     $7.15 $6.00 $0.08 
    
First Quarter (ended March 31, 2013)   $7.25 $6.50 $0.08 
Second Quarter (ended June 30, 2013)        $10.00 $6.10 $0.05 
Third Quarter (ended September 30, 2013)  $8.49 $6.50 $0.05 
Fourth Quarter (ended December 31, 2013)  $6.99 $6.00 $0.05 
    
 
Dividend payment decisions are made with consideration of a variety of factors including earnings, 
financial condition, market considerations and regulatory restrictions.  Restrictions on dividend 
payments are described in Note N of the Notes to Consolidated Financial Statements included in this 
Annual Report. 
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STOCKHOLDER  
AND GENERAL INQUIRIES 

  
TRANSFER AGENT 

   
Lawrence Safarek, President 
First Niles Financial, Inc. 
55 North Main Street 
Niles, Ohio  44446 
(330) 652-2539 

 Computershare  
P.O. Box 30170 
College Station, TX 77842-3170 
(888) 294-8217 (toll free) 
http://www.computershare.com/investor 

  
 
 
ANNUAL AND OTHER REPORTS 
 
Copies of the Company’s Annual Report can be obtained, without cost, by writing or calling:  First 
Niles Financial, Inc. Investor Relations, Attn: Lawrence Safarek, President, 55 North Main Street, 
Niles, Ohio  44446, telephone (330) 652-2539. 
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FIRST NILES FINANCIAL,  INC. 
CORPORATE INFORMATION 

 
  

COMPANY AND BANK ADDRESS  
 

 
 
55 North Main Street 
Niles, Ohio  44446 

Telephone: (330) 652-2539  
Fax:  (330) 652-0911 
  

 
BOARD OF DIRECTORS 
 
LAWRENCE SAFAREK 

President and Chief Executive Officer of 
First Niles Financial, Inc. and Home 
Federal Savings and Loan Association of 
Niles 
 

DANIEL E. CSONTOS 
Vice President and Treasurer of First Niles 
Financial, Inc. and Home Federal Savings 
and Loan Association of Niles 

 
P. JAMES KRAMER 

Chairman, First Niles Financial, Inc. and 
Home Federal Savings and Loan 
Association of Niles 
 
President, Wm. Kramer & Sons 

 
WILLIAM EDDY 

President, Clinic of Osteopathic Medicine, 
Inc. 
 

ROBERT I. SHAKER 
Partner, Law Firm of Shaker & Shaker 

 

  
EXECUTIVE OFFICERS 
 
LAWRENCE SAFAREK 

President and Chief Executive Officer of 
First Niles Financial, Inc. and Home 
Federal Savings and Loan Association of 
Niles 

 
DANIEL E. CSONTOS 

Vice President and Treasurer of First Niles 
Financial, Inc. and Home Federal Savings 
and Loan Association of Niles 

 
 
 
 
 

 
 
INDEPENDENT AUDITORS 
 
ANNESS, GERLACH & WILLIAMS, 
a Professional Corporation 
Certified Public Accountants 
1275 Boardman-Canfield Road 
Youngstown, Ohio  44513 

  
SPECIAL COUNSEL 
 
GRADY & ASSOCIATES 
20220 Center Ridge Road, Suite 300 
Rocky River, Ohio  44116 

 







Home Federal
Savings and Loan Association of Niles
55 North Main St • P.O. Box 311 • Niles, Ohio 44446-0311

330 652-2539




