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company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o
Non-accelerated filer o Smaller reporting company þ
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yes o No þ

The aggregate value of the voting stock held by non-affiliates of the registrant, computed by reference to the closing
price of the Common Stock as of March 31, 2013 was $13.4 million. As of December 15, 2013, there were 5,811,394
outstanding shares of the registrant’s Common Stock, including 3,200,450 shares owned by Magyar Bancorp, MHC,
the registrant’s mutual holding company.
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PART I

ITEM 1. Business

Forward Looking Statements

We have included or incorporated by reference in this Annual Report on Form 10-K, and from time to time our
management may make, statements that may constitute “forward-looking statement” within the meaning of the safe
harbour provisions of the U.S. Private Securities Litigation Reform Act of 1995. Forward-looking statements are not
historical facts but instead represent only our beliefs regarding future events, many of which, by their nature, are
inherently uncertain and outside our control. These statements include statements other than historical information or
statements of current condition and may relate to our future plans and objectives and results, as well as statements
about the objective and effectiveness of our risk management and liquidity policies, statements about trends in or
growth opportunities for our business, statements about our future status, and activities or reporting under U.S.
banking and financial regulation. Forward-looking statements generally are identified by the words “believe,” “project,”
“expect,” “anticipate,” “estimate,” “intend,” “strategy,” “future,” “opportunity,” “plan,” “may,” “should,” “will,” “would,” “will be,” “will continue,”
“will likely result,” and similar expressions. By identifying these statements for you in this manner, we are alerting you
to the possibility that our actual results and financial condition may differ, possibly materially, from the anticipated
results and financial condition indicated in these forward-looking statements. Important factors that could cause our
actual results and financial condition to differ from those indicated in the forward-looking statements include, among
others, those discussed below and under “Risk Factors” in Part 1, Item 1A of this Annual Report on Form 10-K.

Magyar Bancorp, MHC

Magyar Bancorp, MHC is the New Jersey-chartered mutual holding company of Magyar Bancorp, Inc. Magyar
Bancorp, MHC’s only business is the ownership of 54.03% of the issued shares of common stock of Magyar Bancorp,
Inc. So long as Magyar Bancorp, MHC exists, it will be required to own a majority of the voting stock of Magyar
Bancorp, Inc. The executive office of Magyar Bancorp, MHC is located at 400 Somerset Street, New Brunswick, New
Jersey 08901, and its telephone number is (732) 342-7600. Magyar Bancorp, MHC is subject to comprehensive
regulation and examination by the Board of Governors of the Federal Reserve System and the New Jersey Department
of Banking and Insurance.

Magyar Bancorp, Inc.
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Magyar Bancorp, Inc. is the mid-tier stock holding company of Magyar Bank. Magyar Bancorp, Inc. is a
Delaware-chartered corporation and owns 100% of the outstanding shares of common stock of Magyar Bank. Magyar
Bancorp, Inc. has not engaged in any significant business activity other than owning all of the shares of common stock
of Magyar Bank. At September 30, 2013, Magyar Bancorp, Inc. had consolidated assets of $537.7 million, total
deposits of $453.3 million and stockholders’ equity of $45.3 million. The executive offices of Magyar Bancorp, Inc.
are located at 400 Somerset Street, New Brunswick, New Jersey 08901, and its telephone number is (732) 342-7600.
Magyar Bancorp, Inc. is subject to comprehensive regulation and examination by the Board of Governors of the
Federal Reserve System and the New Jersey Department of Banking and Insurance.

Magyar Bank

Magyar Bank is a New Jersey-chartered savings bank headquartered in New Brunswick, New Jersey that was
originally founded in 1922 as a New Jersey building and loan association. In 1954, Magyar Bank converted to a New
Jersey savings and loan association, before converting to the New Jersey savings bank charter in 1993. We conduct
business from our main office located at 400 Somerset Street, New Brunswick, New Jersey, and our six branch offices
located in New Brunswick, North Brunswick, South Brunswick, Branchburg, Bridgewater, and North Edison, New
Jersey. The telephone number at our main office is (732) 342-7600.

General

Our principal business consists of attracting retail deposits from the general public in the areas surrounding our main
office in New Brunswick, New Jersey and our branch offices located in Middlesex and Somerset Counties, New
Jersey, and investing those deposits, together with funds generated from operations and wholesale funding, in
residential mortgage loans, home equity loans, home equity lines of credit, commercial real estate loans, commercial
business loans, Small Business Administration (“SBA”) loans, construction loans and investment securities. We also
originate consumer loans, which consist primarily of secured demand loans. We originate loans primarily for our loan
portfolio. However, from time to time we have sold some of our long-term fixed-rate residential mortgage loans into
the secondary market, while retaining the servicing rights for such loans. Our revenues are derived principally from
interest on loans and securities. Our investment securities consist primarily of mortgage-backed securities and U.S.
Government and government-sponsored enterprise obligations. We also generate revenues from fees and service
charges. Our primary sources of funds are deposits, borrowings and principal and interest payments on loans and
securities. We are subject to comprehensive regulation and examination by the New Jersey Department of Banking
and Insurance and the Federal Deposit Insurance Corporation.

2
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Market Area

We are headquartered in New Brunswick, New Jersey, and our primary deposit market area is concentrated in the
communities surrounding our headquarters branch and our branch offices located in Middlesex and Somerset
Counties, New Jersey. Our primary lending market area is broader than our deposit market area and includes all of
New Jersey.

The economy of our primary market area is largely urban and suburban with a broad economic base that is typical for
counties surrounding the New York metropolitan area. The median household income in Middlesex and Somerset
county rank among the highest in the nation.

Competition

We face intense competition within our market area both in making loans and attracting deposits. Our market area has
a high concentration of financial institutions including large money center and regional banks, community banks and
credit unions. Some of our competitors offer products and services that we currently do not offer, such as trust
services and private banking. According to the Federal Deposit Insurance Corporation’s annual Summary of Deposit
report, at June 30, 2013 our market share of deposits was 1.50% and 0.70% in Middlesex and Somerset Counties,
respectively. Our market share of deposits was 1.51% and 0.58%, respectively, at June 30, 2012.

Our competition for loans and deposits comes principally from commercial banks, savings institutions, mortgage
banking firms and credit unions. We face additional competition for deposits from short-term money market funds,
brokerage firms, mutual funds and insurance companies. Our primary focus is to build and develop profitable
customer relationships across all lines of business while maintaining our role as a community bank.

Lending Activities

We originate residential mortgage loans to purchase or refinance residential real property. Residential mortgage loans
represented $153.0 million, or 38.3% of our total loans at September 30, 2013. Historically, we have not originated a
significant number of loans for the purpose of reselling them in the secondary market. In the future, however, to help
manage interest rate risk and to increase fee income, we may increase our origination and sale of residential mortgage
loans. No loans were held for sale at September 30, 2013. We also originate commercial real estate, commercial
business and construction loans. At September 30, 2013, these loans totaled $163.3 million, $34.5 million and $16.7
million, respectively. We also offer consumer loans, which consist primarily of home equity lines of credit and
stock-secured demand loans. At September 30, 2013, home equity lines of credit and stock-secured demand loans
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totaled $20.3 million and $11.6 million, respectively.

Loan Portfolio Composition. The following table sets forth the composition of our loan portfolio by type of loan, at
the dates indicated. 
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September 30,
2013 2012 2011 2010 2009
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollars in thousands)

One-to four-family residential $152,977 38.30% $157,536 40.50% $159,228 41.37% $165,462 40.50% $172,415 38.76%
Commercial real estate 163,368 40.90% 148,806 38.30% 120,994 31.44% 116,222 28.45% 105,764 23.78%
Construction 16,749 4.20% 17,952 4.60% 34,144 8.87% 57,086 13.97% 93,217 20.96%
Home equity lines of credit 20,349 5.10% 23,435 6.00% 22,352 5.81% 22,823 5.59% 22,528 5.07%
Commercial business 34,492 8.60% 29,930 7.70% 36,195 9.41% 33,676 8.24% 37,372 8.40%
Other 11,631 2.90% 11,265 2.90% 11,945 3.10% 13,277 3.25% 13,484 3.03%
Total loans receivable $399,566 100.00% $388,924 100.00% $384,858 100.00% $408,546 100.00% $444,780 100.00%
Net deferred loan costs 247 204 208 106 24
Allowance for loan losses (3,013 ) (3,858 ) (3,812 ) (4,766 ) (5,807 )
Total loans receivable, net $396,800 $385,270 $381,254 $403,886 $438,997

Loan Portfolio Maturities and Yields. The following table summarizes the scheduled repayments of our loan
portfolio at September 30, 2013. Demand loans, loans having no stated repayment schedule or maturity, and overdraft
loans are reported as being due in one year or less.

One-to-Four Family Commercial Home Equity
Residential Real Estate Construction Lines of Credit

Due During the Weighted Weighted Weighted Weighted
Fiscal Years Ending Average Average Average Average
September 30, Amount Rate Amount Rate Amount Rate Amount Rate

(Dollars in thousands)

2014 $10,458 4.76% $25,907 4.99% $15,362 5.71% $4,569 4.43%
2015 2,114 3.32% 6,390 4.22% 1,387 3.81% — —
2016 397 5.48% 3,628 5.14% — — — —
2017 to 2018 6,653 4.75% 3,917 5.25% — — — —
2019 to 2023 7,731 4.44% 12,478 4.88% — — 172 3.87%
2024 to 2028 15,509 3.83% 11,343 4.60% — — 905 3.31%
2029 and beyond 110,115 4.54% 99,705 5.09% — — 14,703 3.66%
          Total $152,977 4.47% $163,368 5.00% $16,749 5.55% $20,349 3.82%

Commercial
Business Other Total

Due During the Weighted Weighted Weighted
Fiscal Years Ending Average Average Average
September 30, Amount Rate Amount Rate Amount Rate

(Dollars in thousands)

2014 $22,642 4.11% $204 3.28% $79,142 4.81%
2015 377 5.86% 15 6.99% 10,283 4.04%
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2016 4,148 3.78% 90 7.16% 8,263 4.50%
2017 to 2018 3,773 4.96% 24 9.67% 14,367 4.95%
2019 to 2023 1,682 5.39% 54 5.00% 22,117 4.76%
2024 to 2028 930 4.21% — — 28,687 4.13%
2029 and beyond 940 4.85% 11,244 2.63% 236,707 4.63%
          Total $34,492 4.27% $11,631 2.70% $399,566 4.63%

The following table sets forth the scheduled repayments of fixed- and adjustable-rate loans at September 30, 2013 that
are contractually due after September 30, 2014.
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Due After September 30, 2014
Fixed Adjustable Total
(Dollars in thousands)

One-to four-family residential $94,097 $ 48,422 $142,519
Commercial real estate 15,792 121,669 137,461
Construction 1,101 286 1,387
Home equity lines of credit 52 15,728 15,780
Commercial business 4,680 7,170 11,850
Other 40 11,387 11,427

          Total $115,762 $ 204,662 $320,424

Residential Mortgage Loans. We originate residential mortgage loans, most of which are secured by properties
located in our primary market area and most of which we hold in portfolio. At September 30, 2013, $153.0 million, or
38.3% of our total loan portfolio, consisted of residential mortgage loans (including home equity loans). Residential
mortgage loan originations are generally obtained from our in-house loan representatives, from existing or past
customers, through advertising, and through referrals from local builders, real estate brokers and attorneys, and are
underwritten pursuant to Magyar Bank’s policies and standards. Generally, residential mortgage loans are originated in
amounts up to 80% of the lesser of the appraised value or purchase price of the property, with private mortgage
insurance required on loans with a loan-to-value ratio in excess of 80%. We generally will not make residential
mortgage loans with a loan-to-value ratio in excess of 95%, which is the upper limit that has been established by the
Board of Directors. Mortgage loans have been primarily originated for terms of up to 30 years. Magyar Bank has not
participated in “sub-prime” (mortgages granted to borrowers whose credit history is not sufficient to get a conventional
mortgage) or option ARM mortgage lending. At September 30, 2013, non-performing residential mortgage loans
totaled $8.5 million, or 5.6% of the total residential loan portfolio. Interest income of $229,000 would have been
recorded on non-performing residential mortgage loans for the year ended September 30, 2013, if they had been
current in accordance with their original terms. During the year ended September 30, 2013, $491,000 was charged-off
against the allowance for loan loss for nine impaired residential real estate loans.

We also originate home equity loans secured by residences located in our market area. The underwriting standards we
use for home equity loans include a determination of the applicant’s credit history, an assessment of the applicant’s
ability to meet existing obligations, the ongoing payments on the proposed loan and the value of the collateral
securing the loan. The maximum combined (first and second mortgage liens) loan-to-value ratio for home equity loans
and home equity lines of credit is 80%. Home equity loans are generally offered with fixed rates of interest with the
loan amount not to exceed $500,000 and with terms of up to 30 years.

Generally, all fixed-rate residential mortgage loans are underwritten according to Federal Home Loan Mortgage
Corporation (“Freddie Mac”) guidelines, policies and procedures. Historically, we have not originated a significant
number of loans for the purpose of reselling them in the secondary market. However, to help manage interest rate risk
and to increase fee income during fiscal year 2013, four fixed-rate loans totaling $1.0 million were sold to Freddie
Mac. In the future we may increase our origination and sale of fixed-rate residential mortgage loans to help manage
interest rate risk and to increase fee income. No loans were held for sale at September 30, 2013.

We generally do not purchase residential mortgage loans, except for loans to low-income borrowers to enhance our
Community Reinvestment Act performance. At September 30, 2013, we had $1.2 million of purchased one-to
four-family residential mortgage loans. No loans were purchased in the fiscal year ended September 30, 2013.
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At September 30, 2013, we had $101.8 million of fixed-rate residential mortgage loans, which represented 66.6% of
our total residential mortgage loan portfolio. At September 30, 2013, our largest fixed-rate residential mortgage loan
was $1.8 million. The loan was performing in accordance with its terms at September 30, 2013.

We also offer adjustable-rate residential mortgage loans with interest rates based on the weekly average yield on U.S.
Treasuries or the London Interbank Offering Rate (“LIBOR”) adjusted to a constant maturity of one year, which adjusts
either annually from the outset of the loan or which adjusts annually after a one-, three-, five-, seven-, and ten-year
initial fixed-rate period. Our adjustable-rate mortgage loans generally provide for maximum rate adjustments of 2%
per adjustment, with a lifetime maximum adjustment up to 5%, regardless of the initial rate. We also offer
adjustable-rate mortgage loans with an interest rate based on the prime rate as published in The Wall Street Journal or
the Federal Home Loan Bank of New York advance rates.
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Adjustable-rate mortgage loans decrease the risk associated with changes in market interest rates by periodically
repricing. However, these loans have other risks because, as interest rates increase, the underlying payments by the
borrower increase, which increases the potential for default by the borrower. At the same time, the marketability of the
underlying collateral may be adversely affected by higher interest rates. The maximum periodic and lifetime interest
rate adjustments also may limit the effectiveness of adjustable-rate mortgage loans during periods of rapidly rising
interest rates.

At September 30, 2013, adjustable-rate residential mortgage loans totaled $51.2 million, or 33.4% of our total
residential mortgage loan portfolio. Of these loans, $16.9 million were interest-only loans originated with an average
loan-to-value ratio of 71.1%. Interest-only loans allow the borrower to make interest–only payments during an initial
fixed-rate period. Following the initial period, the borrower is required to make principal and interest payments. At
September 30, 2013, our largest adjustable-rate residential mortgage loan was for $3.0 million. The loan was
performing in accordance with its terms at September 30, 2013.

In an effort to provide financing for low-and moderate-income home buyers, we offer low-to-moderate income
residential mortgage loans. These loans are offered with fixed rates of interest and terms of up to 40 years, and are
secured by one-to four-family residential properties. All of these loans are originated using underwriting guidelines of
U.S. government-sponsored enterprises such as Freddie Mac or Federal National Mortgage Association (“Fannie Mae”).
These loans are originated with maximum loan-to-value ratios of 95%.

All residential mortgage loans we originate include “due-on-sale” clauses, which give us the right to declare a loan
immediately due and payable if the borrower sells or otherwise disposes of the real property securing the mortgage
loan. All borrowers are required to obtain title insurance, fire and casualty insurance and, if warranted, flood insurance
on properties securing real estate loans.

Commercial Real Estate Loans. As part of our strategy to add to and diversify our loan portfolio, we have continued
our focus on increasing our originations of commercial real estate loans. At September 30, 2013, $163.3 million, or
40.9%, of our total loan portfolio consisted of these types of loans. Commercial real estate loans are generally secured
by five-or-more-unit apartment buildings, industrial properties and properties used for business purposes such as small
office buildings and retail facilities primarily located in our market area. We generally originate adjustable-rate
commercial real estate loans with a maximum term of 25 years with adjustable rate periods every five years. The
maximum loan-to-value ratio for our commercial real estate loans is 75%, based on the appraised value of the
property.

We consider a number of factors when we originate commercial real estate loans. During the underwriting process we
evaluate the business qualifications and financial condition of the borrower, including credit history, profitability of
the property being financed, as well as the value and condition of the mortgaged property securing the loan. When
evaluating the business qualifications of the borrower, we consider the financial resources of the borrower, the
borrower’s experience in owning or managing similar property and the borrower’s payment history with us and other
financial institutions. In evaluating the property securing the loan, we consider the net operating income of the
mortgaged property before debt service and depreciation, the ratio of the loan amount to the appraised value of the
mortgaged property and the debt service coverage ratio (the ratio of net operating income to debt service) to ensure it
is at least 120% of the monthly debt service. We require personal guarantees on all commercial real estate loans made
to individuals. Generally, commercial real estate loans made to corporations, partnerships and other business entities
require personal guarantees by the principals. All borrowers are required to obtain title, fire and casualty insurance
and, if warranted, flood insurance.

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

The maximum amount of a commercial real estate loan is limited by our Board-established loans-to-one-borrower
limit, which is currently 15% of Magyar Bank’s capital, or $6.9 million. At September 30, 2013, our largest
commercial real estate loan was $6.3 million and was secured by four office buildings located in Parsippany, New
Jersey. The loan was performing in accordance with its terms at September 30, 2013. At September 30, 2013, six
commercial real estate loans totaling $2.7 million were non-performing. During the year ended September 30, 2013,
$576,000 was charged-off against the allowance for loan loss for five impaired commercial real estate loans. Interest
income of $241,000 would have been recorded on non-performing commercial real estate loans for the year ended
September 30, 2013, if they had been current in accordance with their original terms. All other loans secured by
commercial real estate were performing in accordance with their terms.
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Construction Loans. We also originate construction loans for the development of one-to four-family homes, town
homes, condominiums, apartment buildings and commercial properties. Construction loans are generally offered to
experienced local developers operating in our primary market area and to individuals for the construction of their
personal residences. At September 30, 2013, our construction loans totaled $16.7 million, or 4.2% of total loans

At September 30, 2013, construction loans for the development of one-to four-family residential properties totaled
$9.7 million, or 2.4% of total loans. These construction loans generally have a maximum term of 24 months. We
provide financing for land acquisition, site improvement and construction of individual homes. Land acquisition loans
are limited to 50% to 75% of the sale price of the land. Site improvement loans are limited to 100% of the bonded site
improvement costs. Construction loans are limited to 75% of the lesser of the contract sale price or appraised value of
the property (less funds already advanced for land acquisition and site improvement).

At September 30, 2013, construction loans for the development of town homes, condominiums and apartment
buildings totaled $886,000, or 0.2% of total loans. These construction loans also generally have a maximum term of
24 months. The maximum loan-to-value ratio limit applicable to these loans has been 70% of the appraised value of
the property. Finally, we may retain up to 10% of each loan advance until the property attains a 90% occupancy level.

At September 30, 2013, construction loans for the development of commercial properties totaled $6.2 million, or 1.5%
of total loans. These construction loans have a maximum term of 24 months. The maximum loan-to-value ratio limit
applicable to these loans is 75% of the appraised value of the property.

The maximum amount of a construction loan is limited by our loans-to-one-borrower limit, which is currently 15% of
Magyar Bank’s capital, or $6.9 million. At September 30, 2013, our largest outstanding construction loan balance was
a $2.3 million participation loan, of which another bank is the lead lender.  The loan was to finance the construction of
up to 9 proposed buildings, included a supermarket, in Patterson, New Jersey. The loan was performing in accordance
with its terms at September 30, 2013. At September 30, 2013, five construction loans totaling $3.5 million were
non-performing. During the year ended September 30, 2013, $1.4 million was charged-off against the allowance for
loan loss for four impaired construction loans and $284,000 was recovered from a prior year charge-off. Interest
income of $251,000 would have been recorded on non-performing construction loans for the year ended September
30, 2013 if they had been current in accordance with their original terms.

Before making a commitment to fund a construction loan, we require an appraisal of the property by an independent
licensed appraiser. We generally also engage an outside engineering firm to review and inspect each property before
disbursement of funds during the term of a construction loan. Loan proceeds are disbursed after inspection based on
the percentage of completion method. We require a personal guarantee from each principal of all of our construction
loan borrowers.

Construction lending is generally considered to involve a higher degree of credit risk than long-term financing on
improved, owner-occupied real estate. Risk of loss on a construction loan depends largely upon the accuracy of the
initial estimate of the value of the property at completion of construction compared to the estimated cost (including
interest) of construction and other assumptions. If the estimate of construction cost is inaccurate, we may be required
to advance funds beyond the amount originally committed in order to protect the value of the property. Additionally,
if our estimate of the value of the completed property is inaccurate, our construction loan may exceed the value of the
collateral.

Commercial Business Loans. At September 30, 2013, our commercial business loans totaled $34.5 million, or 8.6%
of total loans. We make commercial business loans primarily in our market area to a variety of professionals, sole
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proprietorships and small and mid-sized businesses. Our commercial business loans include term loans and revolving
lines of credit. The maximum term of a commercial business loan is 25 years. Such loans are generally used for
longer-term working capital purposes such as purchasing equipment or furniture. Commercial business loans are made
with either adjustable or fixed rates of interest. The interest rates for adjustable commercial business loans are
typically based on the prime rate as published in The Wall Street Journal.
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Included in commercial business loans are SBA 7(a) loans, on which the SBA has historically provided guarantees of
up to 90 percent of the principal balance. These loans are made for the purposes of providing working capital and
financing the purchase of equipment, inventory or commercial real estate, and may be made inside or outside the
Company’s market place. Generally, an SBA 7(a) loan has a deficiency in its credit profile that would not allow the
borrower to qualify for a traditional commercial loan, which is why the government provides the guarantee. The
deficiency may be a higher loan to value ratio, lower debt service coverage ratio or weak personal financial
guarantees. In addition, many SBA 7(a) loans are for start-up businesses where there is no history of financial
information. Finally, many SBA borrowers do not have an ongoing and continuous banking relationship with the
Bank, but merely work with the Bank on a single transaction. The guaranteed portions of the Company’s SBA loans
are generally sold in the secondary market.

When making commercial business loans, we consider the financial strength of the borrower, our lending history with
the borrower, the debt service capabilities of the borrower, the projected cash flows of the business and the value and
type of the collateral. Commercial business loans generally are secured by a variety of collateral, primarily accounts
receivable, inventory, equipment, savings instruments and readily marketable securities. In addition, we generally
require the business principals to execute personal guarantees.

Commercial business loans generally have greater credit risk than residential mortgage loans. Unlike residential
mortgage loans, which generally are made on the basis of the borrower’s ability to repay the loan from his or her
employment income, and which are secured by real property with ascertainable value, commercial business loans
generally are made on the basis of the borrower’s ability to repay the loan from the cash flow of the borrower’s
business. As a result, the repayment of commercial business loans may depend substantially on the success of the
borrower’s business. Further, any collateral securing commercial business loans may depreciate over time, may be
difficult to appraise and may fluctuate in value. We try to minimize these risks through our underwriting standards.

The maximum amount of a commercial business loan is limited by our loans-to-one-borrower limit, which is 15% of
Magyar Bank’s capital, or $6.9 million currently. At September 30, 2013, our largest commercial business loan was a
$4.0 million loan to a company that provides janitorial services and was secured by the accounts receivable of the
company. This loan was performing according to its terms at September 30, 2013. At September 30, 2013, two
commercial business loans totaling $25,000 were non-performing. Interest income of $2,000 would have been
recorded on non-performing commercial business loans for the year ended September 30, 2013, if they had been
current in accordance with their original terms. During the year ended September 30, 2013, $807,000 had been
charged-off against the allowance for loan loss for six impaired commercial business loans.

Home Equity Lines of Credit and Other Loans. We originate home equity lines of credit secured by residences
located in our market area. At September 30, 2013, these loans totaled $20.3 million, or 5.1% of our total loan
portfolio. The underwriting standards we use for home equity lines of credit include a determination of the applicant’s
credit history, an assessment of the applicant’s ability to meet existing obligations, the ongoing payments on the
proposed loan and the value of the collateral securing the loan. The maximum combined (first and second mortgage
liens) loan-to-value ratio for home equity lines of credit is 80%. Home equity lines of credit have adjustable rates of
interest, indexed to the prime rate, as reported in The Wall Street Journal, with terms of up to 25 years.

The maximum amount of a home equity line of credit loan is limited by our loans-to-one-borrower limit, which is
15% of Magyar Bank’s capital, or $6.9 million currently. At September 30, 2013, our largest home equity line of credit
loan was $859,000. The loan is performing according to its terms at September 30, 2013. At September 30, 2013, all
home equity lines of credit were performing in accordance with their terms with the exception of seven
non-performing loans totaling $846,000. Interest income of $40,000 would have been recorded on non-performing
home equity lines of credit for the year ended September 30, 2013, if they had been current in accordance with their
original terms.
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We also originate loans secured by the common stock of publicly traded companies, provided their shares are listed on
the New York Stock Exchange or the NASDAQ Stock Market, and provided the company is not a banking company.
Stock-secured loans are interest-only and are offered for terms up to twelve months and for adjustable rates of interest
indexed to the prime rate, as reported in The Wall Street Journal. The loan amount is not to exceed 70% of the value
of the stock securing the loan at any time.

At September 30, 2013, stock-secured loans totaled $11.0 million, or 2.8% of our total loan portfolio. Generally, we
limit the aggregate amount of loans secured by the common stock of any one corporation to 15% of Magyar Bank’s
capital, with the exception of Johnson & Johnson, for which the collateral concentration limit is 150% of Magyar
Bank’s capital. At September 30, 2013, $10.9 million, or 2.8% of our loan portfolio, was secured by the common stock
of Johnson & Johnson, a New York Stock Exchange company that operates a number of facilities in our market area
and employs a substantial number of residents. Although these loans are underwritten based on the ability of the
individual borrower to repay the loan, the concentration of our portfolio secured by this stock subjects us to the risk of
a decline in the market price of the stock and, therefore, a reduction in the value of the collateral securing these loans.
As of September 30, 2013, the aggregate loan-to-value ratio of the stock-secured portfolio was 32.0%.

8
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Loan Originations, Purchases, Participations and Servicing of Loans. Lending activities are conducted primarily by
our loan personnel operating at our main and branch office locations. All loans originated by us are underwritten
pursuant to our policies and procedures. We originate both adjustable rate and fixed rate loans. Our ability to originate
fixed or adjustable rate loans is dependent upon the relative customer demand for such loans, which is affected by the
current and expected future levels of market interest rates.

Generally, we retain in our portfolio substantially all loans that we originate. Historically, we have not originated a
significant number of loans for the purpose of reselling them in the secondary market. In the future, however, to help
manage our interest rate risk and to increase fee income, we may increase our origination and sale of fixed-rate
residential loans and commercial business loans guaranteed by the SBA. All one-to four-family residential mortgage
loans that we sell in the secondary market are sold with servicing rights retained pursuant to master commitments
negotiated with Freddie Mac. We sell our loans to Freddie Mac without recourse. No loans were held for sale at
September 30, 2013.

At September 30, 2013, we were servicing loans sold to Freddie Mac in the amount of $18.2 million and SBA
guaranteed loans sold in the amount of $8.8 million. Loan servicing includes collecting and remitting loan payments,
accounting for principal and interest, contacting delinquent mortgagors, supervising foreclosures and property
dispositions in the event of unremedied defaults, making certain insurance and tax payments on behalf of the
borrowers and generally administering the loans.

From time-to-time, we will also participate in loans, sometimes as the “lead lender.” Whether we are the lead lender or
not, we underwrite our participation portion of the loan according to our own underwriting criteria and procedures. At
September 30, 2013, we had $5.3 million of loan participation interests in which we were the lead lender, and $7.1
million in loan participations in which we were not the lead lender. We have entered into loan participations when the
aggregate outstanding balance of a particular customer relationship exceeds our loan-to-one-borrower limit. All loan
participations are loans secured by real estate that adhere to our loan policies. At September 30, 2013, all participation
loans were performing in accordance with their terms.

During the fiscal year ended September 30, 2013, we originated $26.3 million of fixed-rate and adjustable-rate one-to
four-family residential mortgage loans. The fixed-rate loans are primarily of loans with terms of 30 years or less. We
also originated $26.5 million of commercial real estate loans, $3.2 million of owner-occupied construction loans,
$21.2 million of commercial business loans, and $6.4 million of home equity lines of credit and other loans during the
fiscal year ended September 30, 2013.

We generally do not purchase residential mortgage loans, except for loans to low-income borrowers as part of our
Community Reinvestment Act lenders program. At September 30, 2013, we had $1.2 million of one-to four-family
residential mortgage loans that were purchased from other lenders. No loans were purchased in the fiscal year ended
September 30, 2013.

Loan Approval Procedures and Authority. Our lending activities follow written, non-discriminatory underwriting
standards and loan origination procedures established by our Board of Directors. In the approval process for loans, we
assess the borrower’s ability to repay the loan and the value of the property securing the loan. To assess an individual
borrower’s ability to repay, we review income and expense, employment and credit history. To assess a business
entity’s ability to repay, we review financial statements (including balance sheets, income statements and cash flow
statements), rent rolls, other debt service, and projected income and expense.

We generally require appraisals for all real estate securing loans. Appraisals are performed by independent licensed
appraisers who are approved annually by our Board of Directors. We require borrowers to obtain title, fire and
casualty, general liability, and, if warranted, flood insurance in amounts at least equal to the principal amount of the
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loan. For construction loans, we require a detailed plan and cost review, to be reviewed by an outside engineering
firm, and all construction-related state and local approvals necessary for a particular project.
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Our loan approval policies and limits are established by our Board of Directors. All loans are approved in accordance
with the loan approval policies and limits. Lending authorities are approved annually by the Board of Directors, and
Magyar Bank lending staff members are authorized to approve loans up to their lending authority limits, provided the
loan meets all of our underwriting guidelines.

Loan requests for aggregate borrowings up to $1.5 million must be approved by Magyar Bank’s Chief Lending Officer
or President. Other members of our lending staff have lesser amounts of lending authority based on their experience as
lending officers. Loan requests for aggregate borrowings up to 40% of Magyar Bank’s loans-to-one-borrower limit, or
$2.8 million, must be approved by Magyar Bank’s Management Loan Committee. The Management Loan Committee
is comprised of the President, Chief Lending Officer, Chief Financial Officer and various bank officers appointed by
the Board of Directors. A quorum of three members including either the President or the Chief Lending Officer is
required for all Management Loan Committee meetings. The Directors Loan Committee must approve all loan
requests for aggregate borrowings in excess of 40% of Magyar Bank’s loans-to-one-borrower limit, or $2.8 million.
The Board of Directors must approve all loan requests for aggregate borrowings in excess of 80% of Magyar Bank’s
loans-to-one-borrower limit, or $5.6 million.

Asset Quality

We commence collection efforts when a loan becomes 15 days past due with system-generated reminder notices.
Subsequent late charge and delinquent notices are issued and the account is monitored on a regular basis thereafter.
Personal, direct contact with the borrower is attempted early in the collection process as a courtesy reminder and later
to determine the reason for the delinquency and to safeguard our collateral. When a loan is more than 60 days past
due, the credit file is reviewed and, if deemed necessary, information is updated or confirmed and collateral
re-evaluated. We make every effort to contact the borrower and develop a plan of repayment to cure the delinquency.
Loans are placed on non-accrual status when they are delinquent for more than three months. When loans are placed
on non-accrual status, unpaid accrued interest is fully reversed, and further income is recognized only to the extent
received.

A summary report of all loans 30 days or more past due is provided to the Board of Directors on a monthly basis. If no
repayment plan is in process, the file is referred to counsel for the commencement of foreclosure or other collection
efforts.

Non-Performing Assets. The table on the following page sets forth the amounts and categories of our non-performing
assets at the dates indicated. The table includes troubled debt restructurings (loans for which a portion of interest or
principal has been forgiven and loans modified at interest rates materially less than current market rates) for each date
presented.
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September 30,
2013 2012 2011 2010 2009
(Dollars in thousands)

Non-accrual loans:
One-to four-family residential $8,515 $7,577 $3,523 $2,451 $4,565
Commercial real estate 2,744 6,424 7,156 8,228 7,439
Construction 3,526 5,141 15,464 13,969 19,515
Home equity lines of credit 846 863 788 1,304 1,086
Commercial business 25 57 255 1,465 879
Other — 12 — — —

Total 15,656 20,074 27,186 27,417 33,484

Accruing loans three months or more past due:
One-to four-family residential — — 533 — —
Commercial real estate — — 441 — —
Construction — — — 583 —
Home equity lines of credit — — — — —
Commercial business — — — — —
Other — — — — —

Total loans three months or more past due — — 974 583 —

Total non-performing loans 15,656 20,074 28,160 28,000 33,484

Other real estate owned 14,756 13,381 16,595 12,655 5,562

Total non-performing assets 30,412 33,455 44,755 40,655 39,046
Performing troubled debt restructurings 2,163 2,581 4,744 3,610 458
Performing troubled debt restructurings
and total non-performing assets $32,575 $36,036 $49,499 $44,265 $39,504

Ratios:
Total non-performing loans to total loans 3.92% 5.16% 7.32% 6.85% 7.53%
Total non-performing loans and performing
troubled debt restructurings to total loans 4.46% 5.83% 8.55% 7.74% 7.63%
Total non-performing assets to total assets 5.66% 6.57% 8.54% 7.56% 6.91%
Total non-performing assets and performing
troubled debt restructurings to total assets 6.06% 7.08% 9.45% 8.23% 6.99%

At September 30, 2013, our portfolio of commercial business, commercial real estate and construction loans totaled
$214.6 million, or 53.7% of our total loans, compared to $196.7 million, or 50.6% of our total loans, at September 30,
2012. Commercial business, commercial real estate and construction loans generally have more risk than one-to
four-family residential mortgage loans. As shown in the table above, our troubled debt restructuring and total
non-performing assets decreased $3.4 million to $32.6 million at September 30, 2013 from $36.0 million at September
30, 2012, and decreased $16.9 million from $49.5 million at September 30, 2011.
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Additional interest income of approximately $763,000 and $2.1 million would have been recorded during the fiscal
years ended September 30, 2013 and 2012, respectively, if the non-accrual loans summarized in the above table had
performed in accordance with their original terms.

The Company accounts for its impaired loans in accordance with generally accepted accounting principles, which
require that a creditor measure impairment based on the present value of expected future cash flows discounted at the
loan’s effective interest rate except that, as a practical expedient, a creditor may measure impairment based on a loan’s
observable market price less estimated costs of disposal, or the fair value of the collateral less estimated costs of
disposal if the loan is collateral dependent. Regardless of the measurement method, a creditor may measure
impairment based on the fair value of the collateral when the creditor determines that foreclosure is probable.
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The Company records cash receipts on impaired loans that are non-performing as a reduction to principal before
applying amounts to interest or late charges unless specifically directed by the Bankruptcy Court to apply payments
otherwise. The Company continues to recognize interest income on impaired loans that are performing.

Troubled debt restructurings (“TDRs”) occur when a creditor, for economic or legal reasons related to a debtor’s
financial condition, grants a concession to the debtor that it would not otherwise consider, such as a below market
interest rate, extending the maturity of a loan, or a combination of both.  During the year ended September 30, 2013,
there were nine loans totaling $2.2 million that were classified as TDRs by the Company.  These loans are not
included in the non-performing loan figures listed above, as they continue to perform under their modified terms. 

Delinquent Loans. The following table sets forth certain information with respect to our loan portfolio delinquencies
at the dates indicated. Loans delinquent more than three months are generally classified as non- accrual loans.

Loans Delinquent For

60-89 Days 90  Days and
Over Total

NumberAmount NumberAmount NumberAmount
(Dollars in thousands)

At September 30, 2013
     One-to four-family residential 5 $ 378 32 $8,515 37 $8,893
     Commercial real estate — — 6 2,744 6 2,744
     Construction — — 5 3,526 5 3,526
     Home equity lines of credit — — 7 846 7 846
     Commercial business — — 2 25 2 25
     Other — — — — — —
          Total 5 $ 378 52 $15,656 57 $16,034

At September 30, 2012
     One-to four-family residential 8 $ 1,589 24 $7,577 32 $9,166
     Commercial real estate 4 708 8 6,424 12 7,132
     Construction — — 6 5,141 6 5,141
     Home equity lines of credit 1 59 7 863 8 922
     Commercial business 1 102 2 57 3 159
     Other — — 1 12 1 12
          Total 14 $ 2,458 48 $20,074 62 $22,532

At September 30, 2011
     One-to four-family residential 3 $ 485 12 $4,056 15 $4,541
     Commercial real estate 2 851 9 7,597 11 8,448
     Construction 1 92 15 15,464 16 15,556
     Home equity lines of credit — — 4 788 4 788
     Commercial business — — 3 255 3 255
     Other — — — — — —
          Total 6 $ 1,428 43 $28,160 49 $29,588
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At September 30, 2010
     One-to four-family residential 4 $ 721 4 $2,451 8 $3,172
     Commercial real estate 2 2,147 6 6,081 8 8,228
     Construction — — 15 14,552 15 14,552
     Home equity lines of credit — — 3 1,304 3 1,304
     Commercial business — — 5 1,465 5 1,465
     Other — — — — — —
          Total 6 $ 2,868 33 $25,853 39 $28,721

At September 30, 2009
     One-to four-family residential 1 $ 150 9 $4,565 10 $4,715
     Commercial real estate — — 7 7,439 7 7,439
     Construction 2 1,642 10 17,873 12 19,515
     Home equity lines of credit — — 2 1,086 2 1,086
     Commercial business 1 15 5 864 6 879
     Other — — — — — —
          Total 4 $ 1,807 33 $31,827 37 $33,634
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Real Estate Owned. Real estate we acquire as a result of foreclosure or by deed in lieu of foreclosure is classified as
other real estate owned until sold. When property is acquired it is recorded at fair value less estimated cost to sell at
the date of foreclosure, establishing a new cost basis. Holding costs and declines in fair value result in charges to
expense after acquisition.

The Company held $14.8 million of other real estate owned properties at September 30, 2013 and $13.4 million of
other real estate owned properties at September 30, 2012. During the year ended September 30, 2013, the Company
was able to successfully dispose of twelve properties with an aggregate carrying value of $2.8 million for a net loss of
$77,000 and the Company was able to secure the title for nine other properties totaling $4.3 million.

Other real estate owned at September 30, 2013 consisted of thirteen residential properties, five commercial real estate
buildings, eleven real estate lots, and two incomplete condominium projects. The Bank is determining the proper
course of action for its other real estate owned, which may include holding the properties until the real estate market
improves, selling the properties to a developer and completing partially completed homes for either rental or sale.

The Company also recorded a $42,000 valuation allowance one property based on an updated appraisal during the
year ended September 30, 2013. Further declines in real estate values may result in a charge to expense in the future.
Routine holding costs are charged to expense as incurred and improvements to real estate owned that enhance the
value of the real estate are capitalized.

Classified Assets. Federal banking regulations provide that loans and other assets of lesser quality should be classified
as “substandard,” “doubtful” or “loss” assets. An asset is considered “substandard” if it is inadequately protected by the current
net worth and paying capacity of the obligor or of the collateral pledged, if any. “Substandard” assets include those
characterized by the “distinct possibility” we will sustain “some loss” if the deficiencies are not corrected. Assets
classified as “doubtful” have all of the weaknesses inherent in those classified “substandard,” with the added characteristic
that the weaknesses present make “collection or liquidation in full,” on the basis of currently existing facts, conditions,
and values, “highly questionable and improbable.” Assets classified as “loss” are those considered “un-collectible” and of
such little value their continuance as assets without the establishment of a specific loss reserve is not warranted. We
classify an asset as “special mention” if the asset has a potential weakness that warrants management’s close attention.
While such assets are not impaired, management has concluded that if the potential weakness in the asset is not
addressed, the value of the asset may deteriorate, adversely affecting the repayment of the asset. On the basis of our
review of assets at September 30, 2013, classified loans consisted of $1.9 million of special mention assets and $27.9
million of substandard assets. There were no assets classified doubtful or loss at September 30, 2013.

We are required to establish an allowance for loan losses in an amount deemed prudent by management for loans
classified substandard or doubtful, as well as for other problem loans. General allowances represent loss allowances
which have been established to recognize the inherent losses associated with lending activities, but which, unlike
impairment allowances, have not been allocated to particular problem assets. When we classify problem assets, we are
required to determine whether or not impairment exists. A loan is impaired when, based on current information and
events, it is probable that Magyar Bank will be unable to collect all amounts due according to the contractual terms of
the loan agreement. When it is determined that impairment exists, a specific allowance for loss is established. For
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collateral-dependent loans, the loan is reduced by the impairment amount via a reduction to the loan and the allowance
for loan loss. Our determination as to the classification of our assets and the amount of our valuation allowances is
subject to review by the New Jersey Department of Banking and Insurance and the Federal Deposit Insurance
Corporation, which can direct us to establish additional loss allowances.

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

Allowance for Loan Losses

Our allowance for loan losses is maintained at a level management deems necessary to absorb loan losses that are both
probable and reasonably estimable. Management, in determining the allowance for loan losses, considers the losses in
our loan portfolio both probable and reasonably estimable, and changes in the nature and volume of loan activities,
along with the general economic and real estate market conditions. The allowance for loan losses as of September 30,
2013 was maintained at a level that represents management’s best estimate of losses in the loan portfolio both probable
and reasonably estimable. However, this analysis process is inherently subjective, as it requires us to make estimates
that are susceptible to revisions as more information becomes available. Although we believe we have established the
allowance at levels to absorb probable and estimable losses, future additions may be necessary if economic or other
conditions in the future differ from the current environment.
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In addition, as an integral part of their examination process, the New Jersey Department of Banking and Insurance and
the Federal Deposit Insurance Corporation will periodically review our allowance for loan losses. Such agencies may
require us to recognize additions to the allowance based on their judgments of information available to them at the
time of their examination.

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

September 30,
2013 2012 2011 2010 2009
(Dollars in thousands)

Balance at beginning of period $3,858 $3,812 $4,766 $5,807 $4,502

Charge-offs:
     One-to four-family residential 491 326 55 61 39
     Commercial real estate 576 110 652 321 1,063
     Construction 1,374 880 1,583 3,102 4,120
     Home equity lines of credit — 81 98 93 724
     Commercial business 807 69 342 196 963
     Other 12 — 3 — 1
          Total charge-offs 3,260 1,466 2,733 3,773 6,910

Recoveries:
     One-to four-family residential — — — — —
     Commercial real estate 20 — — — —
     Construction 284 51 — 1 2
     Home equity lines of credit — — — — —
     Commercial business — — 31 — —
     Other — — — 2 1
          Total recoveries 304 51 31 3 3

Net charge-offs 2,956 1,415 2,702 3,770 6,907
Provision for loan losses 2,111 1,461 1,748 2,729 8,212

Balance at end of period $3,013 $3,858 $3,812 $4,766 $5,807

Ratios:
Net charge-offs to average loans outstanding 0.76% 0.37% 0.69% 0.89% 1.61%
Allowance for loan losses to total
non-performing loans at end of period 19.24% 19.22% 13.54% 17.02% 17.34%
Allowance for loan losses to total loans
at end of period 0.75% 0.99% 0.99% 1.17% 1.31%
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Allocation of Allowance for Loan Losses. The following table sets forth the allowance for loan losses allocated by
loan category, the percent of the allowance to the total allowance and the percent of loans in each category to total
loans at the dates indicated. The allowance for loan losses allocated to each category is not necessarily indicative of
future losses in any particular category and does not restrict the use of the allowance to absorb losses in other
categories.

% of Allowance % of Loans
In Category to In Category to

Amount Total Allowance Total Loans
(Dollars in thousands)

At September 30, 2013
     One-to four-family residential $844 28.00% 38.30%
     Commercial real estate 852 28.28% 40.90%
     Construction 604 20.05% 4.20%
     Home equity lines of credit 125 4.15% 5.10%
     Commercial business 452 15.00% 8.60%
     Other 9 0.30% 2.90%
     Unallocated 127 4.22% 0.00%
          Total allowance for loan losses $3,013 100.00% 100.00%
At September 30, 2012
     One-to four-family residential $610 15.80% 40.50%
     Commercial real estate 1,929 49.99% 38.30%
     Construction 640 16.59% 4.60%
     Home equity lines of credit 232 6.03% 6.00%
     Commercial business 383 9.93% 7.70%
     Other 23 0.60% 2.90%
     Unallocated 41 1.06% 0.00%
          Total allowance for loan losses $3,858 100.00% 100.00%
At September 30, 2011
     One-to four-family residential $734 19.25% 41.37%
     Commercial real estate 1,266 33.21% 31.44%
     Construction 1,043 27.37% 8.87%
     Home equity lines of credit 101 2.65% 5.81%
     Commercial business 551 14.45% 9.41%
     Other 13 0.34% 3.10%
     Unallocated 104 2.73% 0.00%
          Total allowance for loan losses $3,812 100.00% 100.00%
At September 30, 2010
     One-to four-family residential $589 12.35% 40.50%
     Commercial real estate 1,123 23.56% 28.45%
     Construction 2,020 42.39% 13.97%
     Home equity lines of credit 83 1.75% 5.59%
     Commercial business 866 18.17% 8.24%
     Other 11 0.23% 3.25%
     Unallocated 74 1.55% 0.00%
          Total allowance for loan losses $4,766 100.00% 100.00%
At September 30, 2009
     One-to four-family residential $455 7.83% 38.76%
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     Commercial real estate 1,235 21.27% 23.78%
     Construction 2,967 51.09% 20.96%
     Home equity lines of credit 60 1.04% 5.08%
     Commercial business 957 16.48% 8.40%
     Other 15 0.26% 3.02%
     Unallocated 118 2.03% 0.00%
          Total allowance for loan losses $5,807 100.00% 100.00%
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Investments

Our Board of Directors has adopted our Investment Policy. This policy determines the types of securities in which we
may invest. The Investment Policy is reviewed annually by the Board of Directors and changes to the policy are
recommended to and subject to approval by our Board of Directors. While general investment strategies are developed
by the Asset and Liability Committee, the execution of specific actions rests primarily with our President and our
Chief Financial Officer. They are responsible for ensuring the guidelines and requirements included in the Investment
Policy are followed and only prudent securities are considered for investment. They are authorized to execute
transactions that fall within the scope of the established Investment Policy up to $2.5 million per transaction
individually or $5.0 million per transaction jointly. Investment transactions in excess of $5.0 million must be approved
by the Asset and Liability Committee. Investment transactions are reviewed and ratified by the Board of Directors at
their regularly scheduled meetings.

Our investments portfolio may include U.S. Treasury obligations, debt and equity securities issued by various
government-sponsored enterprises, including Fannie Mae and Freddie Mac, mortgage-backed securities, certain
certificates of deposit of insured financial institutions, overnight and short-term loans to other banks, investment-grade
corporate debt instruments, and municipal securities. In addition, we may invest in equity securities subject to certain
limitations and not in excess of Magyar Bank’s Tier 1 capital.

The Investment Policy requires that securities transactions be conducted in a safe and sound manner, and purchase and
sale decisions be based upon a thorough analysis of each security to determine its quality and inherent risks and fit
within our overall asset/liability management objectives. The analysis must consider the effect of an investment or
sale on our risk-based capital and prospects for yield and appreciation.

At September 30, 2013, our securities portfolio totaled $68.3 million, or 12.7% of our total assets. Securities are
classified as held-to-maturity or available-for-sale when purchased. At September 30, 2013, $52.5 million of our
securities were classified as held-to-maturity and reported at amortized cost, and $15.8 million were classified as
available-for-sale and reported at fair value. At September 30, 2013, we held no investment securities classified as
held-for-trading.

U.S. Government Agency and Government-Sponsored Enterprise Obligations. At September 30, 2013, our U.S.
Government Agency and Government-Sponsored Enterprise Obligations totaled $63.6 million, or 93.1% of our total
securities portfolio. Of this amount, $59.6 million were mortgage-backed securities and $4.0 million were debt
securities. While these securities generally provide lower yields than other securities in our securities portfolio, we
hold these securities, to the extent appropriate, for liquidity purposes and as collateral for certain deposits or
borrowings. We invest in these securities to achieve positive interest rate spreads with minimal administrative
expense, and to lower our credit risk as a result of the guarantees provided by these issuers.

Mortgage-Backed Securities. We purchase mortgage-backed pass through and collateralized mortgage obligation
(“CMO”) securities insured or guaranteed by Fannie Mae, Freddie Mac or Ginnie Mae. To a lesser extent, we also invest
in mortgage-backed securities issued or sponsored by private issuers. At September 30, 2013, our mortgage-backed
securities, including CMOs, totaled $61.3 million, or 89.7% of our total securities portfolio. Included in this balance
was $1.7 million of mortgage-backed securities issued by private issuers. Our policy is to limit purchases of privately
issued mortgage-backed securities to non-high risk securities rated “A” or higher by a nationally recognized credit rating
agency. High risk securities generally are defined as those exhibiting significantly greater volatility of estimated
average life and price due to changes in interest rates than 30-year fixed rate securities.

Mortgage-backed pass through securities are created by pooling mortgages and issuing a security with an interest rate
less than the interest rate on the underlying mortgages. Mortgage-backed pass through securities represent a
participation interest in a pool of single-family or multi-family mortgages. As loan payments are made by the
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borrowers, the principal and interest portion of the payment is passed through to the investor as received. CMOs are
also backed by mortgages. However they differ from mortgage-backed pass through securities because the principal
and interest payments on the underlying mortgages are structured so that they are paid to the security holders of
pre-determined classes or tranches at a faster or slower pace. The receipt of these principal and interest payments,
which depends on the estimated average life for each class, is contingent on a prepayment speed assumption assigned
to the underlying mortgages. Variances between the assumed payment speed and actual payments can significantly
alter the average lives of such securities. Mortgage-backed securities and CMOs generally yield less than the loans
that underlie such securities because of the cost of payment guarantees and credit enhancements. However,
mortgage-backed securities are usually more liquid than individual mortgage loans and may be used to collateralize
borrowings and other liabilities.
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Mortgage-backed securities present a risk that actual prepayments may differ from estimated prepayments over the
life of the security, which may require adjustments to the amortization of any premium or accretion of any discount
relating to such instruments that can change the net yield on the securities. There is also reinvestment risk associated
with the cash flows from such securities or if the securities are redeemed by the issuer. In addition, the market value of
such securities may be adversely affected by changes in interest rates.

Our mortgage-backed securities portfolio had a weighted average yield of 2.95% at September 30, 2013. The
estimated fair value of our mortgage-backed securities portfolio at September 30, 2013 was $60.8 million, which was
$670,000 less than the amortized cost of $61.5 million. Mortgage-backed securities in Magyar Bank’s portfolio do not
contain sub-prime mortgage loans.

Corporate and Other Securities. At September 30, 2013, we held corporate notes as held to maturity and have a total
amortized cost value of $3.0 million, or 4.4% of our total securities portfolio. Our Investment Policy allows for the
purchase of such instruments and requires that corporate debt obligations be rated in one of the four highest categories
by a nationally recognized rating service. We may invest up to 25% of Magyar Bank’s investment portfolio in
corporate debt obligations and up to 15% of Magyar Bank’s capital in any one issuer.

Equity Securities. At September 30, 2013, we held no equity securities other than $2.0 million in Federal Home Loan
Bank of New York stock. The investment in Federal Home Loan Bank of New York stock is classified as a restricted
security, carried at cost and evaluated for impairment. Equity securities are not insured or guaranteed investments and
are affected by market interest rates and stock market fluctuations. Such investments other than the Federal Home
Loan Bank of New York are carried at their fair value and fluctuations in the fair value of such investments, including
temporary declines in value, directly affect our net capital position.

Securities Portfolios. The following table sets forth the composition of our securities portfolio (excluding Federal
Home Loan Bank of New York common stock) at the dates indicated.

At September 30, 2013 At September 30, 2012 At September 30, 2011
GrossGross Gross Gross Gross Gross

AmortizedUnrealizedUnrealizedFair AmortizedUnrealizedUnrealizedFair AmortizedUnrealizedUnrealizedFair
Cost GainsLosses Value Cost Gains LossesValue Cost Gains LossesValue

Securities available for sale: (Dollars in thousands)
Obligations of U.S. government agencies:
Mortgage backed securities - residential $1,551 $5 $— $1,556 $1,850 $11 $— $1,861 $3,310 $84 $— $3,394
Obligations of U.S. government-sponsored enterprises:
Mortgage-backed securities-residential 9,633 9 (241) 9,401 8,368 207 — 8,575 13,915 215 (42) 14,088
Mortgage backed securities-commercial 3,963 39 — 4,002 4,053 175 — 4,228 4,137 265 — 4,402
Debt securities — — — — 1,000 67 — 1,067 2,000 29 — 2,029
Private label mortgage-backed securities-residential 808 9 (2 ) 815 1,031 25 (1) 1,055 1,456 — (57) 1,399
            Total securities available for sale $15,955 $62 $(243) $15,774 $16,302 $485 $(1) $16,786 $24,818 $593 $(99) $25,312

At September 30, 2013 At September 30, 2012 At September 30, 2011
Gross Gross Gross Gross Gross Gross

AmortizedUnrealizedUnrealizedFair AmortizedUnrealizedUnrealizedFair AmortizedUnrealizedUnrealizedFair
Cost Gains Losses Value Cost Gains Losses Value Cost Gains Losses Value

Securities held to maturity: (Dollars in thousands)
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Obligations of U.S. government agencies:
Mortgage-backed securities-residential $9,455 $231 $(121 ) $9,565 $10,790 $414 $(8 ) $11,196 $14,875 $483 $(11 ) $15,347
Mortgage-backed securities-commercial 1,433 — (3 ) 1,430 1,522 14 — 1,536 1,646 18 — 1,664
Obligations of U.S. government-sponsored enterprises:
Mortgage backed securities-residential 33,758 363 (975 ) 33,146 18,578 722 (5 ) 19,295 17,315 441 — 17,756
Debt securities 4,000 — (267 ) 3,733 5,770 6 — 5,776 6,500 12 — 6,512
Private label mortgage-backed securities-residential 901 27 (11 ) 917 1,367 27 — 1,394 1,592 14 (160) 1,446
Obligations of state and political subdivisions 11 — — 11 41 1 — 42 72 2 — 74
Corporate securities 3,000 — — 3,000 3,000 — (109) 2,891 3,000 — (86 ) 2,914
            Total securities held to maturity $52,558 $621 $(1,377) $51,802 $41,068 $1,184 $(122) $42,130 $45,000 $970 $(257) $45,713

At September 30, 2013, a total of thirty three securities with an aggregate fair value of $42.8 million had gross
unrealized losses of $1.6 million, or approximately 3.8% of fair value. None of these unrealized losses were
considered other-than-temporary.

Portfolio Maturities and Yields. The composition, maturities and weighted average yields of the investment debt
securities portfolio and the mortgage-backed securities portfolio at September 30, 2013 are summarized in the
following table. Maturities are based on the final contractual payment dates, and do not reflect the impact of
prepayments or early redemptions that may occur. State and municipal bond yields have been adjusted to a
tax-equivalent basis.
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More Than Five
Less Than Years Through More Than
Five Years Ten Years Ten Years Total Securities
Amortized Amortized Amortized Amortized
Cost Yield Cost Yield Cost Yield Cost Yield
(Dollars in thousands)

Securities available for sale:
Obligations of U.S. government agencies:
Mortgage backed securities - residential $— —% $— —% $1,551 1.63% $1,551 1.63%
Obligations of U.S. government-sponsored enterprises:
Mortgage-backed securities-residential — —% 4,780 2.38% 4,853 2.69% 9,633 2.54%
Mortgage backed securities-commercial 3,963 5.07% — —% — —% 3,963 5.07%
Private label mortgage-backed securities-residential — —% 785 5.50% 23 1.84% 808 5.40%
            Total securities available for sale $3,963 5.07% $5,565 2.82% $6,427 2.43% $15,955 3.22%

Securities held to maturity:
Obligations of U.S. government agencies:
Mortgage-backed securities - residential $— —% — —% $9,455 3.61% $9,455 3.61%
Mortgage-backed securities - commercial — —% — —% 1,433 0.66% 1,433 0.66%
Obligations of U.S. government-sponsored enterprises:
Mortgage backed securities - residential 13 3.95% 12,676 2.57% 21,069 2.81% 33,758 2.72%
Debt securities — —% 1,000 2.19% 3,000 1.83% 4,000 1.92%
Private label mortgage-backed securities - residential — —% — —% 901 3.58% 901 3.58%
Obligations of state and political subdivisions 11 6.00% — —% — —% 11 6.00%
Corporate securities 3,000 2.26% — —% — —% 3,000 2.26%
            Total securities held to maturity $3,024 2.28% $13,676 2.55% $35,858 2.87% $52,558 2.76%

Sources of Funds

General. Deposits, primarily certificates of deposit, have traditionally been the primary source of funds used for our
lending and investment activities. We obtain certificates of deposit primarily through our branch network and to a
lesser extent via the brokered CD market. We also use borrowings, primarily Federal Home Loan Bank advances, to
supplement cash flow needs, to lengthen the maturities of liabilities for interest rate risk management and to manage
our cost of funds. Additional sources of funds include principal and interest payments from loans and securities, loan
and security prepayments and maturities, income on other earning assets and stockholders’ equity. While cash flows
from loans and securities payments can be relatively stable sources of funds, deposit inflows and outflows can vary
widely and are influenced by prevailing interest rates, market conditions and levels of competition.

Deposits. Our deposits are generated primarily from residents within our primary market area. We offer a selection of
deposit accounts, including demand accounts, NOW accounts, money market accounts, savings accounts, retirement
accounts and certificates of deposit. Deposit account terms vary, with the principal differences being the minimum
balance required, the amount of time the funds must remain on deposit and the interest rate. Historically, we also
accepted brokered deposits and did so when attractive rates were available. At September 30, 2013, we had $4.9
million in brokered deposits as compared to $7.5 million at September 30, 2012.
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Interest rates, maturity terms, service fees and withdrawal penalties are established on a periodic basis. Deposit rates
and terms are based primarily on current operating strategies and market rates, liquidity requirements, rates paid by
competitors and growth goals. Personalized customer service, long-standing relationships with customers and an
active marketing program are relied upon to attract and retain deposits.

The flow of deposits is influenced significantly by general economic conditions, changes in money market and other
prevailing interest rates and competition. The variety of deposit accounts offered allows us to be competitive in
obtaining funds and responding to changes in consumer demand. Based on experience, we believe that our deposits
are relatively stable. However, the ability to attract and maintain deposits, and the rates paid on these deposits, has
been and will continue to be significantly affected by market conditions. At September 30, 2013, $153.8 million, or
33.9% of our deposit accounts, were certificates of deposit (including individual retirement accounts).

The following table sets forth the distribution of total deposit accounts, by account type, at the dates indicated.
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September 30,
2013 2012 2011

Weighted Weighted Weighted
Average Average Average

Deposit Type Balance Percent Rate Balance Percent Rate Balance Percent Rate
(Dollars in thousands)

Demand accounts $98,345 21.69% 0.00% $50,897 12.22% 0.00% $51,220 12.05% 0.00%
Savings accounts 53,291 11.76% 0.20% 55,293 13.28% 0.28% 60,533 14.24% 0.58%
NOW accounts 40,500 8.93% 0.15% 44,312 10.64% 0.32% 30,941 7.28% 0.28%
Money market accounts 107,351 23.68% 0.26% 107,555 25.82% 0.42% 106,689 25.11% 0.50%
Certificates of deposit 125,696 27.73% 1.16% 129,716 31.14% 1.28% 144,739 34.06% 1.73%
Retirement accounts 28,145 6.21% 2.06% 28,745 6.90% 2.45% 30,821 7.25% 2.89%

Total deposits $453,328 100.00% 0.55% $416,518 100.00% 0.75% $424,943 100.00% 1.03%

As of September 30, 2013, the aggregate amount of outstanding certificates of deposit (including retirement accounts)
in amounts greater than or equal to $100,000 was $93.0 million. The following table sets forth the maturity of these
certificates as of September 30, 2013 (in thousands):

Three months or less $17,999
Over three months through six months 14,587
Over six months through one year 19,430
Over one year to three years 25,412
Over three years 15,560

          Total $92,988

At September 30, 2013, $96.7 million of our certificates of deposit had maturities of one year or less. We monitor
activity on these accounts and, based on historical experience and our current pricing strategy, we believe we will
retain a large portion of these accounts upon maturity.

The following table sets forth the interest-bearing deposit activities for the periods indicated.

September 30,
2013 2012 2011
(Dollars in thousands)

Beginning balance $365,621 $373,723 $390,634
Net withdrawals before interest credited (13,471 ) (11,773 ) (21,691 )
Interest credited 2,833 3,671 4,780
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Ending balance $354,983 $365,621 $373,723

Borrowings. Our borrowings consist of short- and long-term advances from the Federal Home Loan Bank of New
York and securities sold under agreements to repurchase with CitiGroup Global Markets Inc.

As of September 30, 2013, we had long term advances from the Federal Home Loan Bank in the amount of $27.1
million. In addition, our repurchase agreements totaled $5.0 million at September 30, 2013. These aggregate
borrowings represent 6.5% of total liabilities and had a weighted average rate of 3.31% at September 30, 2013. Based
on eligible collateral pledged to the Federal Home Loan Bank of New York at September 30, 2013, we had an
aggregate borrowing capacity of $88.4 million with the Federal Home Loan Bank.

Our repurchase agreements are recorded as financing transactions as we maintain effective control over the transferred
or pledged securities. The dollar amount of the securities underlying the agreements continues to be carried in our
securities portfolio while the obligations to repurchase the securities are reported as liabilities in our consolidated
balance sheets. The securities underlying the agreements are delivered to the party with whom each transaction is
executed. Those parties agree to resell to us the identical securities we delivered to them at the maturity or call period
of the agreement.
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Long-term Federal Home Loan Bank of New York advances as of September 30, 2013 mature as follows (in
thousands):

Year Ending September 30,
2014 $8,700
2015 5,000
2016 2,260
2017 3,000
2018 4,000
Thereafter 4,140

$27,100

Information concerning overnight line of credit advances with the Federal Home Loan Bank of New York is
summarized as follows:

September 30,
2013 2012
(Dollars in thousands)

Balance at end of year $ — $ 1,400
Weighted average balance during the year $ 2,721 $ 911
Weighted average interest rate at the end of year 0.00% 0.38%
Maximum month-end balance during the year $ 15,500 $ 8,750
Average interest rate during the year 0.39% 0.38%

The outstanding security sold under agreements to repurchase totaled $5.0 million at September 30, 2013. It is callable
by the issuer quarterly beginning December 3, 2010 and matures December 3, 2014. The interest rate is 3.83% as long
as the 3 month LIBOR remains below 5.12%. Should the 3 month LIBOR increase above 5.12% on a quarterly reset
date, the interest rate will be reset to the initial rate minus twice the difference between 3 month LIBOR and 5.12% for
the next quarter, assuming the counter-party does not exercise its call option.

Subsidiary Activities

Magyar Bank organized Magbank Investment Company on August 15, 2006 as a New Jersey investment corporation
subsidiary for the purpose of buying, selling and holding investment securities. The income earned on Magbank
Investment Company’s investment securities is subject to a significantly lower state tax than that assessed on income
earned on investment securities maintained at Magyar Bank.

Hungaria Urban Renewal, LLC is a Delaware limited-liability corporation established in 2002 as a qualified
intermediary operating for the purpose of acquiring and developing Magyar Bank’s main office. On January 24, 2006,
Magyar Bank exercised a purchase option within its lease from Hungaria Urban Renewal, LLC allowing Magyar
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Bank to purchase the land and building from this entity. Magyar Bank acquired a 100% interest in Hungaria Urban
Renewal, LLC, which will have no other business other than owning Magyar Bank’s main office site. As part of a tax
abatement agreement with the City of New Brunswick, Magyar Bank’s new office will remain in Hungaria Urban
Renewal, LLC’s name.

Magyar Service Corp., a New Jersey corporation, is a wholly owned subsidiary of Magyar Bank. Magyar Service
Corp. offers Magyar Bank customers and others a complete range of non-deposit investment products and financial
planning services, including insurance products, fixed and variable annuities, and retirement planning for individual
and commercial customers.

Personnel

At September 30, 2013 we employed 86 full-time employees and 9 part-time employees. Our employees are not
represented by any collective bargaining group. Management believes that we have good relations with our
employees.

FEDERAL AND STATE TAXATION

20

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

41



Table of Contents

Federal Taxation

General. Magyar Bancorp, Inc. and Magyar Bank are subject to federal income taxation in the same general manner
as other corporations, with some exceptions discussed below. Magyar Bank’s federal tax returns for the periods ended
September 30, 2009 and September 30, 2010 were audited by the Internal Revenue Service. The audit did not result in
any material adjustments to the Company’s tax returns or the Company’s financial statements. The following discussion
of federal taxation is intended only to summarize certain pertinent federal income tax matters and is not a
comprehensive description of the tax rules applicable to Magyar Bancorp, Inc. or Magyar Bank.

Method of Accounting. For federal income tax purposes, Magyar Bancorp, Inc. reports its income and expenses on
the accrual method of accounting and uses a tax year ending September 30 for filing its federal and state income tax
returns.

Bad Debt Reserves. Historically, Magyar Bank has been subject to special provisions in the tax law regarding
allowable tax bad debt deductions and related reserves. Tax law changes were enacted in 1996, pursuant to the Small
Business Protection Act of 1996 (the “1996 Act”), that eliminated the use of the percentage of taxable income method
for computing tax bad debt deductions for tax years after 1995, and required recapture into taxable income over a
six-year period all applicable excess bad debt reserves accumulated after 1988.

Currently, Magyar Bank uses the direct charge off method to account for bad debt deductions for income tax
purposes.

Taxable Distributions and Recapture. Prior to the 1996 Act, bad debt reserves created prior to January 1, 1988
(pre-base year reserves) were subject to recapture into taxable income if Magyar Bank failed to meet certain thrift
asset and definitional tests.

At September 30, 2013, our total federal pre-base year reserve was approximately $1.3 million. However, under
current law, pre-base year reserves remain subject to recapture if Magyar Bank makes certain non-dividend
distributions, repurchases any of its stock, pays dividends in excess of tax earnings and profits, or ceases to maintain a
bank charter.

Alternative Minimum Tax. The Internal Revenue Code imposes an alternative minimum tax (“AMT”) at a rate of 20%
on a base of regular taxable income plus certain tax preferences (“alternative minimum taxable income” or “AMTI”). The
AMT is payable to the extent such AMTI is in excess of an exemption amount and the AMT exceeds the regular
income tax. Generally, AMT net operating losses can offset no more than 90% of AMTI. Certain payments of AMT
may be used as credits against regular tax liabilities in future years. Magyar Bancorp, Inc. and Magyar Bank have
been subject to the AMT in prior periods but have subsequently used most of these credits against regular tax
liabilities.

Net Operating Loss Carryovers. At September 30, 2013, a financial institution was able to carry back net operating
losses to the preceding five taxable years and forward to the succeeding 20 taxable years. At September 30, 2013, the
Company had approximately $4.2 million of federal and $8.3 million of state net operating loss carry forwards
available to offset future taxable income for tax reporting purposes. The federal net operating loss carry forwards will
begin to expire in 2028, while the state net operating losses will begin to expire by 2015, if not used. Based on
projections of future taxable income, the Company expects to be able to utilize all net operating loss carry forwards
prior to their expiration.
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Corporate Dividends-Received Deduction. Magyar Bancorp, Inc. may exclude from its federal taxable income 100%
of dividends received from Magyar Bank as a wholly owned subsidiary. The corporate dividends-received deduction
is 80% when the dividend is received from a corporation having at least 20% of its stock owned by the recipient
corporation. A 70% dividends-received deduction is available for dividends received from corporations owned less
than 20% by the recipient corporation.

State Taxation

New Jersey State Taxation. The income of savings institutions in New Jersey, which is calculated based on federal
taxable income, subject to certain adjustments, is subject to New Jersey tax. Magyar Bank, Magyar Service
Corporation, and MagBank Investment Company file New Jersey corporate income tax returns. Magyar Bank,
Magyar Service Corp., and MagBank Investment Company are not currently under audit with respect to their New
Jersey income tax returns nor have their respective state tax returns been audited for the past five years.

New Jersey tax law does not and has not allowed for a taxpayer to file a tax return on a combined or consolidated
basis with another member of the affiliated group where there is common ownership. However, under recent tax
legislation, if the taxpayer cannot demonstrate by clear and convincing evidence that the tax filing discloses the true
earnings of the taxpayer on its business carried on in the State of New Jersey, the New Jersey Director of the Division
of Taxation may, at the director’s discretion, require the taxpayer to file a consolidated return of the entire operations
of the affiliated group or controlled group, including its own operations and income.
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Delaware and New Jersey State Taxation. As a Delaware holding company not earning income in Delaware, Magyar
Bancorp, Inc. is exempt from Delaware corporate income tax, but is required to file annual returns and pay annual fees
and a franchise tax to the State of Delaware.

Magyar Bancorp, Inc. is subject to New Jersey corporate income taxes in the same manner as described above for
Magyar Bank.

SUPERVISION AND REGULATION

General

Magyar Bank is a New Jersey-chartered savings bank, and its deposit accounts are insured up to applicable limits by
the Federal Deposit Insurance Corporation under the Deposit Insurance Fund (“DIF”). Magyar Bank is subject to
extensive regulation, examination and supervision by the Commissioner of the New Jersey Department of Banking
and Insurance (the “Commissioner”) as the issuer of its charter, and by the Federal Deposit Insurance Corporation as
deposit insurer and its primary federal regulator. Magyar Bank must file reports with the Commissioner and the
Federal Deposit Insurance Corporation concerning its activities and financial condition, and it must obtain regulatory
approval prior to entering into certain transactions, such as mergers with, or acquisitions of, other depository
institutions and opening or acquiring branch offices. The Commissioner and the Federal Deposit Insurance
Corporation conduct periodic examinations to assess Magyar Bank’s compliance with various regulatory requirements.
This regulation and supervision establishes a comprehensive framework of activities in which a savings bank can
engage and is intended primarily for the protection of the deposit insurance fund and depositors. The regulatory
structure also gives the regulatory authorities extensive discretion in connection with their supervisory and
enforcement activities and examination policies, including policies with respect to the classification of assets and the
establishment of adequate loan loss reserves for regulatory purposes.

On April 22, 2010, Magyar Bank entered into agreements with the Federal Deposit Insurance Corporation and the
New Jersey Department of Banking and Insurance which required the Bank to take certain measures to improve its
safety and soundness. In connection with these agreements, the Bank stipulated to the issuance by the Federal Deposit
Insurance Corporation and the New Jersey Department of Banking and Insurance of consent orders (the “Consent
Orders”) against the Bank relating to certain findings from an examination of the Bank that occurred in 2009. Copies of
the Consent Orders were attached as exhibits to a Current Report on Form 8-K, which was filed with the SEC on April
23, 2010 and which is incorporated by reference into this Annual Report on Form 10-K. In entering into the
stipulation and consenting to entry of the Consent Orders, the Bank did not concede the findings or admit to any of the
assertions therein. The Consent Orders imposed no fines or penalties upon the Bank.

On March 2, 2012 the Bank was informed in writing by the Federal Deposit Insurance Corporation and the New
Jersey Department of Banking and Insurance, that the Consent Order had been terminated. The FDIC and the
Department cited the substantial compliance with the Order by the Bank as the reason for the termination of the Order.

Magyar Bancorp, Inc., as a bank holding company controlling Magyar Bank, is subject to the Bank Holding Company
Act of 1956, as amended (“BHCA”), and the rules and regulations of the Federal Reserve Board under the BHCA and to
the provisions of the New Jersey Banking Act of 1948 (the “New Jersey Banking Act”), and to the regulations of the
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Commissioner under the New Jersey Banking Act applicable to bank holding companies. Magyar Bank and Magyar
Bancorp, Inc. are required to file reports with, and otherwise comply with the rules and regulations of the Federal
Reserve Board and the Commissioner. Magyar Bancorp, Inc. is required to file certain reports with, and otherwise
comply with, the rules and regulations of the Securities and Exchange Commission under the federal securities laws.

Any change in such laws and regulations, whether by the Commissioner, the Federal Deposit Insurance Corporation,
the Federal Reserve Board or through legislation, could have a material adverse impact on Magyar Bank and Magyar
Bancorp, Inc. and their operations and stockholders.

Certain of the laws and regulations applicable to Magyar Bank and Magyar Bancorp, Inc. are summarized below.
These summaries do not purport to be complete and are qualified in their entirety by reference to such laws and
regulations.
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New Federal Legislation

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the “Dodd-Frank Act”) created a new
Consumer Financial Protection Bureau with broad powers to supervise and enforce consumer protection laws. The
Consumer Financial Protection Bureau has broad rule-making authority for a wide range of consumer protection laws
that apply to all banks and savings institutions such as Magyar Bank, including the authority to prohibit “unfair,
deceptive or abusive” acts and practices. The Consumer Financial Protection Bureau has examination and enforcement
authority over all banks and savings institutions with more than $10 billion in assets. Banks and savings institutions
with $10 billion or less in assets, such as Magyar Bank, will be examined by their applicable bank regulators. The new
legislation also weakens the federal preemption available for national banks and federal savings associations, and
gives state attorneys general the ability to enforce applicable federal consumer protection laws.

The legislation also broadened the base for Federal Deposit Insurance Corporation insurance assessments.
Assessments are now based on the average consolidated total assets less tangible equity capital of a financial
institution. The Dodd-Frank Act also permanently increased the maximum amount of deposit insurance for banks,
savings institutions and credit unions to $250,000 per depositor, retroactive to January 1, 2008, and non-interest
bearing transaction accounts had unlimited deposit insurance through December 31, 2012. The Dodd-Frank Act
increased stockholder influence over boards of directors by requiring companies to give stockholders a non-binding
vote on executive compensation and so-called “golden parachute” payments, and authorizing the Securities and
Exchange Commission to promulgate rules that would allow stockholders to nominate and solicit votes for their own
candidates using a company’s proxy materials. The legislation also directed the Federal Reserve Board to promulgate
rules prohibiting excessive compensation paid to bank holding company executives, regardless of whether the
company is publicly traded or not. The Dodd-Frank Act also provided for originators of certain securitized loans to
retain a percentage of the risk, directed the Federal Reserve Board to regulate pricing of certain debit card interchange
fees, contained a number of reforms related to mortgage originations and authorized depository institutions to pay
interest on business checking accounts.

New Jersey Banking Regulation

Activity Powers. Magyar Bank derives its lending, investment and other activity powers primarily from the applicable
provisions of the New Jersey Banking Act and its related regulations. Under these laws and regulations, savings
banks, including Magyar Bank, generally may invest in:

· real estate mortgages;
· consumer and commercial loans;

·specific types of debt securities, including certain corporate debt securities and obligations of federal, state and local
governments and agencies;

· certain types of corporate equity securities; and
· certain other assets.

A savings bank may also make other investments pursuant to “leeway” authority that permits investments not otherwise
permitted by the New Jersey Banking Act. “Leeway” investments must comply with a number of limitations on the
individual and aggregate amounts of “leeway” investments. A savings bank may also exercise trust powers upon
approval of the Commissioner. New Jersey savings banks may exercise those powers, rights, benefits or privileges
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authorized for national banks or out-of-state banks or for federal or out-of-state savings banks or savings associations,
provided that before exercising any such power, right, benefit or privilege, prior approval by the Commissioner by
regulation or by specific authorization is required. The exercise of these lending, investment and activity powers are
limited by federal law and regulations. See “Federal Banking Regulation-Activity Restrictions on State-Chartered
Banks” below.

Loans-to-One-Borrower Limitations. With certain specified exceptions, a New Jersey-chartered savings bank may
not make loans or extend credit to a single borrower or to entities related to the borrower in an aggregate amount that
would exceed 15% of the bank’s capital funds. A savings bank may lend an additional 10% of the bank’s capital funds
if secured by collateral meeting the requirements of the New Jersey Banking Act. Magyar Bank currently complies
with applicable loans-to-one-borrower limitations.

Dividends. Under the New Jersey Banking Act, a stock savings bank may declare and pay a dividend on its capital
stock only to the extent that the payment of the dividend would not impair the capital stock of the savings bank. In
addition, a stock savings bank may not pay a dividend unless the savings bank would, after the payment of the
dividend, have a surplus of not less than 50% of its capital stock, or alternatively, the payment of the dividend would
not reduce the surplus. Federal law may also limit the amount of dividends that may be paid by Magyar Bank. See
“Federal Banking Regulation-Prompt Corrective Action” below.
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Minimum Capital Requirements. Regulations of the Commissioner impose on New Jersey-chartered depository
institutions, including Magyar Bank, minimum capital requirements similar to those imposed by the Federal Deposit
Insurance Corporation on insured state banks. See “Federal Banking Regulation-Capital Requirements.”

Examination and Enforcement. The New Jersey Department of Banking and Insurance may examine Magyar Bank
whenever it deems an examination advisable. The New Jersey Department of Banking and Insurance examines
Magyar Bank at least every two years. The Commissioner may order any savings bank to discontinue any violation of
law or unsafe or unsound business practice and may direct any director, officer, attorney or employee of a savings
bank engaged in an objectionable activity, after the Commissioner has ordered the activity to be terminated, to show
cause at a hearing before the Commissioner why such person should not be removed. The Commissioner also has
authority to appoint a conservator or receiver for a savings bank under certain circumstances such as insolvency or
unsafe or unsound condition to transact business.

Federal Banking Regulation

Capital Requirements. The Federal Deposit Insurance Corporation regulations establish a minimum leverage capital
requirement for banks in the strongest financial and managerial condition, with a rating of 1 (the highest examination
rating of the Federal Deposit Insurance Corporation for banks) under the Uniform Financial Institutions Rating
System, of not less than a ratio of 3.0% of Tier 1 capital to total assets. For all other banks, the minimum leverage
capital requirement is 4.0%, unless a higher leverage capital ratio is warranted by the particular circumstances or risk
profile of the depository institution.

The Federal Deposit Insurance Corporation regulations also require that banks meet a risk-based capital standard. The
risk-based capital standard requires the maintenance of a ratio of total capital, which is defined as the sum of Tier 1
capital and Tier 2 capital, to risk-weighted assets of at least 8% and a ratio of Tier 1 capital to risk-weighted assets of
at least 4%. In determining the amount of risk-weighted assets, all assets, plus certain off balance sheet items, are
multiplied by a risk-weight of 0% to 200%, based on the risks the Federal Deposit Insurance Corporation believes are
inherent in the type of asset or item. In assessing an institution’s capital adequacy, the Federal Deposit Insurance
Corporation takes into consideration, not only numeric factors, but also qualitative factors and has the authority to
establish higher individual capital requirements for institutions when deemed necessary.

The federal banking agencies, including the Federal Deposit Insurance Corporation, have also adopted regulations to
require an assessment of an institution’s exposure to declines in the economic value of a bank’s capital due to changes
in interest rates when assessing the bank’s capital adequacy. Institutions with significant interest rate risk may be
required to hold additional capital.

On July 11, 2013, the Federal Deposit Insurance Corporation and the other federal bank regulatory agencies revised
their leverage and risk-based capital requirements and the method for calculating risk-weighted assets to make them
consistent with agreements that were reached by the Basel Committee on Banking Supervision and certain provisions
of the Dodd-Frank Act. The rule applies to all depository institutions, top-tier bank holding companies with total
consolidated assets of $500 million or more and top-tier savings and loan holding companies. Among other things, the
rule establishes a new common equity Tier 1 minimum capital requirement (4.5% of risk-weighted assets) and a
higher minimum Tier 1 capital to risk-based assets requirement (6% of risk-weighted assets) and assigns higher risk
weightings (150%) to exposures that are more than 90 days past due or are on nonaccrual status and certain
commercial real estate facilities that finance the acquisition, development or construction of real property. The rule
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also provides for more restrictive treatment of mortgage servicing and deferred tax assets for regulatory capital
purposes. The rules limited a banking organization’s capital distributions and certain discretionary bonus payments if
the banking organization does not hold a “capital conservation buffer” consisting of common equity Tier 1 capital in
addition to the amount necessary to meet its minimum risk-based capital requirements. The rules became effective on
January 1, 2015, and certain of the changes set forth in the final rule, such as the capital conservation buffer, will be
phased in from January 1, 2016 through January 1, 2019.

Among the corrective actions required in the Consent Orders were for the Bank to develop, within 30 days of the
April 22, 2010 effective date of the Consent Orders, a written capital plan that details the manner in which the Bank
will achieve a Tier 1 capital as a percentage of the Bank's total assets of at least 8%, and total qualifying capital as a
percentage of risk-weighted assets of at least 12%. A capital plan was submitted on a timely basis to the Federal
Deposit Insurance Corporation and New Jersey Department of Banking of Insurance detailing the manner and timing
in which the Bank will achieve the capital ratios.
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On March 2, 2012 the Bank was informed in writing by the Federal Deposit Insurance Corporation and the New
Jersey Department of Banking and Insurance, that the Consent Order had been terminated. In connection with the
termination, the Bank is to maintain a Tier 1 capital as a percentage of the Bank's total assets of at least 8.0%, and
total qualifying capital as a percentage of risk-weighted assets of at least 12.0%. At September 30, 2013, Magyar
Bank’s Tier 1 capital as a percentage of the Bank's total assets was 8.12% and the total qualifying capital as a
percentage of risk-weighted assets was 12.52%.

Prompt Corrective Action. The Federal Deposit Improvement Act also established a system of prompt corrective
action to resolve the problems of undercapitalized institutions. The Federal Deposit Insurance Corporation, as well as
the other federal banking regulators, adopted regulations governing the supervisory actions that may be taken against
undercapitalized institutions. The regulations establish five categories, consisting of “well capitalized,” “adequately
capitalized,” “undercapitalized,” “significantly undercapitalized” and “critically undercapitalized.” The Federal Deposit
Insurance Corporation’s regulations define the five capital categories as follows:

An institution will be treated as “well-capitalized” if:

· its ratio of total capital to risk-weighted assets is at least 10%;
· its ratio of Tier 1 capital to risk-weighted assets is at least 6%; and

·
its ratio of Tier 1 capital to total assets is at least 5%, and it is not subject to any order or directive by the Federal
Deposit Insurance Corporation to meet a specific capital level; and is not subject to any written agreement, order, or
capital directive issued by the Federal Deposit Insurance Corporation to meet and maintain a specific capital level.

An institution will be treated as “adequately capitalized” if:

· its ratio of total capital to risk-weighted assets is at least 8%; or
· its ratio of Tier 1 capital to risk-weighted assets is at least 4%; and

·its ratio of Tier 1 capital to total assets is at least 4% (3% if the bank receives the highest rating under the Uniform
Financial Institutions Rating System) and it is not a well-capitalized institution.

An institution will be treated as “undercapitalized” if:

· its total risk-based capital is less than 8%; or
· its Tier 1 risk-based-capital is less than 4%; and

·its leverage ratio is less than 4% (or less than 3% if the institution receives the highest rating under the Uniform
Financial Institutions Rating System).

An institution will be treated as “significantly undercapitalized” if:

· its total risk-based capital is less than 6%;
· its Tier 1 capital is less than 3%; or
· its leverage ratio is less than 3%.

An institution that has a tangible capital to total assets ratio equal to or less than 2% would be deemed to be “critically
undercapitalized.”

Undercapitalized institutions are subject to a variety of mandatory supervisory measures including the requirement to
file a capital plan for the Federal Deposit Insurance Corporation’s approval and dividend restrictions as well as other
discretionary actions by the regulator.

The Federal Deposit Insurance Corporation is required, with some exceptions, to appoint a receiver or conservator for
an insured state bank if that bank is “critically undercapitalized.” For this purpose, “critically undercapitalized” means
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having a ratio of tangible capital to total assets of less than 2%. The Federal Deposit Insurance Corporation may also
appoint a conservator or receiver for a state bank on the basis of the institution’s financial condition or upon the
occurrence of certain events, including:
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· insolvency, or when the assets of the bank are less than its liabilities to depositors and others;
· substantial dissipation of assets or earnings through violations of law or unsafe or unsound practices;

· existence of an unsafe or unsound condition to transact business;

· likelihood that the bank will be unable to meet the demands of its depositors or to pay its obligations in the normal
course of business; and

·insufficient capital, or the incurring or likely incurring of losses that will deplete substantially all of the institution’s
capital with no reasonable prospect of replenishment of capital without federal assistance.

The recent final rule that will increase regulatory capital requirements will adjust the prompt corrective action
categories accordingly.

Activity Restrictions on State-Chartered Banks. Federal law and Federal Deposit Insurance Corporation regulations
generally limit the activities and investments of state-chartered Federal Deposit Insurance Corporation-insured banks
and their subsidiaries to those permissible for national banks and their subsidiaries, unless such activities and
investments are specifically exempted by law or consented to by the Federal Deposit Insurance Corporation.

Before making a new investment or engaging in a new activity that is not permissible for a national bank or otherwise
permissible under federal law or the Federal Deposit Insurance Corporation regulations, an insured bank must seek
approval from the Federal Deposit Insurance Corporation to make such investment or engage in such activity. The
Federal Deposit Insurance Corporation will not approve the activity unless the bank meets its minimum capital
requirements and the Federal Deposit Insurance Corporation determines that the activity does not present a significant
risk to the DIF. Certain activities of subsidiaries that are engaged in activities permitted for national banks only
through a “financial subsidiary” are subject to additional restrictions.

Federal law permits a state-chartered savings bank to engage, through financial subsidiaries, in any activity in which a
national bank may engage through a financial subsidiary and on substantially the same terms and conditions. In
general, the law permits a national bank that is well-capitalized and well-managed to conduct, through a financial
subsidiary, any activity permitted for a financial holding company other than insurance underwriting, insurance
investments, real estate investment or development or merchant banking. The total assets of all such financial
subsidiaries may not exceed the lesser of 45% of the bank’s total assets or $50 million. The bank must have policies
and procedures to assess the financial subsidiary’s risk and protect the bank from such risk and potential liability, must
not consolidate the financial subsidiary’s assets with the bank’s and must exclude from its own assets and equity all
equity investments, including retained earnings, in the financial subsidiary. State-chartered savings banks may retain
subsidiaries in existence as of March 11, 2000 and may engage in activities that are not authorized under federal law.
Although Magyar Bank meets all conditions necessary to establish and engage in permitted activities through financial
subsidiaries, it has not yet determined whether or the extent to which it will seek to engage in such activities.

Federal Home Loan Bank System. Magyar Bank is a member of the Federal Home Loan Bank system, which
consists of twelve regional federal home loan banks, each subject to supervision and regulation by the Federal
Housing Finance Board (“FHFB”). The federal home loan banks provide a central credit facility primarily for member
thrift institutions as well as other entities involved in home mortgage lending. Magyar Bank, as a member of the
Federal Home Loan Bank of New York, is required to purchase and hold shares of capital stock in the Federal Home
Loan Bank of New York in specified amounts.

As of September 30, 2013, Magyar Bank was in compliance with these requirements.

Enforcement. The Federal Deposit Insurance Corporation has extensive enforcement authority over insured savings
banks, including Magyar Bank. This enforcement authority includes, among other things, the ability to assess civil
money penalties, to issue cease and desist orders and to remove directors and officers. In general, these enforcement
actions may be initiated in response to violations of laws and regulations and to unsafe or unsound practices.
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Deposit Insurance. Magyar Bank is a member of the Deposit Insurance Fund, which is administered by the Federal
Deposit Insurance Corporation. Deposit accounts at Magyar Bank are insured by the Federal Deposit Insurance
Corporation, generally up to a maximum of $250,000 for each separately insured depositor.

The Federal Deposit Insurance Corporation assesses insurance premiums based on the category to which an institution
is assigned. Under this assessment system, the Federal Deposit Insurance Corporation evaluates the risk of each
financial institution based on its supervisory rating, financial ratios, and assessments are based on the institution’s
category, with institutions perceived as less risky to the deposit insurance fund paying lower assessments.

Effective April 1, 2011, the FDIC Board changed the assessment base from adjusted domestic deposits to a bank’s
average consolidated total assets minus average Tier 1 capital, as required by the Dodd-Frank Act. The FDIC lowered
assessment rates to between 2.5 and 9 basis points on the broader base for banks in the lowest risk category and 30 to
45 basis points for banks in the highest risk category. The final rule eliminated the adjustment to the rate paid for
secured liabilities, including Federal Home Loan Bank advances, since these are now part of the new assessment base.

On November 12, 2009, the FDIC approved a final rule requiring insured depository institutions to prepay, on
December 30, 2009, their estimated quarterly risk-based assessments for the fourth quarter of 2009, and for all of
2010, 2011, and 2012. On December 30, 2009, Magyar Bank prepaid $3.8 million in estimated assessment fees for the
fourth quarter of 2009 through 2012. Prepaid assessments were applied against the actual quarterly assessments, and
were not to be applied to any special assessments that may occur in the future. The FDIC returned unused
prepayments to insured depository institutions on June 30, 2013 and reverted back to collecting assessments on a
quarterly basis beginning September 30, 2013. Unused prepayments of $531,000 were returned to the Bank on June
30, 2013.

The deposit insurance assessment rates are in addition to the assessments for payments on the bonds issued in the late
1980s by the Financing Corporation, or FICO, to recapitalize the now defunct Federal Savings and Loan Insurance
Corporation. The FICO payments will continue until the FICO bonds mature in 2017 through 2019. Our expense for
the assessment of deposit insurance and the FICO payments was $701,000 for the year ended September 30, 2013 and
$706,000 for the year ended September 30, 2012.

Insurance of deposits may be terminated by the Federal Deposit Insurance Corporation upon a finding that an
institution has engaged in unsafe or unsound practices, is in an unsafe or unsound condition to continue operations or
has violated any applicable law, regulation, rule, order or condition imposed by the Federal Deposit Insurance
Corporation. The Association does not believe that it is taking or is subject to any action, condition or violation that
could lead to termination of its deposit insurance.
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Transactions with Affiliates of Magyar Bank. Magyar Bank’s authority to engage in transactions with its affiliates is
limited by Sections 23A and 23B of the Federal Reserve Act and its implementing Regulation W promulgated by the
Board of Governors of the Federal Reserve System. An affiliate is a company that controls, is controlled by, or is
under common control with an insured depository institution such as Magyar Bancorp, Inc. and Magyar Bancorp,
MHC. In general, loan transactions between an insured depository institution and its affiliates are subject to certain
quantitative and collateral requirements. In this regard, transactions between an insured depository institution and its
affiliates are limited to 10% of the institution’s unimpaired capital and unimpaired surplus for transactions with any
one affiliate and 20% of unimpaired capital and unimpaired surplus for transactions in the aggregate with all affiliates.
Collateral of specific types and in specified amounts ranging from 100% to 130% of the amount of the transaction
must usually be provided by affiliates in order to receive loans from the savings association. In addition, transactions
with affiliates must be consistent with safe and sound banking practices, not involve low-quality assets and be on
terms that are as favorable to the institution as comparable transactions with non-affiliates. Magyar Bank is in
compliance with these requirements.

Prohibitions Against Tying Arrangements. Banks are subject to the prohibitions of 12 U.S.C. Section 1972 on certain
tying arrangements. A depository institution is prohibited, subject to some exceptions, from extending credit to or
offering any other service, or fixing or varying the consideration for such extension of credit or service, on the
condition that the customer obtain some additional service from the institution or its affiliates or not obtain services of
a competitor of the institution.

Community Reinvestment Act and Fair Lending Laws. All Federal Deposit Insurance Corporation insured
institutions have a responsibility under the Community Reinvestment Act and related regulations to help meet the
credit needs of their communities, including low- and moderate-income neighbourhoods. In connection with its
examination of a state chartered savings bank, the Federal Deposit Insurance Corporation is required to assess the
institution’s record of compliance with the Community Reinvestment Act. Among other things, the current Community
Reinvestment Act regulations replace the prior process-based assessment factors with a new evaluation system that
rates an institution based on its actual performance in meeting community needs. In particular, the current evaluation
system focuses on three tests:

27

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

55



Table of Contents

· a lending test, to evaluate the institution’s record of making loans in its service areas;

·an investment test, to evaluate the institution’s record of investing in community development projects, affordable
housing, and programs benefiting low or moderate income individuals and businesses; and

· a service test, to evaluate the institution’s delivery of services through its branches, ATMs and other offices.
An institution’s failure to comply with the provisions of the Community Reinvestment Act could, at a minimum, result
in regulatory restrictions on its activities. We received an “outstanding” Community Reinvestment Act rating in our
most recently completed federal examination, which was conducted by the Federal Deposit Insurance Corporation in
2013.

In addition, the Equal Credit Opportunity Act and the Fair Housing Act prohibit lenders from discriminating in their
lending practices on the basis of characteristics specified in those statutes. The failure to comply with the Equal Credit
Opportunity Act and the Fair Housing Act could result in enforcement actions by the Federal Deposit Insurance
Corporation, as well as other federal regulatory agencies and the Department of Justice.

Loans to a Bank’s Insiders

Federal Regulation. A bank’s loans to its executive officers, directors, any owner of 10% or more of its stock (each,
an insider) and any of certain entities affiliated with any such person (an insider’s related interest) are subject to the
conditions and limitations imposed by Section 22(h) of the Federal Reserve Act and its implementing regulations.
Under these restrictions, the aggregate amount of the loans to any insider and the insider’s related interests may not
exceed the loans-to-one-borrower limit applicable to national banks, which is comparable to the
loans-to-one-borrower limit applicable to Magyar Bank’s loans. See “New Jersey Banking Regulation—Loans-to-One
Borrower Limitations.” All loans by a bank to all insiders and insiders’ related interests in the aggregate may not exceed
the bank’s unimpaired capital and unimpaired surplus. With certain exceptions, loans to an executive officer, other than
loans for the education of the officer’s children and certain loans secured by the officer’s residence, may not exceed the
lesser of (1) $100,000 or (2) the greater of $25,000 or 2.5% of the bank’s unimpaired capital and surplus. Federal
regulation also requires that any proposed loan to an insider or a related interest of that insider be approved in advance
by a majority of the Board of Directors of the bank, with any interested directors not participating in the voting, if
such loan, when aggregated with any existing loans to that insider and the insider’s related interests, would exceed
either (1) $250,000 or (2) the greater of $25,000 or 5% of the bank’s unimpaired capital and surplus. Generally, such
loans must be made on substantially the same terms as, and follow credit underwriting procedures that are not less
stringent than, those that are prevailing at the time for comparable transactions with other persons.

An exception is made for extensions of credit made pursuant to a benefit or compensation plan of a bank that is widely
available to employees of the bank and that does not give any preference to insiders of the bank over other employees
of the bank.

In addition, federal law prohibits extensions of credit to a bank’s insiders and their related interests by any other
institution that has a correspondent banking relationship with the bank, unless such extension of credit is on
substantially the same terms as those prevailing at the time for comparable transactions with other persons and does
not involve more than the normal risk of repayment or present other unfavourable features.
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New Jersey Regulation. Provisions of the New Jersey Banking Act impose conditions and limitations on the liabilities
to a savings bank of its directors and executive officers and of corporations and partnerships controlled by such
persons, that are comparable in many respects to the conditions and limitations imposed on the loans and extensions of
credit to insiders and their related interests under federal law, as discussed above. The New Jersey Banking Act also
provides that a savings bank that is in compliance with federal law is deemed to be in compliance with such
provisions of the New Jersey Banking Act.

Federal Reserve System

Federal Reserve Board regulations require all depository institutions to maintain reserves at specified levels against
their transaction accounts (primarily NOW and regular checking accounts). At September 30, 2013, Magyar Bank was
in compliance with the Federal Reserve Board’s reserve requirements. Savings banks, such as Magyar Bank, are
authorized to borrow from the Federal Reserve Bank “discount window.” Magyar Bank is deemed by the Federal
Reserve Board to be generally sound and thus is eligible to obtain secondary credit from its Federal Reserve Bank.
Generally, secondary credit is extended on a very short-term basis to meet the liquidity needs of the institution. Loans
must be secured by acceptable collateral and carry a rate of interest above the Federal Open Market Committee’s
federal funds target rate.
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The USA PATRIOT Act

The USA PATRIOT Act gives the federal government new powers to address terrorist threats through enhanced
domestic security measures, expanded surveillance powers, increased information sharing and broadened anti-money
laundering requirements. The USA PATRIOT Act also requires the federal banking agencies to take into
consideration the effectiveness of controls designed to combat money laundering activities in determining whether to
approve a merger or other acquisition application of a member institution. Accordingly, if we engage in a merger or
other acquisition, our controls designed to combat money laundering would be considered as part of the application
process. We have established policies, procedures and systems designed to comply with these regulations.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 (“SOX”) is a law that addresses, among other issues, corporate governance, auditing
and accounting, executive compensation, and enhanced and timely disclosure of corporate information. As directed by
Section 302(a) of Sarbanes-Oxley Act of 2002, Magyar Bancorp, Inc.’s Chief Executive Officer and Chief Financial
Officer each are required to certify that its quarterly and annual reports do not contain any untrue statement of a
material fact. The rules have several requirements, including having these officers certify that: they are responsible for
establishing, maintaining and regularly evaluating the effectiveness of our internal controls; they have made certain
disclosures to our auditors and the audit committee of the Board of Directors about our internal controls; and they
have included information in our quarterly and annual reports about their evaluation and whether there have been
significant changes in our internal controls or in other factors that could significantly affect internal controls. Magyar
Bancorp, Inc. has existing policies, procedures and systems designed to comply with these regulations, and is further
enhancing and documenting such policies, procedures and systems to ensure continued compliance with these
regulations.

Section 404(b) requires independent auditors to report on management’s assessment of internal controls over financial
reporting.  The 2010 Dodd-Frank Act provided an exemption on compliance with Sarbanes-Oxley Act (SOX) Section
404(b) for companies with less than $75 million in market capitalization. The inclusion of the exemption in the final
reform legislation permanently exempted the auditor attestation requirement and significantly reduced the anticipated
compliance burdens of smaller reporting companies.  Disclosure of management attestations on internal control over
financial reporting will continue to be required for smaller reporting companies.

Holding Company Regulation

Federal Regulation. Magyar Bancorp, Inc. is regulated as a bank holding company. Bank holding companies are
subject to examination, regulation and periodic reporting under the Bank Holding Company Act, as administered by
the Federal Reserve Board. The Federal Reserve Board has adopted capital adequacy guidelines for bank holding
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companies on a consolidated basis substantially similar to, though somewhat more lenient, those of the Federal
Deposit Insurance Corporation for Magyar Bank. As of September 30, 2013, Magyar Bancorp, Inc.’s total capital and
Tier 1 capital ratios exceeded these minimum capital requirements. The Dodd-Frank Act requires that the Federal
Reserve Board amend its minimum capital requirements for bank holding companies to make them no less stringent
than those applicable to insured depository institutions themselves. That will require the elimination of certain
instruments from tier 1 capital that are currently includable for bank holding companies. The previously referenced
final capital rules will implement this requirement of the Dodd-Frank Act.

Regulations of the Federal Reserve Board provide that a bank holding company must serve as a source of strength to
any of its subsidiary banks and must not conduct its activities in an unsafe or unsound manner. The Dodd-Frank Act
codified the source of strength policy and requires the promulgation of implementing regulations. Under the prompt
corrective action provisions of the Federal Deposit Insurance Act, a bank holding company parent of an
undercapitalized subsidiary bank would be directed to guarantee, within limitations, the capital restoration plan that is
required of such an undercapitalized bank. See “Federal Banking Regulation—Prompt Corrective Action.” If the
undercapitalized bank fails to file an acceptable capital restoration plan or fails to implement an accepted plan, the
Federal Reserve Board may prohibit the bank holding company parent of the undercapitalized bank from paying any
dividend or making any other form of capital distribution without the prior approval of the Federal Reserve Board.

As a bank holding company, Magyar Bancorp, Inc. is required to obtain the prior approval of the Federal Reserve
Board to acquire all, or substantially all, of the assets of any bank or bank holding company. Prior Federal Reserve
Board approval is required for Magyar Bancorp, Inc. to acquire direct or indirect ownership or control of any voting
securities of any bank or bank holding company if, after giving effect to such acquisition, it would, directly or
indirectly, own or control more than 5% of any class of voting shares of such bank or bank holding company.
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A bank holding company is required to give the Federal Reserve Board prior written notice of any purchase or
redemption of its outstanding equity securities if the gross consideration for the purchase or redemption, when
combined with the net consideration paid for all such purchases or redemptions during the preceding 12 months, will
be equal to 10% or more of the company’s consolidated net worth. The Federal Reserve Board may disapprove such a
purchase or redemption if it determines that the proposal would constitute an unsafe and unsound practice, or would
violate any law, regulation, Federal Reserve Board order or directive, or any condition imposed by, or written
agreement with, the Federal Reserve Board. Such notice and approval is not required for a bank holding company that
would be treated as “well capitalized” under applicable regulations of the Federal Reserve Board, that has received a
composite “1” or “2” rating, as well as a “satisfactory” rating for management, at its most recent bank holding company
inspection by the Federal Reserve Board, and that is not the subject of any unresolved supervisory issues.

In addition, a bank holding company that does not elect to be a financial holding company under federal regulation, is
generally prohibited from engaging in, or acquiring direct or indirect control of any company engaged in non-banking
activities. One of the principal exceptions to this prohibition is for activities found by the Federal Reserve Board to be
so closely related to banking or managing or controlling banks as to be permissible. Some of the principal activities
that the Federal Reserve Board has determined by regulation to be so closely related to banking as to be permissible
are:

· making or servicing loans;
· performing certain data processing services;

· providing discount brokerage services, or acting as fiduciary, investment or financial advisor;
· leasing personal or real property;

· making investments in corporations or projects designed primarily to promote community welfare; and
· acquiring a savings and loan association.

Bank holding companies that elect to be a financial holding company may engage in activities that are financial in
nature or incident to activities which are financial in nature, including investment banking and insurance underwriting.
Magyar Bancorp, Inc. has not elected to be a financial holding company, although it may seek to do so in the future.
Bank holding companies may elect to become a financial holding company if:

· each of its depository institution subsidiaries is “well capitalized;”
· each of its depository institution subsidiaries is “well managed;”

·each of its depository institution subsidiaries has at least a “satisfactory” Community Reinvestment Act rating at its
most recent examination; and

·the bank holding company has filed a certification with the Federal Reserve Board stating that it elects to become a
financial holding company.

Under federal law, depository institutions are liable to the Federal Deposit Insurance Corporation for losses suffered
or anticipated by the Federal Deposit Insurance Corporation in connection with the default of a commonly controlled
depository institution or any assistance provided by the Federal Deposit Insurance Corporation to such an institution
in danger of default. This law would be applicable potentially to Magyar Bancorp, Inc. if it ever acquired as a separate
subsidiary a depository institution in addition to Magyar Bank.

It has been the policy of many mutual holding companies to waive the receipt of dividends declared by its subsidiary.
In connection with its approval of the reorganization, however, the Federal Reserve Board required Magyar Bancorp,
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MHC to obtain prior Federal Reserve Board approval before it may waive any dividends. As of the date hereof,
Federal Reserve Board policy is to prohibit a mutual bank holding company from waiving the receipt of dividends
from its holding company or bank subsidiary, and management is not aware of any instance in which the Federal
Reserve Board has given its approval for a mutual bank holding company to waive dividends. It is not currently
intended that Magyar Bancorp, MHC will waive dividends declared by Magyar Bancorp, Inc. as long as Magyar
Bancorp, MHC is regulated by the Federal Reserve Board.
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Conversion of Magyar Bancorp, MHC to Stock Form. Magyar Bancorp, MHC is permitted to convert from the
mutual form of organization to the capital stock form of organization (a “Conversion Transaction”). There can be no
assurance when, if ever, a Conversion Transaction will occur, and the Board of Directors has no current intention or
plan to undertake a Conversion Transaction. In a Conversion Transaction a new stock holding company may be
formed as the successor to Magyar Bancorp, Inc. (the “New Holding Company”), Magyar Bancorp, MHC’s corporate
existence would end, and certain depositors of Magyar Bank would receive the right to subscribe for additional shares
of the New Holding Company. In a Conversion Transaction, each share of common stock held by stockholders other
than Magyar Bancorp, MHC (“Minority Stockholders”) would be converted into a number of shares of common stock of
the New Holding Company determined pursuant to an exchange ratio that ensures that Minority Stockholders own the
same percentage of common stock in the New Holding Company as they owned in Magyar Bancorp, Inc. immediately
before the Conversion Transaction, subject to any adjustment required by regulation or regulatory policy. The total
number of shares held by Minority Stockholders after a Conversion Transaction also would be increased by any
purchases by Minority Stockholders in the stock offering conducted as part of the Conversion Transaction.

Any Conversion Transaction would require the approval of a majority of the outstanding shares of Magyar Bancorp,
Inc. common stock held by Minority Stockholders and the approval of a majority of the eligible votes of depositors of
Magyar Bank.

New Jersey Regulation. Under the New Jersey Banking Act, a company owning or controlling a savings bank is
regulated as a bank holding company. The New Jersey Banking Act defines the terms “company” and “bank holding
company” as such terms are defined under the BHCA. Each bank holding company controlling a New Jersey-chartered
bank or savings bank must file certain reports with the Commissioner and is subject to examination by the
Commissioner.

Acquisition of Magyar Bancorp, Inc. Under federal law and under the New Jersey Banking Act, no person may
acquire control of Magyar Bancorp, Inc. without first obtaining approval of such acquisition of control by the Federal
Reserve Board and the Commissioner.

Federal Securities Laws. Magyar Bancorp, Inc. common stock is registered with the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as amended. Magyar Bancorp, Inc. is subject to the
information, proxy solicitation, insider trading restrictions and other requirements under the Securities Exchange Act
of 1934.

The registration under the Securities Act of 1933 of shares of the common stock sold in the stock offering did not
cover the resale of the shares. Shares of the common stock purchased by persons who are not affiliates of Magyar
Bancorp, Inc. may be resold without registration. Shares purchased by an affiliate of Magyar Bancorp, Inc. will be
subject to the resale restrictions of Rule 144 under the Securities Act of 1933. If Magyar Bancorp, Inc. meets the
current public information requirements of Rule 144 under the Securities Act of 1933, each affiliate of Magyar
Bancorp, Inc. who complies with the other conditions of Rule 144, including those that require the affiliate’s sale to be
aggregated with those of other persons, would be able to sell in the public market, without registration, a number of
shares not to exceed, in any three month period, the greater of 1% of the outstanding shares of Magyar Bancorp, Inc.,
or the average weekly volume of trading in the shares during the preceding four calendar weeks. Provision may be
made in the future by Magyar Bancorp, Inc. to permit affiliates to have their shares registered for sale under the
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ITEM 1A. Risk Factors

Changes in Interest Rates May Hurt our Profits and Asset Values.

Our earnings largely depend on our net interest income, which could be negatively affected by changes in interest
rates. Net interest income is the difference between:

· the interest income we earn on our interest-earning assets, such as loans and securities; and
· the interest expense we pay on our interest-bearing liabilities, such as deposits and borrowings.

The rates we earn on our assets and the rates we pay on our liabilities are generally fixed for a contractual period of
time. While we have taken steps to attempt to reduce our exposure to increases in interest rates, historically our
liabilities generally have shorter contractual maturities than our assets. This imbalance can create significant earnings
volatility, because market interest rates change over time. In a period of rising interest rates, the interest income
earned on our assets may not increase as rapidly as the interest paid on our liabilities. Likewise, in a period of falling
interest rates, the interest expense paid on our liabilities may not decrease as rapidly as the interest income received on
our assets. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations-Management
of Market Risk.”
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In addition, changes in interest rates can affect the average life of loans and mortgage-backed securities. A reduction
in interest rates causes increased prepayments of loans and mortgage-backed securities as borrowers tend to refinance
their debt to reduce their borrowing costs. This creates reinvestment risk, which is the risk that we may not be able to
reinvest the funds from faster prepayments at rates that are comparable to the rates we earned on the prepaid loans or
securities. Additionally, increases in interest rates may decrease loan demand and/or make it more difficult for
borrowers to repay adjustable-rate loans.

Changes in interest rates also affect the current market value of our interest-earning securities portfolio. Generally, the
value of securities moves inversely with changes in interest rates. At September 30, 2013, the fair value of our total
securities portfolio was $67.5 million. The unrealized net loss on securities totaled $937,000 on a pre-tax basis at
September 30, 2013.

We evaluate interest rate sensitivity using models that estimate the change in Magyar Bank’s net interest income over a
range of interest rate scenarios. At September 30, 2013, in the event of an immediate 200 basis point increase in
interest rates, the model projects that we would experience a $66,000, or 0.41%, decrease in net interest income in the
first year following the change in interest rates, and a $48,000, or 0.30%, decrease in net interest income in the second
year following the change in interest rates. At September 30, 2013, in the event of an immediate 100 basis point
decrease in interest rates, the model projects that we would experience an $704,000, or 4.41%, decrease in net interest
income in the first year following the change in interest rates, and a $868,000, or 5.35%, decrease in net interest
income in the second year following the change in interest rates.

At September 30, 2013, our available-for-sale securities portfolio totaled $15.8 million, which were all
mortgage-backed securities. To the extent interest rates increase and the value of our available-for-sale portfolio
decreases, our stockholders’ equity will be adversely affected.

Because We Intend to Continue our Emphasis on the Origination of Commercial Business Loans and Commercial
Real Estate Loans, Our Lending Risk Has Increased in Recent Years and May Increase in Future Years.

At September 30, 2013, our portfolio of commercial business and commercial real estate loans totaled $197.8 million,
or 49.5% of our total loans, compared to $178.7 million or 46.0% of our total loans at September 30, 2012 and $157.2
million or 40.8% of our total loans at September 30, 2011. It is our intent to continue to emphasize the origination of
commercial business and commercial real estate loans. Commercial business and commercial real estate loans
generally have more risk than one-to four-family residential mortgage loans. At September 30, 2013, our
non-performing loans decreased to $15.6 million from $20.1 million at September 30, 2012. Because the repayment of
these loans depends on the successful management and operation of the borrower’s properties or related businesses,
repayment of these loans has been and may continue to be affected by adverse conditions in the real estate market or
the local economy. Further, these loans typically have larger loan balances, and several of our borrowers have more
than one commercial business and commercial real estate loan outstanding with us. Consequently, an adverse
development with respect to one loan or one credit relationship can expose us to significantly greater risk of loss
compared to an adverse development with respect to a one- to four-family residential mortgage loan. Finally, if we
foreclose on a commercial business or commercial real estate loan, our holding period for the collateral, if any,
typically is longer than for one- to four-family residential mortgage loans because there are fewer potential purchasers
of the collateral. Because we plan to continue to emphasize the origination of these loans, it may be necessary to
increase our allowance for loan losses because of the increased credit risk associated with these types of loans. Any
increase to our allowance for loan losses would adversely affect our earnings.
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The Financial Sector Continues to Experience An Economic Downturn. A Deterioration of Our Current
Non-performing Loans or An Increase In The Number of Non-performing Loans Will Have An Adverse Effect On
Our Operations.

Virtually all of our real estate loans are secured by real estate in New Jersey. At September 30, 2013, loans secured by
real estate, including home equity loans and lines of credit, represented 88.5% of our total loans. Both nationally and
in the State of New Jersey we are experiencing an economic downturn that is having a significant impact on the prices
of real estate and related assets. The residential and commercial real estate sectors have been adversely affected by
weakening economic conditions, which may negatively impact our loan portfolio. Troubled debt restructuring and
total non-performing assets decreased from $36.0 million at September 30, 2012 to $32.6 million at September 30,
2013. Troubled debt restructuring and total non-performing assets as a percentage of total assets decreased to 6.06% at
September 30, 2013 as compared to 7.08% at September 30, 2012. If loans that are currently non-performing further
deteriorate or loans that are currently performing become non-performing loans, we may need to increase our
allowance for loan losses, which would have an adverse impact on our financial condition and results of operations.
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If Our Allowance for Loan Losses is Not Sufficient to Cover Actual Loan Losses, Our Earnings Could Decrease.

Our allowance for loan losses may not be sufficient to cover losses inherent in our loan portfolio, requiring additions
to our allowance, which could materially decrease our net income. Our allowance for loan losses was 0.75% of total
loans and 19.2% of total non-performing loans at September 30, 2013. We make various assumptions and judgments
about the collectability of our loan portfolio, including the creditworthiness of our borrowers and the value of the real
estate and other assets serving as collateral for the repayment of many of our loans. In determining the amount of the
allowance for loan losses, we review our loans and our loss and delinquency experience, and we evaluate economic
conditions. Based on this review, we believe our allowance for loan losses is adequate to absorb losses in our loan
portfolio as of September 30, 2013.

Bank regulators periodically review our allowance for loan losses and may require us to increase our provision for
loan losses or recognize further loan charge-offs. Any increase in our allowance for loan losses or loan charge-offs as
required by these regulatory authorities will have a material adverse effect on our financial condition and results of
operations.

Strong Competition Within Our Market Area May Limit Our Growth and Profitability.

Competition in the banking and financial services industry is intense. In our market area, we compete with
commercial banks, savings institutions, mortgage brokerage firms, credit unions, finance companies, mutual funds,
insurance companies, and brokerage and investment banking firms operating locally and elsewhere. Some of our
competitors have substantially greater resources and lending limits than we, have greater name recognition and market
presence that benefit them in attracting business, and offer certain services that we do not or cannot provide. In
addition, larger competitors may be able to price loans and deposits more aggressively than we do. Our profitability
depends upon our continued ability to successfully compete in our market area. The greater resources and deposit and
loan products offered by some of our competitors may limit our ability to increase our interest-earning assets. For
additional information see “Business of Magyar Bank-Competition.”

If We Declare Dividends on Our Common Stock, Magyar Bancorp, MHC will be Prohibited From Waiving the
Receipt of Dividends by Current Federal Reserve Board Policy, Which May Result in Lower Dividends for All Other
Stockholders.

The Board of Directors of Magyar Bancorp, Inc. will have the authority to declare dividends on its common stock,
subject to statutory and regulatory requirements. So long as Magyar Bancorp, MHC is regulated by the Federal
Reserve Board, if Magyar Bancorp, Inc. pays dividends to its stockholders, it also will be required to pay dividends to
Magyar Bancorp, MHC, unless Magyar Bancorp, MHC is permitted by the Federal Reserve Board to waive the
receipt of dividends. The Federal Reserve Board’s current position is to not permit a mutual holding company to waive
dividends declared by its subsidiary. Accordingly, because dividends will be required to be paid to Magyar Bancorp,
MHC along with all other stockholders, the amount of dividends available for all other shareholders will be less than
if Magyar Bancorp, MHC were permitted to waive the receipt of dividends.

Magyar Bancorp, MHC Exercises Voting Control Over Magyar Bancorp, Inc.; Public Stockholders Own a Minority
Interest.

Magyar Bancorp, MHC owns a majority of Magyar Bancorp, Inc.’s common stock and, through its Board of Directors,
exercises voting control over the outcome of all matters put to a vote of stock holders (including the election of
directors), except for matters that require a vote greater than a majority. Public stockholders own a minority of the
outstanding shares of Magyar Bancorp, Inc.’s common stock. The same directors and officers who manage Magyar
Bancorp, Inc. and Magyar Bank also manage Magyar Bancorp, MHC. In addition, regulatory restrictions applicable to
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Magyar Bancorp, MHC prohibit the sale of Magyar Bancorp, Inc. unless the mutual holding company first undertakes
a second-step conversion.

We Operate In A Highly Regulated Environment And May Be Adversely Affected By Changes In Laws And
Regulations.

Magyar Bank is subject to extensive regulation, supervision and examination by the New Jersey Department of
Banking and Insurance, its chartering authority, and by the Federal Deposit Insurance Corporation, which insures
Magyar Bank’s deposits. As a bank holding company, Magyar Bancorp, Inc. is subject to regulation and supervision by
the Federal Reserve Board. Such regulation and supervision govern the activities in which financial institutions and
their holding companies may engage and are intended primarily for the protection of the federal deposit insurance
fund and depositors. These regulatory authorities have extensive discretion in connection with their supervisory and
enforcement activities, including the imposition of restrictions on the operations of financial institutions, the
classification of assets by financial institutions and the adequacy of financial institutions’ allowance for loan losses.
Any change in such regulation and oversight, whether in the form of regulatory policy, regulations, or legislation,
could have a material impact on Magyar Bank and Magyar Bancorp, Inc.

33

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

67



Table of Contents

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

68


