
CHEVIOT FINANCIAL CORP
Form 10-Q
August 12, 2011

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549
FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2011

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from ____________ to _______________

Commission File No. 0-50529 

CHEVIOT FINANCIAL CORP. 
(Exact name of registrant as specified in its charter)

Federal 56-2423720       
(State or other jurisdiction of
incorporation or organization  )

(I.R.S. Employer Identification Number
)

3723 Glenmore Avenue, Cincinnati, Ohio  45211
(Address of principal executive office)

Registrant’s telephone number, including area code: (513) 661-0457

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Sections 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2) has been subject to such filing requirements for the past 90 days.

Yes x                      No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).

Yes x                      No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
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a smaller reporting company.  See definitions of “large accelerated filer”, “accelerated filer” and “smaller reporting
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 x

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

Yes o                      No x

As of August 12, 2011, the latest practicable date, 8,861,110 shares of the registrant’s common stock, $.01 par value,
were issued and outstanding.
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Cheviot Financial Corp.

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

(In thousands, except share data)

June 30,
December
31,

ASSETS 2011 2010
(Unaudited)

Cash and due from banks $8,006 $5,776
Federal funds sold 16,573 5,924
Interest-earning deposits in other financial institutions 9,421 6,449
Cash and cash equivalents 34,000 18,149
Investment securities available for sale - at fair value 88,016 88,382
Mortgage-backed securities available for sale - at fair value 8,358 4,279
Mortgage-backed securities held to maturity - at cost, approximate market value of
$4,633 and $4,916 at June 30, 2011 and December 31, 2010, respectively 4,488 4,779
Loans receivable - net 406,699 220,998
Loans held for sale - at lower of cost or market 954 4,440
Real estate acquired through foreclosure - net 3,682 2,007
Office premises and equipment - at depreciated cost 9,995 4,610
Federal Home Loan Bank stock - at cost 8,366 3,375
Accrued interest receivable on loans 1,754 925
Accrued interest receivable on mortgage-backed securities 35 23
Accrued interest receivable on investments and interest-earning deposits 480 392
Goodwill 10,309 -
Core deposit intangible - net 1,208 -
Prepaid expenses and other assets 4,073 1,510
Bank-owned life insurance 10,163 3,791
Prepaid federal income taxes 1,001 409
Deferred federal income taxes 3,547 -

Total assets $597,128 $358,069

LIABILITIES AND SHAREHOLDERS’ EQUITY

Deposits $474,888 $257,852
Advances from the Federal Home Loan Bank 44,245 27,300
Other borrowings 35 -
Advances by borrowers for taxes and insurance 1,146 1,440
Accrued interest payable 179 99
Accounts payable and other liabilities 5,295 1,955
Deferred federal income taxes - 4
Total liabilities 525,788 288,650

Commitments and contingencies
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Shareholders’ equity
Preferred stock - authorized 5,000,000 shares, $.01 par value; none issued - -
Common stock - authorized 30,000,000 shares, $.01 par value; 9,918,751 shares issued at
June 30, 2011 and December 31, 2010 99 99
Additional paid-in capital 43,873 43,878
Shares acquired by stock benefit plans (1,270 ) (1,302 )
Treasury stock - at cost, 1,053,843 shares at June 30, 2011 and December 31, 2010 (12,859 ) (12,860 )
Retained earnings - restricted 41,294 40,655
Accumulated comprehensive income (loss), unrealized gains (losses) on securities
available for sale, net of related tax effects 203 (1,051 )
Total shareholders’ equity 71,340 69,419

Total liabilities and shareholders’ equity $597,128 $358,069

See accompanying notes to consolidated financial statements.
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Cheviot Financial Corp.

CONSOLIDATED STATEMENTS OF EARNINGS

 (In thousands, except per share data)

Six months ended Three months ended
June 30, June 30,
2011 2010 2011 2010
(Unaudited)

Interest income
Loans $8,853 $6,913 $5,463 $3,405
Mortgage-backed securities 137 162 87 76
Investment securities 1,033 848 576 475
Interest-earning deposits and other 137 77 86 37
Total interest income 10,160 8,000 6,212 3,993

Interest expense
Deposits 2,217 1,784 1,291 869
Borrowings 615 718 335 352
Total interest expense 2,832 2,502 1,626 1,221

Net interest income 7,328 5,498 4,586 2,772

Provision for losses on loans 200 100 50 60

Net interest income after provision for losses on loans 7,128 5,398 4,536 2,712

Other income (expense)
Rental 58 32 38 16
Gain on sale of loans 226 82 180 46
Gain (loss) on sale of real estate acquired through
foreclosure 122 (22 ) 135 (22 )
Earnings on bank-owned life insurance 124 69 84 35
Other operating 657 208 490 112
Total other income 1,187 369 927 187

General, administrative and other expense
Employee compensation and benefits 3,122 2,251 1,988 1,091
Occupancy and equipment 535 323 373 159
Property, payroll and other taxes 598 499 320 254
Data processing 219 112 140 51
Legal and professional 542 236 319 107
Advertising 280 100 203 50
FDIC expense 305 147 178 76
Other operating 969 396 749 178
Total general, administrative and other expense 6,570 4,064 4,270 1,966

Earnings before income taxes 1,745 1,703 1,193 933
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Federal income taxes
Current (411 ) 531 (438 ) 229
Deferred 701 91 728 126
Total federal income taxes 290 622 290 355

NET EARNINGS $1,455 $1,081 $903 $578

EARNINGS PER SHARE
Basic $.17 $.12 $.10 $.06

Diluted $.17 $.12 $.10 $.06

Dividends per common share $.24 $.22 $.12 $.11

See accompanying notes to consolidated financial statements.
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Cheviot Financial Corp.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

For the six and three months ended June 30, 2011 and 2010
 (In thousands)

For the six months
ended June 30,

For the three months
ended June 30,

2011 2010 2011 2010
(Unaudited)

Net earnings for the period $1,455 $1,081 $903 $578
Other comprehensive income, net of tax expense:
Unrealized holding gains on securities during the period, net
of tax expense of $646 and $317 for the six months ended
June 30, 2011 and 2010, respectively, and $543 and $231
for the three months ended June 30, 2011 and 2010,
respectively 1,254 615 1,054 448

Comprehensive income $2,709 $1,696 $1,957 $1,026

Accumulated comprehensive income $203 $235 $203 $235

See accompanying notes to consolidated financial statements.
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 Cheviot Financial Corp.

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the six months ended June 30, 2011 and 2010
 (In thousands)

2011 2010
(Unaudited)

Cash flows from operating activities:
Net earnings for the period $1,455 $1,081
Adjustments to reconcile net earnings to net cash provided by operating activities:
Amortization of premiums and discounts on investment and mortgage-backed securities,
net (8 ) 19
Depreciation 219 158
Amortization of deferred loan origination fees - net 59 (4 )
Amortization of intangible assets 90 -
Amortization of fair value adjustments (240 ) -
Proceeds from sale of loans in the secondary market 18,796 5,194
Loans originated for sale in the secondary market (23,032 ) (5,112 )
Gain on sale of loans (226 ) (82 )
(Gain) Loss on sale of real estate acquired through foreclosure (122 ) 22
Impairment on real estate acquired through foreclosure 138 100
Federal Home Loan Bank stock dividends - (6 )
Net increase in cash surrender value of bank-owned life insurance (124 ) (69 )
Provision for losses on loans 200 100
Amortization of expense related to stock benefit plans 18 390
Increase (decrease) in cash, net of acquisition, due to changes in:
Accrued interest receivable on loans (113 ) 27
Accrued interest receivable on mortgage-backed securities 13 7
Accrued interest receivable on investments and interest-earning deposits 41 (147 )
Prepaid expenses and other assets 506 (363 )
Accrued interest payable (676 ) (8 )
Accounts payable and other liabilities (2,713 ) 28
Federal income taxes
Current 445 5
Deferred 701 91
Net cash (used in) provided by operating activities (4,573 ) 1,431

Cash flows used in investing activities:
Principal repayments on loans 29,839 20,729
Loan disbursements (12,270 ) (16,054 )
Purchase of investment securities – available for sale (5,000 ) (47,191 )
Proceeds from maturity of investment securities – available for sale 23,050 40,901
Principal repayments on mortgage-backed securities – available for sale 655 415
Principal repayments on mortgage-backed securities – held to maturity 290 515
Proceeds from sale of real estate acquired through foreclosure 1,878 461
Additions to real estate acquired through foreclosure (100 ) (64 )
Purchase of office premises and equipment (677 ) (1 )
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Cash paid for acquisition, net of cash received (4,200 ) -
Net cash provided by (used in) investing activities 33,465 (289 )

Cash flows provided by financing activities:
Net increase (decrease) in deposits – net of acquisition (4,491 ) 6,116
Proceeds from Federal Home Loan Bank advances – net of acquisition 11,000 10,000
Repayments on Federal Home Loan Bank advances (17,158 ) (7,802 )
Advances by borrowers for taxes and insurance – net of acquisition (1,586 ) (948 )
Treasury stock repurchases - (31 )
Stock option expense, net 10 86
Dividends paid on common stock (816 ) (748 )
Net cash (used in) provided by financing activities (13,041 ) 6,673

Net increase in cash and cash equivalents 15,851 7,815
Cash and cash equivalents at beginning of period 18,149 11,283
Cash and cash equivalents at end of period $34,000 $19,098

See accompanying notes to consolidated financial statements.
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Cheviot Financial Corp.

CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

For the six months ended June 30, 2011 and 2010
 (In thousands)

2011 2010
(Unaudited)

Supplemental disclosure of cash flow information:
Cash paid during the period for:
Federal income taxes $185 $524

Interest on deposits and borrowings $2,752 $2,494

Supplemental disclosure of noncash investing activities:
Transfer of loans to real estate acquired through foreclosure $1,065 $94

Loans originated upon sales of real estate acquired through foreclosure $102 $-

Recognition of mortgage servicing rights $83 $38

See accompanying notes to consolidated financial statements.
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the three and six months ended June 30, 2011 and 2010

1.       Basis of Presentation

Cheviot Financial Corp. (“Cheviot Financial” or the “Corporation”) is a savings and loan holding company, the principal
asset of which consists of its ownership of Cheviot Savings Bank (the “Savings Bank”).  The Savings Bank conducts a
general banking business in southwestern Ohio which consists of attracting deposits and applying those funds to the
origination of primarily real estate loans.   The Corporation is 62% owned by Cheviot Mutual Holding
Company.  Earnings per share is reported including all shares held by Cheviot Mutual Holding Company. Cheviot
Mutual Holding Company has waived the receipt of dividends declared by the Corporation since incorporation.
Cheviot Savings’ profitability is significantly dependent on net interest income, which is the difference between
interest income from interest-earning assets and the interest expense paid on interest-bearing liabilities.  Net interest
income is affected by the relative amount of interest-earning assets and interest-bearing liabilities and the interest
received or paid on these balances.

On March 16, 2011, the Corporation completed the acquisition of First Franklin Corporation (“First Franklin”) and its
wholly-owned subsidiary, The Franklin Savings and Loan Company (“Franklin Savings”).  Accordingly, the
Corporation’s unaudited consolidated financial statements for the three and six month periods ended June 30, 2011
includes the accounts of First Franklin for the period March 17, 2011 to June 30, 2011.

On July 12, 2011 Cheviot Mutual Holding Company and the Corporation adopted a Plan of Conversion whereby the
mutual holding company would convert from mutual to stock form.  As part of the Plan of Conversion the pro forma
value of the 62% of the Corporation owed by the Mutual Holding Company would be sold in a subscription and
community offering and, if necessary, a syndicated community offering.  The Plan of Conversion is subject to
regulatory approval as well as the approval of the Mutual Holding Company’s members and the Corporation’s
stockholders.

The accompanying unaudited financial statements were prepared in accordance with instructions for Form 10-Q and,
therefore, do not include information or footnotes necessary for a complete presentation of financial position, results
of operations and cash flows in conformity with accounting principles generally accepted in the United States of
America.  Accordingly, these consolidated financial statements should be read in conjunction with the consolidated
financial statements and notes thereto of Cheviot Financial included in the Annual Report on Form 10-K for the year
ended December 31, 2010.  However, in the opinion of management, all adjustments (consisting of only normal
recurring accruals) which are necessary for a fair presentation of the consolidated financial statements have been
included.  The results of operations for the three and six month periods ended June 30, 2011, are not necessarily
indicative of the results which may be expected for the entire year.

Cheviot Financial evaluates subsequent events through the date of filing with the Securities and Exchange
Commission.

2.       Principles of Consolidation

The accompanying consolidated financial statements as of and for the three and six months ended June 30, 2011
include the accounts of the Corporation and its wholly-owned subsidiary, the Savings Bank.  All significant
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intercompany items have been eliminated.

3.       Liquidity and Capital Resources

Liquidity describes our ability to meet the financial obligations that arise in the ordinary course of business.  Liquidity
is primarily needed to meet the borrowing and deposit withdrawal requirements of our customers and to fund current
and planned expenditures.  Our primary sources of funds are deposits, scheduled amortization and prepayments of
loan principal and mortgage-backed securities, maturities and calls of securities and funds provided by our
operations.  In addition, we may borrow from the Federal Home Loan Bank of Cincinnati.  At June 30, 2011 and
December 31, 2010, we had $44.2 million and $27.3 million, respectively, in outstanding borrowings

8
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

3.       Liquidity and Capital Resources (continued)

from the Federal Home Loan Bank of Cincinnati and had the capacity to increase such borrowings at those dates by
approximately $159.5 million and $115.3 million, respectively.

Loan repayments and maturing securities are a relatively predictable source of funds.  However, deposit flows, calls of
securities and prepayments of loans and mortgage-backed securities are strongly influenced by interest rates, general
and local economic conditions and competition in the marketplace.  These factors reduce the predictability of these
sources of funds.

Our primary investing activities are the origination of one- to four-family real estate loans, commercial real estate,
construction and consumer loans, and the purchase of securities.  For the six months ended June 30, 2011, loan
originations totaled $35.3 million, compared to $21.2 million for the six months ended June 30, 2010.

Total deposits increased $217.0 million during the six months ended June 30, 2011 and increased $6.1 million during
the six months ended June 30, 2010, respectively.  The increase during the six months ended June 30, 2011 is due to
the purchase of First Franklin.  Deposit flows are affected by the level of interest rates, the interest rates and products
offered by competitors and other factors.

The following table sets forth information regarding the Corporation’s obligations and commitments to make future
payments under contract as of June 30, 2011.

Payments due by period
Less More than More than More
than 1-3 4-5 than
1 year years years 5 years Total
(In thousands)

Contractual obligations:
Advances from the Federal Home Loan Bank $10,005 $2,129 $7,774 $24,337 $44,245
Certificates of deposit 144,079 71,413 64,388 722 280,602

Amount of loan commitments and expiration
per period:

Commitments to originate one- to four-family
loans 1,592 - - - 1,592
Home equity lines of credit 31,918 - - - 31,918
Commercial lines of credit 404 - - - 404
Undisbursed loans in process 3,994 - - - 3,994

Total contractual obligations $191,992 $73,542 $72,162 $25,059 $362,755
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We are committed to maintaining a strong liquidity position.  We monitor our liquidity position on a daily basis.  We
anticipate that we will have sufficient funds to meet our current funding commitments.  Based on our deposit retention
experience and current pricing strategy, we anticipate that a significant portion of maturing time deposits will be
retained.

9
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

3.       Liquidity and Capital Resources (continued)

At June 30, 2011 and 2010, we exceeded all of the applicable regulatory capital requirements.  Our core (Tier 1)
capital was $57.6 million and $56.2 million, or 9.8% and 16.5% of total assets at June 30, 2011 and 2010,
respectively.  In order to be classified as “well-capitalized” under federal banking regulations, we were required to have
core capital of at least $35.8 million, or 6.0% of assets as of June 30, 2011.  To be classified as a well-capitalized
bank, we must also have a ratio of total risk-based capital to risk-weighted assets of at least 10.0%.  At June 30, 2011
and 2010, we had a total risk-based capital ratio of 17.8% and 34.0%, respectively.

4.       Earnings Per Share

Basic earnings per share is computed based upon the weighted-average common shares outstanding during the period,
less shares in the ESOP that are unallocated and not committed to be released plus shares in the ESOP that have been
allocated.  The weighted average common shares outstanding includes 5,455,313 shares held by Cheviot Mutual
Holding Company. Weighted-average common shares deemed outstanding gives effect to 107,126 and 142,833
unallocated shares held by the ESOP for the three and six months ended June 30, 2011 and 2010, respectively.

For the six months ended
For the three months
ended

  June 30,   June 30,
2011 2010 2011 2010

Weighted-average common shares outstanding (basic) 8,757,782 8,724,677 8,757,782 8,723,494

Dilutive effect of assumed exercise of stock options 9,661 9,486 10,187 9,456

Weighted-average common shares outstanding (diluted) 8,767,443 8,734,163 8,767,969 8,732,950

5.       Stock Incentive Plan

On April 26, 2005, the Corporation approved a Stock Incentive Plan that provides for grants of up to 486,018 stock
options.  During 2011, 2010, and 2009 approximately 4,400, 8,860, and 8,060 option awards for shares were granted,
all of which are subject to five year vesting.

The Corporation follows Financial Accounting Standards Board (“FASB”) Accounting Standard Codification (“ASC”)
Topic 718 (ASC 718), “Compensation – Stock Compensation,” for its stock option plans, and accordingly, the
Corporation recognizes the expense of these grants as required. Stock-based employee compensation costs pertaining
to stock options have been reflected as a net increase in shareholders’ equity, for both any new grants, as well as for all
unvested options outstanding at December 31, 2005, in both cases using the fair values established by usage of the
Black-Scholes option pricing model, and are expensed over the vesting period of the underlying option.

The Corporation elected the modified prospective transition method in applying ASC 718. Under this method, the
compensation cost recorded for unvested equity-based awards is based on their grant-date fair value. For the six

Edgar Filing: CHEVIOT FINANCIAL CORP - Form 10-Q

16



months ended June, 2011, the Corporation recorded $10,000 in after-tax compensation cost for equity-based awards
that vested during the six months ended June 30, 2011.  The Corporation has $79,500 unrecognized pre-tax
compensation cost related to non-vested equity-based awards granted under its stock incentive plan as of June 30,
2011, which is expected to be recognized over a weighted-average vesting period of approximately 0.2 years.

10
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

5.       Stock Option Plan (continued)

A summary of the status of the Corporation’s stock option plan as of June 30, 2011 and the year ended December 31,
2010, as well as the changes during the periods then ended are presented below:

Six months ended Year ended
June 30, 2011 December 31, 2010

Weighted- Weighted-
average average
exercise exercise

Shares price Shares price

Outstanding at beginning of period 421,200 $11.05 412,340 $11.17
Granted 4,400 9.04 8,860 8.07
Exercised - - - -
Forfeited - - - -

Outstanding at end of period 425,600 $11.02 421,200 $11.05

Options exercisable at period-end 404,760 $11.14 397,260 $11.16

Fair value of options granted $5.30 $4.83

The following information applies to options outstanding at June 30, 2011:

Number outstanding 425,600
Exercise price $8.07 - $13.63
Weighted-average exercise price $11.14
Weighted-average remaining contractual life 4.3 years

The expected term of options is based on evaluations of historical and expected future employee exercise
behavior.  The risk-free interest rate is based upon the U.S. Treasury rates at the date of grant with maturity dates
approximately equal to the expected life at grant date.  Volatility is based upon the historical volatility of the
Corporation’s stock.

The fair value of each option was estimated on the date of grant using the modified Black-Scholes options pricing
model with the following weighted-average assumptions used for grants in 2011:  dividend yield of 5.22%, expected
volatility of 44.17%, risk-free interest rate of 2.98% and an expected life of 10 years for each grant.

The effects of expensing stock options are reported in “cash provided by financing activities” in the Consolidated
Statements of Cash Flows.
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

6.   Investment and Mortgage-backed Securities

The amortized cost, gross unrealized gains, gross unrealized losses and estimated fair values of investment securities
at June 30, 2011 and December 31, 2010 are shown below.

June 30, 2011
Gross Gross Estimated

Amortized unrealized unrealized fair
cost gains losses value
  (In thousands)

Available for Sale:
U.S. Government agency securities $84,795 $315 $223 $84,887
Municipal obligations 3,142 64 77 3,129

$87,937 $379 $300 $88,016

December 31, 2010
Gross Gross Estimated

Amortized unrealized unrealized fair
cost gains losses value
  (In thousands)

Available for Sale:
U.S. Government agency securities $88,529 $102 $1,622 $87,009
Municipal obligations 1,545 5 177 1,373

$90,074 $107 $1,799 $88,382

The amortized cost of investment securities at June 30, 2011, by contractual term to maturity, are shown below.

June 30,
2011
(In
thousands)

Less than one year $53,019
One to five years 19,329
Five to ten years 9,122
More than ten years 6,467

$87,937
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

6.       Investment and Mortgage-backed Securities (continued)

The amortized cost, gross unrealized gains, gross unrealized losses and estimated fair values of mortgage-backed
securities at June 30, 2011 and December 31, 2010 are shown below.

June 30, 2011
Gross Gross Estimated

Amortized unrealized unrealized fair
cost gains losses value
  (In thousands)

Available for sale:
Federal Home Loan Mortgage Corporation adjustable-rate
participation certificates $1,230 $86 $1 $1,315
Federal National Mortgage Association adjustable-rate
participation certificates 3,109 49 2 3,156
Government National Mortgage Association adjustable-rate
participation certificates 3,791 101 5 3,887

$8,130 $236 $8 $8,358

Held to maturity:
Federal Home Loan Mortgage Corporation adjustable-rate
participation certificates $425 $6 $1 $430
Federal National Mortgage Association adjustable-rate
participation certificates 465 7 - 472
Government National Mortgage Association adjustable-rate
participation certificates 3,598 133 - 3,731

$4,488 $146 $1 $4,633

13
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

6.       Investment and Mortgage-backed Securities (continued)

December 31, 2010

Gross Gross Estimated
Amortized unrealized unrealized fair
cost gains losses value
  (In thousands)

Available for sale:
Federal Home Loan Mortgage Corporation adjustable-rate
participation certificates $723 $13 $- $736
Federal National Mortgage Association adjustable-rate
participation certificates 548 17 - 565
Government National Mortgage Association adjustable-rate
participation certificates 2,908 70 - 2,978

$4,179 $100 $- $4,279

Held to maturity:
Federal Home Loan Mortgage Corporation adjustable-rate
participation certificates $464 $10 $1 $473
Federal National Mortgage Association adjustable-rate
participation certificates 515 7 - 522
Government National Mortgage Association adjustable-rate
participation certificates 3,800 121 - 3,921

$4,779 $138 $1 $4,916

The amortized cost of mortgage-backed securities, including those designated as available for sale at June 30, 2011,
by contractual terms to maturity, are shown below.  Expected maturities will differ from contractual maturities
because borrowers may generally prepay obligations without prepayment penalties.

June 30,
2011
(In
thousands)

Due in one year or less $570
Due in one year through five years 2,433
Due in five years through ten years 3,421
Due in more than ten years 6,194
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$12,618
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

6.       Investment and Mortgage-backed Securities (continued)

The table below indicates the length of time individual securities have been in a continuous unrealized loss position at
June 30, 2011:

Less than 12 months
12 months or
longer Total

Description of
Number
of Fair Unrealized

Number
of Fair Unrealized

Number
of Fair Unrealized

securities investmentsvalue losses investmentsvalue losses investmentsvalue losses
  (Dollars in thousands)

U.S. Government
agency securities 6 $ 19,774 $ 223 - $ - $ - 6 $ 19,774 $ 223
Municipal
obligations 3 443 3 2 1,161 74 5 1,604 77
Mortgage-backed
securities 13 452 8 4 164 1 17 616 9

Total temporarily
impaired securities 22 $ 20,669 $ 234 6 $ 1,325 $ 75 28 $ 21,994 $ 309

Management does not intend to sell any of the debt securities with an unrealized loss and does not believe that it is
more likely than not that it will be required to sell a security in an unrealized loss position prior to a recovery in
value.  The fair values are expected to recover as securities approach maturity dates. The Corporation has evaluated
these securities and has determined that the decline in their values is temporary.

7.       Income Taxes

The Corporation uses an asset and liability approach to accounting for income taxes. The asset and liability approach
requires the recognition of deferred tax assets and  liabilities  for the expected  future tax  consequences of temporary
differences  between  the  carrying  amounts  and the tax  bases of  assets  and liabilities.  Deferred tax assets are
recognized if it is more likely than not that a future benefit will be realized.  The Corporation accounts for income
t a x e s   i n   a c c o r d a n c e   w i t h   F A S B  A S C  7 4 0 ,  I n c o m e  T a x e s ,  w h i c h  p r e s c r i b e s
the  recognition  and  measurement  criteria  related to tax positions  taken or expected to be taken in a tax return.

The Corporation’s principal temporary differences between financial income and taxable income result mainly from
different methods of accounting for Federal Home Loan Bank stock dividends, the general loan loss allowance,
deferred compensation, stock benefit plans and fair value adjustments arising from the First Franklin acquisition.  The
Corporation has approximately $6.4 million of operating losses to carryforward for the next 20 years.  These loss
carryforwards are subject to the Internal Revenue Code section 382 limitations which allow approximately $1.1
million of the losses on an annual basis to offset current year taxable income.
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The  Corporation  recognizes the financial  statement  benefit of a tax position only after  determining  that the
relevant tax authority  would more likely than not sustain the  position  following  an audit.  For tax positions meeting
the more-likely-than-not   threshold,   the amount   recognized in the financial statements is the largest benefit that has
a greater than 50 percent likelihood of being realized upon ultimate settlement with the relevant tax authority.  The
Corporation has applied this standard to all tax positions for which the statute of limitations remained open. The
Corporation was not required to record any liability for unrecognized tax benefits as of June 30, 2011.
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

7.       Income Taxes (continued)

The Corporation is subject to income taxes in the United States.  Tax regulations are subject to the interpretation of the
related tax laws and regulations and require significant judgment to apply.  With few exceptions, the Corporation is no
longer subject to U.S. federal, or state and local, tax examinations for years before 2008.

The Corporation will recognize, if applicable, interest accrued related to unrecognized tax benefits in interest expense
and penalties in operating expenses.

Federal income tax on earnings differs from that computed at the statutory corporate tax rate for the six months ended
June 30, 2011 and 2010:

2011 2010
(Dollars in thousands)

Federal income taxes at statutory rate of 34% $593 $579
Increase (decrease) in taxes resulting primarily from:
Stock compensation (8 ) 74
Nontaxable interest income (16 ) (10 )
Cash surrender value of life insurance (42 ) (24 )
Utilization of net operating loss carryforwards, previously reserved (241 ) -
Other 4 3

Federal income taxes per consolidated financial statements $290 $622

Effective tax rate 16.6 % 36.5 %

8.       Disclosures about Fair Value of Assets and Liabilities

F a i r  v a l u e  i s  d e f i n e d   a s  t h e  p r i c e  t h a t  w o u l d  b e   r e c e i v e d   t o  s e l l  a n  a s s e t  o r
paid  to  transfer  a  liability  in  an  orderly   transaction  between  market participants at the measurement  date. A
three-level hierarchy exists for fair value measurements based upon the inputs to the valuation of an asset or liability.

Level 1 Quoted prices in active markets for identical assets or liabilities

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities;
quoted prices in markets that are not active; or other inputs that are observable or can be corroborated
by observable market data for substantially the full term of the assets or liabilities

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities.

Fair value methods and assumptions are set forth below for each type of financial instrument.
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

8.       Disclosures about Fair Value of Assets and Liabilities (continued)

Securities available for sale:  Fair values on available for sale securities were based upon a market approach.
Securities which are fixed income instruments that are not quoted on an exchange, but are traded in active markets, are
valued using prices obtained from our custodian, which used third party data service providers.

Available for sale securities include U.S. agency securities, municipal bonds and mortgage-backed agency securities.

                        Fair Value Measurements at June 30, 2011 and December 31, 2010

Quoted prices
in active Significant Significant
markets for other other
identical observable unobservable
assets inputs inputs
(Level 1) (Level 2) (Level 3)

Securities available for sale at June 30, 2011:

U.S. Government agency securities - $ 84,887 -
Municipal obligations - $ 3,129 -
Mortgage-backed securities - $ 8,358 -

Securities available for sale at December 31, 2010:

U.S. Government agency securities - $ 87,009 -
Municipal obligations - $ 1,373 -
Mortgage-backed securities - $ 4,279 -

The Corporation is predominately an asset-based lender with real estate serving as collateral on a substantial majority
of loans.  Loans which are deemed to be impaired are primarily valued on a nonrecurring basis at the fair values of the
underlying real estate collateral.  In addition, on the acquisition date the Corporation independently fair valued $25.0
million of First Franklin’s impaired loans, as well as $173.2 million of performing loans.  First Franklin’s impaired
loans subject to fair value adjustments are not included in Cheviot Financial’s non-performing loan totals.  Such loans
are considered performing under Topic ASC 310-30, even though the loans are contractually past due, as any
nonpayment of contractual principal or interest is considered in the periodic re-estimation of expected cash flows and
the resulting loss provisions or future period yield adjustments. The fair values were obtained using independent
appraisals, which the Corporation considers to be Level 2 inputs.  The aggregate carrying amount of the Corporation’s
impaired loans at June 30, 2011 was $5.2 million, compared to $4.9 million at December 31, 2010.

The Corporation has real estate acquired through foreclosure totaling $3.7 million at June 30, 2011, compared to $2.0
million at December 31, 2010.  Real estate acquired through foreclosure is carried at the lower of the cost or fair value
less estimated selling expenses at the date of acquisition. Fair values are obtained using independent appraisals, based
on comparable sales which the Corporation considers to be Level 2 inputs.  The aggregate amount of real estate
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acquired through foreclosure that is carried at fair value was $2.7 million at June 30, 2011 and $1.1 million at
December 31, 2010.  The aggregate amount of real estate acquired through foreclosure that is carried at cost was
$936,000 at June 30, 2011.
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

9.       Effects of Recent Accounting Pronouncements

We adopted the following accounting guidance in 2011, none of which had a material effect, if any, on our
consolidated financial position or results of operations.

In January 2010, the FASB issued ASU No. 2010-06 “Improving Disclosures about Fair Value Measurements,” which
amends the guidance for fair value measurements and disclosures. The guidance in ASU 2010-06 requires a reporting
entity to disclose separately the amounts of significant transfers in and out of Level 1 and Level 2 fair value
measurements and to describe the reasons for the transfers. Furthermore, ASU 2010-06 requires a reporting entity to
present separately information about purchases, sales, issuances, and settlements in the reconciliation for fair value
measurements using significant unobservable inputs; clarifies existing fair value disclosures about the level of
disaggregation and about inputs and valuation techniques used to measure fair value; and amends guidance on
employers’ disclosures about postretirement benefit plan assets to require that disclosures be provided by classes of
assets instead of by major categories of assets. The new guidance is effective for interim and annual reporting periods
beginning January 1, 2010, except for the disclosures about purchases, sales, issuances, and settlements in the roll
forward of activity in Level 3 fair value measurements. Those disclosures are effective January 1, 2011 and for interim
periods thereafter. In the period of initial adoption, entities are not required to provide the amended disclosures for any
previous periods presented for comparative purposes. The adoption of this guidance did not have a material impact
our annual and interim financial statement disclosures and did not have any impact on our consolidated financial
statements.

In December 2010, the FASB issued ASU 2010-28, “When to Perform Step 2 of the Goodwill Impairment Test for
Reporting Units with Zero or Negative Carrying Amounts.” This ASU modifies Step 1 of the goodwill impairment test
for reporting units with zero or negative carrying amounts. For those reporting units, an entity is required to perform
Step 2 of the goodwill impairment test if it is more likely than not that a goodwill impairment exists. In determining
whether it is more likely than not that a goodwill impairment exists, an entity should consider whether there are any
adverse qualitative factors indicating an impairment may exist. The qualitative factors are consistent with the existing
guidance, which requires that goodwill of a reporting unit be tested for impairment between annual tests if an event
occurs or circumstances change that would more likely than not reduce the fair value of a reporting unit below its
carrying amount. For public entities, the amendments in this Update are effective for fiscal year, and interim periods
within those years, beginning after December 15, 2010.  Adoption of this guidance on January 1, 2011 did not have a
material effect on the Corporation’s results of operation or financial position.

In December 2010, the FASB issued ASU 2010-29, “Disclosure of Supplementary Pro Forma Information for Business
Combinations.” The amendments in this update specify that if a public entity presents comparative financial statements,
the entity should disclose revenue and earnings of the combined entity as though the business combination(s) that
occurred during the current year had occurred as of the beginning of the current and comparable prior annual reporting
period.  The amendments also expand the supplemental pro forma disclosures under Topic 805 to include a
description of the nature and amount of material, nonrecurring pro forma adjustments directly attributable to the
business combination included in the reported pro forma revenue and earnings. The amendments in this Update are
effective prospectively for business combinations for which the acquisition date is on or after the beginning of the first
annual reporting period beginning on or after December 15, 2010.  Management has provided the required pro forma
disclosures in the period of acquisition of First Franklin for the quarter ended March 31, 2011.
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

9.       Effects of Recent Accounting Pronouncements (continued)

In April 2011, the FASB ASU No. 2011-02, “Receivables (Topic 310) - A Creditor’s Determination of Whether a
Restructuring Is a Troubled Debt Restructuring.” ASU 2011-02 clarifies which loan modifications constitute troubled
debt restructurings and is intended to assist creditors in determining whether a modification of the terms of a
receivable meets the criteria to be considered a troubled debt restructuring, both for purposes of recording an
impairment loss and for disclosure of troubled debt restructurings. In evaluating whether a restructuring constitutes a
troubled debt restructuring, a creditor must separately conclude, under the guidance clarified by ASU 2011-02, that
both of the following exist: (a) the restructuring constitutes a concession; and (b) the debtor is experiencing financial
difficulties. ASU 2011-02 will be effective for the Corporation on July 1, 2011, and applies retrospectively to
restructurings occurring on or after January 1, 2011. Adoption of ASU 2011-02 is not expected to have a material
impact on the Corporation’s financial statements.

In May 2011, the FASB issued ASU 2011-4, “Fair Value Measurement (Topic 820): Amendments to Achieve
Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRS.” This Update provides
guidance which is expected to result in common fair value measurement and disclosure requirements between U.S.
GAAP and IFRS. It changes the wording used to describe many of the requirements in U.S. GAAP for measuring fair
value and for disclosing information about fair value measurements. It is not intended for this Update to result in a
change in the application of the requirements in Topic 820. Some of the amendments clarify the Board’s intent about
the application of existing fair value measurement requirements. Other amendments change a particular principle or
requirement for measuring fair value or for disclosing information about fair value measurements. The amendments in
this Update are to be applied prospectively. For public entities, the amendments are effective during interim and
annual periods beginning after December 15, 2011. Early application by public entities is not permitted. We do not
anticipate any material impact from this Update.

In June 2011, the FASB issued ASU 2011-5, “Comprehensive Income (Topic 220).” In this Update, an entity has the
option to present the total of comprehensive income, the components of net income, and the components of other
comprehensive income either in a single continuous statement of comprehensive income or in two separate but
consecutive statements. In both choices, an entity is required to present each component of net income along with total
net income, each component of other comprehensive income along with a total for other comprehensive income, and a
total amount for comprehensive income. The amendments in this Update do not change the items that must be
reported in other comprehensive income or when an item of other comprehensive income must be reclassified to net
income. They also do not change the presentation of related tax effects, before related tax effects, or the portrayal or
calculation of earnings per share. The amendments in this Update should be applied retrospectively. The amendment
is effective for fiscal years, and interim periods within those years, beginning after December 15, 2011. Early adoption
is permitted, because compliance with the amendments is already permitted. The amendments do not require any
transition disclosures. We do not anticipate any material impact from this Update.

10.       Fair Value of Financial Instruments

Fair value information about financial instruments, whether or not recognized in the balance sheet, for which it is
practical to estimate the value, is based upon the characteristics of the instruments and relevant market information.
Financial instruments include cash, evidence of ownership in an entity or contracts that convey or impose on an entity
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the contractual right or obligation to either receive or deliver cash for another financial instrument. These fair value
estimates are based on relevant market information and information about the financial instruments. Fair value
estimates are intended to represent the price for which an asset could be sold or liability could be settled. However,
given there is no active market or observable market transactions for many of the Corporation’s financial instruments,
it has made estimates of many of these fair values which are subjective in nature, involve uncertainties and matters of
significant judgment and therefore cannot be determined with
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

10.       Fair Value of Financial Instruments (continued)

precision. Changes in assumptions could significantly affect the estimated values. The fair value estimates are
determined in accordance with SFAS No. 157.

The following methods and assumptions were used by the Corporation in estimating its fair value disclosures for
financial instruments at June 30, 2011:

Cash and cash equivalents:  The carrying amounts presented in the consolidated statements of financial condition for
cash and cash equivalents are deemed to approximate fair value.

Investment and mortgage-backed securities:  For investment and mortgage-backed securities, fair value is deemed to
equal the quoted market price.

Loans receivable:  The loan portfolio was segregated into categories with similar characteristics, such as one-to
four-family residential, multi-family residential and commercial real estate.  These loan categories were further
delineated into fixed-rate and adjustable-rate loans.  The fair values for the resultant loan categories were computed
via discounted cash flow analysis, using current interest rates offered for loans with similar terms to borrowers of
similar credit quality.  For loans on deposit accounts, fair values were deemed to equal the historic carrying
values.  The historical carrying amount of accrued interest on loans is deemed to approximate fair value.

Federal Home Loan Bank stock:  The carrying amount presented in the consolidated statements of financial condition
is deemed to approximate fair value.

Deposits:  The fair value of NOW accounts, passbook accounts, and money market demand deposits is deemed to
approximate the amount payable on demand at June 30, 2011.  Fair values for fixed-rate certificates of deposit have
been estimated using a discounted cash flow calculation using the interest rates currently offered for deposits of
similar remaining maturities.

Advances from the Federal Home Loan Bank:  The fair value of these advances is estimated using the rates currently
offered for similar advances of similar remaining maturities or, when available, quoted market prices.

Advances by Borrowers for Taxes and Insurance:  The carrying amount of advances by borrowers for taxes and
insurance is deemed to approximate fair value.

Commitments to extend credit:  For fixed-rate loan commitments, the fair value estimate considers the difference
between current levels of interest rates and committed rates.  At June 30, 2011, the fair value of the derivative loan
commitments was not material.
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

10.       Fair Value of Financial Instruments (continued)

The estimated fair values of the Corporation’s financial instruments at June 30, 2011 and December 31, 2010 are as
follows:

June 30, 2011 December 31, 2010
Carrying
Value

Fair
Value

Carrying
Value

Fair
Value

(In thousands) (In thousands)

Financial assets
Cash and cash equivalents $34,000 $34,000 $18,149 $18,149
Investment securities 88,016 88,016 88,382 88,382
Mortgage-backed securities 12,846 12,991 9,058 9,195
Loans receivable - net 407,653 420,930 225,438 233,272
Federal Home Loan Bank stock 8,366 8,366 3,375 3,375

$550,881 $564,303 $344,402 $352,373

Financial liabilities Deposits $474,888 $475,027 $257,852 $257,672
Advances from the Federal Home Loan Bank 44,245 46,266 27,300 30,597
Advances by borrowers for taxes and insurance 1,146 1,146 1,440 1,440

$520,279 $522,439 $286,592 $289,709

11.   Acquisition Activity

First Franklin Corporation

As previously stated, on March 16, 2011, Cheviot Financial, and its wholly owned subsidiary, Cheviot Savings Bank,
completed the acquisition of First Franklin and its wholly-owned subsidiary, Franklin Savings.  The acquisition was
consummated in accordance with an Agreement and Plan of Merger (the “Merger Agreement”), dated as of October 12,
2010, by and among Cheviot Financial Corp., Cheviot Savings Bank, Cheviot Merger Subsidiary, Inc., First Franklin
and Franklin Savings.

At the effective time of the acquisition, each share of common stock, par value $0.01 per share, of First Franklin
(other than shares owned by First Franklin, Cheviot Financial, Cheviot Savings Bank and Merger Subsidiary) was
converted into the right to receive $14.50 in cash.  Each First Franklin stock option outstanding at the time of the
closing was converted into an amount of cash equal to the positive difference, if any, between $14.50 and the exercise
price of such stock option.  The aggregate cash consideration paid in the acquisition (including the cancellation of
stock options) was approximately $24.7 million.
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

11.   Acquisition Activity (continued)

The acquired assets and assumed liabilities were measured at estimated fair values, as required by the FASB under
Business Combinations.  Management made significant estimates and exercised significant judgment in accounting
for the acquisition.  Management measured loan fair values based on loan file reviews (including borrower financial
statements or tax returns), appraised collateral values, expected cash flows and historical loss factors of Franklin
Savings.  Real estate acquired through foreclosure was primarily valued based on appraised collateral values.  The
Corporation also recorded an identifiable intangible asset representing the core deposit base of Franklin Savings based
on management’s evaluation of the cost of such deposits relative to alternative funding sources.  Management used
significant estimates including the average lives of depository accounts, future interest rate levels and the cost of
servicing various depository products.  Management used market quotations to fair value investment securities and
FHLB advances.

The business combination resulted in the acquisition of loans with and without evidence of credit quality
deterioration.  First Franklin’s loans were deemed impaired at the acquisition date if Cheviot Financial did not expect
to receive all contractually required cash flows due to concerns about credit quality.  Such loans were fair valued and
the difference between contractually required payments at the acquisition date and cash flows expected to be collected
was recorded as a nonaccretable difference.  At the acquisition date, Cheviot Financial recorded $25.0 million of
purchased credit-impaired loans subject to a nonaccretable difference of $5.5 million.  The method of measuring
carrying value of purchased loans differs from loans originated by the Corporation (originated loans), and as such, the
Corporation identifies purchased loans and purchased loans with a credit quality discount and originated loans at
amortized cost.

First Franklin's loans without evidence of credit deterioration were fair valued by discounting both expected principal
and interest cash flows using an observable discount rate for similar instruments that a market participant would
consider in determining fair value. Additionally, consideration was given to management’s best estimates of default
rates and payment speeds.  At acquisition, First Franklin’s loan portfolio without evidence of deterioration totaled
$173.2 million and was recorded at a fair value of $171.6 million.
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

11. Acquisition Activity (continued)

The following table summarizes the purchase of First Franklin as of March 16, 2011:

Purchase price

Purchase price
First Franklin common shares outstanding (in thousands) 1,693
Purchase price per share of First Franklin’s common stock $ 14.50
Total value of the First Franklin’s common stock $ 24,549
Fair value of outstanding employee stock awards, net of tax 131

Total purchase price $ 24,680

Allocation of purchase price
Stockholders’ equity $ 20,755

Pre-tax adjustments to reflect acquired assets and liabilities at fair value:
Loans receivable (2,462)
Real estate owned (750)
Office premises and equipment 1,970
Core deposit intangible 1,298
Certificates of deposit (2,718)
Advances from the Federal Home Loan Bank (838)
Contractual obligations (4,390)
Other assets/liabilities 427
Pre-tax total adjustments (7,463)

Deferred income tax benefits, net of valuation allowance 1,079
After-tax total adjustments (6,384)
Fair value of net assets acquired 14,371

Goodwill resulting from the First Franklin acquisition $ 10,309
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

11. Acquisition Activity (continued)

The following condensed statement reflects the values assigned to First Franklin’s net assets as of the acquisition date:

March 16,
2011
(in

thousands)
Assets:
Cash and cash equivalents $ 20,480
Investment securities 15,618
Mortgage-backed securities 4,497
Loans receivable – net 196,519
Real estate acquired through foreclosure 2,404
Office premises and equipment 4,927
Goodwill and intangible assets 11,607

Other assets 21,509
Total Assets $ 277,561

Liabilities:
Deposits $ 221,528
Advances from the Federal Home Loan Bank 23,216
Other borrowings 1,490
Accrued expenses and other liabilities 6,647
Total liabilities 252,881

Fair value of net assets acquired $ 24,680

The Corporation recorded goodwill and other intangibles associated with the purchase of First Franklin and Franklin
Savings totaling $11.6 million.  Goodwill is not amortized, but is periodically evaluated for impairment.  The
Corporation did not recognize any impairment during the quarter ended June 30, 2011.  The carrying amount of the
goodwill at June 30, 2011 was $10.3 million.

Identifiable intangibles are amortized to their estimated residual values over the expected useful lives.  Such lives are
also periodically reassessed to determine if any amortization period adjustments are required.  During the quarter
ended June, 2011, no such adjustments were recorded.  The identifiable intangible asset consists of a core deposit
intangible which is being amortized on an accelerated basis over the useful life of such asset. The gross carrying
amount of the core deposit intangible at June 30, 2011 was $1.2 million with $90,000 in accumulated amortization as
of that date.
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

11. Acquisition Activity (continued)

As of June 30, 2011, the current year and estimated future amortization expense for the core deposit intangible was:

2011 $ 180
2012 282
2013 206
2014 149
2015 116
2016 110
2017 110
2018 55

Total $ 1,208

12.       Financing Receivables

The recorded investment in loans was as follows as of June 30, 2011:

One-to four
Family

Residential
Multi-family
Residential Construction Commercial Consumer Total

Purchased loans $135,387 $ 13,338 $ — $43,607 $4,164 $196,496
Credit quality discount (2,524 ) (208 ) — (2,451 ) (1,804 ) (6,987 )
Purchased loans book value
(3) 132,863 13,130 — 41,156 2,360 189,509
Originated loans (1) 184,418 10,353 7,406 (2 ) 20,796 276 223,249
Ending balance $317,281 $ 23,483 $ 7,406 $ 61,952 $2,636 $412,758

(1)   Includes loans held for sale
(2)   Before consideration of undisbursed Loans-in-process
(3)   Loans purchased in acquisition of First Franklin

The carrying amount of purchased loans consisting of credit-impaired purchased loans and non-impaired purchased
loans is shown in the following table as of June 30, 2011.

Non-impaired
Purchased
Loans

Credit
Impaired
Purchased
Loans

One-to-four family residential $ 126,915 $5,948
Multi-family residential 11,963 1,167
Construction — —
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Commercial 32,322 8,834
Consumer 1,058 1,302
Total $ 172,258 $17,251
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

12.       Financing Receivables (continued)

The following summarizes activity in the allowance for credit losses:

June 30, 2011
One-to four
Family

Residential
Multi-family
Residential Construction Commercial Consumer Total

Allowance for loan losses:
Beginning balance $979 $ 49 $ 33 $ 180 $1 $1,242
Provision 56 104 4 21 15 200
Charge-offs (35 ) — (21 ) — — (56 )
Recoveries — — — — 13 13

Ending balance $1,000 $ 153 $ 16 $ 201 $29 $1,399

Ending balance:
Individually evaluated for
impairment $364 $ — $ — $— $— $364
Ending balance:
Collectively evaluated for
impairment $636 $ 153 $ 16 $ 201 $29 $1,035

Loans receivable:

Ending balance $317,281 $ 23,483 $ 7,406 $ 61,952 $2,636 $412,758
Ending balance:
Individually evaluated for
impairment (1) $131,728 $ 11,963 $ — $32,528 $1,058 $177,277
Ending balance:
Collectively evaluated for
impairment $179,605 $ 10,353 $ 7,406 $ 20,590 $276 $218,230
Ending balance:
Loans acquired with
deteriorated credit quality $5,948 $ 1,167 $ — $8,834 $1,302 $17,251

 (1)  Includes loans acquired from First Franklin of $171,709
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

12. Financing receivables (continued)

December 31, 2010
One-to four
Family

Residential
Multi-family
Residential Construction Commercial Consumer Total

Allowance for loan losses:

Beginning balance $892 $ 30 $ 28 $ 75 $— $1,025
Provision 364 19 5 161 1 550
Charge-offs (277 ) — — (56 ) — (333 )
Recoveries — — — — — —

Ending balance $979 $ 49 $ 33 $ 180 $1 $1,242

Ending balance:
Individually evaluated for
impairment $217 $ — $ — $— $— $217

Ending balance:
Collectively evaluated for
impairment $762 $ 49 $ 33 $ 180 $1 $1,025

Ending balance:
Loans acquired with
deteriorated credit quality $— $— $ — $— $— $—

December 31, 2010
One-to four
Family

Residential
Multi-family
Residential Construction Commercial Consumer Total

Loans receivable:

Ending balance $195,801 $ 8,594 $ 7,081 $ 19,329 $207 $231,012

Ending balance:
Individually evaluated for
impairment $4,989 $ — $ — $222 $— $5,211

Ending balance:
Collectively evaluated for
impairment $190,812 $ 8,594 $ 7,081 $ 19,107 $207 $225,801
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Ending balance:
Loans acquired with
deteriorated credit quality — — — — — —
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

12. Financing receivables (continued)

The Corporation assigns credit risk grades to evaluated loans using grading standards employed by regulatory
agencies.  Loans judged to carry lower-risk attributes assigned a “pass” grade, with a minimal likelihood of loss.  Loans
judged to carry a higher-risk attributes are referred to as “classified loans” and are further disaggregated, with increasing
expectations for loss recognition, as “substandard,” “doubtful,” and “loss.”  The Corporation’s Loan Classification of Assets
committee assigns the credit risk grades to loans and reports to the board on a monthly basis the “classified asset” report.

The following table summarizes the credit risk profile by internally assigned grade:

Originated Loans at June 30, 2011
One-to four
Family

Residential
Multi-family
Residential Construction Commercial Consumer Total

Grade:
Pass $179,056 $ 10,353 $ 7,406 $ 20,590 $276 $217,681
Special mention — — — — — —
Substandard 5,362 — — 206 — 5,568
Doubtful — — — — — —
Loss — — — — — —
Total $184,418 $ 10,353 $ 7,406 $ 20,796 $276 $223,249

Loans Receivable at December 31, 2010
One-to four
Family

Residential
Multi-family
Residential Construction Commercial Consumer Total

Grade:
Pass $190,812 $ 8,594 $ 7,081 $ 19,107 $207 $225,801
Special mention — — — — — —
Substandard 4,989 — — 222 — 5,211
Doubtful — — — — — —
Loss — — — — — —
Total $195,801 $ 8,594 $ 7,081 $ 19,329 $207 $231,012

Purchased Loans at June 30, 2011
One-to four
Family

Residential
Multi-family
Residential Construction Commercial Consumer Total

Grade:
Pass $124,890 $ 12,737 $ — $36,047 $1,961 $175,635
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Special mention 259 353 — 1,057 — 1,669
Substandard 7,714 40 — 4,052 399 12,205
Doubtful — — — — — —
Loss — — — — — —
Total $132,863 $ 13,130 $ — $41,156 $2,360 $189,509
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

12. Financing receivables (continued)

The following table summarizes loans by delinquency, nonaccrual status and impaired loans:

Age Analysis of Past Due Originated Loans Receivable
As of June 30, 2011

30-89 Days
Past Due

Over 90
days Past
Due

Total Past
Due

Current and
Accruing Nonaccrual Total Loans

Recorded
Investment
90 Days
and

Accruing
Real Estate:
1-4 family
Residential $729 $5,041 $5,770 $179,377 $5,041 $184,418 —
Multi-family
Residential — — — 10,353 — 10,353 —
Construction — — — 7,406 — 7,406 —
Commercial — 207 207 20,589 207 20,796 —
Consumer — — — 276 — 276 —
Total $729 $5,248 $5,977 $218,001 $5,248 $223,249 —

Age Analysis of Past Due Originated Loans Receivable
As of December 31, 2010

30-89 Days
Past Due

Over 90
days Past
Due

Total Past
Due

Current and
accruing Nonaccrual Total Loans

Recorded
Investment
90 Days
and

Accruing
Real Estate:
1-4 family
Residential $1,017 $4,695 $5,712 $191,106 $4,695 $195,801 —
Multi-family
Residential — — — 8,594 — 8,594 —
Construction — — — 7,081 — 7,081 —
Commercial 46 160 206 19,169 160 19,329 —
Consumer — — — 207 — 207 —
Total $1,063 $4,855 $5,918 $226,157 $4,855 $231,012 —

Age Analysis of Past Due Purchased Loans Receivable
As of June 30, 2011

Nonaccrual Total Loans
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30-89 Days
Past Due

Over 90
days Past
Due

Total Past
Due

Current and
Accruing

Recorded
Investment
90 Days
and

Accruing
Real Estate:
1-4 family
Residential $2,679 $3,734 $6,413 $129,129 $3,734 $132,863 —
Multi-family
Residential — 488 488 12,642 488 13,130 —
Construction — — — — — — —
Commercial 329 638 967 40,518 638 41,156 —
Consumer — 56 56 2,304 56 2,360 —
Total $3,008 $4,916 $7,924 $184,593 $4,916 $189,509 —
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

12. Financing receivables (continued)

Impaired Loans As of June 30, 2011

Recorded
Investment

Unpaid
Principal
Balance

Related
Allowance

Average
Recorded
Investment

Interest
Income

Recognized
Purchased loans with no related allowance
recorded:
Real Estate:
1-4 family Residential $5,948 $5,948 $— $83 $ 54
Multi-family Residential 1,167 1,167 — 195 —
Construction — — — — —
Commercial 8,834 8,834 — 442 6
Consumer 1,302 1,302 — 41 —
Total $17,251 $17,251 $— $133 $ 60

Impaired Loans As of June 30, 2011

Recorded
Investment

Unpaid
Principal
Balance

Related
Allowance

Average
Recorded
Investment

Interest
Income

Recognized
Originated loans with no related allowance
recorded
Real Estate:
1-4 family $4,985 $4,985 $— $104 $ 40
Residential
Commercial 46 46 — 46 —
Consumer — — — — —
Total $5,031 $5,031 $— $114 $ 40
Originated loans with an allowance recorded:
Real Estate:
1-4 family $284 $640 $356 $29 $—
Residential
Commercial 152 160 8 151
Consumer — — — — —
Total $436 $800 $364 $180 $—
Total:
Real Estate:
1-4 family $11,217 $11,573 $356 $87 $ 94
Residential
Multi-family
Residential 1,167 1,167 — 195 —
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Construction — — — — —
Commercial 9,032 9,040 — 411 6
Consumer 1,302 1,302 8 41 —
Total $22,718 $23,082 $364 $120 $ 100
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

12. Financing receivables (continued)

Impaired Loans
As of December 31, 2010

Recorded
Investment

Unpaid
Principal
Balance

Related
Allowance

Average
Recorded
Investment

Interest
Income

Recognized
Originated loans with no
related allowance
recorded: Real Estate:
1-4 family Residential $ 4,038 $ 4,038 $ — $ 104 $ 126
Multi-family Residential — — — — —
Construction — — — — —
Commercial 222 222 — 111 2
Consumer — — — — —
Total $ 4,260 $ 4,260 $ — $ 215 $ 128

Impaired Loans
As of December 31, 2010

Recorded
Investment

Unpaid
Principal
Balance

Related
Allowance

Average
Recorded
Investment

Interest
Income

Recognized
Originated with an
allowance recorded:
Real Estate:
1-4 family Residential $ 734 $ 951 $ 217 $ 56 $ 9
Multi-family Residential — — — — —
Construction — — — — —
Commercial — — — — —
Consumer — — — — —
Total $ 734 $ 951 $ 217 $ 56 $ 9
Total:
Real Estate:
1-4 family $ 4,772 $ 4,989 $ 217 $ 160 $ 135
Residential
Multi-family
Residential — — — — —
Construction — — — — —
Commercial 222 222 — 111 2
Consumer — — — — —
Total $ 4,994 $ 5,211 $ 217 $ 203 $ 137
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Cheviot Financial Corp.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

13.       Subsequent Events

Adoption of Plan of Conversion

On July 12, 2011 Cheviot Mutual Holding Company and the Corporation adopted a Plan of Conversion whereby the
mutual holding company would convert from mutual to stock form.  As part of the Plan of Conversion the pro forma
value of the 62% of the Corporation owed by the Mutual Holding Company would be sold in a subscription and
community offering and, if necessary, a syndicated community offering.  The Plan of Conversion is subject to
regulatory approval as well as the approval of the Mutual Holding Company’s members and the Corporation’s
stockholders.

            Subsequent Event – Sunset of Office of Thrift Supervision

Effective July 21, 2011 Cheviot Financial Corp. became subject to regulation and supervision by the Board of
Governors of the Federal Reserve System and the Savings Bank became regulated by the FDIC, in each case, instead
of the Office of Thrift Supervision.  Compliance with new regulations and being supervised by one or more new
regulatory agencies could increase our expenses.
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Cheviot Financial Corp.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

For the three and six months ended June 30, 2011 and 2010

ITEM 2.

Forward Looking Statements

This report on Form 10-Q contains forward-looking statements, which can be identified by the use of such words as
estimate, project, believe, intend, anticipate, plan, seek, expect and similar expressions.  These forward-looking
statements are subject to significant risks, assumptions and uncertainties that could affect the actual outcome of future
events.  Because of these uncertainties, our actual future results may be materially different from the results indicated
by these forward-looking statements.

Recent Developments

Adoption of Plan of Conversion

On July 12, 2011 Cheviot Mutual Holding Company and the Corporation adopted a Plan of Conversion whereby the
mutual holding company would convert from mutual to stock form.  As part of the Plan of Conversion the pro forma
value of the 62% of the Corporation owed by the Mutual Holding Company would be sold in a subscription and
community offering and, if necessary, a syndicated community offering.  The Plan of Conversion is subject to
regulatory approval as well as the approval of the Mutual Holding Company’s members and the Corporation’s
stockholders.

Acquisition of First Franklin Corporation

On March 16, 2011, Cheviot Financial, and its wholly owned subsidiary, Cheviot Savings Bank, completed the
acquisition of First Franklin and its wholly-owned subsidiary, Franklin Savings.  The acquisition was consummated in
accordance with an Agreement and Plan of Merger (the “Merger Agreement”), dated as of October 12, 2010, by and
among Cheviot Financial Corp., Cheviot Savings Bank, Cheviot Merger Subsidiary, Inc., First Franklin and Franklin
Savings.

At the effective time of the acquisition, each share of common stock, par value $0.01 per share, of First Franklin
(other than shares owned by First Franklin, Cheviot Financial, Cheviot Savings Bank and Merger Subsidiary) was
converted into the right to receive $14.50 in cash.  Each First Franklin stock option outstanding at the time of the
closing was converted into an amount of cash equal to the positive difference, if any, between $14.50 and the exercise
price of such stock option.  The aggregate cash consideration paid in the acquisition (including the cancellation of
stock options) totaled of approximately $24.7 million.

The business combination resulted in the acquisition of loans with and without evidence of credit quality
deterioration.  First Franklin’s loans were deemed impaired at the acquisition date if Cheviot Financial did not expect
to receive all contractually required cash flows due to concerns about credit quality.  Such loans were fair valued and
the difference between contractually required payments at the acquisition date and cash flows expected to be collected
was recorded as a nonaccretable difference.  At the acquisition date, Cheviot Financial recorded $25.0 million of
purchased credit-impaired loans subject to a fair value adjustment of $5.5 million.  The method of measuring carrying
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value of purchased loans differs from loans originated by the Corporation (originated loans), and as such, the
Corporation identifies purchased loans and purchased loans with a credit quality discount and originated loans at
amortized cost.
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Cheviot Financial Corp.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (CONTINUED)

For the three and six months ended June 30, 2011 and 2010

Recent Developments (continued)

First Franklin's loans without evidence of credit deterioration were fair valued by discounting both expected principal
and interest cash flows using an observable discount rate for similar instruments that a market participant would
consider in determining fair value.  Additionally, consideration was given to management’s best estimates of default
rates and payment speeds.  At acquisition, First Franklin’s loan portfolio without evidence of credit deterioration
totaled $173.2 million and was recorded at a fair value of $171.6 million.

As a result of the acquisition, the Corporation now has a total of 12 branches located in Hamilton County.   At
acquisition, First Franklin had total assets of $265.8 million, deposits of $218.8 million and stockholders’ equity of
$16.4 million. We recognize that components of our non-interest expense will increase as we integrate the personnel
and operations of First Franklin. We believe however that these costs will more than be offset by the synergies which
can be expected from a larger financial institution and the enhanced profitability potential we will have operating as
an institution with approximately $600 million in assets.

Legislative Developments

Effective July 21, 2011 Cheviot Financial Corp. became subject to regulation and supervision by the Board of
Governors of the Federal Reserve System and the Savings Bank became regulated by the FDIC, in each case, instead
of the Office of Thrift Supervision.  Compliance with new regulations and being supervised by one or more new
regulatory agencies could increase our expenses.

Critical Accounting Policies

We consider accounting policies involving significant judgments and assumptions by management that have, or could
have, a material impact on the carrying value of certain assets or on income to be critical accounting policies.  We
consider the accounting method used for the allowance for loan losses and the estimation of fair value of assets to be
critical accounting policies.

The allowance for loan losses is the estimated amount considered necessary to cover inherent, but unconfirmed credit
losses in the loan portfolio at the balance sheet date.  The allowance is established through the provision for losses on
loans which is charged against income.  In determining the allowance for loan losses, management makes significant
estimates and has identified this policy as one of the most critical for Cheviot Financial.

Management performs a quarterly evaluation of the allowance for loan losses.  Consideration is given to a variety of
factors in establishing this estimate including, but not limited to, current economic conditions, delinquency statistics,
geographic and industry concentrations, the adequacy of the underlining collateral, the financial strength of the
borrower, results of internal loan reviews and other relevant factors.  This evaluation is inherently subjective as it
requires material estimates that may be susceptible to significant change.

The analysis has two components, specific and general allocations.  Specific percentage allocations can be made for
unconfirmed losses related to loans that are determined to be impaired.  Impairment is measured by determining the
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present value of expected future cash flows or, for collateral-dependent loans, the fair value of the collateral adjusted
for market conditions and selling expenses. If the fair value of the loan is less than the loan’s carrying value, a
charge-off is recorded for the difference. The general allocation is determined by segregating the remaining loans by
type of loan, risk weighting (if applicable) and payment history.  We also analyze historical loss experience,
delinquency trends, general economic conditions and geographic and industry concentrations.  This analysis
establishes factors that are applied to the loan groups to determine the amount of the general reserve.  Actual loan
losses may be significantly more than the allowances we have established which could result in a material negative
effect on our financial results.
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Cheviot Financial Corp.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (CONTINUED)

Critical Accounting Policies (continued)

The acquired assets and assumed liabilities of First Franklin were measured at estimated fair values, as required by
FASB under Business Combinations.  Management made significant estimates and exercised significant judgment in
accounting for the acquisition.  Management measured loan fair values based on loan file reviews (including borrower
financial statements or tax returns), appraised collateral values, expected cash flows and historical loss factors of
Franklin Savings.  Real estate acquired through foreclosure was primarily valued based on appraised collateral
values.  The Corporation also recorded an identifiable intangible asset representing the core deposit base of Franklin
Savings based on management’s evaluation of the cost of such deposits relative to alternative funding
sources.  Management used significant estimates including the average lives of depository accounts, future interest
rate levels, the cost of servicing various depository products and other significant estimates.  Management used
market quotations to determine the fair value of investment securities and FHLB advances.

The acquired assets of First Franklin and Franklin Savings include loans receivable.  Loans receivable acquired with a
deteriorated credit quality amounted to $25.0 million with a related credit quality discount of $5.5 million.  The
method of measuring carrying value of purchased loans differs from loans originated by the Corporation, and as such,
the Corporation identifies purchased loans and purchased loans with a credit quality discount.

We classify our investments in debt and equity securities as either held-to-maturity or available-for-sale. Securities
classified as held-to maturity are recorded at cost or amortized cost. Available-for-sale securities are carried at fair
value. We obtain our estimated fair values from a third party service. This service’s fair value calculations are based on
quoted market prices when such prices are available. If quoted market prices are not available, estimates of fair value
are computed using a variety of techniques, including extrapolation from the quoted prices of similar instruments or
recent trades for thinly traded securities, fundamental analysis, or through obtaining purchase quotes. Due to the
subjective nature of the valuation process, it is possible that the actual fair values of these investments could differ
from the estimated amounts, thereby affecting our financial position, results of operations and cash flows. If the
estimated value of investments is less than the cost or amortized cost, we evaluate whether an event or change in
circumstances has occurred that may have a significant adverse effect on the fair value of the investment. If such an
event or change has occurred and we determine that the impairment is other-than-temporary, we expense the
impairment of the investment in the period in which the event or change occurred. We also consider how long a
security has been in a loss position in determining if it is other than temporarily impaired. Management also assesses
the nature of the unrealized losses taking into consideration factors such as changes in risk -free interest rates, general
credit spread widening, market supply and demand, creditworthiness of the issuer, and quality of the underlying
collateral.

Discussion of Financial Condition Changes at June 30, 2011 and at December 31, 2010

Total assets increased $239.1 million, or 66.8%, to $597.1 million at June 30, 2011, from $358.1 million at December
31, 2010.  The increase in total assets is primarily the result of the First Franklin acquisition.  As a result of the
acquisition, Cheviot Financial Corp. recorded increases in cash and cash equivalents, mortgage-backed securities and
loans receivable.
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Cheviot Financial Corp.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (CONTINUED)

Discussion of Financial Condition Changes at June 30, 2011 and at December 31, 2010 (continued)

Cash, federal funds sold and interest-earning deposits increased $15.9 million, or 87.3%, to $34.0 million at June 30,
2011, from $18.1 million at December 31, 2010.  The increase in cash and cash equivalents at June 30, 2011 was due
to a $10.7 million increase in federal funds sold, a $3.0 million increase in interest-earning deposits and a $2.2 million
increase in cash and due from banks.  We acquired $20.5 million in cash and cash equivalents in the First Franklin
acquisition.  Investment securities decreased $366,000 to $88.0 million at June 30, 2011. At June 30, 2011, all
investment securities were classified as available for sale. As of June 30, 2011, none of our investment securities are
considered impaired.

Mortgage-backed securities increased $3.8 million, or 41.8%, to $12.8 million at June 30, 2011, from $9.1 million at
December 31, 2010.  The increase in mortgage-backed securities was due primarily to $4.5 million of
mortgage-backed securities designated as available for sale acquired from First Franklin.  During the six months
ended June 30, 2011, there were principal prepayments and repayments totaling approximately $945,000.  At June 30,
2011, $4.5 million of mortgage-backed securities were classified as held to maturity, while $8.4 million were
classified as available for sale.  As of June 30, 2011, none of the mortgage-backed securities are considered other than
temporarily impaired.

Loans receivable, including loans held for sale, increased $182.2 million, or 80.8%, to $407.7 million at June 30,
2011, from $225.4 million at December 31, 2010.  The increase in loans receivable is the result of acquiring
approximately $198.7 million in net loans receivable in the First Franklin acquisition.  In addition, the change in net
loans receivable reflects loan sales of 15 or 30 year fixed rate mortgage loans totaling $18.8 million and loan principal
repayments of $29.8 million, which were partially offset by loan originations of $35.3 million.  The acquisition of
First Franklin resulted in changes to the overall composition of the loan portfolio.  The portfolio is currently
comprised of approximately 48% in fixed rate mortgages and 52% in variable rate mortgages.   In addition, as a result
of the acquisition, the Company increased the amount of commercial loans to 15.0% of total loans compared to 8.4%
of total loans at December 31, 2010.

The allowance for loan losses totaled $1.4 million and $1.2 million at June 30, 2011 and December 31, 2010,
respectively.  In determining the adequacy of the allowance for loan losses at any point in time, management and the
board of directors apply a systematic process focusing on the risk of loss in the portfolio.  First, the loan portfolio is
segregated by loan types to be evaluated collectively and loan types to be evaluated individually.  Delinquent
multi-family and commercial loans are evaluated individually for potential impairments in their carrying
value.  Second, the allowance for loan losses entails utilizing our historic loss experience by applying such loss
percentage to the loan types to be collectively evaluated in the portfolio.  During the six months ended June 30, 2011
the Corporation recorded a $200,000 provision for loan losses reflecting these factors as well as replenishing the
allowance for charge-offs.   The analysis of the allowance for loan losses requires an element of judgment and is
subject to the possibility that the allowance may need to be increased, with a corresponding reduction in
earnings.  Under applicable accounting guidelines, loans acquired in the acquisition were marked to fair
value.  Therefore, as of June 30, 2011, the Company has not provided loan losses for the loans acquired in the
acquisition.  To the best of management’s knowledge, all known and inherent losses that are probable and that can be
reasonably estimated have been recorded at June 30, 2011.
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Cheviot Financial Corp.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (CONTINUED)

Discussion of Financial Condition Changes at June 30, 2011 and at December 31, 2010 (continued)

Non-performing and impaired loans totaled $5.5 million and $4.9 million at June 30, 2011 and December 31, 2010,
respectively.  At June 30, 2011, non-performing and impaired loans were comprised of 43 loans secured by one- to
four-family residential real estate and two loans secured by nonresidential real estate.  At June 30, 2011 and December
31, 2010, real estate acquired through foreclosure totaled $3.7 million and $2.0 million, respectively.  The allowance
for loan losses represented 25.6% and 24.9% of non-performing and impaired loans at June 30, 2011 and December
31, 2010, respectively.  Although management believes that the Corporation’s allowance for loan losses conforms to
generally accepted accounting principles based upon the available facts and circumstances, there can be no assurance
that additions to the allowance will not be necessary in future periods, which would adversely affect our results of
operations.

Deposits increased $217.0 million, or 84.2%, to $474.8 million at June 30, 2011, from $257.9 million at December 31,
2010.  Deposits assumed at the time of the acquisition were approximately $218.8 million, net of a fair value
adjustment of $2.7 million.  Deposits acquired include savings deposits totaling approximately $77.7 million and time
deposits of approximately $141.1 million with an overall average rate of 1.90%.  Advances from the Federal Home
Loan Bank of Cincinnati increased by $16.9 million, or 62.1%, to $44.2 million at June 30, 2011, from $27.3 million
at December 31, 2010.  The increase is a result of assuming $22.4 million in advances as a result of the acquisition of
First Franklin.  During the six months ended June 30, 2011, the Corporation had proceeds from Federal Home Loan
Bank advances of $11.0 million, which was partially offset by repayments of $17.2 million.

Shareholders’ equity increased $1.9 million, or 2.8%, to $71.3 million at June 30, 2011, from $69.4 million at
December 31, 2010.  The increase primarily resulted from net earnings of $1.5 million and amortization of stock
benefit plans of $18,000, which were partially offset by dividends paid of $816,000.  Dividends declared by the
Corporation were waived by the Corporation’s mutual holding parent company.  At June 30, 2011, Cheviot Financial
had the ability to purchase an additional 360,818 shares under its announced stock repurchase plan.  The repurchase
plan has been suspended as a result of Cheviot Mutual Holding Company’s adoption of a Plan of Conversion providing
for the conversion of our mutual holding company to stock form and the related stock offering.

Liquidity and Capital Resources

We monitor our liquidity position on a daily basis using reports that recap all deposit activity and loan
commitments.  A significant portion of our deposit base is made up of time deposits.  At June 30, 2011, $143.7
million of time deposits are due to mature within twelve months.  The daily deposit activity report allows us to price
our time deposits competitively.  Because of this and our deposit retention experience, we anticipate that a significant
portion of maturing time deposits will be retained.

Borrowings from the Federal Home Loan Bank of Cincinnati increased $16.9 million during the six months ended
June 30, 2011.  We have the ability to increase such borrowings by approximately $159.5 million.  The additional
borrowings can be used to offset any decrease in customer deposits or to fund loan commitments.
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Cheviot Financial Corp.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (CONTINUED)

Comparison of Operating Results for the Six-Month Periods Ended June 30, 2011 and 2010

General

Net earnings for the six months ended June 30, 2011 totaled $1.5 million, a $374,000 increase from the $1.1 million of
net earnings reported for the same period in 2010.  The increase in net earnings reflects a growth in net interest income
of $1.8 million, an increase in other income of $818,000, and a decrease in the provision for federal income taxes of
$332,000, which were partially offset by an increase of $100,000 in the provision for losses on loans and an increase
of $2.5 million in general, administrative and other expense.

Net Interest Income

Total interest income increased $2.2 million, or 27.0%, to $10.2 million for the six-months ended June 30, 2011, from
the comparable period in 2010.   Interest income on loans increased $1.9 million, or 28.1%, to $8.9 million during the
2011 period.  This increase was due primarily to an increase of $91.6 million, or 37.5%, in average loans outstanding,
which was partially offset by a decrease in the average yield on loans to 5.27% for the 2011 period from 5.66% for the
2010 period.

Interest income on mortgage-backed securities decreased $25,000, or 15.4%, to $137,000 for the six months ended
June 30, 2011, from $162,000 for the same period in 2010, due primarily to a 78 basis point decrease in the average
yield, which was partially offset by a $1.2 million increase in the average balance of securities. Interest income on
investment securities increased $185,000, or 21.8%, to $1.0 million for the six months ended June 30, 2011, compared
to $848,000 for the same period in 2010, due primarily to an increase of $29.6 million, or 45.8%, increase in the
average balance of investment securities outstanding, which was partially offset by a decrease in the average yield of
43 basis points to 2.20% in the 2011 period.  Interest income on other interest-earning deposits increased $60,000, or
77.9% to $137,000 for the six months ended June 30, 2011, as compared to the same period in 2010.

Interest expense increased $330,000, or 13.2% to $2.8 million for the six months ended June 30, 2011, from $2.5
million for the same period in 2010.  Interest expense on deposits increased by $433,000, or 24.3%, to $2.2 million for
the six months ended June 30, 2011, from $1.8 million for the same period in 2010 due primarily to a 40 basis point
decrease in the average cost of deposits to 1.14% during the 2011 period, which was partially offset by a $155.4
million, or 67.0%, increase in the average balances outstanding.  The decrease in the average cost of deposits is due to
the overall changes in the deposit composition and lower market rates for the period.  Interest expense on borrowings
decreased by $103,000, or 14.3%, due primarily to a 69 basis point decrease in the average cost of borrowings, which
was partially offset by an increase of $1.6 million, or 4.2% in the average balance outstanding.

As a result of the foregoing changes in interest income and interest expense, net interest income increased by $1.8
million, or 33.3%, to $7.3 million for the six months ended June 30, 2011.  The average interest rate spread increased
to 3.17% for the six months ended June 30, 2011 from 3.07% for the six months ended June 30, 2010.  The net
interest margin decreased to 3.24% for the six months ended June 30, 2011 from 3.39% for the six months ended June
30, 2010.
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Cheviot Financial Corp.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (CONTINUED)

Comparison of Operating Results for the Six-Month Periods Ended June 30, 2011 and 2010 (continued)

Provision for Losses on Loans

As a result of an analysis of historical experience, the volume and type of lending conducted by the Savings Bank, the
status of past due principal and interest payments, general economic conditions, particularly as such conditions relate
to the Savings Bank’s market area, and other factors related to the collectability of the Savings Bank’s loan portfolio,
management recorded a $200,000 provision for losses on loans for the six months ended June 30, 2011, compared to a
$100,000 provision for losses on loans for the six months ended June 30, 2010.  Non-performing loans were 2.4% and
1.1% of total originated loans at June 30, 2011 and June 30, 2010, respectively.  The provision for loan losses for the
six months ended June 30, 2011 reflects the amount necessary to maintain an adequate allowance based on the
Corporation’s historical loss experience, as well as consideration of other external factors.  These other external
factors, economic conditions, and collateral value changes, have had a negative impact on non-owner-occupied loans
in the portfolio.  There can be no assurance that the loan loss allowance will be sufficient to cover losses on
non-performing loans in the future; however, management believes they have identified all known and inherent losses
that are probable and that can be reasonably estimated within the loan portfolio, and that the allowance is adequate to
absorb such losses.

Other Income

Other income increased $818,000, or 221.7%, to $1.2 million for the six months ended June 30, 2011, compared to the
same period in 2010, due primarily to an increase in other operating income of $449,000, an increase in the gain on
sale of loans of $144,000, an increase of $144,000 in the gain on sale of real estate acquired through foreclosure and
an increase of $55,000 in earnings on bank-owned life insurance.  The increase in other operating income is a result of
increased service fees on deposit accounts and an increase in service fees received from the Federal Home Loan Bank
as a result of increased loan sales in the secondary market. During the six months ended June 30, 2011, the
Corporation sold 16 real estate owned properties resulting in proceeds of $1.9 million.

General, Administrative and Other Expense

General, administrative and other expense increased $2.5 million, or 61.7%, to $6.6 million for the six months ended
June 30, 2011, from $4.1 million for the comparable period in 2010.  The increase is a result of $871,000 in employee
compensation and benefits, an increase of $306,000 in legal and professional expense, an increase of $158,000 in
FDIC expense and a $573,000 increase in other operating expense.  The increase in employee compensation and
benefits is a result of the additional employees and related costs resulting from the acquisition of First Franklin.  The
increase in legal and professional expenses is a result of merger related costs and expenses related to resolving real
estate owned properties. The increase in FDIC expense is a result of an increase in deposit insurance due to the First
Franklin merger.  The increase in other operating expense is a result of maintenance expense, real estate tax expense
and the fair market value adjustments on real estate owned property.
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Cheviot Financial Corp.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (CONTINUED)

Comparison of Operating Results for the Six-Month Periods Ended June 30, 2011 and 2010 (continued)

FDIC Premiums

The Federal Deposit Insurance Corporation ("FDIC") imposes an assessment against institutions for deposit
insurance.  This  assessment  is  based  on the risk category of the  institution  and currently  ranges from 5 to 43 basis
points of the  institution's  deposits.  Federal law requires that the designated reserve ratio for the deposit insurance
fund be established by the FDIC at 1.15% to 1.50% of estimated insured deposits.  If this reserve ratio drops below
1.15% or the FDIC  expects that it to do so within six months,  the FDIC must,  within 90 days,  establish and
implement a plan to restore the designated reserve ratio to 1.15% of estimated  insured  deposits  within five
years  (absent  extraordinary circumstances).  In addition, the increase in our level of deposits following the First
Franklin acquisition resulted in higher assessments.

These actions increased our FDIC insurance premiums for the first six months of 2011 to $305,000 from $147,000 for
the same period in 2010.

Federal Income Taxes

The provision for federal income taxes decreased $332,000, or 53.4%, to $290,000 for the six months ended June 30,
2011, from $622,000 for the same period in 2010.  The effective tax rate was 16.6% and 36.5% for the six month
periods ended June 30, 2011 and 2010.  During the six months ended June 30, 2011 the Corporation was able to
reverse approximately $709,000 in valuation allowance previously reserved for as a result of the acquisition of First
Franklin.  The amount of deferred federal income taxes recorded in the First Franklin acquisition approximated the
amount includable in regulatory capital.  Cheviot Financial has approximately $6.4 million in remaining operating loss
carryforwards to offset future taxable income for 20 years.  These losses are subject to the annual allowable Internal
Revenue Code Section 382 net operating loss limitations of $1.1 million.

Comparison of Operating Results for the Three-Month Periods Ended June 30, 2011 and 2010

General

Net earnings for the three months ended June 30, 2011 totaled $903,000, a $325,000 increase from the $578,000
earnings reported in the June 2010 period.  The increase in net earnings reflects an increase in net interest income of
$1.8 million, an increase of $740,000 in other operating income, a decrease of $65,000 in federal income taxes for the
2011 quarter end and a decrease in the provision for losses on loans of $10,000, which were partially offset by an
increase of $2.3 million in general, administrative and other expenses.  The results for the entire three month period
ended June 30, 2011 include operations acquired in the First Franklin acquisition.

Net Interest Income

Total interest income increased $2.2 million, or 55.6%, to $6.2 million for the three-months ended June 30, 2011,
from the comparable quarter in 2010.   Interest income on loans increased $2.1 million, or 60.4%, to $5.5 million
during the 2011 quarter from $3.4 million for the 2010 quarter.  This increase was due primarily to a $169.7 million,
or 69.9%, increase in the average balance of loans outstanding, which was partially offset by a 31 basis point decrease
in the average yield on loans to 5.30% for the 2011 quarter from 5.61% for the three months ended June 30, 2010.
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Cheviot Financial Corp.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (CONTINUED)

Comparison of Operating Results for the Three-Month Periods Ended June 30, 2011 and 2010 (continued)

Net Interest Income (continued)

Interest income on mortgage-backed securities increased $11,000, or 14.5%, to $87,000 for the three months ended
June 30, 2011, from $76,000 for the comparable 2010 quarter, due primarily to a $3.1 million, or 31.2% increase in
the average balance of securities outstanding, which was partially offset by a 39 basis point decrease in the average
yield.  Interest income on investment securities increased $101,000, or 21.3%, to $576,000 for the three months ended
June 30, 2011, compared to $475,000 for the same quarter in 2010, due primarily to an increase of $32.6 million, or
49.5% in the average balance of investment securities outstanding, which was partially offset by a 54 basis point
decrease in the average yield to 2.34% in the 2011 quarter.  Interest income on other interest-earning deposits
increased $49,000, or 132.4% to $86,000 for the three months ended June 30, 2011.

Interest expense increased $405,000, or 33.2% to $1.6 million for the three months ended June 30, 2011, from $1.2
million for the same quarter in 2010.  Interest expense on deposits increased by $422,000, or 48.6%, to $1.3 million,
from $869,000, due primarily to a $245.2 million, or 104.7% increase in the average balance of deposits outstanding,
which was partially offset by a 40 basis point decrease in the average costs of deposits to 1.08%.  The decrease in the
average cost of deposits is due to the overall changes in the deposit composition and lower market rates for the
period.  Interest expense on borrowings decreased by $17,000, or 4.8%, due primarily to an 85 basis point decrease in
the average cost of borrowings, which was partially offset by a $8.4 million increase in the average balance
outstanding.

As a result of the foregoing changes in interest income and interest expense, net interest income increased by $1.8
million, or 65.4%, to $4.6 million for the three months ended June 30, 2011, as compared to the same quarter in
2010.  The average interest rate spread increased to 3.39% for the three months ended June 30, 2011 from 3.10% for
the three months ended June 30, 2010.  The net interest margin increased slightly to 3.42% for the three months ended
June 30, 2011 from 3.40% for the three months ended June 30, 2010.

Provision for Losses on Loans

Management recorded a $50,000 provision for losses on loans for the three months ended June 30, 2011, compared to
a $60,000 provision for losses on loans for the three months ended June 30, 2010.  The provision for loan losses
during the three months ended June 30, 2011 reflects the amount necessary to maintain an adequate allowance based
on the historical loss experience and other external factors.   There can be no assurance that the loan loss allowance
will be sufficient to cover losses on non-performing loans in the future, however management believes they have
identified all known and inherent losses that are probable and that can be reasonably estimated within the loan
portfolio, and that the allowance for loan losses is adequate to absorb such losses.

Other Income

Other income increased $740,000, or 395.7%, to $927,000 for the three months ended June 30, 2011, compared to the
same quarter in 2010, due primarily to an increase in the gain on the sale of loans of $134,000, an increase of
$157,000 in the gain on sale of real estate acquired through foreclosure and an increase in other operating income of

Edgar Filing: CHEVIOT FINANCIAL CORP - Form 10-Q

70



$378,000. The increase in other operating income is a result of increased service fees on deposit accounts and an
increase in service fees received from the Federal Home Loan Bank as a result of increased loan sales in the secondary
market.
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Cheviot Financial Corp.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (CONTINUED)

Comparison of Operating Results for the Three-Month Periods Ended June 30, 2011 and 2010 (continued)

General, Administrative and Other Expense

General, administrative and other expense increased $2.3 million, or 117.2%, to $4.3 million for of the three months
ended June 30, 2011.  This increase is a result of an increase in employee compensation and benefits of $897,000, an
increase of $212,000 in legal and professional expenses, an increase of $102,000 in FDIC expense and an increase of
$571,000 in other operating expenses. The increase in employee compensation and benefits is a result of the additional
employees and related costs resulting from the acquisition of First Franklin.  The increase in legal and professional
expenses is a result of merger related costs and expenses related to resolving real estate owned properties.  The
increase in FDIC expense is a result of an increase in deposit insurance due to the First Franklin merger.  The increase
in other operating expense is a result of maintenance expense, real estate tax expense and the fair market value
adjustments on real estate owned property.

Federal Income Taxes

The provision for federal income taxes decreased $65,000, or 18.3%, to $290,000 for the three months ended June 30,
2011, from $355,000 for the same quarter in 2010.   The effective tax rate was 24.3% and 38.0% for the three month
periods ended June 30, 2011 and 2010, respectively. During the three months ended June 30, 2011, the Corporation
was able to reverse approximately $221,000 in valuation allowance previously reserved for as a result of the
acquisition of First Franklin.  The amount of deferred federal income taxes recorded in the acquisition approximated
the amount of deferred taxes recorded in regulatory capital.  Cheviot Financial has approximately $6.4 million in
remaining operating loss carryforwards to offset future taxable income for 20 years.  These losses are subject to the
Internal Revenue Code Section 382 net operating loss limitations of $1.1 million allowed on an annual basis.
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ITEM 3 QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There has been no material change in the Corporation’s market risk since the Form 10-K filed with the Securities and
Exchange Commission for the year ended December 31, 2010.

ITEM 4 CONTROLS AND PROCEDURES

The Corporation’s Chief Executive Officer and Chief Financial Officer evaluated the disclosure controls and
procedures (as defined under Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as amended) as
of the end of the period covered by this quarterly report.  Based upon that evaluation, the Chief Executive Officer and
Chief Financial Officer have concluded that the Corporation’s disclosure controls and procedures are effective.

There were no changes in the Corporation’s internal controls that could materially affect, or could reasonably be likely
to materially affect, these controls subsequent to the date of their evaluation by the Corporation’s Chief Executive
Officer and Chief Financial Officer.
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Cheviot Financial Corp.

PART II

ITEM 1. Legal Proceedings

None.

ITEM 1A.Risk Factors

Not applicable.

ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds

The Corporation announced a repurchase plan on January 16, 2008 which provides for the repurchase of
5% or 447,584 shares of our common stock.  As of June 30, 2011, the Corporation had purchased 86,766
shares pursuant to the program.  

Period  

Total 
# of shares 
purchased

Average 
 price paid 
per share

Total # of
shares purchased
 as part of
publicly
announced plans
or programs

April 1-30, 2011 - $ - 86,766
May 1-31, 2011 - $ - 86,766
June 1-30, 2011 - $ - 86,766

ITEM 3. Defaults Upon Senior Securities

Not applicable.

ITEM 4. Removed and reserved

ITEM 5. Other information

None.

ITEM 6. Exhibits

31.1 Certification of Principal Executive Officer Pursuant to Rule 13a-14
of the Securities Exchange Act of 1934, As Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Principal Financial Officer Pursuant to Rule 13a-14 of
the Securities Exchange Act of 1934, As Adopted Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of Principal Executive Officer Pursuant to 18 U.S.C.
Section 1350, as Adopted Pursuant to Section 906 of the
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Sarbanes-Oxley Act of 2002.
32.2 Certification of Principal Financial Officer Pursuant to 18 U.S.C.

Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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Cheviot Financial Corp.

PART II (continued)

ITEM
6.

Exhibits (continued)

101

The following financial statements from Cheviot Financial Corp.’s Quarterly Report on Form 10-Q
for the quarter ended March 31, 2011, filed on May 10, 2011, formatted in XBRL: (i) Consolidated
Statements of Financial Condition, (ii) Consolidated Statements of Income, (iii) Consolidated
Statements of Changes in Shareholders’ Equity, (iv) Consolidated Statements of Cash Flows, (v) the
Notes to the Consolidated Financial Statements, tagged as blocks of text.

101.INS Interactive
datafile XBRL Instance Document

101.SCHInteractivedatafile XBRL Taxonomy Extension Schema Document

101.CALInteractivedatafile XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF Interactivedatafile XBRL Taxonomy Extension Definition Linkbase Document

101.LABInteractivedatafile XBRL Taxonomy Extension Label Linkbase

101.PRE Interactivedatafile XBRL Taxonomy Extension Presentation Linkbase Document
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Cheviot Financial Corp.

SIGNATURES

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

Date: August 12, 2011 By: /s/ Thomas J. Linneman
Thomas J. Linneman
President and Chief Executive Officer

Date: August 12, 2011 By: /s/ Scott T. Smith
Scott T. Smith
Chief Financial Officer
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