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PART | — FINANCIAL INFORMATION

FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Consolidated Statements of Financial Condition

(Unaudited)
Item 1. Financial Statements
March 31, December 3:
(Dollars in thousands, except per share data) 2014 2013
ASSETS
Cash and due from ban $ 43630 $ 33,48t
Securities available for sal
Mortgage-backed securities ($5,823 and $7,119@avdtue pursuant to the fair value option at Ma8dh 2014 and Decembe
31, 2013, respectivel 774,20: 756,15¢
Other securities ($33,447 and $30,163 at fair vplursuant to the fair value option at March 31,£2athd December 31, 201:
respectively’ 279,16 261,63¢
Loans held for sal - 42k
Loans:
Multi-family residentia 1,722,76. 1,712,03!
Commercial real esta 509,72¢ 512,55:
One-to-four family — mixec-use propert 587,48:. 595,75
One-to-four family — residentia 194,61: 193,72¢
Cao-operative apartmen 9,97¢ 10,137
Constructior 4,85¢ 4,247
Small Business Administratic 7,62¢ 7,792
Taxi medallion 24,127 13,12
Commercial business and ott 427,40t 373,64:
Net unamortized premiums and unearned loan 11,08( 11,17¢
Allowance for loan losses (30,270 (31,77¢
Net loans 3,469,38! 3,402,40:
Interest and dividends receival 17,13 17,37(
Bank premises and equipment, 19,98t 20,35¢
Federal Home Loan Bank of New York stc 44,69¢ 46,02¢
Bank owned life insuranc 110,38 109,60¢
Goodwill 16,12° 16,127
Other assets 45,26 57,91¢
Total assets $ 481997 $ 4,721,50
LIABILITIES
Due to depositors
Nor-interest bearin $ 20094 $ 197,34:
Interes-bearing:
Certificate of deposit accour 1,150,06. 1,120,95!
Savings account 260,98( 265,00:
Money market accoun 194,17 199,90°
NOW accounts 1,495,76. 1,416,77.
Total interes-bearing deposit 3,100,97 3,002,63!
Mortgagors' escrow depos 48,87( 32,79¢
Borrowed funds ($29,541 and $29,570 at fair valuespant to the fair value option at March 31, 2@fhd December 31, 201:
respectively’ 827,57: 856,82:
Securities sold under agreements to repurc 155,30( 155,30(
Other liabilities 38,74" 44,06
Total liabilities 4,372,41. 4,288,96!
Commitments and contingencies (Notes 4 ¢
STOCKHOLDERS' EQUITY
Preferred stock ($0.01 par value; 5,000,000 staudwrized; None issue - -
Common stock ($0.01 par value; 100,000,000 sharé®eazed; 31,530,595 shares issued at March 314 26d December 3:
2013; 30,252,70shares and 30,123,252 shares outstanding at Mar@034 and December 31, 2013, respectiv 31k 31k
Additional paic-in capital 204,60! 201,90:
Treasury stock, at average cost (1,277,891 shark$,407,343 sharesMarch 31, 2014 and December 31, 2013, respecti (20,496 (22,059)
Retained earning 269,09: 263,74:
Accumulated other comprehensive (loss) incomephtstxes (5,955 (11,379
Total stockholders' equity 447 56: 432,53:
Total liabilities and stockholders' equity $ 481997 $ 4,721,50.

The accompanying notes are an integral part okthessolidated financial statements
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FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES

(Dollars in thousands, except per share data)

Interest and dividend income
Interest and fees on loa
Interest and dividends on secuiriti
Interest
Dividends
Other interest income

Total interest and dividend income

Interest expense
Deposits
Other interest expense
Total interest expense

Net interest income
Provision (benefit) for loan losses
Net interest income after provision for loan losse

Non-interest income
Banking services fee incon
Net loss on sale of loal
Net gain on sale of securiti
Net loss from fair value adjustmer
Federal Home Loan Bank of New York stock divide
Bank owned life insuranc
Other income
Total non-interest income

Non-interest expense
Salaries and employee bene
Occupancy and equipme
Professional service
FDIC deposit insuranc
Data processin
Depreciation and amortizatic
Other real estate owned/foreclosure exp¢
Other operating expenses
Total non-interest expense

Income before income taxe

Provision for income taxes
Federa
State and local

Total taxes

Net income

Basic earnings per common sh
Diluted earnings per common shi
Dividends per common sha

The accompanying notes are an integral part okthessolidated financial statements.

PART | — FINANCIAL INFORMATION

Consolidated Statements of Income
(Unaudited)

-2-

For the three months
ended March 31

2014 2013
$ 42,120 $ 42,94
6,87¢ 6,95¢
18¢ 175
27 17
49,21 50,08¢
7,71¢ 8,291
5,00¢ 7,64¢
12,72¢ 15,94(
36,48 34,14¢
(1,119 6,00(
37,60¢ 28,14
70¢ 1,04(
- (9)
- 2,85¢
(644) (129)
551 414
77€ 82t
31¢ 342
1,71( 5,34¢
12,57¢ 12,23:
2,03¢ 1,86(
1,21( 1,61¢
697 991
1,06¢ 1,04¢
71E 767
25€ 66¢
3,53¢ 3,23¢
22,09 22,41
17,22: 11,07
4,75¢ 3,461
2,16¢ 85¢
6,92 4,31¢
$ 1029 $  6,75¢
$ 03¢ $ 0.22
$ 03¢ $ 0.22
$ 0.1 $ 0.1¢




PART | — FINANCIAL INFORMATION
FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES

Consolidated Statements of Comprehensive Income
(Unaudited)

(Dollars in thousands)

For the three months ended
March 31,

2014 2013

Comprehensive Income, net of ta:

Net income
Amortization of actuarial losse
Amortization of prior service credi
Unrealized gains (losses) on securities, net

Comprehensive income

The accompanying notes are an integral part ottheasolidated financial statements .
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$ 10,29¢ $ 6,75¢

63 174
(3 (6)
5,36( (4,209)

$ 15,71¢  $ 2,721




PART | — FINANCIAL INFORMATION

FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Consolidated Statements of Cash Flows

(Unaudited)
For the three months ended
March 31,
(Dollars in thousands) 2014 2013
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 10,29¢ 6,75¢€
Adjustments to reconcile net income to net cashigeal byoperating activities
Provision (benefit) for loan loss (1,119 6,00(
Depreciation and amortization of bank premiseseqdpmen 71E 767
Amortization of premium, net of accretion of disabd 1,821 1,77¢
Net loss from fair value adjustmet 644 123
Net loss from sale of loat - 9
Net gain from sale of securiti - (2,85¢)
Income from bank owned life insuran (77¢) (825)
Stock-based compensation expel 2,581 1,99:
Deferred compensatic (1,199 (423)
Amortization of core deposit intangibl - 117
Excess tax benefit from stc-based payment arrangeme (675) (24%)
Deferred income tax provisic 2,92t 904
Decrease in prepaid FDIC assessn - 927
Increase (decrease) in other liabilit (2,74%) 2,08¢
Decrease in other assets 1,917 3,00
Net cash provided by operating activities 14,38¢ 20,117
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of bank premises and equipr (342) (283)
Net redemptions of Federal Home Loan Bank of NewkYahares 1,327 3,651
Purchases of securities available for « (48,27°) (171,019
Proceeds from sales and calls of secur 1,871 96,39¢
Proceeds from maturities and prepayments of seesigt/ailable for sal 20,71t 37,46.
Net (originations) and repayment of loz (57,489 4,42¢
Purchases of loar (11,649 (452)
Proceeds from sale of real estate ow 1,062 1,79:
Proceeds from sale of delinquent loans 5,42¢ 8,16¢
Net cash used in investing activities (87,35) (19,860
CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in nc-interest bearing depos 3,60¢ 4,44F
Net increase in intere-bearing deposit 98,09: 72,70(
Net increase in mortgagors' escrow depc 16,07: 14,02t
Net repayment from sh«term borrowed fund (29,500 (121,50()
Proceeds from lor-term borrowings - 110,27:
Repayment of lor-term borrowings - (69,917
Purchases of treasury stc (1,659 (959
Excess tax benefit from stc-based payment arrangeme 67E 24E
Proceeds from issuance of common stock upon ereo€istock option 3432 22
Cash dividends paid (4,519 (3,979
Net cash provided by financing activities 83,11 5,36¢
Net increase (decrease) in cash and cash equis 10,14¢ 5,621
Cash and cash equivalents, beginning of period 33,48¢ 40,42¢
Cash and cash equivalents, end of period $ 43,63( 46,04¢
SUPPLEMENTAL CASH FLOW DISCLOSURE
Interest paic $ 12,64¢ 15,65:
Income taxes pai 4,68( 1,581
Taxes paid if excess tax benefits were not tax clile 5,35¢ 1,82¢
Non-cash activities
Securities purchased not yet sett 1,00( 14,30¢
Loans transferred to Other Real Estate Ow 11F 67¢
Loans provided for the sale of Other Real Estate€nl 30¢ 2,08¢
Loans held for investment transferred to loans faldale - 7,682

The accompanying notes are an integral part oktbeasolidated financial statements.
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PART | — FINANCIAL INFORMATION

FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Consolidated Statements of Changes in Stockholdergquity

(Unaudited)
For the three months ended
March 31,
(Dollars in thousands, except per share data) 2014 2013
Common Stock
Balance, beginning of peric $ 31 % 31t
No activity - -
Balance, end of period $ 31 $ 31E
Additional Paid-In Capital
Balance, beginning of peric $ 201,90 $ 198,31
Award of common shares released from Employee Behefst (126,650 and 133,656 common shares fothtrez= months
ended March 31, 2014 and 2013, respectiv 1,92¢ 1,56:
Shares issued upon vesting of restricted stockawvatrds (1,000 and 98,610 common shares for tee thionths ended Marcl
31, 2014 and 2013, respective 3 78
Issuance upon exercise of stock options (50,21%ambD0 common shares for the three months endedhvid., 2014 and
2013, respectively 122 55
Stocl-based compensation activity, 1 (26) (120)
Stock-based income tax benefit 67E 245
Balance, end of period $ 204,608 $ 200,13
Treasury Stock
Balance, beginning of peric $ (22,05) $ (10,25)
Purchases of outstanding shares (28,120 and 18¢gs6fhon shares for the three months ended March@H# and 2013,
respectively’ (556) (303)
Shares issued upon vesting of restricted stockauvdirds (183,864 and 151,652 common shares fahtee months ended
March 31, 2014 and 2013, respective 2,891 1,98¢
Issuance upon exercise of stock options (50,21%2rP0 common shares for the three months endecdh\gd,, 2014 and
2013, respectively 797 691
Purchases of shares to fund options exercisedd2&0d 39,957 common shares for the three monthededarch 31, 2014
and 2013, respectivel (47¢) (637)
Repurchase of shares to satisfy tax obligation(®Band 42,666 common shares for the three memithsd March 31, 2014
and 2013, respectively) (1,109 (659)
Balance, end of period $ (20,496 $ (9,179
Retained Earnings
Balance, beginning of peric $ 263,740 $ 241,85¢
Net income 10,29¢ 6,75¢€
Cash dividends declared and paid on common sh@es5and $0.13 per common share for the threehmantded March 31
2014 and 2013, respective (4,517 (3,979
Issuance upon exercise of stock options (7,14082D common shares for the three months endedn\V&drc2014 and 2013
respectively’ (44) (35)
Shares issued upon vesting of restricted stockawdtrds (182,864 and 53,042 common shares fohtkee thonths ended
March 31, 2014 and 2013, respectively) (389) (99
Balance, end of period $ 269,090 $ 244,50
Accumulated Other Comprehensive Income
Balance, beginning of peric $ (11,37H) $ 12,137
Change in net unrealized gains (losses) on sezsiatiailable for sale, net of taxes of approxinya®#,237) and $2,013 for tt
three months ended March 31, 2(and 2013, respective 5,36( (2,599
Amortization of actuarial losses, net of taxesmr@ximately ($112) and ($13&r the three months ended March 31, 2014
2013, respectivel 63 174
Amortization of prior service credits, net of taxd#sapproximately $8 and $5 for the three monttadeenMarch 31, 2014 and
2013, respectively ©)] (6)
Reclassification adjustment for net gains inclugtedet income, net of taxes of approximately $1,2%%he three months
ended March 31, 2013 - (1,609
Balance, end of period $ (5,959 $ 8,102
Total Stockholders' Equity $ 44756. $ 443,88

The accompanying notes are an integral part okthessolidated financial statements .
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PART | — FINANCIAL INFORMATION

FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)

1. Basis of Presentatior

The primary business of Flushing Financial Corgora(the “Holding Company”), a Delaware corporatiés the operation of its whollgwned subsidiar
Flushing Bank (the “Bank”).

The unaudited consolidated financial statementsemted in this Quarterly Report on Form 10-Q (“Qerdy Report”)include the collective results of |
Holding Company and its direct and indirect whallwned subsidiaries, including the Bank, Flushingf@red Funding Corporation, Flushing Ser
Corporation, and FSB Properties Inc., which aréectively herein referred to as “we,” “us,” “ourhd the “Company.”

The Holding Company also owns Flushing Financiapi@& Trust Il, Flushing Financial Capital Trust,lland Flushing Financial Capital Trust IV (
“Trusts”), which are special purpose business $tuBhe Trusts are not included in the Comparmgnsolidated financial statements as the Comparyd no
absorb the losses of the Trusts if any losses teevecur.

The accompanying unaudited consolidated finant#éments are prepared in accordance with accauptinciples generally accepted in the United Staf
America (“GAAP”) and general practices within the banking induskhe information furnished in these interim statetageflects all adjustments which ¢
in the opinion of management, necessary for ad@tement of the results for such presented pebdbhe Company. Such adjustments are of a nc
recurring nature, unless otherwise disclosed is Quarterly Report. All intecompany balances and transactions have been elediia consolidation. Ti
results of operations in the interim statementsatenecessarily indicative of the results that meayexpected for the full year.

The accompanying unaudited consolidated finant&kments have been prepared in conformity withink&uctions to Quarterly Report on Form QOanc
Article 10, Rule 10-01 of Regulation X-for interim financial statements. Accordinglyertain information and footnote disclosures norgnaticluded ir
financial statements prepared in accordance witiABAave been condensed or omitted pursuant toutes and regulations of the Securities and Exct
Commission (“SEC”). The unaudited consolidatedrintdinancial information should be read in conjtian with the Company’s Annual Report on FormK0-
for the year ended December 31, 2013.

2. Use of Estimates

The preparation of financial statements in conftymiith GAAP requires management to make estimatesassumptions that affect the reported amou
assets and liabilities, and disclosure of contihgessets and liabilities at the date of the finalhstatements, and reported amounts of revenueegpehse
during the reporting period. Estimates that ardi@aarly susceptible to change in the near terenweed in connection with the determination ofahewanct
for loan losses (“ALLL"), the evaluation of goodWwibr impairment, the evaluation of the need foraduation allowance of the Compasydeferred tax asse
the evaluation of other-than-temporary impairmé&eT(TI") on securities and the valuation of certain finanicistruments. The current economic environr
has increased the degree of uncertainty inherehese material estimates. Actual results couférdirom these estimates.

3. Earnings Per Share

Earnings per share are computed in accordance A8t Topic 260°Earnings Per Share.”Basic earnings per common share is computed bylidiyine
income available to common shareholders by thé weghted average number of common shares outsiginghich includes unvested participating seces
Unvested sharbased payment awards that contain nonforfeitagtgsito dividends or dividend equivalents (whetbesd or unpaid) are participating securi
and as such are included in the calculation ofirgsnper share. The Compasyinvested restricted stock and restricted stodkawards are consider
participating securities. Therefore, weighted ageraommon shares outstanding used for computirig bamings per common share includes common ¢
outstanding plus unvested restricted stock andictesd stock unit awards. The computation of diduearnings per share includes the additional didugffec
of stock options outstanding and other common stxpkivalents during the period. Common stock emaivts that are antilutive are not included in tl
computation of diluted earnings per common shate flumerator for calculating basic and diluted eg@s per common share is net income availak
common shareholders. The shares held in the Corhp&myployee Benefit Trust are not included in shargstanding for purposes of calculating earningy
common share.
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PART | — FINANCIAL INFORMATION

FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Notes to Consolidated Financial Statements

(Unaudited)
Earnings per common share have been computed baged following:
For the three months ended
March 31,
2014 2013
(In thousands, except per share de
Net income, as reporte $ 10,29¢ $ 6,75¢€
Divided by:
Weighted average common shares outstar 29,98 30,44¢
Weighted average common stock equivalents 38 32
Total weighted average common shares outstandicig@mmon stock equivalents 30,02: 30,48:
Basic earnings per common sh $ 034 $ 0.2Z
Diluted earnings per common share $ 0342 $ 0.2Z
Dividend payout rati 43.1% 59.1%

Q) For the three months ended March 31, 2014etheere no options that were adiiutive. For the three months ended March 31, 2@jRions t
purchase 542,400 shares at an average exercigeop®d 7.66 were not included in the computatiodibfted earnings per common share as they
anti-dilutive.

4, Debt and Equity Securities

The Companys investments in equity securities that have rgadifterminable fair values and all investments ebtdsecurities are classified in one of
following three categories and accounted for adogiy: (1) trading securities, (2) securities aable for sale and (3) securities held-to-maturity.

The Company did not hold any trading securitiesexurities held-toraturity during the three month periods ended M&th2014 and December 31, 2(
Securities available for sale are recorded atline.

The following table summarizes the Company’s pdidfof securities available for sale at March 3@12:

Gross Gross
Amortized Unrealized Unrealized

Cost Fair Value Gains Losses

(In thousands

Corporate $ 11052 $ 111,92 $ 2,14 $ 742
Municipals 128,34¢ 127,48. 967 1,831
Mutual funds 26,69’ 26,69’ - -
Other 16,31: 13,06( - 3,25:
Total other securities 281,88( 279,16 3,11( 5,82¢
REMIC and CMC 515,37: 513,14¢ 7,142 9,36¢
GNMA 36,88¢ 38,87 2,26 272
FNMA 212,01 209,34¢ 2,71 5,38¢
FHLMC 12,75 12,83: 23€ 15¢
Total mortgage-backed securities 777,02: 774,20: 12,36( 15,18:
Total securities available for sale $ 1,058,90:. $ 1,053,360 $ 15,47C $ 21,007

The table above includes commitments to purchasgrisies totaling $1.0 million which settled duridgril 2014.

-7-




PART | — FINANCIAL INFORMATION

FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)

Mortgage-backed securities shown in the table ahiogkide three private issue collateralized moregafpligations (“CMOs”")that are collateralized
commercial real estate mortgages with amortizetiaood market values totaling $12.8 million and $1&illion, respectively, at March 31, 2014.

The following table shows the Compasvailable for sale securities with gross unredlilbsses and their fair value aggregated by catega length of tim
the individual securities have been in a continuaugalized loss position at March 31, 2014:

Total Less than 12 montt 12 months or mor
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(In thousands

Corporate $ 49,25¢ $ 742 $ 29,89¢ $ 10z $ 19,36( $ 64C
Municipals 75,29¢ 1,831 54,05t 967 21,24 864
Other 6,30¢ 3,25¢ - - 6,30¢ 3,25:
Total other securities 130,86! 5,82¢ 83,95! 1,06¢ 46,91: 4,757
REMIC and CMC 286,39( 9,36¢ 223,86! 6,417 62,52¢ 2,94¢
GNMA 9,10¢ 272 9,10¢ 272 - -
FNMA 117,37( 5,38¢ 104,02: 4,441 13,34¢ 943
FHLMC 7,31( 15¢ 7,31( 15¢ - -
Total mortgage-backed securities 420,17! 15,18: 344,30: 11,28¢ 75,87 3,892
Total securities available for sale $ 551,040 $ 21,000 $ 428,25: $ 12,35¢ $ 122,78 $ 8,64¢

OTTI losses on impaired securities must be fulogmized in earnings if an investor has the intersell the debt security or if it is more likelyan not that tr
investor will be required to sell the debt seculigfore recovery of its amortized cost. Howevegreif an investor does not expect to sell a detirsty, the
investor must evaluate the expected cash flowsteebeived and determine if a credit loss has oedutn the event that a credit loss has occuwaly, the
amount of impairment associated with the credis issrecognized in earnings in the Consolidatete8tants of Income. Amounts relating to factors othar
credit losses are recorded in accumulated othepraimensive income (“AOCI”) within Stockholders’ Btyu

The Company reviewed each investment that had egalimed loss at March 31, 2014. An unrealized gsts when the current fair value of an investiis
less than its amortized cost basis. Unrealizedebsmn available for sale securities, that are ddetnebe temporary, are recorded in AOCI, ne
tax. Unrealized losses that are considered tother-thantemporary are split between credit related and regficrelated impairments, with the credit rel:
impairment being recorded as a charge againstregraind the noncredit related impairment beingroembin AOCI, net of tax.

The Company evaluates its pooled trust preferredritees, included in the table above in the rowelad “Other”,using an impairment model through
independent third party, which includes evaluatthg financial condition of each counterparty. Forgke issuer trust preferred securities, the Com
evaluates the issuer’s financial condition. The @any evaluates its mortgagecked securities by reviewing the characterigticthe securities, includir
delinquency and foreclosure levels, projected sgevarious loss severity levels and credit endiarent and coverage. In addition, private issue Cf€
evaluated using an impairment model through anpeddent third party. When an OTTI is identifiede thortion of the impairment that is credit relats
determined by management by using the followinghmes: (1) for trust preferred securities, the dreelated impairment is determined by using a distex
cash flow model from an independent third partythwhe difference between the present value optogected cash flows and the amortized cost bddise
security recorded as a credit related loss aga&astings; (2) for mortgageacked securities, credit related impairment ieheined for each security
estimating losses based on a set of assumptiorishvificludes delinquency and foreclosure levelsjquted losses at various loss severity levelgit
enhancement and coverage and (3) for private i€80@s, through an impairment model from an independeird party and then recording those estim
losses as a credit related loss against earnings.




PART | — FINANCIAL INFORMATION

FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)

Corporate:

The unrealized losses in Corporate securities athial, 2014 consist of losses on six Corporatargers. The unrealized losses were caused by mememir
interest rates. It is not anticipated that theseistes would be settled at a price that is l&ssitthe amortized cost of the Companiyivestment. Each of the
securities is performing according to its terms,andhe opinion of management, will continue tafpem according to its terms. The Company doeshaot
the intent to sell these securities and it is nidedy than not the Company will not be requiredstl the securities before recovery of the selestiamortizer
cost basis. This conclusion is based upon consiglenie Companyg cash and working capital requirements and coniahand regulatory obligations, none
which the Company believes would cause the sabbefecurities. Therefore, the Company did not idenghese investments to be other-tiemporarily
impaired at March 31, 2014.

Municipal Securities:

The unrealized losses in Municipal securities atdie81, 2014, consist of losses on 24 municipalistes. The unrealized losses were caused by ment
in interest rates. It is not anticipated that theseurities would be settled at a price that is than the amortized cost of the Companyvestment. Each
these securities is performing according to itm&eand, in the opinion of management, will contitu@erform according to its terms. The Companysduog
have the intent to sell these securities and ihage likely than not the Company will not be reedirto sell the securities before recovery of thmustes
amortized cost basis. This conclusion is based ummsidering the Compars/’'cash and working capital requirements and cawnhand regulatol
obligations, none of which the Company believes ld@ause the sale of the securities. ThereforeCthrapany did not consider these investments tother-o
than-temporarily impaired at March 31, 2014.

Other Securities:

The unrealized losses in Other Securities at M&th2014, consist of losses on one single isswusst preferred security and two pooled trust pref
securities. The unrealized losses on such seaurite¥e caused by market interest volatility, a ificgmt widening of credit spreads across marketstties:
securities and illiquidity and uncertainty in thi@ancial markets. These securities are currentlgdrdbelow investment grade. The pooled trust pret
securities do not have collateral that is subotdina the classes the Company owns. The Compamgdnagement evaluates these securities usi
impairment model, through an independent thirdypdhtat is applied to debt securities. In estin@®TTI losses, management considers: (1) the leofgtiime
and the extent to which the fair value has bees tban amortized cost; (2) the current interest eatvironment; (3) the financial condition and ks
prospects of the issuer, if applicable; and (4)itibent and ability of the Company to retain itggstment in the security for a period of time it to allov
for any anticipated recovery in fair value. Additaly, management reviews the financial conditibreach individual issuer within the pooled truséfeirrec
securities. All of the issuers of the underlyindlateral of the pooled trust preferred securitiesreviewed are banks.

For each bank, our review included the followingfpenance items of the banks:

Ratio of tangible equity to assets

Tier 1 Risk Weighted Capital

Net interest margin

Efficiency ratio for most recent two quarters

Return on average assets for most recent two gaarte

Texas Ratio (ratio of non-performing assets plsespast due over 90 days divided by tangibletgglis the reserve for loan losses)
Credit ratings (where applicable)

Capital issuances within the past year (where aable)

Ability to complete Federal Deposit Insurance Cogpion (“FDIC”) assisted acquisitions (where apalite)

Based on the review of the above factors, we caeduhat:
All of the performing issuers in our pools are wabitalized banks, and do not appear likely talbsed by their regulators.

All of the performing issuers in our pools will dorue as a going concern and will not default agirteecurities.
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(Unaudited)

In order to estimate potential future defaults daterrals, we segregated the performing underligagers by their Texas Ratio. We then reviewedoperihc
issuers with Texas Ratios in excess of 50%. The3 &atio is a key indicator of the health of thtitntion and the likelihood of failure. This rattmmpare
the problem assets of the institution to the in8tin’s available capital and reserves to absorb lossgste likely to occur in these assets. Thereomasissue
in our pooled trust preferred securities which hallexas Ratio in excess of 50%. We assigned a 25&uld rate to this issuer. All other issuers im paolec
trust preferred securities had a Texas Ratio b&0%. We assigned a zero percent default rateetsetissuers. Our analysis also assumed that issueestly
deferring would default with no recovery, and igsubat have defaulted will have no recovery.

We had an independent third party prepare a digeduwash flow analysis for each of these poolest fpteferred securities based on the assumpticosisie
above. Other significant assumptions were: (1) isgoers totaling $26.7 million will prepay in 201(2) two issuers totaling $21.5 million will prepay the
second quarter of 2015; (3) senior classes willoaditthe debt on their portions; and (4) use @f firward London Interbank Offered Rate (“LIBOR\)rve
The cash flows were discounted at the effective fat each security.

The Company also owns a single issue security ithatrried under the fair value option, where tmeealized losses are included in the Consolic
Statements of Income — Net gain (loss) from falue@adjustments.

It is not anticipated at this time that the onegkirissuer trust preferred security and the twolgmbérust preferred securities would be settled ptice that i
less than the amortized cost of the Compsuipvestment. Each of these securities is perfaggratcording to its terms and, in the opinion of agement ar
based on the review performed at March 31, 2014 camtinue to perform according to its terms. T@mpany does not have the intent to sell theserities
and it is more likely than not the Company will o required to sell the securities before recowérhe securitiesamortized cost basis. This conclusio
based upon considering the Compangash and working capital requirements and cotizhand regulatory obligations, none of which @@mpany believe
would cause the sale of the securities. TheretbeeCompany did not consider the one single issust preferred security and the two pooled trusferec
securities to be other-than-temporarily impaireMatch 31, 2014.

At March 31, 2014, the Company held four trust @nefd issues which had a current credit ratingt ééast one rating below investment grade. Onda$e
issues are carried under the fair value optionthatefore, changes in fair value are included e@onsolidated Statement of IncomBet gain (loss) from fa
value adjustments.

The following table details the remaining threestrpreferred issues that were evaluated to deterihthey were other-thatemporarily impaired at March &
2014. The class the Company owns in pooled triesemed securities does not have any excess suladiat.

Deferrals/Defaults

Actual as ¢ Expected
Cumulative  Percentagt Percentage  Current

Issuer Performing Amortized Fair Credit Related of Original of Performing  Lowest
Type Class Banks Cost Value OoTTI Security Collateral Rating
(Dollars in thousands
Single issue n/a 1 30C 287 - None None BB-
Pooled issue B1 15 5,617 3,12( 2,19¢ 23.4% 0.0% C
Pooled issuer C1 16 3,64t 2,90( 1,542 21.3% 1.5% C
Total $ 9562 $ 6301 $ 3,73¢

REMIC and CMO:

The unrealized losses in Real Estate Mortgage tmargt Conduit (“REMIC”)and CMO securities at March 31, 2014 consist ofstBes from the Fede
Home Loan Mortgage Corporation (“FHLMC”), 17 issdesm the Federal National Mortgage AssociatiorNNFA”) and six issues from Government Natic
Mortgage Association (“GNMA”).

The unrealized losses on the REMIC and CMO seesritésued by FHLMC, FNMA and GNMA were caused byvemeents in interest rates. It is
anticipated that these securities would be setiied price that is less than the amortized coghefCompanys investment. Each of these securitie
performing according to its terms, and, in the apirof management, will continue to perform accogdio its terms. The Company does not have thatine
sell these securities and it is more likely thahthe Company will not be required to sell the siias before recovery of the securities amortizedt basit
This conclusion is based upon considering the Caryigacash and working capital requirements, and cotuaand regulatory obligations, none of which
Company believes would cause the sale of the sex=uriTherefore, the Company did not considergliegestments to be other-thtemporarily impaired i
March 31, 2014.
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Notes to Consolidated Financial Statements
(Unaudited)

GNMA:

The unrealized losses in GNMA securities at Marth2®14 consist of losses on one security. Thealizezl losses were caused by movements in inteates
It is not anticipated that this security would lsdtled at a price that is less than the amortizest of the Companyg’ investment. This security is perform
according to its terms and, in the opinion of mamagnt, will continue to perform according to itsmts. The Company does not have the intent to Bis
security and it is more likely than not the Compaily not be required to sell the security befoeeavery of the securitg’amortized cost basis. This conclu:
is based upon considering the Compangash and working capital requirements and can@bh@nd regulatory obligations, none of which tempan
believes would cause the sale of the security. fbeg, the Company did not consider this secuatyd other-than-temporarily impaired at March 31142

FNMA:

The unrealized losses in FNMA securities at Marth2)14 consist of losses on 16 securities. Thealized losses were caused by movements in intexrtes
It is not anticipated that these securities wowddsbttled at a price that is less than the amariost of the Company’investment. Each of these securiti¢
performing according to its terms and, in the aminof management, will continue to perform accagdin its terms. The Company does not have thetino
sell these securities and it is more likely thahthe Company will not be required to sell the siias before recovery of the securities amortizedt basit
This conclusion is based upon considering the Caryipecash and working capital requirements and coti@hend regulatory obligations, none of which
Company believes will cause the sale of the seesrifTherefore, the Company did not consider thegestments to be other-thaemporarily impaired i
March 31, 2014.

FHMLC:

The unrealized losses in FHMLC securities at Ma&3th2014 consist of losses on one security. Thealized losses were caused by movements in in
rates. It is not anticipated that this security ldobe settled at a price that is less than the timeor cost of the Compars/investment. This security
performing according to its terms and, in the aminof management, will continue to perform accagdin its terms. The Company does not have thetino
sell this security and it is more likely than nbétCompany will not be required to sell the segusiéfore recovery of the securisyamortized cost basis. T
conclusion is based upon considering the Comangsh and working capital requirements and comi@h@nd regulatory obligations, none of which
Company believes would cause the sale of the dgctitierefore, the Company did not consider thasugéy to be other-thatemporarily impaired at March &
2014.

The following table details gross unrealized logge®rded in AOCI and the ending credit loss amaumtiebt securities, as of March 31, 2014, for Wwhie
Company has recorded a credit related OTTI chargiee Consolidated Statements of Income:

Gross Unrealize
Losses Record¢e Ending Cred

(in thousands Amortized Cos Fair Value In AOCI Loss Amoun
Trust preferred securitié® $ 9,262 $ 6,02C $ 3,24: $ 3,73¢
Total $ 9,26z $ 6,02 $ 3,24: $ 3,73¢
1) The Company has recorded OTTI charges in the Cinlagetl Statements of Income on two pooled trusepred securities for which a portion of

unrealized losses are currently recorded in A(
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The following table represents the activity relatedthe credit loss component recognized in eamimig debt securities held by the Company for wia
portion of OTTI was recognized in AOCI for the pets indicated:

For the three months ended

March 31,
2014 2013
(In thousands
Beginning balanc $ 3,73¢  $ 6,17¢
Recognition of actual loss! - (169)
OTTI charges due to credit loss recorded in eas - -
Securities sold during the peri - -
Securities where there is an intent to sell or irequent to sell - -
Ending balance $ 3,73t $ 6,00¢

The following table details the amortized cost @&stimated fair value of the Compasysecurities classified as available for sale atcMa1, 2014, k
contractual maturity. Expected maturities will difffrom contractual maturities because borrowerg have the right to call or prepay obligations witi
without call or prepayment penalties.

Amortized
Cost Fair Value
(In thousands

Due in one year or le: $ 4251 $  42,70:
Due after one year through five ye 42,14; 44,07:
Due after five years through ten ye 59,01} 58,25
Due after ten years 138,21( 134,13(

Total other securitie 281,88( 279,16
Mortgage-backed securities 777,020 774,20:

Total securities available for sale $ 1,058,90. $ 1,053,36!

The following table represents the gross gainsgaods losses realized from the sale of securitiadable for sale for the periods indicated:

For the three months ended

March 31,
2014 2013
(In thousands
Gross gains from the sale of securi $ - 9% 3,19¢
Gross losses from the sale of securities - (341
Net gains from the sale of securit $ - 3 2,85¢
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The following table summarizes the Company'’s pdidfof securities available for sale at DecemberZil 3:

Gross Gross
Amortized Unrealized Unrealized

Cost Fair Value Gains Losses

(In thousands

Corporate $ 100,36: $ 101,71. $ 2,31¢ $ 967
Municipals 127,96° 123,42: 93 4,637
Mutual funds 21,56¢ 21,56¢ - -
Other 18,16( 14,93t - 3,22t
Total other securities 268,05« 261,63« 2,40¢ 8,82¢
REMIC and CMC 494,98 489,67( 6,51¢ 11,83(
GNMA 38,97 40,87 2,32¢ 42F
FNMA 217,61! 212,32: 2,23¢ 7,52¢
FHLMC 13,297 13,29( 22€ 232
Total mortgage-backed securities 764,87( 756,15¢ 11,30( 20,01«
Total securities available for sale $ 1,032,92. $ 1,017,791 $ 13,70¢ $ 28,84

Mortgage-backed securities shown in the table alinckide three private issue collateralized morggaligations (“CMO”)that are collateralized
commercial real estate mortgages with an amortipstiand market value of $13.9 million at Decen8ier2013.

The following table shows the Compasyavailable for sale securities with gross unredlifosses and their fair value, aggregated by oateand length
time that individual securities have been in a tmdus unrealized loss position, at December 31320

~

Total Less than 12 montt 12 months or mor
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(In thousands

Corporate $ 39,03 $ 967 $ 39,03t $ %7 $ - 3 =
Municipals 100,87" 4,637 95,95¢ 4,187 4,917 45C
Other 6,337 3,22¢ - - 6,337 3,22
Total other securities 146,24! 8,82¢ 134,99: 5,15¢ 11,25« 3,67¢
REMIC and CMC 298,16! 11,83( 279,74 10,65( 18,42: 1,18(C
GNMA 9,21: 42F 9,21: 42F - -
FNMA 139,99¢ 7,52¢ 131,24¢ 6,65¢ 8,751 872
FHLMC 7,47¢ 238 7,47¢ 232 - -
Total mortgage-backed securities 454,85! 20,01« 427,68. 17,96: 27,17¢ 2,052
Total securities available for sale $ 601,100 $ 28,84 $ 562,67 $ 23,11¢ $ 38,427 $ 5,72

5. Loans

Loans are reported at their principal outstandila¢pfice net of any unearned income, chaffe- deferred loan fees and costs on originateshdoan

unamortized premiums or discounts on purchasedslolterest on loans is recognized on the accrasisb The accrual of income on loans is gene

discontinued when certain factors, such as contshctelinquency of 90 days or more, indicate reabndoubt as to the timely collectability of sunbome

Uncollected interest previously recognized on nooraal loans is reversed from interest income attime the loan is placed on non-accrual statusoix

accrual loan can be returned to accrual status whetractual delinquency returns to less than 9@ d@linquent. Subsequent cash payments receivedron
accrual loans that do not bring the loan to less 80 days delinquent are recorded on a cash I&disequent cash payments can also be appliedsdir

reduction of principal until all principal is recered and then subsequently to interest, if in mamegts opinion, it is evident that recovery of all priped due

is unlikely to occur. Loan fees and certain loaigioation costs are deferred. Net loan originatimsts and premiums or discounts on loans purchae

amortized into interest income over the contradiifalof the loans using the levgleld method. Prepayment penalties received onsledrich pay in full pric

to their scheduled maturity are included in intehesome in the period they are collected.
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The Company maintains an allowance for loan loas@s amount, which, in managemerjtidgment, is adequate to absorb probable estihtagses inhere
in the loan portfolio. Managemestjudgment in determining the adequacy of the alowe is based on evaluations of the collectatifitpans. This evaluatic
is inherently subjective, as it requires estim#tas are susceptible to significant revisions asenioformation becomes available. The allowancestablishe
through a provision for loan losses based on manages evaluation of the risk inherent in the varioumponents of the loan portfolio and other fact
including historical loan loss experience (whichupdated quarterly), current economic conditior®induency and noaecrual trends, classified loan lev
risk in the portfolio and volumes and trends innldgpes, recent trends in chargiés, changes in underwriting standards, experieabéity and depth of tf
Companys lenders, collection policies and experiencegrivdl loan review function and other external fextoAdditionally, the Company segregated
loans into two portfolios based on year of origioat One portfolio was reviewed for loans origirtatdter December 31, 2009 and a second portfotidofn:
originated prior to January 1, 2010. Our decisiors¢égregate the portfolio based upon originatioreglavas based on changes made in our underv
standards during 2009. By the end of 2009, all $oaare being underwritten based on revised andetigitl underwriting standards. Loans originatedrfc
2010 have a higher delinquency rate and loss Kiskach of the years in the portfolio for loansgarated prior to 2010 has a similar delinquence.rate
determination of the amount of the allowance fanldosses includes estimates that are susceptilslignificant changes due to changes in appraaaks o
collateral, national and local economic conditiarsl other factors. We review our loan portfolio $sparate categories with similar risk and colla
characteristics. Impaired loans are segregatedeselved separately. All non-accrual loans aresifi@sl as impaired loans. The CompanBoard of Directol
reviews and approves management'’s evaluation cidbguacy of the allowance for loan losses on aeplyabasis.

The allowance for loan losses is established thralmrges to earnings in the form of a provisiaridan losses. Increases and decreases in theaalt@othe
than chargesffs and recoveries are included in the provisionlfan losses. When a loan or a portion of a isatetermined to be uncollectible, the por
deemed uncollectible is charged against the allo@aand subsequent recoveries, if any, are crettitdee allowance.

The Company recognizes a loan as performing when the borrower has demonstratedrthbility to bring the loan current, or due to otlegcumstance
which, in management’s opinion, indicate the boeowill be unable to bring the loan current witlhimeasonable time. All loans classified as performing
which includes all loans past due 90 days or mare classified as noaccrual unless there is, in our opinion, compelwglence the borrower will bring t
loan current in the immediate future. Appraisals a@btained and/or updated internal evaluationpegpared as soon as practical, and before thebeeome
90 days delinquent. The loan balances of collatdeplendent impaired loans are compared to the gyopaipdated fair value. The Company consider:
value of collateral dependent loans to be 85% efappraised or internally estimated value of theperty. The balance which exceeds fair value iegmly
charged-off.

A loan is considered impaired when, based uporeatiinformation, the Company believes it is prokabilat it will be unable to collect all amounts dhbett
principal and interest, in accordance with theiogagterms of the loan. Impaired loans are measbasgd on the present value of the expected fotigle flow:
discounted at the loan’s effective interest ratatothe loars observable market price or, as a practical expedihe fair value of the collateral if the lo&
collateral dependent. Interest income on impaioeahs is recorded on the cash basis. The Compamiagement considers all non-accrual loans impaired.

The Company reviews each impaired loan on an iddali basis to determine if either a chaajeer a valuation allowance needs to be allocatethe loar
The Company does not chargf-or allocate a valuation allowance to loansvidrich management has concluded the current valtieeofinderlying collater
will allow for recovery of the loan balance eitlibrough the sale of the loan or by foreclosure said of the property.

The Company evaluates the underlying collateradubh a third party appraisal, or when a third pajraisal is not available, the Company will ua
internal evaluation. The internal evaluations ampgpred using an income approach or a sales apprdhe income approach is used for income prod
properties and uses current revenues less opegatpenses to determine the net cash flow of thpgrtg. Once the net cash flow is determined, tHeeval
the property is calculated using an appropriatétaligation rate for the property. The sales apphoases comparable sales prices in the market.nvat
internal evaluation is used, we place greatermeéaon the income approach to value the collateral.
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In preparing internal evaluations of property valugne Company seeks to obtain current data osuhgect property from various sources, includiriy: the
borrower; (2) copies of existing leases; (3) laeall estate brokers and appraisers; (4) publicdsc@uch as for real estate taxes and water aner sharges
(5) comparable sales and rental data in the mai&gesn inspection of the property and (7) intemsenith tenants. These internal evaluations prilpéoicus or
the income approach and comparable sales datdu® thee property.

As of March 31, 2014, we utilized recent third paappraisals of the collateral to measure impaimnfen$56.8 million, or 84.4%, of collateral depemi
impaired loans, and used internal evaluations @fitoperty’s value for $10.5 million, or 15.6%,adfllateral dependent impaired loans.

The Company may restructure a loan to enable aoWwerr experiencing financial difficulties to contamumaking payments when it is deemed to be il
Company’s best longerm interest. This restructure may include redgi¢ive interest rate or amount of the monthly paytfiema specified period of time, af
which the interest rate and repayment terms regette original terms of the loan. We classify th&sans as Troubled Debt Restructured (“TDR”).

These restructurings have not included a redudfaprincipal balance. The Company believes thatrueturing these loans in this manner will allowteén
borrowers to become and remain current on theindo®estructured loans are classified as a TDR wierBank grants a concession to a borrower w
experiencing financial difficulties. All loans ckified as TDR are considered impaired, however T@&#Rs which have been current for six consecutivattr
at the time they are restructured as TDR remaiaa@nual status and are not included as part ofpesferming loans. Loans which were delinquent atttime
they are restructured as a TDR are placed on nomsacstatus and reported as merforming loans until they have made timely paytadar six consecuti
months. Loans that are restructured as TDR bunargerforming in accordance with the restructuexths are placed on n@mwcrual status and reportec
non-performing loans.

The allocation of a portion of the allowance foanolosses for a performing TDR loan is based upenpresent value of the future expected cash
discounted at the loan’s original effective ratefar a nonperforming TDR which is collateral dependent, th& falue of the collateral. At March 31, 20
there were no commitments to lend additional furcdborrowers whose loans were modified to a TDRe Todification of loans to a TDR did not hay
significant effect on our operating results, nat direquire a significant allocation of the allave for loan losses.

The Bank did not modify and classify any loans BRTduring the three months ended March 31, 2014.
The following table shows loans modified and cffisdias TDR during the three months ended Marci2813:
For the three months ended

March 31, 201!
(Dollars in thousands) Number Balance Modification description

Received a below market interest rate and the loan

Multi -family residentia 1 3 412 amortization was extend:s
Received a below market interest rate and the loan
Commercial real esta 1 2732 amortization was extendt

Received a below market interest rate and the tieamn
615 was extended

$ 1,301

[EY

Commercial business and other
Total

w

The recorded investment of each of the loans meddliéind classified to a TDR, presented in the tabteve, was unchanged as there was no principalém
in any of these modifications.
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The following table shows our recorded investmentidans classified as TDR that are performing ediog to their restructured terms at the periodiciated:

March 31, 201« December 31, 201

Number Recorded Number Recorded

(Dollars in thousands of contracts  investmen  of contracts  investmen
Multi-family residentia 10 $ 3,07¢ 10 $ 3,081
Commercial real esta 4 3,66¢ 4 3,68¢
One-to-four family - mixec-use propert 8 2,68( 8 2,692
One-to-four family - residentia 1 362 1 364
Constructior - - 1 74€
Commercial business and other 3 1,097 4 3,12
Total performing troubled debt restructured 26 $ 10,88: 28 % 13,70z

During the three months ended March 31, 2014, tva® one construction TDR for $0.7 million and @eenmercial business and other TDR for $2.0 mi
transferred to noperforming status. While these borrowers contittueemit monthly payments on these loans, theyozes 90 days past maturity, wh
results in these loans being included in panforming loans. During the three months endedckl&d, 2013, there were no loans classified as TBfRsferre
to non-performing status.

The following table shows our recorded investmeamtlbans classified as TDR that are not performaegording to their restructured terms at the pe
indicated:

March 31, 201 December 31, 201
Number Recorded Number Recorded
(Dollars in thousands of contracts  investmen  of contracts  investmen
Commercial real esta 1 $ 2,24k 1 $ 2,33
Constructior 1 74€ - -
Commercial business and other 1 2,00( - -
Total troubled debt restructurings that subseqyetefaulted 3 $ 4,991 1 $ 2,332

-16-




PART | — FINANCIAL INFORMATION
FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)
The following table shows our non-performing loatshe periods indicated:

March 31, December 3:

(Dollars in thousands) 2014 2013
Loans ninety days or more past duand still accruing:
Multi-family residentia $ 18¢ $ 52
Commercial real esta 79: -
One-to-four family - mixec-use property 874 -
One-to-four family - residentia 15 15
Constructior 1,012 -
Commercial Business and other 2,49( 53¢
Total 5,372 60€
Non-accrual mortgage loans:
Multi-family residentia®) 12,06: 13,29:
Commercial real esta 8,76¢ 9,962
One-to-four family - mixec-use propert 7,97 9,06:
One-to-four family - residentia 12,20¢ 13,25(
Co-operative apartments - 57
Total 41,01¢ 45,62¢
Non-accrual nor-mortgage loans:
Commercial Business and other 2,16k 2,34¢
Total 2,165 2,34¢
Total non-accrual loans 43,18 47,97,
Total non-accrual loans and loans ninety days or more past @uand still accruing $ 48551 $ 48,58:¢
Q) The table above does not include -performing Loans held for sale of $0.4 million ad@mber 31, 201.

The following is a summary of interest foregonenom-accrual loans and loans classified as TDRHeperiods indicated:

For the three months ended

March 31,
2014 2013
(In thousands
Interest income that would have been recognizedimtbans performein accordance with their original terr $ 1,067 $ 2,20z
Less: Interest income included in the resultsperations 15E 243
Total foregone interest $ 91z $ 1,95¢
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The following table shows an age analysis of ouorded investment in loans at March 31, 2014:

Greater
30 -59 Day: 60 -89 Day: than Total Past

(in thousands) Past Due Past Due 90 Days Due Current Total Loans
Multi-family residentia $ 13,267 $ 2,20 $ 12,06: $ 27,53: $ 1,695,23 $ 1,722,76
Commercial real esta 4,87¢ 1,25C 8,76¢ 14,89t 494,83 509,72¢
One-to-four family - mixec-use propert 13,19: 1,382 7,97 22,55: 564,93( 587,48:
One-to-four family - residentia 1,84¢ 90z 11,99¢ 14,75: 179,86( 194,61
Cc-operative apartmen - - - - 9,97¢ 9,97¢
Construction loan - - - - 4,85¢ 4,85¢
Small Business Administratic 19¢ - - 19¢ 7,43( 7,62¢
Taxi medallion - - - - 24,127 24,127
Commercial business and other 482 - 1,19¢ 1,681 425,72¢ 427,40¢

Total $ 33,866 $ 573¢ $ 42,008 $ 81,61( $ 3,406,961 $ 3,488,57
The following table shows an age analysis of oanoréded investment in loans at December 31, 2013:

Greater
30 -59 Day: 60 -89 Day: than Total Past

(in thousands) Past Due Past Due 90 Days Due Current Total Loans
Multi-family residentia $ 14,10 $ 2,55¢ $ 13,297 $ 29,95 $ 1,682,088 $ 1,712,03
Commercial real esta 5,02¢ 52¢ 9,96: 15,51« 497,03t 512,55:
One-to-four family - mixec-use property 14,017 1,09¢ 9,06: 24,17¢ 571,57: 595,75
One-to-four family - residentia 3,82¢ 51¢€ 12,95: 17,29¢ 176,42° 193,72¢
Cac-operative apartmen 99 - 144 2432 9,89/ 10,137
Construction loan - - - - 4,247 4,247
Small Business Administratic 10€ - - 10€ 7,68¢ 7,792
Taxi medallion - - - - 13,12 13,12
Commercial business and other 187 2 1,21z 1,40z 372,23¢ 373,64

Total $ 37,367 $ 4,69 $ 46,63: $ 88,69f $ 3,334,331 $ 3,423,00!
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The following table shows the activity in the allamce for loan losses for the three months endedtMait, 2014:

One-tofour
family - One-tofour Commercia
Multi-family Commercie mixed-use family - Co-operative Constructioi Small Busines  Taxi  business ar

(in thousands residential real estatt  property residential apartment: loans Administratior medallior other Total

Allowance for credit losses:

Beginning balanc  $ 12,08 $ 4,95¢ $ 6,32¢ $ 2,07¢ $ 104 $ 444 $ 45¢ $ -$ 532( $ 31,77¢
Chargr-off's (605) (47) (83) (42) - - - - (129 (901)
Recoveries 7 382 4C 68 - 10 - - 514
Provision (389) 85 857 (162) (111 (404) (77) 14 (939) (1,119

Ending balance $ 11,10 $ 537¢ $ 7,142 $ 1,94 $ -$ 4C $ 391 $ 14 $ 4,257 $ 30,27(

Ending balance:

individually evaluate:

for impairment $ 304 $ 21C $ 617 $ 57 $ -$ 93 -$ -$ 21 $ 141t
Ending balance:

collectively evaluate:
for impairment $ 10,79¢ $ 5,16¢ $ 6,52F $ 1,887 $ -$ 31 8% 391 $ 143 4,03¢ $ 28,85t

Financing Receivables

Ending balance $ 1,722,76: $ 509,72{ $ 587,48: $ 194,61. $ 9,974 $ 4,85¢ $ 7,626 $ 24,127 $ 427,40t $3,488,57!
Ending balance:

individually evaluate:

for impairment $ 2089¢$ 1955¢$ 16,06( $ 1394: $ -$ 1,31¢ $ -$ -$ 10,15¢ $ 81,92¢
Ending balance:

collectively evaluate:
for impairment $ 1,701,861 $ 490,17( $ 571,42! $ 180,67( $ 9,97/ $ 3,54: $ 7,628 $ 24,127 $ 417,25. $3,406,65
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The following table shows the activity in the allamce for loan losses for the three months endedMait, 2013:

One-tofour
family - One-tofour Commercia
Multi-family Commercie mixed-use family - Co-operative Constructioi Small Busines  Taxi  business ar

(in thousands residential real estatt  property residential apartment: loans Administratior medallior other Total

Allowance for credit losses:

Beginning balanc  $ 13,00 $ 5,70t $ 5,96( $ 1,99¢ $ 4€ $ 6€ $ 50t $ 7$ 3,81t $ 31,10¢
Chargr-off's (1,48¢) (681) (2,606 (692) (74) (239 (209 - (309 (6,287)
Recoveries 11 8C 53 31 - - 30 - - 20¢
Provision 871 55¢€ 2,93: 73€ 11€ 23¢ 14C - 411 6,00(

Ending balance $ 12,395 $ 5,66( $ 6,34C $ 2077 $ 88 $ 67 $ 471 $ 73 3,92: $ 31,02

Ending balance:

individually evaluate:

for impairment $ 20¢ $ 32C $ 592 $ 60 $ -$ 37 $ -$ -$ 18C $  1,39¢
Ending balance:

collectively evaluate:

for impairment $ 12,18¢ $ 534(C $ 574¢ $ 2,017 $ 8¢ $ 3C$ 471 $ 7$ 3,742 $  29,62¢

Financing Receivables

Ending balance $ 1528,35 $ 507,93: $ 615,66: $ 197,26¢ $ 8,221 $ 10,95 $ 881:$ 8,771 $ 302,72¢ $3,188,70.
Ending balance:

individually evaluate:

for impairment $ 26,090 2554!$ 18,76:$ 1554t $ 267 $  10,22¢ $ 50t $ -$ 18,611 $ 115,56
Ending balance:

collectively evaluate:

for impairment $ 1502,25' $ 482,38 $ 596,89¢ $ 181,72( $ 7,95¢ $ 72t $ 8,301 $ 8,771 $ 284,11l $3,073,13!
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The following table shows our recorded investmenpaid principal balance and allocated allowanecddan losses, average recorded investment ance§
income recognized for loans that were considergghirad at or for the three month period ended M&&2014:

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investmen Balance Allowance Investmen  Recognizet

(Dollars in thousands
With no related allowance recorde
Mortgage loans

Multi -family residentia $ 18,087 $ 20,62 $ - % 18,39¢ $ 59
Commercial real esta 16,53¢ 16,82¢ - 16,62¢ 11&
One-to-four family mixec-use propert 12,91« 15,30 - 12,83: 57
One-to-four family residentia 13,57¢ 16,63¢ - 13,80: 19
Co-operative apartmen - - - 30 -
Constructior 57C 57C - 28t -

Non-mortgage loans
Small Business Administratic - - - - -
Taxi Medallion = = -
Commercial Business and other 5,36¢ 6,952 - 4,29t 43

Total loans with no related allowance recorded 67,05( 76,91° - 66,27 292

With an allowance recorde
Mortgage loans

Multi-family residentia 2,811 2,811 304 2,93( 38
Commercial real esta 3,022 3,08¢ 21C 3,02¢ 48
One-to-four family mixec-use propert 3,14¢ 3,14¢ 617 3,66¢ 43
One-to-four family residentia 362 362 57 362 4
Co-operative apartmen - - - - -
Constructior 74¢€ 74¢€ 9 74¢€ -

Non-mortgage loans
Small Business Administratic - - - - -
Taxi Medallion = - - -
Commercial Business and other 4,791 4,791 21€ 4,84 38

Total loans with an allowance recorded 14,87¢ 14,94+ 1,41°F 15,58( 171
Total Impaired Loans

Total mortgage loans $ 71770 $ 80,11 $ 1,197 $ 72,710 % 383

Total non-mortgage loans $ 10,15¢ $ 11,74: $ 21 $ 9,13t $ 81
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The following table shows our recorded investmanpaid principal balance and allocated allowancéd@an losses, average recorded investment anatte
income recognized for loans that were considergghired at or for the year ended December 31, 2013:

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investmen Balance Allowance Investmen  Recognizet

(Dollars in thousands
With no related allowance recorde
Mortgage loans

Multi -family residentia $ 18,70¢ $ 20,93: $ - % 22,09 $ 402
Commercial real esta 16,72: 17,40 - 19,84¢ 26€
One-to-four family mixec-use propert 12,74¢ 15,25¢ - 13,91¢ 31¢
One-to-four family residentia 14,02¢ 17,527 - 14,52¢ 12&
Co-operative apartmen 59 147 - 18¢ -
Constructior - 11¢€ - 4,01¢ -
Non-mortgage loans

Small Business Administratic - - - 247 -
Taxi Medallion - - - - -
Commercial Business and other 3,22 5,527 - 5,30¢ 26€

Total loans with no related allowance recorded 65,48¢ 76,91: - 80,14: 1,38(

With an allowance recorde
Mortgage loans

Multi-family residentia 3,04¢ 3,04¢ 312 2,892 17C
Commercial real esta 3,03¢ 3,102 164 6,38¢ 194
One-to-four family mixec-use propert 4,191 4,221 87% 4,041 22¢
One-to-four family residentia 364 364 58 36€& 15
Co-operative apartmen - - - - -
Constructior 74¢€ 74¢€ 17 1,92¢ 18

Non-mortgage loans
Small Business Administratic - - - - -
Taxi Medallion - - = - -
Commercial Business and other 4,89t 4,89< 222 4,35¢ 23¢

Total loans with an allowance recorded 16,28( 16,37¢ 1,64¢ 19,97: 864
Total Impaired Loans

Total mortgage loans $ 73,64¢ $ 82,86¢ $ 1,42¢ $ 90,20: $ 1,73%

Total non-mortgage loans $ 8,12( $ 10,42 $ 222 $ 9,91C $ 507

In accordance with our policy and the current ranrly guidelines, we designate loans as “Speciaitide,” which are considered “Criticized Loansiic
“Substandard,” “Doubtful,” or “Loss,” which are ceidered “Classified Loans’lf a loan does not fall within one of the previousntioned categories then
loan would be considered “Pass.” These loan des@rsare updated quarterly. We designate a legBudstandard when a wekfined weakness is identifi
that jeopardizes the orderly liquidation of the d&fde designate a loan Doubtful when it displayes ittherent weakness of a Substandard loan witladlde:
provision that collection of the debt in full, dmetbasis of existing facts, is highly improbables Wésignate a loan as Loss if it is deemed theodebincapabl
of repayment. The Company does not hold any lamsggnated as Loss, as loans that are designateasasare charged to the Allowance for Loan Lo
Loans that are noaecrual are designated as Substandard or Douttiildesignate a loan as Special Mention if the ak®ed not warrant classification witl
one of the other classifications, but does coragiotential weakness that deserves closer attention
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The following table sets forth the recorded investirin loans designated as Criticized or Classidieilarch 31, 2014:

(In thousands) Special Mentio  Substandar  Doubtful Loss Total
Multi-family residentia $ 10,55« $ 16,21t $ 1,607 $ - $ 28,37
Commercial real esta 32,37¢ 19,00¢ - - 51,38(
One-to-four family - mixec-use propert 6,75 14,02¢ - - 20,78¢
One-to-four family - residentia 2,42: 13,58( - - 16,00:
Cc-operative apartmen - - - - -
Construction loan - 1,31¢ - - 1,31¢
Small Business Administratic 30z - - - 30z
Commercial business and other 5,28¢ 10,10« 5C - 15,44

Total loans $ 5769¢ $ 7425( $ 1,651 $ - $ 133,60t
The following table sets forth the recorded investirin loans designated as Criticized or ClassifieBDecember 31, 2013:
(In thousands) Special Mentio  Substandar  Doubtful Loss Total
Multi-family residentia $ 9,94 $ 19,08 $ - % - $  29,02¢
Commercial real esta 13,50:¢ 16,82( - - 30,32¢
One-to-four family - mixec-use propert 7,992 14,89¢ - - 22,89(
One-to-four family - residentia 2,84¢ 14,02¢ - - 16,87
Cc-operative apartmen - 59 - - 59
Construction loan 74¢€ - - - 74¢€
Small Business Administratic 31C - - - 31C
Commercial business and other 7,31¢ 8,45( 5C - 15,81«

Total loans $ 42,65: $ 73,34: $ 50 $ - $ 116,04
The following table shows the changes in the alloweefor loan losses for the periods indicated:

For the three months
ended March 3

(In thousands) 2014 2013
Balance, beginning of peric $ 31,77¢  $ 31,10
Provision (benefit) for loan loss (1,119 6,00(
Chargeoff's (901) (6,282)
Recoveries 514 20E
Balance, end of period $ 30,27C $ 31,027
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The following table shows net loan charge-offstf@ periods indicated:

Three Months Ende

March 31, March 31,

(In thousands) 2014 2013
Multi-family residentia $ 59¢ $ 1,477
Commercial real esta (335 601
One-to-four family — mixec-use propert 43 2,55:%
One-to-four family — residential (26) 66C
Cao-operative apartmen ) 74
Constructior - 234
Small Business Administratic (10 174
Commercial business and other 124 304
Total net loan charge-offs $ 387 $ 6,07

Commitments to extend credit (principally real éstaortgage loans) and lines of credit (principéltyme equity lines of credit and business linesreflit

amounted to $96.1 million and $238.3 million, regpely, at March 31, 2014.

6. Loans held for sale

Loans held for sale are carried at the lower of cogstimated fair value. At March 31, 2014, thenB did not have any loans held for sale. At Dewen31

2013, the Bank had one multi-family loan held falesof $0.4 million.

The Company has implemented a strategy of selkmtain delinquent and ngmerforming loans. Once the Company has decidedlt@doan, the sale usue
closes in a short period of time, generally wittiie same quarter. Loans designated held for salesalassified from loans held for investmentdans hel
for sale. Terms of sale include cash due uponltgng of the sale, no contingencies or recourghédCompany and servicing is released to the buyer

The following table shows delinquent and non-perfiog loans sold during the period indicated:

March 31, 201«

For the three months ended

Net (charg-offs)

(Dollars in thousands) Loans solc  Proceed: recoveries Net gain (loss
Multi-family residentia 4 3 1,73¢ $ (14€) $ -
Commercial real esta 2 1,61% 29t -
One-to-four family - mixed-use property 6 2,06¢ 38 -

Total 12 $ 542¢ $ 187 $ -
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The following table shows delinquent and non-perfiog loans sold during the period indicated:

For the three months ended
March 31, 201!

(Dollars in thousands) Loans solc  Proceed: Net charg-offs Net gain (loss
Multi-family residentia 6 $ 4612 $ (109 $ 6
Commercial real esta 2 1,11¢ (76) -
One-to-four family - mixec-use property 6 2,37: (40) (15)
Commercial business and other 2 66 (185 -

Total 16 $ 8,16¢ $ (410 $ (9)
7. Other Real Estate Ownec

The following are changes in Other Real Estate @WM®REQ”) during the periods indicated:

For the three months ended

March 31,
2014 2013
(In thousands
Balance at beginning of peric $ 298t $ 5,27¢
Acquisitions 11F 67¢
Write-down of carrying valu (54) (65)
Sales (1,346 (3,709
Balance at end of period $ 1,70C $ 2,18¢

The following table shows the gross gains, grossde and writeklowns of OREO reported in the Consolidated Statésnefilncome during the peric
indicated:

For the three months ended

March 31,
2014 2013
(In thousands
Gross gain: $ 54 $ 201
Gross losse (30) (23)
Write-down of carrying value (54) (65)
Total net (loss) gain $ (300 $ 112
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8. Stock-Based Compensatiot

For the three months ended March 31, 2014 and 26&3Company’s net income, as reported, include8 &gllion and $2.0 million, respectively, of steck
based compensation costs and $1.0 million and0li®n, respectively, of income tax benefits reldto the stock-based compensation plans.

The Company estimates the fair value of stock ogtiasing the Blackcholes valuation model. Key assumptions usedtimate the fair value of stock optic
include the exercise price of the award, the exgukoption term, the expected volatility of the Ce@myg's stock price, the risk-free interest rate aheroptions’
expected term and the annual dividend yield. Then@my uses the fair value of the common stock endidite of award to measure compensation co
restricted stock unit awards. Compensation cosidegnized over the vesting period of the awardgigtie straight line method. During the three msrthde
March 31, 2014 and 2013, the Company granted 26408 243,645 restricted stock units, respectivélyere were no stock options granted during thee
months ended March 31, 2014 and 2013.

The 2005 Omnibus Incentive Plan (“Omnibus Plamérame effective on May 17, 2005 after approvatheystockholders. The Omnibus Plan authorize
Compensation Committee of the Company’s Board oé@ors (the “Compensation Committeéd)grant a variety of equity compensation awardsvel$ as
longterm and annual cash incentive awards, all of witiah be structured so as to comply with Sectionri$df the Internal Revenue Code of 198¢
amended (the “Internal Revenue Cod&h May 17, 2011, stockholders of the Company apmi@n amendment to the Omnibus Plan authoriziragditiona
625,000 shares for use for full value awards. A8afch 31, 2014, there were 173,557 shares avail@ablfull value awards and 56,920 shares availfdr
nonfull value awards. To satisfy stock option exersige fund restricted stock and restricted stock amiards, shares are issued from treasury sto
available, otherwise new shares are issued. Thmep@oy will maintain separate pools of availablereidor full value as opposed to nfuil value award:
except that shares can be moved from the non-&lillevpool to the full value pool on a 3-fbrbasis. The exercise price per share of a stoti&rogrant ma
not be less than the fair market value of the comistock of the Company, as defined in the Omniblas,Pon the date of grant and may not benieec
without the approval of the Compasystockholders. Options, stock appreciation rigtestricted stock, restricted stock units and osteck based awar
granted under the Omnibus Plan are generally sutgeg minimum vesting period of three years wiitck options having a 1@ear contractual term. Otf
awards do not have a contractual term of expirativestricted stock unit awards include participamt® have reached or are close to reaching retimt
eligibility, at which time such awards fully ve3these amounts are included in stock-based compensatpense.

Full Value Awards:The first pool is available for full value awardsich as restricted stock unit awards. The pool lvélidecreased by the number of st
granted as full value awards. The pool will be @ased from time to time by: (1) the number of shé#nat are returned to or retained by the Comparg/rasu
of the cancellation, expiration, forfeiture or athermination of a full value award (under the Obus Plan); (2) the settlement of such an awarcghc(3) th
delivery to the award holder of fewer shares tha number underlying the award, including shareghvare withheld from full value awards; or (4)
surrender of shares by an award holder in paymfethiecexercise price or taxes with respect to bvalue award. The Omnibus Plan will allow the Camyp tc
transfer shares from the non-full value pool tofillevalue pool on a 3-for-1 basis, but does rluiva the transfer of shares from the full value ptmthe non-
full value pool.

-26-




PART | — FINANCIAL INFORMATION
FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)

The following table summarizes the Company’s fallue awards at or for the three months ended Mait¢cR014:

WeightedAverage

Grant-Date

Full Value Awards Shares Fair Value
Non-vested at December 31, 20 346,58: $ 14.0¢
Grantec 264,09! 20.1¢
Vested (200,12 16.8¢
Forfeited (10,89¢) 15.1¢
Non-vested at March 31, 2014 399,65¢ $ 16.6¢
Vested but unissued at March 31, 2014 231,69¢ $ 16.9:

As of March 31, 2014, there was $6.1 million ofatainrecognized compensation cost related tovested full value awards granted under the Omnitias
That cost is expected to be recognized over a wegdghverage period of 3.5 years. The total fair vaifiawards vested for the three months ended Malg
2014 and 2013 were $4.1 million and $2.7 millicespectively. The vested but unissued full valuarae consist of awards made to employees and olie
who are eligible for retirement. According to tlerhs of the Omnibus Plan, these employees andtaliseshave no risk of forfeiture. These shares bé

issued at the original contractual vesting dates.

Nor-Full Value Awards: The second pool is available for nl value awards, such as stock options. The pablbe increased from time to time by -
number of shares that are returned to or retairyetthdd Company as a result of the cancellation,retpn, forfeiture or other termination of a nfuit value
award (under the Omnibus Plan or the 1996 Stocio®@pncentive Plan). The second pool will not bplenished by shares withheld or surrendered impar
of the exercise price or taxes, retained by the @om as a result of the delivery to the award hotddewer shares than the number underlying tharewe

the settlement of the award in cash.

The following table summarizes certain informati@garding the nofull value awards, all of which have been granteds@ck options, at or for the th

months ended March 31, 2014:

Weighted- WeightedAverage Aggregate
Average Remaining Intrinsic
Exercise Contractual Value
Non-Full Value Awards Shares Price Term ($000) *
Outstanding at December 31, 2( 306,63( $ 16.0z
Grantec - -
Exercisec (50,21%) 16.3:
Forfeited - -
Outstanding at March 31, 2014 256,41! $ 15.9¢ 3.2 $ 1,312
Exercisable shares at March 31, 2014 256,41! $ 15.9¢ 3.2 $ 1,312

* The intrinsic value of a stock option is the difénce between the market value of the underlytmeksand the exercise price of the option.

As of March 31, 2014, there is no remaining unr@igd compensation cost related to non-full valwards granted under the Omnibus Plan.
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Cash proceeds, fair value received, tax benefilstlam intrinsic value related to stock options eis&d during the three months ended March 31, 2084201
are provided in the following table:

For the three months ended

March 31,
(In thousands) 2014 2013
Proceeds from stock options exerci: $ 342 $ 22
Fair value of shares received upon exercised okstptions 47¢ 637
Tax benefit related to stock options exerci 69 53
Intrinsic value of stock options exercis 212 174

Phantom Stock PlarThe Company maintains a nouralified phantom stock plan as a supplement tpritéit sharing plan for officers who have achievbe
level of Senior Vice President and above and coteglene year of service. However, officers who hatlieved at least the level of Vice President
completed one year of service prior to JanuaryOD92remain eligible to participate in the phantawck plan. Awards are made under this plan oram
compensation not eligible for awards made undemptbét sharing plan, due to the terms of the grsfiaring plan and the Internal Revenue Code. Eyept
receive awards under this plan proportionate tcatheunt they would have received under the profitrisg plan, but for limits imposed by the profitasing
plan and the Internal Revenue Code. The awards)ade as cash awards, and then converted to comoaknegjuivalents (phantom shares) at the then ot
market value of the Company’s common stock. Divitieare credited to each employeeccount in the form of additional phantom sharash time th
Company pays a dividend on its common stock. Inethent of a change of control (as defined in thé&)p an employe&’interest is converted to a fixed dc
amount and deemed to be invested in the same masrtgs interest in the Bank’s nguoalified deferred compensation plan. Employees weder this pla
20% per year for 5 years. Employees also becom&asted upon a change of control. Employees redéigir vested interest in this plan in the forme
cash lump sum payment or installments, as elegyetthd employee, after termination of employmente Bompany adjusts its liability under this plarthe
fair value of the shares at the end of each period.

The following table summarizes the Phantom Stoek Rk or for the three months ended March 31, 2014:

Phantom Stock Pla Shares Fair Value
Outstanding at December 31, 2( 59,32 $ 20.7(
Grantec 8,12¢ 19.8¢
Forfeited (23) 21.51
Distributions (305) 20.3¢
Outstanding at March 31, 2014 67,13. $ 21.07
Vested at March 31, 2014 66,87: $ 21.07%

The Company recorded stoblesed compensation expense for the Phantom StaokoPB42,000 and $99,000 for the three monthséeMbach 31, 2014 ar
2013, respectively. The total fair value of thetriimitions from the Phantom Stock Plan was $6,0@D$i,000 for the three months ended March 31, 20it
2013, respectively.
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9. Pension and Other Postretirement Benefit Plan

The following table sets forth information regamglithe components of net expense for the pensiom#ed postretirement benefit plans.

Three months ended

March 31,
(In thousands) 2014 2013
Employee Pension Pla
Interest cos $ 22 % 207
Amortization of unrecognized lo: 19C 30€
Expected return on plan assets (336) (315
Net employee pension expense $ 77 3% 19¢
Outside Director Pension Ple
Service cos $ 13 $ 21
Interest cos 29 24
Amortization of unrecognized ga (15) 9
Amortization of past service liability 10 9
Net outside director pension expense $ 37 % 45
Other Postretirement Benefit Plal
Service cos $ MM $ 112
Interest cos 63 55
Amortization of unrecognized lo: - 12
Amortization of past service liability (21) (20)
Net other postretirement expense $ 132 $ 15¢

The Company previously disclosed in its Consolid&aancial Statements for the year ended DeceBihe2013 that it expects to contribute $0.2 millam
$0.3 million to the Outside Director Pension Plére(“Outside Director Pension Plan”) and the ofhest retirement benefit plans (th©ther Postretireme
Benefit Plans”) respectively, during the year ending December2®14. The Company does not expect to make a batith to the Employee Pension F
(the “Employee Pension Plan’As of March 31, 2014, the Company has contribut2d,(00 to the Outside Director Pension Plan and(fD6to the Othe
Postretirement Benefit Plans. As of March 31, 2Qhd,Company has not revised its expected contoibsifor the year ending December 31, 2014.

10. Fair Value of Financial Instruments

The Company carries certain financial assets amhfial liabilities at fair value in accordance twASC Topic 825, “Financial Instruments"’ASC Topic
825") and values those financial assets and firduiabilities in accordance with ASC Topic 820,aiF Value Measurements and Disclosures®§C Topic
820"). ASC Topic 820 defines fair value as the price thatld be received to sell an asset or paid to fears liability in an orderly transaction betw:
market participants at the measurement date, egtabla framework for measuring fair value and espadisclosures about fair value measurements.
Topic 825 permits entities to choose to measureynfiiancial instruments and certain other itemdaat value. At March 31, 2014, the Company cal
financial assets and financial liabilities undee fair value option with fair values of $39.3 mali and $29.5 million, respectively. At December 3013, th:
Company carried financial assets and financialilltads under the fair value option with fair vaki®f $37.3 million and $29.6 million, respectivelljhe
Company elected to measure at fair value secunitiis a cost of $5.0 million that were purchasedinty the three months ended March 31, 2014.
Company did not elect to carry any additional ficiahassets or financial liabilities under the feéue option during the three months ended Mafd;h2813
During the three months ended March 31, 2014, thegany sold financial assets carried under thevidine option totaling $1.9 million. During the &
months ended March 31, 2013, the Company sold ¢inbassets carried under the fair value optioalirng $4.4 million.
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The following table presents the financial assets flnancial liabilities reported at fair value wrdhe fair value option, and the changes in falue include
in the Consolidated Statement of Income — Net @ass) from fair value adjustments, at or for tieeipds ended as indicated:

Fair Value Fair Value Changes in Fair Values For Items Measured at Faliné

Measuremen Measurements Pursuant to Election of the Fair Value Opt

at March 31, at December 3 Three Months Ende
(Dollars in thousands) 2014 2013 March 31, 201« March 31, 201
Mortgage-backed securitie $ 5,82: $ 7,11¢ $ 48 $ (362)
Other securitie 33,44° 30,16 32t 27¢%
Borrowed funds 29,54: 29,57( 25 (819
Net gain (loss) from fair value adjustme® $ 39€ $ (908
Q) The net gain (loss) from fair value adjustmentsented in the above table does not include ne¢$oss$1.0 million and net gains of $0.8 milliom

the three months ended March 31, 2014 and 2013¢cteely, from the change in the fair value okneist rate caps / sway

Included in the fair value of the financial assat&l financial liabilities selected for the fair wal option is the accrued interest receivable oapkyfor thi
related instrument. One pooled trust preferred rdtycis over 90 days past due and the Company tegped accruing interest. The Company continu
accrue on the remaining financial instruments ambrts, as interest income or interest expendeeilCbnsolidated Statement of Income, the inteszstivabli
or payable on the financial instruments selectedHfe fair value option at their respective cortinatrates.

Included in the fair value of the financial assatsl financial liabilities selected for the fair wal option is the accrued interest receivable oapkyfor thi
related instrument. The Company reports as inténesime or interest expense in the Consolidatete®int of Income, the interest receivable or payak
the financial instruments selected for the faitueabption at their respective contractual rates.

The borrowed funds have a contractual principal @amof $61.9 million at both March 31, 2014 and Bmaber 31, 2013. The fair value of borrowed fi
includes accrued interest payable of $0.1 millibMarch 31, 2014 and December 31, 2013.

The Company generally holds its earning asset&r dtian securities available for sale, to matuaityl settles its liabilities at maturity. Howeveairfvalue
estimates are made at a specific point in timeardased on relevant market information. Thesmat#s do not reflect any premium or discount timatlc
result from offering for sale at one time the Compa entire holdings of a particular instrument. Aclingly, as assumptions change, such as interest sai
prepayments, fair value estimates change and #meants may not necessarily be realized in an inateedale.

Disclosure of fair value does not require fair walinformation for items that do not meet the défim of a financial instrument or certain otherditia
instruments specifically excluded from its requisgtts. These items include core deposit intangétesother customer relationships, premises angeugrit
leases, income taxes and equity.

Further, fair value disclosure does not attemptdtue future income or business. These items magnéierial and accordingly, the fair value inforra
presented does not purport to represent, nor sliblddconstrued to represent, the underlying “retirer franchise value of the Company.

Financial assets and financial liabilities reportdfair value are required to be measured baseditbar: (1) quoted prices in active markets fagniica
financial instruments (Level 1); (2) significanhet observable inputs (Level 2); or (3) significanbbservable inputs (Level 3).

A description of the methods and significant asstiong utilized in estimating the fair value of tBempanys assets and liabilities that are carried at falue
on a recurring basis are as follows:
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Level 1 —where quoted market prices are available in avactiarket. The Company did not value any of itetser liabilities that are carried at fair valuz
a recurring basis as Level 1 at March 31, 2014Rexember 31, 2013.

Level 2 —when quoted market prices are not available, falue is estimated using quoted market prices foilai financial instruments and adjusted
differences between the quoted instrument and ikguiment being valued. Fair value can also binattd by using pricing models, or discounted
flows. Pricing models primarily use marketsed or independently sourced market parametergpats, including, but not limited to, yield cusjeinteres
rates, equity or debt prices and credit spreadsadtition to observable market information, modgto incorporate maturity and cash flow assumptidx
March 31, 2014 and December 31, 2013, Level 2 dedumortgage related securities, corporate debirdeest rate caps/swaps.

Level 3 —when there is limited activity or less transpareaoyund inputs to the valuation, financial instrumseare classified as Level 3. At March 31, 2014
December 31, 2013, Level 3 included municipal séesrand trust preferred securities owned by aniby subordinated debentures issued by the Company

The methods described above may produce fair vahagamay not be indicative of net realizable vatueeflective of future fair values. While the Cpam)
believes its valuation methods are appropriatecamgistent with those of other market participattits,use of different methodologies, assumptiomsraadel:
to determine fair value of certain financial instrents could produce different estimates of faiugadt the reporting date.

The following table sets forth the assets and liiéds that are carried at fair value on a recigtrasis and the method that was used to deteriméiefair value
at March 31, 2014 and December 31, 2013:

Quoted Prices

in Active Markets Significant Other Significant Other
for Identical Assets Observable Inputs Unobservable Inputs  Total carried at fair valu
(Level 1) (Level 2) (Level 3) on a recurring bas
2014 2013 2014 2013 2014 2013 2014 2013
Assets:
Mortgage-backecSecurities $ - % - $ 774,20 $ 756,15t $ - $ - $ 774,20 $ 756,15¢
Other securitie - - 255,93! 237,47¢ 23,22¢ 24,15¢ 279,16 261,63¢
Interest rate car. - - - - - - - -
Interest rate swaps - - 917 2,081 - - 917 2,081
Total assets $ - 3 - $1,031,05 $ 995,71. $ 23,22¢ $ 24,15¢ $1,054,28 $1,019,87
Liabilities:
Borrowings $ - % - 9 - 9 - $ 2954 $ 2957 $ 2954. $ 29,57(
Interest rate swaps - - 62 - - - 62 -
Total liabilities $ - 3 - $ 62 $ - $ 2954 $ 2957C $ 29,60: $ 29,57(
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The following table sets forth the Company's asaetsliabilities that are carried at fair valuearecurring basis, classified within Level 3 of treduation
hierarchy for the period indicated:

For the three months ended
March31, 201«
Trust preferre  Junior subordinate
Municipals securities debenture:
(In thousands

Beginning balanc $ 922 % 14,93 $ 29,57(
Transfer into Level . - - -
Purchase 2,00( - -
Principal repayment (1,0579) - -
Sales - (1,87)) -
Net gain from fair value adjustmeof financial asset - 25 -
Net loss from fair valuadjustment of financial liabilitie - - (25)
Decrease in accrued interest pay: - - (4)
Change in unrealized gains (losses) included irratbmprehensive income - (30) >
Ending balance $ 10,17C $ 13,05¢ $ 29,54!
Changes in unrealized held at period end $ - % (30) $ -

The following table sets forth the Company's asaetsliabilities that are carried at fair valuearecurring basis, classified within Level 3 of treuation
hierarchy for the period indicated:

For the three months ended
March 31, 201:
REMIC anc Trust preferre Junior subordinate
CMO Municipals securities debenture:
(In thousands

Beginning balanc $ 2347t$ 9/42¢ % 6,65C $ 23,92
Transfer into Level . - - - -
Net gain from fair value adjustmeof financial asset - - 247 -
Net loss from fair valuadjustment of financial liabilitie - - - 81¢
Increase in accrued interest paye - - - 1
Change in unrealized gains (losses) included irratbmprehensive income 28¢ (51) 53C

Ending balance $ 2376:% 937¢ $ 7427 $ 24,74
Changes in unrealized held at period end $ 28€ $ (51 $ 53C $ -

During the three months ended March 31, 2014 ad@ 2Bere were no transfers between Levels 1, Zand
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The following table presents the quantitative infation about recurring Level 3 fair value of fineadénstruments and the fair value measurements &arct
31, 2014:

Range (Weightec
March 31, 2014 Fair Value Valuation Technique Unobservable Input Average)
(Dollars in thousands

Assets:
Municipals $ 10,17(Discounted cash flow Discount rate 0.5% - 4.0%3.3%)
Discount rate 7.0% - 11.0%(8.9%)
Prepayment assumptio 25.6% - 36.2%31.1%
Trust Preferred Securiti¢ $ 13,05¢ Discounted cash flow Defaults 9.4% - 16.5%(13.1%
Liabilities:
Junior subordinated debentu $ 29,54: Discounted cash flow Discount rate 7.0% (7.0%)

The significant unobservable inputs used in thevalue measurement of the Company’s municipal ritéesi valued under Level 3 are the securitesféctive
yield. Significant increases or decreases in thexfe yield in isolation would result in a sigieéintly lower or higher fair value measurement.

The significant unobservable inputs used in the yalue measurement of the Company'’s trust predesexurities valued under Level 3 are the secstitie
prepayment assumptions and default rate. Signffitemeases or decreases in any of the inputsolatisn would result in a significantly lower orghier fail
value measurement.

The significant unobservable inputs used in the yalue measurement of the Companjunior subordinated debentures under Level 3e#fextive yield
Significant increases or decreases in the effegirie in isolation would result in a significantlgwer or higher fair value measurement.

The following table sets forth the Company’s assetd liabilities that are carried at fair value @monrecurring basis and the method that was us
determine their fair value, at March 31, 2014 amd¢@&nber 31, 2013:

Quoted Prices

in Active Markets Significant Other Significant Other
for Identical Assets Observable Inputs Unobservable Inputs Total carried at fair value
(Level 1) (Level 2) (Level 3) on a recurring bas
2014 2013 2014 2013 2014 2013 2014 2013
Assets:
Loans held for sal $ = G = 8 -$ - % -3 428 % = G 42k
Impaired loan: - - - - 20,29: 23,54+ 20,29: 23,54
Other real estate owned - - - - 1,70(C 2,98t 1,70( 2,98¢
Total assets $ - 3 - $ - $ - % 21,99. $ 26,95 $ 21,99. $ 26,95«
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The following table presents the quantitative infation about nomecurring Level 3 fair value of financial instrumerand the fair value measurements ¢
March 31, 2014:

Range
(Weighted
March 31, 2014 Fair Value Valuation Technique Unobservable Input Average)
(Dollars in thousands
Assets:
Impaired loan: $ 20,29: Fair value of collatere Loss severity discoul 0.5% - 94.6%(37.4%
Other real estate own $ 1,70C Fair value of collatere Loss severity discoul 0.0% - 42.1%(10.6%

The Company carries its Loans held for sale and @REthe expected sales price less selling costs.
The Company carries its impaired collateral depehitmns at 85% of the appraised or internallynested value of the underlying property.
The Company did not have any liabilities that weaeried at fair value on a non-recurring basis atd¥t 31, 2014 and 2013.

The estimated fair value of each material cladinahcial instruments at March 31, 2014 and Decer3thie 2013 and the related methods and assumpi&m
to estimate fair value are as follows:

Cash and Due from Banks, Overnight Interest-EarningDeposits and Federal Funds Sold:

The fair values of financial instruments that drersterm or reprice frequently and have littlenorrisk are considered to have a fair value thpt@pmates
carrying value (Level 1).

FHLB-NY stock:

The fair value is based upon the par value of thekswhich equals its carrying value (Level 2).

Securities Available for Sale:

The estimated fair values of securities availableshle are contained in Note 6 of Notes to Codatdid Financial Statements. Fair value is based gpote:
market prices (Level 1 input), where availablea juoted market price is not available, fair vatiestimated using quoted market prices for sinskuritie
and adjusted for differences between the quoteduiment and the instrument being valued (Levelgih When there is limited activity or less traagncy
around inputs to the valuation, securities areeglusing (Level 3 input).

Loans held for sale:

The fair value of non-performing loans held foressl estimated through bids received on the loadsas such, are classified as a Level 3 input.

Loans:

The estimated fair value of loans is estimated isgalinting the expected future cash flows usingctingent rates at which similar loans would be mtn
borrowers with similar credit ratings and remainimgturities (Level 3 input).

For non-accruing loans, fair value is generallyneated by discounting managemengstimate of future cash flows with a discourd @mmensurate with t
risk associated with such assets or for collaeakendent loans 85% of the appraised or interesliynated value of the property.(Level 3 input).

Due to Depositors:
The fair values of demand, passbook savings, NOWhay market deposits and escrow deposits are, fyitdm, equal to the amount payable on demat

the reporting dates (i.e. their carrying value)uglel). The fair value of fixednaturity certificates of deposits are estimatediisgounting the expected futi
cash flows using the rates currently offered fquatdts of similar remaining maturities (Level 2 intp
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Borrowings:

The estimated fair value of borrowings are estimhdtg discounting the contractual cash flows usinggriest rates in effect for borrowings with sirr
maturities and collateral requirements (Level Aijpr using a market-standard model (Level 3 ihput

Interest Rate Caps:

The estimated fair value of interest rate capsgeld upon broker quotes (Level 2 input).
Interest Rate Swaps:

The estimated fair value of interest rate swapm&ed upon broker quotes (Level 2 input).
Other Real Estate Owned:

OREO are carried at fair value less selling co3tse fair value is based on appraised value thr@uglrrent appraisal, or sometimes through anniateeview
additionally adjusted by the estimated costs tbtkelproperty (Level 3 input).

Other Financial Instruments:

The fair values of commitments to sell, lend orrber are estimated using the fees currently chaogeziid to enter into similar agreements, takirtg sccour
the remaining terms of the agreements and the mreseditworthiness of the counterparties or ondbtmated cost to terminate them or otherwisdeseith
the counterparties at the reporting date. For foatd loan commitments to sell, lend or borrow, fa@ilues also consider the difference between ctulegels o
interest rates and committed rates (where appggabl

At March 31, 2014 and December 31, 2013, the falues of the above financial instruments approxéntiaé recorded amounts of the related fees and med
considered to be material.
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The following table sets forth the carrying amouentsl estimated fair values of selected financistriiments based on the assumptions described akedey
the Company in estimating fair value at March 3114

March 31, 201«

Carrying Fair
Amount Value Level 1 Level 2 Level 3
(in thousands
Assets:
Cash and due from ban $ 43,63( $ 43,63( $ 43,63( $ - % -
Mortgagebacked
Securitiet 774,20: 774,20: - 774,20: -
Other securitie 279,16 279,16 - 255,93! 23,22¢
Loans 3,499,65! 3,590,16: - - 3,590,16:
FHLB-NY stock 44,69¢ 44,69¢ - 44,69¢ -
Interest rate cay - - - - -
Interest rate swag 917 917 - 917 -
OREO 1,70C 1,70C - - 1,70(C
Total assets $ 4,643,971 $ 4,734,470 $ 43,63( $ 1,075,75. $ 3,615,09:
Liabilities:
Deposits $ 3,350,79: 3,369,59. $ 2,200,731 $ 1,168,86. $ =
Borrowings 982,87 1,004,62. - 975,08( 29,54
Interest rate swaps 62 62 - 62 -
Total liabilities $ 4,333,720 $ 437427 $ 2,200,731 $ 2,144,000 $ 29,54
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The following table sets forth the carrying amouentsl estimated fair values of selected financistriiments based on the assumptions described akedey
the Company in estimating fair value at December2813:

December 31, 201

Carrying Fair
Amount Value Level 1 Level 2 Level 3
(in thousands
Assets:
Cash and due from ban $ 33,48 $ 33,48 $ 33,48 $ - $ -
MortgagebackecdSecurities 756,15¢ 756,15¢ - 756,15¢ -
Other securitie 261,63: 261,63: - 237,47¢ 24,15¢
Loans held for sal 42E 42E - - 42E
Loans 3,434,17: 3,502,79: - - 3,502,79;
FHLB-NY stock 46,02 46,02 - 46,02 -
Interest rate car. - - - - -
Interest rate sway 2,081 2,081 - 2,081 -
OREO 2,98t 2,98t - - 2,98t
Total assets $ 4,536,960 $ 4,60558 $ 33,48 $ 1,041,73¢ $ 3,530,36!
Liabilities
Deposits $ 3,232,780 $ 3,253,26. $ 2,111,82! $ 1,141,431 $ -
Borrowings 1,012,12; 1,034,79! - 1,005,22! 29,57(
Total liabilities $ 424490, $ 4,288,060 $ 2,111,82" $ 2,146,66! $ 29,57(
11. Derivative Financial Instruments

At March 31, 2014 and December 31, 2013, the Cowigagterivative financial instruments consist of pastd options and swaps. The purchased optio
used to mitigate the Company’s exposure to risigrest rates on its financial liabilities withatated maturities. The Compasyswaps are used to mitig
the Companys exposure to rising interest rates on a portid8.(5 million) of its floating rate junior subordireal debentures that have a contractual val
$61.9 million. Additionally, the Company at timesiynuse swaps to mitigate the Company’s exposurigitey interest rates on its fixed rate loans.

At March 31, 2014 and December 31, 2013 derivatiigls a combined notional amount of $118.0 millare not designated as hedges and derivatives
combined notional amount of $11.2 million are deatgd as fair value hedges. Changes in the faievaf the derivatives not designated as hedgesHeete(
in “Net gain/loss from fair value adjustmentsi’ the Consolidated Statements of Income. Theigorof the changes in the fair value of the dere
designated as a fair value hedge which is condidieeffective are reflected in “Net gain/loss frdair value adjustmentsh the Consolidated Statement:
Income.
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The following table sets forth information regamgliihe Company’s derivative financial instrumentdatrch 31, 2014:

At or for the three months ended March 31, 2

Notional Net Carrying®
Amount Purchase Pric Value

(In thousands

Interest rate caps (n-hedge) $ 100,00¢ $ 9,03t $ =
Interest rate swaps (n-hedge) 18,00( - 667
Interest rate swaps (hedge) 11,15¢ = 18¢€

Total derivatives $ 129,15¢  $ 9,03t $ 85E

The following table sets forth information regamglithe Company’s derivative financial instrument®atember 31, 2013:

At or for the year ended December 31, 2

Notional Net Carrying®
Amount Purchase Pric Value

(In thousands

Interest rate caps (n-hedge) $ 100,00 $ 9,03t $ -
Interest rate swaps (n-hedge) 18,00( - 1,681
Interest rate swaps (hedge) 11,217 - 40C

Total derivatives $ 129,217 $ 9,03t $ 2,081

(1) Derivatives in a net positive position areareled as “Other assets” and derivatives in a ngatinge position are recorded as “Other liabilitigsthe
Consolidated Statements of Financial Condit

The following table sets forth the effect of detiva instruments on the Consolidated Statemenlksaafme for the periods indicated:

For the three months ended

March 31,
(In thousands 2014 2013
Financial Derivatives
Interest rate caps (n-hedge) $ - 9% 3)
Interest rate swaps (n-hedge) (1,019 78E
Interest rate swaps (hedge) (28) 3
Net gain (losgp $ (1,042 $ 78E

(1) Net gains and (losses) are recorded as pi“Net loss from fair value adjustme” in the Consolidated Statements of Incol
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12. Income Taxes

Flushing Financial Corporation files consolidateztiEral and combined New York State and New York @itome tax returns with its subsidiaries, witk
exception of Flushing Financial Capital Trust llushing Financial Capital Trust Ill, and Flushingn&ncial Capital Trust 1V, which file separate Fiead
income tax returns as trusts, and Flushing Prefdftending Corporation, which files a separate Fademd New York State income tax return as a retate
investment trust.

Income tax provisions are summarized as follows:

For the three months
ended March 31

(In thousands 2014 2013
Federal:
Current $ 2,731 $ 2,83¢
Deferred 2,021 627
Total federal tax provision 4,75¢ 3,461
State and Loca
Current 1,26¢ 581
Deferred 908 277
Total state and local tax provision 2,16¢ 85¢
Total income tax provision $ 6,927 $ 4,31¢

The effective tax rate was 40.2% and 39.0% forthinee months ended March 31, 2014 and 2013, reégelyctThe increase in the effective tax rate was
primarily due to the impact of changes to the NewKYState tax code passed on March 31, 2014, meguft a reduction in the Company’s deferred tesets
We expect to see a small reduction in our effedtixerate beginning in 2015 as a result of the gkarin the New York State tax code.

The effective rates differ from the statutory fedéncome tax rate as follows:

For the three months
ended March 31

(dollars in thousands 2014 2013
Taxes at federal statutory re $ 6,02¢ 35.(% $ 3,87¢ 35.(%
Increase (reduction) in taxes resulting frc
State and local income tax, net of Fedincome tax benef 1,41C 8.2 55¢ 5.C
Other (511) (3.0 (115) (1.0)
Taxes at effective rate $ 6,927 40.2% $ 4,31¢ 39.(%

The Company has recorded a deferred tax asset@? $8illion at March 31, 2014, which is included“@ther assetsin the Consolidated Statements
Financial Condition. This represents the anticigatet federal, state and local tax benefits expetdebe realized in future years upon the utilmatof the
underlying tax attributes comprising this balantlkee Company has reported taxable income for fedstate, and local tax purposes in each of the theex
fiscal years. In management’s opinion, in view lbé tCompanys previous, current and projected future earnimgad; the probability that some of
Companys $19.4 million deferred tax liability can be udedffset a portion of the deferred tax asset, el @s certain tax planning strategies, it is nlikely
than not that the deferred tax asset will be fodlglized. Accordingly, no valuation allowance wasihed necessary for the deferred tax asset at Mr
2014.
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13. Accumulated Other Comprehensive Income

The following table sets forth the changes in aaglabed other comprehensive income by componerth#three months ended March 31, 2014:

Unrealized
Gains
and (Losses) ¢
Available for
Sale Defined Benefi
Securities Pension Item Total
(In thousands

Beginning balance, net of tax $ (8,529 $ (2,859 $ (11,379

Other comprehensive income before

reclassifications, net of te 5,36( - $ 5,36(

Amounts reclassified from accumulated other

comprehensive income, net of tax - 60 60
Net current period other comprehensive incomephttx 5,36( 60 5,42(
Ending balance, net of tax $ (3,162 $ (2,799 $ (5,95%)
The following table sets forth significant amourgslassified out of accumulated other compreherisis@me by component for the three months ended¢Mar
31, 2014:

Amounts
Reclassified
from
Accumulated
Other
Details about Accumulated Other Comprehensive Affected Line Item in the Statement
Comprehensive Income Compone Income Where Net Income is Present

(Dollars in thousands

Amortization of defined benefit pension iter

Actuarial losse: $ (275 (1) Other expens
Prior service credits 11 (1) Other expense
(164 Total before tas
104 Tax benefit
$ (60) Net of tax

(1) These accumulated other comprehenan@nie components are included in the computatiorebperiodic pension cost (See Note 9 of the Notes

to Consolidated Financial Stateme"Pension and Other Postretirement Benefit F'.)
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The following table sets forth significant amourgslassified out of accumulated other compreherisis@me by component for the three months endea¢Mar
31, 2013:

Amounts

Reclassified

from
Accumulated

Other

Details about Accumulated Other Comprehensive Affected Line Item in the Statement
Comprehensive Income Compone Income Where Net Income is Preseni

(Dollars in thousands

Unrealized gains losses on availa

for sale securities $ 2,85¢ Net gain on sale of securiti
(1249 Tax expense
$ 1,60¢ Net of tax
Amortization of defined benefit pension iter
Actuarial losse: $ (309 (1) Other expens
Prior service credits 11 (1) Other expense
(29¢) Total before ta:
I = Tax benefit
$ (16€) Net of tax

(1) These accumulated other comprehenan@nie components are included in the computatiorebperiodic pension cost (See Note 9 of the Notes
to Consolidated Financial Stateme"Pension and Other Postretirement Benefit F'.)

14. Regulatory Capital

Under current capital regulations, the Bank is neglito comply with three separate capital adeqesaydards. As of March 31, 2014, the Bank congriae¢
categorized as “well-capitalized” under the prommtrective action regulations and continues to edadl regulatory capital requirements.

Set forth below is a summary of the Bank’s commleawith banking regulatory capital standards.

Percent ¢
(Dollars in thousands Amount Asset:
Tier | (leverage) capital:
Capital leve $ 453,12 9.5¢%
Requirement to be well capitaliz 236,93. 5.0C
Exces: 216,19! 4.5¢€
Tier | risk -based capital:
Capital leve $ 453,12 14.31%
Requirement to be well capitaliz 190,02¢ 6.0C
Exces: 263,10: 8.31
Total risk-based capital:
Capital leve $ 483,39 15.2€%
Requirement to be well capitaliz 316,71( 10.0¢
Exces: 166,68 5.2¢
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The Holding Company is subject to the same regnjatapital requirements as the Bank. As of March2®114, the Holding Company continues to be
categorized as “well-capitalized” under the prommtrective action regulations and continues to edaal regulatory capital requirements.

Set forth below is a summary of the Holding Compammpmpliance with banking regulatory capital stamts.

Percent ¢
(Dollars in thousands Amount Asset:
Tier | (leverage) capital:
Capital leve $ 466,35t 9.8€%
Requirement to be well capitaliz 236,57! 5.0C
Exces: 229,78: 4.8¢
Tier | risk -based capital:
Capital leve $ 466,35t 14.7"%
Requirement to be well capitaliz 189,64t 6.0C
Exces: 276,71 8.7F
Total risk-based capital:
Capital leve $ 496,62t 15.71%
Requirement to be well capitaliz 316,07 10.0¢
Exces: 180,54¢ 5.71

15. New Authoritative Accounting Pronouncements

In February 2013, the FASB issued ASU No. 2013vllich amends the authoritative accounting guidamzter ASC Topic 220 “Comprehensive

Income.” The amendments do not change the curegirements for reporting net income or other cahpnsive income in financial statements. However,
the amendments require an entity to provide inféioneabout the amounts reclassified out of accutedlather comprehensive income by component. In
addition, an entity is required to present, eitheethe face of the statement where net incomeeisgmted or in the notes, significant amounts reifiad out of
accumulated other comprehensive income by the cégpdine items of net income but only if the amoueclassified is required under generally acagpte
accounting principles in the United States of ArmeI‘GAAP”) to be reclassified to net income inétstirety in the same reporting period. For ottrapants
that are not required under GAAP to be reclassifidtieir entirety to net income, an entity is riegd to cross-reference to other disclosures requinder
GAAP that provide additional detail about those ante. The amendments in this update are effectivepectively for reporting periods beginning after
December 15, 2012. Early adoption was permittechphidn of this update did not have a material gftecthe Company’s consolidated results of openatiar
financial condition. (See Note 13 of Notes to Cdidsted Financial Statements “Stockholders’ Equity”

In January 2014, the FASB issued ASU 2@#4to clarify that when an in substance repossessioforeclosure occurs, a creditor is consideedhave
received physical possession of residential reateproperty collateralizing a consumer mortgaga ] upon either (1) the creditor obtaining led to the
residential real estate property upon completioa fidreclosure or (2) the borrower conveying aiéfast in the residential real estate properthéodreditor t
satisfy that loan through completion of a deediéu lof foreclosure or through a similar legal agneat. Additionally, the amendments require integnt
annual disclosure of both (1) the amount of forsetbresidential real estate property held by teditor and (2) the recorded investment in consumatgag:
loans collateralized by residential real estatgerty that are in the process of foreclosure adogrtb local requirements of the applicable jurisidin. ASL
2014-04 is effective for annual reporting periods begignafter December 15, 2014. Adoption of this upda not expected to have a material effect o
Company’s consolidated results of operations arfaial condition.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

This Quarterly Report should be read in conjunctigth the more detailed and comprehensive discksincluded in our Annual Report on Form K@er the
year ended December 31, 2013. In addition, pleasé this section in conjunction with our Consotieth Financial Statements and Notes to Consolic
Financial Statements contained here

As used in this Quarterly Report, the wo“we,” “us,” “our” and the “Company” are used to refer to Flushing Financial Corporatiand its direct an
indirect wholly owned subsidiaries, Flushing Batte(“Bank”), Flushing Preferred Funding Corporation, Flushingr8ee Corporation, and FSB Properti
Inc.

Statements contained in this Quarterly Report iredato plans, strategies, objectives, economicgoeréance and trends, projections of results of $ip
activities or investments and other statementsatanot descriptions of historical facts may bsverddooking statements within the meaning of SectioA
of the Securities Act of 1933 and Section 21E & Becurities Exchange Act of 1934. Forwkroking information is inherently subject to rislsic
uncertainties and actual results could differ niallgrfrom those currently anticipated due to a fmemof factors, which include, but are not limited factor:
discussed elsewhere in this Quarterly Report anathier documents filed by us with the Securitied Bxchange Commission from time to time, includ
without limitation, our Annual Report on Form 10f&r the year ended December 31, 2013. Forvi@olling statements may be identified by terms sas
“may,” “will,” “should,” “could,” “expects,” “plans” “intends,” “anticipates,” “believes,” “estimatgs‘predicts,” “forecasts,” “potential” or “contirel’ or
similar terms or the negative of these terms. Altiftowe believe that the expectations reflectechénforwardlooking statements are reasonable, we ct
guarantee future results, levels of activity, perfance or achievements. We have no obligatiopttate these forward-looking statements.

Executive Summary

We are a Delaware corporation organized in May 1994 Bank was organized in 1929 as a New YorkeStaartered mutual savings bank. In 1994, the |
converted to a federally chartered mutual savireggkland changed its name from Flushing Savings Baffushing Savings Bank, FSB. The Bank convt
from a federally chartered mutual savings bank fiedarally chartered stock savings bank on Noverithed 995, at which time Flushing Financial Corpior
acquired all of the stock of the Bank. On Febru28y2013, the Bank’s charter was changed to sstrlice New York State chartered commercial band, it
name was changed to Flushing Bank. On July 21, 284 & result of the Dodd-Frank Wall Street Refarmd Consumer Protection Act, the Bagkriman
regulator became the Office of the Comptrollerred Currency and Flushing Financial Corporatioptimary regulator became the Federal ReservedBal
Governors. As a result of the Bank’s change intelndo a full-service New York State chartered cameial bank, the Bank’ primary regulator became
New York State Department of Financial Servicesnffierly, the New York State Banking Department), @sdorimary federal regulator became the Fer
Deposit Insurance Corporation (“FDICpeposits are insured to the maximum allowable ammbynthe FDIC. Additionally, the Bank is a membédrtloe
Federal Home Loan Bank system. Also in connectigh the Merger, Flushing Financial Corporation baeaa bank holding company. We do not antici
any significant changes to our operations or sesvés a result of the Merger. The primary businé§dushing Financial Corporation has been the aipen o
the Bank. The Bank owns three subsidiaries: FlgsRireferred Funding Corporation, Flushing ServicepGration, and FSB Properties Inc. In November6;
the Bank launched an internet branch, iGObankimg o The activities of Flushing Financial Corporatior g@rimarily funded by dividends, if any, recei
from the Bank, issuances of junior subordinatedt,dabd issuances of equity securities. Flushingafiéial Corporatiors common stock is traded on
NASDAQ Global Select Market under the sym“FFIC.”

Our principal business is attracting retail deo&idm the general public and investing those déptsgether with funds generated from ongoing apen:
and borrowings, primarily in (1) originations andrpghases of multi-family residential properties atada lesser extent, one-to-four family (focusorgmixed-
use properties, which are properties that contaith besidential dwelling units and commercial unigmd commercial real estate mortgage loans
construction loans, primarily for residential prapes; (3) Small Business Administration (“SBAIYans and other small business loans; (4) mortdaaye
surrogates such as mortgage-backed securities(5and.S. government securities, corporate fixetbme securities and other marketable securiéss.als
originate certain other consumer loans includingrdraft lines of credit. Our results of operatiaepend primarily on net interest income, whichhe
difference between the income earned on its inte@ing assets and the cost of our intelbestring liabilities. Net interest income is theulesf our interes
rate margin, which is the difference between therage yield earned on interest-earning assetshendvierage cost of intera@staring liabilities, adjusted f
the difference in the average balance of interastirg assets as compared to the average balancte@st-bearing liabilities. We also generate-imgares
income from loan fees, service charges on deposdumts, mortgage servicing fees, and other feesime earned on Bank Owned Life Insurance (“BQLI”
dividends on Federal Home Bank of New York (“FHLBAN stock and net gains and losses on sales of sesuatid loans. Our operating expenses ct
principally of employee compensation and beneéitssupancy and equipment costs, other general amihadrative expenses and income tax expense
results of operations also can be significantlgetfd by our periodic provision for loan losses spelcific provision for losses on real estate owned
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Our strategy is to continue our focus on beingratitution serving consumers, businesses, and gmental units in our local markets. In furtherance
of this objective, we intend to:

« continue our emphasis on the origination of mudtifly residential mortgage loans;
« transition from a traditional thrift to a more ‘comercial-like’ banking institution;
« increase our commitment to the multi-cultural méplace, with a particular focus on the Asian comityuim Queens;
« maintain asset quality;
« manage deposit growth and maintain a low cost md$uthrough
. business banking deposi
] municipal deposits through government banking,
] new customer relationships via iGObanking.®;
« cross sell to lending and deposit customers;
« take advantage of market disruptions to attraentsdnd customers from competitors;
« manage interest rate risk and capital: and
« manage enterprise-wide risk.
There can be no assurance that we will be abl&eotively implement this strategy. Our strateggigject to change by the Board of Directors.
Our investment policy, which is approved by the Boaf Directors, is designegrimarily to manage the interest rate sensitivityoar overall assets a
liabilities, to generate a favorable return withd@uturring undue interest rate risk and credit rikk complement our lending activities and to pdevan:
maintain liquidity. In establishing our investmesitategies, we consider our business and growdtegies, the economic environment, our interest gk
exposure, our interest rate sensitivity “gggsition, the types of securities to be held ardgtofactors. We classify our investment securiiesavailable fc
sale.
We carry a portion of our financial assets andrfaial liabilities at fair value and record changesheir fair value through earnings in noterest income ¢
our Consolidated Statements of Income and Compsareitincome. A description of the financial assatd financial liabilities that are carried at faalue
through earnings can be found in Note 10 of theelltd the Consolidated Financial Statements.
The Bank continues to maintain conservative undéngrstandards that include, among other thingsaa-tovalue ratio of 75% or less and a debt cove
ratio of at least 125%. Multi-family residentialpramercial real estate and one-to-four family mixisé- property mortgage loans originated during tist
guarter of 2014 had an average loan-to-value cdt#.1% and an average debt coverage ratio of 237%
The continued improvement in credit quality allowesito reduce our provision for loan losses thiartar. The provision for loan losses was a beéfgl.1
million for the first quarter of 2014, comparedpi@visions of $1.0 million and $6.0 million for tileree months ended December 31, 2013 and MarckO3B,
respectively. We continued to see reductions imgdeent loans, nomperforming loans, and classified assets. Loans\getint over 30 days decreased
million, or 8%, during the first quarter of 2014)chare at their lowest level since the third quadfe2008. Loans delinquent over 90 days decre&$et
million, or 11%, during the first quarter, and atetheir lowest level since the fourth quarter 608. Nonaccrual loans decreased by $5.2 million, or 1

during the first quarter to $43.2 million, and atetheir lowest level since the fourth quarter 608. During the first quarter of 2014 we sold Elijuen
loans with a book value at the time of sale of $6ilion, realizing $5.4 million upon sale, or 10486book value.
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Net charg-offs for the first quarter of 2014 totaled $0.4llrah. We continued our practice of obtaining upsthppraisals and recording chaafts- based o
these current values as opposed to adding to thwaaice for loan losses. This process has enshetdme have kept pace with changing values in i
estate market. The average loan-to-value ratiofiomon-performing loans collateralized by reahtestvas 46.5% at March 31, 2014.

Net loans increased $67.0 million, or 2.0%, durihg first quarter of 2014, as loan originations tloe quarter totaled $198.0 million. Our loan pipela
March 31, 2014 remained strong at $339.8 millionr @nding departments continue to emphasize @iditionship banking with our borrowers. Originat
continue to be focused on muliimily and commercial business loans, which reprieske 29% and 48%, respectively, of loan originaicluring the firs
guarter of 2014. Additionally, as part of the ladosing process, we generally obtain full bankiegtionships with these borrowers.

Our net interest margin for the first quarter ofl2@vas 3.25%, a decrease of nine basis points thenfourth quarter of 2013. The decrease was pilyndue
to a 12 basis point decrease in the yield earnaa interestearning assets to 4.39% for the three months eMi#edh 31, 2014, while our cost of fund
decreased four basis points to 1.25% for the thrtesths ended March 31, 2014. The decline in te&lyof interestearning assets was primarily due to
current interest rate environment, where new lcam$ securities are added at rates well below oufglio average yield, and higher yielding loansd
securities are prepaid. The decrease in the ¢astevestbearing liabilities was primarily due to a movemintleposit concentrations as the average baldf
lower costing core deposits increased $119.1 milaring the three months ended March 31, 20141t638.2 million from $1,814.0 million for the thi
months ended December 31, 2013, while the averalgede of higher costing certificates of depositrdased $70.9 million to $1,109.7 million for theet
months ended March 31, 2014 from $1,180.6 millionthe three months ended December 31, 2013. Tnedse in the yield earned during the three mu
ended December 31, 2013 was partially supporteddsjtional interest collected on loans which wereviusly nonaccrual and back payments w
received. The three months ended March 31, 20dlddad $0.3 million in additional interest compateds0.9 million recorded during the three monthdez
December 31, 2013. Excluding this additional iesér the net interest margin would have decredse tbasis points to 3.23% for the three monthe
March 31, 2014 from 3.26% for the three months dridecember 31, 2013. Further excluding prepayrpenglty income, the net interest margin would |
decreased four basis points to 3.11% for the thmeeths ended March 31, 2014 from 3.15% for theetlmenths ended December 31, 2013.

At March 31, 2014, the Bank continues to be wefiizdized under regulatory requirements, with Cdriey 1 risk-based and Total riflased capital ratios
9.56%, 14.31% and 15.26%, respectively. The Comjmmayso subject to the same regulatory requiresneAt March 31, 2014, the Compasycapital ratic
for Core, Tier 1 risk-based and Total risk-basequitearatios were 9.86%, 14.75% and 15.71%, respelgt

COMPARISON OF OPERATING RESULTS FOR THE THREE MONTH S ENDED
MARCH 31, 2013 AND 2012

General. Net income for the three months ended March 8142vas $10.3 million, an increase of $3.5 million,52.4%, compared to $6.8 million for
three months ended March 31, 2013. Diluted easiey common share were $0.34 for the three mamttied March 31, 2014, an increase of $0.12, 09,
from $0.22 for the three months ended March 313201

Return on average equity was 9.4% for the threethsoended March 31, 2014 compared to 6.1% for hiheetmonths ended March 31, 2013. Retur
average assets was 0.9% for the three months énaleth 31, 2014 compared to 0.6% for the three noatided March 31, 2013.

Interest Income. Total interest and dividend income decreased 80l8n, or 1.7%, to $49.2 million for the threeomths ended March 31, 2014 from $-
million for the three months ended March 31, 2013 decrease in interest income was attributabbe48 basis point decline in the yield of intereatning
assets to 4.39% for the three months ended MarcB@®HY from 4.82% in the comparable prior yearqukpartially offset by an increase of $331.0 millio
the average balance of interestring assets to $4,485.8 million for the threatin® ended March 31, 2014 from $4,154.9 milliontfer comparable prior ye
period. The 43 basis point decline in the yieldnterestearning assets was primarily due to a 42 basist peduction in the yield of the loan portfolio
4.97% for the three months ended March 31, 201 BB9% for the three months ended March 31, 26d8\bined with a 35 basis point decline in the y
on total securities to 2.72% for the three montided March 31, 2014 from 3.07% for the comparable year period. The 42 basis point decreasberdat
portfolio was primarily due to the decline in thetas earned on new loan originations, existing doaodifying to lower rates, and higher yielding rie
prepaying. The yield on the loan portfolio, exchglprepayment penalty income, decreased 44 baisits io 4.82% for the three months ended Marci281¢
from 5.26% for the three months ended March 31320he 35 basis point decrease in the yield oktwirities portfolio was primarily due to the plash o
new securities at lower yields than the existingfpbo.
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Interest Expense Interest expense decreased $3.2 million, or 20t2%12.7 million for the three months ended MaBdh 2014 from $15.9 million for tl
three months ended March 31, 2013. The decreasgeirest expense was primarily due to a 43 badi#t gecrease in interebearing liabilities to 1.25% fi
the three months ended March 31, 2014 from 1.68%hfo comparable prior year period. The 43 basistptecrease in the cost of interésiaring liabilitie:
was primarily due to the three months ended Mafdch?2813 including a $2.6 million prepayment penaltyborrowings. Additionally, the decrease in tos
of interestbearing liabilities was attributable to the BanKueing the rates it pays on its deposit produdte gost of certificates of deposit, savings accs
and NOW accounts decreased three basis pointdasi® point and seven basis points, respectivalyiglly offset by a seven basis point increasthecost c
money market accounts for the three months endedhvad, 2014 from the comparable prior year peridde cost was also positively affected by a mova
in deposit concentrations as the average balanéewa™ costing core deposits increased $320.0 anilliuring the three months ended March 31, 20
$1,933.2 million from $1,613.1 million for the coamable prior year period, while the average balafdegher costing certificates of deposit decreab®l7.:
million to $1,109.7 million for the three monthsden March 31, 2014 from $1,227.0 million for thengarable prior year period. These improvementsted
in a decrease in the cost of due to depositorsdfesis points to 1.01% for the three months eddarth 31, 2014 from 1.17% for the three months d
March 31, 2013.

Net Interest Income. For the three months ended March 31, 2014, rnetdst income was $36.5 million, an increase o8 $illion, or 6.9%, from $34
million for the three months ended March 31, 20M3e increase in net interest income was primatiigbaitable to the three months ended March 313
including a $2.6 million prepayment penalty on barings, partially offset by a $56.5 million increas average net interesérning assets to $415.8 mill
for the three months ended March 31, 2014 from $3&éllion for the comparable prior year periodh€eTyield on interestarning assets decreased 43 |
points to 4.39% for the three months ended March2814 from 4.82% for the three months ended M&dc2013. The cost of funds decreased 43 basiss
to 1.25% for the three months ended March 31, Z8dm 1.68% for the comparable prior year periode Tiet interest margin declined four basis poin
3.25% for the three months ended March 31, 201 8c29% for the three months ended March 31, 2B%8luding prepayment penalty income on loans
prepayment penalties on borrowings, the net intenesgin would have been 3.14% for the three moatided March 31, 2014, a 30 basis point decreast
3.44 for the comparable prior year period.

Provision for Loan Losses The provision for loan losses decreased $7.lianilluring the three months ended March 31, 2014 benefit of $1.1 millio
from a provision of $6.0 million during the complaleprior year period. The decrease in the prowisias primarily due to the continued improvementriedi
conditions. During the three months ended March2B14, net charge-offs totaled $0.4 million and-agnorual loans decreased $5.2 million to $43.2 am
from $48.4 million at December 31, 2013. The curmrerage loan-to-value ratio for our nparforming loans collateralized by real estate #&5% at Marc
31, 2014. When we have obtained properties thrdoigitlosure, we have been able to quickly sellptoperties at amounts that approximate book vaibe
Bank continues to maintain conservative underwgistandards. We anticipate that we will continusde low loss content in our loan portfolio. Asault o
the quarterly analysis of the allowance for loassés, a reduction in the allowance was warraatatias such, the Company recorded a benefit ofrillibn
for the three months ended March 31, 2014. See LGAWANCE FOR LOAN LOSSES.”

Non-Interest Income. Non-interest income for the three months ended MargH2814 was $1.7 million, a decrease of $3.6 milliem $5.3 million for th
three months ended March 31, 2013. The decreaseninterest income was primarily due to the three msminded March 31, 2013 including a $2.9 mi
gain from the sale of mortgage-backed securithedditionally, noninterest income declined due to a $0.5 million éase in net losses from fair ve
adjustments and $0.3 million decrease in bankimgice fee income primarily due to reduced ancilloogin fees, as compared to the comparable pria
period.
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Non-Interest ExpenseNon-interest expense was $22.1 million for the threetim® ended March 31, 2014, a decrease of $0.3omiltr 1.5%, from $22
million for the three months ended March 31, 203 decrease was primarily due to decreases ofrillidn in professional services due to decredsgd
and accounting fees, $0.4 million real estate owriedtclosure expense primarily due to a reducfromonperforming loans and $0.3 million in FD
insurance expense primarily due to a reductioménassessment rate. These decreases were patisdlyby increases of $0.3 million in salaries &enefit:
expense and $0.2 million in occupancy and equipragpense. The first quarter of each year includesffect of grants of annual restricted stock amitirrds
GAAP requires a significant portion of these awamide expensed at the time of grant. Includedaiaries and benefits expense is $1.0 million and
million for these awards in the three months enldadch 31, 2014 and 2013, respectively, for accederaxpensing. Other expense includes $1.0 miliot
$0.8 million for these awards in the three monthdeel March 31, 2014 and 2013, respectively, foelecated expensing. The increase in the currenbd
accelerated expense as compared to the prior ge@adgs due to the increase in the Comparsgbck price and additional employees whose gexetsequire
to be fully expensed on grant date. Since thislacated expense for the annual restricted stockaweards occurred in the first quarter, subseqgeatters ¢
2014 should have a lower level of nioerest expense related to RSU expensing. Theigifiy ratio was 56.6% for the three months endadchi 31, 201
compared to 56.9% for the three months ended Mait¢c013.

Income before Income Taxes.Income before the provision for income taxes inseela$6.1 million, or 55.5%, to $17.2 million foretthree months end
March 31, 2014 from $11.1 million for the three rttshended March 31, 2013 for the reasons disclasak.

Provision for Income Taxes Income tax expense increased $2.6 million, od%0.to $6.9 million for the three months ended Magd, 2014 from $4
million for the three months ended March 31, 2Qdr@narily due to the increase in income before medaxes as discussed above. The effective taxwax
40.2% and 39.0% for the three months ended Marct2@14 and 2013, respectively. The increase ireffective tax rate was primarily due to the impaf
changes to the New York State tax code passed ooh\8d., 2014, resulting in a nominal reductionhia €ompany’s deferred tax assets.

FINANCIAL CONDITION

Assets Total assets at March 31, 2014 were $4,820.0amjlan increase of $98.5 million, or 2.1%, from&A4L.5 million at December 31, 2013. Total lo
net increased $67.0 million during the three momthded March 31, 2014 to $3,469.4 million from $2,4 million at December 31, 2013. Loan originas
and purchases were $198.0 million for the threethmended March 31, 2014, an increase of $76.6omiffom $121.4 million for the three months en
March 31, 2013. During the three months ended M&dcH2014, we continued to focus on the originabbmulti-family properties and business loans wi
full relationship. Loan applications in process éaontinued to remain strong, totaling $339.8 williat March 31, 2014 compared to $297.5 millio
December 31, 2013 and $360.4 million at March 31,32

The following table shows loan originations andghases for the periods indicated:

For the three months
ended March 31

(In thousands 2014 2013
Multi-family residentia $ 57,81: $ 42,92t
Commercial real esta® 13,41¢ 6,98¢
One-to-four family — mixec-use propert 9,99¢ 4,39(
One-to-four family — residential 9,10( 6,51(
Cc-operative apartmen - 2,067
Constructior 697 -
Small Business Administratic 352 16€&
Taxi Medallion® 11,64¢ -
Commercial business and other 94,95¢ 58,34(
Total $ 197,98. $ 121,38¢

(1)Includes purchases of $11.6 million for the threenths ended March 31, 2014.

(2)Includes purchases of $0.5 million for the threenthe ended March 31, 2013.
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The Bank continues to maintain conservative undéngrstandards that include, among other thingsaa-tovalue ratio of 75% or less and a debt cove
ratio of at least 125%. Multi-family residentialpramercial real estate and one-to-four family mixseé- property mortgage loans originated during st
quarter of 2014 had an average loan-to-value oftiff).1% and an average debt coverage ratio of 237%

The Bank’s non-performing assets totaled $50.3ionilat March 31, 2014, a decrease of $3.6 millimmf $53.8 million at December 31, 2013. Total non-
performing assets as a percentage of total assees04% at March 31, 2014 compared to 1.14% eeDber 31, 2013. The ratio of allowance for loass&

to total non-performing loans was 62.3% at MarchZ114 and 64.9% at December 31, 2013. See -OUBR.ED DEBT RESTRUCUTURED AND NON-
PERFORMING ASSETS.”

During the three months ended March 31, 2014, ragefacked securities increased $18.0 million, or 2.486$774.2 million from $756.2 million
December 31, 2013. The increase in mortgageked securities during the three months endedtMait, 2014 was primarily due to purchases of $&ilon
and an improvement of $5.9 million in the fair valof mortgage-backed securities, partially offsepbncipal repayments totaling $19.4 million.

During the three months ended March 31, 2014, atbeurities increased $17.5 million, or 6.7%, t@%2 million from $261.6 million at December 31,1
The increase in other securities during the threaths ended March 31, 2014 was primarily due tetpases of $17.0 million and an improvement in tie
value of other securities totaling $3.8 millionriiely offset by $1.9 million in sales and $1.0llibih in calls. Other securities primarily considt securitie
issued by mutual or bond funds that invest in govemt and government agency securities, municipadi® and corporate bonds.

Banking regulators issued the Volcker Rule in Delsem2013. The Volcker Rule, among other thingshijhits banks from owning certain investnr
securities. We have reviewed our investment paatffr compliance with the Volcker Rule and in thginion of management we do not own any secu
which are prohibited under the Volcker Rule.

Liabilities. Total liabilities were $4,372.4 million at March ,32014, an increase of $83.4 million, or 1.9%, fr$m289.0 million at December 31, 20
During the three months ended March 31, 2014, duepositors increased $101.9 million, or 3.2%$3¢801.9 million, as a result of a $72.8 milliorrieas
in core deposits and a $29.1 million increase mifamtes of deposit. Borrowed funds decreased &aéllion during the three months ended MarchZ114.

Equity. Total stockholders’equity increased $15.0 million, or 3.5%, to $44Wélion at March 31, 2014 from $432.5 million at &smber 31, 201
Stockholdersequity increased primarily due to net income of 81million for the three months ended March 31,£Cdn increase in comprehensive incon
$5.4 million primarily due to an increase in thé& fealue of the securities portfolio and $1.9 naiflidue to the issuance of shares from the annudirfg o
certain employee retirement plans through the seled common shares from the Employee Benefit TAgditionally, the exercise of stock options irese«
stockholdersequity by $0.4 million, including the income taxriedit realized by the Company upon the exercisthefoptions. These increases were par
offset by the declaration and payment of divideodshe Companyg common stock of $4.5 million and the purchas2&120 treasury shares at a cost of
million. Book value per common share was $14.78latch 31, 2014 compared to $14.36 at December(®li3.2

On May 22, 2013, the Company announced the autitariz by the Board of Directors of a new commorcisteepurchase program, which authorizes
purchase of up to 1,000,000 shares of its commaeckstDuring the three months ended March 31, 2@id,Company repurchased 28,120 shares, «
Companys common stock at an average cost of $19.76 pee.sta March 31, 2014, 521,750 shares remain todpairchased under the current s
repurchase program. Stock will be purchased urdectirrent stock repurchase program from timenbe tiin the open market or through private tranea¢
subject to market conditions and at the discretibrthe management of the Company. There is no &ipir or maximum dollar amount under
authorization.

Cash flow. During the three months ended March 31, 2014dguprovided by the Company's operating activitiemanted to $14.4 million. These fui
combined with $83.1 million provided from financimagtivities were utilized to fund net investingigities of $87.4 million. The Company's primary nes:
objective is the origination and purchase of onéstg family (including mixed-use properties), mutamily residential and commercial real estate nmemgt
loans and commercial, business and SBA loans. DButie three months ended March 31, 2014, the ek &b loan originations and purchases less
repayments and sales was $63.7 million. Duringtlihee months ended March 31, 2014, the Companyfaisbed $48.3 million in purchases of secur
available for sale and repaid $29.5 million in siterm borrowed funds. During the three months eridarth 31, 2014, funds were provided by a net
in total deposits of $117.8 million. Additionallfunds were provided by $22.6 million in proceedsnf maturities, sales, calls and prepayments afries
available for sale. The Company also used fund&d million and $1.7 million for dividend paymerasd purchases of treasury stock, respectivelyngihe
three months ended March 31, 2014.
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INTEREST RATE RISK

The Consolidated Statements of Financial Positiamehbeen prepared in accordance with generallypgadeaccounting principles in the United State
America, which require the measurement of finangaition and operating results in terms of his@rdollars without considering the changes in ¥aiue o
certain investments due to changes in interess.raBenerally, the fair value of financial investiteesuch as loans and securities fluctuates inlyevei¢h
changes in interest rates. As a result, incre@sederest rates could result in decreases irfaltevalue of the Company’s interesérning assets which cor
adversely affect the Company’s results of operatidrsuch assets were sold, or, in the case ofrisiesuclassified as available-feale, decreases in -
Company’s stockholders’ equity, if such securitiese retained.

The Company manages the mix of interest-earningtassd interedtearing liabilities on a continuous basis to maxenfeturn and adjust its exposur:
interest rate risk. On a quarterly basis, managépr@pares the “Earnings and Economic Exposurenan@es in Interest Rategport for review by the Boa
of Directors, as summarized below. This reportngifias the potential changes in net interest ine@nd net portfolio value should interest ratesigor dowi
(shocked) 200 basis points, assuming the yieldesuof the rate shocks will be parallel to eachotfike Companys regulators currently place focus on the
portfolio value, focusing on a rate shock up or daaf 200 basis points. Net portfolio value is defi as the market value of assets net of the mashe¢ o
liabilities. The market value of assets and lidieli is determined using a discounted cash flowutation. The net portfolio value ratio is theioadf the ne
portfolio value to the market value of assets. chidinges in income and value are measured as pegescthanges from the projected net interest incmene
portfolio value at the base interest rate scenafiee base interest rate scenario assumes interest at March 31, 2014. Various estimates reng
prepayment assumptions are made at each leveteoghack. However, prepayment penalty income isueed from this analysis. Actual results could et
significantly from these estimates. At March 3Q12, the Company was within the guidelines sehfbst the Board of Directors for each interest tatel.

The following table presents the Company’s interat# shock as of March 31, 2014:

Projected Percentage Change

Net Interest Net Portfolio Net Portfolio
Change in Interest Ra Income Value Value Ratic
-200 Basis point -3.4€% 6.0€% 14.22%
-100 Basis point 0.2t 6.0€ 14.4:
Base interest raf - - 13.9¢
+100 Basis point -4.7¢€ -12.3¢ 12.6¢
+200 Basis point -9.81 -24.6 11.2¢
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AVERAGE BALANCES

Net interest income represents the difference testvilecome on intere-earning assets and expense on intdseating liabilities. Net interest income depe
upon the relative amount of interest-earning asaetksinteresbearing liabilities and the interest rate earneghad on them. The following table sets f
certain information relating to the CompasyConsolidated Statements of Financial Conditioth @onsolidated Statements of Income for the threatim
ended March 31, 2014 and 2013, and reflects theageeyield on assets and average cost of liakiliiee the periods indicated. Such yields and ces
derived by dividing income or expense by the averaglance of assets or liabilities, respectivaly,the periods shown. Average balances are defioen
average daily balances. The yields include amditizaf fees which are considered adjustmentsetigi

For the three months ended March

2014 2013
Average Average
Balance Interest Cost Balance Interest Cost
Assets
Interes-earning asset:
Mortgage loans, net (: $ 2,990,67! 38,58: 5.1¢% $ 2,882,02. 39,747 5.52%
Other loans, net (1) 400,64¢ 3,53¢ 3.5: 304,70« 3,19: 4.1¢
Total loans, net 3,391,31i 42,12( 4.97 3,186,72! 42,94( 5.3¢
Mortgag«-backed securitie 769,91« 5,39( 2.8( 708,97 5,721 3.2¢
Other securities 270,05: 1,67¢ 2.4¢ 220,18: 1,40¢ 2.5€
Total securities 1,039,96 7,064 2.72 929,15¢ 7,12¢ 3.07
Interes-earning deposits ar
federal funds sold 54,55¢ 27 0.2C 38,97¢ 17 0.17
Total interest-earning assets 4,485,83 49,21 4.3¢ 4,154,85i 50,08¢ 4.82
Other assets 251,80: 271,80¢
Total assets $ 4,737,63! $ 4,426,66
Liabilities and Equity
Interes-bearing liabilities
Deposits
Savings accoun $ 263,69: 11¢ 0.1t $ 284,98 13E 0.1¢
NOW account 1,472,01! 1,69: 0.4¢ 1,184,75: 1,582 0.5%
Money market accoun 197,45 107 0.2z 143,40! 54 0.1¢
Certificate of deposit accounts 1,109,73: 5,78¢ 2.0¢ 1,227,03: 6,511 2.1z
Total due to deposito 3,042,89 7,70t 1.01 2,840,17: 8,28: 1.17
Mortgagors' escrow accounts 43,29¢ 13 0.12 42,13¢ 9 0.0¢
Total deposit 3,086,19. 7,71¢ 1.0C 2,882,31 8,291 1.1t
Borrowed funds 983,86 5,00¢ 2.0¢ 913,29¢ 7,64¢ 3.3t
Total interest-bearing liabilities 4,070,06. 12,72« 1.2t 3,795,61! 15,94( 1.6¢
Non interes-bearing deposit 189,68t 148,35
Other liabilities 37,46¢ 41,24"
Total liabilities 4,297,21. 3,985,21
Equity 440,42¢ 441,45(
Total liabilities and equity $ 4,737,63 $ 4,426,66
Net interest incomenet interest rate spread $ 36,48 3.1%% $ 34,14¢ 3.14%
Net interes-earning assetsnet interest marg $ 415,77 3.28% $ 359,24. 3.29%
Ratio of interest-earning assets to interest
bearing liabilities 1.1X 1.0¢X

(1)Loan interest income includes loan fee income (Whiccludes net amortization of deferred fees amstscdate charges, and prepayment penaltie
approximately $1.0 million and $0.8 million for tti@ee months ended March 31, 2014 and 2013, reéeplyc
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LOANS

The following table sets forth the Company’s loamgioations (including the net effect of refinangjnand the changes in the Companpbrtfolio of loan:s
including purchases, sales and principal reductionthe periods indicated.

For the three months ended Ma

31,
(In thousands 2014 2013
Mortgage Loans
At beginning of periot $ 3,028,45. $ 2,906,88.
Mortgage loans originate:
Multi-family residentia 57,81: 42,92¢
Commercial real esta 13,41¢ 6,53¢
Oneto-four family — mixec-use propert 9,99¢ 4,39(
Oneto-four family — residential 9,10( 6,51(
Cc-operative apartmen - 2,067
Construction 697 -
Total mortgage loans originated 91,02« 62,42¢
Mortgage loans purchase
Commercial real estate - 452
Total mortgage loans purchased - 452
Less:
Principal and other reductio 85,74¢ 96,85:
Sales 4,30¢ 4,51¢
At end of period $ 3,029,411 $ 2,868,38
Commercial Business and Other Loan: ) o -
At beginning of periot $ 394,55t $ 314,49:
Other loans originatec
Small Business Administratic 353 16¢€
Commercial busine: 94,49; 57,13¢
Other 464 1,201
Total other loans originated 95,30¢ 58,50¢
Other loans purchase
Taxi medallion 11,64¢ -
Total other loans purchased 11,64¢ -
Less:
Principal and other reductio 42,35 52,687
Sales - -
At end of period $ 459,16. $ 320,31
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TROUBLED DEBT RESTRUCUTURED (“TDR") AND NON-PERFORMING ASSETS

Management continues to adhere to the Bank’s ceathee underwriting standards. The majority of Bank’'s nonperforming loans are collateralized
residential income producing properties that areupied, thereby retaining more of their value aeducing the potential loss. The Bank takes a pince
approach to managing delinquent loans, includingdoeting site examinations and encouraging borrew@meet with a Bank representative. The Banl
been developing shotérm payment plans that enable certain borrowebsitm their loans current. The Bank reviews itBrdgiencies on a loan by loan bz
and continually explores ways to help borrowers tntieeir obligations and return them back to curretatus. At times, the Bank may restructure a lo
enable a borrower to continue making payments whés deemed to be in the best lotegm interest of the Bank. This restructure mayude making
concessions to the borrower that the Bank wouldwette in the normal course of business, such asimgithe interest rate until the next reset dexéending
the amortization period thereby lowering the montphyments, or changing the loan to interest orlynpents for a limited time period. At times, can
problem loans have been restructured by combiniagerthan one of these options. The Bank believasréstructuring these loans in this manner witva
certain borrowers to become and remain currentheir toans. The Bank classifies these loans as TRMAns which have been current for six consec
months at the time they are restructured as TDRaireion accrual status. Loans which were delingaéttie time they are restructured as a TDR areeglac
non-accrual status until they have made timely paym@mntsix consecutive months. Loans that are resirad as TDR but are not performing in accord
with the restructured terms are excluded from tB&RTable below, as they are placed on non-acctatlsand reported as non-performing loans.

The following table shows loans classified as Th&t fare performing according to their restructuegths at the periods indicated:

March 31, December 31,
(In thousands 2014 2013
Accrual Status:
Multi-family residentia $ 3,072 $ 3,081
Commercial real esta 2,39¢ 2,407
One-to-four family - mixec-use property 2,28¢ 2,291
One-to-four family - residentia 362 364
Constructior - 442
Commercial business and other 2,367 4,40¢
Total 10,48¢ 13,00:
Non-accrual status:
One-to-four family - mixed-use property 382 383
Total 382 382
Total performing troubled debtestructured $ 10,87. $ 13,38¢

During the three months ended March 31, 2014, tB& Totaling $2.4 million were transferred to nperforming status. While these borrowers contito
remit monthly payments on these loans, they are @@elays past maturity, which results in thesasdaeing included in non-performing loans.

Interest income on loans is recognized on the attrasis. The accrual of income on loans is disooat when certain factors, such as contractuahgietnc
of 90 days or more, indicate reasonable doubt dketdimely collectability of such income. Additialty, uncollected interest previously recognizednam-
accrual loans is reversed from interest incoméatitne the loan is placed on non-accrual statusans in default 90 days or more, as to their nigtdate bu
not their payments, continue to accrue interestras as the borrower continues to remit monthlyrpagts.
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The following table shows non-performing assethatperiods indicated:

March 31, December 31,

(In thousands 2014 2013
Loans 90 days or more past duand still accruing:
Multi-family residentia $ 18¢€ $ 52
Commercial real esta 793 -
One-to-four family - mixec-use property 874 -
One-to-four family - residentia 15 15
Constructior 1,012 -
Commercial business and other 2,49( 53¢
Total 5,372 60€
Non-accrual loans:
Multi-family residentia 12,06: 13,68:
Commercial real esta 8,76¢ 9,96:
One-to-four family - mixec-use property 7,971 9,06:
One-to-four family - residentia 12,20¢ 13,25(
Cc-operative apartmen - 57
Commercial business and other 2,16t 2,34¢
Total 43,18 48,36
Total no-performing loans 48,55: 48,96¢
Other non-performing assets:
Real estate acquired through foreclos 1,70(C 2,98t
Investment securities - 1,871
Total 1,70(C 4,85¢
Total no-performing assets $ 50,25! $ 53,82«

Included in loans over 90 days past due and stdfuing were 13 loans totaling $5.4 million and kans totaling $0.6 million at March 31, 2014
December 31, 2013, respectively. These loans afeasl their respective maturity dates and arérstihitting payments. The Bank is actively workiwith
these borrowers to extend the maturity of or repage loans.

Included in norperforming loans were three loans totaling $4.7ionland one loan for $2.3 million which were restured as TDR and not performing
accordance with their restructured terms at Mafi2814 and December 31, 2013, respectively.

Hurricane Sandy caused significant damage to numenomes and businesses throughout the New Yorkoptditan area. In working with its borrowers
depositors affected by this hurricane, the Bankédradred into payment agreements on 30 loansrigt&li8.9 million. These agreements originally pdedi foi
partial payment deferrals, generally for 90 days, $ome agreements provide for longer deferralogeri These agreements were intended to provic
borrowers the opportunity to fully assess any daraghe properties, apply for and receiv&urance proceeds, and repair damages to therfiegpét Marct
31, 2014, 10 loans totaling $5.6 million remain enthese agreements, of which seven loans tot&#ng million are considered ngerforming and we ha
placed them on noaecrual status until they reestablish a paymenotyisand bring the loans current. Eight loans anegent under their repayment plans
have had their agreements extended into 2014 ® tgie borrowers additional time to recover. Twonkare delinquent under their repayment plans.
borrower was required, commencing at the end ofl&ferral period, to make their regularly schedudesh payments plus a portion of the deferred ansouks
of March 31, 2014, the Bank has not incurred, apeschot expect to incur, any losses related tethgseements.

The Bank’s non-performing assets totaled $50.3ionilat March 31, 2014, a decrease of $3.6 millimmf $53.8 million at December 31, 2013. Total non-

performing assets as a percentage of total assees04% at March 31, 2014 compared to 1.14% eeDber 31, 2013. The ratio of allowance for loassé&
to total non-performing loans was 62.3% at March2814 and 64.9% at December 31, 2013.
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During the three months ended March 31, 2014, adddotaling $6.1 million were added to rarerual loans, 18 loans totaling $4.9 million westurned t
performing status, eight loans totaling $1.5 milliwere paid in full, nine loans totaling $3.9 naitli were sold, one loan totaling $0.1 million wamnsferred t
other real estate owned, and charge-offs of $0l@mivere recorded on non-accrual loans that vmeme-accrual at the beginning of the first quarfe2@i4.

At December 31, 2013, naecrual investment securities included one poaigst preferred security with a carrying amount dfmillion for which we wer
not receiving payments. During the three monthsedridarch 31, 2014, the Company sold the oneammmual trust preferred security for total proceed$2.1
million.

The following table shows our delinquent loans &t less than 90 days past due still accruingasteind considered performing at the periods atdit

March 31, 201« December 31, 201
60 - 89 30-59 60 - 89 30-59
days days days days
(In thousands
Multi-family residentia $ 2,20¢  $ 13,260 $ 2,55t $ 14,10:
Commercial real esta 72¢€ 4,87¢ 522 5,02¢
One-to-four family - mixec-use propert 1,382 13,19:¢ 1,09¢ 14,01°
One-to-four family - residentia 903 1,84¢ 517 3,927

Cc-operative apartmen -

Construction loan - - - -

Small Business Administratic - 19¢€ - 10t

Taxi medallion - - - -

Commercial business and other - 21C 2 187
Total delinquent loans $ 521t $ 33,59: $ 469 $ 37,36

CRITICIZED AND CLASSIFIED ASSETS

Our policy is to review our assets, focusing priilgaon the loan portfolio, OREO and the investmpattfolios, to ensure that the credit quality igimained ¢
the highest levels. When weaknesses are identifiadediate action is taken to correct the probleraugh direct contact with the borrower or issW&e thel
monitor these assets, and, in accordance with olicypand current regulatory guidelines, we desigrthem as “Special MentionWhich is considered
“Criticized Asset,” and “Substandard,” “Doubtfuldr “Loss” which are considered “Classified Assetas’ deemed necessary. These loan designatio
updated quarterly. We designate an asset as Sdhstiwhen a weldlefined weakness is identified that jeopardizesatfikerly liquidation of the debt. V
designate an asset as Doubtful when it displaysntherent weakness of a Substandard asset withdtied provision that collection of the debt in folh the
basis of existing facts, is highly improbable. Wasignate an asset as Loss if it is deemed the dbincapable of repayment. We do not hold aran{
designated as loss, as loans that are designatazsasire charged to the Allowance for Loan Losgessets that are naaccrual are designated as Substar
or Doubtful. We designate an asset as Special Meiiftithe asset does not warrant designation witinie of the other categories, but does containtentia
weakness that deserves closer attention. Our @tttized and Classified assets were $144.6 milkd March 31, 2014, an increase of $14.4 millioom
$130.2 million at December 31, 2013.
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The following table sets forth the Bank's assetigteated as Criticized and Classified at MarchZ8iL4:

Special
(In thousands) Mention Substandar Doubtful Loss Total
Loans:
Multi-family residentia $ 10,55« $ 16,21¢  $ 1,607 $ - $ 28,37%
Commercial real esta 32,37« 19,00¢ - - 51,37¢
One-to-four family - mixec-use property 6,757 14,02¢ - - 20,78¢
One-to-four family - residentia 2,42: 13,58( - - 16,00¢
Cc-operative apartmen - - - - -
Construction loan - 1,31¢ - - 1,31¢
Small Business Administratic 30z - - - 30z
Commercial business and other 5,28¢ 10,10 50 - 15,44
Total loans 57,69¢ 74,25( 1,657 - 133,60!
Investment Securities: (1)
Pooled trust preferred securities - 9,26: - - 9,262
Total investment securities - 9,26: - - 9,26:
Other Real Estate Owned - 1,70( - - 1,70(
Total $ 57,69¢ $ 85,21: $ 1657 $ - % 144,56

The following table sets forth the Bank's Criticizend Classified assets at December 31, 2

Special
(In thousands) Mention Substandar Doubtful Loss Total
Loans:
Multi-family residentia $ 9,94( $ 19,08¢ $ - $ - $ 29,02¢
Commercial real esta 13,50¢ 16,82( - - 30,32
One-to-four family - mixec-use property 7,992 14,89¢ - - 22,89(
One-to-four family - residentia 2,84¢ 14,02¢ - - 16,87
Cc-operative apartmen - 59 - - 59
Construction loan 74¢€ - - - 74¢€
Small Business Administratic 31C - - - 31C
Commercial business and other 7,31¢ 8,45( 50 - 15,81«
Total loans 42,65 73,34. 50 - 116,04!
Investment Securities: )
Pooled trust preferred securities - 11,13¢ - - 11,13¢
Total investment securities - 11,13« - - 11,13¢
Other Real Estate Owned - 2,98t - - 2,98¢
Total $ 42,65 $ 87,46. $ 50 $ - % 130,16:¢

(1) Our investment securities are classifiedexusties available for sale and as such are chateheir fair value in our Consolidated Finan@shtement
The securities above had a fair value of $6.0 amilland $7.9 million at March 31, 2014 and Decentier2013, respectively. Under current applic
regulatory guidelines, we are required to disclibseclassified investment securities, as showméntables above, at their book values (amortizet, co fail
value for securities that are under the fair valpgon). Additionally, the requirement is only ftive Banks securities. Flushing Financial Corporation did
have any securities classified or criticized at &#aB1, 2014 and December 31, 2013.
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On a quarterly basis all collateral dependent Idhas are classified as Substandard or Doubtfulrdeznally reviewed for impairment, based on updatas
flows for income producing properties, or updatedependent appraisals. The loan balances of edlatiependent loans reviewed for impairment aeg
compared to the loans updated fair value. We cendar value of collateral dependent loans to b&&f the appraised or internally estimated valfithe
property. The balance which exceeds fair valigeiserally charged-off against the allowance fonlmsses. At March 31, 2014, the current loandbue ratic
on our collateral dependent loans reviewed for imnpent was 46.5%.

We classify investment securities as Substandarenywbased on an internal review, we concluded Huairgies are below investment grade. We
designated a total of two investment securitiesdha held at the Bank as Substandard at MarcB@®H4. Our classified investment securities at M&th201-
held by the Bank include two issues of pooled tprsferred securities. The Investment Securitieghvare classified as Substandard at March 31, 20¢
securities that were rated investment grade whepwehased them. These securities have each bbsadgiently downgraded by at least one rating agm
below investment grade. We test each of these iiesuguarterly for impairment, through an indepemicthird party.

ALLOWANCE FOR LOAN LOSSES

We have established and maintain on our bookslawahce for loan losses that is designed to prosideserve against estimated losses inherent iovaral
loan portfolio. The allowance is established thitoagprovision for loan losses based on managememngluation of the risk inherent in the varioumponent
of the loan portfolio and other factors, includimgtorical loan loss experience (which is updatedrtgrly), current economic conditions, delinqueaog non-
accrual trends, classified loan levels, risk in ploetfolio and volumes and trends in loan typeseng trends in chargeffs, changes in underwriting standa
experience, ability and depth of our lenders, ctite policies and experience, internal loan reviemction and other external factors. Additionahye
segregated our loans into two portfolios based ear wf origination. One portfolio was reviewed foans originated after December 31, 2009 and ansl
portfolio for loans originated prior to January2D10. Our decision to segregate the portfolio bagesh origination dates was based on changes maaoia
underwriting standards during 2009. By the end @2 all loans were being underwritten based ofiseglvand tightened underwriting standards. L
originated prior to 2010 have a higher delinqueratg and loss history. Each of the years in théfgar for loans originated prior to 2010 have aniar
delinquency rate. The determination of the amodith® allowance for loan losses includes estimtitasare susceptible to significant changes dushémge
in appraisal values of collateral, national ancalaconomic conditions and other factors. We revienwvloan portfolio by separate categories withilsintisk
and collateral characteristics. Impaired loanssagregated and reviewed separately. All aocrual loans are classified as impaired. Impdwads secured |
collateral are reviewed based on the fair valutheifr collateral. For norollateralized impaired loans, management estinatggecoveries that are anticipe
for each loan. In connection with the determinatidnthe allowance, the market value of collatesageénerally evaluated by our staff appraiser. @uaxrterly
basis, the estimated values of impaired colla@eglendent loans are internally reviewed, basedpdated cash flows for income producing propertes a
times an updated independent appraisal is obtailied.loan balances of collateral dependent imgdmans are then compared to the propsrtipdated fa
value. We consider fair value of collateral dependeans to be 85% of the appraised or internaljneated value of the property. The balance whiaeed
fair value is generally chargeaff. When evaluating a loan for impairment, we dx rely on guarantees, and the amount of impairnieany, is based on t
fair value of the collateral. We do not carry loa® value in excess of the fair value due toaantee from the borrower. Impaired collateral dejeat loan
that were written down resulted from quarterly esw$ or updated appraisals that indicated the ptieseestimated value had declined from when the loar
originated. The Board of Directors reviews andrapgs the adequacy of the allowance for loan logees quarterly basis.

In assessing the adequacy of the allowance for loases, we review our loan portfolio by separaagegories which have similar risk and collat
characteristics, e.g., multi-family residential,nooercial real estate, one-to-four family mixed-ys®perty, one-to-four family residential, cperativ
apartment, construction, SBA, commercial businéssd, medallion and consumer loans. General pronssiare established against performing loans i
portfolio in amounts deemed prudent based on oalitgtive analysis of the factors, including thestbrical loss experience, delinquency trends awdl
economic conditions. We incurred total net chasffe- of $0.4 million and $6.1 million during the rde months ended March 31, 2014 and Z
respectively. Non-performing loans totaled $48.lion and $88.0 million at March 31, 2014 and 2018spectively. The Bank'underwriting standar
generally require a loan-to-value ratio of no mthran 75% at the time the loan is originated. At dtaB1, 2014, the average loan-to-value ratio forran-
performing loans collateralized by real estate Wa$%. A provision (benefit) for loan losses ol (% million) and $6.0 million was recorded for ttheee
months ended March 31, 2014 and 2013, respectinagement has concluded, and the Board of Diredtas concurred, that at March 31, 2014
allowance for loan losses was sufficient to absaskes inherent in our loan portfolio.
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The following table sets forth the activity in tB®@mpany's allowance for loan losses for the periodigated:

For the three months ended Ma

31
(Dollars in thousands 2014 2013
Balance at beginning of peri $ 31,77¢  $ 31,10«
Provision (benefit) for loan loss: (1,119 6,00(
Loans charge-off:
Multi-family residentia (605) (1,489
Commercial real esta 47 (681)
Oneto-four family — mixec-use propert (83 (2,60€)
Oneto-four family — residential (42 (691)
Cc-operative apartmen - (74)
Constructior - (239
Small Business Administratic - (204
Commercial business and other (124) (309
Total loans charged-off (901 (6,2872)
Recoveries
Multi-family residentia 7 11
Commercial real esta 382 8C
Oneto-four family — mixec-use propert 40 53
Oneto-four family — residentia 68 31
Cc-operative apartmen 7 -
Small Business Administratic 10 30
Commercial business and other - -
Total recoveries 514 20E
Net charg-offs (387) (6,079
Balance at end of period $ 30,27C  $ 31,027
Ratio of net charc-offs during the period taverage loans outstanding during the pe 0.05% 0.76%
Ratio of allowance for loan losses to gross lodrend of perioc 0.87% 0.97%
Ratio of allowance for loan losses to -performingassets at end of perit 60.24% 33.02%
62.3%% 35.21%

Ratio of allowance for loan losses to -performingloans at end of peric

-57-




PART | — FINANCIAL INFORMATION
FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Management’s Discussion and Analysis of
Financial Condition and Results of Operations

Basel llI

In the summer of 2012, our primary federal reguapublished two Notices of Proposed RulemakingPRs") that would have substantially revised thk-ris
based capital requirements applicable to bank hgldompanies and depository institutions, includhmg Company and the Bank, compared to the theem
U.S. riskbased capital rules, which are based on the irtiers capital accords of the Basel Committee onkieg Supervision, which are generally refe
to as “Basel I.”

During July 2013, our primary federal regulatosuisd revised NPRs that will revise and replacetencies' current capital ruld$he NPRs include numerc
revisions to the existing capital regulations, irtthg, but not limited to, the following:

« Revises the definition of regulatory capital comgats and related calculations.

« Adds a new common equity tier 1 capital ratio.

« Increases the minimum tier 1 capital ratio requeatfrom four percent to six percent.

« Incorporates the revised regulatory capital reqoéets into the Prompt Corrective Action framework.

« Implements a new capital conservation buffer thatuba limit payment of capital distributions and teén discretionary bonus payments to execi
officers and key risk takers if the banking orgatian does not hold certain amounts of common gdigit 1 capital in addition to those needed to tits

minimum risl-based capital requiremen

« Provides a transition period for several aspecthefproposed rule: the new minimum capital ragiquirements, the capital conservation buffer, e
regulatory capital adjustments and deducti

« Increases capital requirements for past-due Iddgh,volatility commercial real estate exposures eertain short-term loan commitments.
« Removes references to credit ratings consisteht 8gction 939A of the Dodd-Frank Act.
« Establishes due diligence requirements for sezatitin exposures.

The capital regulations would be effective Januarg015 for bank holding companies and banks weigls than $15 billion in total assets, such as @ungan
and Bank. Based on our preliminary assessmenteoNfPRs, we believe we will see an increase in otal tiskweighted assets. However, the Company
the Bank, based on our preliminary assessment,dvoekt the requirements of the NPRs and will coetito be considered well-capitalized.

Volcker Rule

On December 10, 2013, our primary federal regutatoiopted Section 619 of the Dodd-Frank Act, comynmferred to as the “Volcker Rulewhich
prohibits insured depository institutions from egigg in shortterm proprietary trading of certain securities,iiives and other financial instruments for
firm’s own account, subject to certain exemptioingjuding market making and rigkitigating hedging. The Volcker Rule also imposesits on bankin
entities’ investments in, and other relationshifghywhedge funds and private equity funds.

The rule as adopted prohibited banking entitiemfmwvning collateralized debt obligations backedngariily by trust preferred securities (“TruPS CDPs”
after July 21, 2015. At March 31, 2014, the Compheyd TruPs CDOs with an amortized cost and mavkéie totaling $9.3 million and $6.0 millic
respectively.

On January 14, 2014, our primary federal regulagmgroved an interim final rule to permit bankingiges to retain interests in certain TruPS Cl
from the investment prohibitions of Section 619taf Dodd-Frank Act.
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Under the interim final rule, the agencies perrhi¢ tetention of an interest in or sponsorship ofeced funds by banking entities if the follow

qualifications are met:

the TruPS CDO was established, and the interestssaed, before May 19, 2010;
the banking entity reasonably believes that theroff) proceeds received by the TruPS CDO were fadgwimarily in Qualifying TruPS Collateral; and
the banking entity's interest in the TruPS CDO aeguired on or before December 10, 2013 .

The interim final rule defines Qualifying TruPS Gaéral as any trust preferred security or sube@igic debt instrument that was:

issued prior to May 19, 2010, by a depository togtn holding company that as of the end of argoréng period within 12 months immediat
preceding the issuance of such trust preferredisgau subordinated debt instrument had total ctidated assets of less than $15 billion

issued prior to May 19, 2010, by a mutual holdinghpany.

As a result of the interim final rule, the Compatetermined that the TruPS CDOs it owns at March2814 are not prohibited by the Volcker Rule.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK

For a discussion of the qualitative and quantitatiisclosures about market risk, see the informatitder the caption "Management's Discussion aralyArs
of Financial Condition and Results of Operatiofisterest Rate Risk."

ITEM 4. CONTROLS AND PROCEDURES

The Company carried out, under the supervision\aitid the participation of the Compamsymanagement, including its Chief Executive Offiead Chie
Financial Officer, an evaluation of the effectives@f the design and operation of the Companydatsre controls and procedures (as defined in RBi#éel5
(e) under the Securities Exchange Act of 1934)fabeend of the period covered by this Quartergp&t. Based upon that evaluation, the Chief Ethee
Officer and Chief Financial Officer concluded thats of March 31, 2014, the design and operatiorthese disclosure controls and procedures
effective. During the period covered by this Qedyt Report, there have been no changes in the @oy'ginternal control over financial reporting thawé
materially affected, or are reasonably likely totenizlly affect, the Company'’s internal control o¥i@ancial reporting.
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ITEM1. LEGAL PROCEEDINGS

The Company is a defendant in various lawsuitsnag@ment of the Company, after consultation witiside legal counsel, believes that the resoluticthese
various matters will not result in any material arbe effect on the Company's consolidated finawcoiatlition, results of operations and cash flows.

ITEM 1A. RISK FACTORS

There have been no material changes from the aistoifs disclosed in the Company’s Annual Reporfformm 10-K for the year ended December 31, 2013.

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

The following table sets forth information regarglithe shares of common stock repurchased by thep@wmyrduring the three months ended March 31, 2014:

Maximum

Total Number o Number of
Total Shares Purchas Shares That Ma
Number as Part of Public  Yet Be Purchase
of Shares Average Price Announced Plar  Under the Plan

Period Purchase! Paid per Shar or Program: or Program:
January 1 to January 31, 2C - $ - - 549,87(
February 1 to February 28, 20 28,12( 19.7¢ 28,12( 521,75(
March 1 to March 31, 2014 - - - 521,75(

Total 28,12( $ 19.7¢ 28,12(

During the year ended December 31, 2013, the Comnpampleted the common stock repurchase progratwha approved by the CompasyBoard o
Directors on September 20, 2011. On May 22, 268 Company announced the authorization by thedofDirectors of a new common stock repurcl
program, which authorizes the purchase of up t@Q@D0 shares of its common stock. During theethmonths ended March 31, 2014, the Com
repurchased 28,120 shares of the Compgaogimmon stock at an average cost of $19.76 pee.sida March 31, 2014, 521,750 shares remain teeparchase
under the current stock repurchase program. Staltkoes purchased under the current stock repurcipasegram from time to time, in the open marke
through private transactions subject to market tmrd and at the discretion of the managemenhef@Gompany. There is no expiration or maximum d
amount under this authorization.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

ITEM5. OTHER INFORMATION

None.
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PART Il - OTHER INFORMATIOMTION
FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES

EXHIBITS

Exhibit No.Description

2.1

4.2

311
31.2
321

32.2

Agreement and Plan of Merger dated as oeBer 20, 2005 by and between Flushing Financigb&@ation and Atlantic Liberty Financial Corp.
(M

Certificate of Incorporation of Flushing Financ@brporation (1.

Certificate of Amendment to Certificate of Incorption of Flushing Financial Corporation |

Certificate of Amendment to Certificate of Incorption of Flushing Financial Corporation |

Certificate of Designations of Series A Junior Rgrating Preferred Stock of Flushing Financial @amation (4)

Certificate of Increase of Shares Designated ag$SArJunior Participating Preferred Stock of FinghFinancial Corporation (Z

Amended and Restated -Laws of Flushing Financial Corporation |

Rights Agreement, dated as of Septembed@;,between Flushing Financial Corporation and Qutershare Trust Company N.A., as Rights
Agent, which includes the form of Certificate ottaase of Shares Designated as Series A JunidcipPating Preferred Stock as Exhibit A, form
of Right Certificate as Exhibit B and the SummafRaghts to Purchase Preferred Stock as ExhibBX

Flushing Financial Corporation has outstagdiertain long-term debt. None of such debt exeéenl percent of Flushing Financial Corporation's
total assets; therefore, copies of constituentunsents defining the rights of the holders of sdebt are not included as exhibits. Copies of
instruments with respect to such l-term debt will be furnished to the Securities ardliange Commission upon reque

Certification pursuant to Section 302 of the Sads-Oxley Act of 2002 by the Chief Executive Officeilgfl herewith)

Certification pursuant to Section 302 of the Sads-Oxley Act of 2002 by the Chief Financial Officeilétl herewith)

Certification Pursuant to 18 U.S.C. SeciiBf0, as adopted pursuant to Section 906 of tHeaBas Oxley Act of 2002 by the Chief Executive
Officer (furnished herewith

Certification Pursuant to 18 U.S.C. Secfi8B0, as adopted pursuant to Section 906 of tHeaSas Oxley Act of 2002 by the Chief Financial
Officer (furnished herewith

101.INS XBRL Instance Document (filed herewit
101.SCHXBRL Taxonomy Extension Schema Document (filed tétte
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docutn@iled herewith)
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurhéfiled herewith)
101.LAB XBRL Taxonomy Extension Label Linkbase Documeriefiherewith)
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doenintfiled herewith
(1) Incorporated by reference to Exhibits filedwiihe Registration Statement on For-1 filed
September 1, 1995, Registration N0-96488.
(2) Incorporated by reference to Exhibits filediwitorm &K filed September 26, 200
(3) Incorporated by reference to Exhibits filedwitorm &8 filed May 31, 2002
(4) Incorporated by reference to Exhibits filediwiorm 1(-Q for the quarter ende
September 30, 200
(5) Incorporated by reference to Exhibit filed withrm ¢-K filed September 11, 200
(6) Incorporated by reference to Exhibit filed withrm 1(-K filed December 31, 201:
(7) Incorporated by reference to Exhibit filed withrm ¢-K filed December 23, 200!
(8) Incorporated by reference to Exhibit filed withrm ¢-K filed December 18, 201.
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FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causedréport to be signed on its behalf by the undeesi
thereunto duly authorized.

Flushing Financial Corporation,

Dated:_May 12, 2014 By: /s/John R. Buran
John R. Buran
President and Chief Executive Officer

Dated:_May 12, 2014 By: /s/David Fry
David Fry
Senior Executive Vice President, Treasurer and
Chief Financial Officer
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EXHIBIT INDEX

Exhibit No.Description

21

4.2

311
31.2
321

32.2

Agreement and Plan of Merger dated as oeBer 20, 2005 by and between Flushing Financigh@ation and Atlantic Liberty Financial Corp.
(M

Certificate of Incorporation of Flushing Financ@brporation (1.

Certificate of Amendment to Certificate of Incorption of Flushing Financial Corporation |

Certificate of Amendment to Certificate of Incorption of Flushing Financial Corporation |

Certificate of Designations of Series A Junior Rgrating Preferred Stock of Flushing Financial @amation (4)

Certificate of Increase of Shares Designated ag$SArJunior Participating Preferred Stock of FinghFinancial Corporation (Z

Amended and Restated -Laws of Flushing Financial Corporation |

Rights Agreement, dated as of Septembed@;,between Flushing Financial Corporation and @aershare Trust Company N.A., as Rights
Agent, which includes the form of Certificate ottease of Shares Designated as Series A Junidcipating Preferred Stock as Exhibit A, form
of Right Certificate as Exhibit B and the SummafRahts to Purchase Preferred Stock as ExhibBX

Flushing Financial Corporation has outstagdiertain long-term debt. None of such debt exeéenl percent of Flushing Financial Corporation's
total assets; therefore, copies of constituentunsents defining the rights of the holders of sdebt are not included as exhibits. Copies of
instruments with respect to such l-term debt will be furnished to the Securities ardliange Commission upon requ

Certification pursuant to Section 302 of the Sads-Oxley Act of 2002 by the Chief Executive Officeildfl herewith)

Certification pursuant to Section 302 of the Sads-Oxley Act of 2002 by the Chief Financial Officeilétl herewith)

Certification Pursuant to 18 U.S.C. SeciiBf0, as adopted pursuant to Section 906 of tHeaBas Oxley Act of 2002 by the Chief Executive
Officer (furnished herewith

Certification Pursuant to 18 U.S.C. SecfiBf0, as adopted pursuant to Section 906 of tHeaSas Oxley Act of 2002 by the Chief Financial
Officer (furnished herewith

101.INS XBRL Instance Document (filed herewit
101.SCHXBRL Taxonomy Extension Schema Document (filed tétte
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docutn@iled herewith)
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurhéfiled herewith)
101.LAB XBRL Taxonomy Extension Label Linkbase Documeriefiherewith)
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doenintfiled herewith
(1) Incorporated by reference to Exhibits filedwiihe Registration Statement on For-1 filed
September 1, 1995, Registration N0-96488.
(2) Incorporated by reference to Exhibits filedwitorm &K filed September 26, 200
(3) Incorporated by reference to Exhibits filedwitorm ¢-8 filed May 31, 2002
(4) Incorporated by reference to Exhibits filedwitorm 1(-Q for the quarter ende
September 30, 200
(5) Incorporated by reference to Exhibit filed withrm ¢-K filed September 11, 200
(6) Incorporated by reference to Exhibit filed withrm 1(-K filed December 31, 201:
(7) Incorporated by reference to Exhibit filed withrm (K filed December 23, 200!
(8) Incorporated by reference to Exhibit filed withrm (K filed December 18, 201.



FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, John R. Buran, certify that:

1. | have reviewed this quarterly report on FormQ0f Flushing Financial Corporation;
2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or angtate a material fact necessary to make thenseants
made, in light of the circumstances under whicthstatements were made, not misleading with respebe period covered by this report;
3. Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material respectsfihancial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;
4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as defined ih&hge Act
Rules 13a-15(e) and 15d-15(e)) and internal cowtrel financial reporting (as defined in Exchang® Rules 13a-15(f) and 15d-15(f)) for the registramd
have:
a) designed such disclosure controls and procedoresiused such disclosure controls and procedoitas designed under our supervision, to ensate th
material information relating to the registranglirding its consolidated subsidiaries, is made kmtows by others within those entities, partidylduring
the period in which this report is being prepared;
b) designed such internal control over financiglorting, or caused such internal control over faiahreporting to be designed under our supervjdion
provide reasonable assurance regarding the rétyabilfinancial reporting and the preparation faincial statements for external purposes in acourel
with generally accepted accounting principles;
c) evaluated the effectiveness of the registratisslosure controls and procedures and presentdisineport our conclusions about the effectivene§the
disclosure controls and procedures, as of the étiteeriod covered by this report based on swaluation; and
d) disclosed in this report any change in the tegi¢'s internal control over financial reportirtgat occurred during the registrant’s most recesuiali quarter
(the registrant’s fourth fiscal quarter in the cafan annual report) that has materially affecteds reasonably likely to materially affect, ttegistrant’s
internal control over financial reporting; and
5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimbernal control over financial reporting, teetregistrans
auditors and the audit committee of the registsaniard of directors (or persons performing thewvedent functions):
a) all significant deficiencies and material weadses in the design or operation of internal cordver financial reporting which are reasonably liki®
adversely affect the registrant’s ability to reggetbcess, summarize and report financial inforamatand
b) any fraud, whether or not material, that invelweanagement or other employees who have a sigmifiole in the registrant’s internal control over
financial reporting.

Date:May 12, 201 By: /s/John R. Bura
John R. Buran
President and Chief Executive Offic



FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, David Fry, certify that:

1. | have reviewed this quarterly report on FormQ0f Flushing Financial Corporation;
2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or angtate a material fact necessary to make thenseants
made, in light of the circumstances under whicthstatements were made, not misleading with respebe period covered by this report;
3. Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material respectsfihancial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;
4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as defined ih&hge Act
Rules 13a-15(e) and 15d-15(e)) and internal cowtrel financial reporting (as defined in Exchang® Rules 13a-15(f) and 15d-15(f)) for the registramd
have:
a) designed such disclosure controls and procedoresiused such disclosure controls and procedoitas designed under our supervision, to ensate th
material information relating to the registranglirding its consolidated subsidiaries, is made kmtows by others within those entities, partidylduring
the period in which this report is being prepared;
b) designed such internal control over financiglorting, or caused such internal control over faiahreporting to be designed under our supervjdion
provide reasonable assurance regarding the rétyabilfinancial reporting and the preparation faincial statements for external purposes in acourel
with generally accepted accounting principles;
c) evaluated the effectiveness of the registratisslosure controls and procedures and presentdisineport our conclusions about the effectivene§the
disclosure controls and procedures, as of the étiteeriod covered by this report based on swaluation; and
d) disclosed in this report any change in the tegi¢'s internal control over financial reportirtgat occurred during the registrant’s most recesuiali quarter
(the registrant’s fourth fiscal quarter in the cafan annual report) that has materially affecteds reasonably likely to materially affect, ttegistrant’s
internal control over financial reporting; and
5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimbernal control over financial reporting, teetregistrans
auditors and the audit committee of the registsaniard of directors (or persons performing thewvedent functions):
a) all significant deficiencies and material weadses in the design or operation of internal cordver financial reporting which are reasonably liki®
adversely affect the registrant’s ability to reggetbcess, summarize and report financial inforamatand
b) any fraud, whether or not material, that invelweanagement or other employees who have a sigmifiole in the registrant’s internal control over
financial reporting.

Date:May 12, 201 By: /s/David Fry
David Fry

Senior Executive Vice President, Treasurer
and Chief Financial Office



FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES

Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Flushifigancial Corporation (the “Corporation”) on Foi®-Q for the period ended March 31, 2014 as filét w
the Securities and Exchange Commission on thetdaiof (the “Report”), I, John R. Buran, Chief Extéee Officer of the Corporation, certify, pursudaat18
U.S.C. Section 1350, as adopted pursuant to Se@fi6rof the Sarbanes-Oxley Act of 2002, that tokmgwledge:

(1) the Report fully complies with the requiremeatsSSection 13(a) or 15(d) of the Securities ExgfeaAct of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of the Corporati

By: /s/John R. Buran
John R. Buran

Chief Executive Officer
May 12, 2014



FLUSHING FINANCIAL CORPORATION and SUBSIDIARIES
Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Flushifigancial Corporation (the “Corporation”) on Foi®-Q for the period ended March 31, 2014 as filét w
the Securities and Exchange Commission on thetdaaiof (the “Report”), |, David Fry, Chief Financ@fficer of the Corporation, certify, pursuant18
U.S.C. Section 1350, as adopted pursuant to Se@fi6rof the Sarbanes-Oxley Act of 2002, that tokmgwledge:

(1) the Report fully complies with the requiremeatsSSection 13(a) or 15(d) of the Securities ExgfeaAct of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of the Corporati

By: /s/David Fry
David Fry

Chief Financial Officer
May 12, 201¢



