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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

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

For the Fiscal Year Ended December 31, 2014

OR

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

For the transition period from              to             

Commission File Number: 001-34403

Territorial Bancorp Inc.
(Name of Registrant as Specified in its Charter)
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Maryland 26-4674701
(State or Other Jurisdiction of
Incorporation or Organization)

(I.R.S. Employer
Identification Number)

1132 Bishop Street, Suite 2200, Honolulu, Hawaii 96813
(Address of Principal Executive Office) (Zip Code)

(808) 946-1400

(Registrant�s Telephone Number including area code)

Securities Registered pursuant to Section 12(b) of the Act:

Common Stock, par value $0.01 per share

(Title of Class)

The NASDAQ Stock Market LLC

(Name of exchange on which registered)

Securities Registered Under Section 12(g) of the Exchange Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  YES  o  NO  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 of 15(d) of the Act. YES  o  NO  x

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

(1)  YES  x  NO  o
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(2)  YES  x  NO  o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).  Yes  x  No  o

Indicate by a check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendments to this Form 10-K. o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer, or a smaller reporting
company.  See definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.  (Check
one):

Large accelerated filer o Accelerated filer  x
Non-accelerated filer  o Smaller reporting company  o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act) o  YES x  NO

The aggregate value of the voting common equity held by nonaffiliates of the registrant, computed by reference to the closing price of the
registrant�s shares of common stock as of June 30, 2014 ($20.88) was $189.5 million.

As of February 28, 2015, there were 9,756,819 shares outstanding of the registrant�s common stock.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the 2015 Annual Meeting of Stockholders are incorporated by reference in Part III of this Form 10-K.
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FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking statements, which can be identified by the use of words such as �estimate,� �project,� �believe,� �intend,�
�anticipate,� �plan,� �seek,� �expect,� �will,� �may� and words of similar meaning.  These forward-looking statements include, but are not limited to:

• statements of our goals, intentions and expectations;

• statements regarding our business plans, prospects, growth and operating strategies;

• statements regarding the asset quality of our loan and investment portfolios; and

• estimates of our risks and future costs and benefits.

These forward-looking statements are based on our current beliefs and expectations and are inherently subject to significant business, economic
and competitive uncertainties and contingencies, many of which are beyond our control.  In addition, these forward-looking statements are
subject to assumptions with respect to future business strategies and decisions that are subject to change.  Except as may be required by law, we
disclaim any intention or obligation to update or revise any forward-looking statements, whether as a result of new information, future events or
otherwise.

The following factors, among others, could cause actual results to differ materially from the anticipated results or other expectations expressed in
the forward-looking statements:

• general economic conditions, internationally, nationally or in our market areas, that are worse than expected;

• competition among depository and other financial institutions;

• inflation and changes in the interest rate environment that reduce our margins or reduce the fair value of financial
instruments;
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• adverse changes in the securities or credit markets;

• changes in laws or government regulations or policies affecting financial institutions, including changes in regulatory
fees and capital requirements;

• our ability to enter new markets successfully and capitalize on growth opportunities;

• our ability to successfully integrate acquired entities, if any;

• changes in consumer spending, borrowing and savings habits;

• changes in accounting policies and practices, as may be adopted by the bank regulatory agencies, the Financial
Accounting Standards Board, the Securities and Exchange Commission and the Public Company Accounting Oversight Board;

• changes in our organization, compensation and benefit plans;

1
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• the timing and amount of revenues that we may recognize;

• the value and marketability of collateral underlying our loan portfolios;

• the impact of recent legislation to restructure the U.S. financial and regulatory system;

• the quality and composition of our investment portfolio;

• changes in our financial condition or results of operations that reduce capital available to pay dividends; and

• changes in the financial condition or future prospects of issuers of securities that we own.

Because of these and a wide variety of other uncertainties, our actual future results may be materially different from the results indicated by
these forward-looking statements.  Please also see �Item 1A. Risk Factors.�

PART I

ITEM 1. Business

Territorial Bancorp Inc.

Territorial Bancorp Inc. is a Maryland corporation and owns 100% of the outstanding common stock of Territorial Savings Bank.  On July 10,
2009, we completed our initial public offering of common stock in connection with the mutual-to-stock conversion of Territorial Mutual
Holding Company, selling 12,233,125 shares of common stock at $10.00 per share and raising $122.3 million of gross proceeds. Since the
completion of our initial public offering, we have not engaged in any significant business activity other than owning the common stock of and
having savings deposits in Territorial Savings Bank, paying dividends and repurchasing shares of common stock.  At December 31, 2014, we
had consolidated assets of $1.692 billion, consolidated deposits of $1.360 billion and consolidated stockholders� equity of $216.4 million.
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Our executive offices are located at 1132 Bishop Street, Suite 2200, Honolulu, Hawaii 96813.  Our telephone number at this address is (808)
946-1400.

Territorial Savings Bank

Territorial Savings Bank was a federally chartered savings bank headquartered in Honolulu, Hawaii.  Territorial Savings Bank was organized in
1921, and reorganized into the mutual holding company structure in 2002.  Territorial Savings Bank is currently the wholly-owned subsidiary of
Territorial Bancorp Inc.  We provide financial services to individuals, families and businesses through our 28 banking offices located throughout
the State of Hawaii.

On June 25, 2014, Territorial Savings Bank converted from a federal savings bank to a Hawaii state-chartered savings bank.  On July 10, 2014,
Territorial Savings Bank became a member of the Federal Reserve System.

Territorial Savings Bank�s executive offices are located at 1132 Bishop Street, Suite 2200, Honolulu, Hawaii 96813.  Our telephone number at
this address is (808) 946-1400.

2
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Available Information

Territorial Bancorp Inc. is a public company, and files interim, quarterly and annual reports with the Securities and Exchange Commission. 
These reports are on file and a matter of public record with the Securities and Exchange Commission and may be read and copied at the
Securities and Exchange Commission�s Public Reference Room at 450 Fifth Street, NW, Washington, DC 20549.  The public may obtain
information on the operation of the Public Reference Room by calling the Securities and Exchange Commission at 1-800-SEC-0330.  The
Securities and Exchange Commission maintains an Internet site that contains reports, proxy and information statements, and other information
regarding issuers that file electronically with the SEC (http://www.sec.gov).

Our website address is www.territorialsavings.net.  Information on our website should not be considered a part of this annual report.

General

Territorial Savings Bank�s business consists primarily of accepting deposits from the general public and investing those deposits, together with
funds generated from operations and borrowings, in one- to four-family residential mortgage loans and investment securities.  To a much lesser
extent, we also originate home equity loans and lines of credit, construction, commercial and other nonresidential real estate loans, consumer
loans, multi-family mortgage loans and other loans.  Territorial Savings Bank offers a variety of deposit accounts, including passbook and
statement savings accounts, certificates of deposit, money market accounts, commercial and regular checking accounts and Super NOW
accounts.  Through our subsidiary, Territorial Financial Services, Inc., we engage in insurance agency activities.  We also offer various
non-deposit investments to our customers, including annuities and mutual funds, through a third-party broker-dealer.

Market Area

We conduct business from our corporate offices and from our 28 full-service branch offices located throughout the State of Hawaii.

The largest sector of Hawaii�s economy is the visitor industry.  The Hawaii Tourism Authority reported that 8.3 million visitors came to the state
in 2014, a 1.3% increase compared to 2013.  The increase in visitor arrivals is primarily due to growth in the number of visitors from the
continental United States, Canada, Australia, New Zealand and China.  Total visitor expenditures in 2014 totaled $14.747 billion, a 2.3%
increase compared to 2013.

The unemployment rate for the State of Hawaii was 4.0% in December 2014, representing a decrease from a 4.7% rate in December 2013. 
Hawaii�s unemployment rate continued to be lower than the 5.6% rate for the entire United States for December 2014. The growth in the visitor
and construction industries have supported the local economy and kept the state�s unemployment rate lower than the national rate.  The
construction of several new condominium projects and work on the City and County of Honolulu�s mass transit project has increased
employment in Hawaii�s construction industry.
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The median sale prices of existing single-family homes and condominium units sold increased in 2014 compared to 2013, while the number of
sales declined slightly.  On the island of Oahu, the primary real estate market in Hawaii, sales of existing single-family homes totaled 3,285 units
for the year ended December 31, 2014, a decrease of 1.7% compared to sales in 2013.  The number of condominium sales, a notable portion of
the overall housing market, grew by 0.2% in 2014 compared to 2013.  The median price paid on Oahu for a single-family home in
December 2014 was $690,000, an increase of 0.7% compared to the median price in December 2013.  The median price paid on Oahu for
condominiums in December 2014 was $361,250, an increase of 9.5% compared to the median price in December 2013.
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On the island of Maui, the second largest real estate market in Hawaii, sales of existing single-family homes totaled 943 units in 2014, a
decrease of 4.2% compared to similar sales during 2013.  The number of condominium sales decreased by 10.0% in 2014 compared to 2013. 
The median price paid for a single-family home on Maui in December 2014 was $565,000, an increase of 10.2% compared to the median price
in December 2013.  The median price paid on Maui for condominiums in December 2014 was $387,500, a 6.2% increase compared to the
median price in December 2013.

Foreclosure and bankruptcy filings fell in 2014 compared to 2013.  There were 2,084 mortgage foreclosure cases in Hawaii in 2014, a 39.2%
decrease from 2013. In 2014, there were 1,702 bankruptcy filings, a decrease of 17.8% compared to the number of filings in 2013.  The decrease
in foreclosure and bankruptcy filings is primarily due to growth in Hawaii�s economy.

Competition

We face intense competition in our market area both in making loans and attracting deposits.  We compete with commercial banks, savings
institutions, mortgage brokerage firms, credit unions, finance companies, mutual funds, insurance companies and investment banking firms. 
Some of our competitors have greater name recognition and market presence that benefit them in attracting business, and offer certain services
that we do not or cannot provide.

Our deposit sources are primarily concentrated in the communities surrounding our banking offices, located in all four counties in the State of
Hawaii.  As of June 30, 2014 (the latest date for which information is publicly available), we ranked fifth in FDIC-insured deposit market share
(out of 13 banks and thrift institutions with offices in Hawaii) in the State of Hawaii, with a 3.7% market share.  As of that date, our largest
market share was in the City and County of Honolulu, where we ranked fifth in deposit market share (out of 13 banks and thrift institutions with
offices in the City and County) with a 3.9% market share.

Lending Activities

Our primary lending activity is the origination of one- to four-family residential mortgage loans.  To a much lesser extent, we also originate
home equity loans and lines of credit, construction, commercial and other nonresidential real estate loans, consumer loans, multi-family
mortgage loans and commercial business loans.

One- to Four-Family Residential Mortgage Loans.  At December 31, 2014, $926.1 million, or 95.1% of our total loan portfolio, consisted of
one- to four-family residential mortgage loans.  We offer conforming, fixed-rate and adjustable-rate residential mortgage loans with maturities
generally up to 30 years.  There has been little demand for adjustable-rate mortgage loans in our market area.

One- to four-family residential mortgage loans are generally underwritten according to Fannie Mae and Freddie Mac guidelines, and we refer to
loans that conform to such guidelines as �conforming loans.�  We generally originate both fixed- and adjustable-rate mortgage loans in amounts up
to the maximum conforming loan limits as established by the Federal Housing Finance Agency, which is currently $625,500 for single-family
homes located in the State of Hawaii.  We also originate loans above this amount, which are referred to as �jumbo loans.�  These jumbo loan
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amounts are generally up to $1.0 million, although we do originate loans above this amount.  We generally originate fixed-rate jumbo loans with
terms of up to 30 years.  We have not originated significant amounts of adjustable-rate jumbo loans in recent years due to customer preference
for fixed-rate loans in our market area.  We generally underwrite jumbo loans in a manner similar to conforming loans.  Jumbo loans are not
uncommon in our market area.
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We originate loans with loan-to-value ratios in excess of 80%, up to and including a loan-to-value ratio of 100%.  We generally require private
mortgage insurance for loans with loan-to-value ratios in excess of 80%.  During the year ended December 31, 2014, we originated $6.7 million
of one- to four-family residential mortgage loans with loan-to-value ratios in excess of 80%. We offer a variety of credit programs for low- to
moderate-income and first-time home purchasers.  These include our first time home purchaser program, where the borrower will receive up to a
50 basis point reduction in points charged in connection with the loan.  We also originate first mortgage loans to lower-income individuals who
reside in rural census tracts where the U.S. Department of Agriculture will issue a second mortgage and complete the underwriting of the loan,
subject to our review before origination.  We also offer both FHA and VA fixed-rate loans.

Other than our loans for the construction of one- to four-family residential mortgage loans (described under ��Nonresidential Real Estate Loans�),
we currently do not originate new �interest only� mortgage loans on one- to four-family residential properties (where the borrower pays interest for
an initial period, after which the loan converts to a fully amortizing loan).  We also do not offer loans that provide for negative amortization of
principal, such as �Option ARM� loans, where the borrower can pay less than the interest owed on their loan, resulting in an increased principal
balance during the life of the loan.  We do not offer �subprime loans� (loans that generally target borrowers with weakened credit histories
typically characterized by payment delinquencies, previous charge-offs, judgments, bankruptcies, or borrowers with questionable repayment
capacity as evidenced by low credit scores or high debt-burden ratios) or Alt-A loans (traditionally defined as nonconforming loans having less
than full documentation).

Home Equity Loans and Lines of Credit. In addition to traditional one- to four-family residential mortgage loans, we offer home equity loans
and home equity lines of credit that are secured primarily by one- to four-family residential homes.  Home equity lines of credit have a
maximum term of 10 years during which time the borrower is required to make payments to principal based on the amortization of 0.125% of
principal outstanding per month.  The borrower is permitted to draw against the line during the entire term.  Our home equity lines of credit are
originated with adjustable rates of interest or with fixed rates of interest that convert to adjustable rates of interest after an initial period of up to
three years.  Our home equity loans are originated with fixed rates of interest and with terms of up to 30 years.  Home equity loans and lines of
credit are generally underwritten with the same criteria that we use to underwrite one- to four-family residential mortgage loans.  Home equity
loans may be underwritten with a loan-to-value ratio of 80% when combined with the principal balance of the existing mortgage loan, while
lines of credit for owner-occupied properties and investment properties may be underwritten with loan-to-value ratios of 80% and 65%,
respectively, when combined with the principal balance of the existing mortgage loan.  We require appraisals on home equity loans and lines of
credit.  At the time we close a home equity loan or line of credit, we record a mortgage to perfect our security interest in the underlying
collateral.  At December 31, 2014, the outstanding balance of home equity loans totaled $4.5 million, or 0.5% of our total loan portfolio, and the
outstanding balance of home equity lines of credit totaled $11.5 million, or 1.2% of our total loan portfolio.

Nonresidential Real Estate Loans. Our nonresidential real estate loans consist primarily of commercial real estate loans and construction loans
for residential real estate projects.  These loans totaled $18.4 million, or 1.9% of our loan portfolio as of December 31, 2014.  The commercial
real estate properties primarily include owner-occupied light industrial properties.  We generally seek to originate commercial real estate loans
with initial principal balances of $1.0 million or less.  Loans secured by
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commercial real estate totaled $7.4 million, or 0.8%, of our total loan portfolio at December 31, 2014, and consisted of 12 loans outstanding with
an average loan balance of approximately $619,000.  All of our nonresidential real estate loans are secured by properties located in our primary
market area.  At December 31, 2014, our largest commercial real estate loan had a principal balance of $1.9 million and was secured by real
property and improvements utilized as a multi-family residential complex.  This loan was performing in accordance with its original terms at
December 31, 2014.

In the underwriting of commercial real estate loans, we generally lend up to the lesser of 75% of the property�s appraised value or purchase
price.  We base our decision to lend primarily on the economic viability of the property and the creditworthiness of the borrower.  In evaluating
a proposed commercial real estate loan, we emphasize the ratio of the property�s projected net cash flow to the loan�s debt service requirement
(generally requiring a minimum ratio of 110%), computed after deduction for a vacancy factor and property expenses we deem appropriate. 
Personal guarantees are usually obtained from commercial real estate borrowers.  We require title insurance, fire and extended coverage casualty
insurance, and, if appropriate, flood insurance, in order to protect our security interest in the underlying property.  Almost all of our commercial
real estate loans are generated internally by our loan officers.

Commercial real estate loans generally carry higher interest rates and have shorter terms than one- to four-family residential mortgage loans. 
Commercial real estate loans, however, entail greater credit risks compared to one- to four-family residential mortgage loans, as they typically
involve larger loan balances concentrated with single borrowers or groups of related borrowers.  In addition, the payment of loans secured by
income-producing properties typically depends, in large part, on sufficient income from the property to cover operating expenses and debt
service.  Changes in economic conditions that are not in the control of the borrower or lender could affect the value of the collateral for the loan
or the future cash flow of the property.  Additionally, any decline in real estate values may be more pronounced for commercial real estate than
for residential properties.

We also originate a limited amount of construction loans to experienced developers, almost exclusively for the construction of residential real
estate projects.  Construction loans are also made to individuals for the construction of their personal residences.  Construction loans to
individuals are generally �interest-only� loans during the construction period, and convert to permanent, amortizing loans following the
completion of construction.  At December 31, 2014, construction loans totaled $9.9 million, or 1.0% of total loans receivable.  At December 31,
2014, the additional unadvanced portion of these construction loans totaled $2.6 million.

Advances on construction loans are made in accordance with a schedule reflecting the cost of construction, but are generally limited to an 80%
loan-to-completed-appraised-value ratio.  Repayment of construction loans on residential properties is normally expected from the sale of units
to individual purchasers.  In the case of income-producing property, repayment is usually expected from permanent financing upon completion
of construction.  We typically provide the permanent mortgage financing on our construction loans on income-producing property.

Before making a commitment to fund a construction loan, we require an appraisal of the property by a licensed appraiser.  We inspect properties
before disbursement of funds during the term of the construction loan.

Construction financing generally involves greater credit risk than long-term financing on improved, owner-occupied real estate.  Risk of loss on
a construction loan depends largely upon the accuracy of the initial estimate of the value of the property at completion of construction compared
to the estimated cost (including interest) of construction and other assumptions.  If the estimate of construction cost is inaccurate, we may be
required to advance additional funds beyond the amount originally

Edgar Filing: Territorial Bancorp Inc. - Form 10-K

14



6

Edgar Filing: Territorial Bancorp Inc. - Form 10-K

15



Table of Contents

committed in order to protect the value of the property.  Moreover, if the estimated value of the completed project is inaccurate, the borrower
may hold a property with a value that is insufficient to assure full repayment of the construction loan upon the sale of the property.  In the event
we make a land acquisition loan on property that is not yet approved for the planned development, there is the risk that approvals will not be
granted or will be delayed.  We currently do not have any land acquisition development and construction loans.  Construction loans also expose
us to the risk that improvements will not be completed on time in accordance with specifications and projected costs.  In addition, the ultimate
sale or rental of the property may not occur as anticipated.

Loan Originations, Purchases, Sales, Participations and Servicing. All loans that we originate are underwritten pursuant to our policies and
procedures, which incorporate standard underwriting guidelines, including those of Freddie Mac and Fannie Mae, to the extent applicable.  We
originate both adjustable-rate and fixed-rate loans.  However, in our market area, customer demand is primarily for fixed-rate loans.  Our loan
origination and sales activity may be adversely affected by a rising interest rate environment that typically results in decreased loan demand. 
Most of our one- to four-family residential mortgage loan originations are generated by our branch managers and employees located in our
banking offices and our additional commissioned loan officers located in our corporate headquarters.  We also advertise throughout our market
area.  We also receive loans from mortgage brokers, mortgage bankers and other financial institutions that work with our staff to process and
close these loans.  We underwrite and approve all of these loans.

Prior to 2010, we retained the servicing rights on residential mortgage loans sold.  In 2010, we began selling loans primarily on a
servicing-released basis.  We sell loans to assist us in managing interest rate risk.  We sold $37.5 million, $82.2 million and $107.9 million of
residential mortgage loans (all fixed-rate loans, with terms of 10 years or longer) during the years ended December 31, 2014, 2013 and 2012,
respectively.  We had six loans totaling $1.0 million classified as held for sale at December 31, 2014.

We sell our loans without recourse, except for normal representations and warranties provided in sales transactions.  At December 31, 2014, we
were servicing loans owned by others with a principal balance of $60.5 million.  Loan servicing includes collecting and remitting loan payments,
accounting for principal and interest, contacting delinquent borrowers, supervising foreclosures and property dispositions in the event of
unremedied defaults, making certain insurance and tax payments on behalf of the borrowers and generally administering the loans.  We retain a
portion of the interest paid by the borrower on the loans we service as consideration for our servicing activities.  For the year ended
December 31, 2014, we received servicing fees of $179,000.  At December 31, 2014, substantially all of the loans serviced for Freddie Mac and
Fannie Mae were performing in accordance with their contractual terms and we believe that there are no material repurchase obligations
associated with these loans.  We have not entered into loan participations in recent years.

Loan Approval Procedures and Authority.  Our lending activities follow written, nondiscriminatory underwriting standards and loan origination
procedures established by our Board of Directors.  The loan approval process is intended to assess the borrower�s ability to repay the loan and
value of the property that will secure the loan.  To assess the borrower�s ability to repay, we review the borrower�s employment and credit history
and information on the historical and projected income and expenses of the borrower.

Our policies and loan approval limits are established by the Board of Directors.  Aggregate lending relationships in amounts up to $5.0 million
can be approved by designated individual officers or officers acting together with specific lending approval authority.  Relationships in excess of
$5.0 million require the approval of the Loan Committee of the Board of Directors.
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Territorial Savings Bank also uses automated systems to underwrite one- to four-family residential mortgage loans with balances up to
$625,500.  We require appraisals of all real property securing one- to four-family residential real estate loans, and on property securing home
equity loans and lines of credit.  All appraisers are licensed appraisers and all third-party appraisers are approved by the Board of Directors
annually.

Investments

Our Board of Directors has primary responsibility for establishing and overseeing our investment policy.  The Board of Directors has delegated
authority to implement the investment policy to our Investment Committee, consisting of our President and Chief Executive Officer, our Vice
Chairman and Co-Chief Operating Officer, our Senior Vice President and Treasurer and our Vice President and Controller.  The investment
policy is reviewed at least annually by the Investment Committee, and any changes to the policy are subject to approval by the full Board of
Directors.  The overall objectives of the Investment Policy are to maintain a portfolio of high quality and diversified investments to maximize
interest income over the long term and to minimize risk, to provide collateral for borrowings, to provide additional earnings when loan
production is low, and to reduce our tax liability.  The policy dictates that investment decisions give consideration to the safety of principal,
liquidity requirements and potential returns.  Our Senior Vice President and Treasurer executes our securities portfolio transactions as directed
by the Investment Committee.  All purchase and sale transactions are reported to the Board of Directors on a monthly basis.

Our current investment policy permits investments in securities issued by the United States Government as well as mortgage-backed securities
and direct obligations of Fannie Mae, Freddie Mac and Ginnie Mae.  The investment policy also permits, with certain limitations, investments in
certificates of deposit, bank-owned life insurance, collateralized mortgage obligations, trust preferred securities, municipal securities and stock
in the Federal Home Loan Bank of Seattle and the Federal Reserve Bank of San Francisco.  We purchased stock in the Federal Home Loan Bank
of Seattle in order to obtain services such as demand deposit accounts, certificates of deposit, security safekeeping services and borrowings in
the form of advances.  As a member of the Federal Reserve System, we are required to hold stock in the Federal Reserve Bank.

Our current investment policy does not permit investment in stripped mortgage-backed securities, complex securities and derivatives as defined
in federal banking regulations and other high-risk securities.  As of December 31, 2014, we held no asset-backed securities other than
mortgage-backed securities.  As a state savings bank, Territorial Savings Bank is not permitted to invest in equity securities.  This general
restriction does not apply to Territorial Bancorp Inc.

Our current policies do not permit hedging activities, such as engaging in futures, options or swap transactions, or investing in high-risk
mortgage derivatives, such as collateralized mortgage obligation residual interests, real estate mortgage investment conduit residual interests or
stripped mortgage-backed securities.

The Investments � Debt and Equity Securities topic of the Financial Accounting Standards Board Accounting Standards Codification (FASB
ASC) requires that, at the time of purchase, we designate a security as either held-to-maturity, available-for-sale, or trading, based upon our
ability and intent to hold the security until maturity.  Securities available for sale and trading are reported at market value and securities held to
maturity are reported at amortized cost.  A periodic review and evaluation of the available-for-sale and held-to-maturity securities portfolios is
conducted to determine if the fair value of any security has declined below its carrying value and whether such decline is other-than-temporary. 
If we do not have the intent to sell a security and it is not more likely than not that we will be required to sell
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a security, impairment occurs when the present value of the remaining cash flows is less than the remaining amortized cost basis.  The difference
between the present value of remaining cash flows and the remaining amortized cost basis is considered a credit loss.  If a credit loss has
occurred, impairment is recorded by writing down the value of a security to its fair market value.  The difference between the write down and
the credit loss is considered other comprehensive loss, which is a reduction of net worth.

Our securities held to maturity at December 31, 2014 consisted primarily of securities with the following carrying values: $554.9 million of
mortgage-backed securities, $17.3 million of collateralized mortgage obligations and $690,000 of trust preferred securities that were issued by
pools of issuers consisting primarily of financial institution holding companies.  At December 31, 2014, all of our mortgage-backed securities
and collateralized mortgage obligations were issued by Fannie Mae, Freddie Mac or Ginnie Mae.  At December 31, 2014, there were no
securities classified as available-for-sale. At December 31, 2014, none of the collateral underlying our securities portfolio was considered
subprime or Alt-A, and we did not hold any common or preferred stock issued by Freddie Mac or Fannie Mae as of that date.  See �Item 7.
Management�s Discussion and Analysis of Financial Condition and Results of Operations�Balance Sheet Analysis�Securities� for a discussion of the
recent performance of our securities portfolio.  The fair values of our securities are based on published or securities dealers� market values.

Mortgage-backed securities are securities issued in the secondary market that are collateralized by pools of mortgages.  Certain types of
mortgage-backed securities are commonly referred to as �pass-through� certificates because the principal and interest of the underlying loans is
�passed through� to investors, net of certain costs, including servicing and guarantee fees.  Mortgage-backed securities typically are collateralized
by pools of one- to four-family or multi-family mortgages.  We invest primarily in mortgage-backed securities backed by one- to four-family
mortgages.  The interest rate of the security is lower than the interest rates of the underlying loans to allow for payment of servicing and
guaranty fees.  Ginnie Mae, a United States Government agency, and government sponsored enterprises, such as Fannie Mae and Freddie Mac,
either guarantee the payments or guarantee the timely payment of principal and interest to investors.  Mortgage-backed securities are more liquid
than individual mortgage loans since there is an active trading market for such securities.  In addition, mortgage-backed securities may be used
to collateralize our borrowings.  Investments in mortgage-backed securities involve a risk that actual payments will be greater or less than the
prepayment rate estimated at the time of purchase, which may require adjustments to the amortization of any premium or accretion of any
discount relating to such interests, thereby affecting the net yield on our securities.

Sources of Funds

General. Deposits traditionally have been our primary source of funds for our investment and lending activities.  We also borrow from the
Federal Home Loan Bank of Seattle and from securities dealers through securities sold under agreements to repurchase to supplement cash flow
needs, to lengthen the maturities of liabilities for interest rate risk management purposes and to manage our cost of funds.  Our additional
sources of funds are loan repayments, maturing investments, retained earnings, income on other earning assets and the proceeds of loan and
security sales.

Deposits.  We accept deposits primarily from the areas in which our offices are located.  We rely on our competitive pricing and products,
convenient locations and quality customer service to attract and retain deposits.  We offer a variety of deposit accounts with a range of interest
rates and terms.  Our deposit accounts consist of passbook and statement savings accounts, certificates of deposit, money market accounts,
commercial and regular checking accounts and Super NOW accounts.  Historically, we have not accepted brokered deposits.
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Interest rates paid, maturity terms, service fees and withdrawal penalties are established on a periodic basis.  Deposit rates and terms are based
primarily on current operating strategies, market interest rates, liquidity requirements and our deposit growth goals.

Borrowings.  Our borrowings consist of funds borrowed from securities sold under agreements to repurchase and advances from the Federal
Home Loan Bank of Seattle.  At December 31, 2014, our securities sold under agreements to repurchase totaled $72.0 million, or 4.9% of total
liabilities, and Federal Home Loan Bank advances totaled $15.0 million, or 1.0% of total liabilities.  At December 31, 2014, we had access to
additional Federal Home Loan Bank advances of up to $399.0 million.  Advances from the Federal Home Loan Bank of Seattle are secured by
our investment in the common stock of the Federal Home Loan Bank of Seattle as well as by a blanket pledge on our assets not otherwise
pledged.  Securities sold under agreements to repurchase are secured by mortgage-backed securities.

Subsidiary Activities

Territorial Savings Bank owns 100% of the common stock of Territorial Financial Services, Inc., a Hawaii corporation that engages primarily in
insurance activities.  At December 31, 2014, Territorial Savings Bank�s investment in Territorial Financial Services, Inc. was $12,000, and
Territorial Financial Services, Inc. had assets of $79,000 at that date.  Territorial Savings Bank also owns 100% of the common stock of
Territorial Real Estate Co., Inc., an inactive Hawaii corporation that is authorized to manage and dispose of problem real estate.

Personnel

As of December 31, 2014, we had 263 full-time employees and nine part-time employees.  Our employees are not represented by any collective
bargaining group.  Management believes that we have a good working relationship with our employees.

FEDERAL AND STATE TAXATION

Federal Taxation

General.  Territorial Bancorp Inc. and Territorial Savings Bank are subject to federal income taxation in the same general manner as other
corporations, with some exceptions discussed below.  The following discussion of federal taxation is intended only to summarize material
federal income tax matters and is not a comprehensive description of the tax rules applicable to Territorial Bancorp Inc. and Territorial Savings
Bank.

Method of Accounting.  For federal income tax purposes, Territorial Bancorp Inc. currently reports its income and expenses on the accrual
method of accounting and uses a tax year ending December 31st for filing its consolidated federal income tax returns.
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Minimum Tax.  The Internal Revenue Code of 1986, as amended, imposes an alternative minimum tax at a rate of 20% on a base of regular
taxable income plus certain tax preferences, referred to as �alternative minimum taxable income.�  The alternative minimum tax is payable to the
extent alternative minimum taxable income is in excess of an exemption amount.  Net operating losses can, in general, offset no more than 90%
of alternative minimum taxable income.  Certain payments of alternative minimum tax may be used as credits against regular tax liabilities in
future years.  At December 31, 2014 and 2013, Territorial Bancorp Inc. had no alternative minimum tax credit carryforward.
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