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PART | — FINANCIAL STATEMENTS
Item 1. Consolidated Financial Statements (Unauditd
OAK VALLEY BANCORP

CONDENSED CONSOLIDATED BALANCE SHEETS
AT JUNE 30, 2013 (UNAUDITED) AND DECEMBER 31, 2012AUDITED)

June 30, December 31
2013 2012
ASSETS
Cash and due from ban $ 102,217,18 $ 130,799,99
Federal funds sol 3,500,001 10,535,00

Cash and cash equivalel 105,717,18 141,334,99
Securities available for sa 119,327,53 103,865,88
Loans, net of allowance for loan loss of $7,570,88 $7,974,975 at June 30, 2013 and December 31,

2012, respectivel 382,512,48 382,411,36
Bank premises and equipment, 12,600,33 13,182,45
Other real estate ownt 1,827,20: 0
Interest receivable and other as: 22,245,12 19,786,06

$ 644,229,87 660,580,75
LIABILITIES AND SHAREHOLDERS' EQUITY
Deposits $ 577,129,08 586,992,65
Interest payable and other liabiliti 3,644,20. 3,619,38:
Total liabilities 580,773,28 590,612,03
Commitments and contingenci
Shareholder equity
Series B Preferred stock, no par value; $1,00GIpare liquidation preference, 10,000,000 shares
authorized, 6,750 shares issued and outstandibgamber 31, 201 0 6,750,001
Common stock, no par value; 50,000,000 shares amgil 7,924,730 and 7,907,780 shares issu
and outstanding at June 30, 2013 and Decembel032, Pespectivel 23,758,21 23,673,21

Additional paic-in capital 2,430,20; 2,341,811

Retained earning 36,565,05 33,958,73

Accumulated other comprehensive income, net o 703,11: 3,244,96.

Total shareholde’ equity 63,456,58 69,968,72
$ 644,229,87 $ 660,580,75

The accompanying notes are an integral part ofelr@msolidated financial statements.
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OAK VALLEY BANCORP

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDI TED)
FOR THE THREE AND SIX MONTH PERIODS ENDED JUNE 30, 2013 AND JUNE 30, 2012

INTEREST INCOME
Interest and fees on loa
Interest on securities available for s
Interest on federal funds sc
Interest on deposits with ban
Total interest incom

INTEREST EXPENSE
Deposits
FHLB advance:
Total interest expens

Net interest incom
PROVISION FOR LOAN LOSSE:

Net interest income after provision for loan los

OTHER INCOME
Service charges on depos
Earnings on cash surrender value of life insur:
Mortgage commissior
Gains on called securitit
Other
Total nor-interest incom

OTHER EXPENSES
Salaries and employee bene
Occupancy expensi
Data processing fe¢
OREO expense
Regulatory assessments (FDIC & D
Other operating expens
Total nor-interest expens

Net income before provision for income ta:

PROVISION FOR INCOME TAXES
NET INCOME

Preferred stock dividenc

NET INCOME AVAILABLE TO COMMON SHAREHOLDERS

NET INCOME PER COMMON SHARI

NET INCOME PER DILUTED COMMON SHARE

THREE MONTHS ENDED

SIX MONTHS ENDED

JUNE 30, JUNE 30,

2013 2012 2013 2012
$ 5310,78 $ 558558 $ 1054292 $ 11,300,63
870,16} 877,84¢ 1,656,941 1,711,53
4,941 4,55 11,697 9,62¢
54,16: 24,98 111,54 54,78
6,240,05! 6,492,97. 12,323,10 13,076,57
215,95¢ 280,74! 449,77 595,96:
— — — 4,70
215,95¢ 280,74! 449,77, 600,66
6,024,099 6,212,22: 11,873,32 12,475,90
100,00( 300,00( 200,00( 600,00(
5,924,09 5,912,22: 11,673,32 11,875,90
298,81 300,49¢ 585,53! 581,57t
105,00t 105,00 205,54 210,00(
86,18¢ 60,37¢ 136,70: 107,78
16,21 13,45¢ 34,56 35,00
311,49. 192,821 639,99! 569,02(
817,71 672,16( 1,602,34. 1,503,38
2,595,22. 2,514,18 5,139,14 5,089,741
741,37t 743,20t 1,481,38 1,494,08.
303,08! 278,00: 607,60: 555,86
784 (1,71¢) 784 18,35¢
120,00( 116,00( 240,00( 233,00(
973,40. 962,34. 1,904,04. 1,817,73
4,733,86 4,612,01 9,372,95! 9,208,78:
2,007,93 1,972,36 3,902,71! 4,170,50i
633,54 620,40! 1,228,89 1,357,64.
$ 137439 $ 1351960 $  2,673,82 2,812,86!
— 114,37 67,50( 283,12¢
$ 137439 $ 123758 $ 2,606,32 2,529,741
$ 0.1¢ $ 0.1¢ $ 0.3¢ 0.3¢
$ 0.1¢ $ 0.1¢ $ 0.3¢ 0.3¢

The accompanying notes are an integral part ofel@msolidated financial statements.
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OAK VALLEY BANCORP

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INCOME (UNAUDITED)
FOR THE THREE AND SIX MONTH PERIODS ENDED JUNE 30, 2013 AND JUNE 30, 2012

THREE MONTHS ENDED

JUNE 30, SIX MONTHS ENDED JUNE 30,
2013 2012 2013 2012
Net income $ 137439 $ 135196 $ 267382 $ 2,812,86!
Available for sale securitie
Gross unrealized loss (gain) arising during theopk (3,498,05) 1,300,70:i (4,284,63) 866,67¢
Reclassification adjustment for gains realizedeéhincome (net ¢
income tax of $6,672 and $14,223 for the threesidhonths
ended June 30, 2013, respectively, and $5,537 ahd®4 for
the comparable 2012 perioc (9,547 (7,919 (20,349 (20,599
Income tax benefit (expense) related to unrealgsgds/losse 1,439,44 (535,24) 1,763,12 (356,63
Other comprehensive (loss) incol (2,068,14.) 757,54 (2,541,85) 489,44
Comprehensive (loss) incor $ (693,75) $ 2,109,500 $ 131,97 $ 3,302,30!

The accompanying notes are an integral part ofel@msolidated financial statements.
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OAK VALLEY BANCORP

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2012 AND THE SIX-MONTH PERIOD ENDED JUNE 30, 2013 (UNAUDITED)

YEAR ENDED DECEMBER 31, 2012 AND SIX MONTHS ENDED JUNE 30, 201&

Accumulated

Additional Other Total
Common Stock Preferred Stock Paid-in Retained  Comprehensive Shareholder¢
Shares Amount Shares Amount Capital Earnings Income Equity

Balances, January 1, 20 7,718,46! $23,453,44 13,50( $13,500,00 $2,128,70 $28,629,75 $ 2,690,101 $70,402,00
Stock options exercise 54,43t 219,76 219,76°
Tax benefit on stock options exercis 37,21¢ 37,21¢
Restricted stock issue 134,87!

Repurchase of Series B preferred st (6,750 $(6,750,00i) (6,750,001
Preferred stock dividend paymel (451,879 (451,87)
Stock based compensati 175,89¢ 175,89¢
Other comprehensive incor 554,85 554,85°
Net income 5,780,85! 5,780,85!
Balances, December 31, 20 7,907,781 $23,673,21 _ 6,75( $ 6,750,001 $2,341,81. $33,958,73 $ 3,244,96. $69,968,72
Stock options exercise 11,25( 85,00( 85,00(
Restricted stock issue 10,00(

Restricted stock cancell (4,300

Repurchase of Series B preferred st (6,750 $(6,750,00i) (6,750,001
Preferred stock dividend paymel (67,500 (67,500
Stock based compensati 88,38t 88,38¢
Other comprehensive lo (2,541,85) (2,541,85)
Net income 2,673,82. 2,673,82

Balances, June 30, 20 7,924,731 $23,758,21

0% 0 $2,430,20. $36,565,05 $

703,11; $63,456,58

The accompanying notes are an integral part ofér@msolidated financial statements
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OAK VALLEY BANCORP
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
FOR THE SIX MONTH PERIODS ENDED JUNE 30, 2013 AND UNE 30, 2012

SIX MONTHS ENDED JUNE 30,

2013 2012
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 2,673,82. $ 2,812,86!
Adjustments to reconcile net earnings to net cesin bperating activities
Provision for loan losse 200,00 600,00t
Decrease in deferred fees/costs, (35,620 (85,119
Depreciatior 577,36! 564,61!
Amortization of investment securities, 1 136,65( 93,11¢
Stock based compensati 88,38t¢ 76,98t¢
Excess tax benefits from st-based payment arrangeme 0 (37,219
Loss (gain) on sale of premises and equipr 31,65( (21,879
OREO write downs and loss/(gain) on < 784 (3,54¢)
Gain on called available for sale securi (34,56Y (35,009
Earnings on cash surrender value of life insur: (205,54 (210,000
Increase in interest payable and other liabili 24,82 593,59:
Increase in interest receivat (250,88.) (86,517)
Increase in other asse¢ (225,279 (690,107
Net cash from operating activiti 2,981,58 3,571,79
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of available for sale securi (30,332,94) (31,682,29)
Proceeds from maturities, calls, and principal payas of securities available for si 10,450,00 13,903,27
Net (increase) decrease in loi (2,147,13)) 4,485,41
Purchase of FRB Stoc 0 (1,450
Redemption of FHLB stoc 0 268,30!
Proceeds from sale of ORE 53,64 247,92:
Proceeds from sales of premises and equip 5,62¢ 21,87¢
Net purchases of premises and equipn (32,529 (294,23,
Net cash (used in) investing activiti (22,003,33) (13,051,19)
CASH FLOWS FROM FINANCING ACTIVITIES
FHLB payments 0 (3,000,00)
Preferred stock dividend payme (67,500 (367,500
Repurchase of Series B preferred st (6,750,00) (6,750,00)
Net decrease in demand deposits and savings ast (5,915,61) (8,258,45)
Net decrease in time depos (3,947,94) (1,538,73))
Excess tax benefits from st-based payment arrangeme 0 37,21¢
Proceeds from sale of common stock and exercistook option:s 85,00( 150,01
Net cash used in financing activiti (16,596,06) (19,727,45)
NET DECREASE IN CASH AND CASH EQUIVALENT! (35,617,81) (29,206,84)
CASH AND CASH EQUIVALENTS, beginning of peric 141,334,99 101,084,77
CASH AND CASH EQUIVALENTS, end of perio $ 105,717,188 $ 71,877,992
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATIOI
Cash paid during the period fc
Interest $ 465,09: $ 659,14
Income taxe: $ 1,190,000 $ 885,00(
NON-CASH INVESTING ACTIVITIES:
Real estate acquired through foreclos $ 1,881,631 $ 0
Change in unrealized gain on availefor-sale securitie $ (4319,20) $ 831,67:

The accompanying notes are an integral part ofel@msolidated financial statements.
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OAK VALLEY BANCORP
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

NOTE 1 — BASIS OF PRESENTATION

On July 3, 2008 (the “Effective Date”), a bank hintficompany reorganization was completed whereldy\Cxdley Bancorp (the “Company”)
became the parent holding company for Oak Vallesn@anity Bank ( the “Bank”). On the Effective Daggch outstanding share of the Bank
was converted into one share of Oak Valley Banemighthe Bank became a wholly-owned subsidiary @hiblding company.

The accounting principles followed by the Compang the methods of applying these principles confaith accounting principles generally
accepted in the United States of America (GAAP)waittl general practices within the banking industrypreparing financial statements in
conformity with GAAP, management is required to makstimates and assumptions that affect the repant®unts in the financial statements.
Actual results could differ significantly from thegstimates. Material estimates common to the bgrikidustry that are particularly suscept

to significant change in the near term include,dretnot limited to, the determination of the allmee for loan losses, the estimation of
compensation expense related to stock optionsepantemployees and directors, and valuation alhoes associated with deferred tax assets
the recognition of which are based on future tas@hbtome.

The interim consolidated financial statements idelliin this report are unaudited but reflect ajusinents which, in the opinion of
management, are necessary for a fair presentatidve dinancial position and results of operatiémsthe interim periods presented. All such
adjustments are of a normal recurring nature. €balts of operations for the three and six montiode ended June 30, 2013 are not
necessarily indicative of the results of a full ye@perations. Certain prior year amounts hawnheclassified to conform to the current year
presentation. There was no effect on net inconghareholders’ equity. For further information arefo the audited consolidated financial
statements and footnotes included in the Compdfy'm 10-K for the year ended December 31, 2012.

NOTE 2 — RECENT ACCOUNTING PRONOUNCEMENTS

In December 2011, the FASB issued ASU No. 2011Bi4¢losures about Offsetting Assets and Liabilifidse update requires an entity
to offset, and present as a single net amountagrezed eligible asset and a recognized eligibllity when it has an unconditional and
legally enforceable right of setoff and intend$eitto settle the asset and liability on a netdasio realize the asset and settle the liability
simultaneously. The ASU requires an entity to diselinformation about offsetting and related areamgnts to enable users of its financial
statements to understand the effect of those agraagts on its financial position. The amendmerdséfective for annual and interim
reporting periods beginning on or after Januar301L3 and did not have a material impact on the Gomys consolidated financial statements.

In January 2013, the FASB issued ASU No. 2013darifying the Scope of Disclosures about Offsgtiissets and LiabilitiesThe
Update clarifies that ASU. 2011-11 applies onlgéuivatives, including bifurcated embedded derixegtj repurchase agreements and reverse
repurchase agreements, and securities borrowingemndities lending transactions that are eithisetbr subject to an enforceable master
netting arrangement or similar agreement. Entitigls other types of financial assets and finankdilities subject to a master netting
arrangement or similar agreement are no longeesti) the disclosure requirements in ASU. 2011-The amendments are effective for
annual and interim reporting periods beginning pafter January 1, 2013 and did not have a matenigdct on the Company’s consolidated
financial statements.

In February 2013, the FASB issued ASU No. 2013-B2porting of Amounts Reclassified Out of Accutaedl®ther Comprehensive
Income. The Update requires an entity to provide infoioratibout the amounts reclassified out of accuredlather comprehensive income
by component and to present either on the fackeo$tatement where net income is presented, eindtes, significant amounts reclassified
out of accumulated other comprehensive income bydhpective line items of net income, but ontyhd amount reclassified is required to be
reclassified to net income in its entirety in tlaeng reporting period. The amendments are effefiivannual and interim reporting periods
beginning on or after December 15, 2012 and dichage a material impact on the Company’s consaiifihancial statements.

In February 2013, the FASB issued ASU No. 2013aljgations Resulting from Joint and Several LidpiArrangements for Which
the Total Amount of the Obligation Is Fixed at Beporting Date.The Update requires an entity to measure obligatreaulting from joint ar
several liability arrangements for which the t@aiount of the obligation within the scope of thisdance is fixed at the reporting date, as the
sum of the following: 1) The amount the reportimgity agreed to pay on the basis of its arrangeraeming its co-obligors, and 2) Any
additional amount the reporting entity expectsdg pn behalf of its co-obligors. The guidancehiis Update also requires an entity to disclost
the nature and amount of the obligation as wetlthsr information about those obligations. The admeents in this Update are effective for
fiscal years, and interim periods within those geleginning after December 15, 2013, and are egbpditrospectively to all prior periods
presented for those obligations resulting fromtaind several liability arrangements within the Bigds scope that exist at the beginning of ar
entity’s fiscal year of adoption. The adoptionABU No. 2013-04 is not expected to have a matemiphct on the Company’s consolidated
financial statements.
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In July 2013, the FASB issued ASU No. 2013-1figlusion of the Fed Funds Effective Swap Rat&Ofegrnight Index Swap Rate) as a
Benchmark Interest Rate for Hedge Accounting Pues. ASU No. 2013-10 permits the use of the Fed Fiftective Swap Rate (OIS) to be
used as a U.S. benchmark interest rate for hedgmiatpurposes. The amendment is effective prosedcfor qualifying new or redesiginat
hedging relationships entered into on or after 1ily2013. The adoption of ASU No. 2013-10 is nqiexted to have a material impact on the
Company’s consolidated financial statements.

NOTE 3 — PREFERRED STOCK REPURCHASE AND WARRANT REDEMPTION

In August 2011, the Company repurchased the $13)B00f Series A Preferred Stock originally issteethe U.S. Treasury in December 2(
in connection with the Company’s participation lie tCapital Purchase Program (“CPP”). The Companyltaneously issued $13,500,000 in
Series B Preferred Stock to the U.S. Treasury utideBmall Business Lending Funding (“SBLF") pragraSubsequently, the Company fully
redeemed a warrant to purchase 350,346 shares@bihmon Stock, at the exercise price of $5.7&pare that the Company had granted to
the U.S. Treasury pursuant to the CPP, for a psecpace of $560,000, which settled in Septembé&d 20

In May 2012, the Company repurchased from the Ur&asury 6,750 shares of Series B Preferred Stwckggregate consideration of $6.75
million. In March 2013, the Company repurchasedridmaining 6,750 shares of Series B PreferreckStwaggregate consideration of $6.75
million plus $67,500 for accrued interest. As ofd 30, 2013, there are no outstanding sharesrifis32 Preferred Stock.

NOTE 4 — SECURITIES

The amortized cost and estimated fair values of seturities as of June 30, 2013 are as follows:

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

Available-for-sale securities
U.S. agencie $ 51,815,52 $ 1,838,05 $ (551,58() $ 53,102,00
Collateralized mortgage obligatio 10,543,29 325,13( — 10,868,42
Municipalities 42,173,10 1,182,21° (1,643,98) 41,711,34
SBA Pools 1,149,04 — (1,759 1,147,29
Corporate dek 4,683,27. 115,93¢ (2,405 4,796,80
Asset Backed Securitit 4,843,34: 51,44: — 4,894,79
Mutual Fund 2,924,71 — (117,839 2,806,88.

$ 118,132,31 $ 3,512,788 $ (2,317,56) $ 119,327,53

The following tables detail the gross unrealizesbts and fair values aggregated by investmentargtegd length of time that individual
securities have been in a continuous unrealizesigosition at June 30, 2013.

Less than 12 months 12 months or more Total
Unrealized Fair Unrealized Unrealized

Description of Securities Fair Value Loss Value Loss Fair Value Loss

U.S. agencie $ 20,824,556 $ (551,58() $ — 3 — $ 20,82456 % (551,58()
Collateralized mortgage obligatio — — — — — —
Municipalities 27,118,90 (1,562,43) 1,071,12. (81,547 28,190,02 (1,643,98i)
SBA Pools 859,19: (1,247 288,09¢ (51¢) 1,147,229 (1,759
Corporate dek 747,59: (2,40%) — — 747,59: (2,40
Asset Backed Securitit — — — — — —
Mutual Fund 2,806,88: (117,83f) G G 2,806,88. (117,839
Total temporar“y impaired securitis $ 52,357,133 $ (2,235,50}) $ 1,359,220 % (82,06() $ 53,716,336 $ (2,317,56])
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At June 30, 2013, there were two municipalities and SBA pool that comprised the total securitiean unrealized loss position for greater
than 12 months and 13 agencies, 32 municipalibies,corporate bond, one mutual fund and one SBAsgbat make up the total securities
loss position for less than 12 months. Managemenobgically evaluates each available-for-sale itment security in an unrealized loss
position to determine if the impairment is tempgrar other than temporary. This evaluation encasapa various factors including, the nature
of the investment, the cause of the impairmentstherity and duration of the impairment, crediings and other credit related factors such a
third party guarantees and volatility of the setytsifair value. Management has determined thahmestment security is other than
temporarily impaired. The unrealized losses areptimarily to interest rate changes and the Complrgs not intend to sell the securities anc
it is not likely that we will be required to seffig securities before the earlier of the forecastedvery or the maturity of the underlying
investment security.

The amortized cost and estimated fair value of debtrrities at June 30, 2013, by contractual ntgtaricall date, are shown below. Expected
maturities will differ from contractual maturitiéecause borrowers may have the right to call qugyr@bligations with or without call or
prepayment penalties.

Amortized Fair
Cost Value
Available-for-sale securities
Due in one year or le: $ 1252498 $ 12,163,73
Due after one year through five ye. 19,964,82 21,016,34
Due after five years through ten ye 40,111,46 40,151,51
Due after ten yeal 45,531,03 45,995,94

$ 118,132,31 $ 119,327,53

The amortized cost and estimated fair values of geturities as of December 31, 2012, are as fatlow

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

Available-for-sale securities
U.S. agencie $ 5260753 $ 2,94935 $ (39,83) $  55,517,05
Collateralized mortgage obligatio 11,698,39 905,98! — 12,604,38
Municipalities 25,323,15 1,727,201 (58,07%) 26,992,28
SBA Pools 1,178,24. 86 (20 1,178,30:
Corporate dek 4,669,39 37,04¢ (83€) 4,705,60:
Mutual Fund 2,874,712 — (6,489 2,868,24i

$ 98,351,45 $ 5,619,681 $ (105,25) $ 103,865,88

The following tables detail the gross unrealizesbs and fair values aggregated by investmentargtagd length of time that individual
securities have been in a continuous unrealizesigosition at December 31, 2012.

Less than 12 month: 12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized

Description of Securities Value Loss Value Loss Value Loss

U.S. agencie $ 1,954,000 $ (39,83) $ — 8 — $ 1,954,000 $ (39,839
Collateralized mortgage obligatio — — — — — —
Municipalities 3,088,97! (58,07%) — — 3,088,97! (58,07%)
SBA Pools — — 294,88t (20) 294,88t (20)
Corporate dek 749,16 (83€) — — 749,16 (83¢€)
Mutual Fund 2,493,51. (6,487) — — 2,493,51. (6,487)
Total temporari]y impaired securitis $ 8,28565 $ (105,23) $ 294,88¢ $ (20) $ 8,580,541 $ (105,25)

We recognized a gain of approximately $16,000 é8&1@0 for the three and six month periods ended 30, 2013, respectively, on certain
available-for-sale securities that were partialijied, which compares to approximately $13,000$8t}000 in the same periods of 2012.
There were no sales of available-for-sale secardtiging the first six months of 2013 and 2012.
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Securities carried at $57,172,000 and $56,484,000ree 30, 2013 and December 31, 2012, respectiwele pledged to secure deposits of
public funds.

NOTE 5 — LOANS

Our customers are primarily located in Stanisl&as) Joaquin, Tuolumne, Inyo, and Mono CountiesofARine 30, 2013, approximately
82% of the Company’s loans are commercial reatestans which include construction loans. Apprcadiely 9% of the Company’s loans are
for general commercial uses including professiorggil, and small business. Additionally, 7% of Bompany’s loans are for residential real
estate and other consumer loans. The remainingr@%ggiculture loans. Loan totals were as follows

June 30, 201: December 31, 201

Commercial real estat
Commercial real este- constructior $ 8,517,75' $ 6,581,85:
Commercial real este- mortgage: 280,050,80 278,766,27
Land 12,161,18 14,269,47
Farmland 20,607,23 16,456,92
Commercial and industri; 35,232,46 36,528,50
Consume 919,06 1,095,80.
Consumer residenti 23,566,78 25,659,09
Agriculture 9,591,72! 11,628,26
Total loans 390,647,02 390,986,18

Less:

Deferred loan fees and costs, (564,23) (599,85)
Allowance for loan losse (7,570,31) (7,974,97)
Net loans $ 38251248 $ 382,411,36

Loan Origination/Risk Managementhe Company has certain lending policies and glaes in place that are designed to maximize loan
income within an acceptable level of risk. Managetmeviews and approves these policies and proesdur a regular basis. A reporting
system supplements the review process by provigiagagement with frequent reports related to loadywtion, loan quality, concentration of
credit, loan delinquencies and non-performing amigmqtial problem loans. Diversification in the lgaortfolio is a means of managing risk
associated with fluctuations in economic conditions

Commercial and industrial loans are underwrittdarafvaluating and understanding the borrower’tald operate profitably and
prudently expand its business. Underwriting stasislare designed to promote relationship bankidgerahan transactional banking. Once it is
determined that the borrower’'s management posseeses! ethics and solid business acumen, our mar@agexamines current and projectec
cash flows to determine the ability of the borrowerepay their obligations as agreed. Commercidliadustrial loans are primarily made
based on the identified cash flows of the borroared secondarily on the underlying collateral predidy the borrower. The cash flows of
borrowers, however, may not be as expected ancadlteteral securing these loans may fluctuate Inezadviost commercial and industrial loz
are secured by the assets being financed or otlséméss assets such as accounts receivable otonyamd may incorporate a personal
guarantee; however, some short-term loans may e waan unsecured basis. In the case of loansesklby accounts receivable, the
availability of funds for the repayment of thesarle may be substantially dependent on the abilitie@borrower to collect amounts due from
its customers.

Commercial real estate loans are subject to undéarg/standards and processes similar to commeacidlindustrial loans, in addition to
those of real estate loans. These loans are vipwerily as cash flow loans and secondarily assosecured by real estate. Commercial real
estate lending typically involves higher loan pijpad amounts and the repayment of these loansnierghly largely dependent on the successfi
operation of the property securing the loan ortthsiness conducted on the property securing the ammercial real estate loans may be
more adversely affected by conditions in the retdte markets or in the general economy. The ptiegesecuring the Company’s commercial
real estate portfolio are diverse in terms of tgpd geographic location. This diversity helps redilhe Company’s exposure to adverse
economic events that affect any single market dustry. Management monitors and evaluates comneeaibestate loans based on collateral
geography and risk grade criteria. As a general the Company avoids financing single-purposesgtsjunless other underwriting factors are
present to help mitigate risk. The Company alslizes third-party experts to provide insight anddgunce about economic conditions and
trends affecting market areas it serves. In additisanagement tracks the level of owner-occupi@dngercial real estate loans versus non-
owner occupied loans. At June 30, 2013, commereallestate loans equal to approximately 36.2% @butstanding principal balance of our
commercial real estate loans were secured by oat@rpied properties.
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With respect to loans to developers and buildeatdhe secured by non-owner occupied propertiggshibaCompany may originate from
time to time, the Company generally requires thedseer to have had an existing relationship with @ompany and have a proven record of
success. Construction loans are underwritten untjifeasibility studies, independent appraisaleesd, sensitivity analysis of absorption and
lease rates and financial analysis of the devetoged property owners. Construction loans are gépdrased upon estimates of costs and
value associated with the complete project. Themates may be inaccurate. Construction loans dfteolve the disbursement of substantial
funds with repayment substantially dependent orstleeess of the ultimate project. Sources of repayrior these types of loans may be pre-
committed permanent loans from approved long-termadérs, sales of developed property or an intevan tommitment from the Company
until permanent financing is obtained. These laaesclosely monitored by on-site inspections ardcansidered to have higher risks than
other real estate loans due to their ultimate reyt being sensitive to interest rate changes,rgavental regulation of real property, general
economic conditions and the availability of longatefinancing.

The Company originates consumer loans utilizingmputer-based credit scoring analysis to supplethenanderwriting process. To
monitor and manage consumer loan risk, policiespndedures are developed and modified, as ne@iedy by line and staff personnel. Ti
activity, coupled with relatively small loan amosithat are spread across many individual borroweirimizes risk. Additionally, trend and
outlook reports are reviewed by management on @aefasis. Underwriting standards for home edlaiéins follow bank policy, which
include, but are not limited to, a maximum loarvtdte percentage of 80%, a maximum housing antidetst ratio of 36% and 42%,
respectively and other specified credit and docuatem requirements.

The Company maintains an independent loan revigard@ent that reviews and validates the creditpigigram on a periodic basis.
Results of these reviews are presented to managehtenloan review process complements and reiafotice risk identification and
assessment decisions made by lenders and cresiirped, as well as the Company’s policies and phoes.

Nor-Accrual and Past Due Loanksoans are considered past due if the required ipahand interest payments have not been received the
date such payments were due. Loans are placedmaauoual status when, in management’s opinionbtmeower may be unable to meet
payment obligations as they become due, as wealhas required by regulatory provisions. Loans mayplaced on non-accrual status
regardless of whether or not such loans are comesideast due. When interest accrual is discontinalédnpaid accrued interest is reversed.
Interest income is subsequently recognized onthecextent cash payments are received in excgssnoipal due. Loans are returned to
accrual status when all the principal and inteaesbunts contractually due are brought current atdd payments are reasonably assured.

Non-accrual loans, segregated by class of loans, asfellows:

June 30, 201: December 31, 201

Commercial real estat
Commercial real este- constructior $ 0 % 126,42
Commercial real este- mortgage: 1,046,48. 3,345,09
Land 1,193,10! 2,419,22.
Farmland 102,51 0
Commercial and industri; 19,79: 21,31:
Consume 0 0
Consumer residenti 0 1,010,99:
Agriculture 0 0
Total nor-accrual loan: $ 2,361,88" $ 6,923,05

Had non-accrual loans performed in accordance thvéhr original contract terms, we would have redegd additional interest income of
approximately $129,000 and $306,000 in three axadsinth periods ended June 30, 2013, respectigslgpmpared to $173,000 and $334,00
in the same periods of 2012.
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The following table analyzes past due loans inclgdhe non-accrual loans in the above table, satgddy class of loans, as of June 30,

2013:
Greater
Than 90
Greater Days Past
30-59 6C-89 Than 90 Due and
Days Past Days Past Days Past Total Past Still
June 30, 201: Due Due Due Due Current Total Accruing
Commercial real estat
Commercial R.E- constructior $ 0 $ 0 $ 0 $ 0 $ 8517,75% $ 8517,75 $ 0
Commercial R.E- mortgage: 0 0 1,046,48. 1,046,48. 279,004,32 280,050,80 0
Land 0 2,755,18 658,23: 3,413,41! 8,747,76! 12,161,18 0
Farmlanc 0 0 102,51: 102,51: 20,504,72 20,607,23 0
Commercial and industrii 0 339,58 0 339,58 34,892,87 35,232,46 0
Consume 1,93t 0 0 1,93¢ 917,12¢ 919,06« 0
Consumer residentii 0 0 0 0 23,566,78 23,566,78 0
Agriculture 0 0 0 0 9,591,72! 9,591,72! 0
Total $ 193 $ 3,094, 77 $ 1807220 $ 490393 $ 385743,09 $ 390,647,022 $ 0
The following table analyzes past due loans inclgdhe non-accrual loans in the above table, setgddy class of loans, as of
December 31, 2012:
Greater
Than 90
Greater Days Past
30-59 6C-89 Than 90 Due and
Days Past Days Past Days Past Total Past Still
December 31, 201. Due Due Due Due Current Total Accruing
Commercial real estat
Commercial R.E- constructior $ 0o $ 0o $ 126,427 $ 126,427 $ 6,45542 $ 658185 $ 0
Commercial R.E- mortgage: 55,08¢ 623,11¢ 2,386,68: 3,064,89! 275,701,38 278,766,27 0
Land 0 54,427 2,364,79 2,419,22. 11,850,25 14,269,47 0
Farmlanc 0 0 0 0 16,456,92 16,456,92 0
Commercial and industri 16,13¢ 0 0 16,13¢ 36,512,36 36,528,50 0
Consume 0 0 (0] 0 1,095,80 1,095,80 0
Consumer residenti 0 0 1,010,99 1,010,99: 24,648,09 25,659,09 0
Agriculture 0 0 0] 0 11,628,26 11,628,26 0
Total $ 71220 $ 67754 $ 588891 $ 6,637,68 $ 384,348,50 $ 390,986,18 $ 0

Impaired LoansLoans are considered impaired when, based on ¢unfenmation and events, it is probable the Conypaill be unable to
collect all amounts due in accordance with theinalgcontractual terms of the loan agreement, wicly scheduled principal and interest
payments. Impairment is evaluated in total for $enddalance loans of a similar nature and on aividdal loan basis for other loans. If a loan
is impaired, a specific valuation allowance is edlted, if necessary, so that the loan is reporé¢dan the present value of estimated future cas
flows using the loan’s existing rate or at the failue of collateral if repayment is expected gofedm the collateral. Interest payments on
impaired loans are typically applied to principalass collectability of the principal amount isseaably assured, in which case interest is
recognized on a cash basis. There was no interastie realized on impaired loans for the threesidhonths ended June 30, 2013 and 201
Average recorded investment in impaired loans v&81%,000 and $5,240,000 for the three and six hsostded June 30, 2013, respectively,
as compared to $6,325,000 and $6,641,000 for tine geeriods of 2012. Impaired loans, or portiorsebf, are charged off when deemed
uncollectible.
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Impaired loans as of June 30, 2013 and Decemb&@P, are set forth in the following table. No net& income was recognized on impaired
loans subsequent to their classification as impaire

Unpaid Recorded Recorded
Contractual Investment Investment Total Average
Principal With No With Recorded Related Recorded
Balance Allowance Allowance Investment Allowance Investment
June 30, 201
Commercial real estat
Commercial R.E- constructior $ 0 $ 0 $ 0 $ 0 $ 0 $ 102,90«
Commercial R.E- mortgage: 3,049,171 1,046,48 0 1,046,48: 0 2,299,47.
Land 1,319,51! 0 1,193,10! 1,193,101 352,62¢ 2,083,37!
Farmland 102,51: 102,51 0 102,51: 0 25,62¢
Commercial and Industri 27,47: 19,79: 0 19,79 0 20,62
Consume 0 0 0 0 0 0
Consumer residentii 0 0 0 0 0 708,24¢
Agriculture 0 0 0 0 0
Total $ 449867 $ 1,16878 $ 1,193,100 $ 2,361,881 $ 352,62¢ $ 5,240,224
Unpaid Recorded Recorded
Contractual Investment Investment Total Average
Principal With No With Recorded Related Recorded
Balance Allowance Allowance Investment Allowance Investment
December 31, 201:
Commercial real estat
Commercial R.E- constructior $ 193,020 $ 0 $ 126,42 $ 126,42 $ 287:. $ 222,75
Commercial R.E- mortgage: 5,728,71 1,875,32 1,469,77 3,345,09 136,01! 3,093,52:
Land 6,866,86! 663,23: 1,755,99 2,419,22: 409,65¢ 2,833,25I
Farmland 0 0 0 0 0 0
Commercial and Industri 27,812 21,31 0 21,31 0 52,82
Consume 0 0 0 0 0 0
Consumer residenti 1,034,88. 1,010,99 0 1,010,99! 0 534,57¢
Agriculture 0 0 0 0 0 0
Total $ 13,851,30 $ 3,570,86 $ 3,352,19 $ 692305 $ 54854 $ 6,736,93

Troubled Debt Restructurings —n order to determine whether a borrower is elgoeing financial difficulty, an evaluation is permed of
the probability that the borrower will be in paynieefault on any of its debt in the foreseeablarivithout the modification. This evaluation
is performed under the Company’s internal undeimgipolicy.

At June 30, 2013, there were 3 loans and leasesvdra considered to be troubled debt restructsrialj of which are considered non-accrual
totaling $1,213,000. At December 31, 2012, theeeevé loans and leases that were considered tolgled debt restructurings, all of which
are considered non-accrual totaling $2,567,000 décrease of three TDR loans during the firstrgixths of 2013 is due to a foreclosure on
loan totaling $54,000 that was subsequently s@lidDecember 31, 2012 there were unfunded commitsneih$1,697,000, respectively, on one
loan classified as a troubled debt restructure lmzaf an agreement with a borrower to continueadwg funds and covering overhead costs
on a residential development project. This loath @me other loan made to the same borrower tot&lng03,000 were paid off during the
second quarter of 2013. There were no unfundedrdbments on TDR loans at June 30, 2013. We hdweakd $353,000 and $413,000 of
specific reserves to loans whose terms have beélifigtbin troubled debt restructurings as of JuBeZ013 and December 31, 2012,
respectively.
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During the three month periods ended June 30, 20813012, there were no loans modified as trouthédd restructuring. During the six
month period ended June 30, 2013, the terms ofaamewere modified as troubled debt restructuriagsl there were no loans modified as
troubled debt restructuring in the comparable geab2012. The modification of the terms of sucéarls typically includes one or a
combination of the following: a reduction of thatetd interest rate of the loan; an extension ofithturity date; or a temporary payment
modification in which the payment amount allocatedards principal was reduced. In some cases,ragrent reduction of the accrued inte
on the loan is conceded.

The following table presents loans by class modiéie troubled debt restructurings that occurreéhduhe six month period ended June 30,
2013 and 2012:

Six Months Ended Six Months Ended
June 30, 201 June 30, 2017
Pre- PosH- Pre- Pos-
Modification Modification Modification Modification
Number Outstanding Outstanding Number Outstanding Outstanding
of Recorded Recorded of Recorded Recorded
Loans Investment Investment Loans Investment Investment
Commercial real estat

Commercial R.E- constructior O 0 3 0 0 3 0 $ 0
Commercial R.E- mortgage: 0] 0 0 0 0 0]
Land 1 541,59 541,59 0 0 0
Farmland 0 0 0 0 0 0
Commercial and Industri 0 0 0 0 0 0
Consume 0 0 0 0 0 0
Consumer residentis 0 0 0 0 0 0
Agriculture 0 0 0 0 0 0
Total 1 $ 54159 $ 541,59 0 3 0 $ 0

The troubled debt restructuring during the six rhergnded June 30, 2013 did not increase the allmam loan losses as a result of loan
modifications because the loans are evaluated ampaired loan and a specific valuation allowan@la have already been allocated, if
necessary, prior to the loan modification. Theszerno charge-offs as a result of loan modificaj@s the contractual balances outstanding
were determined to be collectible.

The following table presents loans by class modiéie troubled debt restructurings within the prasiowelve months and for which there wi
payment default during the three and six monthaaisriended June 30, 2013 and 2012.

Three Months Ended Three Months Ended
June 30, 201: June 30, 2017
Number Recorded Number Recorded
of Loans Investment of Loans Investment
Commercial real estat
Commercial R.E- constructior 0 0 1 % 275,50:
Commercial R.E- mortgage: 0 0 0 0
Land 0 0 1 1,473,69
Farmland 0 0 0 0
Commercial and Industri 0 0 0 0
Consume 0 0 0 0
Consumer residenti 0 0 0 0
Agriculture 0 0 0 0
Total 0 $ 0 1 $ 1,749,18:
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Six Months Ended Six Months Ended
June 30, 201: June 30, 2017
Number Recorded Number Recorded
of Loans Investment of Loans Investment
Commercial real estat
Commercial R.E- constructior 0 0 1 % 275,50:
Commercial R.E- mortgage: 0 0 0 0
Land 0 0 1 1,473,69
Farmland 0 0 0 0
Commercial and Industri 0 0 0 0
Consume 0 0 0 0
Consumer residenti 0 0 0 0
Agriculture 0 0 0 0
Total 0 $ 0 1 $ 1,749,18:

A loan is considered to be in payment default dhieninety days contractually past due undemtioglified terms.

Quality ratings (Risk Grades) are assigned toatimitments and stand-alone notes. Risk gradesaltfnbasic characteristics of
commitments or stand-alone note in relation torthisk. All loans are graded using a system thatimaes the loan quality information
contained in loan review grades, while ensuring tha system is compatible with the grades useldmk examiners.

We grade loans using the following letter system:

1 Exceptional Loan

2 Quality Loan

3A Better Than Acceptable Loan

3B Acceptable Loan

3C Marginally Acceptable Loan

4 (W) Watch Acceptable Loan

5 Other Loans Especially Mentioned
6 Substandard Loan

7 Doubtful Loan

8 Loss

1. Exceptional Loan Loans with A+ credits that contain very littlé any, risk. Grade 1 loans are considered Passquabfy for this rating,
the following characteristics must be present:

« A high level of liquidity and whose debt-servicingpacity exceeds expected obligations by a sulistamargin.

» Where leverage is below average for the industdyearnings are consistent or growing without sevaheerability to economic cycles.
« Also included in this rating (but not mandatoryesd one or more of the preceding characteristecs@ssing) are loans that are fully
secured and properly margined by our own time umsénts or U.S. blue chip securities. To be propedygined cash collateral must be
equal to, or greater than, 110% of the loan amount.

2. Quality Loan- Loans with excellent sources of repayment thafan in all respects to bank policy and regulat@guirements. These are
also loans for which little repayment risk has bemtified. No credit or collateral exceptions.a@e 2 loans are considered Pass. Other fi
include:

« Unquestionable debt-servicing capacity to coveobligations in the ordinary course of businesgifrgell-defined primary and
secondary sources.

« Consistent strong earnings.

* A solid equity base.

3A.Better than Acceptable Loarin the interest of better delineating the loantfotio’s true credit risk for reserve allocatidiurther
granularity has been sought by splitting the gradategory into three classifications. The distorcbetween the three are bank-defined
guidelines and represent a further refinement efrdyulatory definition of a pass, or grade 3 |darade 3A is the stronger third of the pass
category, but is not strong enough to be a graaledds characterized by:

« Strong earnings with no loss in last three yeadsaample cash flow to service all debt well abovkcyaguidelines.
 Long term experienced management with depth andettfmanagement succession.

» The loan has no exceptions to policy.

 Loan-to-value on real estate secured transact®hB% to 20% less than policy guidelines.

« Very liquid balance sheet that may have cash avaik® pay off our loan completely.

« Little to no debt on balance sheet.
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3B.Acceptable Loarn 3B loans are simply defined as all loans thatess qualified than 3A loans and are stronger 8@ioans. These loans
are characterized by acceptable sources of repaythetrconform to bank policy and regulatory regments. Repayment risks are acceptable
for these loans. Credit or collateral exceptiorsramimal, are in the process of correction, andhatorepresent repayment risk. These loans:

« Are those where the borrower has average finastiahgths, a history of profitable operations axgeeienced management.
« Are those where the borrower can be expected tdldamormal credit needs in a satisfactory manner.

3C. Marginally Acceptable 3C loans have similar characteristics as th&Bs with the following additional characteristics:

Requires collateral. A credit facility where thertmwer has average financial strengths, but usuadlys reliable secondary sources of
repayment other than the subject collateral. Gthermon characteristics can include some or ahefollowing: minimal background
experience of management, lacking continuity of aggament, a start-up operation, erratic historicafifability (acceptable reasons-well
identified), lack of or marginal sponsorship of garstor, and government guaranteed loans.

4WWatch AcceptableWatch grade will be assigned to any credit thadequately secured and performing but monitaed fiumber of
indicators. These characteristics may include amxpected short-term adverse financial performémee budgeted projections or prior
period’s results (i.e., declining profits, salesrgins, cash flow, or increased reliance on leveraluding adverse balance sheet ratios, trade
debt issues, etc.). Additionally, any managerighenrsonal problems of company management, declittesi entire industry or local economic
conditions failure to provide financial information other documentation as requested; issues liegaddlinquency, overdrafts, or renewals;
and any other issues that cause concern for theammyn Loans to individuals or loans supported bgrgators with marginal net worth and/or
marginal collateral. Weakness identified in a Viatoedit is short-term in nature. Loans in thisegary are usually accounts the Bank would
want to retain providing a positive turnaround banexpected within a reasonable time frame. G4ddans are considered Pass.

5 Other Loans Especially Mentioned (Special MentioA)special mention extension of credit is defireschaving potential weaknesses that
deserve management’s close attention. If left uected, these potential weaknesses may, at sonme fdte result in the deterioration of the
repayment prospects for the credit or the institu§i credit position. Extensions of credit that htige detailed in this category include the
following:

 The lending officer may be unable to properly sujserthe credit because of an inadequate loanedlitaigreement.
 Questions exist regarding the condition of andéatiml| over collateral.
< Economic or market conditions may unfavorably &ffee obligor in the future.

« A declining trend in the obligor’s operations oriarbalanced position in the balance sheet existisnbt to the point that repayment is
jeopardized.

6 Substandard LoanA “substandard” extension of credit is inadeqlyapeotected by the current sound worth and paggacity of the

obligor or of the collateral pledged, if any. Exd@ams of credit so classified must have a wellytdi weakness or weaknesses that jeopardize
the liquidation of the debt. They are characteriagdhe distinct possibility that the Bank will $ai& some loss if the deficiencies are not
corrected. Loss potential, while existing in thg@gate amount of substandard credits, does nettioaexist in individual extensions of credit
classified substandard.

7 Doubtful Loan- An extension of credit classified “doubtful” ha the weaknesses inherent in one classified andard, with the added
characteristic that the weaknesses make colleotidiquidation in full, on the basis of currentlyisting facts, conditions, and values, highly
guestionable and improbable. The possibility o lssextremely high but because of certain impadsa reasonably specific pending factors
that may work to the advantage of and strengthermtédit, its classification as an estimated lesteferred until its more exact status may be
determined. Pending factors may include a propasedjer or acquisition, liquidation proceedings,itpnjection, perfecting liens on
additional collateral or refinancing plans. Theientoban need not be classified doubtful when @bite of a specific portion appears highly
probable. An example of proper use of the doulatfégory is the case of a company being liquidatét, the trustee-in-bankruptcy indicating
a minimum disbursement of 40 percent and a maximfié®b percent to unsecured creditors, includingBhgek. In this situation, estimates are
based on liquidation value appraisals with acta#lies yet to be realized. By definition, the ontytfon of the credit that is doubtful is the 25
percent difference between 40 and 65 percent.

A proper classification of such a credit would shd@vpercent substandard, 25 percent doubtful, &rueBcent loss. A credit classified as
doubtful should be resolved within a ‘reasonabkrigd of time. Reasonable is generally definechagperiod between examinations. In other
words, a credit classified doubtful at an examovashould be cleared up before the next exam. Heryéivere may be situations that warrant
continuation of the doubtful classification a wHiteger.

8.Loss- Extensions of credit classified “losafe considered uncollectible and of such littlexeathat their continuance as bankable assets
warranted. This classification does not mean thatctedit has absolutely no recovery or salvageeyddut rather that it is not practical or
desirable to defer writing off, even though partedovery may be affected in the future. It showtlbe the Company’s practice to attempt
long-term recoveries while the credit remains antiboks. Losses should be taken in the period inhwthey surface as uncollectible.

As of June 30, 2013, there are no loans that assified with a risk grade &F Loss.
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The following table presents weighted average gisides of our loan portfolio:

June 30, 201: December 31, 201
Weighted Average Weighted Average
Risk Grade Risk Grade
Commercial real estat

Commercial real esta- constructior 3.67 3.2¢
Commercial real esta- mortgage: 3.17 3.22
Land 4.4¢ 4.5¢
Farmland 3.4¢ 3.04
Commercial and Industri 2.04 3.0¢
Consume 2.4C 2.5k
Consumer residenti 3.0t 3.17
Agriculture 3.32 3.5(C
Total gross loan 3.1¢ 3.2¢

The following table presents risk grade totals lags of loans as of June 30, 2013 and Decemb&032, Risk grades 1 through 4 have been
aggregated in the “Pass” line.

Commercial R.E.  Commercial R.E. Commercial and Consumer
Dollars in thousands Construction Mortgages Land Farmland Industrial Consumer Residential Agriculture Total
June 30, 201
Pass $ 8,517,75! 268,956,24 8,212,89! 20,504,72 34,183,99 903,14: 23,178,51 9,591,72' $ 374,048,99
Special mentiol — 6,900,35! — — 264,38. — — — 7,164,73
Substandar — 4,194,21. 3,948,28 102,51: 784,09¢ 15,921 388,27: — 9,433,29
Doubtful — = = — = = = =
Total loans $ 8,5617,75' $ 280,050,80 $ 12,161,18 $ 20,607,23 $ 35,232,46 $ 919,06¢ $ 23,566,78 $ 9,591,72! $ 390,647,02
December 31, 201
Pass $ 6,455,42° $ 263,567,66 $ 8,974,86. $ 16,456,92 $ 35,435,49 $ 1,079,58° $ 24,257,46 $ 10,291,67 $ 366,519,09
Special mentiol — 7,832,841 — — 280,63: — — 1,336,58. 9,450,05:
Substandar 126,42° 7,365,77. 5,294,61 — 812,38! 16,21¢ 1,401,62! — 15,017,04
Doubtful — — — — — — — — —
Total loans $ 6,581,85 $ 278,766,27 $ 14,26947 $ 16,456,92 $ 36,528,50 $ 109580 $ 25659,09 $ 11,628,26 $ 390,986,18

Allowance for Loan Losse$he allowance for loan losses is a reserve estauliby the Company through a provision for loasédss
charged to expense, which represents managemest estimate of probable losses that have beemr@ttwithin the existing portfolio of
loans. The allowance, in the judgment of managenenecessary to reserve for estimated loan Ieasésisks inherent in the loan portfolio.
The allowance for loan loss methodology includésnance allocations calculated in accordance wi#CAT opic 310, “Receivables” and
allowance allocations calculated in accordance WHBIC Topic 450, “Contingencies.” Accordingly, theethodology is based on historical loss
experience by type of credit and internal risk grabecific homogeneous risk pools and specifie &dlocations, with adjustments for current
events and conditions. The process for determitiiagappropriate level of the allowance for loarséssis designed to account for credit
deterioration as it occurs. The provision for léasses reflects loan quality trends, includingléhels of and trends related to non-accrual
loans, past due loans, potential problem loans¢ized loans and net charge-offs or recoverieragrother factors. The provision for loan
losses also reflects the totality of actions taerall loans for a particular period. In other dsrthe amount of the provision reflects not only
the necessary increases in the allowance for lngseb related to newly identified criticized loang, it also reflects actions taken related to
other loans including, among other things, any seag increases or decreases in required allowdaicegecific loans or loan pools.

The level of the allowance reflects managementginaing evaluation of industry concentrations,afie credit risks, loan loss experience,
current loan portfolio quality, present economiglifical and regulatory conditions and unidentifiedses inherent in the current loan portfolio.
Portions of the allowance may be allocated for Bjgerredits; however, the entire allowance is #alale for any credit that, in management'’s
judgment, should be charged off. While managemgiitas its best judgment and information availalfe ultimate adequacy of the allowa
is dependent upon a variety of factors beyond thi@any’s control, including, among other thingg fferformance of the Company’s loan
portfolio, the economy, changes in interest ratekthe view of the regulatory authorities towardriclassifications.
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The Company’s allowance for loan losses consfstisree elements: (i) specific valuation allowandetermined in accordance with ASC
Topic 310 based on probable losses on specificsid@hhistorical valuation allowances determinedccordance with ASC Topic 450 based
on historical loan loss experience for similar Ipavith similar characteristics and trends, adjusaschecessary, to reflect the impact of curren
conditions; and (iii) general valuation allowancetermined in accordance with ASC Topic 450 basedemeral economic conditions and
other qualitative risk factors both internal andeemal to the Bank and the Company.

The allowances established for probable lossepecific loans are based on a regular analysis aaldi@ion of problem loans. Loans are
classified based on an internal credit risk gragirgcess that evaluates, among other things:€iptiigor’s ability to repay; (ii) the underlying
collateral, if any; and (iii) the economic enviroent and industry in which the borrower operatess Bhalysis is performed at the relationship
manager level for all commercial loans. When a lbas a calculated grade of 5 or higher, a spessata officer analyzes the loan to determin
whether the loan is impaired and, if impaired, ieed to specifically allocate a portion of the wkmce for loan losses to the loan. Specific
valuation allowances are determined by analyziegdibrrowers ability to repay amounts owed, collateral deficies, the relative risk grade
the loan and economic conditions affecting thedeer’s industry, among other things.

Historical valuation allowances are calculated Hasethe historical loss experience of specifiey/pf loans and the internal risk grade of
such loans at the time they were charged-off. Thm@any calculates historical loss ratios for padlsimilar loans with similar characteristics
based on the proportion of actual charge-offs agpeed to the total population of loans in the pdble historical loss ratios are periodically
updated based on actual charge-off experiencestarigal valuation allowance is established forhgagol of similar loans based upon the
product of the historical loss ratio and the tak@llar amount of the loans in the pool. The Compgpyols of similar loans include similarly
risk-graded groups of commercial and industriahkpaommercial real estate loans, consumer reatedstans and consumer and other loans.

General valuation allowances are based on gensvabenic conditions and other qualitative risk fastboth internal and external to the
Bank and the Company. In general, such valuatiowahces are determined by evaluating, among ditegs: (i) the experience, ability and
effectiveness of the Bank’s lending managementsaaif; (ii) the effectiveness of the Bank’s loarlipes, procedures and internal controls;
(iii) changes in asset quality; (iv) changes imigartfolio volume; (v) the composition and concatibns of credit; (vi) the impact of
competition on loan structuring and pricing; (the effectiveness of the internal loan review fiorgt (viii) the impact of environmental risks
on portfolio risks; and (ix) the impact of risingtérest rates on portfolio risk. Management evalu#tte degree of risk that each one of these
components has on the quality of the loan portfolica quarterly basis. Each component is deterntmédve either a high, moderate or low
degree of risk. The results are then input intgentral allocation matrix” to determine an appratgrigeneral valuation allowance.

Included in the general valuation allowances dcations for groups of similar loans with risk cheteristics that exceed certain
concentration limits established by managementc€uination risk limits have been established, amathgr things, for certain industry
concentrations, large balance and highly leveragedit relationships that exceed specified riskdgsa and loans originated with policy
exceptions that exceed specified risk grades.

Loans identified as losses by management, intéoaal review and/or bank examiners are charged-oftthermore, consumer loan account:
are charged-off automatically based on regulatequirements.
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The following table details activity in the allowanfor loan losses by portfolio segment for the¢hand six months ended June 30, 2013
and 2012. Allocation of a portion of the allowaricene category of loans does not preclude itdalbitity to absorb losses in other categories

Allowance for Loan Losses
For the Three and Six Months Ended June 30, 2013 dr2012

Commercial Commercial Consumer
Real Estate and Industrial Consumer Residential Agriculture Unallocated Total

Three Months Ended June 30, 201

Beginning balanc $ 6,53551. $ 470,14. $ 43,46 $ 438,76° $ 203,61 $ 51,94: $ 7,743,441
Chargeoffs (199,92) 0 (1,267) (78,090 0 0 (279,27))
Recoveries 1,64( 0 1,59¢ 2,90¢ 0 0 6,14<
Provision 38,64( 15,127 (1,359) 16,574 (17,497) 48,51( 100,00(

Ending balanc: $ 6,37587. $ 485,26¢ $ 42,44.  $ 380,15 $ 186,12( $ 100,45. $ 7,570,311

Six Months Ended June 30, 201

Beginning balanc $ 6,571,29 $ 473,727 $ 50,06: $ 383,65: $ 285,73 % 210,50¢ $ 7,974,97!
Chargeoffs (436,03) 0 (5,609 (178,09( 0 0 (619,73()
Recoveries 7,73¢ 0 2,47¢ 4,85( 0 (0] 15,06¢
Provision 232,88. 11,54. (4,499 169,74. (99,619 (110,05 200,00(

Ending balanc $ 6,375,87. $ 485,26 $ 42.44:  $ 380,15 $ 186,12( $ 100,45 $ 7,570,311

Three Months Ended June 30, 201

Beginning balanc $ 6,489,53 $ 554,92( $ 49,95. $ 377,07t $ 297,85 $ 2281 $ 7,792,14:
Chargeoffs (103,55() 0 (2,010 0 0 0 (105,56()
Recoveries 18,28¢ 92€ 40t 1,742 0 0] 21,35¢
Provision 253,38! (146,101) 4,52¢ 128,17: (72,627) 132,64. 300,00(

Ending balanc: $ 6,657,65 $ 409,74  $ 52,87. $ 506,99. $ 22523 $ 155,45. $ 8,007,94

Six Months Ended June 30, 201

Beginning balanc $ 6,969,000 $ 606,300 $ 65,060 $ 347,90 $ 363,17: $ 257,72«  $ 8,609,17:
Chargeoffs (1,210,341 0 (20,652 0 0 0 (1,230,99)
Recoveries 22,99! 92¢ 2,24( 3,60¢ 0 (0] 29,76¢
Provision 876,00( (197,49) 6,22¢ 155,48( (137,939 (102,277) 600,00(

Ending balanc $ 665765 $ 409,74 $ 52,87 $ 506,99: $ 22523 $ 15545 $  8,007,94
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The following table details the allowance for Idasses and ending gross loan balances as of Ju2®B88 and December 31, 2012,
summarized by collective and individual evaluatioethods of impairment.

Commercial Commercial Consumer
Real Estate and Industrial Consumer Residential Agriculture Unallocated Total
June 30, 201:
Allowance for loan losses for loar
Individually evaluated for impairmel  $ 352,62¢ $ 0o $ 0 $ 0o $ 0o $ 0o $ 352,62¢
Collectively evaluated for impairme 6,023,24. 485,26¢ 42,44 380,15! 186,12( 100,45: 7,217,68:
$ 6,37587. $ 485,26¢ $ 42,44: $ 380,15 $ 186,12( $ 100,45. $ 7,570,310
Ending gross loan balance
Individually evaluated for impairmer $  2,342,09 $ 19,79 % 0 $ 0 $ 0o $ 0 $ 2361,88
Collectively evaluated for impairme 318,994,88 35,212,67 919,06 23,566,78 9,591,72! 0 388,285,14
$ 321,33698 $ 35,23246 $ 919,060 $ 23,566,78 $ 9,691,720 $ 0 $ 390,647,02
December 31, 201.
Allowance for loan losses for loar
Individually evaluated for impairmer  $ 548,54: $ 0o $ 0 $ 0o $ 0o $ 0 $ 548,54
Collectively evaluated for impairme 6,022,74 473,72 50,06 383,65: 285,73¢ 210,50¢ 7,426,43:
$ 6,571,299 $ 473,72 $ 50,06: $ 383,65: $ 285,73« % 210,50¢ $ 7,974,97!
Ending balances of loar
Individually evaluated for impairmel $  5,890,74 $ 21,31: % 0 $ 101099 $ 0o $ 0 $ 692305
Collectively evaluated for impairme 310,183,78 36,507,19 1,095,80 24,648,09 11,628,26 0 384,063,13
$ 316,074,553 $ 36,528,500 $ 1,095,800 $ 25,659,09 $ 1162826 $ 0 $ 390,986,18
Changes in the reserve for off-balance-sheet comemits were as follows:
THREE MONTHS ENDED JUNE 30, SIX MONTHS ENDED JUNE 30,
2013 2012 2013 2012
Balance, beginning of peric $ 123,97 $ 103,58t $ 108,20¢ $ 119,20:
Provision (Recovery) to Operations for Off Balai@teset (2,459 12,41« 13,31t (3,200
Ba|ance, end of peric $ 121,52‘ $ 116,00: $ 121,52‘ $ 116,00:

The method for calculating the reserve for off-bakxsheet loan commitments is based on a resergerpiage which is less than other
outstanding loan types because they are at a légkelevel. This reserve percentage, based on rfatgrs including historical losses and
existing economic conditions, is evaluated by managnt periodically and is applied to the total shdrsed loan commitment balance to
calculate the reserve for off-balance-sheet commits Reserves for off-balance-sheet commitmentsegorded in interest payable and othe
liabilities on the condensed consolidated balaheets.

At June 30, 2013 and December 31, 2012, loansechati $390,647,028 and $390,986,187, respectiweie pledged as collateral on advance
from the Federal Home Loan Bank.

NOTE 6 — OTHER REAL ESTATE OWNED

As of June 30, 2013, the Company owned nine priggentith outstanding balances of approximately $1,800, as compared to one property
consisting of residential land that was written ddw a zero balance that was classified as otlaestate as of December 31, 2012. Each of
these properties was acquired through loan forastosThe residential land property the Companyexhat June 30, 2013 and December 31,
2012, was written down to a zero balance becauspuhlic utilities have not been obtainable remigthese land lots unmarketable at this
time. There was one sale of an OREO property duhie six months ended June 30, 2013 resultingdssaon sale of approximately $1,000,
as compared to one sale recorded in the first siths of 2012 that resulted in a gain on sale pf@pmately $4,000.

Real estate properties acquired through, or indielpan foreclosure are to be sold and are ihiti@corded at the lower of carrying amount of
the loan or fair value of the property at the d#téoreclosure less selling costs. Subsequentdriecfosure, valuations are periodically
performed and any subject revisions in the estirobfair value are reported as adjustment to thieyoeg value of the real estate, provided the
adjusted carrying amount does not exceed the afigimount at foreclosure. Revenues and expens@sdperations and changes in the
valuation allowance are included in other operaérgenses.
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NOTE 7 — OTHER POST-RETIREMENT BENEFIT PLANS

During January 2008, the Bank awarded certain @ffi@ salary continuation plan (the “Plan”). Unier Plan, the participants will be
provided with a fixed annual retirement benefit fiwenty years after retirement. The Bank is alspoasible for certain pre-retirement death
benefits under the Plan. In connection with theléngentation of the Plan, the Bank purchased sipgdeium life insurance policies on the |
of each of the officers covered under the Plan. Baek is the owner and partial beneficiary of thifeeinsurance policies. The assets of the
Plan, under Internal Revenue Service regulatiomspaned by the Bank and are available to satfefyGompany’s general creditors.

During January 2008 the Bank awarded two of iteaors a director retirement plan (“DRP”). Undex DRP, the participants will be provided
with a fixed annual retirement benefit for ten yeatfter retirement. The Bank is also responsibieéotain pre-retirement death benefits under
the DRP. In connection with the implementationtef DRP, the Bank purchased single premium liferarste policies on the life of each
director covered under the DRP. The Bank is theepvand partial beneficiary of these life insurapoécies. The assets of the DRP, under
Internal Revenue Service regulations, are the ptppé the Bank and are available to satisfy thaelBsigeneral creditors.

Future compensation under both plans is earnesefwices rendered through retirement. The Bankuasdor the salary continuation liability
based on anticipated years of service and vestingdsiles provided under the plans. The Bank’s ntitvenefit liability is determined based on
vesting and the present value of the benefitscatri@sponding discount rate. The discount rate issad equivalent rate for investment-grade
bonds with lives matching those of the serviceqasiremaining for the salary continuation contrastsich average approximately 20 years.
The salary continuation liability as of June 3012@&nd December 31, 2012 was $1,921,000 and $0@D0espectively, and is reported in
interest payable and other liabilities on the corsgel consolidated balance sheets.

During January 2008, the Bank purchased $4.7 millicbank owned life insurance policies and entémezlsplit-dollar life insurance
agreements with certain officers and directorscdnnection with the implementation of the splitidoagreements, the Bank purchased single
premium life insurance policies on the life of eadtihe officers and directors covered by the apdiiar life insurance agreements. The Bar
the owner of the policies and the partial beneficia an amount equal to the cash surrender vditigeqpolicies.

The combined cash surrender value of all Bank-owifieéhsurance policies recorded in other assatthe condensed consolidated balance
sheet was $11,885,000 and $11,680,000 at Jun®38,ghd December 31, 2012, respectively.

NOTE 8 — FINANCIAL INSTRUMENTS AND FAIR VALUE MEASU REMENTS

Fair values of financial instruments —The consolidated financial statements include veriestimated fair value information as of June 30,
2013 and December 31, 2012. Such information, whétains to the Company’s financial instrument&gnot purport to represent the
aggregate net fair value of the Company. Furttner fair value estimates are based on various agmmapmethodologies, and subjective
considerations, which vary widely among differantificial institutions and which are subject to af&an

Fair value measurements defines fair value, estadsi a framework for measuring fair value, esthbtisa three-level valuation hierarchy for
disclosure of fair value measurement and enharisedure requirements for fair value measuremdiits.valuation hierarchy is based upon
the transparency of inputs to the valuation of sgetor liability as of the measurement date. Tineetlevels are defined as follow:

Level 1: Inputs to the valuation methodology aneted prices (unadjusted) for identical assetsabilities in active markets.

Level 2: Inputs to the valuation methodology imtguguoted prices for similar assets and liabiliteactive markets and inputs that are
observable for the asset or liability, either dileor indirectly, for substantially the full terof the financial instrument.

Level 3: Inputs to the valuation methodology amehservable and significant to the fair value meament.

In certain cases, the inputs used to measuredhievmay fall into different levels of the fair ual hierarchy. In such cases, the level in the fai
value hierarchy within which the fair value measoeat in its entirety falls has been determined asethe lowest level input that is
significant to the fair value measurement in itdrety. The Company’s assessment of the signifieasf a particular input to the fair value
measurement in its entirety requires judgment,a@msiders factors specific to the asset or lighilitransfers between levels of the fair value
hierarchy are recognized on the actual date oétleat or circumstance that caused the transfeghwdenerally corresponds with the
Company’s quarterly valuation process.

21




Table of Contents
Following is a description of valuation methodokgiused for assets and liabilities in the tablémoe

Cash and cash equivalentsThe carrying amounts of cash and cash equival@uzimate their fair value and are consideredval g
valuation.

Restricted Equity Securiti- The carrying amounts of the stock the Company’ssin FRB and FHLB approximate their fair value ane
considered a level 2 valuation.

Loans receivabl— For variablerate loans that reprice frequently and have noifsignt change in credit risk, fair values are lthea carrying
values. The fair values for other loans (e.g., estdte construction and mortgage, commercialjratdliment loans) are estimated using
discounted cash flow analyses, using interest @tgently being offered for loans with similarres to borrowers of similar credit quality. 1
allowance for loan losses is considered to be soreble estimate of loan discount due to credisrisSThe Company’s fair value model takes
into account many inputs including current marlke&s on new loans, the U.S. treasury yield cunlBOR yield curve, rate floors, rate
ceilings, remaining maturity, and average life lobse specific loan type. Net loans are considéodat a level 3 valuation.

Deposit liabilities— The fair values estimated for demand depositer@st and non-interest checking, savings, andicetpes of money
market accounts) are, by definition, equal to tm@ant payable on demand at the reporting datetlied. carrying amounts). The carrying
amounts for variable-rate, fixed-term money madatounts and certificates of deposit approximag@ fhir values at the reporting date. Fair
values for fixed-rate certificates of deposit aséreated using a discounted cash flow calculati@b &pplies interest rates currently being
offered on certificates to a schedule of the agapeegxpected monthly maturities on time depoditse fair value of deposits is determined by
the Companys internal assets and liabilities modeling systieat &ccounts for various inputs such as decay, nattesfloors, FHLB yield curve
maturities and current rates offered on new acauR&ir value on deposits is considered a lewell@ation.

Interest receivable and payat- The carrying amounts of accrued interest appraténtheir fair value and are considered to be el v
valuation.

Off-balancesheet instruments- Fair values for the Bank’s off-balance-sheet ingtommitments are based on fees currently chaxgedter
into similar agreements, taking into account theaming terms of the agreements and the creditistgrof the counterparties. The Company
considers the Bank’s off balance sheet instrumientie a level 3 valuation.
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The estimated fair values of the Company’s findnostruments at June 30, 2013 were as follows:

Hierarchy
Carrying Fair Valuation
Amount Value Level
Financial assets:
Cash and cash equivale $ 105,717,188 $ 105,717,18 1
Restricted equity securiti 3,170,25! 3,170,25! 2
Loans, ne 382,512,48 396,704,69 3
Interest receivabl 1,905,35! 1,905,35! 2
Financial liabilities:
Deposits (577,129,08) (564,828,51) 3
Interest payabl (52,639 (52,639 2
Off-balance-sheet assets (liabilities)
Commitments and standby letters of crt (476,629 3
The estimated fair values of the Company’s findrnostruments at December 31, 2012 were as follows:
Hierarchy
Carrying Fair Valuation
Amount Value Level
Financial assets:
Cash and cash equivale $ 141,334,99 $ 141,334,99 1
Restricted equity securiti 3,129,75! 3,129,75I 2
Loans, ne 382,411,36 398,029,90 3
Interest receivabl 1,654,47. 1,654,47. 2
Financial liabilities:
Deposits (586,992,65) (587,430,71) 3
Interest payabl (67,959 (67,95¢) 2
Off-balance-sheet assets (liabilities)
Commitments and standby letters of cre (422,036 3
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Assets and liabilities measured at fair value oacairring and non-recurring basis as of June 303 2d December 31, 2012 are summarized
below:

Fair Value Measurements at June 30, 2013 Usir

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs
June 30, 201: (Level 1) (Level 2) (Level 3)
Assets and liabilities measured on a recurringsh
Available-for-sale securities
U.S. agencie $ 53,102,000 $ 0 $ 53,102,000 $ 0
Collateralized mortgage obligatio 10,868,42 0 10,868,42 0
Municipalities 41,711,34 0 41,711,34 0
SBA Pools 1,147,29 0 1,147,29 0
Corporate Deb 4,796,801 0 4,796,801 0
Asset backed securitir 4,894,79 0 4,894,779
Mutual Fund 2,806,88. 2,806,88. 0 0
Assets and liabilities measured on a-recurring basis
Impaired loan: $ 2,239,58. $ 0 % 0 % 2,239,58
Other real estate own: $ 1,827,20. $ 0 % 0 % 1,827,20.
Fair Value Measurements at December 31, 2012 Usi
Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
December 31 Identical Assets Inputs Inputs
2012 (Level 1) (Level 2) (Level 3)
Assets and liabilities measured on a recurringsh
Available-for-sale securitie
U.S. agencie $ 55517,05 $ 0 $ 5551705 $ 0
Collateralized mortgage obligatio 12,604,38 0 12,604,38 0
Municipalities 26,992,28 0 26,992,28 0
SBA Pools 1,178,30: 0 1,178,30: 0
Corporate dek 4,705,60; 0 4,705,60: 0
Mutual Fund 2,868,24i 2,868,24i 0 0
Assets and liabilities measured on a-recurring basis
Impaired Loan: $ 4,980,34. $ 0 $ 0 % 4,980,34
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Following is a description of valuation methodokegused for assets and liabilities recorded avédire.

Available-for-sale securities Investment securities available-for-sale are reedrat fair value on a recurring basis. Fair vahgasurement is
based upon quoted market prices, if availablejutfited market prices are not available, fair vahresmeasured using independent pricing
models or other model-based valuation techniquels as the present value of future cash flows, aeljuor the security’s credit rating,
prepayment assumptions, and other factors sucteds ss assumptions. Level 1 securities inclimbse traded on an active exchange, suck
as the New York Stock Exchange, U.S. Treasury #&esithat are traded by dealers or brokers irvaaver-the-counter markets and money
market funds. Level 2 securities include mortghgeked securities issued by government sponsotétenmunicipal bonds and corporate
debt securities. Securities classified as LeviatRide asset-backed securities in less liquid etarivhere significant inputs are unobservable.

Impaired loans- ASC Topic 820 applies to loans measured for immpant using the practical expedients permitted BYCA opic 310,
Accounting by Creditors for Impairment of a Lc. The Company does not record loans at fair vatua recurring basis. However, from time
to time, a loan is considered impaired and an alme for loan losses is established. Loans fochvhiis probable that payment of interest
principal will not be made in accordance with tlo@tractual terms of the loan agreement are coreidenpaired. Impaired loans where an
allowance is established based on the fair valimlidteral less the cost related to liquidatiorthaf collateral require classification in the fair
value hierarchy. When the fair value of the celtat is based on an observable market price orrarduappraised value, the Company records
the impaired loan as non-recurring Level 3. Likssyiwhen an appraised value is not available oagement determines the fair value of the
collateral is further impaired below the appraisatie and there is no observable market priceCtdrapany records the impaired loan as non-
recurring Level 3.

Other Real Estate Ownedther real estate assets (“OREQ”) acquired thnpuogin lieu of, foreclosure are held-for-sale and initially
recorded at the lower of cost or fair value, lesdrgy costs. Any write-downs to fair value at tivae of transfer to OREO are charged to the
allowance for loan losses, subsequent to foreobosAppraisals or evaluations are then done peradigithereafter charging any additional
write-downs or valuation allowances to the apprterexpense accounts. Values are derived fromaeaps of underlying collateral and
discounted cash flow analysis. OREO is classifiétin Level 3 of the hierarchy.

NOTE 9 — EARNINGS PER SHARE

Earnings per share (“EPS”) are based upon the wergverage number of common shares outstandimggdeach year. The following table
shows: (1) weighted average basic shares, (2)teffatilutive securities related to stock optiomslanon-vested restricted stock, and

(3) weighted average shares of common stock andnoomstock equivalents. Net income available to comstockholders is calculated as ne
income reduced by dividends accumulated on prefesteck. Basic EPS are calculated by dividing nebine available to common
stockholders by the weighted average number of comshares outstanding during each period, exclugivgsted restricted stock awards.
Diluted EPS are calculated using the weighted ayediluted shares, which reflects the potentialtitih that could occur if securities or other
contracts to issue common stock were exercisedmrarted into common stock. The dilutive sharefuinhed in year-to-date diluted EPS is a
weighted average of the dilutive shares includegkich quarterly diluted EPS computation underrdesury stock method. We have two fol

of outstanding common stock: common stock and urde®stricted stock awards. Holders of restristedk awards receive non-forfeitable
dividends at the same rate as common stockholderghay both share equally in undistributed earsing

The Company’s calculation of basic and diluted e@® per share (“EPS”) for the three and six mgmatiods ended June 30, 2013 and 2012
are reflected in the table below.

THREE MONTHS ENDED

JUNE 30,
In thousands (except share and per share amount 2013 2012
BASIC EARNINGS PER SHARI
Net income available to common shareholc $ 137439 $ 1,237,58!
Weighted average shares outstanc 7,802,01. 7,728,02.
Net income per common she $ 0.1t $ 0.1€
DILUTED EARNINGS PER SHARE
Net income available to common shareholc $ 1,37439. $ 1,237,58
Weighted average shares outstanc 7,802,01: 7,728,02.
Effect of dilutive stock option 6,82¢ 11,41¢
Effect of dilutive nor-vested restricted shar 34,12: 11,51(
Weighted average shares of common stock and constook equivalent 7,842,96. 7,750,95;
Net income per diluted common shi $ 0.1 $ 0.1€

25




Table of Contents

SIX MONTHS ENDED

JUNE 30,
In thousands (except share and per share amount 2013 2012
BASIC EARNINGS PER SHARI
Net income available to common shareholc $ 2,606,32. $ 2,529,741
Weighted average shares outstanc 7,790,23! 7,725,311
Net income per common she $ 03 $ 0.3¢
DILUTED EARNINGS PER SHARE
Net income available to common shareholc $ 2,606,32. $ 2,529,741
Weighted average shares outstanc 7,790,233 7,725,311
Effect of dilutive stock option 11,45¢ 14,51¢
Effect of dilutive noi-vested restricted shar 35,03¢ 7,61¢
Weighted average shares of common stock and constook equivalent 7,836,73! 7,747,441
Net income per diluted common shi $ 0.3: $ 0.3:

During the three and six month periods ended JOn@@®L3, anti-dilutive weighted average optionpuechase 69,995 and 71,738 shares of
common stock, respectively, were outstanding witbgs ranging from $8.25 to $15.67. Anti-dilutmeighted average stock options of
208,375 and 214,000 were outstanding during treethnd six month periods of 2012, respectivelyh wiices ranging from $7.04 to $15.67.
These options were not included in the computatifodiluted EPS because the options’ exercise pviee greater than the average market pric
of the common shares. These options begin to @xpi2015.

There were no anti-dilutive non-vested restrictiedtls grants for the three and six months ended 30n2013 and 2012.
Item 2. Management'’s Discussion and Analysis ofirancial Condition and Results of Operations

The following discussion explains the significaattors affecting our operations and financial posifor the periods presented. The discus
should be read in conjunction with our financiatetments and the notes related thereto which appdaat are referenced to elsewhere in this
report, and with the audited consolidated finansiatements and accompanying notes included i2@12 Annual Report on Form 10-K, as
amended. Average balances, including balancesinsmdculating certain financial ratios, are gexfigrcomprised of average daily balances.

The discussion and analysis of our financial caodiand results of operations is based upon oanfifal statements, which have been preg

in accordance with accounting principles generatlgepted in the United States of America. The pegjomm of these financial statements
requires management to make estimates and judghentaffect the reported amounts of assets ahdities, revenues and expenses, and
related disclosures of contingent assets and iliaisilat the date of our financial statements. Attasults may differ from these estimates unde
different assumptions or conditions. This discussiod analysis includes executive management’s fdgdament”) insight of the Company’s
financial condition and results of operations okQ@alley Bancorp and its subsidiary. Unless othisesstated, the “Company” refers to the
consolidated entity, Oak Valley Bancorp, while tBank” refers to Oak Valley Community Bank

Forward-Looking Statements

Some matters discussed in this Form 10-Q may hevédial-looking statements” within the meaning of frévate Litigation Reform Act of
1995 and therefore may involve risks, uncertaingied other factors which may cause our actual rssial be materially different from the
results expressed or implied by our forward-lookatgtements. These statements generally appeamwitds such as “anticipate,” “believe,”
“estimate,” “may,” “intend,” and “expect.” Althoucgh management believes that the assumptions andtatipas reflected in such forward-
looking statements are reasonable, it can give sgueance that such expectations will prove to reect. Factors that could cause actual
results to differ from results discussed in forwérdking statements include, but are not limitedetwonomic conditions (both generally and in
the markets where the Company operates); compefitoon other providers of financial services offétey the Company; changes in
government regulation and legislation; changesiteiest rates; material unforeseen changes initrential stability and liquidity of th
Company’s credit customers; risks associated witlcentrations in real estate related loans; chanigesccounting standards and
interpretations ; and other risks as may be dethfflem time to time in the Companyilings with the Securities and Exchange Commissll
of which are difficult to predict and which may tseyond the control of the Company or the Compdrhe Company undertakes no obligation
to revise forward-looking statements to reflectras@r changes after the date of this discussioto seflect the occurrence of unanticipated
events.
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Forward-looking statements speak only as of the dateaheynade, and the Company does not undertake tateporwardtooking statemen
to reflect circumstances or events that occur afterdate the forward-looking statements are madesther as a result of new information,
future developments or otherwise, except as magdngéred by law

Critical Accounting Estimates
Management has determined the following five actiogmolicies to be critical:
Asset Impairment Judgmel

Certain of our assets are carried in our consaitibtlance sheets at fair value or at the loweosf or fair value. Valuation
allowances are established when necessary to rizeoigmpairment of such assets. We periodicallyqrenfanalyses to test for impairment of
various assets. In addition to our impairment asesdyrelated to loans, another significant impaitraealysis relates to other than temporary
declines in the value of our securities.

Our available for sale portfolio is carried at e&tied fair value, with any unrealized gains anddgsnet of taxes, reported as
accumulated other comprehensive income in sharetwldquity. We conduct a periodic review and eattin of the securities portfolio to
determine if the value of any security has declibelbw its carrying value and whether such dedbnather than temporary. If such decline is
deemed other than temporary, we would adjust thgiog amount of the security by writing down trexarity to fair market value through a
charge to current period income. The market vatfiesir securities are significantly affected by ieges in interest rates.

In general, as interest rates rise, the markeevaldixed-rate securities will decrease; as irgerates fall, the market value of fixed-
rate securities will increase. With significant ngas in interest rates, we evaluate our intentadnility to hold the security for a sufficient time
to recover the recorded principal balance. Estichéde values for securities are based on publigireskcurities dealers’ market values. Marke
volatility is unpredictable and may impact suchuess.

Allowance for Loan Losst

Accounting for allowance for loan losses involvam#icant judgment and assumptions by managemmshisabased on historical
data and management’s view of the current econemizonment. At least on a quarterly basis, our ag@ment reviews the methodology and
adequacy of allowance for loan losses and repisresssessment to the Board of Directors for itiereand approval.

We base our allowance for loan losses on an estimaf probable losses inherent in our loan poidfdDur methodology for
assessing loan loss allowances are intended tcedta differences between estimated and actusddaand involves a detailed analysis of oul
loan portfolio in three phases:

« the specific review of individual loans,
« the segmenting and review of loan pools with similsaracteristics, and
« our judgmental estimate based on various subjetdisters.

The first phase of our methodology involves thecffiereview of individual loans to identify and msure impairment. We evaluate
each loan by use of a risk rating system, excaptdmogeneous loans, such as automobile loans@nd mortgages. Specific risk rated loans
are deemed impaired if all amounts, including gpatand interest, will likely not be collectedarcordance with the contractual terms of the
related loan agreement. Impairment for commercidlr@al estate loans is measured either basecegrdélent value of the loan’s expected
future cash flows or, if collection on the loarcilateral dependent, the estimated fair valudefdollateral, less selling and holding costs.

The second phase involves the segmenting of thainel@r of the risk rated loan portfolio into grougspools of loans, together with
loans with similar characteristics, for evaluatitvie determine the calculated loss ratio to each pmol based on its historical net losses and
benchmark it against the levels of other peer banks
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In the third phase, we consider relevant internal external factors that may affect the collectgbdf loan portfolio and each group
of loan pool. The factors considered are, but atdimited to:

« concentration of credits,

« nature and volume of the loan portfolio,
« delinquency trends,

* non-accrual loan trend,

* problem loan trend,

* loss and recovery trend,

« quality of loan review,

« lending and management staff,

« lending policies and procedures,

« economic and business conditions, and
« other external factors, including regulatory review

Our management estimates the probable effect &f soieditions based on our judgment, experiencekandn or anticipated trends.
Such estimation may be reflected as an additidi@iance to each group of loans, if necessary. Mangnt reviews these conditions with
senior credit officers. To the extent that anyhase conditions is evidenced by a specifically tifiable problem credit or portfolio segment as
of the evaluation date, management’s estimateeoétfect of such condition may be reflected asexific allowance applicable to such credit
or portfolio segment. Where any of these conditisn®ot evidenced by a specific, identifiable pesblcredit or portfolio segment as of the
evaluation date, management’s evaluation of therimt loss related to such condition is reflectethé unallocated allowance.

Central to our credit risk management and our assest of appropriate loss allowance is our lodhnnasing system. Under this
system, the originating credit officer assigns baers an initial risk rating based on a thoroughlysis of each borrowes’financial capacity i
conjunction with industry and economic trends. Apyais are made based upon the amount of inheredit ¢cisk specific to the transaction and
are reviewed for appropriateness by senior lineaadit administration personnel. Credits are nooei by line and credit administration
personnel for deterioration in a borrower’s finahcondition which may impact the ability of therbmwer to perform under the contract.
Although management has allocated a portion oatlesvance to specific loans, specific loan pootg] aff-balance sheet credit exposures
(which are reported separately as part of othéiliiiees), the adequacy of the allowance is congiden its entirety.

Nor-Accrual Loan Policy

Interest on loans is credited to income as earnddsaaccrued only if deemed collectible. Accruiainterest is discontinued when a
loan is over 90 days delinquent or if managemeli¢\es that collection is highly uncertain. Genbrgbayments received on non-accrual loan
are recorded as principal reductions. Interestrimes recognized after all principal has been kpaian improvement in the condition of the
loan has occurred that would warrant resumptiointefest accruals. Loans are considered pastfdiie iequired principal and interest
payments have not been received as of the datepsychents were due.

Stock-Based Compensation

The Company recognizes in the consolidated statenoéiincome the grant-date fair value of stockanst and other equity-based
forms of compensation issued to employees oveeltin@oyees’ requisite service period (generallywibsting period). The Company uses the
straight-line recognition of expenses for awardhgraded vesting. The Company utilizes a binomieing model for all grants. Expected
volatility is based on the historical volatility tie price of the Company’s stock for the periodaddo the contractual stock option term. The
Company uses historical data to estimate optionceseeand stock option forfeiture rates within aduation model. The expected term of
options granted for the binomial model is deriveahf applying a historical suboptimal exercise fattothe contractual term of the grant. For
binomial pricing, the riskree rate for periods is equal to the U.S. Treagield at the time of grant and commensurate wWithdontractual ter
of the grant. Compensation expense for restristeck awards is determined by the market valub®thares awarded on the grant date
straight lined over the vesting period.
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Other Real Estate Owned

Other real estate owned, which represents redkestguired through foreclosure, or deed in lietoodclosure in satisfaction of
commercial and real estate loans, is carried abther of cost or estimated fair value less thangstied selling costs of the real estate. The fair
value of the property is based upon a current aggdrd he difference between the fair value ofria estate collateral and the loan balance a
the time of transfer is recorded as a loan chaffgéfair value is lower. Subsequent to foreclosumanagement periodically performs
valuations and the OREO property is carried atdaier of carrying value or fair value, less cosisell. The determination of a property’s
estimated fair value incorporates (1) revenueseptefl to be realized from disposal of the prop€&)yconstruction and renovation costs,

(3) marketing and transaction costs, and (4) hgldiosts (e.g., property taxes, insurance and home@vassociation dues). Any subsequent
declines in the fair value of the OREO propertgafhe date of transfer are recorded through awidwn of the asset. Any subsequent
operating expenses or income, reduction in estihnfatie values, and gains or losses on dispositfauoh properties are charged or credited tc
current operations.

Introduction

Oak Valley Community Bank commenced operations ayM991. We are an insured bank under the FeBegdsit Insurance Act and
are a member of the Federal Reserve. Since itsafiton, the Bank has provided basic banking sesvicéndividuals and business enterprises
in Oakdale, California and the surrounding are&® fbcus of the Bank is to offer a range of comia¢tzanking services designed for both
individuals and small to medium-sized businessakértwo main areas of service of the CompanyQéstral Valley and the Eastern Sierras.

The Bank offers a complement of business checkirgsavings accounts for its business customers. BEnk also offers commercial &
real estate loans, as well as lines of credit.| Bstate loans are generally of a short-term ndturboth residential and commercial purposes.
Longer-term real estate loans are generally matteadijustable interest rates and contain normaligians for acceleration. In addition, the
Bank offers traditional residential mortgages tlyloa third party.

The Bank also offers other services for both irtliails and businesses including online banking, terdeposit capture, merchant
services, night depository, extended hours, tra\getdecks, wire transfer of funds, note collectiand automated teller machines in a nationa
network. The Bank does not currently offer intéior@al banking or trust services although the Baray make such services available to the
Bank’s customers through financial institutionshwithich the Bank has correspondent banking relakimms. The Bank does not offer stock
transfer services nor does it directly issue credlitls.

Effective July 3, 2008, Oak Valley Community Bardchme a subsidiary of Oak Valley Bancorp, a newtgldished bank holding
company. Oak Valley Bancorp operates Oak Valley @omity Bank as a community bank in the general cencial banking business, with
our primary market encompassing the California @Géntalley around Oakdale and Modesto, and thedEasierras. As such, unless othen
noted, all references are about Oak Valley Ban(igp “Company”).

Overview of Results of Operations and Financial Codition

The purpose of this summary is to provide an ownof the items management focuses on when evadutite condition of the
Company and its success in implementing its busiaad shareholder value strategies. The Compangiadss strategy is to operate the Ban}
as a well-capitalized, profitable and independemmunity oriented bank. The Company’s shareholdare strategy has three major themes:
(1) enhancing shareholder value; (2) making itaireanking franchise more valuable; and (3) edfitly utilizing its capital.

Management believes the following were importantdes in the Company’s performance during the tlaree six month periods ended
June 30, 2013:

*  Thanks to our deep roots in the communities thasevee, our focus on customer care and our seigaitiviending, during the first
six months of 2013, our performance has been biider most institutions of our size that competeunmarket. Despite the
stagnant economy affecting our primary market aneashave been able to increase our core deposisa5.0 million and have
posted net income available to common sharehotife$8.18 and $0.33 per diluted share for the tlrgk six month periods ended
June 30, 2013, respectively. While recently pigicseconomic data indicates that the current dawmhay be easing, it is not clear
when or at what speed the economy will recoverthBoextent that the weak business climate contjruedl| affect the market areas
that we serve and our results accordingly.

«  The Company recognized net income available to comshareholders of $1,374,000 and $2,606,000 &ottitee and six month
periods ended June 30, 2013, respectively, as qeaipa $1,238,000 and $2,530,000 for the same ¢ei2012. The Company
recognized net income before preferred stock diddeof $1,374,000 and $2,674,000 for the threesanthonths ended June 30,
2013, respectively, as compared to $1,352,000 2r8iL$,000 for the same periods in 2012. The faatontributing to these results
will be discussed below.

»  The Company recognized $68,000 in the six montde@dune 30, 2013, associated with the accrualréderred stock dividends
for the Series B Preferred Stock that the U.S. Sugaowned under the Small Business Lending Fus8Ii(F”). The Company
repurchased 6,750 shares of its Series B Pref&teak in May 2012, and 6,750 shares of its Seri€sderred Stock in March 2013,
leaving no shares of Series B Preferred Stock andigtg as of March 31, 2013.In comparison, theetlared six month periods of
2012 reflected $114,000 and $283,000, respectifehpreferred stock dividends.
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The Company has taken significant steps to recheeisk of loan losses. In the three and six im@etiods ended June 30, 2013,
the provision for loan loss was $100,000 and $20W,Gespectively, which compares to $300,000 afiP®O0 recorded in the same
periods in 2012. The decrease was mainly due tmgement’'s assessment of the appropriate levéhéoallowance for loan losses
and a decrease in the level of non-accrual loams.dompany continues to monitor the Bank’s loartfplio with the objective of
avoiding defaults or write-downs. Despite thes#as, the possibility of additional losses canpeteliminated, but the Board of
Directors and all employees continue to work harthke the best of these continuing challenginglitioms.

Net interest income decreased $188,000 or 3.0%%$6608,000 or 4.8% for the three and six month perertded June 30, 2013,
respectively, compared to the same periods in 20t decrease was primarily due to loan and invest security yield reduction.

Non-interest income increased by $146,000 or 21af®$99,000 or 6.6% for the three and six montkee@dune 30, 2013,
respectively, as compared to the same periodsi@.2The increase was primarily due to increasedsiment service fee income
mortgage commissions.

Non-interest expense increased by $122,000 or 21684164,000 or 1.8% for the three and six monttoge ended June 30, 2013,
respectively, as compared to the same periodsi@.2The increase was due to a combination of esgeeimcurred to support the
growth of our product lines and services, which wfiset in part by strong loan production resultingn increase in deferred loan
cost of $157,000, for the six month period of 2@b8pared to 2012, included in salaries and emplbgeefits.

Total assets decreased $16.4 million or 2.5% fraundinber 31, 2012. Total net loans increased Hyré0lion or 0.0% and
investment securities increased by $15.5 milliod48% from December 31, 2012 to June 30, 2013gevdaeposits decreased by $
million or 1.7% for the same period.

Income Summary

For the three and six month periods ended Jun2(®(®, the Company recorded net income availabt®tomon shareholders of $1,374,000
and $2,606,000, respectively, representing inceeas$137,000 and $77,000, as compared to the paras in 2012. Return on average
assets (annualized) was 0.86% and 0.84% for tee thmd six months ended June 30, 2013, respectasbompared with 0.92% and 0.95%
for the same periods in 2012. Annualized returmegrage common equity was 8.48% and 8.16% fothttee and six months ended June 30,
2013, respectively, as compared to 8.36% and 8f65%e same periods of 2012.

30




Table of Contents

Net income before provisions for income taxes amdigored stock dividends and accretion was up $86f6r the second quarter and do
$268,000 for the six months ended June 30, 2028 the comparable 2012 periods. The income statecoenponents of these variances are
as follows:

Pre-Tax Income Variance Summary:

Effect on Pre-Tax Effect on Pre-Tax
Income Income
Increase (Decrease Increase (Decrease
Three Months Ended Six Months Ended
(In thousands) June 30, 201: June 30, 201:
Change from 2012 to 2013 i
Net interest incom $ (18¢) $ (603)
Provision for loan losse 20C 40C
Nor-interest incomt 14¢€ 99
Nor-interest expens (122) (164)
Change in income before income ta $ € $ (269)

These variances will be explained in the discusbi&low.
Net Interest Income

Net interest income is the largest source of the@y's operating income. For the three and six momettiopls ended June 30, 2013, net
interest income was $6.02 million and $11.87 miljicespectively, which represented decreases &,808 or 3.0% and $603,000 or 4.8%
from the comparable periods in 2012.

The net interest margin (net interest income asregmtage of average interest earning assets) #8%4nd 4.11% for the three and six montt
periods ended June 30, 2013, respectively, a dezeb5 and 59 basis points, as compared to the pariods in 2012. The decrease in the
net interest margin in the first six months of 2@ primarily attributable to a change in the wiixearning assets with a higher portion in
investment securities and interest earning depbaltnces, which had balance increases of $11l@ménd $44.7 million, respectively,
compared to the first six months of 2012. Thedarz®s had yields of 3.55% and 0.26%, respectivelthe first six months of 2013, which
was significantly less than the yield on gross $and thus driving down the overall yield on eagraissets.

The current low market interest rate environmessttned a positive impact on net interest income@vipus years because the Company’s
balance sheet is liability sensitive which typigatsults in our average cost of funds decreagstef than the average yield on interest earnin
assets in a declining rate environment. In 20I8hawve not recognized this benefit to the sameedegs deposit interest rates are at historic
lows and have essentially reached a threshold inhathey cannot reasonably be further reduced. évew the total cost of funds did
recognize a moderate decrease of 7 and 8 basits ffoirthe three and six months ended June 30,,28%Bectively, compared to 2012 due to
further rate reductions and a shift from high d@Bis and FHLB borrowed funds into demand depositrandey market accounts. In addition,
average non-interest-bearing demand deposit balanceeased by $32.7 million and $33.5 million ttee three and six month periods ended
June 30, 2013, respectively, as compared to the pamiods of 2012. Compared to cost of fundsdderease in earning asset yield was more
significant at 62 and 65 basis points for the tlaee six month periods ended June 30, 2013, ragphctcompared to the same periods of
2012. The investment securities portfolio recogdia significant decrease of 77 and 37 basis pfinthe second quarter and six month pe

of 2013, respectively, as compared to 2012, mdieause of the Company deploying cash into invedtserurity purchases, which have
historically low yields. The yield on loans desed moderately by 13 and 31 basis points for thergbquarter and six month period of 2013,
respectively, as compared to 2012, in spite theifsignt portion of our loans that are at their tantual rate floors.
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The following tables shows the relative impact lofieges in average balances of interest earnintsams interest bearing liabilities, and
interest rates earned and paid by the Companyase thssets and liabilities for the three and sirtmperiods ended June 30, 2013 and 2012

Net Interest Analysis

Three Months Ended June 30, 201 Three Months Ended June 30, 201
Interest Avg Interest Avg
Average Income / Rate/ Average Income / Rate/
(Dollars in thousands) Balance Expense Yield Balance Expense Yield
Assets:
Earning asset:
Gross loans (1) (2 $ 39138 $ 5,461 5.60% $ 39105 $ 5,58¢ 5.73%
Investment securities (: 115,47¢ 872 3.03% 103,10: 977 3.80%
Federal funds sol 8,49¢ 5 0.24% 7,831 5 0.26%
Interes-earning deposit 77,97: 54 0.28% 33,94 25 0.30%
Total interes-earning asset 593,32¢ 6,392 4.32% 535,93: 6,59¢ 4.94%
Total noninterest earning ass 45,97¢ 52,37
Total Assets 639,30t 588,30«
Liabilities and Shareholders Equity:
Interes-bearing liabilities:
Interes-earning DDA 8,02¢ 3 0.15% — — 0.00%
Money market deposi 236,95: 84 0.14% 247,14( 12¢ 0.21%
NOW deposit: 80,94 22 0.11% 64,23¢ 23 0.14%
Savings deposil 35,66 13 0.15% 25,91 14 0.22%
Time certificates of deposit $100,000 or m 36,641 70 0.77% 37,66¢ 82 0.87%
Other time deposit 19,87¢ 24 0.48% 21,93: 33 0.60%
Other borrowingt 0 0 0.00% 0 0 0.00%
Total interes-bearing liabilities 418,10: 21€ 0.21% 396,89! 281 0.28%
Noninteres-bearing liabilities
Noninteres-bearing deposit 152,43¢ 119,74(
Other liabilities 3,77% 3,20z
Total nonintere-bearing liabilities 156,21. 122,94.
Shareholder equity 64,99: 68,46¢
Total liabilities and sharehold¢ equity $ 639,30 $ 588,30
Net interest incom $ 6,17¢ $ 6,31¢
Net interest spread (. 4.11% 4.66%
Net interest margin (£ 4.18% 4.73%

(1) Loan fees have been included in the calculationtefest income.

(2) Yields and interest income on municipal securitéied loans have been adjusted to their fully-taxablévalents, based on a federal
marginal tax rate of 34.0%.

(3) Represents the average rate earned on interest@assets less the average rate paid on inteeasiAlg liabilities.
(4) Represents net interest income as a percentageicge interest-earning assets.
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Six months endec

Six months endec

June 30, 201% June 30, 201
Interest Avg Interest Avg
Average Income / Rate/ Average Income / Rate/
(Dollars in thousands) Balance Expense Yield Balance Expense Yield
Assets:
Earning asset:
Gross loans (1) (2 388,07¢ $ 10,547 5.48% $ 39162 $ 11,30" 5.79%
Investment securities (: 109,08« 1,92: 3.55% 97,15: 1,89 3.92%
Federal funds sol 10,17+ 12 0.24% 8,58t 10 0.23%
Interes-earning deposit 87,98 112 0.26% 43,25¢ 55 0.25%
Total interes-earning asset 595,31¢ 12,59« 4.27% 540,62: 13,26¢ 4.92%
Total noninterest earning ass 49,53 53,08¢
Total Assets 644,85. 593,70
Liabilities and Shareholders’ Equity:
Interes-bearing liabilities:
Interes-earning DDA 8,40¢ 7 0.17% — — 0.00%
Money market deposi 241,81: 17¢ 0.15% 252,05¢ 27€ 0.22%
NOW deposit: 79,28¢ 44 0.11% 64,92¢ 51 0.16%
Savings deposit 33,95¢ 27 0.16% 25,14’ 30 0.24%
Time certificates of deposit $100,000 or m 37,34 14t 0.78% 36,99: 165 0.89%
Other time deposit 19,95¢ 49 0.50% 22,56: 74 0.66%
Other borrowing: 0 0 0.00% 94C 5 1.07%
Total interes-bearing liabilities 420,75¢ 45C 0.22% 402,62: 601 0.30%
Noninteres-bearing liabilities
Noninteres-bearing deposit 153,27: 119,74
Other liabilities 3,73¢ 1,352
Total nonintere-bearing liabilities 157,00¢ 121,09:
Shareholder equity 67,08: 69,99:
Total liabilities and shareholde equity 644,85: $ 593,70
Net interest incom $ 12,14« $ 12,66¢
Net interest spread (. 4.05% 4.62%
Net interest margin (< 4.11% 4.70%

(1) Loan fees have been included in the calcutatibinterest income.

(2) Yields and interest income on municipal se@siand loans have been adjusted to their fullyitdex equivalents, based on a federal

marginal tax rate of 34.0%.

(3) Represents the average rate earned on int&@sting assets less the average rate paid on istdyearing liabilities.

(4) Represents net interest income as a percerthgeerage interest-earning assets.
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Shown in the following tables are the relative isaon net interest income of changes in the aeevagstanding balances (volume) of earning
assets and interest bearing liabilities and thesraarned and paid by the Company on those asgklisibilities for the three and six month
periods ended June 30, 2013 and 2012. Changetehest income and expense that are not attriteisgd@cifically to either rate or volume are
allocated to the rate column below.

Rate / Volume Variance Analysi
(In thousands)

For the Three Months Ended
June 30,
2013 vs 201
Increase (Decrease
in interest income and expens
due to changes in

Volume Rate Total
Interest income:
Gross loans (1) (¢ $ 5 % (133 % (12¢)
Investment securities (. 117 (222) (20%)
Federal funds sol 0] 0 0
Interes-earning deposit 32 (3) 29
Total interest income  $ 154 § (358) $ (204)
Interest expense:
Interes-earning DDA 0] 3 3
Money market deposi (5) (40 (45)
NOW deposits 6 ) @
Savings deposil 5 (6) (@D}
Time CD $100K or mor: 2 (10 12
Other time deposit ©)] (6) (9
Other borrowing 0 0 0
Total interest expens  $ 1 8 (66) $ (65)
Change in net interest incom  $ 15¢  § (2929 $ (139

(1) Loan fees have been included in the calculationtefest income.
(2) Interest income on municipal securities and loassheen adjusted to their fully-taxable equivaldmased on a federal marginal tax rate o
34.0%.

The table above reflects the current low interatg environment has impacted assets more thalitlehas indicated by the decrease of
$292,000 in net interest income due to the rateghdor the second quarter of 2013. This is npicl for the Company, as we have
historically been liability sensitive in recent yea However, purchases of investment securitigBerpast 12 months at market interest rates
lower than our overall portfolio reflects a deceea$ $222,000 due to the lower yield of the newusiges. Additionally, the decrease in loan
yields resulted in a $133,000 decrease to loamesténcome for the quarter compared to prior y8dre increase in all earning asset categt
combined with the overall change in mix of balaneesilted in an increase of $153,000 to net inténesme over the same period.
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For the Six Months Ended June 30
2013 vs 201.
Increase (Decrease
in interest income and expens
due to changes in

Volume Rate Total

Interest income:
Gross loans (1) (¢ $ (102) % (658 % (760)
Investment securities (. 233 (207) 26
Federal funds sol 2 0 2
Interes-earning deposit 57 0 57
Total interest income  $ 19C $ (865 $ (675

Interest expense
Interes-earning DDA — 7 7
Money market deposi (12) (87) (98)
NOW deposits 11 (18) @)
Savings deposil 11 (14) 3
Time CD $100K or mor: 2 (22 (20)
Other time deposit (9 (16) (25)
Other borrowing: (5 0 (5
Total interest expens  $ 1 $ (150 $ (157
Change in net interest incom  $ 191§ (719 $ (529

(1) Loan fees have been included in the calculationtefest income.
(2) Interest income on municipal securities and loassleen adjusted to their fully-taxable equivaldmased on a federal marginal tax rate o
34.0%.

The table above reflects the current low interat environment has impacted assets more thalitlehas indicated by the decrease of
$715,000 in net interest income due to the rataghdor the first six months of 2013. This is hgtical for the Company, as we have
historically been liability sensitive in recent yga However, purchases of investment securitiégBerpast 12 months at market interest rates
lower than our overall portfolio reflects a deceea$ $207,000 due to the lower yield of the newusiéies. Additionally, the decrease in loan
yields resulted in a $658,000 y-to-date decrease to loan interest income compgarpdor year. The decreased loan volume was oifffgehe
increase in investment securities and combined thigtoverall change in mix of balances resultegnnncrease of $191,000 to net interest
income over the same period.
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Non-Interest Income

Nonr-interest income represents service charges orsdeggmzounts and other non-interest related chargddees, including fees from
mortgage commissions and investment service femriec For the three and six month periods ended 30n2013, non-interest income was
$817,000 and $1,602,000, respectively, represemurgases of $146,000 or 21.7% and $99,000 or 6c6tapared to the same periods in
2012.

The following tables show the major componentsasf-interest income:

For the Three Months Ended June 30

2013 2012 $ change % change
Service charges on depos $ 298,81° $ 300,49¢ $ (1,687) (0.6)%
Earnings on cash surrender value of life
insurance 105,00( 105,00( 0 0.0%
Mortgage commissior 86,18¢ 60,37¢ 25,81( 42.7%
Gains on called securitit 16,21 13,45¢ 2,751 20.5%
Other income 311,49. 192,82¢ 118,66: 61.5%
Total nor-interest income $ 817,71( $ 672,16( $ 145,55( 21.7%
For the Six Months Ended June 30
2013 2012 $ change % change
Service charges on depos $ 585,63! $ 581,57¢ $ 3,95¢ 0.7%
Earnings on cash surrender value of life
insurance 205,54 210,00( (4,459 (2.1)%
Mortgage commissior 136,70: 107,78 28,91! 26.8%
Gains on called securitit 34,56¢ 35,00: (43¢ (1.3)%
Other income 639,99! 569,02( 70,97! 12.5%
Total nor-interest incom¢ $ 1,602,34. $ 1,503,38 $ 98,95¢ 6.6%

Service charges on deposits decreased by $2,0@0ef@econd quarter and increased $4,000 for xhmaith period ended June 30, 2013,
compared to the same periods in 2012, as a refsait imcrease in the number of transaction depasibunts. Mortgage commissions have
increased by $26,000 and $29,000 for the threesanhonth periods of 2013, respectively, as compéwehe same periods of 2012 as a resul
of the escalated demand for home purchases aménefng due in part to the current low interest etvironment.

Other income increased by $119,000 and $71,00théthree and six month periods ended June 30, 284Bectively, as compared to the
same periods of 2012, mainly as a result of the-feedate increases of $157,000 in investment serfge income, $55,000 in debit card fee
income, and a decrease in the checking cash bagkde contra expense accrual of $92,000.

Non-Interest Expense

Nor-interest expense represents salaries and berafitspancy expenses, professional expenses, ostsidees, and other miscellaneous
expenses necessary to conduct business.

The following tables show the major componentsasf-mterest expenses:

For the Three Months Ended June 30

2013 2012 $ change % change
Salaries and employee bene $ 2,595,22. $ 2,514,18 $ 81,03¢ 3.2%
Occupancy 741,37¢ 743,20¢ (1,839 (0.2)%
Data processing fe¢ 303,08! 278,00: 25,08: 9.0%

OREO expense 784 (1,71¢) 2,50( (145.7)%
Regulatory assessments (FDIC & D 120,00( 116,00( 4,00( 3.4%
Other 973,40: 962,34! 11,06( 1.1%
Total nor-interest incomt $ 4,733,861 $ 4,612,01' $ 121,84 2.6%
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For the Six Months Ended June 30

2013 2012 $ change % change
Salaries and employee bene $ 5,139,14 $ 5,089,741 $ 49,39t 1.0%
Occupancy 1,481,38. 1,494,08; (12,699 (0.8)%
Data processing fet 607,60: 555,86 51,73¢ 9.3%
OREO expense 784 18,35¢ (17,579 (95.7)%
Regulatory assessments (FDIC & D 240,00( 233,00( 7,00( 3.0%
Other 1,904,04, 1,817,73. 86,30¢ 4.7%
Total nor-interest incomt $ 9,372,95 $ 9,208,78 $ 164,171 1.8%

Non-interest expenses increased by $122,000 or 2.6P4&4,000 or 1.8% for the three and six months @éddee 30, 2013, respectively, as
compared to the same periods of 2012. Salariegmpibyee benefits increased $81,000 and $49,00bdchree and six months ended

June 30, 2013, respectively, as compared to the pamiods of 2012. The salary and benefit incresseoffset in part by an increase in
deferred loan costs of $157,000, stemming frormgttoan production during the first six months 6.3. Data processing fees increased by
$25,000 and $52,000 for the three and six montiogerended June 30, 2013, respectively, from tinepewable 2012 periods, as a result of ar
increased number of transaction accounts and th&nsion of our products and services. Also contifiguvas an increase in other expense of
$11,000 and $86,000 for the three and six montdecddune 30, 2013, respectively, compared to time ggeriods in 2012, due to a
combination of expenses incurred to support thevtir@f our product lines and services.

FDIC and DFI (California Department of Financiasiitutions) regulatory assessments were $120,00%240,000 for the three and six
months ended June 30, 2013, respectively, repiiageam increase of $4,000 and $7,000 comparecktgaime periods of 2012. The initial k
assessment rate for financial institutions vari&sel on the overall risk profile of the institutias defined by the FDIC. The increase in 20:
due to a higher deposit base in 2013 as compar2@ditd, as the FDIC assessment rates are appladktage quarterly total liabilities as the
primary basis.

Occupancy expenses decreased by $2,000 and $18ra0@ three and six months ended June 30, 2@%Bectively, as compared to the prior
year.

OREO expenses in the three and six months ended3yr2013, reflects a loss on sale of an OREOgptppf $1,000, compared to a $2,000
gain recorded the second quarter of 2012 and erpErl8,000 for six month period of 2012. Incldddthin the 2012 totals was a gain on
OREDO sale of $4,000 and the remaining expensérisged to general overhead such as property tamdaitilities associated with the
properties classified as other real estate owfdubre have been four foreclosures which has ineceaar OREO inventory from one property
as of June 30, 2012 to nine properties as of JAn2@L.3. There was one sale of OREO property duhia first six months of 2013 resulting
a loss on sale of $1,000 and no sales during tsesiixk months of 2012.

Management anticipates that noninterest expenseavitinue to increase as we continue to grow. el@v, management remains committed
to cost-control and efficiency, and we expect tefkéhese increases to a minimum relative to growth.

Income Taxes

We reported a provision for income taxes of $63@,80d $1,229,000 for the three and six month pesresdied June 30, 2013, respectively,
representing an increase of $13,000 in the secoader and a decrease of $129,000 year-to-datmmpared to the provisions reported in the
comparable periods of 2012. The effective incoaxerate on income from continuing operations was%iland 31.5% for the three and six
months ended June 30, 2013, respectively, compargt.5% and 32.6% for the comparable periods @220These provisions reflect accruals
for taxes at the applicable rates for federal inedax and California franchise tax based upon tepgre-tax income, and adjusted for the
effects of all permanent differences between inconéax and financial reporting purposes (suckamings on qualified municipal securities,
BOLI and certain tax-exempt loans). The dispaniyween the effective tax rates for 2013 as conapar@012 is primarily due to tax credits
from California Enterprise Zones and low incomeging projects as well as tax free-income on loaitisimthese enterprise zones and
municipal securities and loans that comprise aelapgoportion of pre-tax income in 2013 as compaoe2i012.

Asset Quality

Non-performing assets consist of loans on non-acatadlis, including loans restructured on non-acatzus, where the terms of repayment
have been renegotiated resulting in a reductiafeéerral of interest or principal, loans 90 daysnare past due and still accruing interest and
other real estate owned (“OREQ").
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Loans are generally placed on non-accrual statenhwhey become 90 days past due, unless managbeienes the loan is adequately
collateralized and in the process of collectione Plast due loans may or may not be adequatelytealeed, but collection efforts are
continuously pursued. Loans may be restructureahédyagement when a borrower has experienced somgeaha financial status, causing an
inability to meet the original repayment terms, arttere we believe the borrower will eventually amme those circumstances and repay the
loan in full. OREO consists of properties acquibydoreclosure or similar means and which manageinénds to offer for sale.

Non-accrual loans totaled $2.36 million at June 3A,R@&s compared to $6.92 million at December 31220rhe non-accrual loans as of
June 30, 2013 are loans made to five borrowersapifyrfor purposes of real estate construction emmimercial real estate. As of June 30,
2013, we had three loans considered troubled @shbtucturings totaling $1.21 million, all of whiehe included in non-accrual loans.

OREO as of June 30, 2013 consisted of nine pragemine of which was a residential land acquirealifh foreclosure that was written down
to a zero balance because the public utilities Im¢doeen obtainable rendering these land lots dretable at this time. The other eight OF
properties consisted of commercial real estatelamditotaling $1,827,000 and were acquired thrdogéclosure.

The following table presents information about Bamk’s non-performing assets, including asset guaditios as of June 30, 2013 and
December 31, 2012:

Non-Performing Assets

June 30, December 31

(in thousands) 2013 2012
Loans in no-accrual statu $ 2,36z $ 6,92:
Loans past due 90 days or more and acct 0 0

Total nor-performing loan: 2,36z 6,92:
Other real estate ownt 1,821 0

Total nor-performing asset $ 4,18¢ $ 6,928
Allowance for loan losse $ 757C $ 7,97¢
Asset quality ratios

Non-performing assets to total ass 0.65% 1.05%

Non-performing loans to total loa 0.60% 1.77%

Allowance for loan losses to total log 1.94% 2.04%

Allowance for loan losses to total r-performing loan: 320.52% 115.19%

Non-performing assets decreased by $2,734,000 asef3y 2013 as compared to December 31, 2012, piyraa a result of the $4,561,000
reduction in non-accrual loans. This reduction das to principal payments of $1,725,000, loansdtmsed on and transferred to OREO of
$1,881,000, charge-offs of $593,000 and three Itatasing $643,000 that were placed back on acatalis. These reductions were offset b
additions of $144,000 for new loans placed on ngereal status and an advance on an existing nanr@doan of $138,000. Additionally,
OREO balances increased by $1,827,000 during ¥hmaith period ended June 30, 2013 due to foreassen four loans.

Allowance for Loan and Lease Loss€'ALLL")

In anticipation of credit risk inherent in our lénd business, we routinely set aside allowancesutyit charges to earnings. Such charges are
not only made for the outstanding loan portfoliof &lso for off-balance sheet items, such as comarits to extend credits or letters of credit.
Charges made for the outstanding loan portfoliceHasen credited to the allowance for loan lossbsreas charges for off-balance sheet item
have been credited to the reserve forlfance sheet items, which is presented as a canpohother liabilities. The Company recordechl
loss provisions of $100,000 and $200,000 for thedfand six month periods in 2013, respectivelyickvdecreased by $200,000 and $400,!
as compared to the provisions recorded in the smrieds of 2012.

The allowance for loan losses decreased by $40%060.%, to $7.57 million at June 30, 2013, as parad with $7.97 million at

December 31, 2012. The Company recognized theedeerin the allowance for loan losses during tisé gix months of the year due to the ne
loan charge-offs of $605,000 which was partiallisef by loan loss provision of $200,000. The ficiahcondition of certain Bank clients has
stabilized which has improved the overall credikrof the loan portfolio as evidenced by our desega non-accrual loans. The decrease to th
allowance for loan losses resulted in a decreatieeimllowance for loan losses as a percentagetafloans to 1.94% at June 30, 2013, as
compared to 2.04% at December 31, 2012.
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The Company will continue to monitor the adequakcthe allowance for loan losses and make additiorike allowance in accordance with
analysis referred to above. Because of uncertainiteerent in estimating the appropriate levehefallowance for loan losses, actual results
may differ from management’s estimate of crediséssand the related allowance.

The Company makes provisions for loan losses waeguired to bring the total allowance for loan amask losses to a level deemed approj
for the level of risk in the loan portfolio. Atdst quarterly, management conducts an assessmiiat @ferall quality of the loan portfolio and
general economic trends in the local market. Téterdhination of the appropriate level for the albbmwe is based on that review, considering
such factors as historical experience, the voluneetgpe of lending conducted, the amount of andtifled potential loss associated with
specific non-performing loans, regulatory policigeneral economic conditions, and other factoegtedlto the collectability of loans in the
portfolio.

Although management believes the allowance at 30n2013 was adequate to absorb probable lossesaing known and inherent risks in the
portfolio, no assurance can be given that the agveifect of current and future economic condition®ur service areas, or other variables,
will not result in increased losses in the loantfotio in the future.

Investment Activities

Investments are a key source of interest incomedgament of our investment portfolio is set in adaace with strategies developed and
overseen by our Investment Committee. Investmeiahloas, including cash equivalents and interestiiigpaeposits in other financial
institutions, are subject to change over time basedur asset/liability funding needs and interat risk management objectives. Our liqui
levels take into consideration anticipated futuastcflows and all available sources of credits, amdmaintained at levels management beli
are appropriate to assure future flexibility in itireg anticipated funding needs.

Cash Equivalents and Interest-bearing DepositstireoFinancial Institutions

The Company holds federal funds sold, unpledgedadbla-for-sale securities and salable governmeatrgnteed loans to help meet liquidity
requirements and provide temporary holdings uhélfunds can be otherwise deployed or investedfAsine 30, 2013, and December 31,
2012, we had $105.7 million and $141.3 million pecively, in cash and cash equivalents.

Investment Securitie

Management of our investment securities portfalicuses on providing an adequate level of liquiditgd establishing an interest rate-sensitive
position, while earning an adequate level of inmestt income without taking undue risk. Investmestiusities that we intend to hold until
maturity are classified as held-to-maturity sedesitand all other investment securities are diadgsas available-for-sale. Currently, all of our
investment securities are classified as availatieséle. The carrying values of available-for-sal@stment securities are adjusted for
unrealized gains or losses as a valuation allowandeany gain or loss is reported on an after-testsbas a component of other comprehensive
income.

Management has evaluated the investment secysitigfolio to determine if the impairment of any gdty in an unrealized loss position is
temporary or other than temporary. We conductreogie review and evaluation of the securities fmid to determine if the value of any
security has declined below its carrying valuesuth decline is deemed other than temporary, wédnamjust the carrying amount of the
security by writing down the security to fair valtigough a charge to current period income or agehto accumulated other comprehensive
income depending on the nature of the impairmedtraanagements intent or requirement to sell therggc Management has determined t
no investment security is other than temporarilpamed. The unrealized losses are due primarilgterest rate changes.

Deposits
Total deposits at June 30, 2013 were $577.1 mjleo$9.9 million or 1.7% decrease from the deposél of $587.0 million at December 31,

2012. Average deposits increased $52.6 milliod5o4.0 million for the six month period ended J380e2013 as compared to the same perio
in 2012. We attracted deposits due to the safadysanndness of the Bank and our focus on custoeneics.

June 30, December 31 Six month change

(in thousands) 2013 2012 $ %
Demanc $ 165,75: $ 175,58¢{ $ (9,839 (5.6)%
NOW 87,84( 83,86! 3,97¢ 4.7%
MMDA 232,16( 238,99 (6,837) (2.9)%
Savings 36,957 30,18: 6,77¢ 22.5%
Time < $100K 19,52¢ 20,42: (892) (4.4)%
Time > $100K 34,88¢ 37,94¢ (3,056 (8.1)%

$ 577,12¢ $ 586,99: $ (9,864 (L.7)%
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Because our client base is comprised primarilyosfimercial and industrial accounts, individual actdealances are generally higher than
those of consumer-oriented banks. Seven of oentslicarry deposit balances of more than 1% ofaial deposits, two of which had a deposi
balance of more than 3% of total deposits at JnRG@13.

Since our deposit growth strategy emphasizes agpesit growth we have avoided relying on brokereglogits as a consistent source of
funds. The Company had $2.0 million in brokeredas#ts as of June 30, 2013 and December 31, 204f2ecévely. The only brokered
deposits the Bank holds are from CDARS and IC&rtficate of deposit and money market account oy respectively, that exchanges
funds with other network banks to offer full FDI@surance coverage to the customer.

Borrowings

Although deposits are the primary source of furmofir lending and investment activities and fangyal business purposes, we may obtain
advances from the Federal Home Loan Bank of Samcieo (“FHLB”) as an alternative to retail depdsitds. Our outstanding FHLB
advances were paid in full during the first quade2012 and remained a zero balance at Decemh&032 and June 30, 2013, due to elevate
liquidity levels from increased deposits and loagments that allowed us to pay the advances @ge “Liquidity Management” below for the
details on the FHLB borrowings program.

Capital Ratios

We are regulated by the Board of Governors of #deFal Reserve Board (FRB) and are subject todberisies registration and public
reporting regulations of the Securities and Exclea@gmmission. Our banking subsidiary is regulégthe Federal Deposit Insurance
Corporation (FDIC) and the California DepartmentEafancial Institutions (DFI). We are not awareaafy recommendations of regulatory
authorities or otherwise which, if they were toilmplemented, would have a material effect on ayuitiity, capital resources, or operations.

We must comply with regulatory capital requiremesgtablished by the FRB and FDIC. Failure to me&ieimum capital requirements can
initiate certain mandatory, and possibly additiotiatretionary, actions by regulators that, if utaleen, could have a direct material effect on
our financial statements. Under capital adequadgedines and the regulatory framework for promptrective action, we must meet specific
capital guidelines that involve quantitative measusf our assets, liabilities, and certain off-baasheet items as calculated under regulatory
accounting practices. Our capital amounts andsifieation are also subject to qualitative judgnsdoy the regulators about components, risk
weightings, and other factors. These capital stedglrequire us to maintain minimum ratios of “Tiércapital to total risk-weighted assets anc
total capital to risk-weighted assets of 4.00% &%, respectively. Tier 1 capital is comprisétbtal shareholders’ equity calculated in
accordance with generally accepted accounting ipfes; excluding accumulated other comprehensiwerire (loss), less intangible assets, an
total capital is comprised of Tier 1 capital plestain adjustments, the largest of which is owvadince for loan losses. Risk-weighted assets
refer to our on- and off-balance sheet exposudiasted for their related risk levels using fornsuset forth in FRB and FDIC regulations.

In addition to the risk-based capital requiremelgscribed above, we are subject to a leverageatapguirement, which calls for a minimum
ratio of Tier 1 capital (as defined above) to qedytaverage total assets of 3.00% to 5.00%, deépgngpbon the institution’s composite ratings
as determined by its regulators. The FRB hasdwisad us of any requirement specifically applieaiol us.

Failure to meet minimum capital requirements caygér regulatory actions that could have a matewdaierse effect on our financial statem
and operations. Under capital adequacy guidelindgfze regulatory framework for prompt correctieti@n, we must meet specific capital
guidelines that rely on quantitative measures ofassets, liabilities and certain off-balance-sliteets as calculated under regulatory
accounting practices. Our capital amounts and ifiletion are also subject to qualitative judgmemysthe regulators about components, risk
weightings, and other factors.
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The following table shows our capital ratios, aleaiated under regulatory guidelines, comparedh¢oregulatory minimum capital ratios and
the regulatory minimum capital ratios needed tdifuas a “well-capitalized” institution at June 32013 and December 31, 2012:

Oak Valley Community Bank Capital Ratios —
(dollars in thousands)

Amount of Capital Required

To Be To Be Adequately
Actual Well-Capitalized Capitalized
Amount Ratio Amount Ratio Amount Ratio
As of June 30, 2013
Total Capital (to Ris-Weighted Assets $ 68,07¢ 14.9% $ 45,57¢ 10% $ 36,46! 8%
Tier 1 Capital (to Ris-Weighted Assets $ 62,35¢ 13.7% $ 27,34 6% $ 18,23 4%
Tier 1 Capital (to Average Asse! $ 62,35¢ 9.75% $ 31,96 5% $ 25,57( 4%
As of December 31, 201z
Total Capital (to Ris-Weighted Assets $ 72,23( 16.0% $ 45,03t 10% $ 36,02¢ 8%
Tier 1 Capital (to Ris-Weighted Assets $ 66,57( 14.8% $ 27,02 6% $ 18,01« 4%
Tier 1 Capital (to Average Assei $ 66,57( 10.3% $ 32,3U 5% $ 25,84¢ 4%
Oak Valley Bancorp Capital Ratios —
(dollars in thousands)
Amount of Capital Required
To Be To Be Adequately
Actual Well-Capitalized Capitalized
Amount Ratio Amount Ratio Amount Ratio
As of June 30, 2013
Total Capital (to Ris-Weighted Assets $ 68,35¢ 15.0% N/A N/A $ 36,46 8%
Tier 1 Capital (to Ris-Weighted Assets $ 62,63t 13.7% N/A N/A $ 18,23 4%
Tier 1 Capital (to Average Asset $ 62,63 9.8% N/A N/A  $ 2557. 4%
As of December 31, 2012:
Total Capital (to Ris-Weighted Assets $ 72,37¢ 16.1% N/A N/A $ 36,03( 8%
Tier 1 Capital (to Ris-Weighted Assets $ 66,71¢ 14.8% N/A N/A & 18,01 4%
Tier 1 Capital (to Average Asset $ 66,71¢ 10.3% N/A N/A & 25,85( 4%

Our bank subsidiary is also subject to capital irgpents similar to those discussed above. Thk babsidiary’s capital ratios do
not vary materially from our capital ratios presghtibove. At June 30, 2013, our bank subsidiargeded the minimum ratios established by
the FRB and FDIC.

Liquidity Management

Since the Company is a holding company and doesamatuct regular banking operations, its primanyrses of liquidity are
dividends from the Bank. Under the California FiciahCode, payment of a dividend from the Banki® €ompany is restricted to the lesse
the Bank'’s retained earnings or the amount of theki undistributed net profits from the previous thiiseal years. The primary uses of fu
for the Company are stockholder dividends, investrirethe Bank and ordinary operating expensesndgament anticipates that there will be
sufficient earnings at the Bank level to provideidiinds to the Company to meet its funding requénets for the foreseeable future.
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Maintenance of adequate liquidity requires thafisieht resources be available at all times to neegtcash flow requirements.
Liquidity in a banking institution is required prarily to provide for deposit withdrawals and thedit needs of its customers and to take
advantage of investment opportunities as they drig@idity management involves our ability to cemvassets into cash or cash equivalents
without incurring significant loss, and to raiseslear maintain funds without incurring excessivdiidnal cost. For this purpose, we maintain
a portion of our funds in cash and cash equivaleatigble government guaranteed loans and sesuaitalable for sale. We obtain funds from
the repayment and maturity of loans as well as siepdlows, investment security maturities and gawns, Federal funds purchased, FHLB
advances, and other borrowings. Our primary us&snds are the origination of loans, the purchafs@vestment securities, withdrawals of
deposits, maturity of certificate of deposits, ngpant of borrowings and dividends to common andepred stockholders. Our liquid assets at
June 30, 2013 were $174.7 million compared to $6adllion at December 31, 2012. Our liquidity Iéweeasured as the percentage of liquid
assets to total assets was 27.1% and 30.3% aB0u2013 and December 31, 2012, respectively. Wieipate that cash and cash equivalents
on hand and other sources of funds will providegadée liquidity for our operating, investing andancing needs and our regulatory liquidity
requirements for the foreseeable future. Managemenitors our liquidity position daily, balancingdn funding/payments with changes in
deposit activity and overnight investments.

As a secondary source of liquidity, we rely on atbes from the FHLB to supplement our supply of &id funds and to meet
deposit withdrawal requirements. Advances fromRR&B are typically secured by a portion of our Iqaortfolio. The FHLB determines
limitations on the amount of advances by assigaipgrcentage to each eligible loan category thihtwint towards the borrowing capacity.
As of June 30, 2013, our borrowing capacity from EtLB was approximately $162.9 million and therrevno outstanding advances. We
also maintain 2 lines of credit with correspondegatks to purchase up to $25 million in federal fyrfdr which there were no advances as of
June 30, 2013.

Off-Balance-Sheet Arrangements

During the ordinary course of business, we proviagous forms of credit lines to meet the financivegeds of our customers. These
commitments, which represent a credit risk to vs,n@t represented in any form on our balance sheet

As of June 30, 2013 and December 31, 2012, we tiaunitments to extend credit of $47.6 million an@ 4million, respectively,
which includes obligations under letters of credi$0.5 million and $0.5 million, respectively.

The effect on our revenues, expenses, cash flodidiguidity from the unused portion of the commitmm&to provide credit cannot
reasonably predicted because there is no guartireiethe lines of credit will be used.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
Not applicable.

Item 4. Controls and Procedures

The Company’s Chief Executive Officer and its Chit@fancial Officer, after evaluating the effectiess of the Company’s disclosure controls
and procedures, as defined in Exchange Act Rulesl&e) and 15(d)-15(e) promulgated under the &xgh Act, as of the end of the period
covered by this report (the “Evaluation Date”) haemcluded that as of the Evaluation Date, the Gomis disclosure controls and procedures
were adequate and effective to ensure that mateftamation relating to the Company would be madewn to them by others within the
Company, particularly during the period in whiclstheport was being prepared. Disclosure contintsprocedures are designed to ensure
information required to be disclosed by us in tygarts that we file or submit under the Exchangei®\cecorded, processed, summarized and
reported within the time periods specified in tlee@ities and Exchange Commission’s rules and forisclosure controls and procedures
include, without limitation, controls and procedsidesigned to ensure that information requirecetdibclosed by us in the reports that we file
under the Exchange Act is accumulated and commigtida our management, including our Chief Exeeu@®fficer and Chief Financial
Officer, as appropriate to allow timely decisiorgarding required disclosure.

There were no significant changes in our interoatil| over financial reporting during the lastchi quarter that have materially affected, or
are reasonably likely to materially affect, ourimtal control over financial reporting subsequerthe Evaluation Date, nor were there any
significant deficiencies or material weaknessesuich controls requiring corrective actions.
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings
There are no pending, or to management’s knowleatyethreatened, material legal proceedings to lwie are a defendant, or to which any

of our properties are subject. There are no natiEgal proceedings to which any director, any imem for election as a director, any
executive officer, or any associate of any suchatar, nominee or officer is a party adverse to us.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds
None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures

None.

Item 5. Other Information

None.
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Iltem 6.

Exhibits

The following exhibits are filed as part of thigpoet or hereby incorporated by reference to filipgsviously made with the SEC:

Exhibit

No. Exhibit Description

31.01 Certification of Principal Executive Officer pursuao Rule 13a-14(a)/15d-14(a) as adopted purdossection 302 of the
Sarbane-Oxley Act of 2002

31.02 Certification of Principal Financial Officer pursutato Rule 13a-14(a)/15d-14(a) as adopted purdoa®éction 302 of the
Sarbane-Oxley Act of 2002

32.01 Certification pursuant to 18 U.S.C. Section 135@da@pted pursuant to Section 906 of the Sart-Oxley Act of 2002

101.INS* XBRL Instance Documet

101.SCH* XBRL Taxonomy Extension Schema Docum

101.CAL* XBRL Taxonomy Extension Calculation Linkbase Docutr

101.DEF* XBRL Taxonomy Extension Definition Linkbase Docurh

101.LAB* XBRL Taxonomy Extension Label Linkbase Docum

101.PRE* XBRL Taxonomy Extension Presentation Linkbase Doent

*In accordance with Rule 406T of Regulation S-Tg thformation in these exhibits is “furnished” astthll not be deemed to be “filed” for
purposes of Section 18 of the Securities Excharggef1934, as amended, or otherwise subject hilitwunder that section, and shall not be
incorporated by reference into any registratiotesteent or other document filed under the Securfietsof 1933, as amended, except as
expressly set forth by specific reference in stilingf
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, as amended, the registrant Hgscdused this report to be signec
its behalf by the undersigned thereunto duly auledr

Oak Valley Bancorp
Date: August 9, 2013 By: /s/ RICHARD A. MCCARTY
Richard A. McCarty
Executive Vice President and Chief Financial Office
(Principal Financial Officer and duly authorized signatory)
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Exhibit

EXHIBIT INDEX

Description

31.01

31.02

32.01
101.INS
101.SCt
101.CAL
101.DEF
101.LAB
101.PRE

Certification of Principal Executive Officer pursuao Rule 13a-14(a)/15d-14(a) as adopted purdeabéction 302 of the
Sarbane-Oxley Act of 2002

Certification of Principal Financial Officer pursutato Rule 13a-14(a)/15d-14(a) as adopted purdoasection 302 of the
Sarbane-Oxley Act of 2002

Certification pursuant to 18 U.S.C. Section 135@dapted pursuant to Section 906 of the Sart-Oxley Act of 2002
XBRL Instance Documert

XBRL Taxonomy Extension Schema Docum

XBRL Taxonomy Extension Calculation Linkbase Docuntr

XBRL Taxonomy Extension Definition Linkbase Docum

XBRL Taxonomy Extension Label Linkbase Docum

XBRL Taxonomy Extension Presentation Linkbase Doent
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Exhibit 31.01

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

I, Christopher M. Courtney, certify that:
1. | have reviewed this quarterly report on ForrQ0f Oak Valley Bancorp;

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or eméttate a material fact necessary tc
make the statements made, in light of the circuntsts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer andrk responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procsdofee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by other:
within those entities, particularly during the petin which this report is being prepared,;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramgadiang the reliability of financial reporting atlie preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentenisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) las materially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal céooirer financial reporting which are
reasonably likely to adversely affect the regigfeability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a samiifiole in the registrant’s
internal control over financial reporting.

Date: August 9, 2013

/s/ CHRISTOPHER M. COURTNE

Christopher M. Courtney
President and Chief Executive Officer




Exhibit 31.02

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

I, Richard A. McCarty, certify that:
1. | have reviewed this quarterly report on ForrQ0f Oak Valley Bancorp;

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or eméttate a material fact necessary tc
make the statements made, in light of the circuntsts.under which such statements were made, niatadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procsdoifee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by other:
within those entities, particularly during the petin which this report is being prepared,;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramgadiang the reliability of financial reporting atlie preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentenisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) las materially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal céooirer financial reporting which are
reasonably likely to adversely affect the regigfeability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a samiifiole in the registrant’s
internal control over financial reporting.

Date: August 9, 2013

/s/ RICHARD A. MCCARTY

Richard A. McCarty
Chief Financial Officer




Exhibit 32.01

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

I, Christopher M. Courtney, certify pursuant tol&.C. Section 1350, as adopted pursuant to Se@iérof the Sarbanes-Oxley Act of
2002, that the Quarterly Report of Oak Valley Bapoan Form 10-Q for the quarterly period ended 3the2013, fully complies with the
requirements of Section 13(a) or 15(d) of the SdesrExchange Act of 1934 and that informationtedmed in such Form 1Q-fairly presents
in all material respects, the financial conditiodaesults of operations of Oak Valley Bancorp.

Date: August 9, 2013 By: /s/ CHRISTOPHER M. COURTNE
Name: Christopher M. Courtney
Title: President and Chief Executive Officer

I, Richard A. McCarty, certify pursuant to 18 U.S$&ction 1350, as adopted pursuant to SectioroPOe Sarbane®xley Act of 2002
that the Quarterly Report of Oak Valley BancorpFamm 10-Q for the quarterly period ended June 8@32fully complies with the
requirements of Section 13(a) or 15(d) of the SdesrExchange Act of 1934 and that informationtedmed in such Form 1Q-fairly presents
in all material respects, the financial conditiodaesults of operations of Oak Valley Bancorp.

Date: August 9, 2013 By: /s/ RICHARD A. MCCARTY
Name: Richard A. McCarty
Title: Chief Financial Officer




