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

OAK VALLEY BANCORP
CONDENSED CONSOLIDATED BALANCE SHEETS
AT SEPTEMBER 30, 2013 (UNAUDITED) AND DECEMBER 31,2012 (AUDITED)

ASSETS

Cash and due from ban
Federal funds sol
Cash and cash equivalel

Securities available for sa

Loans, net of allowance for loan loss of $7,669,808 $7,974,975 at September 30, 2013 and
December 31, 2012, respectivi

Bank premises and equipment,

Other real estate ownt

Interest receivable and other as:

LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits
Interest payable and other liabiliti

Total liabilities

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

Common stock, no par value; 50,000,000 shares amgll 7,929,730 and 7,907,780 shares issu

and outstanding at September 30, 2013 and Dece3ih@012, respective
Additional paic-in capital
Retained earning
Accumulated other comprehensive (loss) incomephitx

Total shareholde’ equity

The accompanying notes are an integral part ofelr@msolidated financial statements.
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September 30 December 31
2013 2012
$ 8431282 $ 130,799,99
15,495,00 10,535,00
99,807,82 141,334,99
117,142,39 103,865,88
405,544,60 382,411,36
12,607,62 13,182,45
916,20! 0
23,173,29 19,786,06
$ 659,191,95 $ 660,580,75
$ 591,642,19 $ 586,992,65
4,170,83 3,619,38:
595,813,03 590,612,03
0 6,750,001
23,758,21 23,673,21
2,483,46! 2,341,811
38,070,27 33,958,73
(933,03f) 3,244,96.
63,378,91 69,968,72
$ 659,191,95 $ 660,580,75
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OAK VALLEY BANCORP

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDI TED)
FOR THE THREE AND NINE MONTH PERIODS ENDED SEPTEMBE R 30, 2013 AND SEPTEMBER 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

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

THREE MONTHS ENDED

SEPTEMBER 30,

NINE MONTHS ENDED
SEPTEMBER 30,

2013

2012

2013

2012

$ 527593 $  5633,38 15,818,85 $  16,934,02
893,47 860,56 2,550,41; 2,572,09

5,31¢ 6,56¢ 17,01 16,19:

49,26¢ 28,32 160,80¢ 83,11
6,223,98' 6,528,84" 18,547,08 19,605,42
193,54 274,96 643,31 870,92

— — — 4,707

193,54° 274,96 643,31 875,63.
6,030,44; 6,253,88! 17,903,77, 18,729,79
100,00( 300,00 300,00 900,00
5,930,44: 5,953,88! 17,603,77. 17,829,79
318,06: 287,10: 903,59 868,67
100,66( 105,00( 306,20 315,00
59,94« 63,79: 196,64 171,57

18,00: 35,40¢ 52,65¢ 70,41
368,80° 299,15( 1,008,80: 868,16
865,561 790,44 2,467,901 2,293,83
2,451,03 2,462,46: 7,590,17: 7,552,21.
738,93 766,40 2,220,321 2,260,48:
330,60 282,34° 938,20 838,21

1,40¢ — 2,19: 18,35¢

120,00( 114,00 360,00 347,00
976,44« 901,97 2,880,48 2,719,70
4,618,43 4,527,18 13,991,38 13,735,97
2,177,57: 2,217,14 6,080,29 6,387,65.
672,35t 738,31 1,901,25! 2,095,95!

$ 1505220 $ 147883 4,179,04 $ __ 4,291,69
— 84,37 67,50 367,50

$ 1505220 $  1,394,45 411154 $  3,924,19
$ 0.1¢ $ 0.1¢ 05: $ 0.51
$ 0.1¢ $ 0.1€ 05: $ 0.51
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OAK VALLEY BANCORP

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INCOME (UNAUDITED)
FOR THE THREE AND NINE MONTH PERIODS ENDED SEPTEMBE R 30, 2013 AND SEPTEMBER 30, 2012

THREE MONTHS ENDED

SEPTEMBER 30,

NINE MONTHS ENDED

SEPTEMBER 30,

2013 2012 2013 2012
Net income $ 1,505,221 $ 1,478,83 $ 4,179,04;. $ 4,291,69
Available for sale securitie
Gross unrealized (loss) gain arising during theopk (2,762,10i) 671,11¢ (7,046,74) 1,537,79
Reclassification adjustment for gains realizedehincome
(net of income tax of $7,444 and $21,668 for threehanc
nine months ended September 30, 2013, respectvely
$14,570 and $28,974 for the comparable 2012 per (10,647 (20,83¢) (30,989 (41,43¢)
Income tax benefit (expense) related to unrealized
gains/losse 1,136,60: (276,16 2,899,73! (632,809
Other comprehensive (loss) g: (1,636,14) 374,11° (4,177,999 863,55
Comprehensive (loss) incor $ (130,92) $ 1,852,941 $ 1,04: $ 5,155,25!

The accompanying notes are an integral part ofer@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 NINE-MONTH PERIOD ENDED SEPTEMBER 30, 2013 (UNAUDITED)

YEAR ENDED DECEMBER 31, 2012 AND NINE MONTHS ENDED SEPTEMBER 30, 201:
Accumulated

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

Balances, January 1, 20 7,718,46! $23,453,44 13,50( $13,500,00 $2,128,701$28,629,75 $ 2,690,10( $70,402,00
Stock options exercise 54,43¢ 219,76 219,76°
Tax benefit on stock options

exercisec 37,21¢ 37,21¢
Restricted stock issue 134,87!
Repurchase of Series B preferred

stock (6,750%$ (6,750,001 (6,750,00i)
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 15,00(
Restricted stock cancelle (4,300
Repurchase of Series B preferred

stock (6,750$ (6,750,001 (6,750,00i)
Preferred stock dividend paymel (67,500 (67,500
Stock based compensati 141,65:. 141 ,65:.
Other comprehensive lo (4,177,99) (4,177,99)
Net income 4,179,04. 4,179,04.
Ba]ances, September 30, 2( 7,929,731 $23,758,21 0% 0 $2,483,46' $38,070,27 $ (933,03()$63,378,91

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 NINE MONTH PERIODS ENDED SEPTEMBER 30, 2013AND SEPTEMBER 30, 2012

CASH FLOWS FROM OPERATING ACTIVITIES

Net income

Adjustments to reconcile net earnings to net cesin bperating activities
Provision for loan losse
Increase (decrease) in deferred fees/cost:
Depreciatior
Amortization of investment securities,
Stock based compensati
Excess tax benefits from stc-based payment arrangeme
Loss (gain) on sale of premises and equipr
Gain on sale of ORE!
Gain on called available for sale securi
Earnings on cash surrender value of life insur:
Increase in interest payable and other liabili
Increase in interest receival
Increase in other ass¢

Net cash from operating activiti

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of available for sale securi
Proceeds from maturities, calls, and principal payks of securities available for si
Net (increase) decrease in loi
Purchase of FRB Stoc
Redemption of FHLB stoc
Proceeds from sale of ORE
Proceeds from sales of premises and equip
Net purchases of premises and equipn
Net cash used in investing activiti

CASH FLOWS FROM FINANCING ACTIVITIES
FHLB payments
Preferred stock dividend payme
Repurchase of Series B preferred st
Net decrease in demand deposits and savings ast
Net decrease in time depos
Excess tax benefits from stc-based payment arrangeme
Proceeds from sale of common stock and exerciseook option:
Net cash (used in) from financing activit

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENT
CASH AND CASH EQUIVALENTS, beginning of peric
CASH AND CASH EQUIVALENTS, end of perio

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATIOI
Cash paid during the period ft
Interest
Income taxe:

NON-CASH INVESTING ACTIVITIES:
Real estate acquired through foreclos
Change in unrealized (loss)/gain on avail-for-sale securitie

The accompanying notes are an integral part ofer@msolidated financial statements.
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NINE MONTHS ENDED
SEPTEMBER 30,

2013 2012
$ 417904 $  4,291,69
300,00 900,00
42,67 (81,579
860,62 848,18:
194,85; 166,22
141,65: 128,03
0 (37,219
31,65( (22,499
(16,629 (3,549)
(52,65) (70,41()
(306,20) (315,00
551,45 3,092,98!
(100,639 (76,109
(58,989 (644,78))
5,766,83 8,175,99
(34,186,44) (40,439,97)
13,668,33 25,174,45
(25,357,54) 5,931,72
0 (1,450)
0 400,50(
982,05 247,92:
5,62t 22,49
(323,069 (453,129
(45,211,05) (9,117 ,44)
0 (3,000,00)
(67,500) (367,50
(6,750,00) (6,750,00)
9,768,84' 19,164,07
(5,119,30) (2,034,61)
0 37,21
85,00( 219,76
(2,082,95) 7,268,94.
(41,527,17) 6,327,48
141,334,99 101,084,77
$ 99.807,82 $ 107,412,26
$ 653,68 $ 931,74
$ 1,520,000 $ 965,00
$ 1,88163 $ 0
$ (7,099,40) $  1,467,38
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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 alémee for loan losses, fair values of financial
instruments, the estimation of compensation expeziaged to stock options granted to employeesdinedtors, and valuation allowances
associated with deferred tax assets, the recogrofievhich are based on future taxable income.

The interim consolidated financial statements idelliin this report are unaudited but reflect ajuainents 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 nine moantiods ended September 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

In July 2013, the FASB issued ASU No. 2013-Rfesentation of an Unrecognized Tax Benefit WhBeteOperating Loss Carryforward, a
Similar Tax Loss, or a Tax Credit Carryforward EgisSASU No. 2013-11 requires an entity to presentitarecognized tax benefit, or a portion
of an unrecognized tax benefit, as a reductiondefarred tax asset for a net operating loss cammgrd, a similar tax loss, or a tax credit
carryforward, except to the extent a net operdtisg carryforward, a similar tax loss, or a taxddrearryforward is not available at the
reporting date under the tax law of the applicdinliesdiction to settle any additional income taxiest would result from the disallowance of a
tax position or the tax law of the applicable jditdion does not require the entity to use, andettitity does not intend to use, the deferred tax
asset for such purpose, the unrecognized tax hemeiild be presented in the financial statementslability and should not be combined
with deferred tax assets. No new recurring disclesare required. The amendments are effectivarfional and interim reporting periods
beginning on or after December 15, 2013 and abetapplied prospectively to all unrecognized taxdbies that exist at the effective date.
Retrospective application is permitted. The adoptbASU No. 2013-11 is not expected to have a natenpact on the Company’s
consolidated financial statements.

NOTE 3 — PREFERRED STOCK REPURCHASE AND WARRANT REDEMPTION

In August 2011, the Company repurchased the $13B0®f Series A Preferred Stock originally issteethe U.S. Treasury in December 2!
in connection with the Company’s participation lve tCapital Purchase Program (“CPP”). The Companylsaneously issued $13,500,000 in
Series B Preferred Stock to the U.S. Treasury utideSmall 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 Stockggregate consideration of $6.75
million. In March 2013, the Company repurchasadrdmaining 6,750 shares of Series B PreferreckStwaggregate consideration of $6.75
million plus $67,500 for accrued interest. As epfmber 30, 2013, there are no outstanding sbafaries B Preferred Stock.

NOTE 4 — SECURITIES

The amortized cost and estimated fair values of seturities as of September 30, 2013 are as fellow

Gross Gross
Unrealized Unrealized
Amortized Cost Gains Losses Fair Value

Available-for-sale securities

U.S. agencie $ 52,622,38 $ 1,953,12' $ (1,264,29) $ 53,311,21
Collateralized mortgage obligatio 10,195,44 301,33! (68,859 10,427,91
Municipalities 41,318,79 898,08« (3,379,57) 38,837,29
SBA Pools 1,102,21 0 (4,730 1,097,48
Corporate dek 4,690,20: 107,44! 0 4,797,641
Asset Backed Securitit 5,849,20: 18,87: (19,559 5,848,52!
Mutual Fund 2,949,12 0 (126,819 2,822,301

$ 118,727,37 $ 3,278,86! $ (4,863,83) $ 117,142,39
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The following tables detail the gross unrealizesbts and fair values aggregated by investmentargtagd length of time that individual
securities have been in a continuous unrealizeddosition at September 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 $ 20,097,27 $ (1,015,95)% 1,747,22' $ (248,339% 21,844,50 $ (1,264,29)
Collateralized mortgage obligatio 1,672,94. (68,859 0 0 1,672,94. (68,859
Municipalities 26,848,77 (3,254,02) 1,024,10! (125,55) 27,872,88 (3,379,57)
SBA Pools 847,11: (3,599 250,37t (1,139 1,097,48 (4,730
Corporate dek 0 0] 0 0 0 0
Asset Backed Securitie 3,899,334 (19,555 0 0 3,899,341 (19,55
Mutual Fund 2,822,30: (126,819 0 0 2,822,30: (126,819

Total temporarily impaired securiti $ 56,187,75 $ (4,488,81)% 3,021,71. $ (375,020$ 59,209,46 $ (4,863,83)

At September 30, 2013, there were two municipaljtene agency, and one SBA pool that comprisetbtaésecurities in an unrealized loss
position for greater than 12 months and 12 agen8kemunicipalities, 2 asset backed securities,amfiateralized mortgage obligation, one
mutual fund and one SBA pools that make up the sateurities in a loss position for less than 1hthe. Management periodically evaluates
each available-for-sale investment security in arealized loss position to determine if the impantis temporary or other than temporary.
This evaluation encompasses various factors inetydhe nature of the investment, the cause oitipairment, the severity and duration of
impairment, credit ratings and other credit reldaelors such as third party guarantees and vityatd the security’s fair value. Management
has determined that no investment security is dtier temporarily impaired. All of the temporanigpaired securities are credit rated as
investment grade. The unrealized losses are doaply to interest rate changes and the Compamg awt intend to sell the securities and
not likely that we will be required to sell the seities before the earlier of the forecasted recpee the maturity of the underlying investment
security.

The amortized cost and estimated fair value of debutrrities at September 30, 2013, by contracta&lirity or call date, are shown below.
Expected maturities will differ from contractual tugties because borrowers may have the right icocgrepay obligations with or without
call or prepayment penalties.

Amortized Fair
Cost Value
Available-for-sale securities
Due in one year or le: $ 14,884,990 $ 13,835,63
Due after one year through five ye: 20,467,86 21,497,65
Due after five years through ten ye 43,203,07 41,259,61
Due after ten yeal 40,171,53 40,549,49

$ 118,727,337 $ 117,142,39

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 $ 52,607,53 $ 2,949,35! $ (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 — (6,48 2,868,24i

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

9
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The following tables detail the gross unrealizesbts and fair values aggregated by investmentargtagd length of time that individual
securities have been in a continuous unrealizeddosition at December 31, 2012.

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

Description of Securities Value Loss Value Loss Value Loss

U.S. agencie $ 1,954,00! $ (39,839 % — $ — % 1,954,00! $ (39,839
Collateralized mortgage obligatio — — — — —

Municipalities 3,088,971 (58,07%) — — 3,088,971 (58,07%)
SBA Pools — — 294,88¢ (20 294,88¢ (20
Corporate dek 749,16 (83€) — — 749,16: (83€)
Mutual Fund 2,493,51. (6,487 — — 2,493,51; (6,48
Total temporarily impaired securiti ~ $ 828565 §  (105.23)$ 294,88 $ (200 8,580,54' $  (105,25)

We recognized gross realized gains of approxim#&&8,000 and $53,000 for the three and nine moatiogs ended September 30, 2013,
respectively, on certain available-for-sale semsithat were partially called, which comparesgpraximately $35,000 and $70,000 in the
same periods of 2012. There were no realized dodgeng 2013 and 2012 periods. There were ne $dilavailable-for-sale securities during
the first nine months of 2013 and 2012.

Securities carried at $75,240,000 and $56,484,03@ptember 30, 2013 and December 31, 2012, résplgctvere pledged to secure deposits
of public funds.

NOTE 5 — LOANS

Our customers are primarily located in Stanisl&a#8) Joaquin, Tuolumne, Inyo, and Mono CountiesofASeptember 30, 2013,
approximately 81% of the Company’s loans are corsiakreal estate loans which include constructaank. Approximately 11% of the
Company’s loans are for general commercial usdadirg professional, retail, and small businessdifidnally, 5% of the Company’s loans
are for residential real estate and other conslma@s. The remaining 3% are agriculture loans.arLttals were as follows:

September 30, 201 December 31, 201.
Commercial real estat
Commercial real este- constructior $ 14,29498 $ 6,581,85.
Commercial real este- mortgage: 287,586,66 278,766,27
Land 11,027,83 14,269,47
Farmland 20,764,81 16,456,92
Commercial and industri 44,994,02 36,528,50
Consume 884,35 1,095,80.
Consumer residenti 23,212,51 25,659,09
Agriculture 11,091,224 11,628,26
Total loans 413,856,43 390,986,18
Less:
Deferred loan fees and costs, (642,52Y (599,85)
Allowance for loan losse (7,669,309 (7,974,97)
Net loans $ 405,54460 $ 382,411,36

Loan Origination/Risk ManagementThe Company has certain lending policies and ghaass 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 amigmtial problem loans. Diversification in the lgaortfolio is a means of managing risk
associated with fluctuations in economic conditions
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Commercial and industrial loans are underwrittéaragvaluating and understanding the borrower’Btalid operate profitably and
prudently expand its business. Underwriting stagislare designed to promote relationship bankirdgerahan transactional banking. Once it is
determined that the borrower’s management possesesesl 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 borroaret secondarily on the underlying collateral predidby the borrower. The cash flows of
borrowers, however, may not be as expected anddlleeral securing these loans may fluctuate lnezaMost commercial and industrial loe
are secured by the assets being financed or otiséméss assets such as accounts receivable otany@md 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 abfiitgeoborrower 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 vipwenrily 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 loansnisrgly largely dependent on the successft
operation of the property securing the loan orlthginess 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 rediie Company’s exposure to adverse
economic events that affect any single market dustry. Management monitors and evaluates comnheegibestate loans based on collateral
geography and risk grade criteria. As a general, the Company avoids financing single-purposeggtsjunless 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-occupiednaercial real estate loans versus non-
owner occupied loans. At September 30, 2013, corialeral estate loans equal to approximately 3405%e outstanding principal balance
of our commercial real estate loans were securamimer-occupied properties.

With respect to loans to developers and buildeatdhe secured by non-owner occupied propertigghikaCompany 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 appraisal e, sensitivity analysis of absorption and
lease rates and financial analysis of the devetoged property owners. Construction loans are géipdrased 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-termdérs, 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 revigardment 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 ahdd payments are reasonably assured.
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Non-accrual loans, segregated by class of loans, asfellows:

September 30, 201 December 31, 201

Commercial real estat
Commercial real este- constructior $ 0 % 126,42
Commercial real este- mortgage: 2,273,96. 3,345,09
Land 1,188,00; 2,419,22.
Farmland 97,43: 0
Commercial and industri; 18,91¢ 21,31
Consume 0 0
Consumer residenti 0 1,010,99:
Agriculture 0 0
Total nor-accrual loan: $ 3,578,311 $ 6,923,05

Had non-accrual loans performed in accordance thér original contract terms, we would have redegd additional interest income of
approximately $172,000 and $487,000 in three and month periods ended September 30, 2013, regplgctas compared to $178,000 and
$514,000 in the same periods of 2012.

The following table analyzes past due loans inclgdhe non-accrual loans in the above table, setgddy class of loans, as of
September 30, 2013:

Greater
Than 90
Greater Days Past
3C-59 60-89 Than 90 Due and
Days Past Days Past Days Past Total Past Still
September 30, 201 Due Due Due Due Current Total Accruing
Commercial real estat
Commercial R.E- constructior $ 0 3 0 3 0 3 0 3 1429498  $ 14,29498 % 0
Commercial R.E- mortgages 0 1,227,47 1,046,48: 2,273,96. 285,312,70 287,586,66 0
Land 0 2,735,62 658,23: 3,393,85! 7,633,97 11,027,83 0
Farmlanc 0 0 97,43¢ 97,43 20,667,37. 20,764,81 0
Commercial and industrii 0 337,15: 0 337,15: 44,656,87 44,994,02 0
Consumel 12C 0 0 12C 884,23° 884,35 0
Consumer residentii 0 0 0 0 23,212,51 23,212,51 0
Agriculture 0 0 0 0 11,091,24 11,091,24 0
Total $ 12c 3 4,300,25 $ 1,802,141 $ 6,102,52. $ 407,75391 $ 413,856,43 $ 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
3C-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 $ 0 $ 0 $ 126,427 $ 126,427 $ 6,455,442 $ 6,581,85 $ 0
Commercial R.E- mortgages 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
Consumel 0 0 0 0 1,095,80. 1,095,80 0
Consumer residentii 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 9]
Total $ 71,220 $ 677,54¢ $ 5,888,911 $ 6,637,68 $ 384,348,550 $ 390,986,18 $ 0
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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 theinalcontractual terms of the loan agreement, ulicly 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 edlited, if necessary, so that the loan is report¢dat 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 isgeaably assured, in which case interest is
recognized on a cash basis. There was no int&reshie realized on impaired loans for the threerand months ended September 30, 2013
and 2012. Average recorded investment in impdoads was $2,970,000 and $4,484,000 for the thrdenane months ended September 30,
2013, respectively, as compared to $6,898,000 &2$,000 for the same periods of 2012. Impaioath$, or portions thereof, are chargec
when deemed uncollectible.

Impaired loans as of September 30, 2013 and Deaedih012 are set forth in the following table. Nterest income was recognized on
impaired loans subsequent to their classificat®mgpaired.

Unpaid Recorded Recorded
Contractual Investment Investment Total Average
Principal With No With Recorded Related Recorded
Balance Allowance Allowance Investment Allowance Investment
September 30, 2013
Commercial real estat
Commercial R.E- constructior $ 0 % 0 % 0 $ 0 $ 0 $ 68,60
Commercial R.E- mortgage: 4,636,77 2,273,96: 0 2,273,96: 0 2,086,38!
Land 1,319,51 0 1,188,00: 1,188,00: 397,53 1,785,76.
Farmland 98,91: 97,43: 0 97,43: 0 50,40¢
Commercial and Industrii 27,30¢ 18,91¢ 0 18,91¢ 0 20,19¢
Consume 0 0 0 0 0 0
Consumer residenti 0 0 0 0 0 472,16¢
Agriculture 0 0 0 0 0
Total $ 6,08251 $ 2,390,317 $ 1,183,000 $ 3,578,31' $ 397,53( $ 4,483,53
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 $ 193,02° $ 0 % 126,42° $ 126,427 $ 2,872 $ 222,75
Commercial R.E- mortgage: 5,728,711 1,875,322 1,469,77 3,345,09 136,01! 3,093,522
Land 6,866,86! 663,23: 1,755,99 2,419,22. 409,65t 2,833,25!
Farmland 0 0 0 0 0 0
Commercial and Industrii 27,81 21,31 0 21,31 0 52,82:
Consume 0 0 0 0 0 0
Consumer residentis 1,034,88. 1,010,99 0 1,010,99! 0 534,57¢
Agriculture 0 0 0 0 0 0
Total $ 13,851,300 $ 3,570,86. $ 3,352,190 $ 6,923,055 $ 548,54 $ 6,736,93

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

At September 30, 2013, there were 3 loans andddhaewere considered to be troubled debt restringts, all of which are considered non-
accrual totaling $1,207,000. At December 31, 2@&re were 6 loans and leases that were consitieleltroubled debt restructurings, all of
which are considered non-accrual totaling $2,567.,00he decrease of three TDR loans during theriree months of 2013 is due in part to a
foreclosure on a loan totaling $54,000 that wasegbently sold. At December 31, 2012 there wefenaged commitments of $1,697,000,
respectively, on one loan classified as a troutkdat restructure because of an agreement withrawer to continue advancing funds and
covering overhead costs on a residential developpreject. This loan and one other loan made ¢cstime borrower totaling $1,303,000 w
paid off during the second quarter of 2013. Theeee no unfunded commitments on TDR loans at Sdme30, 2013. We have allocated
$398,000 and $413,000 of specific reserves to lodrese terms have been modified in troubled deditueturings as of September 30, 2013
and December 31, 2012, respectively.
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During the three month periods ended Septembe2@IB and 2012, there were no loans modified ablkedudebt restructuring. During the
nine month period ended September 30, 2013, thestef one loan were modified as troubled debt wesitrings, and there were two loans
modified as troubled debt restructuring in the cample period of 2012. The modification of thenterof such loans typically includes one or
a combination of the following: a reduction of ttated interest rate of the loan; an extensioh@htaturity 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 occurrethduhe nine month period ended
September 30, 2013 and 2012:

Nine Months Ended Nine Months Ended
September 30, 201 September 30, 201
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 1 58,26. 58,26:
Farmland 0 0 0 0 0 0
Commercial and Industri 0 0 0 1 28,18( 28,18(
Consume 0 0 0 0 0 0
Consumer residenti 0 0 0 0 0 0
Agriculture 0 0 0 0 0 0
Total 1 $ 54159 $ 541,59 2 $ 8644 $ 86,44

The troubled debt restructuring during the nine theended September 30, 2013 did not increasdltveaace for loan losses as a result of
loan modifications because the loans are evaluseh impaired loan and a specific valuation altmeeavould 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 nine month periods eriatember 30, 2013 and 2012. None of these mddidans had a payment default du
the three month periods ended September 30, 201 2GiP.

Nine Months Ended Nine Months Ended
September 30, 201 September 30, 201
Number Recorded Number Recorded
of Loans Investment of Loans Investment
Commercial real estat
Commercial R.E- constructior 0 0 1 3 113,55:
Commercial R.E- mortgage: 0 0 0 0
Land 1 54,42 1 1,197,41:
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 1 9% 54,42 2 % 1,310,97I
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A loan is considered to be in payment default dhieninety days contractually past due undemtoglified terms.

Quality ratings (Risk Grades) are assigned toatimitments and stand-alone notes. Risk gradesaltfinbasic 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 tihe system is compatible with the grades useblamk 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 businessifrgell-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 distortbetween the three are bank-defined
guidelines and represent a further refinement efrdyulatory definition of a pass, or grade 3 Idarade 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 andettfmnanagement 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 avaikm pay off our loan completely.

« Little to no debt on balance sheet.

3B.Acceptable Loan 3B loans are simply defined as all loans thatese qualified than 3A loans and are stronger 8@ubans. 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 exceptioresramimal, are in the process of correction, anahatorepresent repayment risk. These loans:

* Are those where the borrower has average finastiahgths, a history of profitable operations axgkgienced management.

* Are those where the borrower can be expected tdl@amormal credit needs in a satisfactory manner.

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

Requires collateral. A credit facility where thertmawer 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 aggment, a start-up operation, erratic historicafifability (acceptable reasons-well
identified), lack of or marginal sponsorship of gargtor, 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, salegrgins, cash flow, or increased reliance on leveragcluding adverse balance sheet ratios, trade
debt issues, etc.). Additionally, any managerighensonal 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 theayn Loans to individuals or loans supported bgrgators with marginal net worth and/or
marginal collateral. Weakness identified in a VMatoedit is short-term in nature. Loans in thisegary are usually accounts the Bank would
want to retain providing a positive turnaround barexpected within a reasonable time frame. G4ddans are considered Pz




15




Table of Contents

5 Other Loans Especially Mentioned (Special MentioA)special mention extension of credit is defirmeschaving potential weaknesses that
deserve management’s close attention. If left wected, these potential weaknesses may, at soome fiate result in the deterioration of the
repayment prospects for the credit or the institu§i credit position. Extensions of credit that htigpe 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@ms of credit so classified must have a wellytidi 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” has 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 strengthereittdit, its classification as an estimated lesteferred until its more exact status may be
determined. Pending factors may include a propasemdjer or acquisition, liquidation proceedings, it pnjection, 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 maximié% percent to unsecured creditors, includingBhaek. 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 littlereathat 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 September 30, 2013, there are no loans thatlassified with a risk grade 8f Loss.
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The following table presents weighted average gisides of our loan portfolio:

September 30, 201 December 31, 201
Weighted Average Weighted Average
Risk Grade Risk Grade
Commercial real estat
Commercial real esta- constructior 3.6 3.2¢
Commercial real esta- mortgage: 3.1t 3.22
Land 4 5kt 4.5¢
Farmland 3.01 3.0¢
Commercial and Industri 3.0C 3.0¢
Consume 2.3t 2.5t
Consumer residentis 3.0z 3.1
Agriculture 3.2¢ 3.5(C
Total gross loan 3.1¢ 3.2¢

The following table presents risk grade totals lags of loans as of September 30, 2013 and Dece®ib@012. 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
September 30, 201

Pass $ 14,294,98 $ 278,632,25 $ 7,104,200 $ 20,667,37 $ 43,961,40 $ 867,85¢ $ 23,09251 $ 11,091,24 $ 399,711,85
Special mentiol — 3,799,901 — — 265,27: — — — 4,065,17
Substandarn — 5,154,50: 3,923,62i 97,43 767,34: 16,49¢ 120,00( — 10,079,40
Doubtful = = = = = = = = =
Total loans $ 14,294,98 $ 287,586,66 $  11,027,83 $ 20,764,81 $ 44,994,02 $ 884,35 $ 2321251 $ 11,09124 $ 413,856,43
December 31, 201

Pass $ 6,455,42 $ 263,567,66 $ 8,974,86. $ 16,456,92 $ 3543549 $ 1,079,58 $ 24,257,46 $  10,29167 $ 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 $ 278,766,227 $  14,26947 $ 16,456,92 $ 36,528,50 $ 1,095,80. $ 25,659,09 $ 1162826 $ 390,986,18

Allowance for Loan Losse$he allowance for loan losses is a reserve estauipy the Company through a provision for loasdss
charged to expense, which represents managemest stimate of probable losses that have beemr@ttwithin the existing portfolio of
loans. The allowance, in the judgment of managenenecessary to reserve for estimated loan Ieasesisks 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 gragpecific homogeneous risk pools and specifie &dl@cations, 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 Iéasses 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 recoveriegragrother factors. The provision for loan
losses also reflects the totality of actions taserall 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,@fe 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 Bjperredits; however, the entire allowance is #alale for any credit that, in management’s
judgment, should be charged off. While managemglizes its best judgment and information availalthes ultimate adequacy of the allowa
is dependent upon a variety of factors beyond thie@any’s control, including, among other thingg gerformance 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 determinadccordance 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. Tom@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 takallar 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 imlgartfolio 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 nine months ended September 30
2013 and 2012. Allocation of a portion of the aliowe to one category of loans does not preclude/@gability to absorb losses in other
categories.

Allowance for Loan Losses
For the Three and Nine Months Ended September 30023 and 2012

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

Three Months Ended September 30, 201

Beginning balanc $ 6,375,87 $ 485,26 $ 42,44 $ 380,15! $ 186,12( $ 100,45: $ 7,570,31
Charge-offs 0 0 (3,59%) 0 0 0 (3,59%)
Recoverie: 50C 0 34¢ 1,742 0 0 2,59(
Provision 32,231 70,12: 2,14% (45,53) 25,43¢ 15,60( 100,00(

Ending balanc $ 6,408,600 $ 555,38¢ $ 41,33¢ $ 336,36( $ 21155t $ 116,05 $  7,669,30

Nine Months Ended September 30, 201

Beginning balanc $ 657129 % 473,727 $ 50,06: $ 383,65: % 285,73: % 210,50¢ $ 7,974,97
Chargeoffs (436,03f) 0 (9,199 (178,09 0 0 (623,329
Recoveriet 8,23t 0 2,821 6,592 0 0 17,65«
Provision 265,12( 81,66: (2,357) 124,20! (74,17%) (94,45 300,00(

Ending balanc: $ 640860 $ 55538 $ 4133 $ 336,36( $ 21155 $ 116,05 $  7,669,30!

Three Months Ended September 30, 201

Beginning balanc $ 6,657,65 $ 409,741 $ 52,87: $ 506,99: $ 225,23t $ 155,45: $ 8,007,94
Charge-offs (218,377 0 (3,727 (149,89) 0 0 (371,99)
Recoverie: 6,201 0 1,071 10,24: 0 0 17,52(
Provision 70,97¢ 75,52¢ 1,07C 38,45: 23,14 90,83: 300,00(

Ending balanci $ 6,516,47 $ 485,26 $ 51,29: $ 405,78¢ $ 248,37 $ 246,28: $  7,953,47

Nine Months Ended September 30, 201

Beginning balanc $ 6,969,000 $ 606,300 $ 65,06( $ 347,90 $ 363,17: $ 257,72 $ 8,609,17
Charge-offs (1,428,71) 0 (24,377) (149,89) 0 0 (1,602,98)
Recoveriet 29,20( 92¢ 3,311 13,84¢ 0 0 47,28t
Provision 946,97¢ (121,96) 7,298 193,93: (114,79) (11,440 900,00(

Ending balanc $ 651647 $ 485261 $ 51,29: $ 405,78t  $ 248,37 % 246,28 $ 7,953,447

19




Table of Contents

The following table details the allowance for Idasses and ending gross loan balances as of Segt&Dp2013 and December 31, 2012,
summarized by collective and individual evaluatioethods of impairment.

Commercial Commercial Consumer
Real Estate and Industrial Consumer Residential Agriculture Unallocated Total
September 30, 201:
Allowance for loan losses for loar
Individually evaluated for impairmel $ 397,53( $ 0o $ 0o $ 0o $ 0o $ 0o $ 397,53(
Collectively evaluated for impairme 6,011,07! 555,38¢ 41,33¢ 336,36( 211,55! 116,05: 7,271,77
$ 6,408,600 $ 555,38¢ $ 41,33 $ 336,360 $ 21155¢ $ 116,05: $  7,669,30
Ending gross loan balance
Individually evaluated for impairmel $ 355939 $ 18,91¢ % 0o 3 0 3 0 3 0 $ 357831
Collectively evaluated for impairme 330,114,90 44,975,10 884,35 23,212,51 11,091,24 9] 410,278,11
$ 333,67429 $ 44,994,02  $ 884,35 $ 2321251 $ 11,09124 $ 0 $ 413,856,43
December 31, 201.
Allowance for loan losses for loar
Individually evaluated for impairme! $ 548,54. $ 0 $ 0o $ 0 $ 0 $ 0 $ 548,54:
Collectively evaluated for impairme 6,022,74 473,72° 50,06 383,65: 285,73« 210,50! 7,426,43
$ 6571290 3 473720 $ 50,06: $ 383,65 $ 285,73 $ 210,50¢ $  7,974,97
Ending gross loan balanc¢
Individually evaluated for impairmel $ 5,890,74 $ 21,311 $ 0 $ 101099 $ 0o $ 0 $ 6,923,05
Collectively evaluated for impairme 310,183,78 36,507,19 1,095,80 24,648,09 11,628,26 Q 384,063,13
$ 316,07453 $ 36,528,500 $ 1,09580. $ 2565909 $ 1162826 $ 0 $ 390,986,18

Changes in the reserve for off-balance-sheet comemits were as follows:

THREE MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 30, SEPTEMBER 30,
2013 2012 2013 2012
Balance, beginning of peric $ 121,52: $ 116,00: $ 108,20¢ $ 119,20:
Provision (Recovery) to Operations for Off BalarSteeet
Commitments 18,21« (11,127 31,52¢ (14,32))
Balance, end of peric $ 139,73t $ 104,87 $ 139,73 $ 104,87!

The method for calculating the reserve for off-bakxsheet loan commitments is based on a resergentage which is less than other
outstanding loan types because they are at a laskelevel. This reserve percentage, based on rfaatgrs 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 compiitsn Reserves for off-balance-sheet commitmentsegorded in interest payable and othe
liabilities on the condensed consolidated balaheets.

At September 30, 2013 and December 31, 2012, lceamid at $413,856,433 and $390,986,187, respgtiwere pledged as collateral on
advances from the Federal Home Loan Bank.

NOTE 6 — OTHER REAL ESTATE OWNED

As of September 30, 2013, the Company owned thaeepties with outstanding balances of approxinye$éll6,000, as compared to one
property consisting of residential land that wagtem down to a zero balance that was classifieotlasr real estate as of December 31, 2012.
Each of these properties was acquired throughflo@elosure. The residential land property the @any owned at September 30, 2013 and
December 31, 2012, was written down to a zero lsalévecause the public utilities have not been pabdé rendering these land lots
unmarketable at this time. There were two satpgdating 8 OREO properties during the nine moetihded September 30, 2013 resulting in ¢
gain on sale of approximately $17,000, as comptrethe sale recorded in the first nine months df22that resulted in a gain on sale of
approximately $4,000.
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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. Subsequentdricfosure, valuations are periodically
performed and any subject revisions in the estiroffair value are reported as adjustment to thieyteg value of the real estate, provided the
adjusted carrying amount does not exceed the atigimount at foreclosure. Revenues and expens@sdperations and changes in the
valuation allowance are included in other operaérgenses.

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 benefitfiwenty years after retirement. The Bank is alspoasible for certain pre-retirement death
benefits under the Plan. In connection with thelengentation of the Plan, the Bank purchased sipgdenium life insurance policies on the |
of each of the officers covered under the Plan. B&ek 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 itsadors a director retirement plan (“DRP”). Undex IDRP, the participants will be provided
with a fixed annual retirement benefit for ten yeatter retirement. The Bank is also responsibledotain 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 ptpeé the Bank and are available to satisfy thalBageneral 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 benefitscari@sponding discount rate. The discount rate issad equivalent rate for investment-grade
bonds with lives matching those of the servicegabriremaining for the salary continuation contrastsich average approximately 20 years.
The salary continuation liability as of Septemb@y 3013 and December 31, 2012 was $1,973,000 aBOD00, respectively, and is reportec
in interest payable and other liabilities on thedensed consolidated balance sheets.

During January 2008, the Bank purchased $4.7 miitidbank owned life insurance policies and enténéalsplit-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 vditigeqolicies.

The combined cash surrender value of all Bank-owifieéhsurance policies recorded in other assatthe condensed consolidated balance
sheet was $11,986,000 and $11,680,000 at Septe8@pb2013 and December 31, 2012, respectively.

NOTE 8 — FINANCIAL INSTRUMENTS AND FAIR VALUE MEASU REMENTS

Fair values of financial instruments —The consolidated financial statements include varigstimated fair value information as of
September 30, 2013 and December 31, 2012. Suamiafimn, which pertains to the Company’s finanaiatruments, does not purport to
represent the aggregate net fair value of the Cagngaurther, the fair value estimates are basedhoious assumptions, methodologies, and
subjective considerations, which vary widely amdiffgrent financial institutions and which are sedtjto change.

Fair value measurements defines fair value, estadsi a framework for measuring fair value, estabfisa three-level valuation hierarchy for
disclosure of fair value measurement and enharisesgure requirements for fair value measurem@iits.valuation hierarchy is based upon
the transparency of inputs to the valuation of sgeaor liability as of the measurement date. Tineetlevels are defined as follow:

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

Level 2: Inputs to the valuation methodology imgiuguoted 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 signifieansf a particular input to the fair value
measurement in its entirety requires judgment,amsiders factors specific to the asset or lighilifransfers between levels of the fair value
hierarchy are recognized on the actual date oétleat or circumstance that caused the transfechwgenerally corresponds with the
Company’s quarterly valuation process.
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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 consideredvallg
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.

The estimated fair values of the Company’s findriostruments at September 30, 2013 were as follows

Hierarchy
Carrying Fair Valuation
Amount Value Level
Financial assets:
Cash and cash equivale $ 99,807,82 $  99,807,82 1
Restricted equity securiti 3,170,25! 3,170,25! 2
Loans, ne 405,544,60 420,202,00 3
Interest receivabl 1,755,111 1,755,111 2
Financial liabilities:
Deposits (591,642,19) (578,619,84) 3
Interest payabl (57,595 (57,595 2
Off-balance-sheet assets (liabilities)
Commitments and standby letters of cre (550,05) 3
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The estimated fair values of the Company’s findnostruments 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 (67,95¢) (67,95¢) 2
Off-balance-sheet assets (liabilities)
Commitments and standby letters of crt (422,039) 3

The following table presents the carrying valuesgfurring and nonrecurring financial instrumentst thhere measured at fair value and that
were still held in the statements of conditionatrerespective period end, by level within the Yailue hierarchy as of September 30, 2013 an
December 31, 2012.

Fair Value Measurements at September 30, 2013 Usil

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
September 30 Identical Assets Inputs Inputs
2013 (Level 1) (Level 2) (Level 3)
Assets and liabilities measured on a recurringsh
Available-for-sale securities
U.S. agencie $ 53311,21 $ 0 $ 5331121 $ 0
Collateralized mortgage obligatio 10,427,91 0 10,427,91 0
Municipalities 38,837,29 0 38,837,29 0
SBA Pools 1,097,48 0 1,097,48 0
Corporate Deb 4,797,641 0 4,797,641 0
Asset backed securitis 5,848,52 0 5,848,52
Mutual Fund 2,822,30: 2,822,30: 0 0
Assets and liabilities measured on a-recurring basis
Impaired loans
Land $ 1,188,00: 0 0 $ 1,188,00:
Other real estate ownt $ 916,20 $ 0 % 0 % 916,20!
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Fair Value Measurements at December 31, 2012 Usil

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 $ 55517,05 $ 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 2,868,24! 2,868,24i 0 0
Assets and liabilities measured on a-recurring basis
Impaired Loans
Commercial real este- constructior 126,42 % 0 $ 0 $ 426,42
Commercial real este- mortgage: 3,097,92. $ 0 $ 0 $ 3,097,92:
Land 1,755,99. $ 0 $ O 1,755,99

Following is a description of valuation methodolegiused 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, &eljufor the security’s credit rating,
prepayment assumptions, and other factors sucted# oss assumptions. Level 1 securities inclimbse traded on an active exchange, suct
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 LeviacRide 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 allme for loan losses is established. Loans fochvhiis probable that payment of interest
principal will not be made in accordance with tloatractual 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 appraigatlie and there is no observable market priceCtrapany records the impaired loan as non-
recurring Level 3.

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

Net realizable value of the underlying collatesaihie fair value of the collateral less estimatting costs and any prior liens. Apprais:
recent comparable sales, offers and listing pracedactored in when valuing the collateral. Waeevand verify the qualifications and licen
of the certified general appraisers used for apprgicommercial properties or certified residerdigpraisers for residential properties. Real
estate appraisals may utilize a combination of aagines including replacement cost, sales compaagisdrthe income approach. Comparable
sales and income data are analyzed by the apmaindradjusted to reflect differences between thedithe subject property such as type,
leasing status and physical condition. When theapgls are received, Management reviews the aggmamnd methodology utilized in the
appraisal, as well as the overall resulting vafueanjunction with independent data sources suckant market data and industry-wide
statistics. We generally use a 6% discount foirggltosts which is applied to all properties, redgss of size. Appraised values may be
adjusted to reflect changes in market conditioas lave occurred subsequent to the appraisal atafiey, revised estimates regarding the tirr
or cost of the property sale. These adjustmentbased on qualitative judgments made by manageomeatcase-by-case basis.

There have been no significant changes in the tialugechniques during the periods ended Septee2013.
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NOTE 9 — EARNINGS PER SHARE

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

(3) weighted average shares of common stock andnoomstock equivalents. Net income available to comstockholders is calculated as net
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, excluditvgsted restricted stock awards.
Diluted EPS are calculated using the weighted aeediluted shares, which reflects the potentialtiih 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 underridesury stock method. We have two fol
of outstanding common stock: common stock and uede®stricted stock awards. Holders of restristedk awards receive non-forfeitable
dividends at the same rate as common stockholaderthay both share equally in undistributed eaming

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

THREE MONTHS ENDED
SEPTEMBER 30,
In thousands (except share and per share amount 2013 2012

BASIC EARNINGS PER SHARI

Net income available to common shareholc $ 1,505,221 $ 1,394,45!
Weighted average shares outstanc 7,802,70! 7,750,72
Net income per common she $ 0.1¢ $ 0.1¢

DILUTED EARNINGS PER SHARE

Net income available to common shareholc $ 1,505,221 $ 1,394,45
Weighted average shares outstanc 7,802,70! 7,750,72
Effect of dilutive stock option 8,391 6,917
Effect of dilutive noi-vested restricted shar 40,05t 20,50:
Weighted average shares of common stock and constook equivalent 7,851,15 7,778,141
Net income per diluted common shi $ 0.1¢ $ 0.1¢

NINE MONTHS ENDED
SEPTEMBER 30,
In thousands (except share and per share amount 2013 2012

BASIC EARNINGS PER SHARI

Net income available to common shareholc $ 4,11154. $ 3,924,19
Weighted average shares outstant 7,794,43! 7,733,84
Net income per common she $ 0.5 $ 0.51

DILUTED EARNINGS PER SHARE

Net income available to common shareholc $ 4,11154. $ 3,924,19
Weighted average shares outstant 7,794,43! 7,733,84
Effect of dilutive stock option 10,42¢ 11,93
Effect of dilutive no-vested restricted shar 36,72¢ 11,97:
Weighted average shares of common stock and consinok equivalent 7,841,59 7,757,75
Net income per diluted common shi $ 05z $ 0.51

During the three and nine month periods ended &d#me30, 2013, anti-dilutive weighted average optito purchase 69,500 and 71,313
shares of common stock, respectively, were outstgnalith prices ranging from $8.25 to $15.67. Adilutive weighted average stock options
of 202,750 and 208,375 were outstanding duringthee and nine month periods of 2012, respectiweilyy prices ranging from $7.04 to
$15.67. These options were not included in themdation of diluted EPS because the options’ eserprice was greater than the average
market price of the common shares. These optiegmlio expire in 2015.

There were no anti-dilutive non-vested restrictels grants for the three and nine months endete8dger 30, 2013 and 2012.
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Item 2. Management’s Discu ssion and Analysis &inancial 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@Ll2 Annual Report on Form 10-K, as
amended. Average balances, including balancesinsmdculating certain financial ratios, are gefigrcomprised 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 pegjmm of these financial statements
requires management to make estimates and judgthentaffect the reported amounts of assets ahdities, revenues and expenses, and
related disclosures of contingent assets and ili@silat 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 okQalley Bancorp and its subsidiary. Unless othisenstated, 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 bevéial-looking statements” within the meaning of fPrévate Litigation Reform Act of
1995 and therefore may involve risks, uncertaingied other factors which may cause our actual nsstal 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.” Although management believes that the assumptions andtexipes reflected in such forward-
looking statements are reasonable, it can give ssueance that such expectations will prove to beect. Factors that could cause actual
results to differ from results discussed in forwdwrdking statements include, but are not limitedelwonomic 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 wathcentrations in real estate related loans; chanigesccounting standards and
interpretations ; and other risks as may be dethfiem time to time in the Compasyfilings with the Securities and Exchange Comminssall
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 reflectraser changes after the date of this discussioto seflect the occurrence of unanticipated
events.

Forward-looking statements speak only as of the tlay are made, and the Company does not undedakedate forward-looking
statements to reflect circumstances or eventsabatr after the date the forward-looking statememtssmade, whether as a result of new
information, future developments or otherwise, pkes may be required by law.

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

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 asedyrelated 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 es&tied fair value, with any unrealized gains anddgsnet of taxes, reported as
accumulated other comprehensive income in sharetsldquity. We conduct a periodic review and eatidin 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 suchuesl.
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Allowance for Loan Loss¢

Accounting for allowance for loan losses involvem#icant judgment and assumptions by managenmeshisabased on historical
data and management’s view of the current econemidonment. At least on a quarterly basis, our age@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 taedtia 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 thec#ffiereview of individual loans to identify and m&ure impairment. We evaluate
each loan by use of a risk rating system, excagtdoogeneous 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 loarc@lateral 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 grougools 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

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 coieditions 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 agsest of appropriate loss allowance is our lodanasing 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 othéiliiies), the adequacy of the allowance is congden its entirety
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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 datepsyychents 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 oveelti@oyees’ requisite service period (generallyvbsting 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.

Other Real Estate Owned

Other real estate owned, which represents reakestguired through foreclosure, or deed in liefoodclosure in satisfaction of
commercial and real estate loans, is carried dbtler of cost or estimated fair value less théestied selling costs of the real estate. The fair
value of the property is based upon a current aggdrdl he difference between the fair value ofrima estate collateral and the loan balance a
the time of transfer is recorded as a loan chaffjéfair value is lower. Subsequent to foreclosumanagement periodically performs
valuations and the OREO property is carried atdher of carrying value or fair value, less costsell. The determination of a property’s
estimated fair value incorporates (1) revenuesegtef to be realized from disposal of the propéR)construction and renovation costs,

(3) marketing and transaction costs, and (4) hgldiosts (e.g., property taxes, insurance and homemvassociation dues). Any subsequent
declines in the fair value of the OREO propertgithe date of transfer are recorded through a&wigvn of the asset. Any subsequent
operating expenses or income, reduction in estidnfatie 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 FeBemdsit Insurance Act and
are a member of the Federal Reserve. Since itsafton, 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 comiia¢tzanking services designed for both
individuals and small to medium-sized businessekertwo main areas of service of the CompanyQésetral Valley and the Eastern Sierras.

The Bank offers a complement of business checkinbsavings accounts for its business customers. BHmnk also offers commercial ¢
real estate loans, as well as lines of credit.| B&tate loans are generally of a short-term ndturboth residential and commercial purposes.
Longer-term real estate loans are generally matteadjustable interest rates and contain normaligiams for acceleration. In addition, the
Bank offers traditional residential mortgages tlyioa third party.

The Bank also offers other services for both irdlinils and businesses including online banking, temeposit capture, merchant
services, night depository, extended hours, tra\setdecks, 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 Bargdy make such services available to the
Bank'’s customers through financial institutionstwithich the Bank has correspondent banking relgtigms. The Bank does not offer stock
transfer services nor does it directly issue credtitls.

Effective July 3, 2008, Oak Valley Community Bardchme a subsidiary of Oak Valley Bancorp, a newstgldished 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 @Ggntalley around Oakdale and Modesto, and thedtastierras. As such, unless othen
noted, all references are about Oak Valley Ban(ig “Company”).

Overview of Results of Operations and Financial Codition

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

28




Table of Contents

Management believes the following were importantdes in the Company’s performance during the tlargs nine month periods ended
September 30, 2013:

Thanks to our deep roots in the communities thasevee, our focus on customer care and our seigdtivending, during the first
nine months of 2013, our performance has beenrlibtia most institutions of our size that compateur market. Despite the
stagnant economy affecting our primary market aneashave been able to increase our core deposisa0.2 million and have
posted net income available to common sharehotdfe$8.19 and $0.52 per diluted share for the tlrgknine month periods ended
September 30, 2013, respectively. While recenilyliphed economic data indicates that the curreminturn may be easing, it is not
clear when or at what speed the economy will recoMe the extent that the weak business climatdimoes, it will affect the market
areas that we serve and our results accordingly.

The Company recognized net income available to comshareholders of $1,505,000 and $4,112,000 éothtee and nine month
periods ended September 30, 2013, respectivelyorapared to $1,394,000 and $3,924,000 for the geamieds in 2012. The
Company recognized net income before preferreckstmidends of $1,505,000 and $4,179,000 for thiedtand nine months ended
September 30, 2013, respectively, as compared,4Y$000 and $4,292,000 for the same periods i2.20he factors contributing
to these results will be discussed below.

The Company recognized $68,000 in the nine monidse September 30, 2013, associated with the ddoryareferred stock
dividends for the Series B Preferred Stock thatlit® Treasury owned under the Small Business lngndlund (“SBLF”). The
Company repurchased 6,750 shares of its SeriegfriRed Stock in May 2012, and 6,750 shares @étses B Preferred Stock in
March 2013, leaving no shares of Series B Prefe8tedk outstanding as of March 31, 2013. In conspar the three and nine mo
periods of 2012 reflected $85,000 and $368,00@ewsvely, for preferred stock dividends.

The Company has taken significant steps to recheeisk of loan losses. In the three and ninetmperiods ended September 30,
2013, the provision for loan loss was $100,000%8@D,000, respectively, which compares to $30080@0$900,000 recorded in the
same periods in 2012. The decrease was mainlyodmanagement’s assessment of the appropriateftavitle allowance for loan
losses and a decrease in the level of non-acavaakl The Company continues to monitor the Baitdan portfolio with the objecti\
of avoiding defaults or write-downs. Despite thastons, the possibility of additional losses aatrive eliminated, but the Board of
Directors and all employees continue to work hartheke the best of these continuing challenginglitimms.

Net interest income decreased $224,000 or 3.6%%$&26,000 or 4.4% for the three and nine month perended September 30,
2013, respectively, compared to the same perio@912. The decrease was primarily due to loanimestment security yield
reduction.

Non-interest income increased by $75,000 or 9.586%4174,000 or 7.6% for the three and nine montkeéiSeptember 30, 2013,
respectively, as compared to the same periodsli.2The increase was primarily due to increasedstment service fee income
mortgage commissions.

Non-interest expense increased by $91,000 or 2ra$$355,000 or 1.9% for the three and nine montloge ended September 30,
2013, respectively, as compared to the same pend312. The increase was due to a combinati@xpénses incurred to support
the growth of our product lines and services, whiels offset in part by strong loan production reésglin an increase in deferred
loan cost of $238,000, for the nine month perio@@f3 compared to 2012, included in salaries amul@mae benefits.

Total assets decreased $1.4 million or 0.2% froroeD®er 31, 2012. Total net loans increased byl$28lion or 6.0% and
investment securities increased by $13.3 milliod28% from December 31, 2012 to September 30,200 deposits increased
by $4.6 million or 0.8% for the same period.

Income Summary

For the three and nine month periods ended Septed3h2013, the Company recorded net income avaitabcommon shareholders of
$1,505,000 and $4,112,000, respectively, reprasgiticreases of $111,000 and $187,000, as compathd same periods in 2012. Returr
average assets (annualized) was 0.92% and 0.87#teftinree and nine months ended September 30, B&Sectively, as compared with
0.97% and 0.96% for the same periods in 2012. Alired return on average common equity was 9.4588a50% for the three and nine
months ended September 30, 2013, respectivelygrapared to 9.02% and 8.78% for the same perio@912.
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Net income before provisions for income taxes amdigored stock dividends and accretion was down@®and $307,000 for the third qua
and nine months ended September 30, 2013, resplgctitom the comparable 2012 periods. The incetatement components 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 Nine Months Ended

(In thousands) September 30, 201 September 30, 201

Change from 2012 to 2013 i

Net interest incom $ (229 $ (82€)
Provision for loan losse 20C 60C
Nor-interest incomt 75 174
Non-interest expens (92) (25E)
Change in income before income ta $ (40 $ (307)

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

Net interest income is the largest source of the@my's operating income. For the three and nine mpetiods ended September 30, 2013,
net interest income was $6.0 million and $17.9iomll respectively, which represented decrease224 900 or 3.6% and $826,000 or 4.4%
from the comparable periods in 2012.

The net interest margin (net interest income asregmtage of average interest earning assets) w2%-4nd 4.11% for the three and nine
month periods ended September 30, 2013, respeagtivelecrease of 45 and 55 basis points, as cothpatke same periods in 2012. The
decrease in the net interest margin in the finse mhonths of 2013 was primarily attributable tdargge in the mix of earning assets with a
higher portion in investment securities and inteeesning deposits balances, which had averagadmiacreases of $13.6 million and $37.1
million, respectively, compared to the first ninemths of 2012. These balances had yields of 3.&848d0.26%, respectively, in the first nine
months of 2013, which was significantly less thia@ yield on gross loans and thus driving down trerall yield on earning assets.

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 decreasntef 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 9 basis pointsddhree and nine months ended September 30, gk ctively, 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 $22.9 million and $31.0 million ttee three and nine month periods ended
September 30, 2013, respectively, as comparecktsdine periods of 2012. Compared to cost of fuhdsjecrease in earning asset yield was
more significant at 53 and 61 basis points forttitee and nine month periods ended September 33, 28spectively, compared to the same
periods of 2012. The investment securities padfrdcognized a significant decrease of 76 andaXlslkpoints for the third quarter and nine
month period of 2013, respectively, as comparezDtt?, mainly because of the Company deploying gashnvestment security purchases,
which have historically low yields. The yield arahs decreased moderately by 32 and 37 basis foiritee third quarter and nine month
period of 2013, respectively, as compared to 2018pite the significant portion of our loans that at their contractual 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 nioetimperiods ended September 30, 2013 an
2012:

Net Interest Analysit

Three Months Ended September 30, 201 Three Months Ended September 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 $ 398,49( $ 5,44 5.42% $ 389,86( $ 5,63¢ 5.74%
Investment securities (: 119,76¢ 89¢ 2.97% 102,84 967 3.73%
Federal funds sol 9,04z 5 0.22% 11,174 7 0.25%
Interes-earning deposit 70,23¢ 49 0.28% 48,10¢ 28 0.23%
Total interes-earning asset 597,53¢ 6,392 4.24% 551,99 6,63¢ 4.77%
Total noninterest earning ass 48,49: 54,07¢
Total Assets 646,02 606,07
Liabilities and Shareholders Equity:
Interes-bearing liabilities:
Interes-earning DDA 14,25’ 4 0.11% 232 0 0.00%
Money market deposi 234,43( 72 0.12% 247,86! 124 0.20%
NOW deposit: 82,82 19 0.09% 67,42¢ 27 0.16%
Savings deposil 37,55¢ 14 0.15% 27,18¢ 15 0.22%
Time certificates of deposit $100,000 or m 34,20° 62 0.72% 37,56: 80 0.84%
Other time deposit 19,44¢ 23 0.47% 20,98¢ 29 0.55%
Other borrowingt 0 0 0.00% 0 0 0.00%
Total interes-bearing liabilities 422,72. 194 0.18% 401,26 27¢ 0.27%
Noninteres-bearing liabilities
Noninteres-bearing deposit 156,31« 133,45
Other liabilities 3,82i 3,28
Total nonintere-bearing liabilities 160,14: 136,73¢
Shareholder equity 63,16" 68,06¢
Total liabilities and sharehold¢ equity $ 646,02 $ 606,07:
Net interest incom $ 6,19¢ $ 6,360
Net interest spread (. 4.06% 4.50%
Net interest margin (< 4.12% 4.57%

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

(2) Yields and interest income on municipal sé@giand loans have been adjusted to their fulkabde equivalents, based on a federal
marginal tax rate of 34.0%.

(3) Represents the average rate earned on inte@sting assets less the average rate paid onastdoearing liabilities.

(4) Represents net interest income as a percerghgeerage interest-earning assets.

(5) Annual interest rates are computed by dividimg interest income/expense by the number of datyeiperiod multiplied by 365.
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Nine months endec
September 30, 201

Nine months endec
September 30, 201.

Interest

Interest

Income Avg Income Avg
Average / Rate/ Average / Rate/
(Dollars in thousands) Balance Expense Yield Balance Expense Yield
Assets:
Earning asset:
Gross loans (1) (2 $39158 $ 15,82/ 5.40% $ 391,03t $ 16,94: 5.77%
Investment securities (: 112,68! 2,98: 3.54% 99,06¢ 2,86¢ 3.85%
Federal funds sol 9,792 17 0.23% 9,45:% 16 0.23%
Interes-earning deposit 82,00: 161 0.26% 44,91¢ 83 0.25%
Total interes-earning asset 596,06 18,98t 4.26% 544,47 19,90¢ 4.87%
Total noninterest earning ass 49,18 53,38t
Total Asset: 645,24 597,85t
Liabilities and Shareholders Equity:
Interes-bearing liabilities:
Interes-earning DDA 10,37¢ 10 0.13% 10€ — 0.00%
Money market deposi 239,32! 251 0.14% 250,64¢ 401 0.21%
NOW deposit: 80,47¢ 63 0.10% 65,76¢ 78 0.16%
Savings deposit 35,17( 41 0.16% 25,83: 45 0.23%
Time certificates of deposit $100,000 or m 36,32: 20¢€ 0.76% 37,12 244 0.88%
Other time deposit 19,75( 72 0.49% 22,09: 10z 0.62%
Other borrowing: 0 0 0.00% 624 5 1.07%
Total interes-bearing liabilities 421,42( 643 0.20% 402,19 87¢€ 0.29%
Noninteres-bearing liabilities
Noninteres-bearing deposit 154,29 123,30(
Other liabilities 3,76¢ 3,01¢
Total nonintere-bearing liabilities 158,06! 126,31¢
Shareholder equity 65,76 69,34¢
Total liabilities and sharehold¢ equity $ 645,241 $ 597,85!
Net interest incom $ 18,34 $ 19,03
Net interest spread (. 4.06% 4.58%
Net interest margin (< 4.11% 4.66%

(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 fullydédex 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.

(5) Annual interest rates are computed by dividimg interest income/expense by the number of daty=iperiod multiplied by 365.
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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 assklighilities for the three and nine month
periods ended September 30, 2013 and 2012. Changsrest income and expense that are not ataiide specifically to either rate or
volume are allocated to the rate column below.

Rate / Volume Variance Analysi
(In thousands)

For the Three Months Ended
September 30, 2013 vs 20!
Increase (Decrease
in interest income and expens
due to changes in

Volume Rate Total

Interest income:
Gross loans (1) (¢ $ 128§ (319 % (194
Investment securities (. 15¢ (230 (72)
Federal funds sol Q) (D (2
Interes-earning deposit 13 8 21
Total interest income  $ 29¢ $ (542) $ (246)

Interest expense
Interes-earning DDA 0] 4 4
Money market deposi @) (45) (52
NOW deposits 6 (14 (8
Savings deposil 6 @) (@D}
Time CD $100K or mor: 7 (11 18)
Other time deposit 2 (4) (6)
Other borrowing 0 0 0
Total interest expens ~ $ 4 $ 7N $ (8D)
Change in net interest incom  $ 30C § (469) $ (165)

(1) Loan fees have been included in the calmnadf interest income.
(2) Interest income on municipal securities anahi® has been adjusted to their fully-taxable edaivs, based on a federal marginal tax rate
of 34.0%.

The table above reflects the current low interat environment has impacted assets more thalitlehas indicated by the decrease of
$465,000 in net interest income due to the rataghdor the third quarter of 2013. This is notitgbfor the Company, as we have historically
been liability sensitive in recent years. Howeyamchases of investment securities in the pasidths at market interest rates lower than oL
overall portfolio reflects a decrease of $230,006 tb the lower yield of the new securities. Aduitlly, the decrease in loan yields resulted ir
a $319,000 decrease to loan interest income foqulaeter compared to prior year. The increaseainiag asset balances combined with the
overall change in mix of balances resulted in @meéase of $300,000 to net interest income ovesdnee period.
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Interest income:

Gross loans (1) (2
Investment securities (.
Federal funds sol
Interes-earning deposit

Interest expense
Interes-earning DDA
Money market deposi
NOW deposits

Savings deposil

Time CD $100K or mor:
Other time deposit
Other borrowing:

Change in net interest incom $

For the Nine Months Ended September 3(

24
394

69

Total interest income

48¢

(18)
17
16
©)

1D
©)

Total interest expens

(©)

494

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

(2) Interest income on municipal securities arahi® has been adjusted to their fully-taxable edaivs, based on a federal marginal tax rate

of 34.0%.

The table above reflects the current low interat environment has impacted assets more thalitlehas indicated by the decrease of
$1,182,000 in net interest income due to the ragage for the first nine months of 2013. Thisas typical for the Company, as we have
historically been liability sensitive in recent yga However, purchases of investment securitiégBerpast 12 months at market interest rates
lower than our overall portfolio reflects a deceea$ $275,000 due to the lower yield of the newusiéies. Additionally, the decrease in loan
yields resulted in a $1,143,000 y-to-date decrease to loan interest income comgarpdor year. The increase in earning asset loakn
combined with the overall change in mix of balaneesilted in an increase of $494,000 to net inténesme 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 famriec For the three and nine month periods endpte®der 30, 2013, non-interest
income was $866,000 and $2,468,000, respectiveyesenting increases of $75,000 or 9.5% and $00407.6%, compared to the same
periods in 2012.

The following tables show the major componentsasf-interest income:

For the Three Months Ended September 3(

2013 2012 $ change % change
Service charges on depos $ 318,06: $ 287,10. $ 30,96: 10.8%
Earnings on cash surrender value of life
insurance 100,66( 105,00( (4,340 (4.1)%
Mortgage commissior 59,94 63,79: (3,84%) (6.0)%
Gains on called securitit 18,09: 35,40¢ (17,319 (48.9)%
Other income 368,80° 299,15( 69,65’ 23.3%
Total nor-interest income $ 865,56¢ $ 790,44¢ $ 75,11 9.5%
For the Nine Months Ended September 3(
2013 2012 $ change % change
Service charges on depos $ 903,59¢ $ 868,67° $ 34,92: 4.0%
Earnings on cash surrender value of life
insurance 306,20° 315,00t (8,799 (2.8)%
Mortgage commissior 196,64t 171,57¢ 25,06" 14.6%
Gains on called securitit 52,65¢ 70,41( (17,752 (25.2)%
Other income 1,008,80: 868,16! 140,63. 16.2%
Total not-interest incomt $ 2,467,911 $ 2,293,83' $ 174,07! 7.6%

Service charges on deposits increased by $31,0D828 000 for the third quarter and nine monthqeeended September 30, 2013,
respectively, compared to the same periods in 284 2, result of an increase in the number of tditgadeposit accounts. Mortgage
commissions have decreased by $4,000 for the gliadter and increased by $25,000 for the nine mpatiod of 2013, as compared to the
same periods of 2012 as a result of the escalate@ud for home purchases and refinancing due trigére current low interest rate
environment. The decrease in the third quartéects the recent retraction in mortgage activitpassult of the rise in long-term interest rates
that occurred towards the end of the second queft2013.

Other income increased by $70,000 and $141,00théthree and nine month periods ended Septemb@038, respectively, as compared to
the same periods of 2012, mainly as a result of#fze-to-date increases of $68,000 in investmanicefee income, $83,000 in debit card fee
income, and a decrease in the checking cash bagitde contra expense accrual of $93,000.

Non-Interest Expense

Nonr-interest expense represents salaries and berfitigpancy expenses, professional expenses, ostidees, and other miscellaneous
expenses necessary to conduct business.

The following tables show the major componentsasf-mterest expenses:

For the Three Months Ended September 3(

2013 2012 $ change % change
Salaries and employee bene $ 2,451,03 $ 2,462,46: $ (11,43) (0.5)%
Occupancy 738,93 766,40: (27,469 (3.6)%
Data processing fet 330,60 282,34 48,25¢ 17.1%
OREO expense 1,40¢ 0 1,40¢ n/a
Regulatory assessments (FDIC & D 120,00( 114,00( 6,00( 5.3%
Other 976,44 901,97: 74,47 8.3%
Total nor-interest incom: $ 4,618,431 $ 4,527,18' $ 91,24: 2.0%
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For the Nine Months Ended September 3(

2013 2012 $ change % change
Salaries and employee bene $ 7,590,17¢ $ 7,552,21. $ 37,96 0.5%
Occupancy 2,220,32 2,260,48 (40,167) (1.8)%
Data processing fet 938,20t 838,21 99,99: 11.9%
OREO expense 2,19: 18,35¢ (16,16%) (88.1)%
Regulatory assessments (FDIC & D 360,00( 347,00( 13,00( 3.7%
Other 2,880,48! 2,719,701 160, 78! 5.9%
Total nor-interest income¢ $ 13,991.38 $ 13,73597 $ 255,41 1.9%

Non-interest expenses increased by $91,000 or 2.092%5800 or 1.9% for the three and nine months eSdgiember 30, 2013, respectiv
as compared to the same periods of 2012. Sakmemployee benefits decreased $11,000 for trebdbiarter and increased $38,000 for the
nine months ended September 30, 2013, as compatked same periods of 2012. To support our emplwassuperior customer service, we
increased our full-time equivalent staff by 9 asseptember 30, 2013 compared to last year, whiahitesl in increased salary expense and
group medical insurance benefits. The salary amefit year-to-date increase was offset in pamiyncrease in deferred loan costs of
$238,000, stemming from strong loan productionmythe first nine months of 2013. Data procesf#eg increased by $48,000 and $100,00
for the three and nine month periods ended Septe@ithe2013, respectively, from the comparable 20d120ds, as a result of an increased
number of transaction accounts and the expansionmproducts and services. Also contributing aasncrease in other expense of $74,000
and $161,000 for the three and nine months endpte@®ber 30, 2013, respectively, compared to theegaemiods 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 $120,0066360,000 for the three and nine
months ended September 30, 2013, respectivelyesepting an increase of $6,000 and $13,000 compatbe same periods of 2012. The
initial base assessment rate for financial insting varies based on the overall risk profile &f ihstitution as defined by the FDIC. The
increase in 2013 is due to a higher deposit ba2813 as compared to 2012, as the FDIC assessatestare applied to average quarterly tota
liabilities as the primary basis.

Occupancy expenses decreased by $27,000 and $46rGfe three and nine months ended Septembe&(3@, respectively, as compared to
the prior year.

OREO expenses were $1,000 and $2,000 for the #me@ine months ended September 30, 2013, resplyctbompared to no expense
recorded in the third quarter of 2012 and expef$d8,000 for nine month period of 2012. Includeithin the year-to-date totals were gains
from OREO sales of $17,000 in 2013 compared toggair$4,000 in 2012. The remaining expense ithated to general overhead such as
property taxes and utilities associated with thepprties classified as other real estate owneereThave been three foreclosures and two
subsequent sales which has increased our OREOGtarydrom one property as of September 30, 201tPrge properties as of September 30,
2013. There were two sales of OREO propertiesduthie first nine months of 2013 resulting in angam sale of $17,000, compared to one
sale during the first nine months of 2012 that ltesuin a gain of $4,000.

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 $67@,80d $1,901,000 for the three and nine month gemmded September 30, 2013,
respectively, representing decreases of $66,006488,000, as compared to the provisions reporntélde comparable periods of 2012. The
effective income tax rate on income from continuaqgrations was 30.9% and 31.3% for the three amelmonths ended September 30, 2013
respectively, compared to 33.3% and 32.8% for tmeparable periods of 2012. These provisions reflecruals for taxes at the applicable
rates for federal income tax and California frasehiax based upon reported pre-tax income, andtadjfior the effects of all permanent
differences between income for tax and financipbréng purposes (such as earnings on qualifiedicipal securities, BOLI and certain tax-
exempt loans). The disparity between the effedtixerates for 2013 as compared to 2012 is primdrik to tax credits from California
Enterprise Zones and low income housing projectsedlsas tax freencome on loans within these enterprise zones andaipal securities ar
loans that comprise a larger proportion of predt&ome in 2013 as compared to 2012.

Asset Quality
Non-performing assets consist of loans on non-acatadlis, including loans restructured on non-acatals, 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 aamme those circumstances and repay the
loan in full. OREO consists of properties acquibydoreclosure or similar means and which manageéinénds to offer for sale.

Non-accrual loans totaled $3.58 million at Septemifer2®13, as compared to $6.92 million at Decemtef812. The non-accrual loans as
of September 30, 2013 are loans made to six borsopranarily for purposes of commercial real estads of September 30, 2013, we had
three loans considered troubled debt restructutioigding $1.21 million, all of which are includ@unon-accrual loans.

OREO as of September 30, 2013 consisted of thigeepiies, one of which was a residential land aegluthrough foreclosure that was written
down to a zero balance because the public utiliteese not been obtainable rendering these landifotearketable at this time. The other two
OREO properties consisted of commercial real estasding $916,000 and were acquired through fasdle.

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

Non-Performing Assets

September 30 December 31

(in thousands) 2013 2012
Loans in no-accrual statu $ 3,57¢ $ 6,92:
Loans past due 90 days or more and acct 0 0

Total nor-performing loan: 3,57¢ 6,92:
Other real estate ownt 91€ 0

Total nor-performing assel $ 4,49 % 6,92:
Allowance for loan losse $ 7,66¢ $ 7,97¢
Asset quality ratios

Non-performing assets to total ass 0.68% 1.05%

Non-performing loans to total loa 0.86% 1.77%

Allowance for loan losses to total lozg 1.85% 2.04%

Allowance for loan losses to total r-performing loan: 214.33% 115.19%

Non-performing assets decreased by $2,428,000 asppéi@ber 30, 2013 as compared to December 31, poib2arily as a result of the
$3,344,000 reduction in non-accrual loans. Thikiotion was due to principal payments of $1,758,0t¥ns foreclosed on and transferred to
OREO of $1,881,000, chargdfs of $593,000 and three loans totaling $643 @0 were placed back on accrual status. Theketiens wer
offset by additions of $1,744,000 for new loanscption non-accrual status and an advance on amgxi®n-accrual loan of $138,000.
Additionally, OREO balances increased by $916,00ng the nine month period ended September 3@ 20& to foreclosures on four loans,
two of which were subsequently sold during the qukbri

Allowance for Loan and Lease Loss€'ALLL")

In anticipation of credit risk inherent in our lend business, we routinely set aside allowancesutyit charges to earnings. Such charges are
not only made for the outstanding loan portfoliot &lso for off-balance sheet items, such as comerits 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 forlizffance sheet items, which is presented as a canpohother liabilities. The Company recordedl
loss provisions of $100,000 and $300,000 for theetand nine month periods in 2013, respectivehiclivdecreased by $200,000 and
$600,000, as compared to the provisions recordéteisame periods of 2012.

The allowance for loan losses decreased by $30&08B%, to $7.67 million at September 30, 20K3¢@mpared with $7.97 million at
December 31, 2012. The Company recognized thedserin the allowance for loan losses during tiséfine months of the year due to the
net loan charge-offs of $606,000 which was paytiaffset by loan loss provision of $300,000. Thmhcial condition of certain Bank clients
has stabilized which has improved the overall ¢nesk of the loan portfolio as evidenced by oucr@ase in non-accrual loans. The decrease
the allowance for loan losses resulted in a deergathe allowance for loan losses as a percerdbgal loans to 1.85% at September 30,
2013, as compared to 2.04% at December 31, 2012.

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.
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The Company makes provisions for loan losses wheguired 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 assessmitat @ferall quality of the loan portfolio and
general economic trends in the local market. Tdterdhination of the appropriate level for the allmee is based on that review, considering
such factors as historical experience, the voluntetgpe of lending conducted, the amount of andtifled potential loss associated with
specific non-performing loans, regulatory policigeneral economic conditions, and other factorsteel to the collectability of loans in the
portfolio.

Although management believes the allowance at 8dpe30, 2013 was adequate to absorb probableslégse any known and inherent risks
in the portfolio, no assurance can be given thafitiverse effect of current and future economidlitimms on our service areas, or other
variables, will not result in increased losseshia fban portfolio in the future.

Investment Activities

Investments are a key source of interest incomewddement of our investment portfolio is set in adaoce with strategies developed and
overseen by our Investment Committee. Investmelanloas, including cash equivalents and interestitgaeposits in other financial
institutions, are subject to change over time basedur asset/liability funding needs and interas risk management objectives. Our liquit
levels take into consideration anticipated futuastcflows and all available sources of credits, amedmaintained 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, unpledgedadle-for-sale securities and salable governmeatranteed loans to help meet liquidity
requirements and provide temporary holdings uhélfunds can be otherwise deployed or investeaf/Aeptember 30, 2013, and
December 31, 2012, we had $99.8 million and $14iillBon, respectively, in cash and cash equivalents

Investment Securitie

Management of our investment securities portfaicuses on providing an adequate level of liquiditg establishing an interest rate-sensitive
position, while earning an adequate level of inmestt income without taking undue risk. Investmetusities that we intend to hold until
maturity are classified as held-to-maturity se@esitand all other investment securities are diassas available-for-sale. Currently, all of our
investment securities are classified as availateséle. The carrying values of available-for-galeestment securities are adjusted for
unrealized gains or losses as a valuation allowandeany gain or loss is reported on an after-tesisbas a component of other comprehensive
income.

Management has evaluated the investment secysitigfolio to determine if the impairment of any saty in an unrealized loss position is
temporary or other than temporary. We conductragie review and evaluation of the securities fmit to determine if the value of any
security has declined below its carrying valuesuth decline is deemed other than temporary, weédnamjust the carrying amount of the
security by writing down the security to fair valiough 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 temporarilpaimed. The unrealized losses are due primariigterest rate changes.

Deposits
Total deposits at September 30, 2013 were $591ll®mia $4.6 million or 0.8% decrease from the aptotal of $587.0 million at December

31, 2012. Average deposits increased $50.8 mitthob575.7 million for the nine month period en®zptember 30, 2013 as compared to the
same period in 2012. We attracted deposits dusetsdfety and soundness of the Bank and our fatesstomer service.

September 30 December 31 Nine month change

(in thousands) 2013 2012 $ %
Demanc $ 175,22. $ 175,58 $ (367) (0.2)%
NOW 89,01¢ 83,86 5,15¢ 6.2%
MMDA 236,72 238,99 (2,279 (1.0)%
Savings 37,43. 30,18: 7,251 24.0%
Time < $100K 19,50¢ 20,42: (91€) (4.5)%
Time > $100K 33,74: 37,94! (4,209 (11.1)%

$ 591,64. $ 586,99: $ 4,64¢ 0.8%
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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 Seip¢erd0, 2013.

Since our deposit growth strategy emphasizes agpesit growth we have avoided relying on brokereplodits as a consistent source of funds
The Company had $1.9 and $2.0 million in brokerepladits as of September 30, 2013 and Decembe032, Bespectively. The only
brokered deposits the Bank holds are from CDARSI&@&] a certificate of deposit and money markebant program, respectively, that
exchanges funds with other network banks to off#fHDIC insurance 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 September 30, 2013, due to
elevated liquidity levels from increased depositd bban payments that allowed us to pay the adwaoffe See “Liquidity Managemenbelow
for the details on the FHLB borrowings program.

Capital Ratios

The Company is regulated by the Board of Governbthe Federal Reserve Board (FRB) and is subgetttd securities registration and public
reporting regulations of the Securities and Excleaigmmission. The primary federal regulator oukiransubsidiary is the FRB. The bank
subsidiary is also regulated by the Federal Depsitrance Corporation (FDIC) and the CalifornigpBment of Financial Institutions (DFI).
We are not aware of any recommendations of regylatathorities or otherwise which, if they wereb® implemented, would have a material
effect on our liquidity, capital resources, or giems.

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-batasheet 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 iptes; excluding accumulated other comprehensigerme (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 requiremelgtscribed 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%, dépgngon 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 caggér regulatory actions that could have a matadaierse 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 Septeeb30, 2013 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 September 30, 201

Total Capital (to Ris-Weighted Assets $ 70,08¢ 14.3% $ 49,13¢ 10% $ 39,30¢ 8%

Tier 1 Capital (to Ris-Weighted Assets $ 63,92¢ 13.0% $ 29,48: 6% $ 19,65¢ 4%

Tier 1 Capital (to Average Asse! $ 63,92¢ 9.9% $ 32,29¢ 5% $ 25,83¢ 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% $ 32,31( 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 September 30, 201, 2009:

Total Capital (to Ris-Weighted Assets $ 70,34¢ 14.3% N/A N/A $ 39,31« 8%

Tier 1 Capital (to Ris-Weighted Assets $ 64,18¢ 13.1% N/A N/A $ 19,65: 4%

Tier 1 Capital (to Average Asset $ 64,18¢ 9.9% N/A N/A $ 25,84! 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 iregpients similar to those discussed above. Thk babsidiary’s capital ratios do
not vary materially from our capital ratios preszhtibove. At September 30, 2013, our bank subgidicceeded the minimum ratios
established by the FRB and FDIC.

Liquidity Management

Since the Company is a holding company and doesaratuct 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.

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 raiselear maintain funds without incurring excessivditidnal 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
September 30, 2013 were $172.2 million comparekP@.1 million at December 31, 2012. Our liquidéyel measured as the percentage of
liquid assets to total assets was 26.1% and 30tBé@ember 30, 2013 and December 31, 2012, régglgciVe anticipate that cash and cash
equivalents on hand and other sources of fundgwolide adequate liquidity for our operating, istreg and financing needs and our
regulatory liquidity requirements for the foresdedture. Management monitors our liquidity pasitidaily, balancing loan funding/payments
with changes in deposit activity and overnight stweents.
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As a secondary source of liquidity, we rely on athes 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 September 30, 2013, our borrowing capaciynfthe FHLB was approximately $161.0 million andrthwere no outstanding advances.
We also maintain 2 lines of credit with correspamdganks to purchase up to $25 million in fedewalds, for which there were no advances as
of September 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 September 30, 2013 and December 31, 2012adeommitments to extend credit of $55.0 milliow $42.2 million,
respectively, which includes obligations underdettof credit of $0.4 million and $0.5 million, pestively.

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 guardrgethe lines of credit will be used.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Not applicable.

ltem 4. Controls and Procedures

The Company’s Chief Executive Officer and its Cht@fancial Officer, after evaluating the effectiess of the Company’s disclosure controls
and procedures, as defined in Exchange Act Rules1&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 mateftaination relating to the Company would be m&dewn to them by others within the
Company, particularly during the period in whiclistreport was being prepared. Disclosure contintsprocedures are designed to ensure
information required to be disclosed by us in tgorts that we file or submit under the Exchangeid\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@ifficer and Chief Financial
Officer, as appropriate to allow timely decisiorgarding required disclosure.

There were no significant changes in our interoatl over financial reporting during the lastcli$ quarter that have materially affected, or
are reasonably likely to materially affect, oureimal 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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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: November 12, 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 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, amgtfe@ 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 procsdofee 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 atiie 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#) llas 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 céootrer financial reporting which are
reasonably likely to adversely affect the regigfeaability 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: November 12, 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: November 12, 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 Bapoon Form 10-Q for the quarterly period ended Smybier 30, 2013, fully complies with
the requirements of Section 13(a) or 15(d) of theusities Exchange Act of 1934 and that informationtained in such Form 10-Q fairly
presents, in all material respects, the finanaaldition and results of operations of Oak ValleynBarp.

Date: November 12, 2013 By: /s/ CHRISTOPHER M. COURTNE
Name: Christopher M. Courtney
Title: President and Chief Executive Officel

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 Septer8Be2013, 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: November 12, 2013 By: /s/ RICHARD A. MCCARTY
Name: Richard A. McCarty
Title: Chief Financial Officer




