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PART | — FINANCIAL STATEMENTS

Item 1. Consolidated Financial Statements (Unaudit®

OAK VALLEY BANCORP
CONDENSED CONSOLIDATED BALANCE SHEETS
AT SEPTEMBER 30, 2014 (UNAUDITED) AND DECEMBER 31,2013 (AUDITED)

(dollars in thousands)

ASSETS
Cash and due from banks
Federal funds sold

Cash and cash equivalents

Securities available for sale

Loans, net of allowance for loan loss of $7,541 $n®59 at September 30, 2014 and December !
2013, respectively

Bank premises and equipment, net

Other real estate owned

Interest receivable and other assets

LIABILITIES AND SHAREHOLDERS’ EQUITY

Deposits
Interest payable and other liabilities
Total liabilities

Commitments and contingencies

Shareholders’ equity
Common stock, no par value; 50,000,000 shares aeglup 8,074,855 and 7,929,730 shares isst
and outstanding at September 30, 2014 and Dece3iib@013, respectively
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income (loss)phtetx

Total shareholders’ equity

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

September 30, December 31,
2014 2013

104,97 $ 100,09¢
12,77( 5,09t
117,74 105,19:
124,19¢ 117,74t
427,841 411,15¢
13,61« 13,68¢
884 91€
22,53¢ 23,16(
706,82 $ 671,85!
630,17¢ $ 602,63:
3,85( 4,707
634,02¢ 607,33t
24.,68: 23,75¢
2,79¢ 2,53
43,94( 38,98¢
1,37: (769
72,79: 64,51%
706,82 $ 671,85!




OAK VALLEY BANCORP

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDI TED)
FOR THE THREE AND NINE MONTH PERIODS ENDED SEPTEMBE R 30, 2014 AND SEPTEMBER 30, 2014

(dollars in thousands, except per share amounts)

INTEREST INCOME
Interest and fees on loans
Interest on securities available for sale
Interest on federal funds sold
Interest on deposits with banks
Total interest income

INTEREST EXPENSE
Deposits
Total interest expense

Net interest income
Provision for (reversal of) for loan losses

Net interest income after provision for (reversdlloan losses

OTHER INCOME
Service charges on deposits
Earnings on cash surrender value of life insurance
Mortgage commissions
Gains on called securities
Other
Total non-interest income

OTHER EXPENSES
Salaries and employee benefits
Occupancy expenses
Data processing fees
Regulatory assessments (FDIC & DBO)
Other operating expenses
Total non-interest expense

Net income before provision for income taxes

PROVISION FOR INCOME TAXES
NET INCOME

Preferred stock dividends
NET INCOME AVAILABLE TO COMMON SHAREHOLDERS
NET INCOME PER COMMON SHARI

NET INCOME PER DILUTED COMMON SHARE

THREE MONTHS ENDED
SEPTEMBER 30,

NINE MONTHS ENDED
SEPTEMBER 30,

2014 2013 2014 2013
$ 555¢ $ 5,27¢ 16,20: $ 15,81¢
94t 894 2,79: 2,55(

6 5 30 17

39 49 134 161

6,54¢ 6,22¢ 19,15¢ 18,54

15€ 194 49C 642

15€ 194 49C 64z

6,38¢ 6,03( 18,66¢ 17,90«

0 10C (1,879 30C

6,38¢ 5,93( 20,54¢ 17,60¢

364 31¢ 1,00¢ 90z

111 101 321 30€

60 60 13¢ 197

17 18 29 53

38¢ 36¢ 1,18( 1,00¢

94¢ 86¢€ 2,671 2,46¢

2,79¢ 2,451 8,21( 7,59(

71¢ 73¢ 2,171 2,22(

33¢ 331 99E 93¢

11¢ 12¢ 35¢ 36C

1,14( 977 3,247 2,88¢

5,117 4,61¢ 14,98: 13,99:

2,217 2,17¢ 8,241 6,08(

682 672 2,761 1,901

$ 153 $ 1,50¢ 548 $ 4,17¢
0 0 0 68

$ 1,53 $ 1,50¢ 548 $ 4,111
$ 0.1¢ $ 0.1¢ 0.6¢ $ 0.52
$ 0.1¢ $ 0.1¢ 0.6 $ 0.52

The accompanying notes are an integral part oféfmmsolidated financial statements.




OAK VALLEY BANCORP
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)
FOR THE THREE AND NINE MONTH PERIODS ENDED SEPTEMBE R 30, 2014 AND SEPTEMBER 30, 2013

THREE MONTHS ENDED NINE MONTHS ENDED
(in thousands) SEPTEMBER 30, SEPTEMBER 30,
2014 2013 2014 2013
Net income $ 1538 $ 1,508 $ 548( $ 4,17¢

Available for sale securities:
Unrealized holding gains (losses) on securitiesragiduring the current
period, net of tax effect of $253 thousand and $dilbon for the three
and nine month periods ended September 30, 204dectvely, and
($1.1) million and ($2.9) million for the comparel2013 periods 362 (1,626 2,15¢ (4,147
Reclassification adjustment due to net gains redlan calls of securitie
net of tax effect of $7 thousand and $12 thousanthk three and nin
months ended September 30, 2014, respectively$amidousand and

$22 thousand for the comparable 2013 periods (10) (10) (17) (31)
Other comprehensive income (loss) 352 (1,63¢6) 2,13¢ (4,179
Comprehensive income (loss) $ 1887 $ (131 $ 7,616 $ 1

The accompanying notes are an integral part ofefmmsolidated financial statements.




OAK VALLEY BANCORP
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2013 AND THE NINE-M ONTH PERIOD ENDED SEPTEMBER 30, 2014 (UNAUDITED)

YEAR ENDED DECEMBER 31, 2013 AND NINE MONTHS ENDEBSEPTEMBER 30, 2014
Accumulated

Additional Other Total

Common Stock Preferred Stock Paid-in Retained Comprehensiv Shareholders’
(dollars in thousands) Shares Amount Shares Amount Capital Earnings Income (Loss Equity
Balances, December 31,
2012 7,907,78 $ 23,67 6,75C $ 6,75C $ 2,34 $ 3395¢ $ 3,24t $ 69,96¢
Stock options exercised 11,25( 85 85
Restricted stock issued 15,00(
Restricted stock cancelled (4,300
Repurchase of Series B
preferred stock (6,750 $ (6,750 (6,750
Preferred stock dividend
payments (67) (67)
Common stock dividend
declared (793%) (799
Stock based compensatior 19t 19¢
Other comprehensive loss (4,00¢) (4,00¢)
Net income 5,88¢ 5,88¢
Balances, December 31,
2013 7,929,731 $ 23,75¢ 0 $ 0 $ 2537 $ 3898 % (769 $ 64,51
Stock options exercised 122,62! $ 924 $ 924
Tax benefit on options
exercised 52 52
Restricted stock issued 22,50(
Common stock dividend
declared (525) (525)
Stock based compensatior 20¢ 20¢
Other comprehensive incol 2,13¢ 2,13¢
Net income 5,48( 5,48(
Balances, September 30,
2014 8,074,85 $ 24,68 0 % 0 $ 279 $ 4394 $ 1,37 $ 72,79:

The accompanying notes are an integral part ofét@msolidated financial statements




OAK VALLEY BANCORP
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

FOR THE NINE MONTH PERIODS ENDED SEPTEMBER 30, 2014AND SEPTEMBER 30, 2013

(dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income

Adjustments to reconcile net earnings to net cesin bperating activities:
(Reversal of) Provision for loan losses
(Decrease) increase in deferred fees/costs, net
Depreciation
Amortization of investment securities, net
Stock based compensation
Excess tax benefits from stock-based payment aeraagts
(Gain) Loss on sale of premises and equipment
OREO write downs and loss (gain) on sale
Gain on called available for sale securities
Earnings on cash surrender value of life insurance
(Decrease) increase in interest payable and dtitslities
Decrease (increase) in interest receivable
Decrease (increase) in other assets

Net cash from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of available for sale securities
Proceeds from maturities, calls, and principal payas of securities available for sale
Net increase in loans
Purchase of FHLB Stock
Purchase of BOLI policies
Proceeds from sale of OREO
Proceeds from sales of premises and equipment
Net purchases of premises and equipment
Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Shareholder cash dividends paid
Preferred stock dividend payment
Repurchase of Series B preferred stock
Net increase in demand deposits and savings account
Net decrease in time deposits
Excess tax benefits from stock-based payment agraagts
Proceeds from sale of common stock and exercis®ok options
Net cash from (used in) financing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT
CASH AND CASH EQUIVALENTS, beginning of period

CASH AND CASH EQUIVALENTS, end of period

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the period for:
Interest
Income taxes

NON-CASH INVESTING ACTIVITIES:
Real estate acquired through foreclosure

NINE MONTHS ENDED SEPTEMBE

30,
2014 2013

$ 5480 $ 4,17¢

(1,877 30C

(231) 43

471 861

12¢ 195

20¢ 142

(52) 0

A3) 32

32 (17)

(29 (X))

(321) (306)

(58) 551

152 (101)

482 (59

4,371 5,767

(18,389 (34,186

15,47¢ 13,66¢

(14,579 (25,35¢)

(104) 0

(1,029 0

0 982

3 6

(401) (329)

(19,029) (45,21))

(1,319 0

0 (69)

0 (6,750)

30,31¢ 9,76¢

(2,779 (5,119

52 0

924 85

27,20: (2,089)

12,55¢ (41,52)

105,19: 141,33

$ 117,74 $ 99,80¢

$ 51C $ 654

$ 2,07t $ 1,52

$ 0 $ 1,88:



Change in unrealized gain (loss) on available-fde-securities $ 3,63C $ (7,099

The accompanying notes are an integral part oféfmmsolidated financial statements.




OAK VALLEY BANCORP
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMEN TS

NOTE 1 — BASIS OF PRESENTATION

On July 3, 2008 (the “Effective Date”), a bank hinficompany reorganization was completed wherely\Gdley Bancorp (“Bancorp”) became
the parent holding company for Oak Valley Commuiigink ( the “Bank”). On the Effective Date, a fase exchange was completed whereby
each outstanding share of the Company was conviattedne share of Bancorp and the Company bechensale whollyswned subsidiary of tf
holding company.

The consolidated financial statements include te®ants of Bancorp and its wholly-owned bank subsyd All material intercompany
transactions have been eliminated. In the opinfdlanagement, the consolidated financial statememtsain all adjustments necessary to pre
fairly the financial position, results of operatirchanges in shareholdeesjuity and cash flows. All adjustments are of emad, recurring natur

Oak Valley Community Bank is a California State thiged bank. The Company was incorporated unddeathe of the state of California on
May 31, 1990, and began operations in Oakdale on28a1991. The Company operates branches in Cak8ahora, Bridgeport, Bishop,
Mammoth Lakes, Modesto, Manteca, Patterson, TuylBgbon, Stockton, and Escalon, California. ThedBeport, Mammoth Lakes, and Bishop
branches operate as a separate division, Eastema Eiommunity Bank. The Company’s primary souifceeenue is providing loans to
customers who are predominantly middle-market lassias.

The preparation of financial statements in confeymiith accounting principles generally acceptethie United States of America requires
management to make estimates and assumptions. &siisates and assumptions affect the reported msoflassets and liabilities at the dat
the financial statements and the reported amodnts/enues and expenses during the reporting peBigaificant accounting estimates reflected
in the Company’s consolidated financial statemerdiide the allowance for loan losses, determimatibnon-accrual loans, other-thsmporary
impairment of investment securities, the fair vatueasurements, deferred compensation plans, amtéenmination, recognition and
measurement of impaired loans. Actual results cdiifdr from these estimates.

The interim consolidated financial statements ideliin this report are unaudited but reflect ajlisinents which, in the opinion of management,
are necessary for a fair presentation of the firmuposition and results of operations for theiimeperiods presented. All such adjustments are of
a normal recurring nature. The results of operation the three and nine month periods ended Sdyate8®, 2014 are not necessarily indicativ
the results of a full year’'s operations. Certaiiopyear amounts have been reclassified to conforthe current year presentation. There was no
effect on net income or shareholders’ equity assalt of reclassifications. For further informatioefer to the audited consolidated financial
statements and footnotes included in the Compdfy'sr 10-K for the year ended December 31, 2013.

NOTE 2 — RECENT ACCOUNTING PRONOUNCEMENTS

In February 2013, the FASB issued ASU No. 2013aljgations Resulting from Joint and Several LidypiArrangements for Which the
Total Amount of the Obligation Is Fixed at the Réipg Date.The Update requires an entity to measure obligatiesulting from joint and
several liability arrangements for which the t@ailount of the obligation within the scope of thisdance is fixed at the reporting date, as the
of the following: 1) The amount the reporting entigreed to pay on the basis of its arrangemenhgrite co-obligors, and 2) Any additional
amount the reporting entity expects to pay on Weifats co-obligors. The guidance in this Update also requareentity to disclose the nature :
amount of the obligation as well as other informat@bout those obligations. The amendments inthiate are effective for fiscal years, and
interim periods within those years, beginning aRecember 15, 2013, and are applied retrospectivedyl prior periods presented for those
obligations resulting from joint and several lidilarrangements within the Update’s scope thatteatithe beginning of an entity’s fiscal year of
adoption. The adoption of ASU No. 2013-04 did netdna material impact on the Company's consolidatedcial statements.

In July 2013, the FASB issued ASU No. 20134h@Jusion of the Fed Funds Effective Swap Ratelfeernight 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 redesiginated
hedging relationships entered into on or after 1ily2013. The adoption of ASU No. 2013-10 did immie 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 WhieteOperating Loss Carryforward,
Similar Tax Loss, or a Tax Credit Carryforward EgisASU No. 2013-11 requires an entity to presenfiramecognized tax benefit, or a portion of
an unrecognized tax benefit, as a reduction tdferide tax asset for a net operating loss carrydiodwa 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 applicable jurisdittio settle any additional income taxes that woesilt from the disallowance of a tax positiol
the tax law of the applicable jurisdiction does remjuire the entity to use, and the entity doedmiend to use, the deferred tax asset for such
purpose, the unrecognized tax benefit should beepted in the financial statements as a liability should not be combined with deferred tax
assets. No new recurring disclosures are requliteelamendments are effective for annual and integjporting periods beginning on or after
December 15, 2013 and are to be applied prospéctivall unrecognized tax benefits that existhat e¢ffective date. Retrospective application is
permitted. The adoption of ASU No. 2013-11 did have a material impact on the Company's consotidatancial statements.

In January 2014, the FASB issued ASU No. 2014 -Hd/kstments — Equity Method and Joint Venturesi¢rép3), Accounting for
Investments in Qualified Affordable Housing PrageThis Update provides guidance on accounting foestiwments by a reporting entity in flow-
through limited liability entities that manage awest in affordable housing projects that qualifiythe low-income housing tax credit. The
amendments in this Update permit reporting enttbemake an accounting policy election to accoantHeir investments in qualified affordable
housing projects using the proportional amortizatitethod if certain conditions are met. Under ttapprtional amortization method, an entity
amortizes the initial cost of the investment ingouion to the tax credits and other tax beneéiteived and recognizes the net investment
performance in the income statement as a compafié@mtome tax expense (benefit). The amendmerttssriJpdate are effective for public
business entities for annual periods and interiporting periods within those annual periods, begigrafter December 15, 2014. The adoption of
ASU No. 2014-01 is not expected to have a materiphct on the Company's consolidated financiakstants.

In January 2014, the FASB issued ASU No. 2014 -R@e¢eivables — Troubled Debt Restructurings by @oesli This ASU provides
clarification that an in substance repossessidoreclosure occurs, and a creditor is considerdtht@ received physical possession of residential
real estate property collateralizing a consumertgagie loan, upon either (1) the creditor obtainatal title to the residential real estate property
upon completion of a foreclosure or (2) the bormweveying all interest in the residential redhéss property to the creditor to satisfy that loan
through completion of a deed in lieu of foreclosar¢hrough a similar legal agreement. Additionathe amendments require interim and annual
disclosure of both (1) the amount of forecloseddezgtial real estate property held by the creditud (2) the recorded investment in consumer
mortgage loans collateralized by residential retdte property that are in the process of forectbauacording to local requirements of the
applicable jurisdiction. The amendments in this ASWY effective for public business entities for @airperiods, and interim periods within those
annual periods, beginning after December 15, 20hd.adoption of ASU No. 2014-04 is not expectelaee a material impact on the Company's
consolidated financial statements.

In August 2014, the Financial Accounting Standd@dard (“FASB”) issued Accounting Standards UpdégsU”) No. 2014-14
Receivable—~ Troubled Debt Restructurings by Creditors (Sultt@10-40), Classification of Certain G overnmentgBanteed Mortgage Loans
upon ForeclosureThis update addresses classification of governmgeatanteed mortgage loans, including those wheaeagtees are offered by
the Federal Housing Administration (“FHA"), the U3epartment of Housing and Urban Development (“H))JBnd the U.S. Department of
Veterans Affairs (“VA”). Although current accoungrguidance stipulates proper measurement and fadasisin in situations where a creditor
obtains from a debtor, assets in satisfactionretaivable (such as through foreclosure), curraittagice does not specify how to measure and
classify foreclosed mortgage loans that are govenmtrguaranteed. Under the provisions of this up@ateeditor would derecognize a mortgage
loan that has been foreclosed upon, and recogréeparate receivable if the following conditions aret: (1) the loan has a government guare
that is not separable from the loan before forenms(2) At the time of foreclosure, the creditastihe intent to convey the real estate property to
the guarantor and make a claim on the guaranteetharcreditor has the ability to recover undet tham, (3) At the time of foreclosure, any
amount of the claim that is determined on the bafsike fair value of the real estate is fixed. Hmeendments within this update are effective for
annual and interim periods beginning after Decemibe014. The Company does not believe the adwopfithis update will have a material
impact of the Company’s consolidated financialestagnts.

NOTE 3 — PREFERRED STOCK REPURCHASE AND WARRANT REDEMPTION

In August 2011, the Company repurchased the $13)B0®f Series A Preferred Stock originally issteethe U.S. Treasury in December 2008 in
connection with the Company’s participation in @a&pital Purchase Program (“CPP”). The Company sanabusly issued $13,500,000 in Series
B Preferred Stock to the U.S. Treasury under thalSBusiness Lending Funding (“SBLF”) program. Sedpgently, the Company fully redeemed
a warrant to purchase 350,346 shares of its ConBimek, at the exercise price of $5.78 per sharethieaCompany had granted to the U.S.
Treasury pursuant to the CPP, for a purchase pfi$860,000, which settled in September 2011.

In May 2012, the Company repurchased from the Tr&asury 6,750 shares of Series B Preferred Stackggregate consideration of $6.75
million. In March 2013, the Company repurchasedrérmeaining 6,750 shares of Series B Preferred Stwckggregate consideration of $6.75
million plus $67,500 for accrued interest. As optenber 30, 2014, there are no outstanding sh&®sries B Preferred Stock.






NOTE 4 — SECURITIES

The amortized cost and estimated fair values of sieturities as of September 30, 2014 are as fellow

(dollars in thousands) Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

Available-for-sale securities:
U.S. agencies $ 4421 $ 1,69: $ (397 $ 45,51(
Collateralized mortgage obligations 7,27¢ 207 (49) 7,43¢
Municipalities 49,13: 1,451 (557) 50,02¢
SBA pools 90¢ 0 2 90€
Corporate debt 6,71¢ 11¢ (20 6,81¢
Asset backed securities 10,56¢ 6C 47) 10,57
Mutual fund 3,052 0 (129 2,92¢

$ 121,86! $ 3,53( % (1,19¢) $ 124,19¢

The following tables detail the gross unrealizesb&s and fair values aggregated by investmentargtagd length of time that individual
securities have been in a continuous unrealizeddosition at September 30, 2014.

(dollars in thousands) 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. agencies $ 4,091 $ @a7”n $ 823C $ (380 $ 12,32:  $ (397
Collateralized mortgage obligations 0 0 1,48¢ (49) 1,48¢ (49)
Municipalities 4,05¢ (22 18,42( (53%) 22,47¢ (557)
SBA pools 0 0 901 2 901 2
Corporate debt 1,98( (20) 0 0 1,98( (20
Asset backed securities 3,84« (28) 98( (19) 4,82¢ (47)
Mutual fund 0 0 2,92¢ (129 2,92¢ (129
Total temporarily impaired securities  $ 1397 $ 87 $ 32,94t $ (1,109 $ 46,91¢ $ (1,199

At September 30, 2014, there were 6 U.S. agerZiesunicipalities, two SBA pools, one collateratizaortgage obligation, one asset backed
security and one mutual fund that comprised the sscurities in an unrealized loss position faager than 12 months and two U.S. agencies, 5
municipalities, one corporate debt, and two asaekéd securities that make up the total secuiiti@sloss position for less than 12 months.
Management periodically evaluates each availabledte investment security in an unrealized losstipm to determine if the impairment is
temporary or other than temporary. This evaluatiscompasses various factors including, the nafuileednvestment, the cause of the
impairment, the severity and duration of the imaint, credit ratings and other credit related facsnich as third party guarantees and volatility
of the security’s fair value. Management has deitggchthat no investment security is other than taaply impaired. The unrealized losses are
due primarily to interest rate changes and the Gomploes not intend to sell the securities anglribt likely that we will be required to sell the
securities before the earlier of the forecastedvexy or the maturity of the underlying investmsaturity.




The amortized cost and estimated fair value of debtirities at September 30, 2014, by contractaflimty or call date, are shown below.
Expected maturities will differ from contractual tagaties because borrowers may have the right icocg@repay obligations with or without call
or prepayment penalties.

(dollars in thousands) Amortized Fair
Cost Value

Available-for-sale securities:
Due in one year or less $ 9,86: $ 9,62z
Due after one year through five years 33,65: 35,75¢
Due after five years through ten years 37,41 37,22¢
Due after ten years 40,93; 41,59:

$ 121,86! $ 124,19¢

The amortized cost and estimated fair values of sieturities as of December 31, 2013, are as fetlow

dollars in thousand: Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

\vailable-for-sale securities:
J.S. agencie $ 52,53¢ 184 $ (1,269 $ 53,11¢
>ollateralized mortgage obligatio 9,58( 24¢ (47) 9,781
Aunicipalities 42,30« 952 (2,989 40,26¢
5BA Pools 1,08¢ - @) 1,081
>orporate dek 4,69 12¢ - 4,82¢
\sset Backed Securitit 5,85¢ 28 (29) 5,851
Autual Fund 2,97¢ - (157) 2,81¢

$ 119,04: $ 3,201 $ (4,496 $ 117,74t

The following tables detail the gross unrealizesbés and fair values aggregated by investmentargtagd length of time that individual
securities have been in a continuous unrealizeddosition at December 31, 2013.

(dollars in thousands) 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. agencies $ 21,70C $ (1,019 $ 1,74C $ (256) $ 23,44 $ (1,26¢)
Collateralized mortgage obligations 1,64: 47 — — 1,64: (47)
Municipalities 25,50 (2,762 2,87¢ (22€) 28,38: (2,98¢)
SBA Pools 82¢ (5) 24€ 2 1,07t @)
Corporate debt — — — — — —
Asset Backed Securities 3,89¢ (29 — — 3,89¢ (29
Mutual Fund 2,81¢ (157) — — 2,81¢ (157)
Total temporarily impaired securites $ 56,38: $ (4,012 $ 4,865 $ (484) $ 61,25( $ (4,496

We recognized a gain of $17,000 and $29,000 fotHree and nine month periods ended Septembei034@, ®n certain available-for-sale
securities that were partially called, which congzaio $18,000 and $53,000 in the same periodsX#. Zthere were no sales of available-for-sale
securities during the first nine months of 2014 aAd3.

Securities carried at $64,702,000 and $72,371,08@gtember 30, 2014 and December 31, 2013, résglgcivere pledged to secure deposits of
public funds.




NOTE 5 — LOANS

Our customers are primarily located in Stanisl&#s) Joaquin, Tuolumne, Inyo, and Mono CountiesofASeptember 30, 2014, approximately
80% of the Company'’s loans are commercial reatestans which include construction loans. Apprcadety 11% of the Company’s loans are
for general commercial uses including professioredil, and small business. Additionally, 6% of ompany’s loans are for residential real
estate and other consumer loans. The remainingr8%ggiculture loans. Loan totals were as follows:

(in thousands) September 30, December 31,
2014 2013
Commercial real estate:
Commercial real estate- construction $ 3,15¢ $ 15,55¢
Commercial real estate- mortgages 311,24. 285,84(
Land 10,78( 11,15°
Farmland 23,43: 20,32:
Commercial and industrial 48,197 48,78’
Consumer 861 88:
Consumer residential 25,94« 25,62
Agriculture 12,16 11,27:
Total loans 435,77t 419,43t
Less:
Deferred loan fees and costs, net (392) (62%)
Allowance for loan losses (7,54 (7,659
Net loans $ 427,84 $ 411,15t

Loan Origination/Risk Managemerithe Company has certain lending policies and pnaresdin place that are designed to maximize loan
income within an acceptable level of risk. Managetmeviews and approves these policies and proeedur a regular basis. A reporting system
supplements the review process by providing managemith frequent reports related to loan productloan quality, concentration of credit,
loan delinquencies and non-performing and poteptaiblem loans. Diversification in the loan porifols a means of managing risk associated
with fluctuations in economic conditions.

Commercial and industrial loans are underwritteéarafvaluating and understanding the borrower’btalbd operate profitably and prudently
expand its business. Underwriting standards ariged to promote relationship banking rather tliandactional banking. Once it is determined
that the borrower’'s management possesses soumng atid solid business acumen, our management exaunrent and projected cash flows to
determine the ability of the borrower to repay thudligations as agreed. Commercial and indudwoais are primarily made based on the
identified cash flows of the borrower and secorigam the underlying collateral provided by thetoever. The cash flows of borrowers, howe
may not be as expected and the collateral sectlresg loans may fluctuate in value. Most commeauial industrial loans are secured by the
assets being financed or other business asset@asuitounts receivable or inventory and may iraratp a personal guarantee; however, some
shortterm loans may be made on an unsecured basis ratte of loans secured by accounts receivablaytikability of funds for the repayme
of these loans may be substantially dependentealihity of the borrower to collect amounts dusnfrits customers.

Commercial real estate loans are subject to underg/standards and processes similar to commeawidlindustrial loans, in addition to those
of real estate loans. These loans are viewed phina cash flow loans and secondarily as loanareechy real estate. Commercial real estate
lending typically involves higher loan principal aonts and the repayment of these loans is gendaadjgly dependent on the successful oper
of the property securing the loan or the businessiacted on the property securing the loan. Comialeeal estate loans may be more adversely
affected by conditions in the real estate markets the general economy. The properties secutiegdompany’s commercial real estate portfolio
are diverse in terms of type and geographic lonafitnis diversity helps reduce the Company’s exposu adverse economic events that affect
any single market or industry. Management monidmig evaluates commercial real estate loans basedllateral, geography and risk grade
criteria. As a general rule, the Company avoidarfaing single-purpose projects unless other undkémgifactors are present to help mitigate risk.
The Company also utilizes third-party experts tovpde insight and guidance about economic conditeomd trends affecting market areas it
serves. In addition, management tracks the levelwfer-occupied commercial real estate loans versnosowner occupied loans. At September
30, 2014, commercial real estate loans equal tooappately 35.8% of the outstanding principal baof our commercial real estate loans were
secured by owner-occupied properties.
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With respect to loans to developers and buildeasdhe secured by nawner occupied properties that the Company mayraig from time t
time, the Company generally requires the borrowdrave had an existing relationship with the Comyand have a proven record of success.
Construction loans are underwritten utilizing féd#ly studies, independent appraisal reviews, iieitg analysis of absorption and lease rates
financial analysis of the developers and propengears. Construction loans are generally based eptmates of costs and value associated with
the complete project. These estimates may be inaeclConstruction loans often involve the disbomsiet of substantial funds with repayment
substantially dependent on the success of the atiimproject. Sources of repayment for these typmsmos may be preemmitted permanent loe
from approved long-term lenders, sales of develgpegderty or an interim loan commitment from then@any until permanent financing is
obtained. These loans are closely monitored byiterirsspections and are considered to have higsles than other real estate loans due to their
ultimate repayment being sensitive to interest cainges, governmental regulation of real propgeperal economic conditions and the
availability of long-term financing.

Agricultural production, real estate and developnhemding is susceptible to credit risks includadyerse weather conditions, pest and dis:
as well as market price fluctuations and foreigmpetition. Agricultural loan underwriting standam® maintained by following Company
policies and procedures in place to minimize riskhis lending segment. These standards conslishitihg credit to experienced farmers who
have demonstrated farm management capabilitiegirieg cash flow projections displaying marginsfeuént for repayment from normal farm
operations along with equity injected as requirgglicy, as well as providing adequate secondepayment and sponsorship including
satisfactory collateral support. Credit enhancernétained through government guarantee programsatsaybe used to provide further suppo
available.

The Company originates consumer loans utilizing romm underwriting criteria specified in policy. Toomitor and manage consumer loan
risk, policies and procedures are developed andfieddas needed, jointly by line and staff persalnithis activity, coupled with relatively small
loan amounts that are spread across many indivishrabwers, minimizes risk. Additionally, trend aodtlook reports are reviewed by
management on a regular basis. Underwriting staisdar 1-4 family, home equity lines and loansdullbank policy, which include, but are not
limited to, a maximum loan-to-value percentage @8a maximum housing and total debt ratio of 36 42%, respectively and other specified
credit and documentation requirements.

The Company maintains an independent loan revigarti®ent that reviews and validates the creditpiglgram on a periodic basis. Result
these reviews are presented to management. Thedognw process complements and reinforces thedektification and assessment decisions
made by lenders and credit personnel, as well@eB#mk'’s policies and procedures.

Nor-Accrual and Past Due Loankoans are considered past due if the required ipahand interest payments have not been recewed the

date such payments were due. Loans are placedmaauoual status when, in management’s opinionbtiieower may be unable to meet
payment obligations as they become due, as welhas required by regulatory provisions. Loans maylaced on non-accrual status regardless
of whether or not such loans are considered past\Wihen interest accrual is discontinued, all ushpaicrued interest is reversed. Interest income
is subsequently recognized only to the extent pasiments are received in excess of principal doank are returned to accrual status when all
the principal and interest amounts contractually drte brought current and future payments are meadoassured.

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

(in thousands) September 30, December 31,
2014 2013
Commercial real estate:
Commercial real estate- construction $ 0 % 0
Commercial real estate- mortgages 0 1,04
Land 3,031 1,18¢
Farmland 77 92
Commercial and industrial 341 18
Consumer 0 0
Consumer residential 0 0
Agriculture 0 0
Total non-accrual loans $ 3,44¢ $ 2,34(

Had non-accrual loans performed in accordance thvihr original contract terms, we would have redpgd additional interest income of
approximately $46,000 and $235,000 in the threeramel month periods ended September 30, 2014,rapared to $172,000 and $487,000 in the
same periods of 2013.
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The following table analyzes past due loans inclgdhe non-accrual loans in the above table, satgddy class of loans, as of September 30,
2014 (in thousands):

Greater

Than 90
Greater Days Past

30-59 60-89 Than 90 Due and

Days Past Days Past Days Past Total Past Still
September 30, 2014 Due Due Due Due Current Total Accruing
Commercial real estate:

Commercial R.E. - construction $ 0 0 o $ 0 $ 3,15¢ $ 3,15¢ % 0
Commercial R.E. - mortgages 0 0 0 0 311,24. 311,24, 0
Land 0 2 2,52¢ 2,52¢ 8,25¢ 10,78( 0
Farmland 0 0 77 77 23,35¢ 23,43 0
Commercial and industrial 0 0 32€ 32€ 47,87: 48,197 0
Consumer 0 0 0 0 861 861 0
Consumer residential 0 0 0 0 25,94« 25,94 0
Agriculture 0 0 0 0 12,16:¢ 12,16: 0
Total $ 0 $ 2 $ 2,927 $ 2,92¢ $ 432,84 $ 43577t $ 0

The following table analyzes past due loans incigdhe non-accrual loans in the above table, satgddy class of loans, as of December 31,
2013 (in thousands):

Greater

Than 90
Greater Days Past

30-59 60-89 Than 90 Due and

Days Past Days Past Days Past Total Past Still
December 31, 2013 Due Due Due Due Current Total Accruing
Commercial real estate:

Commercial R.E. - construction $ 0 0 o $ 0 $ 15558 $ 1555¢ % 0
Commercial R.E. - mortgages 1,34¢ 0 1,04¢ 2,39 283,44¢ 285,84( 0
Land 0 2,651 65¢ 3,31( 7,841 11,157 0
Farmland 0 0 92 92 20,22¢ 20,32: 0
Commercial and industrial 0 1,407 0 1,407 47,38( 48,78 0
Consumer 0 0 0 0 88:¢ 88:¢ 0
Consumer residential 0 0 0 0 25,62: 25,62 0
Agriculture 0 0 0 0 11,27 11,272 0
Total $ 1,34t  $ 4,05¢ $ 1,797 $ 7,200 $ 412,23 $ 41943t $ 0

Impaired LoansLoans are considered impaired when, based on ¢unfenmation and events, it is probable the Conypaiil be unable to
collect all amounts due in accordance with theinalgcontractual terms of the loan agreement, hioly 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 allechtf necessary, so that the loan is reportedatéihe present value of estimated future cashsl
using the loan’s existing rate or at the fair vadfieollateral if repayment is expected solely frtra collateral. Interest payments on impaired
loans are typically applied to principal unlesdexthbility of the principal amount is reasonaldgared, in which case interest is recognized on a
cash basis. There was no interest income realizéchpaired loans for the three and nine months @siptember 30, 2014 and 2013. Average
recorded investment in impaired loans was $3.8lanibnd $4.1 million for the three and nine morghsled September 30, 2014, as compared tc
$2.97 million and $4.48 million for the same pesaxf 2013. Impaired loans, or portions thereof,cdr@ged off when deemed uncollectible.
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Impaired loans as of September 30, 2014 and Deaeddh@013 are set forth in the following table.

(in thousands) Unpaid Recorded Recorded
Contractual Investment Investment Total Average
Principal With No With Recorded Related Recorded
Balance Allowance Allowance Investment Allowance Investment

September 30, 2014
Commercial real estate:

Commercial R.E. - construction $ 0 $ 0 % 0 % 0 % 0 % 0
Commercial R.E. - mortgages 0 0 0 0 0 52¢
Land 3,21¢ 0 3,031 3,031 8732 3,20z
Farmland 84 77 0 77 0 85
Commercial and Industrial 36C 341 0 341 0 292
Consumer 0 0 0 0 0 0
Consumer residential 0 0 0 0 0 0
Agriculture 0 0 0 0 0 0
Total $ 3,65¢ $ 41€ % 3,031 $ 3,44¢ $ 87 $ 4,10
December 31, 2013
Commercial real estate:
Commercial R.E. - construction $ 0 % 0 $ 0 $ 0 % 0 % 51
Commercial R.E. - mortgages 3,04¢ 1,047 0 1,047 0 1,98(
Land 1,32( 0 1,18: 1,18: 392 1,63¢
Farmland 95 92 0 92 0 62
Commercial and Industrial 27 18 0 18 0 20
Consumer 0 0 0 0 0 0
Consumer residential 0 0 0 0 0 354
Agriculture 0 0 0 0 0 0
Total $ 4491 $ 1,157 $ 1,18: $ 234 $ 392 % 4,10z

Troubled Debt Restructuringslr order to determine whether a borrower is expeiigg financial difficulty, an evaluation is perfoed of the
probability that the borrower will be in paymenfalgt on any of its debt in the foreseeable futuithout the modification. This evaluation is
performed under the Company’s internal underwripogicy.

At September 30, 2014, there were 5 loans anddebaewere considered to be troubled debt restrings, all of which are considered non-
accrual totaling $3,372,000. At December 31, 2@1&e were 3 loans and leases that were consitielEsltroubled debt restructurings, all of
which are considered non-accrual totaling $1,200.,8@ September 30, 2014 and December 31, 2018 there no unfunded commitments on
loans classified as a troubled debt restructuresh¥ve allocated $873,000 and $392,000 of speeifierves to loans whose terms have been
modified in troubled debt restructurings as of 8agier 30, 2014 and December 31, 2013, respectively.

The modification of the terms of such loans tygicaicludes one or a combination of the followirgreduction of the stated interest rate of the
loan; an extension of the maturity date; or a terapopayment modification in which the payment amtaallocated towards principal was
reduced. In some cases, a permanent reductior @icdrued interest on the loan is conceded. Dinagine month period ended September 30,
2014, the terms of four loans were modified ashed debt restructurings by reducing the interatts and extending the maturity dates. No I
were modified as troubled debt restructurings dytire third quarter of 2014 and 2013.
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The following tables presents loans by class medifis troubled debt restructurings that occurreshguhe nine month periods ended September
30, 2014 and 2013:

Nine Months Ended Nine Months Ended
(in thousands) September 30, 2014 September 30, 2013
Pre- Post- Pre- Post-
Modification Modification Modification Modification
Number Outstanding  Outstanding Number Outstanding  Outstanding
of Recorded Recorded of Recorded Recorded
Loans Investment Investment Loans Investment Investment
Commercial real estate:

Commercial R.E. - construction 0 $ 0 % 0 0 $ 0 % 0
Commercial R.E. - mortgages 0 0 0 0 0 0
Land 3 3,10% 3,10% 1 54z 54z
Farmland 0 0 0 0 0 0
Commercial and Industrial 1 331 331 0 0 0
Consumer 0 0 0 0 0 0
Consumer residential 0 0 0 0 0 0
Agriculture 0 0 0 0 0 0
Total 4 3% 3,43t $ 3,43¢ 1 3 54z $ 547

The troubled debt restructuring during the nine therended September 30, 2014 did not increasdltiveaaice for loan losses as a result of loan
modifications because the loans are evaluated ampaired loan and a specific valuation allowanceild have already been allocated, if
necessary, prior to the loan modification. Thereewe charge-offs as a result of loan modificati@ssthe contractual balances outstanding were
determined to be collectible.

The following table presents loans by class modiéis troubled debt restructurings within the prasitwelve months and for which there was a
payment default during the nine month periods er@kgatember 30, 2014 and 2013. None of these mdddans had a payment default during
three month periods ended September 30, 2014 &Rl POr the nine months ended September 30, 2@1dans modified within the previous
twelve months had a payment default, as comparaditfault on one modified loan in the same peoio2013. A loan is considered to be in
payment default once it is ninety days contracyuyadist due under the modified terms.

Nine Months Ended

(in thousands) September 30, 2013
Recorded
Number of Loans Investment

Commercial real estate:
Commercial R.E. - construction
Commercial R.E. - mortgages
Land
Farmland

Commercial and Industrial

Consumer

Consumer residential

Agriculture

Total

©
(o N o]

54
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¥
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Quality ratings (Risk Grades) are assigned toatimitments and stand-alone notes. Risk gradesal#fenbasic characteristics of commitments
or stand-alone note in relation to their risk. lathns are graded using a system that maximizdeamequality information contained in loan
review grades, while ensuring that the systemispatible with the grades used by bank 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 littl€any, risk. Grade 1 loans are considered Pasguaitify for this rating, the
following characteristics must be present:
-A high level of liquidity and whose debt-servicingpacity exceeds expected obligations by a sultamargin.
-Where leverage is below average for the indusid/earnings are consistent or growing without sveinerability to economic cycles.
-Also included in this rating (but not mandatoryesd one or more of the preceding characteristesigsing) are loans that are fully sect
and properly margined by our own time instrumemts &. blue chip securities. To be properly mardinash collateral must be equal to, or
greater than, 110% of the loan amount.

2. Quality Loan- Loans with excellent sources of repayment thafawn in all respects to bank policy and regulat@guirements. These are also
loans for which little repayment risk has been tifidl. No credit or collateral exceptions. Grad®&ns are considered Pass. Other factors
include:

-Unquestionable debt-servicing capacity to coveolaligations in the ordinary course of businessrfiwell-defined primary and secondary

sources.

-Consistent strong earnings.

-A solid equity base.

3A.Better than Acceptable Loarn the interest of better delineating the loantfodio’s true credit risk for reserve allocatidinyther granularity
has been sought by splitting the grade 3 categuoythree classifications. The distinction betwéenthree are bank-defined guidelines and
represent a further refinement of the regulatofinden of a pass, or grade 3 loan. Grade 3A &sdtronger third of the pass category, but is not
strong enough to be a grade 2 and is charactdized

-Strong earnings with no loss in last three yeatsample cash flow to service all debt well aboskcy guidelines.

-Long term experienced management with depth afidetbmanagement succession.

-The loan has no exceptions to policy.

-Loan-to-value on real estate secured transacisob8% to 20% less than policy guidelines.

-Very liquid balance sheet that may have cash abigilto 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@itoans. These loans are
characterized by acceptable sources of repaymantdmform to bank policy and regulatory requiretaeRepayment risks are acceptable for
these loans. Credit or collateral exceptions aréml, are in the process of correction, and dor@ptesent repayment risk. These loans:

-Are those where the borrower has average finasti@hgths, a history of profitable operations exgerienced management.

-Are those where the borrower can be expectednidleanormal credit needs in a satisfactory manner.

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

Requires collateral. A credit facility where thertwwer has average financial strengths, but usledlys reliable secondary sources of repayment
other than the subject collateral. Other commomagttaristics can include some or all of the follogzi minimal background experience of
management, lacking continuity of management, i-gfaoperation, erratic historical profitabilitggceptable reasons-well identified), lack of or
marginal sponsorship of guarantor, and governmeatamteed loans.
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AW Watch AcceptableWatch grade will be assigned to any credit thatdequately secured and performing but monitaed fiumber of
indicators. These characteristics may include amexpected short-term adverse financial performémre budgeted projections or prior period’s
results (i.e., declining profits, sales, margirastcflow, or increased reliance on leverage, inolyddverse balance sheet ratios, trade debt issues
etc.). Additionally, any managerial or personalipems of company management, decline in the eimighestry or local economic conditions

failure to provide financial information or othesclmentation as requested; issues regarding delinguoverdrafts, or renewals; and any other
issues that cause concern for the company. Loansgitaduals or loans supported by guarantors witirginal net worth and/or marginal

collateral. Weakness identified in a Watch creslghiort-term in nature. Loans in this categoryusieally accounts the Bank would want to retain
providing a positive turnaround can be expectetiiwia reasonable time frame. Grade 4 loans aredmres Pass.

5 Other Loans Especially Mentioned (Special Mentioft)special mention extension of credit is defirmechaving potential weaknesses that
deserve management’s close attention. If left ected, these potential weaknesses may, at sonve fiéite result in the deterioration of the
repayment prospects for the credit or the institusi credit position. Extensions of credit that hiige detailed in this category include the
following:

-The lending officer may be unable to properly sujze the credit because of an inadequate loanedit@agreement.

-Questions exist regarding the condition of andfortrol over collateral.

-Economic or market conditions may unfavorably eifthe obligor in the future.

-A declining trend in the obligor’s operations eriebalanced position in the balance sheet existsnot to the point that repayment is

jeopardized.

6 Substandard LoanA “substandard” extension of credit is inadeglyapeotected by the current sound worth and pagaggcity of the obligor
or of the collateral pledged, if any. Extensions&dit so classified must have a well-defined vmess or weaknesses that jeopardize the
liquidation of the debt. They are characterizedHgydistinct possibility that the Bank will sustaiome loss if the deficiencies are not corrected.
Loss potential, while existing in the aggregate am@f substandard credits, does not have to exiatlividual extensions of credit classified
substandard.

7 Doubtful Loan+ An extension of credit classified “doubtful” hals the weaknesses inherent in one classified andatd, with the added
characteristic that the weaknesses make colleotidiquidation in full, on the basis of currentlyisting facts, conditions, and values, highly
questionable and improbable. The possibility oflssextremely high but because of certain impoand reasonably specific pending factors that
may work to the advantage of and strengthen ttgitcies classification as an estimated loss i®defl until its more exact status may be
determined. Pending factors may include a propasager or acquisition, liquidation proceedings,it@pnjection, perfecting liens on additional
collateral or refinancing plans. The entire loardaot be classified doubtful when collection apecific portion appears highly probable. An
example of proper use of the doubtful categorhésdase of a company being liquidated, with thstéerin-bankruptcy indicating a minimum
disbursement of 40 percent and a maximum of 65ep¢to unsecured creditors, including the Bankhlis situation, estimates are based on
liquidation value appraisals with actual valuestpdbe realized. By definition, the only portiontb€ credit that is doubtful is the 25 percent
difference between 40 and 65 percent.

A proper classification of such a credit would shé@vpercent substandard, 25 percent doubtful, &mukeBcent loss. A credit classified as doubtful
should be resolved within a ‘reasonable’ periotiroE. Reasonable is generally defined as the pé&eébdeen examinations. In other words, a
credit classified doubtful at an examination shduéccleared up before the next exam. However, tinegebe situations that warrant continuation
of the doubtful classification a while longer.

8 Loss- Extensions of credit classified “loss” are comse@tl uncollectible and of such little value thatititontinuance as bankable assets is not
warranted. This classification does not mean thatctedit has absolutely no recovery or salvageeyddut rather that it is not practical or desie
to defer writing off, even though partial recovengy be affected in the future. It should not beGlenpany’s practice to attempt long-term
recoveries while the credit remains on the booksskes should be taken in the period in which thefase as uncollectible.

As of September 30, 2014, there are no loans thatlassified with a risk grade 8f Loss.

The following table presents weighted averagegiskles of our loan portfolio:

September 30, 20. December 31, 20!

Weighted Average Weighted Average

Risk Grade Risk Grade
Commercial real estate:
Commercial real estate - construction 3.0C 3.8¢
Commercial real estate - mortgages 3.1 3.14
Land 4.3¢ 4.5C

Farmland 3.01 3.0



Commercial and industrial
Consumer

Consumer residential
Agriculture

Total gross loans

3.44 3.1
2.17 2.31
3.0¢ 3.0t
3.24 3.2i
3.2C 3.2(
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The following table presents risk grade totals lags of loans as of September 30, 2014 and Dece®ib@013. Risk grades 1 through 4 have
been aggregated in the “Pass” line.

Commercia Commercie Commercie
R.E. R.E. and Consumer

(in thousands Constructioo  Mortgages Land Farmland Industrial Consumer Residentia Agriculture Total
September 3(
2014
Pass $ 3,15¢ $ 306,58 $ 7,74¢ $ 2335 $ 4146( $ 84€ $ 2564 $ 12,16! $ 420,96:
Special
mention - 2,76( - - 5,09¢ - - - 7,85¢
Substandard - 1,89« 3,031 77 1,641 15 301 - 6,95¢
Doubtful - - - - - - - - -

Totalloans $ 3156 $ 31124. $ 1078C $ 2343 $ 4819, $ 861 $ 2594« $ 12160 $ 43577t

December 31

2013

Pass $ 15,55 $ 278,53! $ 732 $ 20,22¢ $ 46,71: $ 867 $ 25200 $ 11,27. $ 405,69:
Special

mention - 3,75¢ - - 25% - - - 4,011
Substandard - 3,54¢ 3,83¢ 92 1,822 16 423 - 9,73¢
Doubtful - - - - - - - - -

Totalloans $ 1555¢ $ 28584( $ 11,157 $ 20,327 $ 4878 $ 88: $ 2562: $ 1127. $ 419,43t

Allowance for Loan Losse$he allowance for loan losses is a reserve eshauliby the Company through a provision for loasésscharged
expense, which represents management'’s best estihptobable losses that have been incurred witt@rexisting portfolio of loans. The
allowance, in the judgment of management, is nacgde reserve for estimated loan losses and niglierent in the loan portfolio. The allowance
for loan loss methodology includes allowance afiiores calculated in accordance with ASC Topic 3R&ceivables” and allowance allocations
calculated in accordance with ASC Topic 450, “Cageincies.” Accordingly, the methodology is basedhistorical loss experience by type of
credit and internal risk grade, specific homogeseisk pools and specific loss allocations, witfuatinents for current events and conditions.
process for determining the appropriate level efdtiowance for loan losses is designed to acdoumtedit deterioration as it occurs. The
provision for loan losses reflects loan qualityntts, including the levels of and trends relateddn-accrual loans, past due loans, potential
problem loans, criticized loans and net charge-affieecoveries, among other factors. The provigiohoan losses also reflects the totality of
actions taken on all loans for a particular periodbther words, the amount of the provision rafiewot only the necessary increases in the
allowance for loan losses related to newly idesdiftriticized loans, but it also reflects acticasein related to other loans including, among other
things, any necessary increases or decreasesuima@g@llowances for specific loans or loan pools.

The level of the allowance reflects managementinaing evaluation of industry concentrations,csfie credit risks, loan loss experience,
current loan portfolio quality, present economialifical and regulatory conditions and unidentifledses inherent in the current loan portfolio.
Portions of the allowance may be allocated for Sjpamredits; however, the entire allowance is #alale for any credit that, in management’s
judgment, should be charged off. While managemslizas its best judgment and information availafe ultimate adequacy of the allowanc
dependent upon a variety of factors beyond the Gmyip control, including, among other things, tieefprmance of the Company’s loan
portfolio, the economy, changes in interest ratekthe view of the regulatory authorities towardnalassifications.

The Company'’s allowance for loan losses consistaree elements: (i) specific valuation allowandegermined in accordance with ASC
Topic 310 based on probable losses on specificldé@hhistorical valuation allowances determinedccordance with ASC Topic 450 based on
historical loan loss experience for similar loanghwimilar characteristics and trends, adjustsdecessary, to reflect the impact of current
conditions; and (iii) general valuation allowandesermined in accordance with ASC Topic 450 basedemeral economic conditions and other
gualitative risk factors both internal and exterwathe Bank and the Company.

The allowances established for probable lossepedific loans are based on a regular analysis ealda&tion of problem loans. Loans are
classified based on an internal credit risk gragiracess that evaluates, among other things:€ipthigor’s ability to repay; (i) the underlying
collateral, if any; and (iii) the economic enviroent and industry in which the borrower operatess @halysis 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 determine
whether the loan is impaired and, if impaired, rieed to specifically allocate a portion of the wimce for loan losses to the loan. Specific
valuation allowances are determined by analyziegtbrrower’s ability to repay amounts owed, coliateeficiencies, the relative risk grade of
the loan and economic conditions affecting thedwer’s industry, among other things.

Historical valuation allowances are calculated Hasethe historical loss experience of specifie/pf loans and the internal risk grade of



loans at the time they were charggffl-The Company calculates historical loss rat@ygpools of similar loans with similar charactéids base
on the proportion of actual charge-offs experiertecetthe total population of loans in the pool. Tigtorical loss ratios are periodically updated
based on actual charge-off experience. A histoviahlation allowance is established for each pdsinilar loans based upon the product of the
historical loss ratio and the total dollar amouinthe loans in the pool. The Company’s pools ofilsimloans include similarly risk-graded groups
of commercial and industrial loans, commercial esdhte loans, consumer real estate loans androensund other loans.
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General valuation allowances are based on genavabenic conditions and other qualitative risk fastboth internal and external to the Bank
and the Company. In general, such valuation alleeamare determined by evaluating, among other ghiijgthe experience, ability and
effectiveness of the Bank’s lending managementstaid; (ii) the effectiveness of the Bank’s loaripies, procedures and internal controls;

(iif) changes in asset quality; (iv) changes imlgartfolio volume; (v) the composition and coneatibns of credit; (vi) the impact of competition
on loan structuring and pricing; (vii) the effe@ess of the internal loan review function; (uiiie impact of environmental risks on portfolio
risks; and (ix) the impact of rising interest ratesportfolio risk. Management evaluates the degfeesk that each one of these components has
on the quality of the loan portfolio on a quartdrhsis. Each component is determined to have eithégh, moderate or low degree of risk. The
results are then input into a “general allocatiatnr” to determine an appropriate general valuatilowance.

Included in the general valuation allowances dxations for groups of similar loans with risk cheteristics that exceed certain concentre
limits established by management. Concentratidnlingits have been established, among other thifogs;ertain industry concentrations, large
balance and highly leveraged credit relationships éxceed specified risk grades, and loans otiggihaith policy exceptions that exceed spec
risk grades.

Loans identified as losses by management, intéoaal review and/or bank examiners are charged-ofthermore, consumer loan accounts
are charged-off automatically based on regulateguirements.
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The following table details activity in the allowa@nfor loan losses by portfolio segment for the¢haind nine months ended September 30,
2014 and 2013. Allocation of a portion of the aliowee to one category of loans does not preclude/@iability to absorb losses in other
categories.

Allowance for Loan Losses
For the Three and Nine Months Ended September 30024 and 2013

(in thousands) Commercia
Commercia and Consumer
Real Estate  Industrial Consumer Residential Agriculture  Unallocatec Total

Three Months Ended
September 30, 201.

Beginning balance $ 6,25¢ $ 56C $ 51 $ 43C $ 261 $ 4 $ 7,60z
Charge-offs (53 0 (20) 0 0 0 (63)
Recoveries 1 0 0 1 0 0 2
(Reversal of) provision for

loan losses (164 111 6 (5 (35) 87 0

Ending balance $ 6,04C $ 671 $ 47 % 42¢ % 22¢€ % 131 $ 7,541

Nine Months Ended
September 30, 2014

Beginning balance $ 6,247 $ 66z $ 47  $ 44C  $ 217 $ 45 $ 7,65¢
Charge-offs (109 0 (28) 0 0 0 (133)
Recoveries 1,87¢ 0 1 11 0 0 1,89(
(Reversal of) provision for

loan losses (1,989 8 27 (25) 9 86 (1,879)

Ending balance $ 6,04C $ 671 $ 47 $ 42€¢ $ 22 $ 131 $ 7,541

Three Months Ended

September 30, 2013

Beginning balance $ 6,37¢ $ 48t $ 42 $ 38C 18¢ $ 101 $ 7,57C
Charge-offs 0 0 4) 0 0 0 4
Recoveries 1 0 0 2 0 0 3
Provision for (reversal of)

loan losses 32 70 3 (46) 26 15 10C

Ending balance $ 6,40¢ $ 55 $ 41 $ 33€ $ 21z $ 11€ $ 7,66¢

Nine Months Ended

September 30, 2013

Beginning balance $ 6,571 $ 474 $ 50 $ 384 $ 28€ $ 21C $ 7,97¢
Charge-offs (436 0 (9) (17¢) 0 0 (623
Recoveries 8 0 3 6 0 0 17
Provision for (reversal of)

loan losses 26€ 81 3 124 (74) (94) 30C
Ending balance $ 6,40¢ $ 55t $ 41 $ 33€ $ 21z $ 11€ $ 7,66¢
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The following table details the allowance for Idasses and ending gross loan balances as of Sept@&Mb2014 and December 31, 2013,
summarized by collective and individual evaluatinethods of impairment.

(in thousands) Commercie
Commercie and Consumer
Real Estatt  Industrial Consumer Residentia Agriculture Unallocate: Total

September 30, 201.
Allowance for loan losses for loans:

Individually evaluated for impairment $ 87z $ 0 $ 0 % (O 0 $ 0 % 87:%
Collectively evaluated for impairment 5,167 671 47 42¢ 22¢€ 131 6,66¢
$ 6,04C $ 671 $ 47 $ 42¢ $ 22¢ % 131 $ 7,541

Ending gross loan balances:

Individually evaluated for impairment  $ 3,10¢ $ 341 $ 0 $ O 0 $ 0 $ 3,44¢
Collectively evaluated for impairment 345,50¢ 47,85¢ 861 25,94+ 12,16 0 432,32
$ 34861 $ 4819 $ 861 $ 2594« $ 12,161 $ 0 $ 43577

December 31, 2013

Allowance for loan losses for loans:

Individually evaluated for impairment $ 39z $ 0 $ 0 $ 0 $ 0 $ 0 % 39z
Collectively evaluated for impairment 5,85¢ 663 47 44C 217 45 7,261
$ 6,247 $ 66 $ 47 $ 44C % 17 % 45 $ 7,65¢

Ending balances of loans:

Individually evaluated for impairment $ 232: % 18 $ 0 $ 0 $ 0 % 0 $ 2,34(
Collectively evaluated for impairment 330,55: 48,76¢ 88< 25,62! 11,27: 0 417,09¢
$ 332870 $ 48,78 $ 88: $ 25620 $ 1127. $ 0 $ 419,43t

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

THREE MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 30, SEPTEMBER 30,

(in thousands) 2014 2013 2014 2013
Balance, beginning of period $ 14¢ 12z $ 134 10¢
Provision to Operations for Off Balance Sheet Cotnmants 46 18 60 32
Balance, end of period $ 194 14C $ 194 14C

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

At September 30, 2014 and December 31, 2013, lceamnied at $435,776,000 and $419,438,000, resmdgtiwere pledged as collateral on
advances from the Federal Home Loan Bank.

NOTE 6 — OTHER REAL ESTATE OWNED

As of September 30, 2014 and December 31, 201Z dhgpany owned three properties classified as odarestate with outstanding balances of
$884,000 and $916,000, respectively, which incluatesproperty consisting of residential land thaswvritten down to a zero balance. Each of
these properties was acquired through loan forastog he residential land property the Company ahateSeptember 30, 2014 and Decembe
2013, was written down to a zero balance becawsputhlic utilities have not been obtainable rermdgthese land lots unmarketable at this time.
There were no sales of OREO property during the months ended September 30, 2014 and there wergates of OREO properties during the
same period of 2013 resulting in a gain on sakgpgiroximately $17 ,000.
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Real estate properties acquired through, or indfeloan foreclosure are to be sold and are ihitr@corded at the lower of carrying amount of
loan or fair value of the property at the dateavetlosure less selling costs. Subsequent to fusect, valuations are periodically performed and
any subject revisions in the estimate of fair valuereported as adjustment to the carrying vallleeoreal estate, provided the adjusted carrying
amount does not exceed the original amount at lfmsare. Revenues and expenses from operationshamgies in the valuation allowance are
included in other operating expenses.

NOTE 7 — OTHER POST-RETIREMENT BENEFIT PLANS

During January 2008, the Bank awarded certain@fi@a salary continuation plan (the “Plan”). Untler Plan, the participants will be provided
with a fixed annual retirement benefit for twengays after retirement. The Bank is also respon$iloleertain pre-retirement death benefits under
the Plan. In connection with the implementatiothef Plan, the Bank purchased single premium lgeriance policies on the life of each of the
officers covered under the Plan. The Bank is theesvand partial beneficiary of these life insurapobicies. The assets of the Plan, under Internal
Revenue Service regulations, are owned by the Badlare available to satisfy the Company’s gerezedlitors.

The Bank awarded a director retirement plan (“DRBjwo of its directors in January 2008 and te&hof its newest directors in March 2014.
Under the DRP, the participants will be providedhwa fixed annual retirement benefit for ten yesdtsr retirement. The Bank is also responsible
for certain preretirement death benefits under the DRP. In commregtith the implementation of the DRP, the Bankgmased single premium |
insurance policies on the life of each directorared under the DRP. The Bank is the owner andgbéeneficiary of these life insurance policies.
The assets of the DRP, under Internal Revenue &erggulations, are the property of the Bank ardagailable to satisfy the Bank’s general
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 ntibenefit liability is determined based on
vesting and the present value of the benefitscarieesponding discount rate. The discount rate issed equivalent rate for investment-grade
bonds with lives matching those of the serviceqairemaining for the salary continuation contrastsich average approximately 20 years. The
salary continuation liability as of September 3012 and December 31, 2013 was $2,164,000 and $2@2 Tespectively, and is reported in
interest payable and other liabilities on the carsdel consolidated balance sheets.

During January 2008, the Bank purchased $4.7 millidbank owned life insurance policies and entémél split-dollar life insurance agreements
with certain officers and directors. During Mardbil2, the Bank purchased an additional $1.0 miliiobank owned life insurance policies and
entered into split-dollar life insurance agreemavith its three newest directors. In connectiorhwite implementation of the split-dollar
agreements, the Bank purchased single premiurm8fgance policies on the life of each of the @fficand directors covered by the split-dollar
life insurance agreements. The Bank is the ownérepolicies and the partial beneficiary in an anteequal to the cash surrender value of the
policies.

The combined cash surrender value of all Bank-owifeihsurance policies recorded in interest reable and other assets on the condensed
consolidated balance sheets were $13,433,000 &h6881000 at September 30, 2014 and December 23, &8spectively.

NOTE 8 — FINANCIAL INSTRUMENTS AND FAIR VALUE MEASU REMENTS

Fair values of financial instruments —The consolidated financial statements include variestimated fair value information as of September
30, 2014 and December 31, 2013. Such informatitictwpertains to the Company’s financial instrunsedbes not purport to represent the
aggregate net fair value of the Company. Furtther fair value estimates are based on various assumapmethodologies, and subjective
considerations, which vary widely among differdnafcial institutions and which are subject to g®n

Fair value measurements defines fair value, estadsia framework for measuring fair value, estabtisa three-level valuation hierarchy for
disclosure of fair value measurement and enharisesgure requirements for fair value measuremditits.valuation hierarchy is based upon the
transparency of inputs to the valuation of an agséability as of the measurement date. The tihegels are defined as follow:

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

Level 2: Inputs to the valuation methodology imgwguoted prices for similar assets and liabilitieactive markets and inputs that are observable
for the asset or liability, either directly or imélctly, for substantially the full term of the fimaal instrument.

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

In certain cases, the inputs used to measuredhievmay fall into different levels of the fair ual hierarchy. In such cases, the level in the fair
value hierarchy within which the fair value measoeat in its entirety falls has been determined thasethe lowest level input that is significant
to the fair value measurement in its entirety. Toenpany’s assessment of the significance of acpéat input to the fair value measurement in
its entirety requires judgment, and considers facspecific to the asset or liability. Transfersimen levels of the fair value hierarchy are



recognized on the actual date of the event or gistance that caused the transfer, which genemathgsponds with the Company’s quarterly
valuation process.
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Following is a description of valuation methodokegiused for assets and liabilities in the tabléshe

Cash and cash equivalentd he carrying amounts of cash and cash equivalgmpoaimate their fair value and are consideredvallg valuation.

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

Loans receivabl— For variable-rate loans that reprice frequentlgl have no significant change in credit risk, failues are based on carrying
values. The fair values for other loans (e.g., estdte construction and mortgage, commercialjrestdliment loans) are estimated using
discounted cash flow analyses, using interest @teently being offered for loans with similarres to borrowers of similar credit quality. The
allowance for loan losses is considered to be soregble estimate of loan discount due to credisrifhe Company’s fair value model takes into
account many inputs including current market ratesew loans, the U.S. treasury yield curve, LIB@&d curve, rate floors, rate ceilings,
remaining maturity, and average life based on §ipdoan type. Net loans are considered to be all@waluation.

Deposit liabilities— The fair values estimated for demand depositer@st and non-interest checking, savings, andicestpes of money market
accounts) are, by definition, equal to the amoayiaple on demand at the reporting date (i.e. ta&inying amounts). The carrying amounts for
variable-rate, fixed-term money market accounts@ertificates of deposit approximate their fairues at the reporting date. Fair values for fixed-
rate certificates of deposit are estimated usidgeounted cash flow calculation that applies ederates currently being offered on certificates t
a schedule of the aggregate expected monthly rtietudn time deposits. The fair value of depositdatermined by the Compansyihternal asse
and liabilities modeling system that accounts farious inputs such as decay rates, rate floors Beld curve, maturities and current rates
offered on new accounts. Fair value on depostitsrisidered a level 3 valuation.

Interest receivable and payal- The carrying amounts of accrued interest approartiagir fair value and are considered to be a I2waluation.

Off-balancesheet instruments- Fair values for the Bank’s off-balance-sheet irgtommitments are based on fees currently chamgedter
into similar agreements, taking into account threaiming terms of the agreements and the creditstgrof the counterparties. The Company
considers the Bank’s off balance sheet instrumienite a level 3 valuation.

22




The estimated fair values of the Company’s findriostruments at September 30, 2014 were as follows

(in thousands) Hierarchy
Carrying Fair Valuation
Amount Value Level

Financial assets:

Cash and cash equivalents $ 117,74 % 117,74 1

Restricted equity securities 3,27¢ 3,27¢ 2

Loans, net 427,84: 439,63 3

Interest receivable 1,85¢ 1,85¢ 2

Financial liabilities:

Deposits (630,179 (562,82) 3

Interest payable (40) (40 2

Off-balance-sheet assets (liabilities):

Commitments and standby letters of credit (763) 3

The estimated fair values of the Company’s findriostruments at December 31, 2013 were as follows:

(in thousands) Hierarchy
Carrying Fair Valuation
Amount Value Level

Financial assets:

Cash and cash equivalents $ 105,19. $ 105,19: 1

Restricted equity securities 3,17( 3,17(¢ 2

Loans, net 411,15¢ 426,43: 3

Interest receivable 2,011 2,011 2

Financial liabilities:

Deposits (602,63)) (590,499 3

Interest payable (60) (60) 2

Off-balance-sheet assets (liabilities):

Commitments and standby letters of credit (52¢€) 3
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The following table presents the carrying valueemfurring and nonrecurring financial instruments there measured at fair value and that were
still held in the condensed consolidated balaneetshat each respective period end, by level witlerfair value hierarchy as of September 30,
2014 and December 31, 2013 .

Fair Value Measurements at September 30, 2014 Using

(in thousands) Quoted
Prices
in Active Significant Significant
Markets for Other Unobservable
September Identical Observable
30, Assets Inputs Inputs
2014 (Level 1) (Level 2) (Level 3)

Assets and liabilities measured on a recurringshasi
Available-for-sale securities:

U.S. agencies $ 4551 $ 0 % 4551(C $ 0
Collateralized mortgage obligations 7,43¢ 0 7,43¢ 0
Municipalities 50,02¢ 0 50,02¢ 0
SBA pools 90¢€ 0 90€ 0
Corporate debt 6,81¢ 0 6,81¢ 0
Asset backed securities 10,571 0 10,571
Mutual fund 2,92¢ 2,92¢ 0 0
Assets and liabilities measured on a hon-recutvagjs:
Impaired loans:
Land $ 1,77¢  $ O O 1,77¢
Other real estate owned $ 884 $ O O 884
Fair Value Measurements at December 31, 2013 Using
(in thousands) Quoted
Prices
in Active Significant Significant
Markets for Other Unobservable
December 31 Identical Observable
Assets Inputs Inputs
2013 (Level 1) (Level 2) (Level 3)
Assets and liabilities measured on a recurringshasi
Available-for-sale securities
U.S. agencies $ 53,11 $ 0 53,11t $ 0
Collateralized mortgage obligations 9,781 0 9,781 0
Municipalities 40,26 0 40,26¢ 0
SBA pools 1,081 0 1,081 0
Corporate debt 4,82°¢ 0 4,82¢ 0
Asset backed securities 5,851 0 5,857 0
Mutual fund 2,81¢ 2,81¢ 0 0
Assets and liabilities measured on a non-recuivagjs:
Impaired loans:
Land $ 79C % 0 $ 0 $ 79C
Other real estate owned $ 91€¢ $ 0 $ 0 % 91€
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Following is a description of valuation methodokegiused for assets and liabilities recorded avédire.

Available-for-sale securities Investment securities available-for-sale are restrat fair value on a recurring basis. Fair val@asarement is
based upon quoted market prices, if availableutitgd market prices are not available, fair vakresmeasured using independent pricing models
or other model-based valuation techniques sucheapresent value of future cash flows, adjustedhfersecurity’s credit rating, prepayment
assumptions, and other factors such as crediakmsnptions. Level 1 securities include those ttaatean active exchange, such as the New
Stock Exchange, U.S. Treasury securities thatradetl by dealers or brokers in active over-the-tmrumarkets and money market funds. Level 2
securities include mortgage-backed securities tsbyegovernment sponsored entities, municipal b@midscorporate debt securities. Securities
classified as Level 3 include asset-backed seesiiti less liquid markets where significant inpars unobservable.

Impaired loans- ASC Topic 820 applies to loans measured for immpant using the practical expedients permitted BCA opic 310Accounting
by Creditors for Impairment of a Loaimhe Company does not record loans at fair vatua recurring basis. However, from time to timéam i<
considered impaired and an allowance for loan bi&sestablished. Loans for which it is probabb ffrayment of interest and principal will not
made in accordance with the contractual termsefdan agreement are considered impaired. Impkoeets where an allowance is established
based on the fair value of collateral less the walated to liquidation of the collateral requitassification in the fair value hierarchy. When the
fair value of the collateral is based on an obddesenarket price or a current appraised valueCihiapany records the impaired loan as non-
recurring Level 3. Likewise, when an appraised @atunot available or management determines thedidie of the collateral is further impaired
below the appraised value and there is no obsexvahtket price, the Company records the impairad &s non-recurring Level 3.

Other Real Estate OwnedDther real estate assets (“OREQO”) acquired thnpagin lieu of, foreclosure are held-for-sale and initially recorded
at the lower of cost or fair value, less sellingtso Any write-downs to fair value at the time iafrisfer to OREO are charged to the allowance for
loan losses, subsequent to foreclosure. Appraisasaluations are then done periodically thereaharging any additional write-downs or
valuation allowances to the appropriate expenseusts. Values are derived from appraisals of ugdeglcollateral and discounted cash flow
analysis. OREO is classified within Level 3 of tiierarchy.

Net realizable value of the underlying collatesathie fair value of the collateral less estimatdting costs and any prior liens. Appraisals, re:
comparable sales, offers and listing prices arfad in when valuing the collateral. We review aedfy the qualifications and licenses of the
certified general appraisers used for appraisimysercial properties or certified residential appees for residential properties. Real estate
appraisals may utilize a combination of approachelsiding replacement cost, sales comparison amthtome approach. Comparable sales and
income data are analyzed by the appraisers andtadijto reflect differences between them and thgestiproperty such as type, leasing statu:
physical condition. When the appraisals are reckiManagement reviews the assumptions and methgylaldized in the appraisal, as well as
the overall resulting value in conjunction with @mendent data sources such as recent market dbiadaistry-wide statistics. We generally use a
6% discount for selling costs which is applied igpeoperties, regardless of size. Appraised valeg be adjusted to reflect changes in market
conditions that have occurred subsequent to theaegah date, or for revised estimates regardindithimg or cost of the property sale. These
adjustments are based on qualitative judgments imadeanagement on a case-by-case basis.

There have been no significant changes in the tialugechniques during the period ended Septembe2@®L4.
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NOTE 9 — EARNINGS PER SHARE

Earnings per share (“EPS”) are based upon the wexightverage number of common shares outstandimggdesch 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 and common stockagejpts. Net income available to common stockhalde calculated as net income reduced
by dividends accumulated on preferred stock. BBBE are calculated by dividing net income availébleommon stockholders by the weighted
average number of common shares outstanding dasclg period, excluding unvested restricted stockdsv Diluted EPS are calculated using
the weighted average diluted shares, which reftbetpotential dilution that could occur if seci@stor other contracts to issue common stock
were exercised or converted into common stock.diluéive shares included in year-to-date dilutedSE®a weighted average of the dilutive
shares included in each quarterly diluted EPS caoatipm under the treasury stock method. We haveftnwas of outstanding common stock:
common stock and unvested restricted stock awbialgers of restricted stock awards receive noneftable dividends at the same rate as
common stockholders and they both share equalindistributed earnings.

The Company’s calculation of basic and diluted emymper share (“EPS”) for the three and nine mpettiods ended September 30, 2014 and
2013 are reflected in the table below.

THREE MONTHS ENDED
(In thousands) SEPTEMBER 30,
2014 2013

BASIC EARNINGS PER SHARE

Net income available to common shareholc $ 153t $ 1,50¢
Weighted average shares outstanding 7,95¢ 7,80z
Net income per common she $ 0.1¢ $ 0.1¢

DILUTED EARNINGS PER SHARE

Net income available to common shareholc $ 153 $ 1,50¢
Weighted average shares outstanding 7,95¢ 7,80:%
Effect of dilutive stock options 2 8
Effect of dilutive non-vested restricted shares 50 40
Weighted average shares of common stock and corstook equivalents 8,011 7,851
Net income per diluted common shi $ 0.1¢ $ 0.1¢

NINE MONTHS ENDED
(In thousands) SEPTEMBER 30,
2014 2013

BASIC EARNINGS PER SHARE

Net income available to common shareholc $ 548( $ 4,111
Weighted average shares outstanding 7,931 7,79¢
Net income per common shg $ 0.6¢ $ 0.5¢

DILUTED EARNINGS PER SHARE

Net income available to common shareholt $ 548( $ 4,111
Weighted average shares outstanding 7,931 7,792
Effect of dilutive stock options 6 11
Effect of dilutive non-vested restricted shares 48 37
Weighted average shares of common stock and comstook equivalents 7,98¢ 7,84:
Net income per diluted common shi $ 0.6¢ $ 0.5Z

During the three and nine month periods ended 8#@e30, 2014, antiilutive weighted average options to purchase S®d& 68,500 shares
common stock were outstanding , with prices ranfiog $9.95 to $15.67. Anti-dilutive weighted avgesstock options of 69,500 and 71,313
were outstanding during the three and nine montiogie of 2013, with prices ranging from $8.25 t& L. These options were not included in
the computation of diluted EPS because the optiexatcise price was greater than the average mariketof the common shares. These options
begin to expire in 2015.

There were no anti-dilutive non-vested restrictiedtls grants for the three and nine months endete8dyer 30, 2014 and 2013.
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Item 2. Management’s Discussion and Analysis ofifancial Condition and Results of Operations

The following discussion explains the significamttors affecting our operations and financial pasifor the periods presented. The discussion
should be read in conjunction with our financiatetments and the notes related thereto which appehat are referenced to elsewhere in this
report, and with the audited consolidated finansiatements and accompanying notes included i2@L8 Annual Report on Form 10-K, as
amended. Average balances, including balancesinsmdculating certain financial ratios, are getlgreomprised of average daily balances.

The discussion and analysis of our financial caodiand results of operations is based upon oanfiral statements, which have been prepai
accordance with accounting principles generallyepted in the United States of America. The preparaif these financial statements reqt
management to make estimates and judgments thet dffe reported amounts of assets and liabilitiegenues and expenses, and re
disclosures of contingent assets and liabilitiethatdate of our financial statements. Actual tssulay differ from these estimates under diffe
assumptions or conditions. This discussion andyaiglincludes executive management’s (“Managemansight of the Compang’ financia
condition and results of operations of Oak VallegnBorp and its subsidiary. Unless otherwise stated“Company’refers to the consolidat
entity, Oak Valley Bancorp, while the “Bank” refassOak Valley Community Bank.

Forward-Looking Statements

Some matters discussed in this Form 10-Q may bevdial-looking statements” within the meaning of frévate Litigation Reform Act of 1995
and therefore may involve risks, uncertainties atiger factors which may cause our actual resultséonaterially different from the results
expressed or implied by our forward-looking statatee These statements generally appear with wawdl as “anticipate,” “believe,”
“estimate,” “may,” “intend,” and “expect.” Although management believes that the assumptions andtetipas reflected in such forward-
looking statements are reasonable, it can givessueance that such expectations will prove to lreect. Factors that could cause actual results
to differ from results discussed in forward-lookistgtements include, but are not limited to: ecoicaronditions (both generally and in the
markets where the Company operates); competitimm fsther providers of financial services offeredty Company; changes in government
regulation and legislation; changes in interestasitmaterial unforeseen changes in the financetiity and liquidity of the Company’s credit
customers; risks associated with concentration®al estate related loans; changes in accountiagdards and interpretations ; and other risks
as may be detailed from time to time in the Comijsdilings with the Securities and Exchange Comimigsall of which are difficult to predict
and which may be beyond the control of the Comparlye Company. The Company undertakes no obdigati revise forward-looking
statements to reflect events or changes after ae af this discussion or to reflect the occurrentenanticipated events.

Forward-looking statements speak only as of the tlaty are made, and the Company does not undedakedate forwardeoking statemen
to reflect circumstances or events that occur afterdate the forwartboking statements are made, whether as a resulewfinformation, futu
developments or otherwise, except as may be ratjbirdaw.

Critical Accounting Estimates

Management hadetermined the following five accounting policiede critical:

Allowance for Loan Loss¢

Accounting for allowance for loan losses involvigicant judgment and assumptions by managemmaahisabased on historical data
and management’s view of the current economic enmient. At least on a quarterly basis, our managenegiews the methodology and
adequacy of allowance for loan losses and repsresssessment to the Board of Directors for iteeveand approval.

We base our allowance for loan losses on an estimaf probable losses inherent in our loan paidfadDur methodology for assessing
loan loss allowances are intended to reduce tlfierdifces between estimated and actual losses anlglds a detailed analysis of our loan
portfolio in three phases:

e the specific review of individual loans,

e the segmenting and review of loan pools with similharacteristics, and

e our judgmental estimate based on various subgé&ietors.
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The first phase of our methodology involves thecdfiereview of individual loans to identify and m&ure impairment. We evaluate €
loan by use of a risk rating system, except for bgemeous loans, such as automobile loans and hamtgages. Specific risk rated loans are
deemed impaired if all amounts, including principatl interest, will likely not be collected in acdance with the contractual terms of the related
loan agreement. Impairment for commercial and estdte loans is measured either based on the predea of the loan’s expected future cash
flows or, if collection on the loan is collateragbndent, the estimated fair value of the collgtiss selling and holding costs.

The second phase involves the segmenting of thaineler of the risk rated loan portfolio into growgrpools of loans, together with
loans with similar characteristics, for evaluati@ve determine the calculated loss ratio to each pmml based on its historical net losses and
benchmark it against the levels of other peer hanks

In the third phase, we consider relevant interndl external factors that may affect the collectgbdf loan portfolio and each group of
loan pool. The factors considered are, but ardimdtd to:

e concentration of credits,

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

e non-accrual loan trend,

e problem loan trend,

e loss and recovery trend,

e quality of loan review,

e lending and management staff,

e lending policies and procedures,

e economic and business conditions, and
e other external factors, including regulatory rewie

Our management estimates the probable effect &f soreditions based on our judgment, experiencekandn or anticipated trends.
Such estimation may be reflected as an additidi@bance to each group of loans, if necessary. Manment reviews these conditions with our
senior credit officers. To the extent that anyhefde conditions is evidenced by a specifically tifiable problem credit or portfolio segment as of
the evaluation date, management’s estimate offfaet@f such condition may be reflected as a djmeallowance applicable to such credit or
portfolio segment. Where any of these conditionsoisevidenced by a specific, identifiable problemadit or portfolio segment as of the
evaluation date, management’s evaluation of thergrht loss related to such condition is reflectethe unallocated allowance.

Central to our credit risk management and our assest of appropriate loss allowance is our loanmasing system. Under this system,
the originating credit officer assigns borrowerdratial risk rating based on a thorough analygisach borrower’s financial capacity in
conjunction with industry and economic trends. Apyals are made based upon the amount of inheredit cisk specific to the transaction and
are reviewed for appropriateness by senior linecaadit administration personnel. Credits are nwei by line and credit administration
personnel for deterioration in a borrower’s finahciondition which may impact the ability of thertmwer to perform under the contract.
Although management has allocated a portion oétlesvance to specific loans, specific loan pootg] aff-balance sheet credit exposures (which
are reported separately as part of other liakslitithe adequacy of the allowance is considerdd entirety.

Nor-Accrual Loan Policy

Interest on loans is credited to income as earnddsaaccrued only if deemed collectible. Accruaihterest is discontinued when a loan
is over 90 days delinquent or if management bedi¢kiat collection is highly uncertain. Generallgyments received on non-accrual loans are
recorded as principal reductions. Interest incasnedcognized after all principal has been repa@noimprovement in the condition of the loan
occurred that would warrant resumption of inteegstruals. Loans are considered past due if theéreshprincipal and interest payments have not

been received as of the date such payments were due

Asset Impairment Judgmet



Certain of our assets are carried in our consd@dalhalance sheets at fair value or at the lowepst or fair value. Valuation allowanc
are established when necessary to recognize imeairaf such assets. We periodically perform analyséest for impairment of various assets.
In addition to our impairment analyses relatecbmb, another significant impairment analysis eslab other than temporary declines in the value
of our securities.

28




Loans for which it is probable that payment of iet# and principal will not be made in accordandé the contractual terms of the
loan agreement are considered impaired and ariedat fair value or below. Appraisals are donequkcally on impaired loans and if required
allowance is established based on the fair valiemliditeral less the cost related to liquidationhaf collateral. In some circumstances, an impaired
loan may be charged off to bring the carrying vatuéair value.

Other real estate assets (“OREQ”) acquired throagh lieu of, foreclosure are held-for-sale anel iaitially recorded at the lower of
cost or fair value, less selling costs. Any writeaghs to fair value at the time of transfer to OR&® charged to the allowance for loan losses,
subsequent to foreclosure. Appraisals or evaluatwa then done periodically and any subsequetindsdn the fair value of the OREO property
after the date of transfer are recorded throughiterdown of the asset. Any subsequent operatipgeses or income, reduction in estimated fair
values, and gains or losses on disposition of pugperties are charged or credited to current dijpaa

Net realizable value of the underlying collatesalhie fair value of the collateral less estimatdting costs and any prior liens.
Appraisals, recent comparable sales, offers atiddiprices are factored in when valuing the cellat We review and verify the qualifications
and licenses of the certified general appraisezd € appraising commercial properties or cedifiesidential appraisers for residential propel
Real estate appraisals may utilize a combinaticappfoaches including replacement cost, sales agsopaand the income approach. Compar.
sales and income data are analyzed by the apmaisdradjusted to reflect differences between thednithe subject property such as type, leasing
status and physical condition. When the appras@seceived, Management reviews the assumptiahsathodology utilized in the appraisal,
well as the overall resulting value in conjunctieith independent data sources such as recent ndakeeand industry-wide statistics. We
generally use a 6% discount for selling costs wigdpplied to all properties, regardless of sigapraised values may be adjusted to reflect
changes in market conditions that have occurredespient to the appraisal date, or for revised astigregarding the timing or cost of the
property sale. These adjustments are based onajivalijudgments made by management on a casedeybessis.

Our available for sale portfolio is carried at estted fair value, with any unrealized gains anddgsnet of taxes, reported as
accumulated other comprehensive income in sharet®ldquity. We conduct a periodic review and estadin of the securities portfolio to
determine if the value of any security has declibeldw its carrying value and whether such dedbr@ther than temporary. If such decline is
deemed other than temporary, we would adjust thiying amount of the security by writing down trecarity to fair market value through a
charge to current period income. The market vatdiesir securities are significantly affected by mfes in interest rates.

In general, as interest rates rise, the markeewvaldixed-rate securities will decrease; as irgerates fall, the market value of fixed-rate
securities will increase. With significant changeiterest rates, we evaluate our intent andtgtiti hold the security for a sufficient time to
recover the recorded principal balance. Estimaa&ds/alues for securities are based on publishestourities dealers’ market values. Market
volatility is unpredictable and may impact suchuesl.

Fair Value Measuremen

We use fair value measurements to record fair vadljigstments to certain assets and liabilitiestardktermine fair value disclosures. We bast
fair values on the price that would be receiveddiban asset or paid to transfer a liability incaderly transaction between market participants at
the measurement date. Securities available for dafevatives, and loans held for sale, if any,rasorded at fair value on a recurring basis.
Additionally, from time to time, we may be requirgdrecord certain assets at fair value on a noarring basis, such as certain impaired loans
held for investment and securities held to matuhigt are other-than-temporarily impaired. These-rezurring fair value adjustments typically
involve write-downs of individual assets due to laggtion of lower-of-cost or market accounting.

We have established and documented a processtéondeing fair value. We maximize the use of obabte inputs and minimize the use of
unobservable inputs when developing fair value mmeasents. Whenever there is no readily availablketalata, management uses its best
estimate and assumptions in determining fair vduéthese estimates involve inherent uncertaimtiesthe application of management's
judgment. As a result, if other assumptions hadhlhesed, our recorded earnings or disclosures dwaud been materially different from thc
reflected in these financial statements.

Deferred Compensations Pla

Future compensation under the Company’s execudilagyscontinuation plan and director retirementptearned for services
rendered through retirement. The Company accrudbdosalary continuation liability based on amt#ted years of service and vesting schedules
provided under the plans. The Company’s currenefieimbility is determined based on vesting ahd present value of the benefits at a
corresponding discount rate. The discount rate issed equivalent rate for investment-grade bornitts lwes matching those of the service
periods remaining for the salary continuation cacts, which average approximately 20 years.
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Introduction

Oak Valley Community Bank commenced operations ayMI991. We are an insured bank under the FeDemdsit Insurance Act and are
a member of the Federal Reserve. Since its foomgatihe Bank has provided basic banking servicasdividuals and business enterprises in
Oakdale, California and the surrounding areas.fdbes of the Bank is to offer a range of commerbaiking services designed for both
individuals and small to medium-sized businessekartwo main areas of service of the CompanyCietral Valley and the Eastern Sierras.

The Bank offers a complement of business checkiingsavings accounts for its business customers. BEnk also offers commercial and
real estate loans, as well as lines of credit.| B&tate loans are generally of a short-term ndturboth residential and commercial purposes.
Longerterm real estate loans are generally made withsgatjle interest rates and contain normal provisionacceleration. In addition, the Be
offers traditional residential mortgages throughied party.

The Bank also offers other services for both indligils and businesses including online banking, tereposit capture, merchant services,
night depository, extended hours, traveler's cheal® transfer of funds, note collection, and awdted teller machines in a national network.
The Bank does not currently offer internationallbag or trust services although the Bank may maiah services available to the Bank’s
customers through financial institutions with whitle Bank has correspondent banking relationshiji® Bank does not offer stock transfer
services nor does it directly issue credit cards.

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 Centedley around Oakdale and Modesto, and the Ea§iemas. As such, unless otherwise nc
all references are about Oak Valley Bancorp (theri@any”).

Overview of Results of Operations and Financial Cadition

The purpose of this summary is to provide an owsnof the items management focuses on when evadutite condition of the Company
and its success in implementing its business aackbblder value strategies. The Company’s busstestegy is to operate the Bank as a well-
capitalized, profitable and independent communitgrded bank. The Company’s shareholder valugegtyehas three major themes: (1)
enhancing shareholder value; (2) making its rétailking franchise more valuable; and (3) efficientilizing its capital.

Management believes the following were importantdes in the Company’s performance during the tlaresd nine month periods ended
September 30, 2014:

» Thanks to our deep roots in the communitiesweaserve, our focus on customer care and ourtsétedn lending, during the first nine
months of 2014, our performance has been bettarrtizst institutions of our size that compete in market. Despite the stagnant
economy affecting our primary market areas, we Hen able to increase our core deposits to $6d#lidn and have posted net
income available to common shareholders of $0. 19%n69 per diluted share for the three and ninetmperiods ended September 30,
2014, respectively . While published economic diadiicates that the downturn is behind us, it isalear at what speed the economy
will recover.

» The Company recognized net income availabl®tornon shareholders of $1,535,000 and $5,480,00éathree and nine month
periods ended September 30, 2014, respectivebgrapared to $1,505,000 and $4,111,000 for the sgmmeds in 2013. The Company
recognized net income before preferred stock dhddeof $5,480,000 for the nine months ended SemeBth) 2014, as compared to
$4,179,000 for the same period in 2013. The faatorgributing to these results will be discussedwe

» The Company recognized $68,000 in the first gwanded March 31, 2013, associated with the atfou preferred stock dividends for
the Series B Preferred Stock that the U.S. Treasamed under the Small Business Lending Fund (“SBLFhe Company repurchased
6,750 shares of Series B Preferred Stock in May 201 the remaining 6,750 shares were repurchadddrich 2013, therefore there
were no shares of Series B Preferred Stock outsiguaehd no preferred stock dividends paid durin§y420

 In the nine month period ended September @04 2the Company recognized a $1,877,000 revef$aho loss provisions due to a loan
settlement of $2,923,000 which resulted in a nen lecovery of $1,877,000. No provisions were réedrduring the third quarter of
2014. This compares to loan loss provisions of Fl@@and $300,000, respectively, during the threkrane month periods in 2013.
The decrease was mainly due to the loan recovetyramagement’'s assessment of the appropriateftavible allowance for loan
losses. The Company continues to monitor the Bdokis portfolio with the objective of avoiding defts or write-downs. The Board
of Directors and all employees continue to worlkdhtarensure a high level of underwriting standaisspite these actions, the
possibility of additional losses cannot be elimatht

* Netinterest income increased $359,000 or 6.0%$366,000 or 4.3% for the three and nine month gerended September 30, 20
respectively, compared to the same periods in 20t& increase was primarily due to growth of @mamnl and investment security



portfolios.

Non-interest income increased by $74,000 or 8.5% &89 $00 or 8.5% for the three and nine months efaégpdember 30, 2014,
respectively, as compared to the same periodsliB.Zlhe increase was primarily realized in sercitarge income due to an increase in
the number of deposit accounts and increase inegstaervice fee income.

Non-interest expense increased by $494,000 or 10.®8$890,000 or 7.1% for the three and nine montfoderended September 30,
2014, respectively, as compared to the same pendd3l3. The increase was mainly due to an inereastaffing necessary to support
the loan and deposit growth and preparation foeegpn into the Tracy market.

Total assets increased $35.0 million or 5.2%nfidecember 31, 2013. Total net loans increasekilBy7 million or 4.1% and
investment securities increased by $6.5 millios.686 from December 31, 2013 to September 30, 20lde deposits increased by
$27.5 million or 4.6% for the same period.
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Income Summary

For the three and nine month periods ended Septe3fh@014, the Company recorded net income avaitabcommon shareholders of
$1,535,000 and $5,480,000, respectively, reprasgiicreases of $30,000 and $1,369,000, as compathd same periods in 2013. Return on
average assets (annualized) was 0.88% and 1.07#teftihree and nine months ended September 30, Bfpectively, as compared with 0.92%
and 0.87% for the same periods in 2013. Annualizégtn on average common equity was 8.44% andB¥®r the three and nine months er
September 30, 2014, respectively, as comparedt&®®and 8.59% for the same periods of 2013.

Net income before provisions for income taxes amdgored stock dividends increased $39,000 ands$2000 for the three and nine moi
periods ended September 30, 2014, respectively fin@ comparable 2013 periods. The income statecoemponents of these variances are as
follows:

Pre-Tax Income Variance Summary:

Effect on Pre-Tax  Effect on Pre-Tax

Income Income
Increase Increase
(Decrease) (Decrease)
(In thousands) Three Months Nine Months
Ended Ended
September 30, September 30,
2014 2014
Change from 2013 to 2014 in:
Net interest income $ 35¢ $ 76E
Provision for loan losses 10C 2,171
Non-interest income 74 20¢
Non-interest expense (494) (990
Change in income before income taxes $ 3¢ 8 2,161

These variances will be explained in the discusbelow.

Net Interest Income

Net interest income is the largest source of then@my's operating income. For the three and nine mpetiods ended September 30, 2014, net
interest income was $6.4 million and $18.7 milliogspectively, which represented increases of $889r 6.0% and $765,000 or 4.3% from the
comparable periods in 2013.

The net interest margin (net interest income asregmtage of average interest earning assets) . W@%4nd 4.08% for the three and nine months
period ended September 30, 2014, respectively,hweimained relatively flat compared to 4.12% arid % for the same periods in 2013. Ove
the Company has experienced net interest margipassion since the economic downturn in 2008 feeisd reasons: 1) deposit interest rates
have essentially reached a threshold in which tagyot reasonably be further reduced, 2) competitidghe lending market has driven new loan
rates down, 3) loan and investment portfolio yieldatinue to decrease due to contractual repraimg4) deposit growth has out-paced loan
growth and the elevated interest-bearing cash batanwhich yield approximately 0.25%, have compme@sair net interest margin.

The cost of funds on interest-bearing liabilitiéd cecognize a moderate decrease of 4 basis pait$ basis points for the three and nine months
ended September 30, 2014, compared to 2013 duethef rate reductions and a shift from high cd3s@to demand deposit and savings
accounts. In addition, average non-interest-beatérgand deposit balances increased by $19.1 méloh$16.7 million, respectively, for the
three and nine month periods ended September 3@, 28 compared to the same periods of 2013.

Earning asset yield decreased by 1 basis poin7 drasis points for the three and nine month perodied September 30, 2014, respectively,
compared to the same periods of 2013. The yieldams decreased by 40 basis points and 31 basitsgor the third quarter and nine month
period of 2014, respectively, as compared to 20i8pite of the significant portion of our loanstfare at their contractual rate floors. This
decrease in loan yield was primarily a result afipetitive pressure on the pricing of new loan faigdi The drop in loan yield was offset by
deploying a portion of the low yielding cash equevd balances into loan and investment balanceshwigicognized increases of $34.0 million
$9.0 million, respectively, in the nine month periaf 2014 as compared to 2013.

31






The following tables shows the relative impact lofigges in average balances of interest earnintsassg interest bearing liabilities, and interest
rates earned and paid by the Company on thosesassitiabilities for the three and nine month pesiended September 30, 2014 and 2013:

Net Interest Analysis

Three Months Ended September 30, 2014 Three Months Ended September 30, 2013

Interest Avg Interest Avg
(in thousands) Average Income / Rate/ Average Income / Rate/
Balance Expense Yield Balance Expense Yield
Assets:
Earning assets:
Gross loans (1) (2) $ 439,10¢ $ 5,557 5.02% $ 398,49( $ 5,44 5.42%
Investment securities (2) 124,27 1,14z 3.65% 119,76¢ 89¢ 2.9%%
Federal funds sold 10,30( 6 0.2%% 9,042 5 0.22%
Interest-earning deposits 58,93¢ 39 0.2¢% 70,23¢ 49 0.28%
Total interest-earning assets 632,61 6,74¢ 4.25% 597,53t 6,397 4.24%
Total noninterest earning assets 57,93t 48,49
Total Assets 690,55: 646,02¢
Liabilities and Shareholders' Equity:
Interest-bearing liabilities:
Interest-earning DDA 15,86¢ 2 0.05% 14,25 4 0.11%
Money market deposits 234,49 68 0.12% 234,43( 72 0.12%
NOW deposits 97,93t 15 0.0€% 82,82¢ 19 0.0%
Savings deposits 39,77( 11 0.11% 37,55¢ 14 0.15%
Time certificates of deposit $100,00
or more 33,63¢ 48 0.57% 34,20° 62 0.72%
Other time deposits 17,36 12 0.28% 19,44¢ 23 0.47%
Other borrowings 0 0 0.0(% 0 0 0.00%
Total interest-bearing liabilities 439,07( 15€ 0.14% 422,72 194 0.1&%
Noninteres-bearing liabilities:
Noninterest-bearing deposits 175,43t 156,31«
Other liabilities 3,92( 3,821
Total noninterest-bearing liabilities 179,35¢ 160,14:
Shareholders' equity 72,12¢ 63,16"
Total liabilities and shareholders'
equity $ 690,55: $ 646,02¢
Net interest incom $ 6,58¢ $ 6,19¢
Net interest spread (. 4.0% 4.06%
Net interest margin (¢ 4.1% 4.12%

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

(2) Yields and interest income on municipal securiied loans have been adjusted to their ftdlyable equivalents, based on a federal marg
tax rate of 34.0%

(3) Represents the average rate earned on int-earning assets less the average rate paid on isl-bearing liabilities.

(4) Represents net interest income as a percentagecof@e intere-earning assets

(5) Annual interest rates are computed by dividingitiierest income/expense by the number of day®ipehiod multiplied by 36!
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Nine months ended
September 30, 2014

Nine months ended
September 30, 2013

Interest Interest
(in thousands) Average Income / Rate/ Average Income / Rate/
Balance Expense Balance Expense
Assets:
Earning assets:
Gross loans (1) (2) $ 425555 $ 16,20¢ 5.09% $ 391,58 $ 15,82 5.4(%
Investment securities (2) 121,66: 3,341 3.68% 112,68! 2,98¢ 3.54%
Federal funds sold 17,04¢ 30 0.24% 9,79: 17 0.22%
Interest-earning deposits 65,49 134 0.27% 82,00: 161 0.2¢%
Total interest-earning assets 629,75 19,71¢ 4.1% 596,06° 18,98t 4.2%
Total noninterest earning assets 54,28 49,18
Total assets 684,03¢ 645,24
Liabilities and Shareholders' Equity:
Interest-bearing liabilities:
Interest-earning DDA 13,897 4 0.04% 10,37¢ 1C 0.12%
Money market deposits 238,46t 20¢ 0.12% 239,32} 251 0.14%
NOW deposits 95,32¢ 48 0.07% 80,47¢ 63 0.1(%
Savings deposits 40,28: 34 0.11% 35,17( 41 0.1€%
Time certificates of deposit $100,00
or more 33,59: 14~ 0.5¢% 36,32: 20¢ 0.76%
Other time deposits 17,87¢ 50 0.3™% 19,75( 72 0.4%%
Other borrowings 2 0 0.0(% 0 0 0.0(%
Total interest-bearing liabilities 439,44 49( 0.15% 421,42( 64: 0.2(%
Noninteres-bearing liabilities:
Noninterest-bearing deposits 170,98t 154,29°
Other liabilities 4,04¢ 3,76¢
Total noninterest-bearing liabilities 175,03¢ 158,06!
Shareholders' equity 69,56 65,76
Total liabilities and shareholders'
equity $ 684,03 $ 645,24¢
Net interest incom $ 19,22¢ $ 18,34
Net interest spread (. 4.04% 4.06%
Net interest margin (¢ 4.08% 4.11%

(1) Loan fees have been included in the calculationtefest income
(2) Yields and interest income on municipal securiied loans have been adjusted to their ftdlyable equivalents, based on a federal marg

tax rate of 34.0%

(3) Represents the average rate earned on int-earning assets less the average rate paid on isl-bearing liabilities.

(4) Represents net interest income as a percentagecof@e intere-earning assets
(5) Annual interest rates are computed by dividingititerest income/expense by the number of day®ipehiod multiplied by 36!
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Shown in the following tables are the relative igaon net interest income of changes in the aeevatstanding balances (volume) of earning
assets and interest bearing liabilities and thesrairned and paid by the Company on those asskligilities for the three and nine month
periods ended September 30, 2014 and 2013. Chanigesrest income and expense that are not ataiide specifically to either rate or volume
are allocated to the rate column below.

Rate / Volume Variance Analys

For the Three Months Ended
September 30, 2014 vs 2013
Increase (Decrease)
in interest income and expense

(In thousands) due to changes in:
Volume Rate Total

Interest income:
Gross loans (1) (2) $ 55t $ 440 $ 11F
Investment securities (2) 34 21z 24¢€
Federal funds sold 1 0 1
Interest-earning deposits (8 &) (10)

Total interest income $ 582 $ (230 $ 352

Interest expense:

Interest-earning DDA 0 2 (2
Money market deposits 0 4) 4
NOW deposits 3 @) (4
Savings deposits 1 4) 3
Time CD $100K or more (@) ((K) (14)
Other time deposits 2 9) (11)
Other borrowings 0 0 0
Total interest expense $ 13 (39 $ (39)
Change in net interest income $ 581 §$ (197 $ 39C

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

The table above reflects the current low interat# environment has impacted assets more thaiitlegas indicated by the decrease of $191,000
in net interest income due to the rate changehfthird quarter of 2014. This is not typical foe Company, as we have historically been liak
sensitive, however, deposit interest rates aréstdrit lows and have essentially reached a thtdshavhich they cannot reasonably be further
reduced and existing loans are continuing to remimvnward while new loans are funding at histdisidaw rates. The decrease in loan yields
resulted in a $440,000 decrease to loan interestie for the quarter compared to prior year. Thesiase in earning asset balances combinec
the overall change in mix of balances resultechimarease of $581,000 to net interest income theesame period.
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For the Nine Months Ended September 30,
2014 vs 2013
Increase (Decrease)
in interest income and expense

(In thousands) due to changes in:
Volume Rate Total

Interest income:
Gross loans (1) (2) $ 137: % (989) $ 384
Investment securities (2) 23¢ 12¢€ 364
Federal funds sold 13 0 13
Interest-earning deposits (32 5 (27)

Total interest income $ 159 § (85¢) $ 734

Interest expense:

Interest-earning DDA 3 (9 (6)
Money market deposits (1) (41) (42
NOW deposits 12 27) (15)
Savings deposits 6 (13 (7
Time CD $100K or more a5 (46) (61)
Other time deposits (7 (15) (22)
Other borrowings 0 0 0
Total interest expense $ (2 $ (15)) $ (159
Change in net interest income $ 1,59¢ $ (707 $ 887

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

The table above reflects the current low intera& environment has impacted assets more thaiitlegbas indicated by the decrease of $707,000
in net interest income due to the rate changei®nine month period of 2014. This is not typfoalthe Company, as we have historically been
liability sensitive, however, deposit interest satge at historic lows and have essentially reaehtbdeshold in which they cannot reasonably be
further reduced and existing loans are continuingeprice downward while new loans are fundingistiohically low rates. The decrease in loan
yields resulted in a $989,000 decrease to loangsténcome year-to-date compared to last year.ifidrease in earning asset balances combined
with the overall change in mix of balances resuitedn increase of $1,594,000 to net interest irecorer the same period.
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Non-Interest Income

Nor-interest income represents service charges orsidegmeounts and other non-interest related chagésees, including fees from mortgage
commissions and investment service fee income.tHeéothree and nine month periods ended Septendh@034, non-interest income was
$940,000 and 2,677,000, representing increase&40@0 or 8.5% and $209,000 or 8.5%, respectiwelynpared to the same periods in 2013.

The following tables show the major componentsaf-mterest income:

(in thousands) For the Three Months Ended September 30,
2014 2013 $ change % change
Service charges on deposits $ 364 $ 31€ $ 46 14.5%
Earnings on cash surrender value of life insur: 111 101 10 9.%
Mortgage commissions 60 60 0 0.C%
Gains on called securities 17 18 D (5.6%)
Other income 38¢ 36¢ 19 5.1%
Total non-interest income $ 94C ¢ 86€ $ 74 8.5%
(in thousands) For the Nine Months Ended September 30,
2014 2013 $ change % change
Service charges on deposits $ 1,00¢ $ 90z $ 10¢€ 11.7%
Earnings on cash surrender value of life insur: 321 30¢€ 15 4.5%
Mortgage commissions 13¢ 197 (59) (29.99%)
Gains on called securities 29 53 (24) (45.3%)
Other income 1,18( 1,00¢ 171 16.%
Total non-interest income $ 2,671 $ 2,46¢ $ 20¢ 8.5%

Service charges on deposits increased by $46,a08106,000 for the three and nine months endece8dygr 30, 2014, respectively, compare
the same periods in 2013, as a result of an iner@ahe number of transaction deposit accounts.

Mortgage commissions have remained unchanged z8@®®r the three month period and increased y(F® for the nine months ended
September 30, 2014, as compared to the same pefi@d@43 as a result of the slow demand for homrehl@ases and refinancing.

Earnings on cash surrender value of life insuramoeased by $10,000 and $15,000 for the threenar@months ended September 30, 2014,
respectively, compared to the same periods in 284 3,result of three new life insurance planditgt#1.0 million purchased on directors during
the first quarter of 2014.

Other income increased by $19,000 and $171,00théthree and nine month periods ended Septemb@03@, as compared to the same per
of 2013 mainly as a result of the year-to-dateaases of $64,000 in FHLB stock dividend income, @88 in debit card fee income and $32,000
in investment service fee income.

Non-Interest Expense

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

The following tables show the major componentsasf-imterest expenses:

(in thousands For the Three Months Ended September 30,

2014 2013 $ change % change
Salaries and employee bene $ 2,79¢ $ 2451 $ 34E 14.1%
Occupancy 71¢ 73¢ (20) (2.7%)
Data processing fet 33¢ 331 8 2.%%
Regulatory assessments (FDIC & DE 11¢ 12C 2 (1.7%)

Other 1,14( 971 163 16.1%




Total non-interest income $ 511 $ 4.61¢ $ 494 10.7%
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(in thousands) For the Nine Months Ended September 30,

2014 2013 $ change % change
Salaries and employee benefits $ 8,21( % 7,590 $ 62C 8.2%
Occupancy 2,17 2,22( (43) (1.9%)
Data processing fees 99t 93¢ 57 6.1%
Regulatory assessments (FDIC & DBO) 35¢ 36C 2 (0.6%)
Other 3,24 2,88¢ 35¢ 12.2%
Total non-interest income $ 14,98: ¢ 13,99: $ 99C 7.1%

Nor-interest expenses increased by $494,000 or 10ntP$290,000 or 7.1% for the three and nine montkde@ September 30, 2014,
respectively, as compared to the same periods18.2@alaries and employee benefits increased @3dand $620,000 for the three and nine
months ended September 30, 2014, respectivelygrapared to the same periods of 2013, primarilytddell time equivalent staffing increase
from 135 to 145 to support continued loan and di¢goswth.

Data processing fees increased by $8,000 and $570¢he three and nine month periods ended SdgeteB0, 2014, respectively, as a result of
an increased number of transaction accounts. @t#pEmse increased by $163,000 and $358,000 fahtbe and nine months ended September
30, 2014, respectively, compared to the same peiiod013, due to a combination of expenses indugeupport the growth of our product lines
and services.

FDIC and DBO (California Department of Business Bight) regulatory assessments were $118,000 a5l @30 for the three and nine mor
ended September 30, 2014 and 2013, respectivédig.initial base assessment rate for financialtitgtins varies based on the overall risk pri
of the institution as defined by the FDIC. The asseent rate decreased as a result of our imprastegnofile, but was offset by a higher dep
base in 2014 as compared to 2013, as the FDICsmssatrates are applied to average quarterly ltatdlities as the primary basis.

Occupancy expenses decreased by $20,000 and $48rG86 three and nine months ended Septembe&t(3@, respectively, as compared to the
same periods of 2013, which is primarily due todbquisition of the corporate headquarter buildimthe fourth quarter of 2013 and the resulting
lower overhead.

Management anticipates that non-interest expenseamitinue to increase as we continue to growweler, management remains committed to
cost-control and efficiency, and we expect to kibegse increases to a minimum relative to growth.

Income Taxes

We reported a provision for income taxes of $682,80d $2,761,000 for the three and nine month gemmded September 30, 2014,
respectively, representing increases of $9,00068660,000 as compared to the provisions reportéiteitomparable periods of 2013. The
effective income tax rate on income from continuamgrations was 30.8% and 33.5% for the three am&imonths ended September 30, 2014,
respectively, compared to 30.9% and 31.3% for dmparable periods of 2013. These provisions reflectuals for taxes at the applicable rates
for federal income tax and California franchise based upon reported pre-tax income, and adjusteti¢ effects of all permanent differences
between income for tax and financial reporting psgs (such as earnings on qualified municipal geerBOLI and certain tax-exempt loans).
The disparity between the effective tax rates fit2as compared to 2013 is primarily due to taxlitsdrom California Enterprise Zones and low
income housing projects as well as tax free-incoméans within these enterprise zones and munisgraurities and loans that comprise a larger
proportion of pre-tax income in 2013 as compare2i4.

Asset Quality

Non-performing assets consist of loans on non-acataélis, including loans restructured on racrual status, where the terms of repayment
been renegotiated resulting in a reduction or daffef interest or principal, loans 90 days or mpast due and still accruing interest and othdr
estate owned (“OREQO”).

Loans are generally placed on non-accrual statenuhey become 90 days past due, unless managbelieves the loan is adequately
collateralized and in the process of collectione Past due loans may or may not be adequatelyt@allezed, but collection efforts are
continuously pursued. Loans may be restructurechéwyagement when a borrower has experienced somgeshin financial status, causing an
inability to meet the original repayment terms, artere we believe the borrower will eventually m@ne those circumstances and repay the
in full. OREO consists of properties acquired bgefdosure or similar means and which managemesndstto offer for sale.
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Nor-accrual loans totaled $3.45 million at Septeml@®r2014, as compared to $2.34 million at DecemlePB13. The non-accrual loans as of
September 30, 2014 are loans made to four borrgwarsrily for purposes of commercial real estéte. of September 30, 2014 , we had five
loans considered troubled debt restructuringsit@a3.37 million, all of which are included in nacrual loans.

OREO as of September 30, 2014 consisted of thigmepies, one of which was a residential land aeguihrough foreclosure that was written
down to a zero balance because the public utiliteeg not been obtainable rendering these landifoterketable at this time. The other two
OREO properties consisted of commercial real estadding $884,000 and were acquired through fasdle.

The following table presents information about Bank’s non-performing assets, including asset uediios as of September 30, 2014 and

December 31, 2013:

Non-Performing Assets

(in thousands) September 30, December 31,
2014 2013
Loans in non-accrual status $ 3,44¢ $ 2,34(
Loans past due 90 days or more and accruing 0 0
Total non-performing loans 3,44¢ 2,34(
Other real estate owned 884 91€
Total non-performing assets $ 433: $ 3,25¢
Allowance for loan losses $ 7541 $ 7,65¢

Asset quality ratios:

Non-performing assets to total assets 0.61% 0.4¢%
Non-performing loans to total loans 0.7¢% 0.5€%
Allowance for loan losses to total loans 1.7% 1.82%
Allowance for loan losses to total non-performingrs 218.6% 327.%

Non-performing assets increased by $1.1 million aSegtember 30, 2014, as compared to December 33, 284h result of $3.0 million of loans
placed on non-accrual loans status during thediratter of 2014. This was offset by principal payns of $1.8 million and charge-offs of
$62,000. There were write downs of $17,000 and®RlIbduring the second and third quarters of 20dghectively, on one OREO property
leaving the balance at $884,000 at September 3@, 2@ the Company continued to hold the threegstigs mentioned above.

Allowance for Loan and Lease Losse'ALLL")

In anticipation of credit risk inherent in our lend business, we routinely set aside allowancesutiir charges to earnings. Such charges are not
only made for the outstanding loan portfolio, bisbdor off-balance sheet items, such as commitenenéxtend credits or letters of credit.
Charges made for the outstanding loan portfoliceHasen credited to the allowance for loan lossbesreas charges for off-balance sheet items
have been credited to the reserve forbafflance sheet items, which is presented as a canpohother liabilities. The Company recordedaan
loss provisions during the third quarter and a reafeof $1,877,000 for loan loss provisions dutting nine month period of 2014, as compared to
the $100,000 and $300,000 in provisions recordedarsame periods of 2013.

The allowance for loan losses decreased by $11&00(56%, to $7.54 million at September 30, 20B4c@mpared with $7.66 million at
December 31, 2013. The Company recognized thedserin the allowance for loan losses during tiseriine months of the year due to the net
loan recoveries of $1.76 million, which was offadth the loan loss provision reversal of $1.88 ioill The decrease to the allowance for loan
losses and increase in gross loans resulted ioraake in the allowance for loan losses as a pagenf total loans to 1.73% at September 30,
2014, as compared to 1.83% at December 31, 2013.

The Company will continue to monitor the adequaicthe allowance for loan losses and make additiorike allowance in accordance with the
analysis referred to above. Because of uncertaiilgerent in estimating the appropriate levehefallowance for loan losses, actual results may
differ from management’s estimate of credit lossed the related allowance.

The Company makes provisions for loan losses weeguired to bring the total allowance for loan agakke losses to a level deemed appropriate
for the level of risk in the loan portfolio. Atdst quarterly, management conducts an assessmibiet @ferall quality of the loan portfolio and
general economic trends in the local market. Téterdhination of the appropriate level for the albmwe is based on that review, considering such
factors as historical experience, the volume apé tf lending conducted, the amount of and idexttifiotential loss associated with specific non-



performing loans, regulatory policies, general eroit conditions, and other factors related to thiectability of loans in the portfolio.
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Although management believes the allowance at 8dpe30, 2014 was adequate to absorb probableslésse any known and inherent risks in
the portfolio, no assurance can be given that dverse effect of current and future economic camakton our service areas, or other variables,
will not result in increased losses in the loartfotio in the future.

Investment Activities

Investments are a key source of interest incom@adement of our investment portfolio is set in adaace with strategies developed and
overseen by our Investment Committee. Investmeanbas, including cash equivalents and intebestring deposits in other financial institutic

are subject to change over time based on our kaisitity funding needs and interest rate risk mgaraent objectives. Our liquidity levels take |
consideration anticipated future cash flows andvadiilable sources of credits, and are maintaihéslvals management believes are appropriate tc
assure future flexibility in meeting anticipatechéling needs.

Cash Equivalents

The Company holds federal funds sold, unpledgedadle-for-sale securities and salable governmenatranteed loans to help meet liquidity
requirements and provide temporary holdings unélftinds can be otherwise deployed or investeaf/September 30, 2014, and December 31,
2013, we had $117.7 million and $105.2 million petively, in cash and cash equivalents.

Investment Securitie

Management of our investment securities portfadicuses on providing an adequate level of liquidity establishing an interest rate-sensitive
position, while earning an adequate level of inmesit income without taking undue risk. Investmestusities that we intend to hold until
maturity are classified as held-to-maturity sedesitand all other investment securities are diagsais available-for-sale. Currently, all of our
investment securities are classified as availatesfle. The carrying values of available-for-saleestment securities are adjusted for unrealized
gains or losses as a valuation allowance and anyogédoss is reported on an after-tax basis asnaponent of other comprehensive income.

Management has evaluated the investment secysititfelio to determine if the impairment of any sgty in an unrealized loss position is
temporary or other than temporaiie conduct a periodic review and evaluation ofgbeurities portfolio to determine if the value afaecurity
has declined below its carrying value. If such ohecls deemed other than temporary, we would adjgstarrying amount of the security by
writing down the security to fair value throughteaoge to current period income or a charge to aatated other comprehensive income
depending on the nature of the impairment and memagts intent or requirement to sell the secukiignagement has determined that no
investment security is other than temporarily imgai The unrealized losses are due primarily ter@st rate changes.
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Deposits

Total deposits at September 30, 2014 were $630l@mia $27.5 million or 4.6% increase from thepdsit total of $602.6 million at

December 31, 2013. Average deposits increased $3dlion to $610.4 million for the nine month pedi ended September 30, 2014 as comparec
to the same period in 2013. We attracted deposiédathe safety and soundness of the Bank anfibous on customer service.

Deposits Outstandin

September 30,
December 31, Nine month change

(in thousands) 2014 2013 $ %
Demand $ 203,34 $ 187,57 $ 15,77( 8.4%
NOW 102,90:. 90,75¢ 12,14« 13.2%
MMDA 235,00 236,54 (1,549 (0.7%)
Savings 38,71¢ 34,77 3,94t 11.2%
Time < $100K 17,16¢ 18,72 (1,55¢) (8.3%)
Time > $100K 33,04: 34,25« (1,213 (3.5%)

$ 630,17¢ $ 602,63 $ 27,54t 4.6%

Because our client base is comprised primarilyoofiimercial and industrial accounts, individual actdwalances are generally higher than those
of consumer-oriented banks. Five of our clientsycedeposit balances of more than 1% of our totpbdés, two of which had a deposit balance of
more than 3% of total deposits at September 304.201

Since our deposit growth strategy emphasizes apesit growth we have avoided relying on brokereodits as a consistent source of
funds. The Company had $3.0 million and $1.9 millio brokered deposits as of September 30, 201Dacdmber 31, 2013, respectively. The
only brokered deposits the Bank holds are from CBAIRd ICS, a certificate of deposit and money ma&eount 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 furmtfir lending and investment activities and faneyal business purposes, we may obtain
advances from the Federal Home Loan Bank of Samckseo (“FHLB”) as an alternative to retail depdainds. Our outstanding FHLB advances
were paid in full during the first quarter of 2042d remained a zero balance at December 31, 2@lSeptember 30, 2014, due to elevated
liquidity levels from increased deposits that akamlws to pay the advances off. See “Liquidity Mamagnt” below for the details on the FHLB
borrowings program.

Capital Ratios

We are regulated by the Board of Governors of #deFal Reserve Board (FRB) and are subject toehgrisies registration and public reporting
regulations of the Securities and Exchange Comomnis§€dur banking subsidiary is regulated by the Fadeposit Insurance Corporation (FDIC)
and the California Department of Business OverqiBRO). We are not aware of any recommendationregdilatory authorities or otherwise
which, if they were to be implemented, would haveaterial effect on our liquidity, capital resouscer operations.

We must comply with regulatory capital requiremesgtablished by the FRB and FDIC. Failure to meaatmum capital requirements can initiate
certain mandatory, and possibly additional disoretry, actions by regulators that, if undertakemja have a direct material effect on our
financial statements. Under capital adequacy gimegland the regulatory framework for prompt cdivecaction, we must meet specific capital
guidelines that involve quantitative measures ofamsets, liabilities, and certain off-balance siteens as calculated under regulatory accounting
practices. Our capital amounts and classificatienadéso subject to qualitative judgments by theil@grs about components, risk weightings, and
other factors. These capital standards require ogintain minimum ratios of “Tier 1” capital totéd risk-weighted assets and total capital to risk-
weighted assets of 4.00% and 8.00%, respectivédy.ITcapital is comprised of total shareholdecglity calculated in accordance with generally
accepted accounting principles, excluding accuradlather comprehensive income (loss), less intémgisets, and total capital is comprised of
Tier 1 capital plus certain adjustments, the largésvhich is our allowance for loan losses. Riséighted assets refer to our on- and off-balance
sheet exposures, adjusted for their related rigidseusing formulas set forth in FRB and FDIC regjohs.
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In addition to the rislbased capital requirements described above, wsuject to a leverage capital requirement, whidls éar a minimum ratic
of Tier 1 capital (as defined above) to quartedgrage total assets of 3.00% to 5.00%, depending tige institution’s composite ratings as
determined by its regulators. The FRB has not adviss of any requirement specifically applicablego

Failure to meet minimum capital requirements ceggér regulatory actions that could have a matawizkerse effect on our financial statements
and operations. Under capital adequacy guidelinddtze regulatory framework for prompt correctieéi@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 classificatrenaéso subject to qualitative judgments by thellagrs about components, risk weightings, and
other factors.

The following table shows our capital ratios, asuwlated under regulatory guidelines, comparedh¢oregulatory minimum capital ratios and the
regulatory minimum capital ratios needed to quadidya “well-capitalized” institution at Septemb@r 2014 and December 31, 2013:

To be well
(in thousands) . capitalized unqler
For capital prompt corrective
Actual adequacy purposes action provisions
Amount Ratio Amount Ratio Amount Ratio
Capital ratios for Bank:
As of September 30, 2014
Total capital (to Risk- Weighted Asset $ 77,18( 14.1% $ 41,92¢ >8.0% $ 52,407 >10.0%
Tier | capital (to Risk- Weighted Assel $ 70,61 13.5% $ 20,96: > 4.0% $ 31,44« >6.0%
Tier | capital (to Average Assets) $ 70,61 10.2% $ 27,61¢ >4.0% $ 34,52 >5.0%
As of December 31, 2013
Total capital (to Risk- Weighted Asset $ 71,87¢ 14.€% $ 39,49: >8.0% $ 49,36¢ >10.0%
Tier | capital (to Risk- Weighted Assel $ 65,68¢ 13.5% $ 19,74¢ >4.0% $ 29,61¢ >6.0%
Tier | capital (to Average Assets) $ 65,68t 9.6% $ 26,78( >4.0% $ 33,47¢ >5.0%
Capital ratios for Bancorp:
As of September 30, 2014
Total capital (to Risk- Weighted Asset $ 77,86: 14.9% $ 41,93: >8.0% N/A N/A
Tier | capital (to Risk- Weighted Assel $ 71,29¢ 13.6% $ 20,96 >4.0% N/A N/A
Tier | capital (to Average Assets) $ 71,29¢ 10.2% $ 27,62: >4.0% N/A N/A
As of December 31, 2013
Total capital (to Risk- Weighted Asset $ 71,31 14.5% $ 39,49« >8.0% N/A N/A
Tier | capital (to Risk- Weighted Assel $ 65,12: 13.2% $ 19,74% >4.0% N/A N/A
Tier | capital (to Average Assets) $ 65,12: 9.7% $ 26,78: >4.0% N/A N/A

Our bank subsidiary is also subject to capital mequents similar to those discussed above. The babgidiary’s capital ratios do not
vary materially from our capital ratios presentedae. At September 30, 2014, our bank subsidiacgeded the minimum ratios established by
the FRB and FDIC.

Liquidity Management

Since the Company is a holding company and doesamatuct regular banking operations, its primanyrses of liquidity are dividends
from the Bank. Under the California Financial Copayment of a dividend from the Bank to the Compiamgstricted to the lesser of the Bank’s
retained earnings or the amount of the Bank’s unldiged net profits from the previous three fisgaars. The primary uses of funds for the
Company are stockholder dividends, investmenténBank and ordinary operating expenses. Manageamtictpates that there will be sufficient
earnings at the Bank level to provide dividendthe®oCompany to meet its funding requirements ferfthheseeable future.
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Maintenance of adequate liquidity requires thafisieht resources be available at all times to noeetcash flow requirements. Liquid
in a banking institution is required primarily toopide for deposit withdrawals and the credit negfdss customers and to take advantage of
investment opportunities as they arise. Liquidigmagement involves our ability to convert assedtséash or cash equivalents without incurring
significant loss, and to raise cash or maintairdfuwithout incurring excessive additional cost. thig purpose, we maintain a portion of our fu
in cash and cash equivalents, salable governmenagteed loans and securities available for saeoltain funds from the repayment and
maturity of loans as well as deposit inflows, invesnt security maturities and paydowns, Federal§ysurchased, FHLB advances, and other
borrowings. Our primary uses of funds are the aggon of loans, the purchase of investment seesyitvithdrawals of deposits, maturity of
certificate of deposits, repayment of borrowingd dividends to common and preferred stockholdeus.liQuid assets at September 30, 2014
were $200.2 million compared to $183.3 million ad@mber 31, 2013. Our liquidity level measurethagercentage of liquid assets to total
assets was 28.3% and 27.3% at September 30, 2813emember 31, 2013, respectively. We anticipaaedhsh and cash equivalents on hant
other sources of funds will provide adequate ligyitbr our operating, investing and financing neeahd our regulatory liquidity requirements for
the foreseeable future. Management monitors ouidity position daily, balancing loan funding/paynte with changes in deposit activity and
overnight investments.

As a secondary source of liquidity, we rely on awes from the FHLB to supplement our supply of &id funds and to meet deposit
withdrawal requirements. Advances from the FHLBtgpécally secured by a portion of our loan poiitiolThe FHLB determines limitations on
the amount of advances by assigning a percentaggctoeligible loan category that will count towatie borrowing capacity. As of September
30, 2014, our borrowing capacity from the FHLB vagproximately $169.6 million and there were no tautding advances. We also maintain 2
lines of credit with correspondent banks to purehgsto $25 million in federal funds, for which teavere no advances as of September 30, !

Off-Balance-Sheet Arrangements

During the ordinary course of business, we provatgous forms of credit lines to meet the financiegds of our customers. These
commitments, which represent a credit risk to vs,net represented in any form on our balance sheet

As of September 30, 2014 and December 31, 201Badeommitments to extend credit of $76.4 milliowl $52.6 million,
respectively, which includes obligations underdettof credit of $0.7 million and $0.3 million, pectively.

The effect on our revenues, expenses, cash floddiguidity from the unused portion of the commitm&to provide credit cannot be
reasonably predicted because there is no guardraethe 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 Chtafancial Officer, after evaluating the effectiess of the Company'disclosure controls a
procedures, as defined in Exchange Act Rules 13@}hnd 15(d)-15(e) promulgated under the Exchamgieas of the end of the period covered
by this report (the “Evaluation Date”) have con@ddhat as of the Evaluation Date, the Companygslosure controls and procedures were
adequate and effective to ensure that materiatrimdton relating to the Company would be made kntwthhem by others within the Company,
particularly during the period in which this reparas being prepared. Disclosure controls and piwes are designed to ensure that information
required to be disclosed by us in the reportswleatile or submit under the Exchange Act is recdrgeocessed, summarized and reported within
the time periods specified in the Securities andiarge Commission’s rules and forms. Disclosurgrots and procedures include, without
limitation, controls and procedures designed taenthat information required to be disclosed bynue reports that we file under the Exchange
Act is accumulated and communicated to our managgnmeluding our Chief Executive Officer and Chighancial Officer, as appropriate to
allow timely decisions regarding required discl@sur

There were no significant changes in our interoaltio| over financial reporting during the lasici$ quarter that have materially affected, or are

reasonably likely to materially affect, our intelroantrol over financial reporting subsequent te Evaluation Date, nor were there any significant
deficiencies or material weaknesses in such cantemjuiring corrective actions.
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PART Il - OTHER INFORMATION

Item 1. Legal Proceedings

There are no pending, or to management's knowletigethreatened, material legal proceedings to lmhie are a defendant, or to which any of
our properties are subject. There are no materigl Iproceedings to which any director, any nomfoeelection as a director, any executive
officer, or any associate of any such director, imem 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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ltem 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 purdoadéction 302 of
the Sarbanes-Oxley Act of 2002.
31.02 Certification of Principal Financial Officer pursutato Rule 13a-14(a)/15d-14(a) as adopted purdogdection 302 of
the Sarbanes-Oxley Act of 2002.
32.01 Certification pursuant to 18 U.S.C. Section 135@dapted pursuant to Section 906 of the Sarbanésy@xt of 2002.

101.INS* XBRL Instance Document

101.SCH*  XBRL Taxonomy Extension Schema Document

101.CAL* XBRL Taxonomy Extension Calculation Linkbase Docuitne
101.DEF* XBRL Taxonomy Extension Definition Linkbase Docunhen
101.LAB* XBRL Taxonomy Extension Label Linkbase Document
101.PRE*  XBRL Taxonomy Extension Presentation Linkbase Doenim

*In accordance with Rule 406T of Regulation S-T thformation in these exhibits is “furnished” astthll not be deemed to be “filed” for
purposes of Section 18 of the Securities Excharge1934, as amended, or otherwise subject bilitlaunder that section, and shall not be
incorporated by reference into any registratiotestent or other document filed under the Securftitsof 1933, as amended, except as expressly
set forth by specific reference in such filing.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, as amended, the registrant hgscdused this report to be signed ol

behalf by the undersigned thereunto duly authorized

Date: November 10, 2014
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Richard A. McCarty
Executive Vice President and Chief Financial Office
(Principal Financial Officer and duly authorized
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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 Forrad 6f Oak Valley Bancorp;

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or éonitate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagiisg with respect to the period covered
by this report;

3. Based on my knowledge, the financial statemeamis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angtifie 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 reportirg @efined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procedoitee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsabsidiaries, is made known to us by others
within those entities, particularly during the metin which this report is being prepared;

(b) Designed such internal control over financégdarting, or caused such internal control ovenfaial reporting to be designed under our
supervision, to provide reasonable assurance rieggttoe reliability of financial reporting and tpeeparation of financial statements for external
purposes in accordance with generally accepteduatiog principles;

(c) Evaluated the effectiveness of the registragtisslosure controls and procedures and presentiisi report our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigat occurred during the registrant’'s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohwger financial reporting; and

5. The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatioernal 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 cbotrer financial reporting which are
reasonably likely to adversely affect the regisisaability to record, process, summarize and refivancial information; and

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

Date: November 10, 2014

/s/ CHRISTOPHER M. COURTNEY
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. I have reviewed this quarterly report on ForraQd8f Oak Valley Bancorp;

2. Based on my knowledge, this report does notato@tny untrue statement of a material fact or déondtate a material fact necessary to
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtagiisg with respect to the period covered
by this report;

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

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))2nd internal control over financial reportirg @defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedoitge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgabsidiaries, is made known to us by others
within those entities, particularly during the metiin which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control ovenfaial reporting to be designed under our
supervision, to provide reasonable assurance rieggttoe reliability of financial reporting and tpeeparation of financial statements for external
purposes in accordance with generally accepteduatiog principles;

(c) Evaluated the effectiveness of the registragtisslosure controls and procedures and presentiisi report our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thesegnt’'s internal control over financial reportitigat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cothger financial reporting; and

5. The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatioernal 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 cbotrer financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

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

Date: November 10, 2014
/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@fiérof the Sarbanes-Oxley Act of
2002, that the Quarterly Report of Oak Valley Bapoon Form 10-Q for the quarterly period ended &mypier 30, 2014, fully complies with the
requirements of Section 13(a) or 15(d) of the SdearExchange Act of 1934 and that informationteared in such Form 10-Q fairly presents, in
all material respects, the financial condition aesllts of operations of Oak Valley Bancorp.

Date: November 10, 2014 By: /sl  CHRISTOPHER M. COURTNEY
Name: Christopher M. Courtney
Title: President and Chief Executive Officer

I, Richard A. McCarty, certify pursuant to 18 U.S&&ction 1350, as adopted pursuant to SectioroBf Sarbanes-Oxley Act of 2002,
that the Quarterly Report of Oak Valley BancorpFamm 10-Q for the quarterly period ended Septer88e2014, fully complies with the
requirements of Section 13(a) or 15(d) of the SdearExchange Act of 1934 and that informationteared in such Form 10-Q fairly presents, in
all material respects, the financial condition aesllts of operations of Oak Valley Bancorp.

Date: November 10, 2014 By: /sl RICHARD A. MCCARTY
Name: Richard A. McCarty
Title: Chief Financial Officer




