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PART I — FINANCIAL STATEMENTS

Item 1. Consolidated Financial Statements (Unauditd

OAK VALLEY BANCORP
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(dollars in thousands) June 30, December 31,
2015 2014
ASSETS
Cash and due from banks $ 126,89¢ $ 132,07¢
Federal funds sold 15,11¢ 12,21(
Cash and cash equivalents 142,01« 144,28
Securities available for sale 127,89 121,27°
Loans, net of allowance for loan loss of $7,390 $n@34 at June 30, 2015 and
December 31, 2014, respectively 455,67 446,49
Bank premises and equipment, net 13,71¢ 14,06¢
Other real estate owned 834 884
Interest receivable and other assets 23,87¢ 22,65¢
$ 764,00 $ 749,66!

LIABILITIES AND SHAREHOLDERS’ EQUITY

Deposits $ 683,93° $ 669,58:
Interest payable and other liabilities 3,90¢ 5,04
Total liabilities 687,84 674,62:

Commitments and contingencies

Shareholders’ equity
Preferred stock, 10,000,000 shares authorizedhaues issued and outstanding
June 30, 2015 and December 31, 2014 0 0
Common stock, no par value; 50,000,000 shares angith 8,072,655 and
8,074,855 shares issued and outstanding at Jur2®B88,and December 31,

2014, respectively 24,68 24,68:
Additional paid-in capital 3,03: 2,91(
Retained earnings 47,81( 45,58:
Accumulated other comprehensive income, net of tax 64C 1,867

Total shareholders’ equity 76,16t 75,041

$ 764,000 $ 749,66!

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




OAK VALLEY BANCORP
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDI TED)

THREE MONTHS ENDED SIX MONTHS ENDED
(dollars in thousands, except per share amounts) JUNE 30, JUNE 30,
2015 2014 2015 2014
INTEREST INCOME
Interest and fees on loans $ 537¢ $ 534: $ 10,77¢  $ 10,64¢
Interest on securities available for sale 89¢ 93¢ 1,77 1,84¢
Interest on federal funds sold 9 10 17 24
Interest on deposits with banks 72 51 13¢ 94
Total interest income 6,35t 6,331 12,70¢ 12,61«
INTEREST EXPENSE
Deposits 15% 162 307 33¢
Total interest expense 15¢& 162 307 33¢
Net interest income 6,20( 6,17¢ 12,40: 12,27¢
(Reversal of) provision for loan losses 0 (1,877) (128) (1,877)
Net interest income after (reversal of) provisionlban losses 6,20( 8,052 12,52¢ 14,15¢
OTHER INCOME
Service charges on deposits 30¢ 33€ 62C 64%
Earnings on cash surrender value of life insurance 10€ 11C 214 211
Mortgage commissions 42 49 88 78
Net gain on sales and calls of securities 73 4 182 12
Other 627 42¢ 1,07¢ 791
Total non-interest income 1,15¢ 927 2,18: 1,73
OTHER EXPENSES
Salaries and employee benefits 2,95¢ 2,70¢ 5,93¢ 541¢
Occupancy expenses 724 713 1,471 1,45¢
Data processing fees 35¢ 33C 711 65€
Regulatory assessments (FDIC & DBO) 131 12C 24¢ 24C
Other operating expenses 1,02t 1,122 1,92¢ 2,101
Total non-interest expense 5,19: 4,98¢ 10,29: 9,87(
Net income before provision for income taxes 2,162 3,99( 4,41¢ 6,02:
PROVISION FOR INCOME TAXES 652 1,45 1,382 2,07¢
NET INCOME $ 151C $ 2531 $ 3,03¢ $ 3,94t
NET INCOME PER COMMON SHARE $ 0.1¢ $ 03z $ 03¢ $ 0.5¢
NET INCOME PER DILUTED COMMON SHARE $ 01¢ $ 03z $ 03t $ 0.4¢

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




OAK VALLEY BANCORP
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)

THREE MONTHS ENDED SIX MONTHS ENDED
JUNE 30, JUNE 30,
(in thousands) 2015 2014 2015 2014
Net income $ 151C $ 2537 $ 3,03¢ $ 3,94t

Available for sale securities:

Unrealized holding (losses) gains on securitiesiragi
during the current period, net of tax effect of 788
thousand and ($783) thousand for the three and si
month periods ended June 30, 2015, respectively
$637 thousand and $1.3 million for the comparabls
2014 periods (1,179 911 (2,120 1,791
Reclassification adjustment due to net gains redliz
on sales and calls of securities, net of tax efdé&30
thousand and $75 thousand for the three and six
months ended June 30, 2015, respectively and $2
thousand and $5 thousand for the comparable 201

periods (43) (2) (107) (7)
Other comprehensive (loss) income (1,22)) 90¢ (1,227) 1,78¢
Comprehensive income $ 28¢ $ 3,44¢ $ 1,80¢ $ 5,72¢

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




OAK VALLEY BANCORP

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS'’ EQUITY (UNAUDITED)

YEAR ENDED DECEMBER 31, 2014 AND SIX MONTHS ENDEMJJE 30, 2015

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, January 1, 201« 7,929,731 $ 23,75¢ 0 $ 0 3% 2531 $§ 38,98 $ (763) $ 64,517
Stock options exercised 122,62! 924 924
Tax benefit on stock base!

compensation 10z 10z
Restricted stock issued 24,50(
Restricted stock forfeited (2,000
Cash dividends declared (525) (52%)
Stock based compensatiol 271 271
Other comprehensive
income 2,63( 2,63(
Net income 7,122 7,12z
Balances, December 31,
2014 8,074,85' $ 24,68. 0 9 0 $ 291C $ 4558, $ 1,867 $ 75,04:
Restricted stock issued 50C
Restricted stock forfeited (2,700
Cash dividends declared (80¢) (80¢)
Stock based compensatiol 122 12:
Other comprehensive loss (1,227 (1,227)
Net income 3,03¢ 3,03¢
Balances, June 30, 2015 8,072,65' $ 24,68: 0 % 0 3% 3,032 $§ 4781 $ 64C $ 76,16¢

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




OAK VALLEY BANCORP

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income

Adjustments to reconcile net earnings to net cesfm bperating activities:
(Reversal of) provision for loan losses
Decrease in deferred fees/costs, net
Depreciation
Amortization of investment securities, net
Stock based compensation
Excess tax benefits from exercised stock options
Gain on sale of premises and equipment
OREO write downs
Gain on sales and calls of available for sale sgesir
Earnings on cash surrender value of life insurance
Gain on BOLI death benefit
(Decrease) increase in interest payable and atiglities
(Increase) decrease in interest receivable
(Increase) decrease 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 payak of securities available
for sale
Net increase in loans
Purchase of FHLB Stock
Purchase of BOLI policies
Proceeds from redemption of BOLI policies
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
Net increase in demand deposits and savings account
Net decrease in time deposits
Excess tax benefits from exercised stock options
Proceeds from sale of common stock and exercistook options
Net cash from financing activities

NET 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:
Change in unrealized (loss) gain on available-&de-securities

SIX MONTHS ENDED JUNE 30,

2015 2014
3,03 $ 3,94¢
(125) (1,877)
(46) (209)
58¢ 29¢

87 85
122 147

0 (52)

5 ©)

50 17
(182) (12)
(214) (211)
(66) 0
(1,137) 63
(112) 81
(260) 19C
1,73¢ 2,46%
(25,082 (14,149
16,47¢ 10,37:
(9,011) (14,415
0 (104)

0 (1,029)

297 0

5 3
(237) (375)
(17,560) (19,699
(80¢) (799)
15,84: 1,79€
(1,485) (1,451)
0 52

0 924
13,54¢ 52¢
(2,274) (16,709
144,28t 105,19:
142,01: $ 88,48¢
31 $ 357
1,94C $ 2,07t
(2,085 $ 3,03(



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




OAK VALLEY BANCORP
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMEN TS

NOTE 1 — BASIS OF PRESENTATION

Oak Valley Community Bank is a California State itbeed bank. The Company was incorporated unddathe of the state of California on
May 31, 1990, and began operations in Oakdale on28a1991. The Company operates branches in Oak8ahora, Bridgeport, Bishop,
Mammoth Lakes, Modesto, Manteca, Patterson, TuylBghon, Stockton, Tracy and Escalon, Californiae Bridgeport, Mammoth Lakes, a
Bishop branches operate as a separate divisiotgrBaSierra Community Bank. The Company’s primayrse of revenue is providing loans
to customers who are predominantly middle-marksiri®sses.

On July 3, 2008 (the “Effective Date”), a bank hintflcompany reorganization was completed whereldy\Gxdley Bancorp (“Bancorp”)
became the parent holding company for Oak Vallesn@ainity Bank ( the “Bank”). On the Effective Datetax-free exchange was completec
whereby each outstanding share of the Company aragected into one share of Bancorp and the Compangme the sole wholly-owned
subsidiary of the holding company.

The consolidated financial statements include to®ants of Bancorp and its wholly-owned bank suibsyd All material intercompany
transactions have been eliminated. In the opinfdlanagement, the consolidated financial statemeorsain all adjustments necessary to
present fairly the financial position, results peoations, changes in shareholders’ equity and ftasis. All adjustments are of a normal,
recurring nature.

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptions. &siEsates and assumptions affect the reported im0t assets and liabilities at the ¢
of the financial statements and the reported ansoofitevenues and expenses during the reportingdeéignificant accounting estimates
reflected in the Company’s consolidated finandiatesments include the allowance for loan lossegraénation of non-accrual loans, other-
than-temporary impairment of investment securitiles,fair value measurements, deferred compenspl#ms, and the determination,
recognition and measurement of impaired loans. &gksults could differ from these estimates.

The interim consolidated financial statements idelliin this report are unaudited but reflect ajusinents which, in the opinion of
management, are necessary for a fair presentatidve dinancial position and results of operatiémsthe interim periods presented. All such
adjustments are of a normal recurring nature. €balts of operations for the three and six montiode ended June 30, 2015 are not
necessarily indicative of the results of a full ye@perations. Certain prior year amounts havenleelassified to conform to the current year
presentation. There was no effect on net inconshareholders’ equity as a result of reclassificetid-or further information, refer to the
audited consolidated financial statements and fuiegincluded in the Company’s Form 10-K for tharyended December 31, 2014.

NOTE 2 — RECENT ACCOUNTING PRONOUNCEMENTS

In January 2014, the FASB issued ASU No. 2014 4rdEstments — Equity Method and Joint Venturesi€Tap3), Accounting for
Investments in Qualified Affordable Housing PrageThis Update provides guidance on accounting foestwments by a reporting entity in
flow-through limited liability entities that manage invest in affordable housing projects that fudbr the low-income housing tax credit. T
amendments in this Update permit reporting enttbemake an accounting policy election to accoontlieir investments in qualified
affordable housing projects using the proporti@mbrtization method if certain conditions are nulstder the proportional amortization
method, an entity amortizes the initial cost of itheestment in proportion to the tax credits antteotax benefits received and recognizes the
net investment performance in the income statem&atcomponent of income tax expense (benefit) aifendments in this Update are
effective for public business entities for annualipds and interim reporting periods within thosewal periods, beginning after December 15,
2014. The adoption of ASU No. 2014-01 did not haveaterial impact on the Company's consolidateshfifal statements.

In January 2014, the FASB issued ASU No. 2014 Reteivables — Troubled Debt Restructurings by @oesli This ASU provides
clarification that an in substance repossessidoreclosure occurs, and a creditor is considerdthte received physical possession of
residential real estate property collateralizirgpasumer mortgage loan, upon either (1) the credlitaining legal title to the residential real
estate property upon completion of a foreclosur@pthe borrower conveying all interest in theidestial real estate property to the creditor tc
satisfy that loan through completion of a deedén bf foreclosure or through a similar legal agneat. Additionally, the amendments require
interim and annual disclosure of both (1) the ant@difioreclosed residential real estate propertd bg the creditor and (2) the recorded
investment in consumer mortgage loans collaterdlimeresidential real estate property that arééngrocess of foreclosure according to local
requirements of the applicable jurisdiction. Thesagments in this ASU are effective for public besi® entities for annual periods, and inte
periods within those annual periods, beginningrdiiecember 15, 2014. The adoption of ASU No. 2044li@d not have a material impact on
the Company's consolidated financial statements.






In August 2014, the Financial Accounting Standd@dard (“FASB”) issued Accounting Standards UpdafsU”) No. 2014-14
Receivable— Troubled Debt Restructurings by Creditors (Sulit@i0-40), Classification of Certain G overnmenigBanteed Mortgage
Loans upon ForeclosurThis update addresses classification of governrgeatanteed mortgage loans, including those wheaieagtees are
offered by the Federal Housing Administration (“FHAhe U.S. Department of Housing and Urban Depgaient (“HUD”), and the U.S.
Department of Veterans Affairs (“VA”). Although aent accounting guidance stipulates proper measemeand classification in situations
where a creditor obtains from a debtor, assetatisfaction of a receivable (such as through fagate), current guidance does not specify
to measure and classify foreclosed mortgage Idatsare government-guaranteed. Under the provisibties update, a creditor would
derecognize a mortgage loan that has been foreclgsen, and recognize a separate receivable fbtleaving conditions are met: (1) the loan
has a government guarantee that is not separalietfre loan before foreclosure, (2) At the timdéaséclosure, the creditor has the intent to
convey the real estate property to the guarantdmaake a claim on the guarantee, and the credit®the ability to recover under that claim,
(3) At the time of foreclosure, any amount of thedra that is determined on the basis of the failngaf the real estate is fixed. The
amendments within this update are effective forumhand interim periods beginning after December203.4. The adoption of ASU No. 2014-
14 did not have a material impact on the Comparorsolidated financial statements.

NOTE 3 — SECURITIES

The amortized cost and estimated fair values of seturities as of June 30, 2015 are as follows:

Gross Gross
Amortized Unrealized Unrealized

(dollars in thousands) Cost Gains Losses Fair Value
Available-for-sale securities:
U.S. agencies $ 38,50¢ $ 1,33 $ (219 % 39,62¢
Collateralized mortgage obligations 4,16: 43 (26) 4,17¢
Municipalities 60,39( 1,247 (1,190 60,44
SBA pools 87C 0 1) 86¢
Corporate debt 8,48t 72 (19) 8,53¢
Asset backed securities 11,27: 33 (55) 11,25(
Mutual fund 3,12¢ 0 (139 2,991

$ 126,80¢ $ 2,73: $ (1,649 $ 127,89

The following tables detail the gross unrealizesbts and fair values aggregated by investmentargtegd length of time that individual
securities have been in a continuous unrealizeddosition at June 30, 2015.

(dollars in thousands) Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized

Description of Securities Fair Value Loss Fair Value Loss Fair Value Loss
U.S. agencies $ 584¢ $ (7)) $ 4738 % (148) $ 10,58 $ (219
Collateralized mortgage obligations 52 (1) 1,361 (26) 1,41¢ (2€)
Municipalities 34,76 (95%) 3,13( (23E) 37,89’ (2,190
SBA pools 0 0 86¢ (1) 86¢ 1)
Corporate debt 2,15¢ (29 0 0 2,15¢ (29
Asset backed securities 2,97¢ (23 4,841 (42) 7,82( (55)
Mutual fund 0 0 2,991 (139 2,991 (134
Total temporarily impaired securities $ 45,80: $ (1,059 $ 17920 % (586) $ 63,72t $ (1,649

At June 30, 2015, there were three U.S. agenciescollateralized mortgage obligations, five mypadities, two SBA pools, three asset bac
securities and one mutual fund that compriseddta securities in an unrealized loss positiongiaater than 12 months and 3 U.S. agencies,
one collateralized mortgage obligation, 36 muniliiigss, two corporate debts and one asset backadigethat make up the total securities i
loss position for less than 12 months. Managemenobgically evaluates each available-for-sale itment security in an unrealized loss
position to determine if the impairment is tempgrar other than temporary. This evaluation encors@asarious factors including, the nature
of the investment, the cause of the impairmentstherity and duration of the impairment, crediings and other credit related factors such a
third party guarantees and volatility of the setytsifair value. Management has determined thahmestment security is other than
temporarily impaired. The unrealized losses aregtimarily to interest rate changes and the Commhgs not intend to sell the securities anc
it is not likely that we will be required to seffig securities before the earlier of the forecastedvery or the maturity of the underlying

investment security.
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The amortized cost and estimated fair value ofstment securities at June 30, 2015, by contractadlirity or call date, are shown below.
Expected maturities will differ from contractual tugties because borrowers may have the right lcoc@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 $ 13,91¢ $ 14,17¢
Due after one year through five years 30,22 31,36
Due after five years through ten years 47 ,51¢ 46,90
Due after ten years 35,14¢ 35,45t

$ 126,80¢ $ 127,89

The amortized cost and estimated fair values ofstment securities as of December 31, 2014, ddlaws:

Gross Gross
Amortized Unrealized Unrealized

(dollars in thousands) Cost Gains Losses Fair Value
Available-for-sale securities:
U.S. agencies $ 40,31¢ $ 1,76C $ (14€) $ 41,93(
Collateralized mortgage obligations 6,921 184 (39) 7,072
Municipalities 49,39¢ 1,71z (212) 50,89:
SBA pools 89t 0 3) 892
Corporate debt 6,72¢ 95 a7 6,80¢
Asset backed securities 10,76¢ 50 (10€) 10,71(
Mutual fund 3,071 0 (10%) 2,97

$ 118,100 $ 3,802 $ (628) $ 121,27

The following tables detail the gross unrealizesbts and fair values aggregated by investmentargtagd length of time that individual
securities have been in a continuous unrealizesigosition at December 31, 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 $ 0 $ 0 $ 8,44¢ $ (14¢) $ 8,44¢ $ (146
Collateralized mortgage obligations 0 0 1,44¢ (39 1,44¢ (39)
Municipalities 3,53( (22 12,79: (290 16,32: (212)
SBA pools 0 0 89z ©)] 89z (3)
Corporate debt 1,98: a7) 0 0 1,98: a7)
Asset backed securities 3,79¢ (79 971 (27) 4,76¢ (10¢)
Mutual fund 0 0 2,97 (10%) 2,972 (10%)
Total temporarily impaired securities $ 9,311 $ (118 $ 27517 $ (510 $ 36,82¢ $ (62€)

We recognized a gain of $73,000 and $182,000 fottihee and six month periods ended June 30, 284pectively, on certain available-for-
sale securities that were called or sold, whichpams to $4,000 and $12,000 in the same period81ef. The gains in 2015 reflected in the
condensed consolidated statements of income axef £88,000 in gross realized losses related togvailable-for-sale securities sold during
the first quarter of 2015, compared to no salesecfirities resulting in losses during the firstraignths of 2014.

Securities carried at $64,955,000 and $60,474,000re 30, 2015 and December 31, 2014, respectiwele pledged to secure deposits of
public funds.
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NOTE 4 — LOANS

Our customers are primarily located in Stanisl@a#8) Joaquin, Tuolumne, Inyo, and Mono CountiesofAkine 30, 2015, approximately
83% of the Company’s loans are commercial reatestans which include construction loans. Apprcatiely 9% of the Company’s loans are
for general commercial uses including professiorggil, and small business. Additionally, 5% of Bompany'’s loans are for residential real
estate and other consumer loans. The remainingr8%agiculture loans. Loan totals were as follows:

(in thousands) December 31,
June 30, 2015 2014
Commercial real estate:
Commercial real estate- construction $ 18,42 $ 9,181
Commercial real estate- mortgages 330,54 315,50¢
Land 8,941 10,62(
Farmland 28,06¢ 23,091
Commercial and industrial 43,76: 54,051
Consumer 787 80t
Consumer residential 20,17: 25,46¢
Agriculture 12,76¢ 15,75
Total loans 463,46 454 ,47:
Less:
Deferred loan fees and costs, net (399 (44%)
Allowance for loan losses (7,390 (7,539
Net loans $ 455,67 $ 446,49;

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

Commercial and industrial loans are underwrittéaragvaluating and understanding the borrower’talid operate profitably and
prudently expand its business. Underwriting stagislare designed to promote relationship bankirdgerahan transactional banking. Once it is
determined that the borrower’s management possesesesl ethics and solid business acumen, our mar@agexamines current and projectec
cash flows to determine the ability of the borrowerepay their obligations as agreed. Commercidlindustrial loans are primarily made
based on the identified cash flows of the borroaret secondarily on the underlying collateral predidby the borrower. The cash flows of
borrowers, however, may not be as expected anddlleeral securing these loans may fluctuate lnezaMlost commercial and industrial loe
are secured by the assets being financed or otiséméss assets such as accounts receivable otany@md may incorporate a personal
guarantee; however, some short-term loans may e waan unsecured basis. In the case of loansesklby accounts receivable, the
availability of funds for the repayment of thesarle may be substantially dependent on the abilitie@borrower to collect amounts due from
its customers.

Commercial real estate loans are subject to undéarg/standards and processes similar to commeacidlindustrial loans, in addition to
those of real estate loans. These loans are vipwenrily as cash flow loans and secondarily assosecured by real estate. Commercial real
estate lending typically involves higher loan pijpad amounts and the repayment of these loansnierghly largely dependent on the successfi
operation of the property securing the loan ortthginess conducted on the property securing the ammercial real estate loans may be
more adversely affected by conditions in the retdte markets or in the general economy. The ptiegesecuring the Company’s commercial
real estate portfolio are diverse in terms of tgpd geographic location. This diversity helps redilhe Company’s exposure to adverse
economic events that affect any single market dustry. Management monitors and evaluates comnmeeaibestate loans based on collateral
geography and risk grade criteria. As a general the Company avoids financing single-purposesgtsjunless other underwriting factors are
present to help mitigate risk. The Company alslizes third-party experts to provide insight anddguce about economic conditions and
trends affecting market areas it serves. In additisanagement tracks the level of owner-occupiednaercial real estate loans versus non-
owner occupied loans. At June 30, 2015, commere&llestate loans equal to approximately 39.1%ebutstanding principal balance of our
commercial real estate loans were secured by oat@rpied properties.
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With respect to loans to developers and buildeasdhe secured by non-owner occupied propertiggshibaCompany may originate from
time to time, the Company generally requires thedseer to have had an existing relationship with @ompany and have a proven record of
success. Construction loans are underwritten untjifeasibility studies, independent appraisaleesd, sensitivity analysis of absorption and
lease rates and financial analysis of the devetoged property owners. Construction loans are géipdrased upon estimates of costs and
value associated with the complete project. Themates may be inaccurate. Construction loans dfteolve the disbursement of substantial
funds with repayment substantially dependent orstleeess of the ultimate project. Sources of repayrior these types of loans may be pre-
committed permanent loans from approved long-termadérs, sales of developed property or an intevan tommitment from the Company
until permanent financing is obtained. These laaesclosely monitored by on-site inspections ardcansidered to have higher risks than
other real estate loans due to their ultimate rey@a being sensitive to interest rate changes,rgavental regulation of real property, general
economic conditions and the availability of longatefinancing.

Agricultural production, real estate and developntending is susceptible to credit risks includadyerse weather conditions, pest and
disease, as well as market price fluctuations angign competition. Agricultural loan underwritistandards are maintained by following
Company policies and procedures in place to miremiik in this lending segment. These standardsisbaof limiting credit to experienced
farmers who have demonstrated farm management iiipaprequiring cash flow projections displayingargins sufficient for repayment frc
normal farm operations along with equity injected-@quired by policy, as well as providing adeqs&teondary repayment and sponsorship
including satisfactory collateral support. Credihancement obtained through government guarantgggms may also be used to provide
further support as available.

The Company originates consumer loans utilizing io@mm underwriting criteria specified in policy. Toonitor and manage consumer loan
risk, policies and procedures are developed andfraddas needed, jointly by line and staff perseinithis activity, coupled with relatively
small loan amounts that are spread across manyidindil borrowers, minimizes risk. Additionally, tré and outlook reports are reviewed by
management on a regular basis. Underwriting stalsdar 1-4 family, home equity lines and loansdallbank policy, which include, but are
not limited to, a maximum loan-to-value percentafj80%, a maximum housing and total debt ratio@$#63and 42%, respectively and other
specified credit and documentation requirements.

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

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

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

(in thousands) June 30, 2015 December 31, 20:
Commercial real estat
Commercial real este- constructior $ 0 % 0
Commercial real este- mortgage: 0 1,29¢
Land 2,94¢ 2,99t
Farmland 62 72
Commercial and industri 1,35 337
Total non-accrual loans $ 4,36 $ 4,70(

Had non-accrual loans performed in accordance tivéhr original contract terms, we would have redegd additional interest income of
approximately $71,000 and $153,000 in the threesanthonth periods ended June 30, 2015, as compau$sd,000 and $190,000 in the same
periods of 2014.
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The following table analyzes past due loans inclgdhe non-accrual loans in the above table, satgddy class of loans, as of June 30,
2015 (in thousands):

Greater
Than 90
Greater Days Past
Than 90 Due and
3059 Days 6089 Days Days Past Total Past Still
June 30, 2015 Past Due Past Due Due Due Current Total Accruing
Commercial real estate:
Commercial R.E. -
construction $ 0 $ 0 $ 0 $ 0 $ 1842t $ 1842 % 0
Commercial R.E. -
mortgages 0 0 0 0 330,54 330,54 0]
Land 0 0 2,45; 2,452 6,48¢ 8,941 0
Farmland 0 0 62 62 28,00: 28,06¢ 0
Commercial and industrial 0 0 1,34¢ 1,34¢ 42,41¢ 43,76: 0
Consumer 0 0 0 0 787 787 0
Consumer residential 0 0 0 0 20,17: 20,17: 0
Agriculture 0 0 0 0 12,76¢ 12,76¢ 0
Total $ 0 $ 0 $ 3,86( $ 3,86( $ 459,600 $ 463,46. $ 0

The following table analyzes past due loans inclgdhe non-accrual loans in the above table, setgddy class of loans, as of
December 31, 2014 (in thousands):

Greater
Than 90
Greater Days Past
Than 90 Due and
3059 Days 6089 Days Days Past Total Past Still
December 31, 2014 Past Due Past Due Due Due Current Total Accruing
Commercial real estate:
Commercial R.E. -
construction $ 0 $ 0 $ 0 $ 0 $ 9,181 $ 9,181 $ 0
Commercial R.E. -
mortgages 35 1,29¢ 0 1,331 314,17¢ 315,50t 0
Land 0 0 2,49: 2,49 8,127 10,62( 0
Farmland 0 0 72 72 23,01¢ 23,09: 0
Commercial and industrial 14 0 32¢ 337 53,71« 54,05 0
Consumer 0 0 0 0 80t 80¢% 0
Consumer residential 0 0 0 0 25,46: 25,46« 0
Agriculture 0 0 0 0 15,75:¢ 15,75: 0
Total $ 49 3 1,29¢ $ 2,88t $ 4237 $ 450,23t $ 45447 $ 0

Impaired LoansLoans are considered impaired when, based on ¢unfenmation and events, it is probable the Conypaill be unable to
collect all amounts due in accordance with theinalgcontractual terms of the loan agreement, wicly scheduled principal and interest
payments. Impairment is evaluated in total for $enddalance loans of a similar nature and on aividdal loan basis for other loans. If a loan
is impaired, a specific valuation allowance is edited, if necessary, so that the loan is reporédan the present value of estimated future cas
flows using the loan’s existing rate or at the failue of collateral if repayment is expected gofedm the collateral. Interest payments on
impaired loans are typically applied to principalass collectability of the principal amount isseaably assured, in which case interest is
recognized on a cash basis. There was no interasie realized on impaired loans for the threesidhonths ended June 30, 2015 and 201+
Average recorded investment in impaired loans wia38million and $4.47 million for the three and sionths ended June 30, 2015, as
compared to $4.71 million and $4.25 million for $eme periods of 2014. Impaired loans, or porttbeseof, are charged off when deemed
uncollectible.
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Impaired loans as of June 30, 2015 and Decembe&(3¥, are set forth in the following table.

Unpaid Recorded Recorded
(in thousands) Coqtrgctual Inv_estment Inves_tment Total Average
Principal With No With Recorded Related Recorded
Balance Allowance Allowance Investment Allowance Investment
June 30, 2015
Commercial real estate:
Commercial R.E. - mortgages $ 0o $ 0 3 0 3 0 3 0 $ 324
Land 3,21¢ 0 2,94 2,944 854 2,97¢
Farmland 72 62 0 62 0 67
Commercial and Industrial 1,38¢ 32¢ 1,02¢ 1,357 95 1,10¢
Total $ 4,67¢ $ 391 $ 397 $ 4,36 $ 94¢ $ 4.47:
December 31, 2014
Commercial real estate:
Commercial R.E. - mortgages $ 1,301 $ (O 1,29¢ $ 1,29 $ 12t $ 554
Land 3,21¢ 0 2,99¢ 2,99 86¢ 3,15¢
Farmland 80 72 0 72 0 82
Commercial and Industrial 35¢ 337 0 337 0 304
Total $ 4,95¢ $ 406 $ 4291 $ 4700 $ 99z $ 4,09¢

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 paymenfalg@t on any of its debt in the foreseeable futuithout the modification. This evaluation is
performed under the Company’s internal underwripngcy.

At June 30, 2015, there were 5 loans that wereideres] to be troubled debt restructurings, all bfoh are considered non-accrual totaling
$3,272,000. At December 31, 2014, there were Ssltfaat were considered to be troubled debt restringfs, all of which are considered non-
accrual totaling $3,332,000. At June 30, 2015 aaddinber 31, 2014 there were no unfunded commitnoenisans classified as a troubled
debt restructures. We have allocated $854,000 868,800 of specific reserves to loans whose te@ms been modified in troubled debt
restructurings as of June 30, 2015 and Decembe&®H4, respectively.

The modification of the terms of such loans tydicaicludes one or a combination of the followirgreduction of the stated interest rate of th
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 afcitrued interest on the loan is conceded. Dah@ghree and six month periods ended
June 30, 2015, the terms of two loans were moddgetioubled debt restructurings by extending thaunty dates.
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The following tables presents loans by class mediéis troubled debt restructurings that occurreihgdhe three and six month periods endec
June 30, 2015 and 2014:

Three Months Ended Three Months Ended
(dollars in thousands) June 30, 2015 June 30, 2014
Pre- Post- Pre- Post-
Modification Modification Modification Modification
Outstanding Outstanding Outstanding Outstanding
Number of Recorded Recorded Number of Recorded Recorded
Loans Investment Investment Loans Investment Investment
Commercial real estate:
Commercial R.E. -
construction O 0 $ 0 O 0 $ 0
Commercial R.E. -
mortgages 0 0 0] 0 0 0]
Land 1 57C 57C 2 2,56¢ 2,56¢
Farmland 0 0 0 0 0 0
Commercial and industrial 1 24 24 1 331 331
Consumer 0 0 0 0 0 0
Consumer residential 0 0 0 0 0 0
Agriculture 0 0 0 0 0 0
Total 2 $ 594 $ 594 3 $ 2,89¢ $ 2,89¢
Six Months Ended Six Months Ended
(dollars in thousands) June 30, 2015 June 30, 2014
Pre- Post- Pre- Post-
Modification Modification Modification Modification
Outstanding Outstanding Outstanding Outstanding
Number of Recorded Recorded Number 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 1 57C 57C 3 3,107 3,107
Farmland 0 0 0 0 0 0
Commercial and industrial 1 24 24 1 331 331
Consumer 0 0 0 0 0 0
Consumer residential 0 0 0 0 0 0
Agriculture 0 0 0 0 0 0
Total 2 $ 594 $ 594 4 3% 3,43t $ 3,43¢

The troubled debt restructuring during the thres sikR months ended June 30, 2015 did not incrdasaltowance for loan losses as a result of
loan modifications. There were no charge-offs essalt of loan modifications, as the contractudhbees outstanding were determined to be
collectible.

There were no loans modified as troubled debtwettrings within the previous twelve months andvitrich there was a payment default
during the three and six month periods ended JOn2@L5, compared to one commercial real estatelan with a balance of $54,000 that
was modified and defaulted during the six monthqueof 2014. There were no such payment defaultshodified loans during the three
months ended June 30, 2014. A loan is considerbd tn payment default once it is ninety days awitrally past due under the modified
terms.
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Quality ratings (Risk Grades) are assigned toatimitments and stand-alone notes. Risk gradesaltfinbasic characteristics of
commitments or stand-alone note in relation torthisk. All loans are graded using a system thatimaes the loan quality information
contained in loan review grades, while ensuring tha system is compatible with the grades useldmk examiners.

We grade loans using the following letter system:

1 Exceptional Loan

2 Quality Loan

3A Better Than Acceptable Loan

3B Acceptable Loan

3C Marginally Acceptable Loan

4 (W) Watch Acceptable Loan

5 Other Loans Especially Mentioned
6 Substandard Loan

7 Doubtful Loan

8 Loss

1. Exceptional Loan Loans with A+ credits that contain very littleaifiy, risk. Grade 1 loans are considered Passudlifyfor this rating, the
following characteristics must be present:
-A high level of liquidity and whose debt-servicingpacity exceeds expected obligations by a sutistamargin.
-Where leverage is below average for the indusid/earnings are consistent or growing without seveinerability to economic cycles.
-Also included in this rating (but not mandatoryiags one or more of the preceding characteristesssing) are loans that are fully
secured and properly margined by our own time umsénts or U.S. blue chip securities. To be propedygined cash collateral must be
equal to, or greater than, 110% of the loan amount.

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

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

secondary sources.

-Consistent strong earnings.

-A solid equity base.

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

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

-Long term experienced management with depth afidedemanagement succession.

-The loan has no exceptions to policy.

-Loan-to-value on real estate secured transactsob8% to 20% less than policy guidelines.

-Very liquid balance sheet that may have cash abkilto 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@ioans. These loans
are characterized by acceptable sources of repaythetrconform to bank policy and regulatory regments. Repayment risks are acceptable
for these loans. Credit or collateral exceptioresramimal, are in the process of correction, anahatorepresent repayment risk. These loans:
-Are those where the borrower has average finasti@hgths, a history of profitable operations argerienced management.
-Are those where the borrower can be expectedridleanormal credit needs in a satisfactory manner.

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

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

AW Watch AcceptableWatch grade will be assigned to any credit thatdequately secured and performing but monitayed iumber of
indicators. These characteristics may include amxpected short-term adverse financial performémee budgeted projections or prior
period’s results (i.e., declining profits, salesrgins, cash flow, or increased reliance on leveraluding adverse balance sheet ratios, trade
debt issues, etc.). Additionally, any managerigh@nrsonal problems of company management, dedlitieei entire industry or local economic




conditions failure to provide financial informatian other documentation as requested; issues riegaddlinquency, overdrafts, or renewals;
and any other issues that cause concern for theammyn Loans to individuals or loans supported bgrgators with marginal net worth and/or
marginal collateral. Weakness identified in a Watnddit is short-term in nature. Loans in this gatg are usually accounts the Bank would
want to retain providing a positive turnaround barexpected within a reasonable time frame. Grddans are considered Pass.
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5 Other Loans Especially Mentioned (Special MentiofA)special mention extension of credit is defimasdthaving potential weaknesses that
deserve management’s close attention. If left wected, these potential weaknesses may, at soome fiate result in the deterioration of the
repayment prospects for the credit or the institu§i credit position. Extensions of credit that htige detailed in this category include the
following:

-The lending officer may be unable to properly sujge the credit because of an inadequate loanedlitagreement.

-Questions exist regarding the condition of andfotrol over collateral.

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

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

jeopardized.

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

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

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

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

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

As of June 30, 2015, there are no loans that assified with a risk grade &F Loss.

The following table presents weighted average gisides of our loan portfolio:

June 30, 2015 December 31, 20:
Weighted Averag Weighted Averag

Risk Grade Risk Grade

Commercial real estate:

Commercial real estate - construction 3.3€ 3.0C

Commercial real estate - mortgages 3.12 3.1¢8

Land 4.41 4.34

Farmland 3.01 3.01
Commercial and industrial 3.3¢ 3.3¢
Consumer 2.1z 2.11
Consumer residential 3.01 3.0z
Agriculture 3.22 3.1¢
Total gross loans 3.1¢ 3.1¢
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The following table presents risk grade totals lags of loans as of June 30, 2015 and Decemb&(34, Risk grades 1 through 4 have been
aggregated in the “Pass” line.

Commercia Commercie Commercie
R.E. R.E. and Consume

(in thousands Constructioi Mortgages Land Farmland Industrial Consume Residentic Agriculture Total
June 30, 201
Pass $ 18,42t $ 32990¢ $ 5997 $ 28,000 $ 4224 $ 757 $ 20,12« $ 12,76¢ $ 458,22t
Special
mention - 42F - - - - - = 42~
Substandard - 20¢ 2,944 62 1,51¢ 3C 49 - 4,81
Doubtful = = = = = = = = =

Totalloans $ 1842 $ 33054 $ 8941 $ 2806 $ 4376: $ 787 $ 20,17 $ 12,76 $ 463,46

December 31

2014
Pass $ 9,181 $ 31091: $ 7,62t $ 23,01¢ $ 4899 $ 79C $ 2528: $ 1575! $ 441,56
Special
mention - 2,72 - - 3,43¢ - - - 6,16(
Substandard - 1,87 2,99¢ 72 1,61¢ 15 181 - 6,751
Doubtful - - - - - - - - -

Totalloans $ 9,181 $ 31550t $ 10,62( $ 23,09. $ 5405 $ 80E $ 2546: $ 1575! $ 45447

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

The level of the allowance reflects managementginaing evaluation of industry concentrations,afie credit risks, loan loss experience,
current loan portfolio quality, present economialifical and regulatory conditions and unidentifiedses inherent in the current loan portfolio.
Portions of the allowance may be allocated for gjpetredits; however, the entire allowance is #afale for any credit that, in management’s
judgment, should be charged off. While managemglizes its best judgment and information availalthes ultimate adequacy of the allowa
is dependent upon a variety of factors beyond thi@@any’s control, including, among other thingg gerformance of the Company’s loan
portfolio, the economy, changes in interest ratekthe view of the regulatory authorities towardriclassifications.

The Company’s allowance for loan losses consistarek elements: (i) specific valuation allowandegermined in accordance with ASC
Topic 310 based on probable losses on specificsid@hhistorical valuation allowances determinedccordance with ASC Topic 450 based
on historical loan loss experience for similar Ipavith similar characteristics and trends, adjusaschecessary, to reflect the impact of curren
conditions; and (iii) general valuation allowancetermined in accordance with ASC Topic 450 basedemeral economic conditions and
other qualitative risk factors both internal andeemal to the Bank and the Company.

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

Historical valuation allowances are calculated Has®the historical loss experience of specifietypf loans and the internal risk grade of



such loans at the time they were charged-off. Thm@any calculates historical loss ratios for padlsimilar loans with similar
characteristics based on the proportion of act@aige-offs experienced to the total populatioroafik in the pool. The historical loss ratios ar
periodically updated based on actual charge-oféagpce. A historical valuation allowance is estdtdd for each pool of similar loans based
upon the product of the historical loss ratio ameltotal dollar amount of the loans in the poole TBompany’s pools of similar loans include

similarly risk-graded groups of commercial and industrial loansjroercial real estate loans, consumer real estatesland consumer and of
loans.
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General valuation allowances are based on gensvabenic conditions and other qualitative risk fastboth internal and external to the
Bank and the Company. In general, such valuatimwahces are determined by evaluating, among dtlegs: (i) the experience, ability and
effectiveness of the Bank’s lending managementsaaid; (ii) the effectiveness of the Bank’s loarlipes, procedures and internal controls;
(iii) changes in asset quality; (iv) changes imlgartfolio volume; (v) the composition and concatibns of credit; (vi) the impact of
competition on loan structuring and pricing; (the effectiveness of the internal loan review fiorgt (viii) the impact of environmental risks
on portfolio risks; and (ix) the impact of risingtérest rates on portfolio risk. Management evalu#ite degree of risk that each one of these
components has on the quality of the loan portfotica quarterly basis. Each component is deterntimédve either a high, moderate or low
degree of risk. The results are then input intgentral allocation matrix” to determine an appratgrigeneral valuation allowance.

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

Loans identified as losses by management, intéoaal review and/or bank examiners are charged-oftthermore, consumer loan account:
are charged-off automatically based on regulatequirements.
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The following table details activity in the allowanfor loan losses by portfolio segment for the¢hand six months ended June 30, 2015
and 2014. Allocation of a portion of the allowaricene category of loans does not preclude itdalitity to absorb losses in other categories

Allowance for Loan Losses
For the Three and Six Months Ended June 30, 2015 dr2014

(in thousands) Commercie Commercie Consume
and

Three Months Ended June 30, 2015 Real Estatt  Industrial Consume Residentic Agriculture Unallocate: Total

Beginning balance $ 581C $ 68t $ 50 $ 55t $ 181 $ 126 $  7,40¢
Charge-offs 0 0 (27) 0 0 0 (21)
Recoveries 1 0 1 0 0 0 2
Provision for (reversal of provisiomdan
losses 73 (102) 15 (79 82 7 0

Ending balance $ 588/ $ 58: $ 45 $ 48C $ 263 $ 13t $ 7,39(

Six Months Ended June 30, 2015

Beginning balance $ 596: $ 72C $ 42 $ 38 $ 28¢ $ 13t $  7,63¢
Charge-offs 0] 0 (24) 0 0 0 (24)
Recoveries 2 0 3 0 0 0 5
(Reversal of) provision for loan losses (81) (137) 24 92 (23 0 (125

Ending balance $ 588 $ 58: $ 45 % 48C $ 262 $ 138§ 7,39(

Three Months Ended June 30, 2014

Beginning balance $ 6,192 $ 74z $ 45 3% 417 % 21t $ 4 $ 761F
Charge-offs 0 0 (15) 0 0 0 (15)
Recoveries 1,871 0 0 2 0 0 1,87¢
(Reversal of) provision for loan losses (1,819 (182) 21 11 46 40 (1,877

Ending balance $ 6,25¢ $ 56C $ 51 $ 43C % 261 $ 44 3 7,60z

Six Months Ended June 30, 2014

Beginning balance $ 6,247 $ 66 $ 47 % 44( 217 $ 45 $  7,65¢
Charge-offs (50 0 (18) 0 0 0 (68)
Recoveries 1,877 0 1 10 0 0 1,88¢
(Reversal of) provision for loan losses (1,81%) (20%) 21 (20 44 (1) (1,877)

Ending balance $ 6,25¢ $ 56C $ 51 $ 43C % 261 $ 44 3 7,60z
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The following table details the allowance for Idasses and ending gross loan balances as of Ju20B88, December 31, 2014 and June 30,
2014 summarized by collective and individual evibramethods of impairment.

(in thousands)

Commercie Commercis Consumer
and
June 30, 2015 Real Estatc  Industrial Consumer Residentia  Agriculture  Unallocatet Total
Allowance for loan losses for
loans:
Individually evaluated for
impairment $ 854 $ 95 $ 0 $ 0 $ 0 $ 0 $ 94¢
Collectively evaluated for
impairment 5,03( 48¢ 45 48C 263 13t 6,441
$ 5884 $ 58: $ 45 $ 48C $ 26 $ 13t $ 7,39(
Ending gross loan balances:
Individually evaluated for
impairment $ 3,006 $ 1,351 $ 0 $ 0 $ 0 $ 0 $ 4,36:
Collectively evaluated for
impairment 382,96° 42,40¢ 787 20,17: 12,76¢ 0 459,10(
$ 385970 $ 43,76: $ 787 $ 20,17 $  12,76¢ $ 0 $ 463,46
December 31, 2014
Allowance for loan losses for
loans:
Individually evaluated for
impairment $ 99: $ 0 $ (O 0 $ 0 $ (O 99:
Collectively evaluated for
impairment 4,97(C 72C 42 38¢€ 28€ 13t 6,541
$ 596: $ 72C $ 42 $ 38¢ $ 28¢ $ 13t $ 7,53¢
Ending balances of loans:
Individually evaluated for
impairment $ 4,36 $ 337 % O 0 $ 0 % O 4,70(
Collectively evaluated for
impairment 354,03! 53,71 80% 25,46¢ 15,75 0 449,77.
$ 358,39t $ 54,05. $ 80t $ 2546¢ $ 15,750 $ 0 $ 45447
June 30, 2014
Allowance for loan losses for
loans:
Individually evaluated for
impairment $ 1,06¢ $ 0 $ 0 % 0 $ 0 $ 0 % 1,06¢
Collectively evaluated for
impairment 5,18¢ 56( 51 43C 261 44 6,53¢
$ 6,25¢ $ 56C $ 51 § 43C $ 261 $ 4 $ 7,60
Ending gross loan balances:
Individually evaluated for
impairment $ 3,81t % 34 % 0 % 0 $ 0 $ 0 % 4,16¢
Collectively evaluated for
impairment 352,32 38,467 84< 25,54 14,32¢ 0 431,50!
$ 356,14! $ 3881t $ 84 $ 2554: $ 1432 $ 0 $ 435,67
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Changes in the reserve for off-balance-sheet comemts were as follows:

THREE MONTHS ENDED SIX MONTHS ENDED JUNE

JUNE 30, 30,
2015 2014 2015 2014
Balance, beginning of period $ 227 % 131 $ AR 134
Provision (Recovery) to Operations for Off Balaigteeet
Commitments 7 17 16 14
Balance, end of period $ 234 $ 148 $ 234 $ 14

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

At June 30, 2015 and December 31, 2014, loansechati $463,463,000 and $454,471,000, respectiwelie pledged as collateral on advance:
from the Federal Home Loan Bank.

NOTE 5 - OTHER REAL ESTATE OWNED

As of June 30, 2015 and December 31, 2014, the @oynpwned three properties classified as otheragtake with outstanding balances of
$834,000 and $884,000, respectively, which incluates property consisting of residential land thaswritten down to a zero balance. Eac
these properties was acquired through loan forasto§ he residential land property the Company ahateJune 30, 2015 and December 31,
2014, was written down to a zero balance becauspuhlic utilities have not been obtainable remigthese land lots unmarketable at this
time. There were no sales of OREO property duttiegsix months ended June 30, 2015 and 2014.

Real estate properties acquired through, or indielpan foreclosure are to be sold and are ihiti@corded at the lower of carrying amount of
the loan or fair value of the property at the d#téoreclosure less selling costs. Subsequentdricfosure, valuations are periodically
performed and any subject revisions in the estiroffair value are reported as adjustment to thieyteg value of the real estate, provided the
adjusted carrying amount does not exceed the atigimount at foreclosure. Revenues and expens@sdperations and changes in the
valuation allowance are included in other operaérpenses.

NOTE 6 — OTHER POST-RETIREMENT BENEFIT PLANS

During January 2008, the Bank awarded certain @ffi@ salary continuation plan (the “PlattJpder the Plan, the participants will be provii
with a fixed annual retirement benefit for twengays after retirement. The Bank is also responé$ibleertain pre-retirement death benefits
under the Plan. In connection with the implemeatatf the Plan, the Bank purchased single premifeninsurance policies on the life of each
of the officers covered under the Plan. The Barthésowner and partial beneficiary of these lifsurance policies. The assets of the Plan,
under Internal Revenue Service regulations, arecoviny the Bank and are available to satisfy the @omw's general creditors.

The Bank awarded a director retirement plan (“DRB™wo of its directors in January 2008 and te¢hof its newest directors in March 2014.
Under the DRP, the participants will be providedhva fixed annual retirement benefit for ten yeafter retirement. The Bank is also
responsible for certain pre-retirement death bénafider the DRP. In connection with the implemgmteof the DRP, the Bank purchased
single premium life insurance policies on the tfecach director covered under the DRP. The Batheiowner and partial beneficiary of these
life insurance policies. The assets of the DRPeuhaternal Revenue Service regulations, are thpgsty of the Bank and are available 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 ntitvenefit liability is determined based on
vesting and the present value of the benefitscari@sponding discount rate. The discount rate issad equivalent rate for investment-grade
bonds with lives matching those of the servicegariremaining for the salary continuation contrastsich average approximately 20 years.
The salary continuation liability as of June 3012@&nd December 31, 2014 was $2,328,000 and $P@2Xespectively, and is reported in
interest payable and other liabilities on the corsgel consolidated balance sheets.

During January 2008, the Bank purchased $4.7 miiticbank owned life insurance policies and entéméalsplit-dollar life insurance



agreements with certain officers and directors.iiyMarch 2014, the Bank purchased an additiond) #iillion in bank owned life insurance
policies and entered into split-dollar life insucaragreements with its three newest directorsohmection with the implementation of the split-
dollar agreements, the Bank purchased single prartifa insurance policies on the life of each of tifficers and directors covered by the
split-dollar life insurance agreements. The Banthéowner of the policies and the partial benaficin an amount equal to the cash surrende

value of the policies.
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The combined cash surrender value of all Bank-owifieéhsurance policies recorded in interest reable and other assets on the condensed
consolidated balance sheets were $13,532,000 &)84R1,000 at June 30, 2015 and December 31, 284dectively.

NOTE 7 — FINANCIAL INSTRUMENTS AND FAIR VALUE MEASU REMENTS

Fair values of financial instruments —The consolidated financial statements include wariestimated fair value information as of June 30,
2015 and December 31, 2014. Such information, whétains to the Company’s financial instrumentggnot purport to represent the
aggregate net fair value of the Company. Furttmerfair value estimates are based on various aggmmapmethodologies, and subjective
considerations, which vary widely among differénahcial institutions and which are subject to d&an

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

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

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

Level 3: Inputs to the valuation methodology anehservable 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 fai
value hierarchy within which the fair value measoeat in its entirety falls has been determined #asethe lowest level input that is
significant to the fair value measurement in itdrety. The Company’s assessment of the signifieansf a particular input to the fair value
measurement in its entirety requires judgment,amsiders factors specific to the asset or lighiliransfers between levels of the fair value
hierarchy are recognized on the actual date oétleat or circumstance that caused the transfeghwdenerally corresponds with the
Company’s quarterly valuation process. There wergansfers between levels during the three andhsisth periods ended June 30, 2015 or
2014.

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

Cash and cash equivalentd he carrying amounts of cash and cash equivalguoaimate their fair value and are consideredrallg
valuation.

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

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

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

Interest receivable and payat- The carrying amounts of accrued interest approxertiatir fair value and are considered to be a I2vel
valuation.

Off-balancesheet instruments- Fair values for the Bank’s off-balance-sheet ingcommitments are based on fees currently chaxgedter
into similar agreements, taking into account theaming terms of the agreements and the creditstgrof the counterparties. The Company
considers the Bank’s off balance sheet instrumenite a level 3 valuation .
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The estimated fair values of the Company’s findnostruments at June 30, 2015 were as follows:

Hierarchy

(in thousands) Carrying Fair Valuation
Amount Value Level

Financial assets:
Cash and cash equivalents $ 142,01 $ 142,01« 1
Restricted equity securities 3,417 3,417 2
Loans, net 455,67- 464,03¢ 3
Interest receivable 2,13t 2,13¢ 2
Financial liabilities:
Deposits (683,93) (607,55) 3
Interest payable (298) (28) 2
Off-balance-sheet assets (liabilities):
Commitments and standby letters of credit (903) 3
The estimated fair values of the Company’s findrnostruments at December 31, 2014 were as follows:

Hierarchy
(in thousands) Carrying Fair Valuation

Amount Value Level

Financial assets:
Cash and cash equivalents $ 144,28t $ 144,28 1
Restricted equity securities 3,27¢ 3,27¢ 2
Loans, net 446,49 455,50: 3
Interest receivable 2,02¢ 2,02¢ 2
Financial liabilities:
Deposits (669,58, (600,94)) 3
Interest payable (39 (39 2
Off-balance-sheet assets (liabilities):
Commitments and standby letters of credit (84¢) 3
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The following table presents the carrying valuesfurring and nonrecurring financial instrumentst thhere measured at fair value and that

were still held in the condensed consolidated lzaateets at each respective period end, by lath@hwhe fair value hierarchy as of June 30,

2015 and December 31, 2014 .

(in thousands)

Assets and liabilities measured on a recurringshasi
Available-for-sale securities:
U.S. agencies
Collateralized mortgage obligations
Municipalities
SBA pools
Corporate debt
Asset backed securities
Mutual fund

Assets and liabilities measured on a non-recutvemjs:
Impaired loans:
Land
Other real estate owned

(in thousands)

Assets and liabilities measured on a recurringshasi
Available-for-sale securities
U.S. agencies
Collateralized mortgage obligations
Municipalities
SBA pools
Corporate debt
Asset backed securities
Mutual fund

Assets and liabilities measured on a non-recutemjs:
Impaired loans:
Land
Commercial real estate - mortgages
Other real estate owned
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Fair Value Measurements at June 30, 2015 Using

Quoted
Prices
in Active Significant Significant
Markets for Other Unobservable
Identical Observable
Assets Inputs Inputs
June 30, 201 (Level 1) (Level 2) (Level 3)
$ 39,62 $ (O 39,621 $ 0
4,17¢ 0 4,17¢ 0
60,44" 0 60,44’ 0
86¢ 0 86¢ 0
8,53¢ 0 8,53¢ 0
11,25( 0 11,25(
2,991 2,991 0 0
$ 38 $ (O (O 38¢
834 0 0 834

Fair Value Measurements at December 31, 2014 Using

Quoted
Prices
in Active Significant Significant
Markets for Other Unobservable
December Identical Observable
31, Assets Inputs Inputs
2014 (Level 1) (Level 2) (Level 3)
$ 41,93( $ 0 $ 41,93( $ 0
7,072 0 7,072 0
50,89’ 0 50,89’ 0
89z 0 89z 0
6,80¢ 0 6,80¢ 0
10,71( 0 10,71( 0
2,97 2,97 0 0
$ 1,74 $ 0 $ 0 $ 1,743
1,171 0 0 1,171
884 0 0 884




Following is a description of valuation methodokegused for assets and liabilities recorded avédire.

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

Impaired loans- ASC Topic 820 applies to loans measured for immpant using the practical expedients permitted BYCA opic 310,
Accounting by Creditors for Impairment of a Lc. The Company does not record loans at fair valua ecurring basis. However, from time
to time, a loan is considered impaired and an allme for loan losses is established. Loans forhwiiis probable that payment of interest anc
principal will not be made in accordance with tloatractual terms of the loan agreement are coreidenpaired. Impaired loans where an
allowance is established based on the fair valwmlidteral less the cost related to liquidatiortha collateral require classification in the fair
value hierarchy. When the fair value of the coliaktés based on an observable market price or@iciappraised value, the Company records
the impaired loan as non-recurring Level 3. Likeayiwhen an appraised value is not available or gemant determines the fair value of the
collateral is further impaired below the appraigatlie and there is no observable market priceCtrapany records the impaired loan as non-
recurring Level 3.

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

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

There have been no significant changes in the tialugechniques during the period ended June 306.20
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NOTE 8 — EARNINGS PER SHARE

Earnings per share (“EPS”) are based upon the wadghverage number of common shares outstandimggdeach year. The following table
shows: (1) weighted average basic shares, (2)taffatilutive securities related to stock optiomslanon-vested restricted stock, and (3)
weighted average shares of common stock and corstocohk equivalents. Net income available to comntonkholders is calculated as net
income reduced by dividends accumulated on prefesteck, if any. Basic EPS are calculated by digdiet income available to common
stockholders by the weighted average number of comshares outstanding during each period, excluditvgsted restricted stock awards.
Diluted EPS are calculated using the weighted aeediluted shares, which reflects the potentialtiih that could occur if securities or other
contracts to issue common stock were exercisedmrarted into common stock. The dilutive sharefuihed in year-to-date diluted EPS is a
weighted average of the dilutive shares includegbich quarterly diluted EPS computation underréesury stock method. We have two fol
of outstanding common stock: common stock and urde®stricted stock awards. Holders of restristedk awards receive non-forfeitable
dividends at the same rate as common stockholderthay both share equally in undistributed eaming

The Company’s calculation of basic and diluted e@® per share (“EPS”) for the three and six mgathods ended June 30, 2015 and 2014
are reflected in the table below.

THREE MONTHS ENDED
(In thousands) JUNE 30,
2015 2014

BASIC EARNINGS PER SHARE

Net income $ 1,51C $ 2,531
Weighted average shares outstanding 7,997 7,95¢
Net income per common she $ 0.1¢ $ 0.32

DILUTED EARNINGS PER SHARE

Net income $ 151C $ 2,530
Weighted average shares outstanding 7,99: 7,95¢
Effect of dilutive stock options 1 2
Effect of dilutive non-vested restricted shares 43 46
Weighted average shares of common stock and consinok

equivalents 8,031 8,00
Net income per diluted common shi $ 0.1¢ $ 0.32

SIX MONTHS ENDED
(In thousands) JUNE 30,
2015 2014

BASIC EARNINGS PER SHARE

Net income $ 3,03¢ $ 3,94t
Weighted average shares outstanding 7,98 7,91¢
Net income per common she $ 0.3¢ $ 0.5C

DILUTED EARNINGS PER SHARE

Net income available to common shareholc $ 3,03¢ % 3,94¢
Weighted average shares outstanding 7,98: 7,91¢
Effect of dilutive stock options 2 8
Effect of dilutive non-vested restricted shares 47 48
Weighted average shares of common stock and consinok

equivalents 8,031 7,972
Net income per diluted common shi $ 0.3¢ % 0.4¢

During the three and six month periods ended JOn@(@L5, anti-dilutive weighted average optionpuechase 51,843 and 56,919 shares of
common stock were outstanding , respectively, witbes ranging from $9.95 to $15.67. Adtiutive weighted average stock options of 68,
were outstanding during the three and six montfodsrof 2014, with prices ranging from $9.95 to $I5 These options were not included in
the computation of diluted EPS because the optiexsicise price was greater than the average mpariketof the common shares. These



options begin to expire in 2015.

There were no anti-dilutive non-vested restrictietls grants for the three and six months ended 30n2015 and 2014.
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Item 2. Management’s Discussion and Analysis ofirancial Condition and Results of Operations

The following discussion explains the significaattors affecting our operations and financial posifor the periods presented. The discus
should be read in conjunction with our financiatetments and the notes related thereto which appdaat are referenced to elsewhere in this
report, and with the audited consolidated finansiatements and accompanying notes included i2@1l4 Annual Report on Form 10-K, as
amended. Average balances, including balancesinszdculating certain financial ratios, are gefigreomprised of average daily balances.

The discussion and analysis of our financial coodiand results of operations is based upon oanfifal statements, which have been prey
in accordance with accounting principles generaltgepted in the United States of America. The pedjpan of these financial stateme
requires management to make estimates and judgriettaffect the reported amounts of assets amidlifies, revenues and expenses,
related disclosures of contingent assets and iligsilat the date of our financial statements. Attaesults may differ from these estimates u
different assumptions or conditions. This discussaod analysis includes executive management’s fdgament”) insight of the Company’
financial condition and results of operations ofkQ&lley Bancorp and its subsidiary. Unless othisenstated, the “Companyeéfers to th
consolidated entity, Oak Valley Bancorp, while tBank” refers to Oak Valley Community Bank.

Forward-Looking Statements

Some matters discussed in this Form 10-Q may bevédial-looking statements” within the meaning of frévate Litigation Reform Act of
1995 and therefore may involve risks, uncertaintied other factors which may cause our actual rssial be materially different from the
results expressed or implied by our forward-lookstgtements. These statements generally appeamwitds such as “anticipate,” “believe,”
“estimate,” “may,” “intend,” and “expect.” Although management believes that the assumptions andtexipes reflected in such forward-
looking statements are reasonable, it can give sgueance that such expectations will prove to reect. Factors that could cause actual
results to differ from results discussed in forwérdking statements include, but are not limitedetwonomic conditions (both generally and in
the markets where the Company operates); compefitoon other providers of financial services offittey the Company; changes in
government regulation and legislation; changesiteiest rates; material unforeseen changes initrential stability and liquidity of th
Company’s credit customers; risks associated wathcentrations in real estate related loans; chanigesccounting standards and
interpretations ; and other risks as may be dethfiem time to time in the Compasyfilings with the Securities and Exchange Comminssall
of which are difficult to predict and which may seyond the control of the Company or the Compdrhe Company undertakes no obligation
to revise forward-looking statements to reflectraser changes after the date of this discussioto seflect the occurrence of unanticipated
events.

Forward-looking statements speak only as of thee daey are made, and the Company does not undettakgpdate forwardeokinc
statements to reflect circumstances or events dhatir after the date the forwaldeking statements are made, whether as a resutico
information, future developments or otherwise, pkes may be required by law.

Critical Accounting Estimates

Management hadetermined the following five accounting policiede critical:

Allowance for Loan Loss¢

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

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

e the specific review of individual loans,

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

e our judgmental estimate based on various subgéietors.



The first phase of our methodology involves thec#ffiereview of individual loans to identify and m&ure impairment. We evaluate
each loan by use of a risk rating system, excaptdmogeneous loans, such as automobile loans@nd mortgages. Specific risk rated loans
are deemed impaired if all amounts, including gpatand interest, will likely not be collectedaacordance with the contractual terms of the
related loan agreement. Impairment for commercidlr@al estate loans is measured either basecegrdélent value of the loan’s expected
future cash flows or, if collection on the loarc@lateral dependent, the estimated fair valudefdollateral, less selling and holding costs.
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The second phase involves the segmenting of thaineler of the risk rated loan portfolio into grougrspools of loans, together with
loans with similar characteristics, for evaluatiévie determine the calculated loss ratio to each pml based on its historical net losses and
benchmark it against the levels of other peer banks

In the third phase, we consider relevant interndl external factors that may affect the collectgbidf loan portfolio and each group
of loan pool. The factors considered are, but atdimited 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 rewvie

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

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

Nor-Accrual Loan Policy

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

Asset Impairment Judgmel

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



Loans for which it is probable that payment of iest and principal will not be made in accordandé the contractual terms of the
loan agreement are considered impaired and anedatrfair value or below. Appraisals are doneqatically on impaired loans and if requir
an allowance is established based on the fair walgellateral less the cost related to liquidatidrthe collateral. In some circumstances, an
impaired loan may be charged off to bring the dagyalue to fair value.
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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 extitowns to fair value at the time of transfer toE@Rare charged to the allowance for loan
losses, subsequent to foreclosure. Appraisalsauations are then done periodically and any suls#cdeclines in the fair value of the OR
property after the date of transfer are recordealigih a write-down of the asset. Any subsequentadipg expenses or income, reduction in
estimated fair values, and gains or losses on gigpo of such properties are charged or crediveclitrent operations.

Net realizable value of the underlying collatesallie fair value of the collateral less estimatting 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 s appraising commercial properties or cedifiesidential appraisers for residential
properties. Real estate appraisals may utilizenabamation of approaches including replacement @adgs comparison and the income
approach. Comparable sales and income data anezaddly the appraisers and adjusted to reflectm@iffces between them and the subject
property such as type, leasing status and physigalition. When the appraisals are received, Mamage reviews the assumptions and
methodology utilized in the appraisal, as welltes dverall resulting value in conjunction with ipgedent data sources such as recent marke
data and industryvide statistics. We generally use a 6% discounsédling costs which is applied to all propertiegyardless of size. Apprais
values may be adjusted to reflect changes in madwitions that have occurred subsequent to theaigal date, or for revised estimates
regarding the timing or cost of the property s@leese adjustments are based on qualitative judgnmeade by management on a case-by-cas
basis.

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

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

Fair Value Measuremen

We use fair value measurements to record fair vatligstments to certain assets and liabilitiestartktermine fair value disclosures. We bas
our fair values on the price that would be receiteesell an asset or paid to transfer a liabilityah orderly transaction between market
participants at the measurement date. Securitigitahle for sale, derivatives, and loans held &de sif any, are recorded at fair value on a
recurring basis. Additionally, from time to timeewnay be required to record certain assets avdhie on a nomecurring basis, such as cer
impaired loans held for investment and securitild ko maturity that are other-than-temporarily ampd. These non-recurring fair value
adjustments typically involve write-downs of indival assets due to application of lower-of-cogharket accounting.

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

Deferred Compensations Pla

Future compensation under the Company’s execudilayscontinuation plan and director retiremenngkearned for services
rendered through retirement. The Company accrugfdosalary continuation liability based on apt#ted years of service and vesting
schedules provided under the plans. The Companyisat benefit liability is determined based ontiresand the present value of the benefits
at a corresponding discount rate. The discountusee is an equivalent rate for investmeraiele bonds with lives matching those of the sel
periods remaining for the salary continuation cacis, which average approximately 20 years.

Introduction

Oak Valley Community Bank commenced operations ayM991. We are an insured bank under the FeBedsit Insurance Act and
are a member of the Federal Reserve. Since itsafton, the Bank has provided basic banking sesvicéndividuals and business enterprises



in Oakdale, California and the surrounding are&® fbcus of the Bank is to offer a range of comiaétzanking services designed for
both individuals and small to medium-sized busiasss the two main areas of service of the ComptieyCentral Valley and the Eastern
Sierras.
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The Bank offers a complement of business checkingsavings accounts for its business customers. BHmk also offers commercial ¢
real estate loans, as well as lines of credit.| B&tate loans are generally of a short-term ndturboth residential and commercial purposes.
Longer-term real estate loans are generally matteadjustable interest rates and contain normaligiams for acceleration. In addition, the
Bank offers traditional residential mortgages tlyioa third party.

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

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

Overview of Results of Operations and Financial Codition

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

Management believes the following were importantdes in the Company’s performance during the tlareg six month periods ended June
30, 2015:

e The Company recognized net income of $1,51080@D$3,036,000 for the three and six month pergodied June 30, 2015,
respectively, as compared to $2,537,000 and $3)085pr the same periods in 2014. The factorsrdmrting to these results will be
discussed below.

e The Company recognized no loan loss provisthiing the second quarter of 2015 and a $125,80€rsal of loan loss provisions
during the six month period of 2015. This compacea $1,877,000 reversal of loan loss provisiominduthe three and six month
periods of 2014, which was largely a function déda@n settlement of $2,923,000 which resulted irloan recovery of $1,877,000.

* Netinterest income increased $25,000 or 0.4% 422 $00 or 1.0% for the three and six month perantted June 30, 201
respectively, compared to the same periods in 20h& increase was primarily due to growth of @amnl and investment security
portfolios.

* Nor-interest income increased by $229,000 or 24.7%$ddé,000 or 25.7% for the three and six month&eérddine 30, 2015,
respectively, as compared to the same periodslid.Zlhe increase was primarily from nonrecurringies recorded in other income
earned during 2015, as described in further de&ddw.

* Nor-interest expense increased by $204,000 or 4.19$421,000 or 4.3% for the three and six month pisriended June 30, 2015,
respectively, as compared to the same periodslid.Zlhe increase was mainly due to an increaseffing) necessary to support the
loan and deposit growth and the opening of ourymanch in December 2014.

+ Total assets increased $14.3 million or 1.9%nffdecember 31, 2014. Total net loans increase®bt®¥ million or 2.1% and
investment securities increased by $6.6 millio.&86 from December 31, 2014 to June 30, 2015, vdgfeosits increased by $14.4
million or 2.1% for the same period.

Income Summary

For the three and six month periods ended Jun2@®i®, the Company recorded net income of $1,510a00063,036,000, respectively,
representing decreases of $1,027,000 and $90%60fmmpared to the same periods in 2014. Retuaverage assets (annualized) was 0.81¢
for the three and six months ended June 30, 2@&1&mpared with 1.50% and 1.17%, respectivelyttfersame periods in 2014. Annualized
return on average common equity was 7.94% and 8f08%ae three and six months ended June 30, 2@%pectively, as compared to 14.53%
and 11.65% for the same periods of 2014.
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Net income before provisions for income taxes desed $1,827,000 and $1,605,000 for the three amdath periods ended June 30, 2C
respectively, from the comparable 2014 periodse ifkome statement components of these varianeessdollows:

Pre-Tax Income Variance Summary:

Effect on Pre-Tax Effect on Pre-Tax

(In thousands) Income Income
Increase Increase
(Decrease) (Decrease)
Three Months
Ended Six Months Endec

June 30, 2015 June 30, 2015

Change from 2014 to 2015 in:

Net interest income $ 25 3 12z
Provision for loan losses (1,877) (1,752)
Non-interest income 22¢ 44¢€
Non-interest expense (2049 (427)

Change in net income before income taxes $ (1,82) $ (1,605

These variances will be explained in the discusbilow.

Net Interest Income

Net interest income is the largest source of the@my's operating income. For the three and six momettiopls ended June 30, 2015, net
interest income was $6.2 million and $12.4 millieespectively, which represented increases of $8500 0.4% and $122,000 or 1.0% from
the comparable periods in 2014.

The net interest margin (net interest income asragmtage of average interest earning assets) \W@%3and 3.72% for the three and six
months period ended June 30, 2015, respectivelichadeclined compared to 4.07% and 4.06% for tineesperiods in 2014. Overall, the
Company has experienced net interest margin coipresince the economic downturn in 2010 for sdwesons: 1) deposit interest rates
have essentially reached a threshold in which taeyot reasonably be further reduced, 2) competiticthe lending market has driven new
loan rates down, 3) loan and investment portfoledds continue to decrease due to contractualaiggriand 4) deposit growth has out-paced
loan growth and the elevated interest-bearing basdnces, which yield approximately 0.25%, have p@ssed our net interest margin.

The cost of funds on interest-bearing liabilitiés cbcognize a moderate decrease of 2 basis fointise three and six months ended June 30,
2015, compared to the same periods of 2014 dugrtioeir rate reductions mainly from certificate epdsit accounts that matured and renewe:
at lower rates. In addition, average non-interestring demand deposit balances increased by $liignrand $24.0 million, for the three and
six month periods ended June 30, 2015, respectiaslgompared to the same periods of 2014.

Earning asset yield decreased by 40 basis poidt8amasis points for the three and six month pereanded June 30, 2015, respectively,
compared to the same periods of 2014. The yield@ms decreased by 54 basis points and 35 basitsgor the second quarter and six month
period of 2015, respectively, as compared to 20idpite of the significant portion of our loansttare at their contractual rate floors. This
decrease in loan yield was primarily a result ahpetitive pressure on the pricing of new loan fuigdiand a decrease in loan fee income
recognition. The drop in loan yield was offset gplbying a portion of the low yielding cash equertl balances into the loan and investment
portfolios which recognized average balance in@eas $36.3 million and $2.1 million, respectivaly the six month period of 2015 as
compared to 2014.

33




The following tables shows the relative impact lofieges in average balances of interest earnintsams interest bearing liabilities, and
interest rates earned and paid by the Companyase thssets and liabilities for the three and sirtmperiods ended June 30, 2015 and 2014

Net Interest Analysis

Three Months Ended June 30, 2015 Three Months Ended June 30, 2014
Interest Interest
(in thousands) Average Income / Avg Rate/ Average Income / Avg Rate/
Balance Expense Yield Balance Expense Yield
Assets:
Earning assets:
Gross loans (1) (2) $ 453,83! $ 5,37 4.75% $ 418,69t $ 5,521 5.2%%
Investment securities (2) 126,49! 1,12¢ 3.5% 121,72¢ 93t 3.06%
Federal funds sold 16,07: 9 0.22% 17,51¢ 10 0.2:%
Interest-earning deposits 101,17: 72 0.2¢% 68,31( 51 0.3(%
Total interest-earning assets 697,57t 6,58¢ 3.7¢% 626,25( 6,52° 4.1&%
Total noninterest earning assets 54,61¢ 52,33:
Total Assets 752,19! 678,58
Liabilities and Shareholders' Equity:
Interest-bearing liabilities:
Interest-earning DDA 15,56 1 0.0%% 14,22 1 0.05%
Money market deposits 265,93: 69 0.1(% 235,33: 69 0.12%
NOW deposits 109,62 19 0.07% 94,11« 15 0.0€%
Savings deposits 47,55« 14 0.12% 39,95¢ 11 0.11%
Time certificates of deposit
$100,000 or more 30,64: 39 0.51% 33,37t 49 0.5%%
Other time deposits 16,84: 13 0.31% 17,937 17 0.3¢%
Other borrowings 2C 0 0.0C9%s 0 0 0.0(%
Total interest-bearing liabilities 486,17 15¢E 0.1%% 434,93 162 0.15%
Noninteres-bearing liabilities:
Noninterest-bearing deposits 185,99: 169,34
Other liabilities 3,77¢ 4,24
Total noninterest-bearing liabilities 189,76¢ 173,58¢
Shareholders' equity 76,24¢ 70,05¢
Total liabilities and shareholders'
equity $ 752,19! $ 678,58.
Net interest incom $ 6,421 $ 6,361
Net interest spread (. 3.6€% 4.02%
Net interest margin (< 3.7(% 4.01%

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

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

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

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

(5) Annual interest rates are computed by dividimg interest income/expense by the number of daty=iperiod multiplied by 365.
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Six months ended Six months ended

June 30, 2015 June 30, 2014
Interest Interest
(in thousands) Average Income / Avg Rate/ Average Income / Avg Rate/
Balance Expense Yield Balance Expense Yield
Assets:
Earning assets:
Gross loans (1) (2) $ 454,97 $ 10,78: 4.7¢% $ 418,66: $ 10,65: 5.1%%
Investment securities (2 122,41¢ 2,20¢ 3.65% 120,33t 2,20¢ 3.7(%
Federal funds sold 14,27¢ 17 0.24% 20,47 24 0.24%
Interest-earning deposi 104,82 13¢ 0.27% 68,82¢ 94 0.28%
Total interest-earning asset 696,49: 13,14 3.81% 628,30: 12,97¢ 4.16%
Total noninterest earning
assets 57,29: 52,31:
Total assets 753,79: 680,61.
Liabilities and
Shareholders' Equity:
Interest-bearing liabilities:
Interest-earning DDA 15,757 3 0.04% 12,897 3 0.05%
Money market deposits 261,01: 13¢ 0.11% 240,48: 142 0.12%
NOW deposits 110,32¢ 37 0.07% 93,99° 31 0.07%
Savings deposits 44,94° 25 0.11% 40,54 24 0.12%
Time certificates of
deposit $100,000 or
more 31,05« 78 0.51% 33,54¢ 9¢ 0.6(%
Other time deposits 16,96: 26 0.31% 18,16 36 0.4(%
Other borrowings 24 0 0.00% 0 0 0.00%
Total interest-bearing
liabilities 480,08: 307 0.15% 439,62¢ 33t 0.15%
Noninteres-bearing
liabilities:
Noninterest-bearing
deposits 193,62: 169,58!
Other liabilities 4,32¢ 4,01z
Total noninterest-bearing
liabilities 197,94¢ 173,59¢
Shareholders' equity 75,76 67,38’
Total liabilities and
shareholders' equity $ 753,79: $ 680,61
Net interest incom $ 12,83¢ $ 12,64(
Net interest spread (. 3.68% 4.01%
Net interest margin (£ 3.72% 4.06%

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

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

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

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

(5) Annual interest rates are computed by dividimg interest income/expense by the number of day®iperiod multiplied by 365.
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Shown in the following tables are the relative igsaon net interest income of changes in the aeevagstanding balances (volume) of earning
assets and interest bearing liabilities and thesrairned and paid by the Company on those asgElisibilities for the three and six month
periods ended June 30, 2015 and 2014. Changetehest income and expense that are not attriteisgd@cifically to either rate or volume are
allocated to the rate column below.

Rate / Volume Variance Analysi
(In thousands)

For the Three Months Ended
June 30, 2015 vs 2014
Increase (Decrease)
in interest income and expense

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

Interest income:
Gross loans (1) (2) $ 464 $ (614 $ (150)
Investment securities (2) 37 152 18¢
Federal funds sold (2) 0 1)
Interest-earning deposits 25 (4) 21

Total interest income $ 52t § (466) $ 59

Interest expense:

Interest-earning DDA 0 0] 0
Money market deposits 9 (9) 0
NOW deposits 2 2 4
Savings deposits 2 1 3
Time CD $100K or more 4 (6) (10
Other time deposits Q) (3 (4)
Other borrowings 0 0 0
Total interest expens $ 8 % (15 $ W)

Change in net interest incom $ 517 $ (451 $ 66

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

The table above reflects how the current low irgerate environment has impacted assets more ititalities as indicated by the decrease of
$452,000 in net interest income due to the rataghdor the second quarter of 2015. This is npicl for the Company, as we have
historically been liability sensitive, however, dsji interest rates are at historic lows and hasemtially reached a threshold in which they
cannot reasonably be further reduced and existiagd are continuing to reprice downward while neank are funding at historically low
rates. The decrease in loan yields resulted inld $60 decrease to loan interest income for thetgueompared to prior year. The increase in
earning asset balances combined with the overal@h in mix of balances resulted in an increaskba¥,000 to net interest income over the
same period.
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For the Six Months Ended June 30,
2015 vs 2014
Increase (Decrease)
in interest income and expense

(in thousands) due to changes in:
Volume Rate Total
Interest income:
Gross loans (1) (2) $ 924 $ (795) $ 12¢
Investment securities (2) 38 37 1
Federal funds sold (7 0 (7
Interest-earning deposits 49 (4) 45
Total interest income $ 1,00/ § (836) $ 16¢
Interest expense:
Interest-earning DDA $ 1% @ % -
Money market deposits 12 @an (5)
NOW deposits 5 1 6
Savings deposits 3 (2 1
Time CD $100K or more @) 14) (21)
Other time deposits (2 (8) (10)
Other borrowings 0 0 0
Total interest expens $ 12§ (41) $ (29
Change in net interest incom $ 99z $ (799) $ 197

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

The table above reflects how the current low irgerate environment has impacted assets more ititalities as indicated by the decrease of
$795,000 in net interest income due to the rataghdor the six month period of 2015. This is typical for the Company, as we have
historically been liability sensitive, however, dsji interest rates are at historic lows and hasemtially reached a threshold in which they
cannot reasonably be further reduced and existiagd are continuing to reprice downward while neank are funding at historically low
rates. The decrease in loan yields resulted irod $00 decrease to loan interest income year-t-a@hpared to last year. The increase in
earning asset balances combined with the overaligh in mix of balances resulted in an increask962,000 to net interest income over the
same period.

Non-Interest Income
Nonr-interest income represents service charges orsdeggmzounts and other non-interest related chargéddees, including fees from
mortgage commissions and investment service femriec For the three and six month periods ended 30n2015, non-interest income was

$1,156,000 and $2,183,000, representing incredsk220,000 or 24.7% and $446,000 or 25.7%, respagticompared to the same periods in
2014,
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The following tables show the major componentsaf-mterest income:

(in thousands)

For the Three Months Ended June 30,

2015 2014 $ change % change
Service charges on deposits $ 30¢€ $ 33€ $ (29) (8.3%)
Earnings on cash surrender value of li
insurance 10€ 11C (4) (3.6%)
Mortgage commissions 42 49 (7) (14.3%)
Gains on called securities 73 4 69 1725.(%
Other income 627 42¢ 19¢ 46.5%
Total non-interest income $ 1,15¢ $ 927 $ 22¢ 24. 1%
(in thousands) For the Six Months Ended June 30,
2015 2014 $ change % change
Service charges on deposits $ 62C $ 64t $ (25) (3.€%)
Earnings on cash surrender value of i
insurance 214 211 3 1.4%
Mortgage commissions 88 78 10 12.£%
Net gain on sales and calls of securi 182 12 17C 1416.%
Other income 1,07¢ 791 28¢ 36.4%
Total non-interest income $ 2,18: $ 1,737 $ 44¢ 25.1%

Service charges on deposits decreased by $28,@808287000 for the three and six months ended JAn2@.5, respectively, compared to the
same periods in 2014, as a result of a decreaseeiiraft activity and corresponding overdraft feegransaction deposit accounts.

Mortgage commissions decreased by $7,000 for thetejuended June 30, 2015 and increased by $19€20€o-date in 2015, as compared to
the same periods of 2014, as the demand for homohgses and refinancing continues to recover at@denate pace.

Net gain on sales and calls of securities increage®69,000 and $170,000 for the three and six hwenhded June 30, 2015, respectivel
compared to the same periods in 2014, mainly dae tiocrease in calls and sales of securities.

Other income increased by $199,000 and $288,00téothree and six month periods ended June 3®, 2B1lcompared to the same periods 0
2014, mainly as a result of the year-to-date irsgeaf $101,000 in FHLB stock dividend income ,eghmination of our checking rewards
program in December 2014 that saved $94,000 inncepa@yments and an increase of $32,000 in deldt fe&rincome.

Non-Interest Expense

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

The following tables show the major componentsarf-interest expenses:

(in thousands) For the Three Months Ended June 30,

2015 2014 $ change % change
Salaries and employee benefits $ 2,95t $ 2,70¢ $ 251 9.2%
Occupancy 724 713 11 1.5%
Data processing fees 35¢ 33C 28 8.5%
Regulatory assessments (FDIC & DB( 131 12C 11 9.2%
Other 1,02 1,127 (97) (8.6%)
Total non-interest expense $ 519 § 4,98¢ § 204 4.1%
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(in thousands) For the Six Months Ended June 30,

2015 2014 $ change % change
Salaries and employee benefits $ 593t $ 541t $ 528 9.7%
Occupancy 1,471 1,45¢ 13 0.£%
Data processing fees 711 65€ 55 8.4%
Regulatory assessments (FDIC & DB( 24t 24C 5 2.1%
Other 1,92¢ 2,101 (179 (8.3%)
Total non-interest expense $ 10,29° $ 9,87C $ 421 4.5%

Nor-interest expenses increased by $204,000 or 4. t4421,000 or 4.3% for the three and six monthedrdine 30, 2015, respectively, as
compared to the same periods of 2014. Salariegmpibyee benefits increased $251,000 and $52300A@be three and six months ended
June 30, 2015, respectively, as compared to the gamods of 2014, primarily due to full time ecqalient staffing increase from 144 to 152 to
support continued loan and deposit growth and gemimg of our Tracy branch in December 2014.

Data processing fees increased by $28,000 and (85500 the three and six month periods ended JOn&@L5, respectively, as a result of an
increased number of transaction accounts. Othezresgpdecreased by $97,000 and $175,000 for the aink six months ended June 30, 2015
respectively, compared to the same periods in 2@bdhly as a result of a recovery of impaired leapense recorded during the first quarte
2015, corresponding to the payoff of a non-perfagriban which was partially offset by a combinatafrexpenses incurred to support the
growth of our product lines and services.

FDIC and DBO (California Department of Business Bight) regulatory assessments increased by $1506055,000 for the three and
months ended June 30, 2015, respectively, as ceuifgarthe same periods in 2014. The initial basessment rate for financial instituti
varies based on the overall risk profile of thetitnton as defined by the FDIC. The assessmemtdatreased as a result of our improvec
profile, but was offset by a higher deposit bas2da5 as compared to 2014, as the FDIC assessateatare applied to average quarterly
liabilities as the primary basis.

Occupancy expenses increased by $11,000 and $1800@ three and six months ended June 30, 2@%pectively, as compared to the sam
periods of 2014, which is primarily due to the rerpense and general overhead associated withréfoy ranch which opened in December
2014.

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

Income Taxes

We reported a provision for income taxes of $653,80d $1,382,000 for the three and six month peresdied June 30, 2015, respectively,
representing decreases of $800,000 and $696,00thgzared to the provisions reported in the compeanadriods of 2014. The effective
income tax rate on income from continuing operatiamas 30.2% and 31.3% for the three and six maided June 30, 2015, respectively,
compared to 36.4% and 34.5% for the comparablegeinf 2014. These provisions reflect accrualderes at the applicable rates for federal
income tax and California franchise tax based upported pre-tax income, and adjusted for the &ffetall permanent differences between
income for tax and financial reporting purposeisas earnings on qualified municipal securitiedl.Band certain tax-exempt loans). The
disparity between the effective tax rates for 288®ompared to 2014 is primarily due to tax creditsn California Enterprise Zones and low
income housing projects as well as tax free-incom&ans within these enterprise zones and munisgrurities and loans that comprise a
larger proportion of pre-tax income in 2015 as careg to 2014.

Asset Quality

Non-performing assets consist of loans on non-acatadlis, including loans restructured on non-acatals, where the terms of repayment
have been renegotiated resulting in a reductiateéerral of interest or principal, loans 90 daysnare past due and still accruing interest and
other real estate owned (“OREQ").

Loans are generally placed on non-accrual statehliey become 90 days past due, unless managbatienes the loan is adequately
collateralized and in the process of collectione Plast due loans may or may not be adequatelyealeed, but collection efforts are
continuously pursued. Loans may be restructurechédyagement when a borrower has experienced somgeha financial status, causing an
inability to meet the original repayment terms, aritere we believe the borrower will eventually aame those circumstances and repay the



loan in full. OREO consists of properties acquibydoreclosure or similar means and which manageinénds to offer for sale.
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Non-accrual loans totaled $4.36 million at June 3@,32@&s compared to $4.70 million at December 31420rhe non-accrual loans as of June
30, 2015 are loans made to five borrowers primdoitypurposes of commercial real estate. As of Bhe2015 , we had five loans considered
troubled debt restructurings totaling $3.27 milliaii of which are included in non-accrual loans.

OREO as of June 30, 2015 consisted of three piiepedne of which was a residential land acquinedugh foreclosure that was written down
to a zero balance because the public utilities Im¢déoeen obtainable rendering these land lots dretable at this time. The other two OREO
properties consisted of commercial real estatdingt$834,000 and were acquired through foreclasure

The following table presents information about Bamk’s non-performing assets, including asset guaditios as of June 30, 2015 and

December 31, 2014:

Non-Performing Assets

(in thousands) June 30, December 31,
2015 2014
Loans in non-accrual status $ 4,36: $ 4,70C
Loans past due 90 days or more and accruing 0 0
Total non-performing loans 4,36: 4,70(
Other real estate owned 834 884
Total non-performing assets $ 519: $ 5,58¢
Allowance for loan losses $ 7,39C $ 7,53¢

Asset quality ratios:

Non-performing assets to total assets 0.68% 0.7/%
Non-performing loans to total loans 0.9% 1.0%
Allowance for loan losses to total loans 1.5% 1.6€%
Allowance for loan losses to total non-performingns 169.% 160.2%

Non-performing assets decreased by $337,000 as of3lyrg015, as compared to December 31, 2014, esuét of $1,365,000 in principal
payments and charge-offs of $15,000. This was offfgewo additional loans totaling $1,043,000 tvatre placed on non-accrual loans status
during the first six months of 2015. There wasiavalue write down of $50,000 on an OREO propeitying the first six months of 2015,
leaving the balance at $834,000 as June 30, 281theaCompany continued to hold the three propentientioned above.

Allowance for Loan and Lease Loss€'ALLL")

Due to credit risk inherent in our lending businegs routinely set aside allowances through chat@esirnings. Such charges are not only
made for the outstanding loan portfolio, but alsodff-balance sheet items, such as commitmengstiend credits or letters of credit. Charges
made for the outstanding loan portfolio have beedlited to the allowance for loan losses, wherbasges for off-balance sheet items have
been credited to the reserve for off-balance sitem®is, which is presented as a component of oihigitities. The Company recorded no
provisions during the three months ended June @b 2nd a reversal of $125,000 for the six montited June 30, 2015, as compared to a
reversal of loan loss provisions of $1,877,000terthree and six month periods in 2014.

The allowance for loan losses decreased by $14400®1%, to $7.39 million at June 30, 2015, avpgared with $7.53 million at
December 31, 2014. The Company recognized thesdserin the allowance for loan losses during tisé $ix months of the year due to the
$125,000 reversal of loan loss provision as preslipdescribed, which was offset by net loan charffeof $19,000. The decrease to the
allowance for loan losses and increase in grossslossulted in a decrease in the allowance for llasses as a percentage of total loans to
1.59% at June 30, 2015, as compared to 1.66% ariieer 31, 2014.

The Company will continue to monitor the adequakcthe allowance for loan losses and make additiorike allowance in accordance with
analysis referred to above. Because of uncertaiiritgerent in estimating the appropriate levehef allowance for loan losses, actual results
may differ from management’s estimate of credisé&ssand the related allowance.

The Company makes provisions for loan losses wheguired to bring the total allowance for loan amask losses to a level deemed approj
for the level of risk in the loan portfolio. Atdst quarterly, management conducts an assessmitat @ferall quality of the loan portfolio and
general economic trends in the local market. Tdéterdhination of the appropriate level for the allmee is based on that review, considering



such factors as historical experience, the voluneetgpe of lending conducted, the amount of andtifled potential loss associated with
specific non-performing loans, regulatory policigeneral economic conditions, and other factoegtedlto the collectability of loans in the
portfolio.
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Although management believes the allowance at 30n2015 was adequate to absorb probable lossesaing known and inherent risks in the
portfolio, no assurance can be given that the adveffect of current and future economic condition®ur service areas, or other variables,
will not result in increased losses in the loantfatio in the future.

Investment Activities

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

Cash Equivalents

The Company holds federal funds sold, unpledgedadbla-for-sale securities and salable governmeatrgnteed loans to help meet liquidity
requirements and provide temporary holdings uhélfunds can be otherwise deployed or investedfAsine 30, 2015, and December 31,
2014, we had $142.0 million and $144.3 million pedtively, in cash and cash equivalents.

Investment Securitie

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

Management has evaluated the investment secysiti¢folio to determine if the impairment of any saty in an unrealized loss position is
temporary or other than temporary. We conductragie review and evaluation of the securities fmit to determine if the value of any
security has declined below its carrying valuesuéh decline is deemed other than temporary, wédnamjust the carrying amount of the
security by writing down the security to fair valirough a charge to current period income or agehto accumulated other comprehensive
income depending on the nature of the impairmedtraanagements intent or requirement to sell therggcManagement has determined that
no investment security is other than temporarilpaimed. The unrealized losses are due primariigterest rate changes.
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Deposits
Total deposits at June 30, 2015 were $683.9 mjléo®l4.4 million or 2.1% increase from the deptugdl of $669.6 million at December 31,
2014. Average deposits increased $64.5 milliod&®3.7 million for the six month period ended J@80e2015 as compared to the same perio

in 2014. We attracted deposits due to the safetysanndness of the Bank and our focus on custoeneics.

Deposits Outstandini

June 30, December 31, Six month change

(in thousands) 2015 2014 $ %
Demand $ 207,29 $ 22595 $ (18,667 (8.2%)
NOwW 113,27! 108,37- 4,901 4.5%
MMDA 266,37: 247,44, 18,92¢ 7.€%
Savings 50,09( 39,41 10,67¢ 27.1%
Time < $100K 16,27: 16,77: (49¢) (3.C%)
Time > $100K 30,63¢ 31,62¢ (987) (3.1%)
$ 683,93 $ 669,58: $ 14,35¢ 2.1%

Because our client base is comprised primarilyosfimercial and industrial accounts, individual actdealances are generally higher than
those of consumer-oriented banks. Six of our ddieairry deposit balances of more than 1% of oat ti#posits, one of which had a deposit
balance of more than 3% of total deposits at Jn@@15.

Since our deposit growth strategy emphasizes agpesit growth we have avoided relying on brokereglogits as a consistent source of
funds. The Company had $1.8 million in brokeredas#s as of June 30, 2015 and December 31, 20¥lofily brokered deposits the Bank
holds are from CDARS and ICS, a certificate of défpand money market account program, respectitledt,exchanges funds with other
network banks to offer full FDIC insurance coveragéhe customer.

Borrowings

Although deposits are the primary source of furmofir lending and investment activities and fangyal business purposes, we may obtain
advances from the Federal Home Loan Bank of Samciseo (“FHLB”) as an alternative to retail depdsitds. Our outstanding FHLB
advances remained a zero balance at December B4 a2@ June 30, 2015, as we continue to rely onsiegrowth as our primary source of
funding. See “Liquidity Management” below for thetdils on the FHLB borrowings program.

Capital Ratios

The Company is regulated by the Board of Governbthe Federal Reserve Board (FRB) and is subjettid securities registration and public
reporting regulations of the Securities and Exclea@gmmission. As a California-state chartered bankbanking subsidiary is subject to
primary supervision, examination and regulatiorth®y California Department of Business Oversight @Bnd the Federal Reserve Board.
The Federal Reserve Board is the primary fedegallegor of state member banks. The Bank is alsgestito regulation by the FDIC, which
insures the Bank’s deposits as permitted by law avéenot aware of any recommendations of regulatatiorities or otherwise which, if they
were to be implemented, would have a material effacour liquidity, capital resources, or operasion

The Company must comply with regulatory capitaluiegments established by the FRB. Failure to meeinnum capital requirements can
initiate certain mandatory, and possibly additiatiatretionary, actions by regulators that, if utaleen, could have a direct material effect on
our financial statements. Under capital adequadyedines and the regulatory framework for promptective action, we must meet specific
capital guidelines that involve quantitative measusf our assets, liabilities, and certain off-batasheet items as calculated under regulatory
accounting practices. Our capital amounts and ifilestson are also subject to qualitative judgmeoyshe regulators about components, risk
weightings, and other factors. These capital stalsd@quire us to maintain minimum ratios of “Tiércapital to total risk-weighted assets and
total capital to risk-weighted assets of 6.00% &%, respectively. Tier 1 capital is comprisedotél shareholders’ equity calculated in
accordance with generally accepted accounting ipfes; excluding accumulated other comprehensiwerire (loss), less intangible assets, an
total capital is comprised of Tier 1 capital plestain adjustments, the largest of which is owvadince for loan losses. Risk-weighted assets
refer to our on- and off-balance sheet exposudiasted for their related risk levels using fornsuset forth in FRB and FDIC regulations.

In addition to the risk-based capital requiremelgscribed above, we are subject to a leverageatapguirement, which calls for a minimum



ratio of Tier 1 capital (as defined above) to qedytaverage total assets of 4.00%.
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In July 2013, the U.S. banking agencies approved.tls. version of Basel lll. The federal bank regy agencies adopted version of Base
revises the risk-based and leverage capital remeinés and the method for calculating risk-weigtassiets to make them consistent with Base
[Il and to meet the requirements of the Dodd-Frank Although many of the rules contained in thésal regulations are applicable only to
large, internationally active banks, some of theithapply on a phased in basis to all banking oigations, including the Company and the
Bank. Among other things, the rules establish a memimum common equity Tier 1 ratio (4.5% of risleighted assets), a higher minimum
Tier 1 risk-based capital requirement (6.0% of-iigkighted assets) and a minimum non-risk-basedageeratio (4.00% eliminating a 3.00%
exception for higher rated banks). The new addii@apital conservation buffer of 2.5% of risk wtigd assets over each of the required
capital ratios will be phased in from 2016 to 2@h@ must be met to avoid limitations on the abilitghe Bank to pay dividends, repurchase
shares or pay discretionary bonuses. The additf@oantercyclical capital bufferis also required for larger and more complex iogtns. Th
new rules assign higher risk weighting to expostitasare more than 90 days past due or are orcoara status and certain commercial real
estate facilities that finance the acquisition,alepment or construction of real property. The swdéso change the permitted composition of
Tier 1 capital to exclude trust preferred secwsijtimortgage servicing rights and certain deferagdassets and include unrealized gains and
losses on available for sale debt and equity siesi(with a one-time opt out option for StandaediBanks (banks with less than $250 billion
of total consolidated assets and less than $1i0rbitif foreign exposures)). The rules, includinggaiative requirements for smaller community
financial institutions like the Company, would beaged in through 2019. The implementation of theeBHI framework for the Company and
the Bank commenced on January 1, 2015.

Failure to meet minimum capital requirements caygér regulatory actions that could have a matewdaierse effect on our financial statem
and operations. Under capital adequacy guidelindsfze regulatory framework for prompt correctivdi@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 ifilestson are also subject to qualitative judgmeoyshe regulators about components, risk
weightings, and other factors.

The following table shows our capital ratios, aswakated under regulatory guidelines, comparedhéoregulatory minimum capital ratios and
the regulatory minimum capital ratios needed tdifuas a “well-capitalized” institution at June 32015 and December 31, 2014:

To be well
capitalized under
(in thousands) For capital prompt corrective
Actual adequacy purposes action provisions
Capital ratios for Bank: Amount Ratio Amount Ratio Amount Ratio
As of June 30, 2015
Total capital (to Risk- Weighted Assets $ 81,76( 14.2% $ 45,397 >8.0% $ 56,74¢ >10.0%
Tier | capital (to Risk- Weighted Assets $ 74,66( 13.2% $ 34,04¢ >6.0% $ 45,397 >8.0%
Common Equity Tier 1 Capital (to Risk
Weighted Assets) $ 74,66( 13.2% $ 2553¢ >45% $ 36,88t >6.5%
Tier | capital (to Average Assets) $ 74,66( 9.€% $ 30,08¢ >4.0% $ 37,606 >5.0%
As of December 31, 2014
Total capital (to Risk- Weighted Assets $ 79,16¢ 14.5% $ 43,77¢ >8.0% $ 54,72: >10.0%
Tier | capital (to Risk- Weighted Assets $ 72,31¢ 13.2% $ 21,88¢ >4.0% $ 32,83 >6.0%
Tier | capital (to Average Assets) $ 72,31¢ 10.1% $ 28,78: >4.0% $ 35,97¢ >5.0%
Capital ratios for Bancorp:
As of June 30, 2015
Total capital (to Risk- Weighted Assets $ 85,491 14.5% $ 45,40 >8.0% N/A N/A
Tier | capital (to Risk- Weighted Assets $ 75,39( 13.2% $ 34,05! >6.0% N/A N/A
Common Equity Tier 1 Capital (to Risk
Weighted Assets) $ 75,39( 13.2% $ 25,53¢ >4.5% N/A N/A
Tier | capital (to Average Assets) $ 75,39( 10.(% $ 30,08¢ >4.0% N/A N/A
As of December 31, 2014
Total capital (to Risk- Weighted Assets $ 79,873 14.5% $ 43,78 >8.0% N/A N/A
Tier | capital (to Risk- Weighted Assets $ 73,02( 13.5% $ 21,89 >4.0% N/A N/A

Tier | capital (to Average Assets) $ 73,02( 10.2% $ 28,787 >4.0% N/A N/A



43




Our bank subsidiary is also subject to capital iregoients similar to those discussed above. The bahgidiarys capital ratios do n
vary materially from our capital ratios presentedwe. At June 30, 2015, our bank subsidiary exad#ue minimum ratios established by the
FRB.

Liquidity Management

Since the Company is a holding company and doesamutuct regular banking operations, its primamyrees of liquidity are
dividends from the Bank. Under the California FiciahCode, payment of a dividend from the Banki® €ompany is restricted to the lesse
the Bank'’s retained earnings or the amount of theki undistributed net profits from the previous thiiseal years. The primary uses of fu
for the Company are stockholder dividends, investrirethe Bank and ordinary operating expenses.dgament anticipates that there will be
sufficient earnings at the Bank level to provideidiinds to the Company to meet its funding requéinets for the foreseeable future.

Maintenance of adequate liquidity requires thafisieht resources be available at all times to neegtcash flow requirements.
Liquidity in a banking institution is required prarily to provide for deposit withdrawals and thedit needs of its customers and to take
advantage of investment opportunities as they drig@idity management involves our ability to camvassets into cash or cash equivalents
without incurring significant loss, and to raiseslear maintain funds without incurring excessivdiidnal cost. For this purpose, we maintain
a portion of our funds in cash and cash equivaleatigble government guaranteed loans and sesuaitalable for sale. We obtain funds from
the repayment and maturity of loans as well as siepdlows, investment security maturities and gawns, Federal funds purchased, FHLB
advances, and other borrowings. Our primary usésmfs are the origination of loans, the purchddewestment securities, withdrawals of
deposits, maturity of certificate of deposits, ngpant of borrowings and dividends to common andepred stockholders. Our liquid assets at
June 30, 2015 were $217.6 million compared to $2828llion at December 31, 2014. Our liquidity Iéweeasured as the percentage of liquid
assets to total assets was 28.5% and 29.9% aB0u2615 and December 31, 2014, respectively. Weipate that cash and cash equivalents
on hand and other sources of funds will providegadée liquidity for our operating, investing andancing needs and our regulatory liquidity
requirements for the foreseeable future. Managemenitors our liquidity position daily, balancingdn funding/payments with changes in
deposit activity and overnight investments.

As a secondary source of liquidity, we rely on athes from the FHLB to supplement our supply of &id funds and to meet
deposit withdrawal requirements. Advances fromRR&B are typically secured by a portion of our Iqaortfolio. The FHLB determines
limitations on the amount of advances by assigaipgrcentage to each eligible loan category thihtwint towards the borrowing capacity.
As of June 30, 2015, our borrowing capacity from EtLB was approximately $18.4 million and theraeveo outstanding advances. We alsc
maintain 2 lines of credit with correspondent barkpurchase up to $25 million in federal funds, idnich there were no advances as of June
30, 2015.

Off-Balance-Sheet Arrangements

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

As of June 30, 2015 and December 31, 2014, we dianitments to extend credit of $90.3 million andl&million, respectively,
which includes obligations under letters of credi$1.7 million and $1.1 million, respectively.

The effect on our revenues, expenses, cash flodidigndity from the unused portion of the commitmeto provide credit cannot
reasonably predicted because there is no guardrgethe lines of credit will be used.

ltem 3. Quantitative and Qualitative Disclosures About Market Risk

Not applicable.

Item 4. Controls and Procedures

The Company’s Chief Executive Officer and its Cht@fancial Officer, after evaluating the effectiess of the Company’s disclosure controls
and procedures, as defined in Exchange Act Rules1&e) and 15(d)-15(e) promulgated under the &xgh Act, as of the end of the period
covered by this report (the “Evaluation Date”) haemcluded that as of the Evaluation Date, the Gomis disclosure controls and procedures
were adequate and effective to ensure that mateftamation relating to the Company would be madewn to them by others within the
Company, particularly during the period in whiclstreport was being prepared. Disclosure contintsprocedures are designed to ensure
information required to be disclosed by us in tygorts that we file or submit under the Exchangeid\cecorded, processed, summarized and



reported within the time periods specified in tlee@ities and Exchange Commission’s rules and forisclosure controls and procedures
include, without limitation, controls and procedsidesigned to ensure that information requirecetdibclosed by us in the reports that we file
under the Exchange Act is accumulated and commigtida our management, including our Chief Exeeu@ifficer and Chief Financial
Officer, as appropriate to allow timely decisiorgarding required disclosure.
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There were no significant changes in our interoati| over financial reporting during the lastch quarter that have materially affected, or
are reasonably likely to materially affect, ourimtal control over financial reporting subsequerthe Evaluation Date, nor were there any
significant deficiencies or material weaknessesuich controls requiring corrective actions.
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings
There are no pending, or to management's knowledgethreatened, material legal proceedings to lnvie are a defendant, or to which any

of our properties are subject. There are no mategal proceedings to which any director, any nueei for election as a director, any execu
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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Iltem 6.

Exhibits

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

Exhibit
No. Exhibit Description
31.01 Certification of Principal Executive Officearsuant to Rule 13a-14(a)/15d-14(a) as adopteslipat to Section 302 of
the Sarbanes-Oxley Act of 2002.
31.02 Certification of Principal Financial Officeursuant to Rule 13a-14(a)/15d-14(a) as adopteslipat to Section 302 of
the Sarbanes-Oxley Act of 2002.
32.01 Certification pursuant to 18 U.S.C. Secfi8B0 as adopted pursuant to Section 906 of theaBag®xley Act of 2002
101.INS*  XBRL Instance Document
101.SCH* XBRL Taxonomy Extension Schema Document
101.CAL* XBRL Taxonomy Extension Calculation Linkge Document
101.DEF* XBRL Taxonomy Extension Definition Link&& Document
101.LAB* XBRL Taxonomy Extension Label Linkbase @onent
101.PRE* XBRL Taxonomy Extension Presentation bigrke Document

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

Pursuant to the requirements of the Securities &xgh Act of 1934, as amended, the registrant Hgscdused this report to be signec

its behalf by the undersigned thereunto duly autledr

Date: August 12, 2015
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Richard A. McCarty
Executive Vice President and Chief Financial Office
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Exhibit 31.01

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

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

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

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife 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&))%(nd internal control over financial reportirag defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

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

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

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentenisi report our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyeport 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 fodigbal quarter in the case of an annual repo#) ltas materially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatioiternal 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 céoirer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refiancial information; and

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

Date: August 12, 201

/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. | have reviewed this quarterly report on ForrQ0f Oak Valley Bancorp;

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

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

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

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

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

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

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

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

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

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

Date: August 12, 201

/s/ RICHARD A. MCCARTY
Richard A. McCarty
Chief Financial Officer




Exhibit 32.01

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

I, Christopher M. Courtney, certify pursuant tol&.C. Section 1350, as adopted pursuant to Se@iérof the Sarbanes-Oxley Act of
2002, that the Quarterly Report of Oak Valley Bapoon Form 10-Q for the quarterly period ended BMe2015, fully complies with the
requirements of Section 13(a) or 15(d) of the SdesrExchange Act of 1934 and that informationtedmed in such Form 1Q-fairly presents
in all material respects, the financial conditiodaesults of operations of Oak Valley Bancorp.

Date: August 12, 2015 By: /s/ 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 SectioroB& Sarbane®xley Act of 2002
that the Quarterly Report of Oak Valley Bancorpramm 10-Q for the quarterly period ended June 8a52fully complies with the
requirements of Section 13(a) or 15(d) of the SdesrExchange Act of 1934 and that informationtedmed in such Form 1Q-fairly presents
in all material respects, the financial conditiodaesults of operations of Oak Valley Bancorp.

Date: August 12, 2015 By: /sl RICHARD A. MCCARTY
Name: Richard A. McCarty
Title: Chief Financial Officer




