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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
FARMERS & MERCHANTS BANCORP

Consolidated Balance Sheets
(in thousands, except shares)

December

Sept. 30, 31, Sept. 30,

2015 2014 2014
Assets (Unaudited) (Unaudited)
Cash and Cash Equivalents:
Cash and Due from Banks $41,595 $42,375 $34,293
Interest Bearing Deposits with Banks 8,705 34,750 4,923
Total Cash and Cash Equivalents 50,300 77,125 39,216
Investment Securities:
Available-for-Sale 344,728 366,542 336,526
Held-to-Maturity 66,257 63,863 69,441
Total Investment Securities 410,985 430,405 405,967
Loans & Leases 1,910,270 1,712,244 1,615,771
Less: Allowance for Credit Losses 39,090 35,401 34,267
Loans & Leases, Net 1,871,180 1,676,843 1,581,504
Premises and Equipment, Net 26,856 25,821 24,927
Bank Owned Life Insurance 55,418 53,990 53,514
Interest Receivable and Other Assets 85,332 96,367 92,541
Total Assets $2,500,071 $2,360,551 $2,197,669
Liabilities
Deposits:
Demand $603,430 $610,133  $516,093
Interest Bearing Transaction 373,193 341,397 326,368
Savings and Money Market 672,052 644,260 614,137
Time 483,967 468,283 419,615
Total Deposits 2,132,642 2,064,073 1,876,213
Federal Home Loan Bank Advances 5,500 - 36,000
Subordinated Debentures 10,310 10,310 10,310
Interest Payable and Other Liabilities 100,495 52,990 47,910
Total Liabilities 2,248,947 2,127,373 1,970,433
Shareholders' Equity
Preferred Stock: No Par Value, 1,000,000 Shares Authorized, None Issued
or Outstanding - - -
Common Stock: Par Value $0.01, 7,500,000 Shares Authorized, 788,982,
784,082 and 777,882 Shares Issued and Outstanding at September 30, 2015,
December 31, 2014 and September 30, 2014, Respectively 8 8 8
Additional Paid-In Capital 80,217 77,804 75,014
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Retained Earnings 167,996 152,833 151,268
Accumulated Other Comprehensive Income 2,903 2,533 946

Total Shareholders' Equity 251,124 233,178 227,236
Total Liabilities and Shareholders' Equity $2,500,071 $2,360,551 $2,197,669

The accompanying notes are an integral part of these unaudited consolidated financial statements
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FARMERS & MERCHANTS BANCORP
Consolidated Statements of Income (Unaudited)

(in thousands except per share data)

Interest Income

Interest and Fees on Loans & Leases
Interest on Deposits with Banks
Interest on Investment Securities:
Taxable

Exempt from Federal Tax

Total Interest Income

Interest Expense
Deposits

Borrowed Funds
Subordinated Debentures
Total Interest Expense

Net Interest Income
Provision for Credit Losses
Net Interest Income After Provision for Credit Losses

Non-Interest Income

Service Charges on Deposit Accounts

Net Gain on Sale of Investment Securities

Increase in Cash Surrender Value of Life Insurance
Debit Card and ATM Fees

Net Gain (Loss) on Deferred Compensation Investments
Other

Total Non-Interest Income

Non-Interest Expense

Salaries and Employee Benefits

Net Gain (Loss) on Deferred Compensation Investments
Occupancy

Equipment

FDIC Insurance

Other

Total Non-Interest Expense

Income Before Income Taxes
Provision for Income Taxes

Net Income

Basic Earnings Per Common Share

Three Months

Ended

September 30,

2015 2014

$20,915 $18,166
36 5
1,574 1,849
513 594
23,038 20,614
777 621
- 5
83 82
860 708
22,178 19,906
22,178 19,906
840 1,022
266 4
485 477
808 797
224 37 )
1,087 657
3,710 2,920
9,980 9,336
224 37 )
757 724
786 714
302 264
2,439 1,541
14,488 12,542
11,400 10,284
4,360 3,852

$7,040 $6,432

$8.96

$8.27

Nine Months
Ended September
30,
2015 2014
$59,648 $51,178
159 110
4,742 6,073
1,538 1,758
66,087 59,119
2,243 1,819
- 5
244 242
2,487 2,066
63,600 57,053
650 -
62,950 57,053
2,603 2,944
272 38
1,428 1,405
2,389 2,322
773 1,493
3,735 1,823
11,200 10,025
29,645 26,710
773 1,493
2,142 1,981
2,294 2,117
883 778
5,730 4,137
41,467 37,216
32,683 29,862
12,491 11,044
$20,192 $18,818
$25.70  $24.19

The accompanying notes are an integral part of these unaudited consolidated financial statements
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FARMERS & MERCHANTS BANCORP
Consolidated Statements of Comprehensive Income (Unaudited)

(in thousands)

Net Income

Other Comprehensive Income (Loss)

Change in Net Unrealized Gain (Loss) on Available-for-Sale Securities
Deferred Tax Benefit (Expense) Related to Unrealized Gains
Reclassification Adjustment for Realized Gains on Available-for-Sale
Securities Included in Net Income

Deferred Tax Benefit Related to Reclassification Adjustment

Change in Net Unrealized Gain (Loss) on Available-for-Sale Securities, Net
of Tax

Total Other Comprehensive (Loss) Income

Comprehensive Income

Three Months
Ended September
30,

2015 2014
$7,040 $6,432

2,460  (1,752)
(1,033) 736

266 ) 4 )
111 2

1,272 (1,018)
1,272 (1,018)

$8,312 $5414

The accompanying notes are an integral part of these unaudited consolidated financial statements
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Nine Months
Ended September
30,

2015 2014
$20,192 $18,818

910 5,929
(382 ) (2,493)

272 ) (38 )

114 16
370 3,414
370 3,414

$20,562 $22,232
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FARMERS & MERCHANTS BANCORP
Consolidated Statements of Changes in Shareholders' Equity (Unaudited)

(in thousands except share data) .. Accumulated
Common Commo Additional Retained Other Total
Shares toc aid-In Earnings ComprehensivShareholders'
Outstanding Capital Income Equity
(Loss), net
Balance, January 1, 2014 777882 $ 8 $75014 $137,350 $ (2,468 ) $209,904
Net Income - - 18,818 - 18,818
Cash Dividends Declared on -
Common Stock ($6.30 per share) - - 4,900 ) - (4,900 )
Change in Net Unrealized Gain (Loss) on
Securities Available-for-Sale, Net of Tax - - - 3,414 3,414
Balance, September 30, 2014 777882 $ 8 $75,014 $151,268 $ 946 $227,236
Balance, January 1, 2015 784,082 $ 8 $77.804 $152.,833 $ 2,533 $233,178
Net Income - - 20,192 - 20,192
Cash Dividends Declared on -
Common Stock ($6.40 per share) - (5,029 ) - (5,029 )

Issuance of Common Stock 4,900 - 2,413 - - 2,413
Change in Net Unrealized Gain (Loss) on

Securities Available-for-Sale, Net of Tax - - - 370 370
Balance, September 30, 2015 788982 $ 8 $80,217 $167,996 $ 2,903 $251,124

The accompanying notes are an integral part of these unaudited consolidated financial statements
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FARMERS & MERCHANTS BANCORP
Consolidated Statements of Cash Flows (Unaudited)

(in thousands)
Operating Activities:
Net Income

Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:

Provision for Credit Losses

Depreciation and Amortization

Net Amortization of Investment Security Premiums & Discounts
Net Gain on Sale of Investment Securities

Net Gain on Sale of Property & Equipment

Net Change in Operating Assets & Liabilities:

Net Increase in Interest Receivable and Other Assets

Net Increase (Decrease) in Interest Payable and Other Liabilities
Net Cash Provided by Operating Activities

Investing Activities:

Purchase of Investment Securities Available-for-Sale

Proceeds from Sold, Matured or Called Securities Available-for-Sale
Purchase of Investment Securities Held-to-Maturity

Proceeds from Matured or Called Securities Held-to-Maturity
Net Loans & Leases Paid, Originated or Acquired

Principal Collected on Loans & Leases Previously Charged Off
Additions to Premises and Equipment

Proceeds from Sale of Property & Equipment

Net Cash Used by Investing Activities

Financing Activities:

Net Increase in Deposits

Net Changes in Other Borrowings

Cash Dividends

Net Cash Provided by Financing Activities

Decrease in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

Supplementary Data

Cash Payments Made for Income Taxes

Issuance of Common Stock to the Bank’s Non-Qualified Retirement Plans

Interest Paid

Nine Months
Ended September 30,
2015 2014
$20,192 $18,818
650 -

1,184 991
1,163 1,249
272 ) (38 )
(392 ) (15 )
(1,245 ) (5,984 )
60,303 (258 )
81,583 14,763
(134,407) (65,637 )
156,214 138,298
(12,015 ) (15,660 )
9,574 14,711
(198,093) (227,739)
3,106 197
2,498 ) (3,045 )
671 29
(177,448) (158,846)
68,569 68,522
5,500 36,000
(5,029 ) (4,900 )
69,040 99,622
(26,825 ) (44,461 )
77,125 83,677
$50,300 $39,216
$5,175 $10,900
$2,413 $-
$2,275 $2,103

The accompanying notes are an integral part of these unaudited consolidated financial statements
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FARMERS & MERCHANTS BANCORP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

1. Significant Accounting Policies

Farmers & Merchants Bancorp (the “Company’) was organized March 10, 1999. Primary operations are related to
traditional banking activities through its subsidiary Farmers & Merchants Bank of Central California (the “Bank™),
which was established in 1916. The Bank’s wholly owned subsidiaries include Farmers & Merchants Investment
Corporation and Farmers/Merchants Corp. Farmers & Merchants Investment Corporation has been dormant since
1991. Farmers/Merchants Corp. acts as trustee on deeds of trust originated by the Bank.

The Company’s other subsidiaries include F & M Bancorp, Inc. and FMCB Statutory Trust I. F & M Bancorp, Inc. was
created in March 2002 to protect the name F & M Bank. During 2002 the Company completed a fictitious name filing
in California to begin using the streamlined name “F & M Bank™ as part of a larger effort to enhance the Company’s
image and build brand name recognition. In December 2003 the Company formed a wholly owned subsidiary, FMCB
Statutory Trust I. FMCB Statutory Trust I is a non-consolidated subsidiary per Generally Accepted Accounting
Principles in the United States of America (“U.S. GAAP”) and was formed for the sole purpose of issuing Trust
Preferred Securities and related subordinated debentures.

The accounting and reporting policies of the Company conform to U.S. GAAP and prevailing practice within the
banking industry. The following is a summary of the significant accounting and reporting policies used in preparing
the consolidated financial statements.

Basis of Presentation
The accompanying consolidated financial statements and notes thereto have been prepared in accordance with
accounting principles generally accepted in the United States of America for financial information.

These statements have been prepared pursuant to the rules and regulations of the Securities and Exchange
Commission (“SEC”) for interim reporting on Form 10-Q. Accordingly, certain disclosures normally presented in the
notes to the annual consolidated financial statements prepared in accordance with U.S. GAAP have been omitted. The
Company believes that the disclosures are adequate to make the information not misleading. These interim financial
statements should be read in conjunction with the consolidated financial statements and notes thereto included in the
Company’s Annual Report on Form 10-K for the year ended December 31, 2014. The results of operations for the
three-month and nine-month periods ended September 30, 2015 may not necessarily be indicative of future operating
results.

The accompanying consolidated financial statements include the accounts of the Company and the Company’s wholly
owned subsidiaries, F & M Bancorp, Inc. and the Bank, along with the Bank’s wholly owned subsidiaries, Farmers &
Merchants Investment Corporation and Farmers/Merchants Corp. Significant inter-company transactions have been
eliminated in consolidation.

The preparation of consolidated financial statements in conformity with U. S. GAAP requires management to make
estimates and assumptions. These estimates and assumptions affect the reported amounts of assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from these estimates.

Certain amounts in the prior years' consolidated financial statements and related footnote disclosures have been
reclassified to conform to the current-year presentation. These reclassifications had no effect on previously reported
net income or total shareholders’ equity. In the opinion of management, the accompanying consolidated financial
statements reflect all adjustments (consisting only of normal recurring adjustments), which are necessary for a fair

11
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presentation of financial results for the periods presented.
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Cash and Cash Equivalents

For purposes of the Consolidated Statements of Cash Flows, the Company has defined cash and cash equivalents as
those amounts included in the balance sheet captions Cash and Due from Banks, Interest Bearing Deposits with
Banks, Federal Funds Sold and Securities Purchased Under Agreements to Resell. For these instruments, the carrying
amount is a reasonable estimate of fair value.

Investment Securities

Investment securities are classified at the time of purchase as held-to-maturity (“HTM”) if it is management’s intent and
the Company has the ability to hold the securities until maturity. These securities are carried at cost, adjusted for
amortization of premium and accretion of discount using a level yield of interest over the estimated remaining period
until maturity. Losses, reflecting a decline in value judged by the Company to be other than temporary, are recognized
in the period in which they occur.

Securities are classified as available-for-sale (“AFS”) if it is management’s intent, at the time of purchase, to hold the
securities for an indefinite period of time and/or to use the securities as part of the Company’s asset/liability
management strategy. These securities are reported at fair value with aggregate unrealized gains or losses excluded
from income and included as a separate component of shareholders’ equity, net of related income taxes. Fair values are
based on quoted market prices or broker/dealer price quotations on a specific identification basis. Gains or losses on
the sale of these securities are computed using the specific identification method.

Trading securities, if any, are acquired for short-term appreciation and are recorded in a trading portfolio and are
carried at fair value, with unrealized gains and losses recorded in non-interest income.

Management evaluates securities for other-than-temporary impairment (“OTTI”) on at least a quarterly basis, and more
frequently when economic or market conditions warrant such an evaluation. For securities in an unrealized loss
position, management considers the extent and duration of the unrealized loss, and the financial condition and
near-term prospects of the issuer. Management also assesses whether it intends to sell, or it is more likely than not that
it will be required to sell, a security in an unrealized loss position before recovery of its amortized cost basis. If either
of the criteria regarding intent or requirement to sell is met, the entire difference between amortized cost and fair value
is recognized as impairment through earnings. For debt securities that do not meet the aforementioned criteria, the
amount of impairment is split into two components as follows: (1) OTTI related to credit loss, which must be
recognized in the income statement; and (2) OTTI related to other factors, which is recognized in other comprehensive
income. The credit loss is defined as the difference between the present value of the cash flows expected to be
collected and the amortized cost basis. For equity securities, the entire amount of impairment is recognized through
earnings.

In order to determine OTTI for purchased beneficial interests that, on the purchase date, were not highly rated, the
Company compares the present value of the remaining cash flows as estimated at the preceding evaluation date to the
current expected remaining cash flows. OTTI is deemed to have occurred if there has been an adverse change in the
remaining expected future cash flows.

Loans & Leases

Loans & leases are reported at the principal amount outstanding net of unearned discounts and deferred loan & lease
fees and costs. Interest income on loans & leases is accrued daily on the outstanding balances using the simple interest
method. Loan & lease origination fees are deferred and recognized over the contractual life of the loan or lease as an
adjustment to the yield. Loans & leases are placed on non-accrual status when the collection of principal or interest is
in doubt or when they become past due for 90 days or more unless they are both well-secured and in the process of
collection. For this purpose a loan or lease is considered well-secured if it is collateralized by property having a net
realizable value in excess of the amount of the loan or lease or is guaranteed by a financially capable party. When a
loan or lease is placed on non-accrual status, the accrued and unpaid interest receivable is reversed and charged

13
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against current income; thereafter, interest income is recognized only as it is collected in cash. Additionally, cash
would be applied to principal if all principal was not expected to be collected. Loans & leases placed on non-accrual
status are returned to accrual status when the loans or leases are paid current as to principal and interest and future
payments are expected to be made in accordance with the contractual terms of the loan or lease.

9
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A loan or lease is considered impaired when, based on current information and events, it is probable that the Company
will be unable to collect all amounts due, including principal and interest, according to the contractual terms of the
original agreement. Impaired loans or leases are either: (1) non-accrual loans & leases; or (2) restructured loans &
leases that are still accruing interest. Loans or leases determined to be impaired are individually evaluated for
impairment. When a loan or lease is impaired, the Company measures impairment based on the present value of
expected future cash flows discounted at the loan or lease's effective interest rate, except that as a practical expedient,
it may measure impairment based on a loan's or lease’s observable market price, or the fair value of the collateral if the
loan or lease is collateral dependent. A loan or lease is collateral dependent if the repayment of the loan or lease is
expected to be provided solely by the underlying collateral.

A restructuring of a loan or lease constitutes a troubled debt restructuring (“TDR”) if the Company for economic or legal
reasons related to the borrower’s (the term “borrower” is used herein to describe a customer who has entered into either a
loan or lease transaction) financial difficulties grants a concession to the borrower that it would not otherwise

consider. Restructured loans & leases typically present an elevated level of credit risk as the borrowers are not able to
perform according to the original contractual terms. If the restructured loan or lease was current on all payments at the
time of restructure and management reasonably expects the borrower will continue to perform after the restructure,
management may keep the loan or lease on accrual. Loans & leases that are on nonaccrual status at the time they
become TDR, remain on nonaccrual status until the borrower demonstrates a sustained period of performance, which

the Company generally believes to be six consecutive months of payments, or equivalent. A loan or lease can be
removed from TDR status if it was restructured at a market rate in a prior calendar year and is currently in compliance
with its modified terms. However, these loans or leases continue to be classified as impaired and are individually
evaluated for impairment as described above.

Generally, the Company will not restructure loans or leases for borrowers unless: (1) the existing loan or lease is
brought current as to principal and interest payments; and (2) the restructured loan or lease can be underwritten to
reasonable underwriting standards. If these standards are not met other actions will be pursued (e.g., foreclosure) to
collect outstanding loan or lease amounts. After restructure a determination is made whether the loan or lease will be
kept on accrual status based upon the underwriting and historical performance of the restructured credit.

Allowance for Credit Losses

The allowance for credit losses is an estimate of probable incurred credit losses inherent in the Company's loan &
lease portfolio as of the balance sheet date. The allowance is established through a provision for credit losses which is
charged to expense. Additions to the allowance are expected to maintain the adequacy of the total allowance after
credit losses and loan & lease growth. Credit exposures determined to be uncollectible are charged against the
allowance. Cash received on previously charged off amounts is recorded as a recovery to the allowance. The overall
allowance consists of three primary components: specific reserves related to impaired loans & leases; general reserves
for inherent losses related to loans & leases that are not impaired; and an unallocated component that takes into
account the imprecision in estimating and allocating allowance balances associated with macro factors.

The determination of the general reserve for loans & leases that are collectively evaluated for impairment is based on
estimates made by management, to include, but not limited to, consideration of historical losses by portfolio segment,
internal asset classifications, qualitative factors that include economic trends in the Company's service areas, industry
experience and trends, geographic concentrations, estimated collateral values, the Company's underwriting policies,
the character of the loan & lease portfolio, and probable losses inherent in the portfolio taken as a whole.

The Company maintains a separate allowance for each portfolio segment (loan & lease type). These portfolio
segments include: (1) commercial real estate; (2) agricultural real estate; (3) real estate construction (including land
and development loans); (4) residential 15t mortgages; (5) home equity lines and loans; (6) agricultural; (7)
commercial; (8) consumer and other; and (9) equipment leases. The allowance for credit losses attributable to each
portfolio segment, which includes both individually evaluated impaired loans & leases and loans & leases that are
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collectively evaluated for impairment, is combined to determine the Company's overall allowance, which is included
on the consolidated balance sheet.
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The Company assigns a risk rating to all loans & leases and periodically performs detailed reviews of all such loans &
leases over a certain threshold to identify credit risks and assess overall collectability. For smaller balance loans &
leases, such as consumer and residential real estate, a credit grade is established at inception, and then updated only
when the loan or lease becomes contractually delinquent or when the borrower requests a modification. For larger
balance loans, management monitors and analyzes the financial condition of borrowers and guarantors, trends in the
industries in which borrowers operate and the fair values of collateral securing these loans & leases. These credit
quality indicators are used to assign a risk rating to each individual loan or lease. These risk ratings are also subject to
examination by independent specialists engaged by the Company. The risk ratings can be grouped into five major
categories, defined as follows:

Pass — A pass loan or lease is a strong credit with no existing or known potential weaknesses deserving of
management's close attention.

Special Mention — A special mention loan or lease has potential weaknesses that deserve management's close attention.
If left uncorrected, these potential weaknesses may result in deterioration of the repayment prospects for the loan or
lease or in the Company's credit position at some future date. Special mention loans & leases are not adversely
classified and do not expose the Company to sufficient risk to warrant adverse classification.

Substandard — A substandard loan or lease is not adequately protected by the current financial condition and paying
capacity of the borrower or the value of the collateral pledged, if any. Loans or leases classified as substandard have a
well-defined weakness or weaknesses that jeopardize the liquidation of the debt. Well defined weaknesses include a
project's lack of marketability, inadequate cash flow or collateral support, failure to complete construction on time or
the project's failure to fulfill economic expectations. They are characterized by the distinct possibility that the
Company will sustain some loss if the deficiencies are not corrected.

Doubtful — Loans or leases classified doubtful have all the weaknesses inherent in those classified as substandard with
the added characteristic that the weaknesses make collection or liquidation in full, based on currently known facts,
conditions and values, highly questionable or improbable.

Loss — Loans or leases classified as loss are considered uncollectible. Once a loan or lease becomes delinquent and
repayment becomes questionable, the Company will address collateral shortfalls with the borrower and attempt to
obtain additional collateral. If this is not forthcoming and payment in full is unlikely, the Company will estimate its
probable loss and immediately charge-off some or all of the balance.

The general reserve component of the allowance for credit losses also consists of reserve factors that are based on
management's assessment of the following for each portfolio segment: (1) inherent credit risk; (2) historical losses;
and (3) other qualitative factors. These reserve factors are inherently subjective and are driven by the repayment risk
associated with each portfolio segment described below:

Commercial Real Estate — Commercial real estate mortgage loans are generally considered to possess a higher inherent
risk of loss than the Company’s commercial, agricultural and consumer loan types. Adverse economic developments or
an overbuilt market impact commercial real estate projects and may result in troubled loans. Trends in vacancy rates

of commercial properties impact the credit quality of these loans. High vacancy rates reduce operating revenues and
the ability for properties to produce sufficient cash flow to service debt obligations.

Real Estate Construction — Real estate construction loans, including land loans, are generally considered to possess a
higher inherent risk of loss than the Company’s commercial, agricultural and consumer loan types. A major risk arises
from the necessity to complete projects within specified cost and time lines. Trends in the construction industry
significantly impact the credit quality of these loans, as demand drives construction activity. In addition, trends in real
estate values significantly impact the credit quality of these loans, as property values determine the economic viability
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of construction projects.

Commercial — These loans are generally considered to possess a moderate inherent risk of loss because they are
shorter-term; typically made to relationship customers; generally underwritten to existing cash flows of operating
businesses; and may be collateralized by fixed assets, inventory and/or accounts receivable. Debt coverage is provided
by business cash flows and economic trends influenced by unemployment rates and other key economic indicators are
closely correlated to the credit quality of these loans.

11
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Agricultural Real Estate and Agricultural — These loans are generally considered to possess a moderate inherent risk of
loss since they are typically made to relationship customers and are secured by crop production, livestock and related
real estate. These loans are vulnerable to two risk factors that are largely outside the control of Company and
borrowers: commodity prices and weather conditions.

Leases — Equipment leases are generally considered to possess a moderate inherent risk of loss. As Lessor, the
Company is subject to both the credit risk of the borrower and the residual value risk of the equipment. Credit risks
are underwritten using the same credit criteria the Company would use when making an equipment term loan.
Residual value risk is managed through the use of qualified, independent appraisers that establish the residual values
the Company uses in structuring a lease.

Residential 1st Mortgages and Home Equity Lines and Loans — These loans are generally considered to possess a low
inherent risk of loss, although this is not always true as evidenced by the correction in residential real estate values
that occurred between 2007 and 2012. The degree of risk in residential real estate lending depends primarily on the
loan amount in relation to collateral value, the interest rate and the borrower's ability to repay in an orderly fashion.
Economic trends determined by unemployment rates and other key economic indicators are closely correlated to the
credit quality of these loans. Weak economic trends indicate that the borrowers' capacity to repay their obligations
may be deteriorating.

Consumer & Other — A consumer installment loan portfolio is usually comprised of a large number of small loans
scheduled to be amortized over a specific period. Most installment loans are made for consumer purchases. Economic
trends determined by unemployment rates and other key economic indicators are closely correlated to the credit
quality of these loans. Weak economic trends indicate that the borrowers' capacity to repay their obligations may be
deteriorating.

At least quarterly, the Board of Directors reviews the adequacy of the allowance, including consideration of the
relative risks in the portfolio, current economic conditions and other factors. If the Board of Directors and
management determine that changes are warranted based on those reviews, the allowance is adjusted. In addition, the
Company's and Bank's regulators, including the Federal Reserve Bank (“FRB”), the California Department of Business
Oversight (“DBO”) and the Federal Deposit Insurance Corporation (“FDIC”), as an integral part of their examination
process, review the adequacy of the allowance. These regulatory agencies may require additions to the allowance
based on their judgment about information available at the time of their examinations.

Allowance for Credit Losses on Off-Balance-Sheet Credit Exposures

The Company also maintains a separate allowance for off-balance-sheet commitments. Management estimates
anticipated losses using historical data and utilization assumptions. The allowance for off-balance-sheet commitments
is included in Interest Payable and Other Liabilities on the Company’s Consolidated Balance Sheet.

Premises and Equipment

Premises, equipment, and leasehold improvements are stated at cost, less accumulated depreciation and amortization.
Depreciation is computed principally by the straight line method over the estimated useful lives of the assets.
Estimated useful lives of buildings range from 30 to 40 years, and for furniture and equipment from 3 to 7 years.
Leasehold improvements are amortized over the lesser of the terms of the respective leases, or their useful lives, which
are generally 5 to 10 years. Remodeling and capital improvements are capitalized while maintenance and repairs are
charged directly to occupancy expense.

Other Real Estate

Other real estate, which is included in other assets, is expected to be sold and is comprised of properties no longer
utilized for business operations and property acquired through foreclosure in satisfaction of indebtedness. These
properties are recorded at fair value less estimated selling costs upon acquisition. Revised estimates to the fair value
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less cost to sell are reported as adjustments to the carrying amount of the asset, provided that such adjusted value is
not in excess of the carrying amount at acquisition. Initial losses on properties acquired through full or partial
satisfaction of debt are treated as credit losses and charged to the allowance for credit losses at the time of acquisition.

Subsequent declines in value from the recorded amounts, routine holding costs, and gains or losses upon disposition,
if any, are included in non-interest expense as incurred.

12
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Income Taxes

The Company uses the liability method of accounting for income taxes. This method results in the recognition of
deferred tax assets and liabilities that are reflected at currently enacted income tax rates applicable to the period in
which the deferred tax assets or liabilities are expected to be realized or settled. As changes in tax laws or rates are
enacted, deferred tax assets and liabilities are adjusted through the provision for income taxes. The deferred provision
for income taxes is the result of the net change in the deferred tax asset and deferred tax liability balances during the
year. This amount combined with the current taxes payable or refundable results in the income tax expense for the
current year.

The Company follows the standards set forth in the “Income Taxes” topic of the Financial Accounting Standards Board
(“FASB”) Accounting Standard Codification (“ASC”), which clarifies the accounting for uncertainty in income taxes
recognized in an enterprise’s financial statements. This standard prescribes a recognition threshold and measurement
standard for the financial statement recognition and measurement of an income tax position taken or expected to be
taken in a tax return. It also provides guidance on derecognition, classification, interest and penalties, accounting in
interim periods, disclosure, and transition.

When tax returns are filed, it is highly certain that some positions taken would be sustained upon examination by the
taxing authorities, while others are subject to uncertainty about the merits of the position taken or the amount of the
position that would be ultimately sustained. The benefit of a tax position is recognized in the financial statements in
the period during which, based on all available evidence, management believes it is more likely than not that the
position will be sustained upon examination, including the resolution of appeals or litigation processes, if any. Tax
positions taken are not offset or aggregated with other positions. Tax positions that meet the more-likely-than-not
recognition threshold are measured as the largest amount of tax benefit that is more than 50 percent likely of being
realized upon settlement with the applicable taxing authority. The portion of the benefits associated with tax positions
taken that exceeds the amount measured as described above is reflected as a liability for unrecognized tax benefits in
the accompanying consolidated balance sheet along with any associated interest and penalties that would be payable
to the taxing authorities upon examination.

Interest expense and penalties associated with unrecognized tax benefits, if any, are included in the provision for
income taxes in the Unaudited Consolidated Statements of Income.

Dividends and Basic Earnings Per Common Share

The Company’s common stock is not traded on any exchange. The shares are primarily held by local residents and are
not actively traded. Basic earnings per common share amounts are computed by dividing net income by the weighted
average number of common shares outstanding for the period. There are no common stock equivalent shares.
Therefore, there is no presentation of diluted earnings per common share. See Note 6.

Segment Reporting

The “Segment Reporting” topic of the FASB ASC requires that public companies report certain information about
operating segments. It also requires that public companies report certain information about their products and services,
the geographic areas in which they operate, and their major customers. The Company is a holding company for a
community bank, which offers a wide array of products and services to its customers. Pursuant to its banking strategy,
emphasis is placed on building relationships with its customers, as opposed to building specific lines of business. As a
result, the Company is not organized around discernible lines of business and prefers to work as an integrated unit to
customize solutions for its customers, with business line emphasis and product offerings changing over time as needs
and demands change. Therefore, the Company reports one segment.

Derivative Instruments and Hedging Activities
The “Derivatives and Hedging” topic of the FASB ASC establishes accounting and reporting standards for derivative

instruments, including certain derivative instruments embedded in other contracts, and for hedging activities. All
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derivatives, whether designated in hedging relationships or not, are required to be recorded on the balance sheet at fair
value. Changes in the fair value of those derivatives are accounted for depending on the intended use of the derivative
and the resulting designation under specified criteria. If the derivative is designated as a fair value hedge, the changes
in the fair value of the derivative and of the hedged item attributable to the hedged risk are recognized in earnings. If
the derivative is designated as a cash flow hedge, designed to minimize interest rate risk, the effective portions of the
change in the fair value of the derivative are recorded in other comprehensive income (loss), net of related income
taxes. Ineffective portions of changes in the fair value of cash flow hedges are recognized in earnings.

13
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From time to time, the Company utilizes derivative financial instruments such as interest rate caps, floors, swaps, and
collars. These instruments are purchased and/or sold to reduce the Company’s exposure to changing interest rates. The
Company marks to market the value of its derivative financial instruments and reflects gain or loss in earnings in the
period of change or in other comprehensive income (loss). The Company was not utilizing any derivative instruments
as of or for the periods ended September 30, 2015, December 31, 2014 or September 30, 3014.

Comprehensive Income

The “Comprehensive Income” topic of the FASB ASC establishes standards for the reporting and display of
comprehensive income and its components in the financial statements. Other comprehensive income (loss) refers to
revenues, expenses, gains, and losses that U.S. GAAP recognize as changes in value to an enterprise but are excluded
from net income. For the Company, comprehensive income includes net income and changes in fair value of its
available-for-sale investment securities.

Loss Contingencies

Loss contingencies, including claims and legal actions arising in the ordinary course of business, are recorded as
liabilities when the likelihood of loss is probable and an amount or range of loss can be reasonably estimated.
Management does not believe there now are such matters that will have a material effect on the financial statements.

2. Investment Securities

The amortized cost, fair values, and unrealized gains and losses of the securities available-for-sale are as follows
(in thousands):

Gross
Amortized Unrealized Fair/Book
September 30, 2015 Cost Gains Losses Value
Government Agency & Government-Sponsored Entities $41,448  $65 $- $41,513
US Treasury Notes 30,069 231 - 30,300
Mortgage Backed Securities () 251,483 5,024 312 256,195
Corporate Securities 16,235 - - 16,235
Other 485 - - 485
Total $339,720 $5,320 $312  $344,728
Gross
Amortized Unrealized Fair/Book
December 31, 2014 Cost Gains Losses Value
Government Agency & Government-Sponsored Entities $78,051 $61 $3 $78,109
Mortgage Backed Securities () 283,636 4,969 657 287,948
Other 485 - - 485
Total $362,172 $5,030 $660 $366,542
Gross
Amortized Unrealized Fair/Book
September 30, 2014 Cost Gains Losses Value
Government Agency & Government-Sponsored Entities $13,220  $141  $- $13,361
Mortgage Backed Securities () 321,187 3,936 2443 322,680
Other 485 - - 485
Total $334,892 $4,077 $2,443 $336,526

(1 All Mortgage Backed Securities consist of securities collateralized by residential real estate and were issued by an
agency or government sponsored entity of the U.S. government.
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The book values, estimated fair values and unrealized gains and losses of investments classified as held-to-maturity
are as follows (in thousands):

Gross
Book Unrealized Fair
September 30, 2015 Value Gains Losses Value
Obligations of States and Political Subdivisions $64,134 $658 $ 26  $64,766
Other 2,123 - - 2,123
Total $66,257 $658 $ 26 $66,889
Gross
Book Unrealized Fair
December 31, 2014 Value Gains Losses Value
Obligations of States and Political Subdivisions $61,716 $782 $ 10 $62,488
Other 2,147 - - 2,147
Total $63,863 $782 $ 10 $64,635
Gross
Book Unrealized Fair
September 30, 2014 Value Gains Losses Value
Obligations of States and Political Subdivisions $67,206 $725 $ 17 $67,914
Other 2,235 - - 2,235
Total $69,441 $725 $ 17  $70,149

Fair values are based on quoted market prices or dealer quotes. If a quoted market price or dealer quote is not
available, fair value is estimated using quoted market prices for similar securities.

The amortized cost and estimated fair values of investment securities at September 30, 2015 by contractual maturity
are shown in the following table (in thousands):

Available-for-Sale Held-to-Maturity
Amortized Fair/Book Book Fair

September 30, 2015 Cost Value Value Value
Within one year $26,719 $26,722  $2,124 $2,123
After one year through five years 61,518 61,811 15,386 15,462
After five years through ten years - - 9,286 9,382

39,461 39,922

After ten years - -
88,237 88,533 66,257 66,889

Investment securities not due at a single maturity date:
Mortgage Backed Securities 251,483 256,195 - -
Total $339,720 $344,728 $66,257 $66,889

Expected maturities of mortgage-backed securities may differ from contractual maturities because borrowers may
have the right to prepay obligations with or without prepayment penalties.
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The following tables show those investments with gross unrealized losses and their market value aggregated by
investment category and length of time that individual securities have been in a continuous unrealized loss position at

the dates indicated (in thousands):

September 30, 2015

Securities Available-for-Sale
Mortgage Backed Securities
Total

Securities Held-to-Maturity
Obligations of States and Political Subdivisions

Total

December 31, 2014

Securities Available-for-Sale

Government Agency & Government-Sponsored
Entities

Mortgage Backed Securities

Total

Securities Held-to-Maturity
Obligations of States and Political Subdivisions

Total

September 30, 2014

Securities Available-for-Sale
Mortgage Backed Securities
Total

Securities Held-to-Maturity
Obligations of States and Political Subdivisions

Total

Less Than 12

Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair
Value Loss Value Loss Value
$36,898 $ 256 $7,593 $ 56 $44.491
$36,898 $ 256 $7,593 $ 56 $44.491
$1991 $ 26 $- $ - $1,991
$1991 $ 26 $- $ - $1,991
Less Than 12
Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair
Value Loss Value Loss Value
$66,980 $ 3 $- $ - $66,980
14,487 151 33,574 506 48,061
$81,467 $ 154 $33,574 $ 506 $115,041
$849 $5 $876 $5 $1,725
$849 $5 $876 $5 $1,725
Less Than 12
Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair
Value Loss Value Loss Value
$62,825 $ 240 $64,968 $ 2,203 127,793
$62,825 $ 240 $64,968 $ 2,203 $127,793
$1943 $ 11 $2,556 $6 $4,499
$1943 $ 11 $2,556 $6 $4,499

Unrealized
Loss

$ 312
$ 312

$ 26
$ 26

Unrealized
Loss

$3
657
$ 660

Unrealized
Loss

$ 2,443
$ 2,443

$ 17
$ 17

As of September 30, 2015, the Company held 261 investment securities of which 10 were in a loss position for less
than twelve months and 1 security was in a loss position for twelve months or more. Management periodically
evaluates each investment security for other-than-temporary impairment relying primarily on industry analyst reports
and observations of market conditions and interest rate fluctuations. Management believes it will be able to collect all
amounts due according to the contractual terms of the underlying investment securities.
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Securities of Government Agency and Government Sponsored Entities — There were no unrealized losses on the
Company’s investment in securities of government agency and government sponsored entities at September 30, 2015
and September 30, 2014. The unrealized losses on the Company’s investment in securities of government agency and
government sponsored entities at December 31, 2014 were $3,000. The unrealized losses were caused by interest rate
fluctuations. Repayment of these investments is guaranteed by an agency or government sponsored entity of the U.S.
government. Accordingly, it is expected that the securities would not be settled at a price less than the amortized cost
of the Company's investment. Because the decline in market value is attributable to changes in interest rates and not
credit quality, and because the Company does not intend to sell the securities and it is more likely than not that the
Company will not have to sell the securities before recovery of their cost basis, the Company did not consider these
investments to be other-than-temporarily impaired at December 31, 2014.
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Mortgage Backed Securities — At September 30, 2015, five mortgage backed security investments were in a loss
position for less than 12 months and one was in a loss position for 12 months or more. The unrealized losses on the
Company's investment in mortgage backed securities were $312,000, $657,000, and $2.4 million at September 30,
2015, December 31, 2014, and September 30, 2014, respectively. The unrealized losses on the Company’s investment
in mortgage backed securities were caused by interest rate fluctuations. The contractual cash flows of these
investments are guaranteed by an agency or government sponsored entity of the U.S. government. Accordingly, it is
expected that the securities would not be settled at a price less than the amortized cost of the Company's investment.
Because the decline in market value is attributable to changes in interest rates and not credit quality, and because the
Company does not intend to sell the securities and it is more likely than not that the Company will not have to sell the
securities before recovery of their cost basis, the Company does not consider these investments to be
other-than-temporarily impaired at September 30, 2015, December 31, 2014 and September 30, 2014, respectively.

Obligations of States and Political Subdivisions - At September 30, 2015, five obligations of states and political
subdivisions were in a loss position for less than 12 months. None were in a loss position for 12 months or more. As
of September 30, 2015, over ninety-eight percent of the Company’s bank-qualified municipal bond portfolio is rated at
either the issue or issuer level, and all of these ratings are “investment grade.” The Company monitors the status of the
two percent of the portfolio that is not rated and at the current time does not believe any of them to be exhibiting
financial problems that could result in a loss in any individual security.

The unrealized losses on the Company’s investment in obligations of states and political subdivisions were $26,000,
$10,000, and $17,000 at September 30, 2015, December 31, 2014 and September 30, 2014, respectively. Management
believes that any unrealized losses on the Company's investments in obligations of states and political subdivisions
were primarily caused by interest rate fluctuations. The contractual terms of these investments do not permit the issuer
to settle the securities at a price less than the amortized cost of the investment. Because the Company does not intend
to sell the securities and it is more likely than not that the Company will not have to sell the securities before recovery
of their cost basis, the Company does not consider these investments to be other-than-temporarily impaired at
September 30, 2015, December 31, 2014 and September 30, 2014, respectively.

Corporate Securities - There were no unrealized losses on the Company’s investments in corporate securities at
September 30, 2015. The Company did not hold any corporate securities December 31, 2014 or September 30, 2014.
Changes in the prices of corporate securities are primarily influenced by: (1) changes in market interest rates; (2)
changes in perceived credit risk in the general economy or in particular industries; (3) changes in the perceived credit
risk of a particular company; and (4) day to day trading supply, demand and liquidity.

US Treasury Notes — There were no unrealized losses on the Company’s investments in US treasury notes at September
30, 2015. The Company did not hold any US treasury notes at December 31, 2014 or September 30, 2014.

Proceeds from sales and calls of securities were as follows:

Three Months Nine Months
Ended September Ended September
30, 30,
(in thousands) 2015 2014 2015 2014
Proceeds $53,465 $85,433 $58,000 $95,349

Gains 266 811 272 845
Losses - 807 - 807
17
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Pledged Securities

As of September 30, 2015, securities carried at $197.8 million were pledged to secure public deposits, Federal Home
Loan Bank (“FHLB”) borrowings, and other government agency deposits as required by law. This amount was $178.8
million at December 31, 2014, and $360.0 million at September 30, 2014.

The decrease in pledged securities since September 30, 2014 was due to the Company’s use of a $165 million standby
Letter of Credit (“LC”) issued by the FHLB as collateral for Public Deposits. The LC was issued December 4, 2014, and
matures December 2, 2016, with a maintenance fee of 10 basis points per annum.

3. Loans & Leases and Allowance for Credit Losses

The following tables show the allocation of the allowance for credit losses by portfolio segment and by impairment
methodology at the dates indicated (in thousands):

Home
CommercialAgriculturaReal Residential Equity Consumer
September  Real Real Estate Ist Lines & &

30, 2015 Estate Estate ConstructioMortgages Loans  AgriculturalCommerciaDther  Leases  Unallocatékb

Year-To-Date Allowance for Credit Losses:
Beginning

Balance-

January 1,

2015 $7,842 $4,185  $1,669  $1,022 $2,426  $6,104 $8,195 $218  $2211 $1,529 $3

Charge-Offs - - - - - - (12 ) (55 ) - -
Recoveries 2,939 - - 4 85 3 24 51 - -

Provision (1,536 ) 3,295 719 274 ) (356 ) (969 ) 38 2 860 (1,129) 6

Ending

Balance-

September

30, 2015 $9,245 $7,480 $2,388 $752 $2,155 $5,138 $8,245 $216  $3,071 $400
Third Quarter Allowance for Credit

Losses:

Beginning

Balance-

July 1, 2015 $8,591 $7,272  $2,177  $731 $2,073  $5,046 $8,878 $217  $2,532 $1,520 $3

Charge-Offs - - - - - - - 21 ) - -

Recoveries - - - 3 37 1 20 13 - -

Provision 654 208 211 18 45 91 53 ) 7 539 (1,120)

Ending

Balance-

September

30, 2015 $9,245 $7,480 $2,388 $752 $2,155 $5,138 $8,245 $216  $3,071 $400

Ending

Balance

Individually

Evaluated

for

Impairment 61 - - 70 35 120 879 31 - -
9,184 7,480 2,388 682 2,120 5,018 7,366 185 3,071 400
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Ending
Balance
Collectively
Evaluated
for
Impairment
Loans &
Leases:
Ending
Balance
Ending
Balance
Individually
Evaluated
for
Impairment
Ending
Balance
Collectively
Evaluated
for

Impairment $554,623 $432,610 $157,455 $194,857 $30,569 $249,153 $205,694 $6,698 $61,420 $-

18

$558,743 $432,610 $161,762 $196,893 $31,833 $249,783 $210,491 $6,735 $61,420 $-

4,120
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Home
CommerciaAgriculturaReal Residential Equity Consumer
December  Real Real Estate  1st Lines & &

31,2014 Estate Estate ConstructidMortgages Loans  AgriculturalCommerciaDther Leases  UnallocafEdtal

Year-To-Date Allowance for Credit Losses:

Beginning

Balance-

January 1,

2014 $5,178 $3,576 $654 $1,108 $2,767 $12,205 $5,697 $176  $639 $2,274 $34.
Charge-Offs - - - (73 ) (70 ) - (1 ) (132) - - 27
Recoveries 11 - - - 58 8 86 65 - - 228
Provision 2,653 609 1,015 (13 ) (329 ) (6,109 ) 2,413 109 1,572 (745 ) 1,I°
Ending

Balance-

December

31,2014 $7,842 $4,185 $1,669 $1,022 $2,426 $6,104 $8,195 $218  $2,211 $1,529 $35,
Ending

Balance

Individually

Evaluated

for

Impairment 377 - - 422 329 114 914 41 - - 2,1¢
Ending

Balance

Collectively

Evaluated

for

Impairment 7,465 4,185 1,669 600 2,097 5,990 7,281 177 2,211 1,529 33/
Loa