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PART 1
Item 1. Business

People’s Utah Bancorp (“PUB” or the “Company”) is a bank holding company, formed in 1998 and headquartered in
American Fork, Utah, which is located on the I-15 corridor between the cities of Salt Lake City and Provo. We have

18 retail banking locations, two residential mortgage offices, and other support facilities operated through our
wholly-owned banking subsidiary, People’s Intermountain Bank (“PIB” or the “Bank”). Prior to the formation of PUB, the
Bank operated as a separate legal entity as discussed in “Subsidiaries” below. We provide full-service retail banking in
many of the leading population centers in the state of Utah, including a wide range of banking and related services to
locally-owned businesses, professional firms, real-estate developers, residential home builders, high net-worth

individuals, investors and other customers. Our primary customers are small and medium-sized businesses that require
highly personalized commercial banking products and services. Our business customers are involved in a variety of
industries. We also provide a broad range of banking services and products to individuals.

Subsidiaries

The Company includes the parent holding company and one wholly-owned subsidiary, PIB. The Company’s
subsidiaries historically included Bank of American Fork and Lewiston State Bank, which was acquired in October
2013. Those subsidiaries began offering banking services in 1913 and 1905, respectively. On September 29, 2015, the
Company merged the charters of the two subsidiaries and renamed the combined bank People’s Intermountain Bank.
PIB will continue to do business using Bank of American Fork (“BAF”’) and Lewiston State Bank (“LSB”) as registered
names. As of December 31, 2015, the Company’s subsidiary was not engaged in any operations in foreign countries.
The Bank operated two divisions in 2015: BAF and LSB. Over their lives, BAF has expanded to 14 branches and a
mortgage operation within Utah and LSB has expanded to three branches in Utah and one branch in Idaho. In 2016,

the Bank will begin a new division, GrowthFunding Equipment Finance that will begin to originate leases. We have
historically purchased commercial-equipment lease paper through our banking division.

Market Area

We currently operate through 18 full-service banking locations, including 17 located in Utah and one located in
Preston, Idaho, which is near Logan, Utah. Utah is one of the fastest growing states in the United States in terms of
population, ranking 6th in 2015 percentage growth according to the U.S. Census Bureau. Over 75% of Utah’s
population is concentrated along Interstate 15, specifically within Davis, Weber, Salt Lake and Utah Counties. The
next largest population centers in the state are in Washington and Cache Counties. These six counties make up
approximately 84.7% of Utah’s population. Most of the major business and economic activity in Utah is located in the
counties where we currently have branches. We also hold loans which are located throughout the United States,
primarily though our leasing division.

Competition

The banking and financial services business in our market areas is highly competitive. We compete for loans, deposits
and customers with other commercial banks, local community banks, savings and loan associations, securities and
brokerage companies, mortgage companies, insurance companies, finance companies, money market funds, credit
unions and other non-bank financial services providers. Many of these competitors are much larger in total assets and
capitalization, have greater access to capital markets and offer a broader range of financial services than we can offer.
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Our competition for deposit and loan products is strong and directly affects the pricing of those products and the terms
on which we offer them to customers. Price competition for deposits may adversely affect our ability to generate
low-cost core deposits in our primary market areas sufficient to fund our asset growth. As a result, we may seek
alternative funding through borrowings and we may need to price our deposit products more aggressively, which
would result in an increase in our costs of funding and a reduction in our net interest margin. While our deposit base
has increased, several larger banks have grown their deposit market share in our markets faster than we
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have, resulting in a declining relative deposit market share for us in some of our existing markets. We believe our
declining relative market share in deposits has resulted primarily from aggressive marketing and advertising, branch
expansion, expanded delivery channels and more attractive rates offered by larger bank competitors. Technological
innovation continues to contribute to greater competition in domestic and international financial services markets.

The market share of PUB and our largest competitor by county at June 30, 2015 as reported by SNL: Briefing Book:
2015 Deposit Market Share — Banks, excluding non-retail branches (SNL Report), is as follows:

PUB Competitor's
Deposit Deposit
PUB Market  Largest Market

Area Ranking Share Competitor Share
Cache County 3 16.97 % Zions Bancorp. 29.78 %
Davis County 10 0.98 % Wells Fargo & Co. 31.60 %
Franklin County, ID 1 33.69 % Wells Fargo & Co. 29.25 %
Salt Lake County 12 0.25 % JPMorgan Chase & Co. 32.47 %
Utah County 3 12.67 % Wells Fargo & Co. 24.58 %
Washington County 8 0.13 % Zions Bancorp. 31.63 %
State of Utah 7 1.43 % JPMorgan Chase & Co. 24.34 %

Our Business Activities

Our principal business is to utilize deposits and other funding sources in making loans which generate interest income.
The principal sources of funds for our loans and investments are demand, time, savings and other deposits, repayment
of loans and borrowings. The principal expenses associated with banking are interest paid on deposits, employee
compensation, office expenses and other operating expenses. We do not currently offer trust or fiduciary services.

We provide banking services throughout our primary market area to real estate developers, contractors and small- to
medium-sized businesses in our market. Many of our real estate customers are involved in the development,
construction and resale of commercial and residential properties primarily in Utah, Salt Lake, Davis, Cache and
Washington counties. Our business customers are involved in a variety of industries, including light manufacturing,
distribution and other services. We also provide a broad range of banking services and products to individuals,
including personal checking and savings accounts and other consumer banking products, including electronic banking.

Lending

While our historical focus has been on real estate lending, we also offer a full range of short- and long-term C&I and
consumer lending products and services. We have established portfolio thresholds for each of our lending categories
and regularly monitor and evaluate the diversification of our portfolio. We originate a variety of loans, including real
estate construction, land acquisition and development, commercial real estate, residential real estate, commercial, and
to a lesser extent consumer based loans. From time to time we purchase and sell non-consumer loan participations to
or from other banks within our market area. Loan participations purchased by us have been underwritten using our
standard and customary underwriting criteria.

Our customers are generally comprised of the following groups:

Real estate developers and contractors in need of land, construction and permanent financing for commercial and

residential developments;
Small- to medium-sized businesses in need of secured and unsecured lines of credit through SBA financing or C&I

term loans;
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dndividuals in need of residential mortgage products and consumer loan products; and
Professionals and professional firms, such as medical, architectural, engineering, and insurance and financial firms,
in need of operating facilities.

4
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Our lending activities are concentrated in two main categories: real estate and commercial / industrial.
Real Estate

We are focused on commercial and residential real estate lending throughout a project’s life-cycle, including
acquisition and development loans, construction loans, and permanent, long-term mortgage financing.

Construction, Acquisition and Development Loans. Our construction loan portfolio consists of single-family
residential properties, multi- family properties and commercial projects. Construction lending entails significant
additional risks compared with residential mortgage lending. Construction loans often involve larger loan balances
concentrated with single borrowers or groups of related borrowers. Construction loans also involve additional risks
since funds are advanced while the property is under construction, and has uncertain value prior to the completion of
construction. Thus, it is more difficult to evaluate accurately the total loan funds required to complete a project and
whether related loan-to-value ratios will be sufficient to compensate for fluctuations in the real estate market to
minimize the risk of loss. Maturities for construction loans generally range from six to 12 months for residential
property and from 12 to 18 months for commercial and multifamily properties.

Our development loans are secured by the entire property being platted and developed. Lending on raw land carries a
significant risk of a change in market conditions during the development process. Our borrowers’ projects currently
range from small plats of two to six lots to subdivisions with up to 60 lots. We also consider development loans for
larger projects. During the development process, we fund costs for site clearing and grading and infrastructure,
including utilities and roads. Lot release minimum prices are agreed upon at loan closing. Repayment of the
development loan is generally structured to require net sale proceeds from lot sales at a minimum of 125% of the
bank’s per-lot exposure. We target most development loans to be paid off at no more than 75% of total development
sales. Loan-to-value ratios on development loans typically range from 65% to 75%, depending on the financial
strength and experience of the developer. Most development loans have maturities of 12 to 24 months.

Commercial Real Estate Loans. We also originate mortgages for commercial real estate properties. These loans are
primarily secured by commercial real estate, including office, retail, warehouse, industrial, and other non-residential
properties and are made to the owners or occupants of such properties. The majority of these loans have maturities
generally ranging from three to 10 years.

Commercial real estate lending entails significant additional risk compared with the residential mortgage lending.
Commercial mortgage loans typically involve larger loan balances concentrated with single borrowers or groups of
related borrowers. Additionally, the repayment of loans secured by income-producing properties is typically
dependent on the successful operation of a business or a real estate project and thus may be subject, to a greater extent
than is the case with residential mortgage loans, to adverse conditions in the commercial real estate market or in the
general economy. Our commercial real estate loan underwriting criteria requires an examination of debt service
coverage ratios, the borrowers’ creditworthiness and prior credit history and reputation, and we generally require
personal guarantees or endorsements with respect to these loans. In the loan underwriting process, we also carefully
consider the location of the property that will be collateral for the loan.

Loan-to-value ratios for non-owner occupied commercial mortgage loans generally do not exceed 75%. We permit
loan-to-value ratios of up to 75% if the property is owner-occupied and the borrower has strong liquidity, net worth,
and cash flow. We have been active in both the construction lending and permanent financing of our commercial real
estate portfolio. Construction and raw land loans are short-term in nature and generally do not exceed 18 months.
Permanent commitments are primarily restricted to no greater than 10 year maturities with rate adjustment periods
every three to five years when fixed commitments exist.
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Residential Mortgage Loans. Our residential mortgage loans consist of residential first and second mortgage loans,
residential construction loans and home equity lines of credit and term loans secured by first and second mortgages on
the residences of borrowers. Second mortgage loans and home equity lines of credit are used for home improvements,
education and other personal expenditures. We make mortgage loans with a variety of terms, including fixed, floating
and variable interest rates and a variety of loan maturities. We sell substantially all of the first lien residential
mortgage loans that we originate to larger financial institutions. We provide loan servicing for FNMA and Freddie
Mac mortgage loans.
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Residential mortgage loans generally are made on the basis of the borrowers’ ability to repay the loan from his or her
salary and other income and are secured by residential real estate, the value of which is generally readily ascertainable.
These loans are made consistent with our appraisal and real estate lending policies, which detail maximum
loan-to-value ratios and maturities. Home equity lines of credit secured by owner-occupied property generally are
made with a loan-to-value ratio of up to 75%.

Commercial and Industrial:

Commercial and Industrial Loans. We make C&I loans to qualified businesses in our market area. Our commercial
lending portfolio consists primarily of C&I loans for the financing of accounts receivable, inventory, property, plant
and equipment. We also offer loans guaranteed by the SBA.

C&l loans typically are made on the basis of the borrower’s ability to repay the loan from the cash flow from its
business and are secured by business assets with less easily determinable or achievable value, such as accounts
receivable, equipment and inventory. Lines of credit typically have a twelve month commitment with a variable rate
and are secured by the asset that is being financed. In cases of larger commitments, a borrowing base certificate may
be required to determine eligible collateral and advance parameters. Term loans seldom exceed 84 months, but in no
case exceed the depreciable life of the tangible asset being financed.

To manage these risks, our policy is to secure the commercial loans we make with both the assets of the borrowing
business and other additional collateral and guarantees that may be available. In addition, we actively monitor certain
measures of the borrower, including advance rate, cash flow, leverage, collateral value and other appropriate credit
factors.

Leasing. In 2012, we developed relationships with several private leasing companies located in Utah. Through such
relationships, we purchased leases that fit our policies and procedures. Our lease portfolio consists primarily of
various types of mission-critical equipment utilized by commercial and industrial customers, which are located
throughout the U.S. We have lending officers who have extensive backgrounds in leasing. Leases are purchased
directly from the lease originator, or in some cases a loan is made to the originator and the lease secures the loan. We
underwrite lease portfolios prior to purchase. As of December 31, 2015, we had approximately $25.4 million of leases
in our loan portfolio.

We intend to grow by expanding our leasing business into direct leases and we intend to originate leases on a national
level. We have newly formed our GrowthFunding Equipment Finance division to increase our leasing portfolio and
scale diversification of the commercial and industrial loan portfolio. This division will seek to underwrite leases
nationwide. These leases are used to purchase equipment essential to the operations of our borrowers/lessees and are
secured by the specific equipment financed. We intend to grow our lease portfolio in a careful, measured way with an
emphasis on sound underwriting standards based on our current leasing policy. Our leasing program is subject to the
same general risks as our lending activities, including credit and interest rate risks, and the difficulty of attracting
necessary personnel, among others. Starting a new line of business may require significant investment in personnel,
which if the business in not successful, may not be recovered.

Leasing is traditionally based on cash flow lending. Cash flow lending involves lending money to a customer based
primarily on the expected cash flow, profitability and enterprise value of a customer rather than on the value of its
assets or resale of the collateral for the loan or lease.

For some types of leases, the Bank will own and have risk of loss on the leased property and the customer will make

rental lease payments over a set lease period. The lease payments are determined, in part, based on the expected
residual value of the property at the end of the lease. At the end of the lease, the Bank must sell or re-lease the
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property to the lessee or a third party. Leases with significant residual values have higher risk than many other types
of lending because the economics of the lease also rely on the leased property’s value in addition to the other sources
of repayment from the lease. We may be unable to re-lease or sell the property within a reasonable timeframe or may
experience market price changes in the expected residual value of the leased property over the lease term. If we do not
properly manage residual values of the leased property we may not be able to recover our investment.

6
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Consumer Loans

Consumer Loans. Our consumer loans consist primarily of installment loans made to individuals for personal, family
and household purposes. The specific types of consumer loans we make include home equity loans, home
improvement loans, automobile loans, debt consolidation loans and general consumer lending.

Consumer loans may entail greater risk than real estate loans, particularly in the case of consumer loans that are
unsecured, such as lines of credit, or secured by rapidly depreciable assets, such as automobiles. In such cases, any
repossessed collateral for a defaulted consumer loan may not provide an adequate source of repayment of the
outstanding loan balance as a result of the greater likelihood of damage, loss or depreciation. The remaining
deficiency often does not warrant further substantial collection efforts against the borrower. In addition, consumer
loan collections are dependent on the borrower’s continuing financial stability, and thus are more likely to be adversely
affected by job loss, divorce, illness, or personal bankruptcy. Furthermore, the application of various federal and state
laws, including federal and state bankruptcy and insolvency laws, may limit the amount that can be recovered on such
loans. A loan may also give rise to claims and defenses by a consumer loan borrower against an assignee of such loan,
such as a bank, and a borrower may be able to assert against such assignee claims and defenses that it has against the
seller of the underlying collateral.

Our policy for consumer loans is to accept moderate risk while minimizing losses, primarily through a careful credit
and financial analysis of the borrower. In evaluating consumer loans, we require our lending officers to review the
borrower’s level and stability of income, past credit history, amount of debt currently outstanding and the impact of
these factors on the ability of the borrower to repay the loan in a timely manner. In addition, we require our banking
officers to maintain an appropriate margin between the loan amount and collateral value.

We also issue credit cards to certain of our customers. In determining to whom we will issue credit cards, we evaluate
the borrower’s level and stability of income, past credit history and other factors. Finally, we make additional loans
that are not classified in one of the above categories. In making such loans, we attempt to ensure that the borrower
meets our loan underwriting standards.

SBA Loans

We have been an SBA Preferred Lender since 2002. As a Preferred Lender, we can approve a loan within the
authority delegated to us by the SBA and not be required to go through the SBA directly on a per loan basis.

SBA loans fall into two categories, loans originated under the SBA’s 7(a) Program, or SBA 7(a) Loans, and loans
originated under the SBA’s 504 Program or SBA 504 Loans. Through SBA 7(a) Loans funds can be utilized to
purchase or construct real property; however, we primarily use the 7(a) Program for working capital, inventory, or

equipment needs and loans, which are included in our C&I loans.

SBA 504 loans typically do not have an SBA guaranty, but rather, a low 50% loan to value ratio due to the assistance
of the 504 program. For this reason, we generally record the SBA 504 loans as commercial real estate.

Our SBA lending program, and portions of our real estate lending, are dependent on the continual funding and
programs of certain federal agencies or quasi-government corporations, including the SBA.

Loan Underwriting and Credit Policies:

Our Board of Directors establishes our lending policies and the Bank adopts such policies with further modifications
to fit their respective markets. These lending policies are reviewed at least annually and evaluated from time to time
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by senior lending management and our Board of Directors. Key elements of our current policies are debt service
coverage, monitoring concentration levels and maintaining strict approval and underwriting procedures.

Debt Service Coverage. Our risk management philosophy is to extend credit only when an applicant has proven cash
flow to service the proposed debt. Additionally, it is generally necessary for the applicant to demonstrate an
independent secondary source of repayment.

7
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Monitor Concentration Levels. We have established maximum concentrations for each loan type and regularly
monitor and evaluate the diversification of our loan portfolio. We have significant concentration in real estate loans.

Loans to One Borrower. In addition to the maximum concentration for loan types, state banking law generally limits
the aggregate extensions of credit that a bank may make to a single borrower. Under Utah law, the aggregate
extensions of credit that a bank may make to a single borrower generally may not exceed 15% of the bank’s Tier 1
capital.

Approval and Underwriting Procedures. All loan requests must be approved under specified approval guidelines,
based upon Board approved authorities. Credit approval authority has four levels, as listed below from lowest to
highest level. Management believes the current authority levels are appropriate to ensure overall credit quality, while
ensuring we are able to respond in a timely manner to lending opportunities. Any conditions placed on loans in the
approval process must be satisfied before our credit administration will release loan documentation for execution. Our
credit administration works independently of loan production and has full responsibility for all loan disbursements.

Bank Lending Authorities:

dndividual Authorities — Branch Managers typically have credit approval authority to loan up to $300,000 for secured
loans provided there are no exceptions to loan policy. Within this authority, there are typically sub-limits for
unsecured loans, equipment secured, accounts receivable and inventory secured loans, and other types of loans.
BAF Division Regional Loan Committee — The BAF Division Regional Loan Committee meets as needed, and
consists of the Senior Vice President — Regional Managers and Branch Managers within each region. The committee
has credit approval authority to approve secured loans up to $1,250,000 and unsecured loans up to $50,000.
4.SB Division Loan Committee -- The LSB Division Loan Committee meets as needed and consists of the LSB
President, Senior Vice President — Chief Credit Officer, and other senior lending officers. The committee has credit
approval authority to approve secured loans up to $4.0 million and unsecured loans up to $500,000.
{.oan Committee — The Loan Committee which generally meets twice a week, and consists of the Senior Vice
President — Chief Credit Officer, the Senior Vice President — Loan Administration, the President/Chief Operations
Officer and other senior lending officers. The committee has unlimited credit approval authority for secured loans
and unsecured loans, subject to ratification by the Board Loan Committee for real estate secured loan total aggregate
debt relationships over $4.0 million and non-real estate secured loan total aggregate debt relationships over $2.5
million. If a credit decision requires immediate attention, a Senior Committee (consisting of the Chief Credit Officer,
Chief Credit Administration Officer, and one Senior Vice President/Region Loan Manager) has the same approval
authority as the Loan Committee.
Board Loan Committee — The Board Loan Committee is comprised of eight directors, including our Chairman, Vice
Chairman, President and Chief Executive Officer, with five committee members required for a quorum. All real
estate secured loans and/or aggregate real estate loan secured relationships of $4.0 million and above or total
aggregate non-real estate secured debt relationships exceeding $2.5 million require the ratification of this committee.
The committee meets weekly to ratify loans approved by the Bank’s Loan Committee. This committee has approval
authority up to our legal lending limit, which was approximately $28.3 million as of December 31, 2015.
Loan Grading and Loan Review. We seek to quantify the risk in our lending portfolio by maintaining a loan grading
system consisting of nine different categories (Grades 1-9). The grading system is used to determine, in part, the
provision for loan losses. The first five grades in the system are considered satisfactory. The other four grades range
from a “Special Mention” category to a “Loss” category.

The originating loan officer initially assigns a grade to each credit as part of the loan approval process. Such grade
may be changed as a loan application moves through the approval process. In addition to any dollar limitations
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that may require higher credit approval authority, each loan that is graded “Substandard” or worse requires prior
approval of the Bank’s senior lending officers.

The grade on each individual loan is subject to review from time to time, and may be changed if warranted. The Bank’s
senior lending officers review monthly a listing of “Watch List” loans consisting of loans over 60 days past due, graded
6 or higher or that are past due and can make changes to the loan grades. Additionally, changes in the grade for a loan
may occur through any of the following means:

random reviews of the loan portfolio conducted by senior lending officers;

{oan reviews conducted by an outside loan reviewer and the internal loan reviewer;

bank regulatory examinations; and

monthly action plans submitted to the Chief Credit Officer by the responsible lending officers for each credit on the

Watch List.
Special Mention — Grade 6. Generally acceptable asset quality, but frequent and thorough monitoring is required as
temporary credit weaknesses may extend beyond financial into managerial and demographic issues. Borrowers may
have strained cash flow and less-than- anticipated performance. Borrowers may have possible management
weaknesses, perhaps demonstrated by an irregular flow of adequate or timely performance information required to
support the credit. Borrowers may have a plausible plan to correct problems in the near future without material
uncertainties. Borrowers may lack reserve capacity, so their risk rating will generally either improve or decline in a
relatively short time frame since results of corrective actions should be apparent within 6 months or less. These loans
exhibit an increasing reliance on collateral for repayment.

Loan Delinquencies. When a borrower fails to make a committed payment, we attempt to cure the deficiency by
contacting the borrower to seek payment. Habitual delinquencies and loans delinquent 60 days or more are reviewed
by the Chief Credit Officer regularly for possible changes in grading. Trends in loan delinquencies and
non-performing loans are reviewed by our Board of Directors at each monthly board meeting. Our Special Asset
Department was formed during the recession and meets quarterly to review classified assets. The Special Asset
Department is comprised of senior lending officers and selected members of our Board of Directors.

Classified Assets. Federal regulations require that each insured bank classify its assets on a regular basis. In addition,
in connection with examinations of insured institutions, examiners have authority to identify problem assets, and, if
appropriate, classify them. We use grades 7 through 9 of our loan grading system to identify potential problem assets.

The following describes grades 7 through 9 of our loan grading system:

Substandard — Grade 7. Unacceptable business credit; asset is inadequately protected by the current net worth and
paying capacity of the borrower or of the collateral pledged, if any. Assets so classified must have a well-defined
weakness or weaknesses that jeopardize the liquidation of the debt. Though no loss is envisioned, the outlook is
sufficiently uncertain to preclude ruling out the possibility; some liquidation of assets will likely be necessary as a
corrective measure. Assets in this category may demonstrate performance problems such as cash flow deterioration
trends including current or long-term debt service deficiencies with no immediate relief; borrower’s inability to adjust
to prolonged and unfavorable industry or economic trends; management character and/or effectiveness have become
suspect.

Doubtful — Grade 8. Undesirable credit with loss potential. An asset classified doubtful has all the weaknesses inherent
in one classified substandard with the added characteristics that the weaknesses make collection or liquidation in full,
on the basis of currently existing facts, conditions, and values, highly questionable and improbable. The possibility of
loss is extremely high, but because of certain important and reasonably specific pending factors which may work to
the advantage and strengthening of the asset, its classification as an estimated loss is deferred until its more exact
status may be determined. Pending factors include proposed merger, acquisition, or liquidation procedures, capital
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injection, perfecting liens on additional collateral, and refinancing plans. At the point where a loss is identified, all or
that portion deemed a loss is immediately classified as “Loss” and charged off.
9
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{L.oss — Grade 9. Total loss is expected. An uncollectible asset or one of such little value that it does not warrant
classification as an active, earning asset. Such an asset may, however, have recovery or salvage value, but not to the
point of deferring full write-off, even though some recovery may occur in the future. Our policy is to charge off such
assets as a loss during the accounting period in which they were identified. These assets have been determined to
have identifiable, uncollectible components. Typically, a partial charge-off of the loss will have occurred, and the
balance remaining would be reflective of management’s best estimate of collectability.

Our Investment Activities

Our investment strategy is designed to be complementary to and interactive with our cash position; borrowed funds;
quality, maturity, stability and earnings of loans; nature and stability of deposits; capital and tax planning. Investment
securities consist primarily of U.S. Agency issues and municipal bonds. In addition, for bank liquidity purposes, we
use Federal Funds Sold which are temporary overnight sales of excess funds to correspondent banks. Our securities
portfolio is managed in accordance with guidelines set by our investment policy. Specific day-to-day transactions
affecting the securities portfolio are managed by the treasury officers of the Bank. These securities activities are
reviewed monthly by our Board of Directors.

Our general objectives with respect to our investment portfolio are to:

achieve an acceptable asset/liability gap position based on our separate policy related to asset and liability
management that provides guidance for how investments are to be used to manage asset and liability gaps;
provide a suitable balance of quality and diversification to our assets;
provide liquidity necessary to meet cyclical and long-term changes in the mix of assets and liabilities;
provide a stable flow of dependable earnings;
maintain collateral for pledging requirements; and
manage interest rate risk.

Deposit Products and Other Sources of Funds

Our primary sources of funds for use in our lending and investing activities consist of:

deposits;

maturities and principal and interest payments on loans and securities; and

other short-term borrowings.
We closely monitor rates and terms of competing sources of funds and utilize those sources we believe to be the most
cost-effective, consistent with our asset and liability management policies.

An important balance sheet component affecting our net interest margin is the composition and cost of our deposit
base. We can improve our net interest margin to the extent that growth in deposits can be focused in the less volatile
and somewhat more traditional core deposits, or total deposits less CDs greater than $100,000, commonly referred to
as Jumbo CDs. We attempt to price our deposit products competitively with other financial institutions in our
marketplace in order to promote deposit growth and satisfy our liquidity requirements and offer a variety of deposit
products in order to satisfy our customers’ needs.

We provide a wide array of deposit products. We have historically relied upon, and expect to continue to rely upon
deposits to satisfy our needs for sources of funds. We offer regular checking, rewards checking, savings and money
market deposit accounts. We also offer fixed-rate, fixed maturity retail CDs ranging in terms from 30 days to six
years, individual retirement accounts and Jumbo CDs. We also offers Health Savings Accounts to our customers. The
primary sources of deposits are small-and medium-sized businesses and individuals within our target market. Senior
management has the authority to set rates within specified parameters in order to remain competitive with other
financial institutions in our market area. All deposits are insured by the Federal Deposit Insurance
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Corporation, or FDIC, up to the maximum amount permitted by law. We have a service fee schedule, which we
believe is competitive with other financial institutions in our market, covering such matters as maintenance fees on
checking accounts, per item processing fees on checking accounts, returned check charges and other similar fees.

In 2008, we implemented a deposit product named “MyRate” Checking. This product allows a customer to earn a
premium interest rate by meeting certain account requirements, including a minimum monthly amount of electronic
transfers and debit card usage and only receiving electronic statements for this account. Although the rate paid is
higher, the overall net costs on this product are lower which results in higher net income to us.

We intend to continue our efforts at attracting deposits from our business lending relationships in order to reduce our
cost of funds and improve our net interest margin. Also, we believe that we have the ability to attract sufficient
additional funding by re-pricing the yields on our CDs in order to meet loan demands during times that growth in core
deposits differs from loan demand. In order to fund loan demand, we have also utilized funding from two programs
offered by Promontory Interfinancial Network called Certificate of Deposit Registry Service or CDARS and Insured
Cash Sweep or ICS. This relationship allows the Bank to utilize a national network of banks to offer deposit insurance
coverage for large depositors. This protection occurs in deposit increments of less than $250,000 per participating
bank to ensure that both principal and interest are eligible for full FDIC insurance. We initiated an Internet-based
deposit product in 2007, which we branded as “SaveSmart”’, where we have attracted deposits by offering competitive
rates on savings accounts.

In addition to our traditional marketing methods, we attract new customers and deposits by:

expanding long-term business customer relationships, including referrals from our customers; and

deploying business development personnel to work new leads with loan officers and branch managers to obtain new

business customers.
Other Borrowings. We may occasionally use our overnight credit to support liquidity needs created by seasonal
deposit flows, to temporarily satisfy funding needs from increased loan demand, and for other short-term
purposes. We have an unsecured line of credit with a regional correspondent financial institution pursuant to which
we can borrow funds generally on an overnight basis. The correspondent financial institution may impose collateral
requirements or terminate the line of credit at any time. We have the collateral capacity to borrow from the Federal
Reserve. We can also borrow from the FHLB pursuant to an existing commitment based on the value of the collateral
pledged which generally consists of certain real estate loans. (Refer to Note 6 — Short-term Borrowings in the audited
financial statements under Item 8 for additional information). In September 2014, the Federal Housing Finance
Agency, or FHFA, proposed a rule that would revise the requirements for financial institutions to apply for and retain
membership in one of the 12 Federal Home Loan Banks. If adopted, the proposed rule would revise FHFA’s existing
membership regulation to ensure that members maintain a commitment to housing finance and that only eligible
entities can gain access to FHLB advances and the benefits of membership. However, it is unknown at this time
whether a final rule, if adopted, would affect the membership status of the Bank.

Other Products and Services
We offer a variety of other products and services, including:

Mobile and Internet Banking. We believe there is a strong demand within our market for mobile and Internet
banking. These services allow both consumer and business customers to access detailed account information and
manage their accounts, including on-line balance transfers and bill payment. These services enable our customers to
conduct their banking business and monitor their bank accounts from remote locations at any time. We believe our
mobile and Internet banking services are invaluable in attracting and retaining customers and we encourage
customers to consider us for all their banking and financial needs.
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Automatic Teller Machines, or ATMs. We provide ATM services at all of our branches and offer ATM fee
reimbursement to our customers, allowing them to use certain ATM networks nationwide without paying a per

transaction fee. Each checking and deposit account has a monthly reimbursement limit. Our ATMs provide for cash

withdrawals, balance transfers and inquiries, and check or cash deposits.
11
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Business Cash Management Services. We offer cash management systems to assist our business customers with their
day-to-day funds management. This includes the ability to originate electronic payments and withdrawals, create
wire transfers, and request stop payments.
Remote Deposit Capture. This product, branded “ExpressDeposit” and “Merchant Check Capture”, allows businesses to
send their deposits electronically to the Bank, which allows us to reach a larger group of business customers that are
not close to one of our physical locations. This product gives us an edge in gaining new customers and it contributes
to the growth of our deposits. We primarily target professional service companies, preferably with multiple offices
including real estate offices, attorneys, doctors, dentists and accountants.
8ill Pay. We offer a user-friendly bill payment product that was designed to meet our customers’ needs. This payment
system allows our customers to pay bills electronically or by check. Customers can also utilize the bill presentment
feature or future date their bills for a time period such as a vacation when they may not be accessible at the time their
bills are due.
Other Products. We offer other banking-related specialized products and services to our customers, such as cashier’s
checks, money orders, credit and debit cards, and safe deposit services.

Risk Management

We are committed to maintaining internal controls to manage the risk associated with our growth and concentrations
in real estate loans. We have identified lending/credit risk and operational risk as the two areas that could have the
greatest impact on capital. In order to mitigate and actively manage these areas of risk, we have established sound
procedures and committed experienced human resources to this effort.

We have focused our risk management in the following areas:

Our Board established the Enterprise Risk Management Committee to monitor all material risks of PUB;
Our executive management reviews material risks monthly;
Our loan administration is managed by PIB’s Senior Vice President — Loan Administration and staffed to maintain all
credit policies and procedures, loan documentation, disbursement of loan proceeds and to review the integrity of the
credit risk rating system;
Our operations administration is managed by PIB’s President and Chief Operations Officer and includes staff
experienced in compliance with banking regulations and in information technology and related security issues;
Our Internal Audit Department reports its independent audit findings directly to our Board’s Audit and Compliance
Committee. This department performs audits and reviews of loan grades, loan documentation, regulatory compliance
and other areas of higher risk profile; and
Our general counsel coordinates the efforts of our compliance officers with respect to our risk management
programs.
We believe that our organization allows management to maintain an accurate understanding of risk levels at all times.
With this level of understanding, strategic plans are developed with the risk parameters designed to protect our capital.

The FDIC has given guidance recommending that if the sum of (i) certain categories of commercial real estate, or
CRE, loans and (ii) acquisition, development and construction, or ADC, loans exceeds 300% of total risk-based
capital, or if ADC loans exceed 100% of total risk based capital, heightened risk management practices should be
employed to mitigate risk. Our concentration in ADC loans is cyclical and tends to increase in the second and third
quarters of each year as demand for ADC loans increases. An increase in ADC loan concentration could cause our
ratio for ADC loans to increase and even exceed the FDIC’s guideline. We have exceeded these guidance ratios at
times in the past and may do so in the future. If we exceed the FDIC’s guidelines and do not manage the risk of
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our CRE and ADC loans, we may be subject to regulatory scrutiny including a requirement to raise additional capital,
reduce our loan concentrations or undertake other remedial actions.

Branch Expansion

We have a current branch located in a grocery store in Preston, Idaho. We have entered into an agreement to purchase
property for $480,000 and intend to build an additional branch with drive-up facilities to open in late 2016 or early
2017. Estimated construction costs for the branch are expected to be between $800,000 and $1.2 million.

Employees

We refer to our employees as “associates.” We had a total of 362 full-time equivalent associates as of December 31,
2015 and 414 total associates. Our associates are not represented by a labor organization, and we are not aware of any
activity to seek such organization. The Company and the Bank provide their associates with a comprehensive benefit
program, including health, dental and vision insurance, life and accident insurance, long-term disability coverage,
vacation and sick leave, 401(k) plan, profit-sharing plan and a stock-based compensation plan. The Company
considers its associate relations to be excellent. See Note 11 in the Consolidated Financial Statements in “Item 8.
Financial Statements and Supplementary Data” for information regarding associate benefit plans and profit sharing.

Website Access

Copies of the Company’s Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form
8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange
Act of 1934 are available free of charge through the Company’s website (www.peoplesutah.com) as soon as reasonably
practicable after the Company has filed the material with, or furnished it to, the United States Securities and Exchange
Commission (“SEC”). Copies can also be obtained by accessing the SEC’s website (www.sec.gov).

Supervision and Regulation

The following is a general summary of the material aspects of certain statutes and regulations that are applicable to us.
These summary descriptions are not complete, and you should refer to the full text of the statutes, regulations, and
corresponding guidance for more information. These statutes and regulations are subject to change, and additional
statutes, regulations, and corresponding guidance may be adopted. We are unable to predict these future changes or
the effects, if any, that these changes could have on our business or our revenues.

General

As a Utah registered bank holding company, PUB is subject to regulation, supervision and examination by the Federal
Reserve and by the Utah Department of Financial Institutions (“UDFI”). In addition, as a Utah state-chartered bank that
is not a member of the Federal Reserve, the Bank is subject to primary regulation, supervision and examination by the
Federal Deposit Insurance Corporation (“FDIC”) and by the UDFI. Supervision, regulation, and examination of PUB
and the Bank by the regulatory agencies are intended primarily for the protection of consumers, bank depositors and
the Deposit Insurance Fund (“DIF”), rather than for holders of our capital stock.

Recent Changes as a Result of the Dodd-Frank Act
In addition to the framework of regulation and supervision referenced above, the Dodd-Frank Wall Street Reform and
Consumer Protection Act (the “Dodd-Frank Act”), created the Consumer Financial Protection Bureau (“CFPB”), a new

federal regulatory agency with broad authority to regulate the offering and provision of financial products and services
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to consumers. However, the primary authority to examine depository institutions with $10 billion or less in assets,
such as the Bank, for compliance with federal consumer-protection laws remains with our federal regulator, the FDIC,
and with the UDFI.

As a result of the Dodd-Frank Act, the regulatory framework under which PUB and the Bank operate has changed and
will continue to change substantially over the next several years. Many of the provisions of the Dodd-Frank Act
became effective upon enactment, while others are subject to further study, rulemaking, and the discretion of
regulatory bodies and have only recently taken effect or will take effect in the coming years. In light of these

13
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significant changes and the discretion afforded to federal banking regulators, we cannot fully predict the effect that
compliance with the Dodd-Frank Act or any of its implementing regulations will have on our business or on our
ability to pursue future business opportunities.

Holding Company Regulation
Permitted Activities

Under the Bank Holding Company Act (“BHCA”), a bank holding company is generally permitted to engage in, or
acquire direct or indirect control of more than five percent of any class of the voting shares of any company that is not
a bank or bank holding company and that is engaged in certain enumerated activities that are related to banking. We
are engaged in some of those activities. While the Federal Reserve has treated those activities as acceptable in the past
for other bank holding companies, the Federal Reserve in the future may not allow us to conduct any or all of these
activities. The Federal Reserve has the authority to order a bank holding company or its subsidiaries to terminate any
of those activities or to terminate its ownership or control of any subsidiary when it has reasonable cause to believe
that the bank holding company’s continued ownership, activity or control constitutes a serious risk to the financial
safety, soundness or stability of it or any of its bank subsidiaries.

Acquisitions Subject to Prior Regulatory Approval

The BHCA requires the prior approval of the Federal Reserve for a bank holding company to acquire substantially all
the assets of a bank or to acquire direct or indirect ownership or control of more than 5% of any class of the voting
shares of any bank, bank holding company or savings association, or to increase any such non-majority ownership or
control of any bank, bank holding company or savings association, or to merge or consolidate with any bank holding
company.

Bank Holding Company Obligations to Bank Subsidiaries

Under current law and Federal Reserve policy, a bank holding company is expected to act as a source of financial and
managerial strength to its depository institution subsidiaries and to maintain resources adequate to support such
subsidiaries, which could require PUB to commit resources to support the Bank in situations where additional
investments in a bank may not otherwise be warranted. A bank holding company may be required to contribute
additional capital to its subsidiaries in the form of capital notes or other instruments that qualify as capital under
applicable regulatory rules. Any such loan from a holding company to a subsidiary bank is likely to be unsecured and
subordinated to the bank’s depositors and perhaps to other creditors of the bank. If PUB were to enter bankruptcy, any
commitment by us to a federal bank regulatory agency to maintain the capital of the Bank would be assumed by the
bankruptcy trustee and entitled to a priority of payment. Under the Federal Deposit Insurance Act, or FDIA, under
certain circumstances, we may be responsible for the liabilities of the Bank and may be responsible for damages to the
FDIC.

Restrictions on Bank Holding Company Dividends

The Federal Reserve’s policy regarding dividends is that a bank holding company should not declare or pay a cash
dividend which would impose undue pressure on the capital of any bank subsidiary or which would be funded only
through borrowing or other arrangements that might adversely affect a bank holding company’s financial position. As a
general matter, the Federal Reserve has indicated that the Board of Directors of a bank holding company should
consult with the Federal Reserve and eliminate, defer or significantly reduce the bank holding company’s dividends if:
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its net income available to shareholders for the past four quarters, net of dividends previously paid during that period,

is not sufficient to fully fund the dividends;
tts prospective rate of earnings retention is not consistent with its capital needs and overall current and prospective

financial condition; or
1t will not meet, or is in danger of not meeting, its minimum regulatory capital adequacy ratios.

Should an insured depository institution controlled by a bank holding company be “significantly undercapitalized” under
the applicable federal bank capital ratios, or if the bank subsidiary is “undercapitalized” and

14
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has failed to submit an acceptable capital restoration plan or has materially failed to implement such a plan, banking
regulators (in the case of the Bank, the FDIC and the UDFI) may choose to require prior Federal Reserve approval for
any capital distribution by the bank holding company. In addition, since we are a legal entity separate and distinct
from the Bank and do not conduct stand-alone operations, an ability to pay dividends depends on the ability of the
Bank to pay dividends to us and the FDIC and the UDFI may, under certain circumstances, prohibit the payment of
dividends to us from the Bank as described below in “Bank Regulation—Bank Dividends.”

Capital Regulations — U.S. Basel III Capital Rules

In July 2013, federal banking regulators, including the Federal Reserve and the FDIC, adopted the U.S. Basel 111
Capital Rules, implementing many aspects of the Basel III Capital Standards. The U.S. Basel III Capital Rules impose
higher risk-based capital and leverage requirements than those previously in place. In order to avoid restrictions on
capital distributions or discretionary bonus payments to executives, a covered banking organization must maintain a
capital conservation buffer on top of its minimum risk-based capital requirements. This buffer must consist solely of
Tier 1 Common Equity, but the buffer applies to all three measurements (Common Equity Tier 1, Tier 1 Capital and
total capital). The capital conservation buffer will be phased in incrementally over time, becoming fully effective on
January 1, 2019, and will consist of an additional amount of common equity equal to 2.5% of risk-weighted assets.
The U.S. Basel III Capital Rules also increase the risk weight for certain assets, meaning that more capital must be
held against such assets. For example, commercial real estate loans that do not meet certain new underwriting
requirements must be risk-weighted at 150% rather than the current 100%.

Additionally, the Basel III Capital Standards provide for the deduction of three categories of assets: (i) deferred tax
assets arising from temporary differences that cannot be realized through net operating loss carrybacks (net of related
valuation allowances and of deferred tax liabilities), (ii) mortgage-servicing assets (net of associated deferred tax
liabilities) and (iii) investments in more than 10% of the issued and outstanding common shares of unconsolidated
financial institutions (net of associated deferred tax liabilities). Accumulated other comprehensive income (“AOCI”) is
presumptively included in Common Equity Tier 1 Capital and often would operate to reduce this category of capital.
The U.S. Basel III Capital Rules provided a one-time opportunity at the end of the first quarter of 2015 for covered
banking organizations to opt out of much of this treatment of AOCI. We opted out of this treatment.

For a detailed discussion of PUB and the Bank’s actual capital ratios and capital adequacy see “Capital Resources” in
“Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Note 9 —
Regulatory Capital Matters” in Item 8. Financial Statements and Supplementary Data.”

Bank Regulation

The Bank is a Utah state-chartered commercial bank, and is subject to supervision and regulation by the UDFI and the
FDIC. The UDFI and the FDIC supervise and regulate all areas of the Bank’s operations including, without limitation,
the making of loans, the conduct of the Bank’s corporate affairs, the satisfaction of capital-adequacy requirements, the
payment of dividends, and the establishment or closing of banking offices. The UDFI and the FDIC periodically
examine the Bank’s operations and financial condition and compliance with federal consumer-protection laws. In
addition, the Bank’s deposit accounts are insured by the FDIC to the maximum extent permitted by law, and the FDIC
has certain enforcement powers over the Bank.

Capital Adequacy

See “Holding Company Regulation—Capital Regulations” above.

Capitalization Levels and Prompt Corrective Action
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Federal law and regulations establish a capital-based regulatory scheme designed to promote early intervention for

troubled banks and require the FDIC to choose the least expensive resolution of bank failures. The capital-based

regulatory framework contains five categories of regulatory capital requirements, including “well capitalized,”

“adequately capitalized,” “undercapitalized,” “significantly undercapitalized,” and “critically undercapitalized.” To qualify as ¢
“well capitalized” institution, a bank must have a leverage ratio of no less than 5%, a Tier 1 Capital ratio of no less than

6%, and a total risk-based capital ratio of no less than 10%, and a bank must not be under any order or directive from

the appropriate regulatory agency to meet and maintain a specific capital level. Generally, a financial institution must

be “well capitalized” before the Federal Reserve will approve an
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application by a bank holding company to acquire a bank or merge with a bank holding company, and the FDIC
applies the same requirement in approving bank merger applications.

Immediately upon becoming undercapitalized, a depository institution becomes subject to the provisions of Section 38
of the Federal Deposit Insurance Act, or the FDIA, which: (i) restrict payment of capital distributions and
management fees; (ii) require that the FDIC monitor the condition of the institution and its efforts to restore its capital;
(iii) require submission of a capital restoration plan; (iv) restrict the growth of the institution’s assets; and (v) require
prior approval of certain expansion proposals. Bank holding companies controlling depository institutions can be
called upon to increase the depository institution’s capital and to partially guarantee the institutions’ performance under
their capital restoration plans. The appropriate federal banking agency for an undercapitalized institution also may
take any number of discretionary supervisory actions if the agency determines that any of these actions is necessary to
resolve the problems of the institution at the least possible long-term cost to the FDIC’s Deposit Insurance Fund,
subject in certain cases to specified procedures. These discretionary supervisory actions include: (i) requiring the
institution to raise additional capital; (ii) restricting transactions with affiliates; (iii) requiring divestiture of the
institution or the sale of the institution to a willing purchaser; (iv) requiring the institution to change and improve its
management; (v) prohibiting the acceptance of deposits from correspondent banks; (vi) requiring prior Federal
Reserve approval for any capital distribution by a bank holding company controlling the institution; and (vii) any
other supervisory action that the agency deems appropriate. These and additional mandatory and permissive
supervisory actions may be taken with respect to significantly undercapitalized and critically undercapitalized
institutions.

The Bank currently exceeds the requirements contained in the applicable regulations, policies and directives
pertaining to capital adequacy to be classified as “well capitalized.” Rapid growth, poor loan portfolio performance, or
poor earnings performance, or a combination of these or other factors, could change the Bank’s capital position in a
relatively short period of time, making additional capital infusions necessary.

Notably, the thresholds for each of the five categories for regulatory capital requirements were recently revised
pursuant to the U.S. Basel III Capital Rules. Under these rules, which took effect on January 1, 2015, a
well-capitalized insured depository institution is one (i) having a total risk-based capital ratio of 10 percent or greater,
(i1) having a Tier 1 risk-based capital ratio of 8 percent or greater, (iii) having a Core Equity Tier 1 capital ratio of 6.5
percent or greater, (iv) having a leverage capital ratio of 5 percent or greater and (v) that is not subject to any order or
written directive to meet and maintain a specific capital level for any capital measure. We meet these revised capital
levels.

It should be noted that the minimum ratios referred to above in this section are merely guidelines, and the bank
regulators possess the discretionary authority to require higher capital ratios.

Bank Reserves

The Federal Reserve requires all depository institutions, even if not members of the Federal Reserve, to maintain
reserves against some deposit accounts. The balances maintained to meet the reserve requirements imposed by the
Federal Reserve may be used to satisfy liquidity requirements. An institution may borrow from the Federal Reserve
Bank “discount window” as a secondary source of funds, provided that the institution meets the Federal Reserve Bank’s
credit standards.

Bank Dividends

Utah law places restrictions on the declaration of dividends by Utah state-chartered banks to their shareholders. This
may decrease any amount available for the payment of dividends in a particular period if the surplus funds for the
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Bank fails to comply with this limitation. The FDIC and the UDFI may, under certain circumstances, prohibit the
payment of dividends to PUB from the Bank. Utah corporate law also requires that dividends can only be paid out of
funds legally available therefor.
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Limitations on Brokered Deposits

Applicable rules regarding capital requirements under the FDIC’s prompt corrective action regulations limit the ability
of banks to raise funds that meet the definition of “brokered deposits” under that regulation. To avoid the applicability of
this limitation, the Bank must maintain the status of a “well capitalized” institution.

Insurance of Accounts and Other Assessments

FDIC deposit insurance is critical to the continued operation of the Bank. The Bank pays deposit insurance
assessments to the FDIC’s Deposit Insurance Fund, which is determined through a risk-based assessment system. The
Bank’s deposit accounts are currently insured by the Deposit Insurance Fund, generally up to a maximum of $250,000
per separately insured depositor. The Bank pays assessments to the FDIC for such deposit insurance. Under the
current assessment system, the FDIC assigns an institution to a risk category based on the institution’s most recent
supervisory and capital evaluations, which are designed to measure risk. Under the FDIA, the FDIC may terminate a
bank’s deposit insurance upon a finding that the institution has engaged in unsafe and unsound practices, is in an
unsafe or unsound condition to continue operations, or has violated any applicable law, regulation, rule, order,
agreement or condition imposed by the FDIC.

Restrictions on Transactions with Affiliates

The Bank is subject to sections 23A and 23B of the Federal Reserve Act, or FRA, and the Federal Reserve’s
implementing Regulation W. An affiliate of a bank is any company or entity that controls, is controlled by or is under
common control with the bank. Accordingly, transactions, including the payment of management fees, between PUB,
the Bank and any non-bank subsidiaries are subject to a number of restrictions. All such transactions, as well as
contracts entered into between the Bank and affiliates, must be on terms that are no less favorable to the Bank than
those that would be available from non-affiliated third parties.

Loans to Insiders

Loans to executive officers, directors or principal shareholders are subject to restrictions under Sections 22(g) and
22(h) of the FRA and the Federal Reserve’s implementing Regulation O (collectively “Reg. O”). From time to time, the
Bank makes loans to executive officers, directors and principal shareholders on terms permitted by Reg. O. We

believe the Bank is in compliance with Reg. O and, therefore, we believe we are in compliance with the
Sarbanes-Oxley Act of 2002 (“SOX”). All loans from the Bank to executive officers, directors or principal shareholders
are made in the ordinary course of business, are of a type generally made available to the public and are on market
terms no more favorable than those offered to persons not related to the Bank, except for the waiver of certain loan

fees and a minor reduction in certain loan interest rates as part of a benefit program as allowed by Reg. O.

Change in Control

Subject to certain exceptions, the BHCA and the Change in Bank Control Act require prior approval from the Federal
Reserve for any person or company to acquire “control” of a bank or a bank holding company. Control is conclusively
presumed to exist if an individual or company acquires 25% or more of any class of voting securities, and in general is
presumed to exist if a person acquires 10 percent or more, but less than 25%, of any class of voting securities. In
certain cases, a company may also be presumed to have control under the BHCA if it acquires 5% or more of any

class of voting securities. Control may also be deemed to exist where a person or company is found to hold “controlling
influence” over a bank or bank holding company.

Community Reinvestment Act
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The Community Reinvestment Act (“CRA”) and its implementing regulations are intended to encourage banks to help

meet the credit needs of their service areas, including low- and moderate-income neighborhoods, consistent with safe

and sound operations. The prudential regulatory agencies are required to assign and make public a rating of a bank’s
performance under the CRA as either “outstanding,” “satisfactory,” “needs to improve,” or “substantial noncompliance.” The
federal banking agencies consider a bank’s CRA rating when a bank submits an application to establish banking

centers, merge, or acquire the assets and assume the liabilities of another bank. In the case of a bank holding company,

the CRA performance record of all banks involved in the merger or acquisition are reviewed in connection with the

filing of an application to acquire ownership or control of shares or assets of a

99 ¢
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bank or to merge with any other financial holding company. A less-than-satisfactory rating can substantially delay,
block or impose conditions on the transaction. In its last CRA examination, the Bank received a rating of “outstanding.”

Interstate Branching

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the “Riegle-Neal Act”) provides that
adequately capitalized and managed bank holding companies are permitted to acquire banks in any state. In addition,
banks are permitted to establish branches in any state if that state would permit the establishment of the branch by a
state bank chartered in that state, although branching remains subject to applicable regulatory approval and adherence
to applicable legal requirements.

Anti-Money Laundering and Economic Sanctions

The Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct
Terrorism Act of 2001 (the “USA PATRIOT Act”) provides the federal government with additional powers to address
terrorist threats. Through enhanced domestic security measures, expanded surveillance powers, increased information
sharing and broadened anti-money laundering requirements. By way of amendments to the Bank Secrecy Act, or the
BSA, the USA Patriot Act imposed new requirements that obligate financial institutions, such as banks, to take certain
steps to control the risks associated with money laundering and terrorist financing.

Among other requirements, the USA Patriot Act and implementing regulations require banks to establish anti-money
laundering programs that include, at a minimum:

tnternal policies, procedures and controls designed to implement and maintain the bank’s compliance with all of the

requirements of the USA Patriot Act, the BSA and related laws and regulations;

systems and procedures for monitoring and reporting of suspicious transactions and activities;

a designated compliance officer;

employee training;

an independent audit function to test the anti-money laundering program;

procedures to verify the identity of each customer upon the opening of accounts; and

heightened due diligence policies, procedures and controls applicable to certain foreign accounts and relationships.
Additionally, the USA Patriot Act requires each financial institution to develop a customer identification program, or
CIP, as part of its anti-money laundering program. The key components of the CIP are identification, verification,
government list comparison, notice and record retention. The purpose of the CIP is to enable the financial institution
to determine the true identity and anticipated account activity of each customer. To make this determination, among
other things, the financial institution must collect certain information from customers at the time they enter into the
customer relationship with the financial institution. This information must be verified within a reasonable time
through documentary and non-documentary methods. Furthermore, all customers must be screened against any
CIP-related government lists of known or suspected terrorists. Financial institutions are also required to comply with
various reporting and recordkeeping requirements. The Federal Reserve and the FDIC consider an applicant’s
effectiveness in combating money laundering, among other factors, in connection with an application to approve a
bank merger or acquisition of control of a bank or bank holding company.

Likewise, the Office of Foreign Assets Control, or OFAC, is responsible for helping to ensure that U.S. entities do not
engage in transactions with the subjects of U.S. sanctions, as defined by various Executive Orders, laws, regulations
and related interpretations. OFAC assembles and provides lists of names of persons and organizations suspected of
aiding, harboring or engaging in terrorist acts. If either Bank finds a name on any transaction, account or wire transfer
that is on an OFAC list, it must freeze such account, file a suspicious activity report and notify appropriate authorities.
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The Bank has adopted policies, procedures and controls to comply with the BSA, the USA Patriot Act and OFAC
regulations.

Regulatory Enforcement Authority

Federal and state banking laws grant substantial enforcement powers to federal and state banking regulators. This
enforcement authority includes, among other things, the ability to assess civil money penalties, to issue cease and
desist or removal orders and to initiate injunctive actions against banking organizations and “institution-affiliated
parties,” such as management, employees and agents. In general, these enforcement actions may be initiated for
violations of laws and regulations and unsafe or unsound practices. Other actions or inactions may provide the basis
for enforcement action, including misleading or untimely reports filed with regulatory authorities. When issued by a
banking regulator, cease-and-desist and similar orders may, among other things, require affirmative action to correct
any harm resulting from a violation or practice, including restitution, reimbursement, indemnifications or guarantees
against loss. A bank may also be ordered to restrict its growth, dispose of certain assets, rescind agreements or
contracts, or take other actions determined to be appropriate by the ordering regulatory agency.

Loan Concentrations

The FDIC has issued guidance recommending that if certain categories of commercial real estate (“CRE”) loans and
acquisition, development and construction (“ADC”) loans exceed certain thresholds, then heightened risk management
practices should be employed to mitigate risk. As of December 31, 2015, our CRE and ADC loans did not exceed
those thresholds. An increase in ADC loan concentration could cause our ratio for ADC loans to increase and even
exceed the thresholds. We have exceeded these thresholds at times in the past and may do so again in the future. If we
exceed the thresholds and do not manage the risk of our CRE and ADC loans, we may be subject to regulatory
scrutiny, such as a requirement to raise additional capital, reduce our loan concentrations or undertake other remedial
actions.

Federal Home Loan Bank System

In 2015 the Federal Home Loan Bank of Des Moines and the Federal Home Loan Bank of Seattle completed their
merger. As a result, the Bank is now a member of and owns stock in the Federal Home Loan Bank of Des Moines.

Privacy and Data Security

Under the Gramm-Leach-Bliley Act, also known as the Financial Services Modernization Act of 1999 (“GLBA”), federal
banking regulators adopted rules limiting the ability of financial institutions to disclose non-public information about
consumers to non-affiliated third parties. The rules require disclosure of privacy policies to consumers and, in some
circumstances, allow consumers to prevent disclosure of certain personal information to non-affiliated third parties.

The GLBA also directed federal regulators to prescribe standards for the security of consumer information. The Bank

is subject to such standards, as well as standards for notifying customers in the event of a security breach.

Consumer Laws and Regulations

The Bank is also subject to a number of other federal and state consumer laws and regulations that are designed to
protect consumers in transactions with banks. While the list set forth below is not exhaustive, these laws and
regulations include the Truth-in-Lending Act, the Truth-in-Savings Act, the Electronic Funds Transfer Act, the
Expedited Funds Availability Act, the Check Clearing for the 21st Century Act, the Fair Credit Reporting Act, the Fair
Debt Collection Practices Act, the Equal Credit Opportunity Act, the Fair Housing Act, the Home Mortgage
Disclosure Act, the Fair and Accurate Transactions Act, the Servicemembers Civil Relief Act, the Military Lending
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Act, the Mortgage Disclosure Improvement Act, and the Real Estate Settlement Procedures Act, among others. These
laws and regulations mandate certain disclosure requirements and regulate the manner in which financial institutions
must deal with consumers when offering consumer financial products and services.

Rulemaking authority for most federal consumer-financial-protection laws rests with the CFPB. The CFPB also has
broad authority to prohibit unfair, deceptive and abusive acts and practices, or UDAAP, and to investigate and

penalize financial institutions that violate this prohibition. While the statutory language of the Dodd-Frank Act
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sets forth the standards for acts and practices that violate the prohibition on UDAAP, certain aspects of these standards
are untested, and thus it is currently not possible to predict how the CFPB will exercise this authority.

The Dodd-Frank Act also authorized the CFPB to establish certain minimum standards for the origination of
residential mortgages, including a determination of the borrower’s ability to repay. The rules also impose both
underwriting standards and limits on the terms, including pricing, of such loans. In 2014, the CFPB adopted
regulations that combine mortgage disclosures required by the Real Estate Settlement Procedures Act and Regulation
X, and the Truth-in-Lending Act and Regulation Z. This new disclosure scheme requires mortgage lenders such as the
Bank to substantially revise their loan-origination and disclosure systems in order to comply with the new regulations.
The Bank has implemented necessary modifications in order to meet these requirements. In 2018, portions of a
significant expansion of the Home Mortgage Disclosure Act and its implementing Regulation C will take effect.

Other Dodd-Frank Act Reforms
Volcker Rule

The Volcker Rule prohibits insured depository institutions, such as the Bank, and their affiliates, such as PUB, from

(i) engaging in “proprietary trading,” and (ii) investing in or sponsoring certain types of funds, or covered funds, in each
case subject to certain limited exceptions. The final rules impose significant compliance and reporting obligations on
banking entities. The Federal Reserve recently extended the conformance period for certain covered funds to July 21,
2017. PUB is reviewing the scope of any compliance program that may be required but is of the view that the impact

of the Volcker Rule will not be material to its business operations.

Executive Compensation and Corporate Governance

The Dodd-Frank Act requires public companies to include, at least once every three years, a separate non-binding
“say-on-pay”’ vote in their proxy statement by which shareholders may vote on the compensation of the public company’s
named executive officers. In addition, if such public companies are involved in a merger, acquisition, or consolidation,

or if they propose to sell or dispose of all or substantially all of their assets, shareholders have a right to an advisory

vote on any golden parachute arrangements in connection with such transaction. Other provisions of the act may

impact our corporate governance. In addition, the act requires the SEC to adopt rules requiring all exchange-traded
companies to adopt claw-back policies for incentive compensation paid to executive officers in the event of

accounting restatements based on material non-compliance with financial reporting requirements. We are an “Emerging
Growth Company” under the JOBS Act and therefore subject to reduced disclosure requirements related to executive
compensation.

Future Legislative and Regulatory Developments

Various legislative acts are from time to time enacted by Congress or by the Utah Legislature. Additionally, regulatory
agencies frequently modify or create new regulation and guidance. Such acts and modifications or new regulation and
guidance may change the environment in which PUB and the Bank operate in substantial and unpredictable ways. We
cannot determine the ultimate impact that potential legislation, if enacted, or implementing regulations and guidance
with respect thereto, would have upon PUB’s or the Bank’s financial condition or results of operations.

State Corporate Law Restrictions
As Utah corporations, PUB and the Bank are subject to certain limitations and restrictions under applicable Utah
corporate law. For example, state-law restrictions in Utah include limitations and restrictions relating to

indemnification of directors; distributions to shareholders; transactions involving directors, officers, or interested
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shareholders; maintenance of books, records, and minutes; and observance of certain corporate formalities.
Corporate Governance and Accounting Legislation
SOX established a new accounting oversight board that enforces auditing standards and restricts the scope of services

that accounting firms may provide to their public-company audit clients. Among other things, SOX also (i) requires
chief executive officers and chief financial officers to certify to the accuracy of periodic reports filed
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with the SEC; (ii) imposes new disclosure requirements regarding internal controls, off-balance-sheet transactions,
and pro forma (non-GAAP) disclosures; (iii) accelerates the time frame for reporting of insider transactions and
periodic disclosures by public companies; and (iv) requires companies to disclose whether or not they have adopted a
code of ethics for senior financial officers and whether the audit committee includes at least one “audit committee
financial expert.” As a public reporting company, we are subject to requirements under SOX and related rules and
regulations issued by the SEC and NASDAQ. We incur additional expense as a result of SOX and these rules and
regulations.

Effects of Government Monetary Policy

Our earnings and growth are affected not only by general economic conditions, but also by the fiscal and monetary
policies of the Federal Government, particularly the Federal Reserve. The Federal Reserve can and does implement
national monetary policy for such purposes as curbing inflation, combating recession, and facilitating the national
debt. The nature and impact of future changes in monetary policies and their impact on us cannot be predicted with
certainty.

Item 1A. Risk Factors

An investment in the Company’s common shares involves certain risks. The following is a discussion of the most
significant risks and uncertainties that may affect the Company’s business, financial condition and future results.

Risks Relating to Our Business and Market

As a business operating in the financial services industry, our business and operations may be adversely affected in
numerous and complex ways by weak economic conditions.

Our businesses and operations, which primarily consist of lending money to customers in the form of loans, borrowing
money from customers in the form of deposits and investing in securities, are sensitive to general business and
economic conditions in the United States. If the U.S. economy weakens, our growth and profitability from our
lending, deposit and investment operations could be constrained. Uncertainty about the federal fiscal policymaking
process, the medium and long-term fiscal outlook of the federal government, and future tax rates is a concern for
businesses, consumers and investors in the United States. In addition, economic conditions in foreign countries,
including uncertainty over the stability of the euro currency, could affect the stability of global financial markets,
which could hinder U.S. economic growth. Weak economic conditions are characterized by deflation, fluctuations in
debt and equity capital markets, a lack of liquidity and/or depressed prices in the secondary market for mortgage
loans, increased delinquencies on mortgage, consumer and commercial loans, residential and commercial real estate
price declines and lower home sales and commercial activity. The current economic environment is also characterized
by interest rates at historically low levels, which impacts our ability to attract deposits and to generate attractive
earnings through our investment portfolio. All of these factors are detrimental to our business, and the interplay
between these factors can be complex and unpredictable. Our business is also significantly affected by monetary and
related policies of the U.S. federal government and its agencies. Changes in any of these policies are influenced by
macroeconomic conditions and other factors that are beyond our control. Adverse economic conditions and
government policy responses to such conditions could have a material adverse effect on our business, financial
condition and results of operations.

We were affected negatively by the weak economic conditions present during the recent financial crisis that began in
2008, and our total assets and annual net income dropped to lows of $810.9 million and $3.1 million, respectively in
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2009 and 2008, due to these economic conditions. A future crisis or similar weak economic conditions could affect us
similarly, which would negatively impact our business, financial condition and results of operations.

A substantial majority of our loans and operations are in Utah, Salt Lake, Davis, Cache and Washington counties, and
therefore our business is particularly vulnerable to a downturn in the local economies of those counties.

Unlike larger financial institutions that are more geographically diversified, our business is concentrated primarily in
the state of Utah. As of December 31, 2015, approximately 78.8% of our loans were secured by real
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estate, the substantial majority of which are located in Utah, Salt Lake, Davis, Cache and Washington counties. If the
local economy and particularly the real estate market declines, the rates of delinquencies, defaults, foreclosures,
bankruptcies and losses in our loan portfolio would likely increase. This risk increases for our variable rate loans
which represent 53.6% of our loans. As a result of this lack of diversification in our loan portfolio, a downturn in the
local economy generally and real estate market specifically could significantly reduce our profitability and growth and
adversely affect our financial condition.

A large portion of our loan portfolio is tied to the real estate market and we may be negatively impacted by downturns
in that market.

The majority of loans in our loan portfolio are real estate related, including loans for construction and land
development projects and for the purchase, improvement or refinancing of residential and commercial real estate. A
downturn in the real estate market could increase loan delinquencies, defaults and foreclosures, and significantly
impair the value of our collateral and our ability to sell the collateral upon foreclosure. The real estate collateral in
each case provides an alternate source of repayment in the event of default by the borrower and may deteriorate in
value during the time the credit is extended. If real estate values decline, it is also more likely that we would be
required to increase our allowance for loan losses. If during a period of reduced real estate values we are required to
liquidate the property collateralizing a loan to satisfy the debt or to increase our allowance for loan losses, it could
materially reduce our profitability and adversely affect our financial condition.

As of December 31, 2015, 17.1% of our loan portfolio consisted of real estate construction, and acquisition and land
development loans, which generally have a higher degree of risk than long-term financing of existing properties
because repayment depends on the completion of the project and usually on the sale of the property. In addition, these
loans are often “interest-only loans,” which normally require only the payment of interest accrued prior to maturity.
Interest-only loans carry greater risk than principal and interest loans because no principal is paid prior to maturity.
This risk is particularly apparent during periods of rising interest rates and declining real estate values. If there is a
significant decline in the real estate market due to a material increase in interest rates or for other reasons, many of
these loans could default and result in foreclosure. Moreover, most of these loans are for projects located in our
primary market area. If we are forced to foreclose on a project prior to completion, we may not be able to recover the
entire unpaid portion of the loan or we may be required to fund additional money to complete the project or hold the
property for an indeterminate period of time. Any of these outcomes may result in losses and reduce our earnings.

The FDIC has given guidance recommending that if the sum of (i) certain categories of commercial real estate, or
CRE, loans and (ii) acquisition, development and construction, or ADC, loans exceeds 300% of total risk-based
capital, or if ADC loans exceed 100% of total risk- based capital, heightened risk management practices should be
employed to mitigate risk. As of December 31, 2015, our ratio for the sum of CRE and ADC loans was 229.9% and
our ratio for ADC loans was 100.5%. Our concentration in ADC loans is cyclical and tends to increase in the second
and third quarters of each year as demand for ADC loans increases. An increase in ADC loan concentration could
cause our ratio for ADC loans to increase and even exceed the FDIC’s guideline. We have exceeded these guidance
ratios at times in the past and may do so in the future. If we exceed the FDIC’s guidelines and do not manage the risk
of our CRE and ADC loans, we may be subject to regulatory scrutiny including a requirement to raise additional
capital, reduce our loan concentrations or undertake other remedial actions.

We are a community bank and our ability to maintain our reputation is critical to the success of our business and the
failure to do so may materially and adversely affect our performance.

We operate community banks, and our reputation is one of the most valuable components of our business. As such,
we strive to conduct our business in a manner that enhances our reputation. This is done, in part, by recruiting, hiring

and retaining associates who share our core values of being an integral part of the communities we serve, delivering
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superior service to our customers and caring about our customers and associates. If our reputation is negatively
affected, by the actions of our associates or otherwise, our business and, therefore, our operating results may be
materially and adversely affected.
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We could suffer material credit losses if we do not appropriately manage our credit risk.

There are risks inherent in making any loan, including risks inherent in dealing with individual borrowers, risks of
non-payment, risks resulting from uncertainties as to the future value of collateral and risks resulting from changes in
economic and industry conditions. Changes in the economy can cause the assumptions that we made at origination to
change and can cause borrowers to be unable to make payments on their loans, and significant changes in collateral
values can cause us to be unable to collect the full value of loans we make. There is no assurance that our credit risk
monitoring and loan approval procedures are or will be adequate or will reduce the inherent risks associated with
lending. Our credit administration personnel, and policies and procedures may not adequately adapt to changes in
economic or any other conditions affecting customers and the quality of our loan portfolio. Any failure to manage
such credit risks may materially adversely affect our business, financial condition and results of operations.

The small- and medium-sized businesses that we lend to may have fewer resources to weather adverse business
developments, which may impair their ability to repay a loan, and such impairment could adversely affect our results
of operations and financial condition.

We focus our business development and marketing strategy primarily on small to medium-sized businesses. Small to
medium-sized businesses frequently have smaller market shares than their competition, may be more vulnerable to
economic downturns, often need substantial additional capital to expand or compete and may experience substantial
volatility in operating results, any of which may impair a borrower’s ability to repay a loan. In addition, the success of
a small- and medium-sized business often depends on the management skills, talents and efforts of one or two people
or a small group of people, and the death, disability or resignation of one or more of these people could have a
material adverse impact on the business and its ability to repay its loan. If general economic conditions negatively
impact Utah and small- to medium-sized businesses are adversely affected or our borrowers are otherwise affected by
adverse business conditions, our business, financial condition and results of operations could be adversely affected.

If we are not able to maintain our past levels of growth, our future prospects and competitive position could be
diminished and our profitability could be reduced.

We may not be able to sustain our growth at the rate we have enjoyed during the past several years. Our growth over
the past several years has been driven primarily by a strong residential housing and commercial real estate market in
our market areas and our ability to identify attractive expansion opportunities. A downturn in local economic market
conditions, particularly in the real estate market, a failure to attract and retain high performing associates, heightened
competition from other financial services providers, and an inability to attract additional core deposits and lending
customers, among other factors, could limit our ability to grow as rapidly as we have in the past and as such have a
negative effect on our business, financial condition and results of operations.

If we are unable to manage our growth effectively, we may incur higher-than-anticipated costs and our ability to
execute our growth strategy could be impaired.

We expect to continue to grow our assets and deposits by increasing our product and service offerings and expanding
our operations through new branches and possibly acquisitions. Our ability to manage growth successfully will
depend on our ability to:

tdentify suitable markets for expansion;

attract and retain qualified management;

attract funding to support additional growth;

maintain asset quality and cost controls;

maintain adequate regulatory capital and profitability to support our lending activities; and
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€ind attractive acquisition candidates and successfully acquire and integrate the acquisitions in an efficient manner.
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If we do not manage our growth effectively, we may be unable to realize the benefit from the investments in
technology, infrastructure, and personnel that we have made to support our expansion. In addition, we may incur
higher costs and realize less revenue growth than we expect, which would reduce our earnings and diminish our future
prospects, and we may not be able to continue to implement our business strategy and successfully conduct our
operations. Risks associated with failing to maintain effective financial and operational controls as we grow, such as
maintaining appropriate loan underwriting procedures, determining adequate allowances for loan losses and
complying with regulatory accounting requirements, including increased loan losses, reduced earnings and potential
regulatory penalties and restrictions on growth, all could have a negative effect on our business, financial condition
and results of operations.

We may grow through mergers or acquisitions, which strategy may not be successful or, if successful, may produce
risks in successfully integrating and managing the merged companies or acquisition and may dilute our shareholders.

As part of our growth strategy, we may pursue mergers and acquisitions of banks and nonbank financial services
companies within and outside of our principal market area. Although we regularly identify and explore specific
acquisition opportunities as part of our ongoing business practices, we have no present agreements or commitments to
merge with or acquire any financial institution or any other company, and may not find suitable merger or acquisition
opportunities. Mergers and acquisitions involve numerous risks, any of which could harm our business, including:

difficulties in integrating the operations, technologies, existing contracts, accounting processes and personnel of the
target and realizing the anticipated synergies of the combined businesses;
difficulties in supporting and transitioning customers of the target companys;
* diversion of financial and management resources from existing
operations;
» the price we pay or other resources that we devote may exceed the value we realize, or the value we could
have realized if we had allocated the purchase price or other resources to another opportunity;
entering new markets or areas in which we have limited or no experience;
potential loss of key associates and customers from either our business or the target’s business;
assumption of unanticipated problems or latent liabilities of the target; and
tnability to generate sufficient revenue to offset acquisition costs.
Mergers and acquisitions also frequently result in the recording of goodwill and other intangible assets, which are
subject to potential impairments in the future and that could harm our financial results. In addition, if we finance
acquisitions by issuing convertible debt or equity securities, our existing shareholders may be diluted, which could
affect the market price of our common shares. As a result, if we fail to properly evaluate mergers, acquisitions or
investments, we may not achieve the anticipated benefits of any such merger or acquisition, and we may incur costs in
excess of what we anticipate. The failure to successfully evaluate and execute mergers, acquisitions or investments or
otherwise adequately address these risks could materially harm our business, financial condition and results of
operations.

Our allowance for loan losses may not be adequate to cover actual losses.

A significant source of risk arises from the possibility that we could sustain losses due to loan defaults and
non-performance on loans. We maintain an allowance for loan losses in accordance with accounting principles
generally accepted in the United States to provide for such defaults and other non-performance. As of December 31,
2015, our allowance for loan losses as a percentage of gross loans was 1.45%. The determination of the appropriate
level of loan loss allowance is an inherently difficult process and is based on numerous assumptions. The amount of
future losses is susceptible to changes in economic, operating and other conditions, including changes in interest rates,
which may be beyond our control. In addition, our underwriting policies, adherence to credit monitoring processes,
and risk management systems and controls may not prevent unexpected losses. Our allowance for loan losses may not
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be adequate to cover actual loan losses. Moreover, any increase in our allowance for loan losses will adversely affect
our earnings.
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We may have difficulty attracting additional necessary personnel, which may divert resources and limit our ability to
successfully expand our operations.

Our business plan includes, and is dependent upon, our hiring and retaining highly qualified and motivated associates
at every level. In addition, we anticipate that the reporting and related obligations to which we will become subject as
a public reporting company may require us to hire additional accounting and finance staff. We expect to experience
substantial competition in identifying, hiring and retaining top-quality associates. If we are unable to hire and retain
qualified associates we may be unable to successfully execute our business strategy and manage our growth.

The unexpected loss of key officers would materially and adversely affect our ability to execute our business strategy,
and diminish our future prospects.

Our success to date and our prospects for success in the future are substantially dependent on our senior management
team. The loss of key members of our senior management team could materially and adversely affect our ability to
successfully implement our business plan and, as a result, our future prospects. The loss of senior management
without qualified successors who can execute our strategy would also have an adverse impact on us.

Our profitability depends on interest rates generally, and we may be adversely affected by changes in market interest
rates.

Our profitability depends in substantial part on our net interest income. Our net interest income depends on many
factors that are partly or completely outside of our control, including competition, federal economic, monetary and
fiscal policies, and economic conditions generally. Our net interest income will be adversely affected if market
interest rates change so that the interest we pay on deposits and borrowings increases faster than the interest we earn
on loans and investments. In addition, an increase in interest rates could adversely affect borrowers’ ability to pay the
principal or interest on existing loans or reduce their desire to borrow more money. This may lead to an increase in
our non-performing assets, a decrease in loan originations, or a reduction in the value of and income from our loans,
any of which could have a material and negative effect on our results of operations. Fluctuations in market rates and
other market disruptions are neither predictable nor controllable and may adversely affect our financial condition and
earnings.

The ratio of variable to fixed-rate loans in our loan portfolio, the ratio of short-term (maturing at a given time within
12 months) to long-term loans, and the ratio of our demand, money market and savings deposits to CDs (and their
time periods), are the primary factors affecting the sensitivity of our net interest income to changes in market interest
rates. The composition of our rate-sensitive assets or liabilities is subject to change and could result in a more
unbalanced position that would cause market rate changes to have a greater impact on our earnings.

In periods of rising interest rates, consumer demand for new residential mortgages and re-financings decreases, which
in turn, adversely impacts our mortgage business.

Our funding sources may prove insufficient to provide liquidity, replace deposits and support our future growth.

We rely on customer deposits, advances from the FHLB, the Federal Reserve System and lines of credit at other
financial institutions to fund our operations. Although we have historically been able to replace maturing deposits and
advances if desired, we may not be able to replace such funds in the future if our financial condition, the financial
condition of the FHLB or market conditions were to change. Our financial flexibility will be severely constrained if
we are unable to maintain our access to funding or if adequate financing is not available to accommodate future
growth at acceptable interest rates. Finally, if we are required to rely more heavily on more expensive funding sources
to support future growth, our revenues may not increase proportionately to cover our costs. In this case, our
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profitability would be adversely affected.

FHLB borrowings and other current sources of liquidity may not be available or, if available, sufficient to provide
adequate funding for operations. Furthermore, our own actions could result in a loss of adequate funding. For

example, our availability at the FHLB could be reduced if we are deemed to have poor documentation or processes.

Accordingly, we may seek additional higher-cost debt in the future to achieve our long- term business objectives.
Additional borrowings, if sought, may not be available to us or, if available, may not be available on
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favorable terms. If additional financing sources are unavailable or are not available on reasonable terms, our growth
and future prospects could be adversely affected.

We may be adversely affected by the lack of soundness of other financial institutions or market utilities.

Our ability to engage in routine funding and other transactions could be adversely affected by the actions and
commercial soundness of other financial institutions. Financial institutions are interrelated as a result of trading,
clearing, counterparty or other relationships. Defaults by, or even rumors or questions about, one or more financial
institutions or market utilities, or the financial services industry generally, may lead to market-wide liquidity problems
and losses of depositor, creditor and counterparty confidence and could lead to losses or defaults by us or by other
institutions.

Impairment of investment securities could require charges to earnings, which would negatively impact our results of
operations.

We maintain a significant amount of our assets in investment securities, and must periodically test our investment
securities for impairment in value. In assessing whether the impairment of investment securities is
other-than-temporary, we consider the length of time and extent to which the fair value has been less than cost, the
financial condition and near- term prospects of the issuer, and the intent and ability to retain its investment in the
security for a period of time sufficient to allow for any anticipated recovery in fair value in the near term. If we
conclude that impairment of investment securities is required, we could be required to incur charges to earnings,
which would result in a negative impact on our results of operations. The impact of these impairment matters could
have a material adverse effect on our business, results of operations, and financial condition.

We face strong competition from banks, credit unions and other financial services providers that offer banking
services, which may limit our ability to attract and retain banking customers.

Competition in the banking industry generally, and in our geographic market specifically, is intense. Competitors
include banks, as well as other financial services providers, such as savings and loan institutions, consumer finance
companies, brokerage firms, insurance companies, credit unions, mortgage banks and other financial intermediaries.
In particular, our competitors include several larger national and regional financial institutions whose greater
resources may afford them a marketplace advantage by enabling them to maintain numerous banking locations and
ATMs, offer a wider array of banking services and conduct extensive promotional and advertising campaigns.
Additionally, banks and other financial institutions with larger capitalization and financial intermediaries not subject
to bank regulatory restrictions have larger lending limits and are thereby able to serve the credit needs of a broader
customer base than us. Larger competitors may also be able to offer better lending and deposit rates to customers, and
could increase their competition as we become a public company and our growth becomes more visible. Moreover,
larger competitors may not be as vulnerable as us to downturns in the local economy and real estate market since they
have a broader geographic area and their loan portfolio is more diversified. While our deposit base has increased,
several larger banks have grown their deposit market share in our markets faster than we have resulting in a declining
relative deposit market share for us in our existing markets. We believe our declining relative market share in deposits
has resulted primarily from aggressive marketing and advertising, br