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STOCK YARDS BANCORP, INC. AND SUBSIDIARY
Consolidated Balance Sheets
March 31, 2015 and December 31, 2014
(In thousands, except share data)

Assets

Cash and due from ban
Federal funds sol

Cash and cash equivalel
Mortgage loans held for sa
Securities availab-for-sale (amortized cost of $465,031 in 2015 and $5@i2 2014)
Federal Home Loan Bank stock and other secul
Loans
Less allowance for loan loss

Net loans
Premises and equipment, |
Bank owned life insuranc
Accrued interest receivab
Other asset

Total asset
Liabilities and Stockholders’ Equity
Deposits:
Nor-interest bearin
Interest bearin
Total deposit:
Securities sold under agreements to repurc
Federal funds purchas
Accrued interest payab
Other liabilities
Federal Home Loan Bank advant
Total liabilities
Stockholder equity:
Preferred stock, no par value. Authorized 1,000 £l2¥Yes; no shares issued or outstan

Common stock, no par value. Authorized 20,000,0G0es; issued and outstanding 14,795,148

14,744,684 shares in 2015 and 2014, respect
Additional paic-in capital
Retained earning
Accumulated other comprehensive inca

Total stockholder equity

Total liabilities and stockholde’ equity
See accompanying notes to unaudited consolidateddial statements.

2

March 31, December 31
2015 2014
(Unaudited)

$ 33,88¢ % 42,21¢

23,63( 32,02t

57,51¢ 74,24

6,481 3,74

471,70: 513,05¢

6,347 6,341

1,874,011 1,868,55I

24 ,88: 24,92(

1,849,12 1,843,633l

40,06( 39,08¢

30,32¢ 30,10

6,13¢ 5,98(

44 56¢ 47,67:

$ 2,512,26. $ 2,563,86!

$ 531,19 $ 523,94°

1,579,03! 1,599,68|

2,110,22! 2,123,62

59,87 69,55¢

14,43 47,39(

127 131

23,24¢ 26,43¢

36,74« 36,83:

2,244 66, 2,303,97.

10,20z 10,03t

39,35: 38,19:

214,10( 209,58

3,94¢ 2,08t

267,60 259,89!

$ 2,512,26. $ 2,563,86!
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STOCK YARDS BANCORP, INC. AND SUBSIDIARY
Consolidated Statements of Income
For the three months ended March 31, 2015 and @0ddudited)
(In thousands, except per share data)

Interest income
Loans
Federal funds sol
Mortgage loans held for sa
Securities— taxable
Securities— tax-exempt
Total interest incom
Interest expenst
Deposits
Federal funds purchas
Securities sold under agreements to repurc
Federal Home Loan Bank advan
Total interest expens
Net interest incom
Provision for loan losse
Net interest income after provision for loan los
Nor-interest income
Investment management and trust reve
Service charges on deposit accol
Bankcard transaction reven
Mortgage banking revent
Brokerage commissions and fe
Bank owned life insurance incor
Other
Total nor-interest incom
Nor-interest expense
Salaries and employee bene
Net occupancy expen:
Data processing expen
Furniture and equipment exper
FDIC insurance expen:
Loss (gain) on other real estate ow!
Other
Total nor-interest expense
Income before income tax
Income tax expens
Net income
Net income per shar
Basic

Diluted
Average common share
Basic

Diluted

See accompanying notes to unaudited consolidataddial statements.

2015 2014
$ 20,41 $ 19,35¢
68 79
39 31
2,03¢ 1,837
291 20¢
22,84 21,60
972 1,14(
7 6
37 34
21€ 19€
1,23: 1,37¢
21,61 20,22t
— 35¢
21,61 19,87¢
4,55 4,56¢
2,08( 2,10z
1,12z 1,07¢
82¢ 58¢
461 50E
22z 23€
40€ 40C
9,67- 9,47¢
11,10 11,11¢
1,46¢ 1,55¢
1,45¢ 1,56(
247 26¢
297 342
20 (349)
3,19: 3,04:
17,77¢ 17,54z
13,50¢ 11,80¢
4,25: 3,63z
$ 9,25F $ 8,17
$ 0.6: $ 0.5€
$ 06: $ 0.5¢
14,64’ 14,50¢
14,85 14,70:
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STOCK YARDS BANCORP, INC. AND SUBSIDIARY
Consolidated Statements of Comprehensive Income
For the three months ended March 31, 2015 and @0ddudited)
(In thousands)

Net income
Other comprehensive income, net of t
Unrealized gains on securities availefor-sale:
Unrealized gains arising during the period (netaafof $1,011 and $1,091, respective
Unrealized (losses) gains on hedging instrume
Unrealized (losses) gains arising during the pefiwd of tax of ($9) and $12, respective

Other comprehensive incor
Comprehensive incorr

See accompanying notes to unaudited consolidataddial statements.
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2015 2014
925F $ 8,17
1,88( 2,02¢

(19) 21
1,861 2,047
11,116 $ 10,22+
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STOCK YARDS BANCORP, INC. AND SUBSIDIARY

Consolidated Statements of Changes in Stockhol&epsity
For the three months ended March 31, 2015 and @0ddudited)

Balance December 31, 20
Net income

Other comprehensive income, net of

Stock compensation exper

Stock issued for exercise of stock
options, net of withholdings to satis
employee tax obligations upon

vesting of stock awarc

Stock issued for non-vested restricted
stock

Stock issued for shateased awards, r
of withholdings to satisfy employee
tax obligations upon awai

Cash dividends, $0.21 per sh.

Shares repurchased or cance

Balance March 31, 201

Balance December 31, 20
Net income

Other comprehensive income, net of

Stock compensation exper

Stock issued for exercise of stock
options, net of withholdings to satis
employee tax obligations upon

vesting of stock awarc

Stock issued for non-vested restricte:
stock

Stock issued for shateased awards, r
of withholdings to satisfy employee
tax obligations upon awal

Cash dividends, $0.23 per sh.

Shares repurchased or cance

Balance March 31, 201

(In thousands, except per share data)

Accumulated

Common stock other
Number of Additional Retained comprehensive
shares Amount paid-in capital earnings income Total

14,60¢ $ 9,581 $ 3325F $ 188,82 $ (2,217) $ 229,44
— — — 8,171 — 8,17
_ — — — 2,047 2,045
— — 29C — — 29C
22 75 601 (23) — 652
40 131 1,01¢ (1,14¢) — —
5 18 (112) — — (94)
_ — — (3,079 — (3,079
(17) (56) (435) 25 — (466€)
14,65¢ $ 9,74¢ $ 3461 $ 19278 $ (170 $ 236,97t
14,748 $ 10,03t $ 3819 $ 20958 $ 2,088 $ 259,89
— — — 9,25¢ — 9,25¢
— — — — 1,861 1,861
— — 501 — — 501
13 42 424 (17) — 44¢
35 11€ 1,08t (1,207 — —
18 61 (397) (12€) — (464)
— — — (3,399 — (3,399
(16) (51) (452) — — (509)
14,79 $ 10,20 $ 39,35: $ 214,100 $ 3,94¢ $ 267,60:

See accompanying notes to unaudited consolidataddial statements.
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STOCK YARDS BANCORP, INC. AND SUBSIDIARY
Consolidated Statements of Cash Flows
For the three months ended March 31, 2015 and Z0héaudited)

(In thousands)

Operating activities
Net income
Adjustments to reconcile net income to net caskigeal by operating activitie:
Provision for loan losse
Depreciation, amortization and accretion,
Deferred income tax provisic
Gain on sales of mortgage loans held for
Origination of mortgage loans held for s
Proceeds from sale of mortgage loans held for
Bank owned life insurance incor
Loss (gain) on the disposal of premises and equip
Loss (gain) on the sale of other real es
Stock compensation exper
Excess tax benefits from sh-based compensation arrangems
Decrease in accrued interest receivable and ofisets
Decrease in accrued interest payable and othetlitlizb
Net cash provided by operating activit
Investing activities
Purchases of securities availe-for-sale
Proceeds from sale of securities available for
Proceeds from maturities of securities avail-for-sale
Net increase in loar
Purchases of premises and equipn
Proceeds from disposal of equipm
Proceeds from sale of other real es
Net cash provided by investing activiti
Financing activities
Net (decrease) increase in depa
Net decrease in securities sold under agreemengptochase and federal funds purche
Proceeds from Federal Home Loan Bank adva
Repayments of Federal Home Loan Bank adva
Issuance of common stock for options and performasack units
Excess tax benefits from sh-based compensation arrangeme
Common stock repurchas
Cash dividends pai
Net cash used in financing activiti
Net (decrease) increase in cash and cash equis
Cash and cash equivalents at beginning of pe
Cash and cash equivalents at end of pe
Supplemental cash flow informatic
Income tax paymen
Cash paid for intere:
Supplemental nc¢-cash activity

Transfers from loans to other real estate ow
See accompanying notes to unaudited consolidateddial statements.
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2015 2014
9,25¢ $ 8,171
— 35C
1,672 1,68¢
1,09C 701
(560) (341)
(27,100) (17,617
24,92¢ 16,24:
(222) (236)
9 (30)
20 (349)
501 29C
(154) (149
237 514
(3,036) (2,090
6,63¢ 7,15¢
(70,662 (69,85%)
5,93¢
108,50: 123,07:
(5,644) (8,687)
(1,725) (506)
— 344
272 3,96:
36,67 48,32
(13,399 6,45(
(42,63%) (46,726)
10,00( 10,00(
(10,08%) (10,042)
167 462
154 14¢
(839) (51)
(3,399 (3,075)
(60,037) (43,299)
(16,727) 12,18¢
74,24 70,77
5751 $ 82,95
1 —_
1,231 1,37¢
146 $ 1,137
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STOCK YARDS BANCORP, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements

1)

Summary of Significant Accounting Policies

The accompanying unaudited consolidated finantséments have been prepared in accordance withgtractions to Form 10-Q

and do not include all information and footnoteguieed by U.S. generally accepted accounting ppiesi (US GAAP) for complete
financial statements. The consolidated unauditehtial statements of Stock Yards Bancorp, InBaticorp”) and its subsidiary
reflect all adjustments (consisting only of adjusiits of a normal recurring nature) which are, eapinion of management, necessary
for a fair presentation of financial condition amedults of operations for the interim periods.

The unaudited consolidated financial statementsidiecthe accounts of Stock Yards Bancorp, Inc.iemaholly-owned subsidiary,
Stock Yards Bank & Trust Company (“Bank”). Signént intercompany transactions and accounts haam éléninated in
consolidation. In preparing the unaudited constdiddinancial statements, management is requiredatce estimates and assumptions
that affect the reported amounts of certain ass®idiabilities and disclosure of contingent asseis liabilities at the date of the
financial statements and the reported amountslatiee revenues and expenses during the reportigdpdctual results could differ
from those estimates. Material estimates that arécplarly susceptible to significant change relat the determination of the
allowance for loan losses, valuation of other esahte owned and income tax assets, and estinalbbddiés and expense.

A description of other significant accounting p@gis presented in the notes to the ConsolidaitezhEial Statements for the year
ended December 31, 2014 included in Stock Yards@&n Inc.’s Annual Report on Form 10-K. Certagelassifications have been
made in the prior year financial statements to aonfto current year classifications.

Interim results for the three month period endeddii81, 2015 are not necessarily indicative ofrdwailts for the entire year.
Critical Accounting Policies

Management has identified the accounting policgtesl to the allowance and provision for loan logsesritical to the understanding
of Bancorp’s results of operations and discussisdctinclusion with the Audit Committee of the BoafdDirectors. Since the
application of this policy requires significant nagement assumptions and estimates, it could riesuaterially different amounts to
be reported if conditions or underlying circumsesaere to change. Assumptions include many fastach as changes in borrowers’
financial condition which can change quickly ortbigcal loss ratios related to certain loan poittelwhich may or may not be
indicative of future losses. To the extent thahagemens assumptions prove incorrect, the results frommaifmns could be materia
affected by a higher or lower provision for loasdes. The accounting policy related to the all@m&anr loan losses is applicable to
the commercial banking segment of Bancorp.

The allowance for loan losses is management’s agtiof probable losses in the loan portfolio. Lizases are charged against the
allowance when management believes the uncolldityatii a loan balance is confirmed. Subsequentvedes, if any, are credited to
the allowance.

Bancorp’s allowance calculation includes specifioveance allocations to loan portfolio segmentMarch 31, 2015 for qualitative
factors including, among other factors, national fotal economic and business conditions, the tyuaifid experience of lending staff
and management, changes in lending policies armkdtwes, changes in volume and severity of pastaduns, classified loans and
non-performing loans, potential impact of any conceidre of credit, changes in the nature and termeanfs such as growth rates .
utilization rates, changes in the value of undedycollateral for collateral-

7
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(2)

dependent loans, considering Bancorp’s disposkiiag, and the effect of other external factors sagthe legal and regulatory
environment. Bancorp may also consider other taiale factors in future periods for additionalosliance allocations, including,
among other factors, changes in Bancetpan review process. Changes in the criteia urs this evaluation or the availability of n
information could cause the allowance to be in@das decreased in future periods. In additionklragulatory agencies, as part of
their examination process, may require adjustmtentise allowance for loan and lease losses bas#teimjudgments and estimates.
Bancorp utilizes the sum of all allowance amoumisved as described above as the appropriate ¢éatlowance for loan and lease
losses.

Securities

The amortized cost, unrealized gains and lossekfaanvalue of securities available for sale fallo

(in thousands) Amortized Unrealized
March 31, 2015 cost Gains Losses Fair value
U.S. Treasury and other U.S. Government

obligations $ 60,00 $ — $ — $ 60,00(
Government sponsored enterprise obligat 173,13 2,92¢ 251 175,81
Mortgagebacked securitie- government agencit 167,76¢ 2,872 74E 169,89!
Obligations of states and political subdivisic 63,37( 1,66¢ 59 64,97¢
Corporate equity securitie 75€ 25€ — 1,014
Total securities available for s $ 465,03. $ 7,72¢ $ 1,05t $ 471,70:

December 31, 201
U.S. Treasury and other U.S. Government

obligations $ 70,000 $ — $ — $ 70,00(
Government sponsored enterprise obligat 203,53: 2,017 562 204,98t
Mortgage-backed securitie- government agencit 173,57: 2,04 1,34t 174,27(
Obligations of states and political subdivisic 61,41¢ 1,56( 14z 62,83«
Corporate equity securitie 75€ 21C — 96¢€
Total securities available for s¢ $ 509,27t $ 582¢ $ 2,04¢ $ 513,05t

Corporate equity securities, included in the awdéddor sale portfolio, consist of common stoclaipublicly-traded business
development company.

There were no securities classified as held to ritatas of March 31, 2015 or December 31, 2014.

In the first quarter of 2015, Bancorp sold secesitivith total fair market value of $5.9 million,rgating no gain or loss. These
securities consisted of agency and mortgage-basdeurities with small remaining balances and agsecuyrities. These sales were
made in the ordinary course of portfolio managemidntsecurities were sold in the first quarter 812. Management has the intent
and ability to hold all remaining investment setias available for sale for the foreseeable future.

8
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A summary of the available for sale investment gées by maturity groupings as of March 31, 2045hown below.

(in thousands)

Securities available for sale Amortized cost Fair value

Due within 1 yea $ 82,26¢ $ 82,40¢
Due after 1 but within 5 yea 119,80t 121,89t
Due after 5 but within 10 yea 22,10¢ 22,85¢
Due after 10 yeat 72,32« 73,63¢
Mortgagebacked securitie 167,76! 169,89!
Corporate equity securitie 75€ 1,014
Total securities available for se $ 465,03. $ 471,70:

Actual maturities may differ from contractual matigss because some issuers have the right to cpliepay obligations. In addition to
equity securities, the investment portfolio incladgency mortgage-backed securities, which areagtesed by agencies such as the
FHLMC, FNMA, and GNMA. These securities differ fnatraditional debt securities primarily in that yhay have uncertain
principal payment dates and are priced based amasd prepayment rates on the underlying collatera

Securities with a carrying value of approximate®s8.2 million at March 31, 2015 and $263.1 millmrDecember 31, 2014 were
pledged to secure accounts of commercial depositarash management accounts, public deposits¢astubalances for certain
investment management and trust accounts.
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Securities with unrealized losses at March 31, 20ddDecember 31, 2014, not recognized in therataits of income are as follows:

Less than 12 months 12 months or more Total

(in thousands) Fair Unrealized Fair Unrealized Fair Unrealized
March 31, 2015 value losses value losses value losses
Government sponsored

enterprise obligation $ 10,69¢ $ 1 % 9,141 % 24C  $ 19,83¢ $ 251
Mortgage-backed securities -

government agencit 13,83: 82 35,06¢ 66< 48,89’ 74~
Obligations of states and

political subdivisions 7,63¢ 36 2,66 23 10,30¢ 59
Total temporarily impaired

securities $ 32,16¢ $ 12¢ $ 46,87 $ 92¢ $ 79,04: $ 1,05t
December 31, 201
Government sponsored

enterprise obligation $ 36,97¢ $ 30 $ 26,84¢ $ 53z $ 63,827 $ 562
Mortgage-backed securities -

government agencit 4,03¢ 77 49,32t 1,26¢ 53,36! 1,34¢
Obligations of states and

political subdivisions 12,65¢ 67 6,291 75 18,95: 142
Total temporarily impaired

securities $ 53,67 $ 174 $ 82,47( $ 1,87t $ 136,14. $ 2,04¢

The applicable dates for determining when secsréi@ in an unrealized loss position are Marct2815 and December 31, 2014. As
such, it is possible that a security had a markkterlower than its amortized cost on other daymduhe past twelve months, but is
not in the “Investments with an Unrealized Los$est than 12 months” category above.

Unrealized losses on Bancorp’s investment secsiittfolio have not been recognized in income beedhe securities are of high
credit quality, and the decline in fair values igedo changes in the prevailing interest rate emwvirent since the purchase date. Fair
value is expected to recover as securities reaghnimaturity date and/or the interest rate envirentweturns to conditions similar to
when these securities were purchased. These ingei&roonsist of 49 and 80 separate investmentigosias of March 31, 2015 and
December 31, 2014, respectively. Because manadeatnes not intend to sell the investments, angl ot likely that Bancorp will be
required to sell the investments before recovertheir amortized cost bases, which may be matuBiancorp does not consider these
securities to be other-than-temporarily impaireatch 31, 2015.

FHLB stock and other securities are investmentd hglBancorp which are not readily marketable amdcarried at cost. This categt
includes holdings of Federal Home Loan Bank of @inati (FHLB) stock which are required for acces$HLB borrowing, and are
classified as restricted securities.

10
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) Loans

The composition of loans by primary loan portfatlass follows:

(in thousands) March 31, 2015 December 31, 201
Commercial and industrii $ 594,98( $ 588,20(
Construction and development, excluding undeveldaed 99,84¢ 95,73:
Undeveloped lan 19,99¢ 21,26¢
Real estate mortgag
Commercial investmer 486,37 487,82.
Owner occupied commerci 341,45: 340,98:
1-4 family residentia 191,00« 195,10:
Home equity- first lien 45,28¢ 43,77¢
Home equity- junior lien 65,82¢ 66,26¢
Subtotal: Real estate mortge 1,129,94 1,133,95:
Consume 29,24¢ 29,39¢
Total loans $ 1,874,010 $ 1,868,55I

11
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The following table presents the balance in thended investment in loans and allowance for loasds by portfolio segment and
based on impairment evaluation method as of Mai¢t2315 and December 31, 2014.

Type of loan
Construction
and development
Commercial excluding

(in thousands) and undeveloped Undeveloped Real estate

March 31, 2015 industrial land land mortgage Consumer Total

Loans $ 594,98( $ 99,84¢ $ 19,99 $ 1,12994 $ 29,24¢ $ 1,874,01

Loans collectively evaluated fol
impairment $ 58786 8% 98,84¢ $ 1999t $ 1125531 $ 29,16¢ $ 1,861,411

Loans individually evaluated fo
impairment $ 7,041 $ 51€ $ — $ 3,90t $ 74 $ 11,53¢

Loans acquired with deteriorate
credit quality $ 78 $ 481 $ — $ 50C $ 5% 1,064

Construction
and development
Commercial excluding
and undeveloped Undeveloped Real estate
industrial land land mortgage Consumer Unallocated Total

Allowance for loan losse:

At December 31, 201 $ 11,81¢ $ 721 $ 1,545 $ 10,54: $ 294 $ — % 24,92(
Provision (credit (29 74 (39¢) 37¢ (30 — —
Chargeoffs (12 — — (63) (139 — (219
Recoveries 7 — — 15 154 — 17¢€

At March 31, 201t $ 11,79 $ 79t $ 1,147 $ 10,87: $ 27¢ $ — $ 24,88

Allowance for loans
collectively evaluated
for impairment $ 11,20: $ 70t $ 1,147 $ 10,48: $ 20t $ — $ 23,74

Allowance for loans
individually evaluated
for impairment $ 58€ $ o9 $ — $ 387 $ 74 $ — $ 1,137

Allowance for loans
acquired with
deteriorated credit

12




Table of Contents

Type of loan

Construction
and development

Commercial excluding

(in thousands) and undeveloped Undeveloped Real estate
December 31, 201. industrial land land mortgage Consumer Total
Loans $ 588,20( $ 95,73 $ 21266 $ 1,13395 $ 29,39¢ $ 1,868,55
Loans collectively evaluated for

impairment $ 580,88¢ $ 94,60: $ 21,266 $ 1,129,761 $ 29,31 $ 1,855,83
Loans individually evaluated for

impairment $ 7,23¢ $ 51€ $ — $ 3,72( $ 76 $ 11,55:
Loans acquired with deterioratec _

Construction
and development
Commercial excluding
and undeveloped Undeveloped Real estate
industrial land mortgage Consumer Unallocated Total

Allowance for loan

losses
At December 31,201 $ 7,64 % 2,555 $ 5,37¢ $ 12,60¢ $ 34 $ — $ 28,52

Provision (credit 4,59: (1,589 (2,244 (1,190 25 — (400

Chargeoffs (661) (250) (1,759 (993) (587) — (4,249

Recoveries 245 — 16€ 12C 512 — 1,04:
At December 31,201 $ 11,81¢ $ 721 $ 1,54t $ 10,54. $ 294 $ — $ 24,92
Allowance for loans

collectively evaluated

for impairment $ 10,79( $ 70€ $ 1,54t $ 10,28 $ 21 $ — $ 2354
Allowance for loans

individually evaluated

for impairment $ 1,02¢ $ 15 $ — $ 25€ $ 76 $ — $ 1,37¢
Allowance for loans

acquired with

deteriorated credit

quality $ —$ —$ — $ —$ — $ —$ —

The considerations by Bancorp in computing itsvadloce for loan losses are determined based oratii@ug risk characteristics of

each loan segment. Relevant risk characteristeagifollows:

e Commercial and industrial loans: Loans in thisegaty are made to businesses. Generally these doarsecured by assets
the business and repayment is expected from theflcags of the business. A weakened economy, asdtent decreased

consumer and/or business spending will have acteffethe credit quality in this loan category.

e Construction and development, excluding undeveldaed: Loans in this category primarily includermwoccupied and
investment construction loans and commercial dg@retnt projects Bancorp finances. In most casesgtloans require only
interest to be paid during construction, and themvert to permanent financing requiring principalcatization. Repayment is
derived from sale of the units including any prédamits. Credit risk is affected by constructioglay/s, cost overruns, market
conditions and the availability of permanent finiaige to the extent such permanent financing isbeatg provided by us.
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« Undeveloped land: Loans in this category are sethy land initially acquired for development b thorrower, but for
which no development has yet taken place. Creskitis affected by market conditions and time tbaean adequate price.
Credit risk is also affected by market conditions ¢he availability of permanent financing, to theéent such permanent

financing is not being provided by us.

« Real estate mortgage: Loans in this category aento and secured by owner-occupied residenahbstate, owner-
occupied real estate used for business purposgsnemme-producing investment properties. Repaynsatependent on the
credit quality of the individual borrower. The umlyéng properties are generally located in Bancefmrimary market area.
The overall health of the economy, including unewgpient rates and housing prices, will have an efiache credit quality
in this loan category. The cash flows of the inc@raducing investment properties are adversely atguzbby a downturn in
the economy as evidenced by increased vacancy vatésh in turn, will have an effect on credit gitial In the case of owner-
occupied real estate used for business purposesalened economy and resultant decreased consadier Ausiness
spending will have an adverse effect on creditigual

« Consumer: Loans in this category may be eithanrselcor unsecured and repayment is dependent ameati quality of the
individual borrower and, if applicable, sale of twlateral securing the loan. Therefore, the dvéealth of the economy,
including unemployment rates and housing pricel have a significant effect on the credit qualitythis loan category.

Bancorp has loans that were acquired in a priouiaitopn, for which there was, at acquisition, eande of deterioration of credit
quality since origination and for which it was patite, at acquisition, that all contractually reqdipayments would not be collected.
The carrying amount of those loans is includedh@lialance sheet amounts of loans at March 31, 20d®December 31, 2014.
Changes in the interest component of the fair vatljastment for acquired impaired loans are shawthé following table:

Non-

Accretable accretable
(in thousands) discount discount
Balance at December 31, 20 137 $ 36¢
Accretion (75 (203)
Reclassifications from (to) n-accretable differenc — —
Disposals — —
Balance at December 31, 20 62 26¢€
Accretion (14 —
Reclassifications from (to) n-accretable differenc — —
Disposals — —
Balance at March 31, 20: 48 $ 26¢€
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The following tables present loans individually kxded for impairment as of March 31, 2015 and Ddwer 31, 2014.

Unpaid Average
(in thousands) Recorded principal Related recorded
March 31, 2015 investment balance allowance investment
Loans with no related allowance recort
Commercial and industrii $ 74¢ $ 1851 $ — $ 822
Construction and development, excluding
undeveloped lan 26 151 — 26
Undeveloped lan — — — —
Real estate mortga(
Commercial investmer 112 1,704 — 11z
Owner occupied commerci 1,33( 1,39¢ — 1,557
1-4 family residentia 721 721 — 79€
Home equity- first lien — — — —
Home equity- junior lien 10¢ 10¢ — 73
Subtotal: Real estate mortge 2,27: 3,93 — 2,53¢
Consume — — — —
Subtotal $ 3,047 $ 594( $ — $ 3,38¢
Loans with an allowance record
Commercial and industrii $ 6,292 $ 7,861 % 58€ $ 6,31¢
Construction and development, excluding
undeveloped lan 49(C 49C a0 49C
Undeveloped lan — — — —
Real estate mortga(
Commercial investmer 122 122 — 122
Owner occupied commerci 1,43 1,811 243 1,07¢
1-4 family residentia 79 79 144 79
Home equity- first lien — — — —
Home equity- junior lien — — — —
Subtotal: Real estate mortge 1,63: 2,012 387 1,27¢
Consume 74 74 74 75
Subtotal $ 8,48¢ $ 10,437 $ 1,137 $ 8,15¢
Total
Commercial and industrii $ 7,041 % 9,71¢ $ 58€ $ 7,141
Construction and development, excluding
undeveloped lan 51€ 641 90 51€
Undeveloped lan — — — —
Real estate mortga¢ — — — —
Commercial investmer 234 1,82¢ — 23t
Owner occupied commerci 2,76: 3,20¢ 243 2,631
1-4 family residentia 80C 80C 144 87t
Home equity- first lien — — — —
Home equity- junior lien 10¢ 10¢ — 73
Subtotal: Real estate mortge 3,90¢ 5,94¢ 387 3,81«
Consume 74 74 74 75
Total $ 11,53¢ $ 16,377 $ 1,137 $ 11,54¢
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Unpaid Average
(in thousands) Recorded principal Related recorded
December 31, 201 investment balance allowance investment
Loans with no related allowance recort
Commercial and industrii $ 89¢€ $ 3,59¢ $ — $ 99¢
Construction and development, excluc
undeveloped lan 26 151 — 26
Undeveloped lan — — — 5,60¢
Real estate mortga(
Commercial investmer 112 112 — 19¢
Owner occupied commerci 1,78¢ 2,221 — 1,93¢
1-4 family residentia 87C 87C — 782
Home equity- first lien — — — 11
Home equity- junior lien 36 36 — 69
Subtotal: Real estate mortge 2,80: 3,24( — 2,99¢
Consume — — — —
Subtotal $ 3,72t $ 6,987 $ — $ 9,62¢
Loans with an allowance record
Commercial and industrii $ 6,34 $ 791¢ $ 1,02¢ $ 6,797
Construction and development, excluc
undeveloped lan 49( 49C 15 19¢
Undeveloped lan — — — —
Real estate mortga¢
Commercial investmer 122 122 — 64C
Owner occupied commerci 71€ 71€ 112 704
1-4 family residentia 79 79 144 651
Home equity- first lien — — — —
Home equity- junior lien — — — —
Subtotal: Real estate mortge 917 917 25€ 1,99¢
Consume 7€ 7€ 7€ 8C
Subtotal $ 7,82¢ $ 9,397 $ 1,37¢ $ 9,06¢
Total
Commercial and industrii $ 7,23¢ $ 11,51( $ 1,02¢ $ 7,79:
Construction and development, excluc
undeveloped lan 51€ 641 15 222
Undeveloped lan — — — 5,60¢
Real estate mortga¢ — — — —
Commercial investmer 23t 23t — 83¢
Owner occupied commerci 2,50( 2,937 112 2,64:
1-4 family residentia 94¢ 94¢ 144 1,43:
Home equity- first lien — — — 11
Home equity- junior lien 36 36 — 69
Subtotal: Real estate mortge 3,72( 4,157 25¢€ 4,99¢
Consume 7€ 7€ 7€ 8C
Total $ 11,55 $ 16,38 $ 1,37¢ $ 18,69’

Differences between recorded investment amountsiapdid principal balance amounts less relatedvalh@e are due to partial
charge-offs which have occurred over the life @ifl® and fair value adjustments recorded for loagsieed.
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Impaired loans include non-accrual loans and l@aesunted for as troubled debt restructurings (T,DR)ch continue to accrue
interest. Non-performing loans include the balapfcinpaired loans plus any loans over 90 days ghastand still accruing interest.
Loans past due more than 90 days or more anastitbiing interest amounted to $1 thousand at Mat¢l2015 and $329 thousand at
December 31, 2014.

The following table presents the recorded investrirenon-accrual loans as of March 31, 2015 andebdaer 31, 2014.

(in thousands) March 31, 2015 December 31, 201
Commercial and industrii $ 1,27¢ $ 1,381
Construction and development, excluding undeveldaed 51€ 51€

Undeveloped lan — —

Real estate mortga

Commercial investmet 234 23t
Owner occupied commerci 2,34¢ 2,081
1-4 family residentia 80C 95(
Home equity- first lien — —
Home equity- junior lien 10¢ 36
Subtotal: Real estate mortge 3,48 3,30z
Consume = =
Total $ 527¢ $ 5,19¢

At March 31, 2015 and December 31, 2014, Bancodpataruing loans classified as TDR of $6.3 millard $6.4 million,
respectively. Bancorp did not modify and classifyy loans as TDR during the three months ended iMait¢ 2015 or March 31, 2014.

Bancorp had no loans accounted for as TDR that vesteuctured and experienced a payment defadiimtihe previous 12 months as
of March 31, 2015. The following table presenesitbcorded investment in loans accounted for as HiaRwere restructured and
experienced a payment default within the previdisnbnths as of March 31, 2014.

(dollars in thousands) Number of Recorded

March 31, 2014 Contracts Investment
Commercial & industria 18 79C
Total 1% 79C

Loans accounted for as TDR include modificatiomsrfroriginal terms such as those due to bankruptoygedings, certain
modifications of amortization periods or extendadpension of principal payments due to customantiial difficulties. Loans
accounted for as TDR, which have not defaultedjratiwidually evaluated for impairment and, at Ma®1, 2015, had a total
allowance allocation of $612 thousand, compareki7i8 thousand at December 31, 2014.
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At March 31, 2015, Bancorp did not have any outditaghcommitments to lend additional funds to boreoswvhose loans have been
modified as TDR, compared to $458 thousand at Dbee®\l, 2014.

The following table presents the aging of the rdedrinvestment in loans as of March 31, 2015 arckeBer 31, 2014.

Recorded
90 or more investment
days past > 90 days
(in thousands) 30-59 days 6C-89 days due (includes) Total Total and
March 31, 2015 past due past due non-accrual) past due Current loans accruing

Commercial and

industrial $ 17 $ 22 $ 1,277 $ 1,47 $ 593,50t $ 594,98( $ 1
Construction and

development,

excluding
undeveloped lan — 232 51€ 74¢ 99,09¢ 99,84¢ —
Undeveloped lan — — — — 19,99t 19,99¢ —
Real estate mortgag
Commercial
investmen 1,34: 111 234 1,68¢ 484,68 486,37: —
Owner occupied
commercia 374 692 2,34¢ 3,41( 338,04 341,45 —
1-4 family residentia 1,78¢ 727 80C 3,31: 187,69: 191,00« —
Home equity - first
lien 10C — — 10C 45,18¢ 45,28¢ —
Home equity - junior
lien 104 107 10¢ 32C 65,504 65,824 —
Subtotal: Real estate
mortgage 3,701 1,631 3,481 8,831 1,121,111 1,129,94. —
Consume 34 22 — 56 29,197 29,24¢ —
Total $ 3,91¢ $ 1,91 $ 528($ 11,10¢ $ 1,862,90. $ 1,874,011 $ 1

December 31, 201

Commercial and

industrial $ 3,86( $ 3% 1,382 $ 5,24t $ 582,95! $ 588,20( $ 1
Construction and

development,

excluding

undeveloped lan 69 — 757 82¢€ 94,90 95,73: 241
Undeveloped lan — — — — 21,26¢ 21,26¢ —
Real estate mortgag

Commercial

investmen 992 24¢ 23t 1,477 486,34! 487,82. —
Owner occupied

commercia 1,272 92C 2,081 4,27: 336,70¢ 340,98: —
1-4 family residentia 1,801 28t 1,02 3,10¢ 191,99: 195,10: 73
Home equity - first

lien — — 14 14 43,76¢ 43,77¢ 14
Home equity - junior

lien 47C 78 36 584 65,68/ 66,26¢

Subtotal: Real estate

mortgage 4,53¢ 1,532 3,38¢ 9,457 1,124,49 1,133,95: 87

Consume 43 18 — 61 29,33t 29,39¢ —

Total $ 8,50¢ $ 1,55: $ 552t $ 1558¢ $ 1,852,96. $ 1,868,551 $ 32¢

Consistent with regulatory guidance, Bancorp caiege loans into credit risk categories based tevaat information about the abil
of borrowers to service their debt such as: curfi@eancial information, historical payment expere, credit documentation, public
information and current economic trends. rated loans included all ri-rated loans other than those classified as spe@ation,



substandard, and doubtful, which are defined below:
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*  Special Mention: Loans classified as special nogrntiave a potential weakness that deserves managemiese attention.
These potential weaknesses may result in detenaraf repayment prospects for the loan or of Bap'socredit position at
some future date.

e Substandard: Loans classified as substandarciadeduately protected by the current net worthpayihg capacity of the
obligor or of collateral pledged, if any. Loanscdassified have a well-defined weakness or weadasethat jeopardize
repayment of the debt. They are characterizedhégistinct possibility that Bancorp will sustaonse loss if the deficiencies
are not corrected.

*  Substandard non-performing: Loans classified astamdard non-performing have all the charactesigif substandard loans
and have been placed on non-accrual status ordemreaccounted for as troubled debt restructurings.

* Doubtful: Loans classified as doubtful have afl theaknesses inherent in those classified as swlasth with the added
characteristic that the weaknesses make collectioapayment in full, on the basis of currentlystixig facts, conditions and
values, highly questionable and improbable.
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As of March 31, 2015 and December 31, 2014, thermadly assigned risk grades of loans by categamewas follows:

(in thousands) Special Substandard Total
March 31, 2015 Pass Mention Substandard non-performing Doubtful loans
Commercial and industrii $ 574,01( $ 525¢ $ 8,67( $ 7,042 % — $ 594,98(
Construction and development,
excluding undeveloped lar 92,58’ 4,79¢ 1,94t 51€ — 99,84¢
Undeveloped lan 19,30¢ 527 15¢ — — 19,99t
Real estate mortgag
Commercial investmer 481,20! 4,75% 17¢ 234 — 486,37:
Owner occupied commerci 326,20t 8,55( 3,93¢ 2,762 — 341,45:
1-4 family residentia 188,53t 1,66¢ — 80C — 191,00«
Home equity- first lien 45,28¢ — — — — 45,28¢
Home equity- junior lien 65,61« 101 — 10¢ — 65,824
Subtotal: Real estate mortge 1,106,85 15,07: 4,11z 3,90¢ — 1,129,94.
Consume 29,10( 74 — 74 — 29,24¢
Total $ 182185 $ 25,72¢ $ 14,887 $ 11537 $ — $ 1,874,0L

December 31, 201

Commercial and industrii $ 563,02¢ $ 6,21t $ 11,717 $ 7,24C $ — $ 588,20(
Construction and development,
excluding undeveloped lar 88,38¢ 4,86 1,72( 757 — 95,73:
Undeveloped lan 20,57¢ 53C 16C — — 21,26¢
Real estate mortgag
Commercial investmer 482,41! 4,991 181 23t — 487,82:
Owner occupied commerci 328,38! 6,942 3,15¢ 2,49¢ — 340,98:
1-4 family residentia 192,95( 1,12¢ — 1,02z — 195,10:
Home equity- first lien 43,76 — — 14 — 43,77¢
Home equity- junior lien 66,18: 5C — 36 — 66,26¢
Subtotal: Real estate mortge 1,113,69 13,11: 3,33i 3,801 — 1,133,95:
Consume 29,24+ 7€ — 76 — 29,39¢
Total $ 181493 $ 24,80( $ 16,93 $ 11,88( $ — $ 1,868,55
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(4)

(5)

(6)

Securities Sold Under Agreements to Repurchase

Securities sold under agreements to repurchasehwbpresent excess funds from commercial custoasepsirt of a cash management
service, totaled $59.9 million and $69.6 millionMarch 31, 2015 and December 31, 2014, respectivighncorp enters into sales of
securities under agreement to repurchase at afigigeftiture date. At March 31, 2015, all of théismncing arrangements had
overnight maturities and were secured by governrsgomsored enterprise obligations and governmeani@gmortgage-backed
securities which were owned and under the confrBlamcorp.

Federal Home Loan Bank Advances

Bancorp had outstanding borrowings of $36.7 miléo $36.8 million at March 31, 2015 and Decemier2B14, respectively, via t
separate fixed-rate advances. For two advancaling$30 million, both of which are non-callabileterest payments are due monthly,
with principal due at maturity. For the remaingdyvances totaling $6.7 million, principal and iet&rpayments are due monthly based
on an amortization schedule.

The following is a summary of the contractual miiees and average effective rates of outstandinguaces:

March 31, 2015 December 31, 201

(In thousands) Advance Rate Advance Rate
2015 $ 30,00( 23% $ 30,00( 2.3(%
2020 1,87: 2.22% 1,88t 2.2%
2021 48C 2.12% 497 2.12%
2024 3,01¢ 2.4(% 3,06¢ 2.3%
2028 1,37¢ 1.47% 1,38¢ 1.47%

$ 36,74 2.21%$ 36,83 2.21%

Advances from the FHLB are collateralized by cermmmercial and residential real estate mortgaged totaling $599.3 million
under a blanket mortgage collateral agreement &idFstock. Bancorp views the borrowings as anctife alternative to higher cost
time deposits to fund loan growth. At March 31120the amount of available credit from the FHLBated $399.7 million.

Derivative Financial Instruments

Occasionally, Bancorp enters into free-standingrigt rate swaps for the benefits of its commeantiatomers who desire to hedge
their exposure to changing interest rates. Banotigets its interest rate exposure on commercisdamer transactions by entering i
offsetting swap agreements with approved reputablependent counterparties with substantially matckerms. These undesignated
derivative instruments are recognized on the casetad balance sheet at fair value. Because afhimgt terms of offsetting contracts
and the collateral provisions mitigating any nomf@enance risk, changes in fair value subsequeittitial recognition are expected to
have an insignificant effect on earnings. Excharafecash flows related to the undesignated inteats swap agreements for the first
quarter of 2015 were offsetting and therefore hadet effect on Bancorp’s earnings or cash flows.

Interest rate swap agreements derive their vabra finderlying interest rates. These transactiondwe both credit and market risk.
The notional amounts are amounts on which calaratipayments, and the
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(7)

value of the derivative are based. Notional amodataot represent direct credit exposures. Diresdit exposure is limited to the net
difference between the calculated amounts to beived and paid, if any. Bancorp is exposed to tnetited losses in the event of
nonperformance by the counterparties to these agmets. Bancorp mitigates the credit risk of itafinial contracts through credit
approvals, limits and monitoring procedures, anglsdaot expect any counterparties to fail theirgailons.

At March 31, 2015 and December 31, 2014, Bancodpdustanding undesignated interest rate swap acistas follows:

Receiving Paying
March 31, December 31 March 31, December 31
(dollar amounts in thousands) 2015 2014 2015 2014
Notional amoun $ 7,052 $ 7217 % 7,052 $ 7,217
Weighted average maturity (yea 6.5 6.8 6.5 6.€
Fair value $ (321 $ (401 $ 321 $ 401

In 2013, Bancorp entered into an interest rate swdpedge cash flows of a $10 million rolling fixeate three-month FHLB
borrowing. For the purposes of hedging, the rolfirgd rate advances are considered to be a flpaste liability. The interest rate
swap involves exchange of Bancorp’s floating raterest payments for fixed rate swap payments emtiderlying principal amount.
This swap was designated, and qualified, for cémsl-hedge accounting. The swap began Decemberl®, &0d ends December 6,
2016. For derivative instruments that are desighatel qualify as cash flow hedging instruments giifiective portion of gains or
losses is reported as a component of other compsalecincome, and is subsequently reclassifiedéatmings as an adjustment to
interest expense in periods in which the hedgeectsted transaction affects earnings. The followaide details Bancorp’s derivative
position designated as a cash flow hedge, andathedlues as of March 31, 2015 and December 314.20

(dollars in thousands)

Notional Maturity Receive (variable) Pay fixed Fair value Fair value
amount date index swap rate March 31, 2015 December 31, 201.
$ 10,00( 12/6/201€ US 3 Month LIBOR 0.71% $ 4% 24

Goodwill and Intangible Assets

US GAAP requires that goodwill and intangible asseith indefinite useful lives not be amortizedt mstead be tested for impairment
at least annually. Annual evaluations have redutteno indication of impairment. Bancorp currgriihs goodwill in the amount of
$682 thousand from the 1996 acquisition of an Imdibank. This goodwill is assigned to the comnadtwinking segment of Bancorp.

Bancorp recorded a core deposit intangible totehaé million arising from the 2013 Oldham acquisit For money market, savings
and interest bearing checking accounts, this intd@@sset is being amortized using a straightiie¢hod over 15 years. For the
remainder of deposits, it is being amortized ovéBgear period using an accelerated method whithipates the life of the
underlying deposits to which the intangible isibtttable. At March 31, 2015, the unamortized aeposit intangible was $1.8
million.
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Mortgage servicing rights (MSRs) are initially rgoized at fair value when mortgage loans are sadfdeanortized in proportion to and
over the period of estimated net servicing incooomsidering appropriate prepayment assumptionsR$i8e evaluated quarterly for
impairment by comparing carrying value to fair \alurhe estimated fair values of MSRs at March2®15 and December 31, 2014
were $2.2 million and $3.4 million, respectivelyhe total outstanding principal balances of loasised for others were $418.4
million and $421.1 million at March 31, 2015, andd@mber 31, 2014, respectively.

Changes in the net carrying amount of MSRs fotthinee months ended March 31, 2015 and 2014 arershotlie following table.

For three months
ended March 31,

(in thousands) 2015 2014

Balance at beginning of peric $ 1,131 % 1,83:
Additions for mortgage loans sc 11€ 80
Amortization (180 (239)
Balance at March 3 $ 1067 $ 1,67¢

Defined Benefit Retirement Plan

Bancorp sponsors an unfunded, non-qualified, ddfivenefit retirement plan for three key officemsdtcurrent and one retired), and
has no plans to increase the number of or the lietefparticipants. Benefits vest based on 25s/ebservice. The former officer a
one current officer are fully vested, and one auirodficer will be fully vested in 2017. The actigdly determined pension costs are
expensed and accrued over the service period, emefits are paid from Bancorp’s assets. The mébgie benefits costs, which
include interest cost and amortization of net lestataled $36 thousand and $32 thousand, fohtlee tmonths ended March 31, 2015
and 2014, respectively.

Commitments and Contingent Liabilities

As of March 31, 2015, Bancorp had various commitmeutstanding that arose in the normal coursausitness, including standby
letters of credit and commitments to extend creditich are properly not reflected in the consokdefinancial statements. In
management’s opinion, commitments to extend ciadd92.3 million including standby letters of citeof $11.7 million represent
normal banking transactions, and no significandéssare anticipated to result from these commitsn@nof March 31, 2015.
Commitments to extend credit were $463.0 milliowt)uding letters of credit of $11.0 million, as@&cember 31, 2014. Bancorp’s
maximum exposure to credit loss in the event ofpesformance by the other party to these commitmisnespresented by the
contractual amount of these instruments. Commitmenéxtend credit are agreements to lend to aestas long as collateral is
available and there is no violation of any conditestablished in the contract. Commitments genehale fixed expiration dates or
other termination clauses. Commitments to exteaditare mainly comprised of commercial lines @dit, construction and home
equity credit lines. Since some of the commitmeamésexpected to expire without being drawn upoa tdtal commitment amounts do
not necessarily represent future cash requiremBatgorp uses the same credit and collateral pslici making commitments and
conditional guarantees as for on-balance sheetiments. Bancorp evaluates each customer’s creditiness on a case by case basis.
The amount of collateral obtained is based on mamagt's credit evaluation of the customer. Colkdtbeld varies but may include
accounts receivable, inventory, equipment, andestite.
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Standby letters of credit and financial guarantegden are conditional commitments issued by Bapdo guarantee the performance
of a customer to a third party. Those guaranteep@amarily issued to support private commerciahtactions. Standby letters of credit
generally have maturities of one to two years.

Also, as of March 31, 2015, in the normal coursbusiness, there were pending legal actions antkpoings in which claims for
damages are asserted. Management, after discwgigivlegal counsel, believes the ultimate resulthefse legal actions and
proceedings will not have a material adverse effedhe consolidated financial position or resafteperations of Bancorp.

Preferred Stock

Bancorp has a class of preferred stock (no paeyal®00,000 shares authorized); the relative sigtreferences and other terms of the
class or any series within the class will be debeeh by the Board of Directors prior to any issu@nblone of this stock has been
issued to date.

Stock-Based Compensation

The fair value of all awards granted, net of esteddorfeitures, is recognized as compensation resgpever the respective service
period.

Bancorp currently has one stock-based compensaléon

The 2005 Stock Incentive Plan expired in April 20kéwever, options and SARs granted under this piguire as late as 2020. At
Bancorp’s Annual Meeting of Shareholders held onmil&®?, 2015, shareholders approved the 2015 Onsnitquity Compensation
Plan and reserved the shares available from thg gd for future awards under the 2015 plan. dditeonal shares were made
available. As of March 31, 2015, there were 350 §%&es available for future awards.

Options and stock appreciation rights (“SARs") deahgenerally have a vesting schedule of 20% par. y@ptions and SARs expire
ten years after the grant date unless forfeitedtd@enployment termination. No stock options hbgen granted since 2007.

Restricted shares granted to officers generally eesr five years. All restricted shares have bgramted at a price equal to the market
value of common stock at the time of grant. Fbgednts prior to 2015, grantees are entitled wdeind payments during the vesting
period. For grants in 2015, forfeitable dividerads deferred until the shares are vested. Faiewafl restricted shares is equal to the
market value of the shares on the date of grant.

Grants of performance stock units (“PSUs”) veseblagpon service and a three-year performance pettiach begins January 1 of the
first year of the performance period. Becausetgemare not entitled to dividend payments duttiegpterformance period, the fair
value of these PSUs is estimated based upon thedfaie of the underlying shares on the date afitgedjusted for non-payment of
dividends.

Grants of restricted stock units (“RSUs") to distare time-based and vest 12 months after gedat decause grantees are entitled
to deferred dividend payments at the end of thénggperiod, the fair value of the RSUs are esteddiased on the fair value of the
underlying shares on the date of grant.
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Bancorp has recognized stock-based compensati@nsgpwithin salaries and employee benefits forleyees, and within other non-
interest expense for directors, in the consolidatattments of income as follows:

For three months endec

March 31,
(in thousands) 2015 2014
Stoclk-based compensation expense before income $ 501 $ 29C
Less: deferred tax bene (176) (102)
Reduction of net incom $ 32t $ 18¢

Bancorp expects to record an additional $1.6 nmlbé stock-based compensation expense in 2015fatyegrants outstanding as of
March 31, 2015. As of March 31, 2015, Bancorp$&4 million of unrecognized stock-based compensaixpense that is expected
to be recorded as compensation expense over thdiveeyears as awards vest. Bancorp received cg$B896 thousand and $463
thousand from the exercise of options during tte three months of 2015 and 2014, respectively.

The fair values of Bancorp’s stock options and SARsestimated at the date of grant using the BRadioles option pricing model, a

leading formula for calculating the value of stagkions and SARs. This model requires the inputifective assumptions, changes
to which can materially affect the fair value estten The fair value of restricted shares is detezthby Bancorp’s closing stock price
on the date of grant. The following assumptionsenesed in SAR valuations at the grant date in gael:

2015 2014
Dividend yield 2.97% 2.90%
Expected volatility 22.81% 23.66%
Risk free interest raf 1.91% 2.22%
Expected life of SAR 7.5 year 7.0 year

Dividend yield and expected volatility are basech@torical information for Bancorp correspondinghe expected life of options and
SARs granted. Expected volatility is the volafilif the underlying shares for the expected terma amonthly basis. The risk free
interest rate is the implied yield currently avhi&aon U.S. Treasury issues with a remaining tegoaéto the expected life of the
options. The expected life of SARs is based ona@&xperience of past like-term SARs and optioBancorp evaluates historical
exercise and post-vesting termination behavior wdetarmining the expected life.
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A summary of stock option and SARs activity andted information for the three months ended Marti2B15 follows:

Weighted
Weighted Aggregate Weighted average
Options average intrinsic average remaining
and SARs Exercise exercise value fair contractual
(in thousands) price price (in thousands) value life (in years)
At December 31, 201
Vested and exercisak 524 $ 21.03-26.80 $ 238 % 4,981 $ 5.3t 3.t
Unvestec 194 21.03-29.1¢ 24.8: 1,65( 4.57 7.7
Total outstanding 718 21.0%-29.1¢ 24.11 6,631 5.14 4.€
Granted 49 34.4: 34.4: — 5.9t
Exercisec (14) 21.0:-26.8: 24.0z 13C 5.7C
Forfeited — — — — —
At March 31, 201!
Vested and exercisat 577 21.03-29.0¢ 24.1¢ 6,11¢ 5.2¢ 3.7
Unvestec 17€ 22.8€-34.4: 27.92 1,15] 4.9 8.4
Total outstandin 752 21.05-34.4¢ 26.0: $ 7,27(C 5.1¢ 4.8

Vested yezto-date 66 21.0%-29.0¢ 23.7¢ $ 71C 4,65

Intrinsic value for stock options and SARs is defiras the amount by which the current market pricbe underlying stock exceeds
the exercise price.

For the periods ending December 31, 2014 and Mait¢cR2015, Bancorp granted shares of restricted camstock as outlined in the
following table:

Grant date
weightec-
Number average cos
Unvested at December 31, 2C 124,55¢ $ 22.7
Shares awarde 39,73( 29.17
Restrictions lapsed and shares released to emslayeztors (44,72¢) 22.6¢
Shares forfeite (5,46%) 23.71
Unvested at December 31, 2C 114,090 $ 24.9¢
Shares awarde 34,89( 34.4:
Restrictions lapsed and shares released to emslayeetors (40,360) 23.8¢
Shares forfeite: — —
Unvested at March 31, 20: 108,62: $ 28.4%

26




Table of Contents

Bancorp awarded performance-based restricted stoitk (PSUs) to executive officers of Bancorp, ttivee-year performance period
for which began January 1 of the award year. fohewing table outlines the PSU grants.

Vesting Expected
Grant period Fair shares to
year in years value be awarded
2013 3 20.3¢ 36,79:
2014 3 26.4: 25,01:
2015 3 31.5¢ 19,774

In the first quarter of 2015, Bancorp awarded 6,B8WJs to directors of Bancorp with a grant datevalue of $200 thousand.

(12) NetIncome Per Share
The following table reflects, for the three monémeled March 31, 2015 and 2014, net income (the ratorg and average shares
outstanding (the denominator) for the basic anagtelil net income per share computations:
Three months endec
(In thousands, except per share date March 31
2015 2014
Net income $ 9,258 8,17
Average shares outstandi 14,641 14,50¢
Dilutive securities 208 19t
Average shares outstanding including dilutive sitiesr
including dilutive securitie 14,85: 14,70:
Net income per share, ba: $ 0.6 $ 0.5€
Net income per share, dilut $ 0.6z § 0.5¢
(13) Segments

Bancorp’s principal activities include commerciahlking and investment management and trust. Cooiah&anking provides a full
range of loan and deposit products to individuaistoners and businesses. Commercial banking atkalgs Bancorp’s mortgage
origination and securities brokerage activity. dastment management and trust provides wealth mareageservices including
investment management, trust and estate admindstyaind retirement plan services.
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Financial information for each business segmemects that which is specifically identifiable otadated based on an internal
allocation method. Income taxes are allocated basdtie effective federal income tax rate adjusbedny tax exempt activity. All t:
exempt activity and provision for loan losses hagen allocated to the commercial banking segmigigiasurement of performance of
business segments is based on the managementisgratBancorp and is not necessarily comparalie similar information for any
other financial institution. Information presenisdlso not necessarily indicative of the segmenygrations if they were independent
entities.

Selected financial information by business segrfmmhe three month periods ended March 31, 20152814 follows:

Investment
Commercial management
(in thousands) banking and trust Total
Three months ended March 31, 2015
Net interest incom $ 21,56( $ 54 % 21,61«
Provision for loan losse — — —
Investment management and trust serv — 4,552 4,552
All other nor-interest incomt 5,121 — 5,121
Nor-interest expens 15,19: 2,58¢ 17,77¢
Income before income tax 11,49( 2,01¢ 13,50¢
Tax expens: 3,534 71¢ 4,258
Net income $ 7,95¢ $ 1,29¢ $ 9,25¢
Three months ended March 31, 2014
Net interest incom $ 20,18: $ 47 $ 20,22¢
Provision for loan losse 35C — 35C
Investment management and trust serv — 4,56¢ 4,56¢
All other nor-interest incomt 4,89( 17 4,907
Nor-interest expens 14,96: 2,58 17,54+
Income before income tax 9,75¢ 2,05( 11,80¢
Tax expens: 2,90: 72€ 3,63
Net income $ 6,85¢ $ 1,321 $ 8,171
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(14)

(15)

Income Taxes

An analysis of the difference between the statutony effective tax rates for the three months emdacth 31, 2015 and 2014 follows:

Three months ended March 31

2015 2014
U.S. federal statutory tax ra 35.(% 35.(%
Tax credits (2.9 (1.6)
Tax exempt interest incon (1.9 (1.7)
Cash surrender value of life insurar (2.0 (2.0
State income taxe 0.¢ 1.C
Other, ne 0.4 0.1
Effective tax rate 31.5% 30.£%

US GAAP provides guidance on financial statemeobgaition and measurement of tax positions takeexpected to be taken, in tax
returns. As of March 31, 2015 and December 314201 gross amount of unrecognized tax benefitduding penalties and interest,
was $45 thousand and $42 thousand, respectivehecdgnized, the tax benefits would reduce taeesp and accordingly, increase
net income. The amount of unrecognized tax benefay increase or decrease in the future for vanieasons including adding
amounts for current tax year positions, expiraibopen income tax returns due to statutes of éitiwh, changes in management’s
judgment about the level of uncertainty, statusxamination, litigation and legislative activitydathe addition or elimination of
uncertain tax positions.

Federal and state income tax returns are subjeotamination for the years after 2011.
Assets and Liabilities Measured and Reported at FaiValue

Bancorp follows the provisions of the authoritatjngdance for fair value measurements. This guidas definitional and disclosure
oriented and addresses how companies should appnosasuring fair value when required by US GAAPe Ghidance prescribes
various disclosures about financial statement categand amounts which are measured at fair vdleach disclosures are not
already specified elsewhere in US GAAP.

The authoritative guidance defines fair value asptice that would be received to sell an assphaat to transfer a liability in an
orderly transaction between participants at thesmeament date. The guidance also establishesadfig to group assets and
liabilities carried at fair value in three leveladed upon the markets in which the assets anditiebirade and the reliability of
assumptions used to determine fair value. Thesddeare:

» Level 1: Valuation is based upon quoted pricesdentical instruments traded in active markets.
* Level 2: Valuation is based upon quoted pricesfimilar instruments in active markets, quotedgsitor identical or similar
instruments in markets that are not active, andahbdsed valuation techniques for which all sigmifit assumptions are

observable in the market.
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* Level 3: Valuation is generated from model-bassthhiques that use significant assumptions notreabke in the market. These
unobservable assumptions would reflect internatnedes of assumptions that market participants @vask in pricing the asset or
liability. Valuation techniques could include prigimodels, discounted cash flows and other sirtglenniques.

Authoritative guidance requires maximization of eé@bservable inputs and minimization of use aflservable inputs in fair value
measurements. Where there exists limited or noreabke market data, Bancorp uses its own estingeesrally considering
characteristics of the asset/liability, the currecdnomic and competitive environment and othewofacFor this reason, results cannot
be determined with precision and may not be redl@ean actual sale or immediate settlement oafset or liability.

Bancorp’s investment securities available-for-gadd interest rate swaps are recorded at fair valuge recurring basis. Other accounts
including mortgage loans held for sale, mortgageisiag rights, impaired loans and other real estatned may be recorded at fair
value on a non-recurring basis, generally in thaiegtion of lower of cost or market adjustmentswite-downs of specific assets.

The portfolio of investment securities available-$ale is comprised of U.S. Treasury and other goSernment obligations, debt
securities of U.S. government-sponsored corporat{orcluding mortgage-backed securities), obligatiof state and political
subdivisions and corporate equity securities. UrBasury and corporate equity securities are grirstng quoted prices of identical
securities in an active market. These measurenagatslassified as Level 1 in the hierarchy aboAd.other securities are priced using
standard industry models or matrices with variasienptions such as yield curves, volatility, prepegt speeds, default rates, time
value, credit rating and market prices for simit@truments. These assumptions are generally adisierin the market place and car
derived from or supported by observable data. Thesgsurements are classified as Level 2 in tharttkey above.

Interest rate swaps are valued using primarily L&vaputs. Fair value measurements generally basdeenchmark forward yield
curves and other relevant observable market datgpirposes of potential valuation adjustmentseiivdtive positions, Bancorp
evaluates the credit risk of its counterpartiesval as its own credit risk. To date, Bancorp hasrealized any losses due to a
counterparty’s inability to perform and the chamg&alue of derivative assets and liabilities atitable to credit risk was not
significant during 2015.
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Below are carrying values of assets measuredratdhie on a recurring basis.

Fair value at March 31, 201E

(in thousands) Total Level 1 Level 2 Level 3
Assets
Investment securities available for sale
U.S. Treasury and other U.S. government obligat $ 60,000 $ 60,000 $ —
Government sponsored enterprise obligat 175,81 — 175,81
Mortgagebacked securitie- government agencie 169,89! — 169,89!
Obligations of states and political subdivisic 64,97¢ — 64,97¢
Corporate equity securitie 1,014 1,01¢ —
Total investment securities available for sale 471,70: 61,01« 410,68t
Interest rate swaps 321 = 321
Total assets $ 472,02 $ 61,01« $ 411,00¢
Liabilities
Interest rate swaps $ 32t % —  $ 32t
Fair value at December 31, 201
(in thousands) Total Level 1 Level 2 Level 3
Assets
Investment securities available for sal
U.S. Treasury and other U.S. government obligat $ 70,00 $ 70,000 $ —
Government sponsored enterprise obligat 204,98¢ — 204,98¢
Mortgagebacked securitie- government agencie 174,27( — 174,27(
Obligations of states and political subdivisic 62,83¢ — 62,83
Corporate equity securiti¢ 96€ 96€ —
Total investment securities available for sal 513,05t 70,96¢ 442,09(
Interest rate swaps 42t o 42E
Total assets $ 51348 $ 70,96¢ $  442,51!
Liabilities
Interest rate swaps $ 401 $ — 3 401
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Bancorp did not have any financial instrumentssifaed within Level 3 of the valuation hierarchy fassets and liabilities measured at
fair value on a recurring basis at March 31, 200Be&cember 31, 2014.

MSRs are recorded at fair value upon capitalizatiwa amortized to correspond with estimated sinyimcome, and are periodically
assessed for impairment based on fair value aegharting date. Fair value is based on a valuatiodel that calculates the present
value of estimated net servicing income. The mougrporates assumptions that market participaotddvuse in estimating future r
servicing income. These measurements are classifiegvel 3. At March 31, 2015 and December 3142fere was no valuation
allowance for the mortgage servicing rights, asfélirevalue exceeded the cost. Accordingly, theRd@re not included in either table
below for March 31, 2015 or December 31, 2014. I$ete 7 for more information regarding MSRs.

For impaired loans in the table below, the fairueais calculated as the carrying value of only $oaith a specific valuation allowance,
less the specific allowance. The fair value of ain@d loans were primarily measured based on the\af the collateral securing the
loans. Impaired loans are classified within Levelf 3he fair value hierarchy. Collateral may bel estate and/or business assets
including equipment, inventory, and/or accountenegble. Bancorp determines the value of the eaitdtbased on independent
appraisals performed by qualified licensed appraisenese appraisals may utilize a single valuajgoroach or a combination of
approaches including comparable sales and the im@pproach. Appraised values are discounted fds tosell and may be
discounted further based on management’s histdtiealvledge, changes in market conditions from thie @f the most recent
appraisal, and/or management’s expertise and kuigslef the customer and the customer’s businesh @acounts by management
are subjective and are typically significant unatable inputs for determining fair value. As of MBar31, 2015, total impaired loans
with a valuation allowance were $8.5 million, ahd specific allowance totaled $1.1 million, resdtin a fair value of $7.4 million,
compared to total impaired loans with a valuatiboveance of $7.8 million, and the specific allowarallocation totaling $1.4 million,
resulting in a fair value of $6.4 million at Deceent81, 2014. The losses represent the change ispirific allowances for the period
indicated.

Other real estate owned (“OREO”), which is carag¢dhe lower of cost or fair value, is periodicalysessed for impairment based on
fair value at the reporting date. Fair value isdshon appraisals performed by external partiesiwinée judgments and assumptions
that are property-specific and sensitive to chamgéise overall economic environment. The apptaiaee sometimes further
discounted based on management’s historical kn@elegind/or changes in market conditions from the dathe most recent
appraisal, and/or management’'s expertise and kglplef the customer and the customer’s businessy Mbthese inputs are not
observable and, accordingly, these measurementdaasfied as Level 3. For OREO in the table Welihe fair value is the carrying
value of only parcels of OREO which have a carryiatye equal to appraised value. The losses rapres#e-downs which occurred
during the period indicated. At March 31, 2015 &wtember 31, 2014, the carrying value of all oteat estate owned was $5.9
million and $6.0 million, respectively.

32




Table of Contents

Below are the carrying values of assets measurfdratalue on a non-recurring basis.

Losses for 3 montt

Fair value at March 31, 201E period ended
(in thousands) Total Level 1 Level 2 Level 3 March 31, 2015
Impaired loan: $ 735. $ — $ — 3 7,35 % (20€)
Other real estate own 4,94¢ — — 4,94¢ —
Total $ 1229 $ — 3 — $ 1229 $ (206)
Losses for 3 montt
Fair value at December 31, 201 period ended
(in thousands) Total Level 1 Level 2 Level 3 March 31, 2014
Impaired loan: $ 6,44¢ $ — 3 — 3 6,44¢ $ (180)
Other real estate ownt 5,032 — — 5,032 —
Total $ 1148 $ — $ — $ 11,48 3 (180)

In the case of the securities portfolio, Bancormitors the valuation technique utilized by pricigencies to ascertain when transfers
between levels have occurred. The nature of tmairgng assets and liabilities is such that trarssfeand out of any level are expec
to be rare. For the three months ended March@15,2here were no transfers between Levels 1, 2, oFor Level 3 assets measured
at fair value on a non-recurring basis as of M&th2015, the significant unobservable inputs usele fair value measurements are
presented below.

Significant Weighted
Fair Valuation unobservable average of
(Dollars in thousands) Value technigue input input
Impaired loans - collateral
dependen $ 2,82¢ Appraisal Appraisal discounts (% 8.8%
Impaired loans - cash flow
dependen 4,52¢ Discounted cash floy Discount rate (% 5.2%
Other real estate ownt 4,94¢ Appraisal Appraisal discounts (% 14.5%
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(16) Disclosure of Financial Instruments Not Reported afair Value
US GAAP requires disclosure of the fair value afficial assets and liabilities, including thosaficial assets and financial liabilities
that are not measured and reported at fair value r@curring basis or nonrecurring basis. Theygagramounts, estimated fair values,

and placement in the fair value hierarchy of Baptofinancial instruments are as follows:

(in thousands) Carrying
March 31, 2015 Amount Fair Value Level 1 Level 2 Level 3

Financial assets

Cash and shc-term investment $ 57,51¢ $ 57,51¢ $ 57,51¢ $ — 3 —
Mortgage loans held for sa 6,481 6,712 — 6,712 —
Federal Home Loan Bank stock and other

securities 6,347 6,347 — 6,347 —
Loans, ne 1,849,12 1,859,05: — — 1,859,05:
Accrued interest receivab 6,13: 6,132 6,132 — —
Financial liabilities
Deposits $ 2,110,220 $ 2,111,213 $ — $ 211113 $ —
Shor-term borrowings 74,31« 74,31« — 74,31« —
FHLB advance:! 36,74+ 37,24 — 37,24+ —
Accrued interest payab 127 127 127 — —
(in thousands) Carrying
December 31, 201 Amount Fair Value Level 1 Level 2 Level 3

Financial assets

Cash and shc-term investment $ 74,24:  $ 74,24:  $ 74,24. % — 3 —
Mortgage loans held for sa 3,74 3,87¢ — 3,87¢ —
Federal Home Loan Bank stock and other

securities 6,341 6,341 — 6,34 —
Loans, ne 1,843,63! 1,863,56: — — 1,863,56:
Accrued interest receivab 5,98( 5,98( 5,98( — —
Financial liabilities
Deposits $ 212362 $ 212490 $ — $ 212490 % —
Shor-term borrowings 116,94 116,94¢ — 116,94 —
FHLB advance:! 36,83: 37,71« — 37,71« —
Accrued interest payab 131 131 131 — —

Management used the following methods and assungptimestimate the fair value of each class offife instrument for which it is
practicable to estimate the value.

Cash, short-term investments, accrued interest redeble/payable and short-term borrowings
For these short-term instruments, carrying amasatreasonable estimate of fair value.
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Federal Home Loan Bank stock and other securities

For these securities without readily available mearialues, carrying amount is a reasonable estiofdter value as it equals the
amount due from FHLB or other issuer at upon redamp

Mortgage loans held for sale

Mortgage loans held for sale are initially recordéthe lower of cost or market value. The portfadi comprised of residential real
estate loans and fair value is determined by mayletes for similar loans based on loan type, teate, size and the borrower’s credit
score.

Loans, net

US GAAP prescribes the exit price concept for eating fair value of loans. Because there is na@ive market (exit price) for
trading virtually all types of loans in Bancorp’srffolio, fair value of loans is estimated by digoting future cash flows using current
rates at which similar loans would be made to heers with similar credit ratings and for the sammaining maturities (e.g. entrance
price).

Deposits

Fair value of demand deposits, savings accountscariain money market deposits is the amount gayabdemand at the reporting
date. Fair value of fixed-rate certificates of dgipois estimated by discounting future cash flosing the rates currently offered for
deposits of similar remaining maturities.

Federal Home Loan Bank advances

Fair value of FHLB advances is estimated by distiagrfuture cash flows using estimates of curreatkat rate for instruments with
similar terms and remaining maturities.

Commitments to extend credit and standby letters ofredit

Fair values of commitments to extend credit argreged using fees currently charged to enter iimtdlar agreements and the
creditworthiness of the customers. Fair valuegaridby letters of credit are based on fees cugrehthrged for similar agreements or
estimated cost to terminate them or otherwiseesetiligations with counterparties at the reportia¢e. Fair value of commitments to
extend credit, letters of credit and lines of créxlhot presented since management believes itheafae to be insignificant.

Limitations

Fair value estimates are made at a specific poititrie based on relevant market information andrinfition about financial
instruments. Because no market exists for a siamfiportion of Bancorp’s financial instrumentsry falue estimates are based on
judgments regarding future expected loss experjanaeent economic conditions, risk characteristitgarious financial instruments,
and other factors. These estimates are subjectimature and involve uncertainties and mattersgoifificant judgment and therefore
cannot be determined with precision. Thereforesudated fair value estimates in many instances aaoé substantiated by compari
to independent markets and, in many cases, malyenaalizable in a current sale of the instrumétianges in assumptions could
significantly affect estimates.
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(17) Regulatory Matters

Bancorp and the Bank are subject to various ca@tplirements prescribed by banking regulationsaaimdinistered by state and

federal banking agencies. Under these requiremBats;orp and the Bank must meet minimum amountganzkentages of Tier 1,
common equity Tier 1, and total capital, as defjrtedisk weighted assets and Tier 1 capital taaye assets. Risk weighted assets are
determined by applying certain risk weightings priésed by the regulations to various categorieasskts and off-balance sheet
commitments. Capital and risk weighted assets negfytther subject to qualitative judgments by ragpis as to components, risk
weighting and other factors. Failure to meet th@itahrequirements can result in certain mandatanygl possibly discretionary,
corrective actions prescribed by the regulationdetermined to be necessary by the regulators,hndtald materially affect the
unaudited consolidated financial statements.

In 2013, the Federal Reserve Board and the FDI@oapg final rules that substantially amend the latguy risk-based capital

rules applicable to Bancorp and Bank. The finadsumplement the regulatory capital reforms ofBlasel Committee on Banking
Supervision reflected in “Basel Ill: A Global Regtdry Framework for More Resilient Banks and Baglk8ystems” (Basel Ill) and
changes required by the Dodd-Frank Act. The finkds implementing the Basel Ill regulatory capitfbrms became effective for
Bancorp and Bank on January 1, 2015, and includemiaimum risk-based capital and leverage ratiGapital ratios for

December 31, 2014 were calculated using the forales and for March 31, 2015 ratios were calculatsidg the new Basel lll rules.
For Bancorp, key differences under Basel Il ineuisk weighting for commitments under one year ligther risk weighting for
certain commercial real estate and constructiondod hese differences resulted in higher risk-wgid assets, and therefore,
somewhat lower risk-based capital ratios.

Bancorp and the Bank met all capital requirementshich they were subject as of March 31, 2015.
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The following table sets forth consolidated Bant®gnd the Bank's risk based capital amounts atidsras of March 31, 2015 and

December 31, 2014.

Minimum for adequately

Minimum for well

(Dollars in thousands) Actual capitalized capitalized
March 31, 2015 Amount Ratio Amount Ratio Amount Ratio
Total risk-based capital (1
Consolidatec $ 287,40. 13.8%% 166,36 8.0(% NA NA
Bank 281,89( 13.5¢% 166,06: 8.0%%$ 207,57 10.00%
Common Equity Tier 1 risk-base
capital (2)
Consolidatec $ 262,52 12.6:% 3 93,53« 4.5(% NA NA
Bank 257,00¢ 12.3% 93,42( 45(%%$ 124,56( 6.00(%
Tier 1 risk-based capital (1
Consolidatec $ 262,52 12.6%%$ 124,71: 6.0(% NA NA
Bank 257,00¢ 12.3t% 124,56( 6.00%$ 124,56( 6.0(%
Leverage (3
Consolidatec $ 262,52 10.4%¢%$ 100,87: 4.0(% NA NA
Bank 257,00¢ 10.21% 100,68 4.0(%$ 125,86: 5.0(%
Minimum for adequately Minimum for well
Actual capitalized capitalized
December 31, 201 Amount Ratio Amount Ratio Amount Ratio
Total risk-based capital (1
Consolidatec $ 280,22¢ 13.86%$ 161,74 8.0(% NA NA
Bank 274,34 13.5%% 161,49¢ 8.0(%$ 201,87: 10.00%
Tier 1 risk-based capital (1
Consolidatec $ 255,30¢ 12.69%$ 80,85¢ 4.0(% NA NA
Bank 249,42! 12.3¢% 80,72( 400%%$ 121,08 6.0(%
Leverage (3
Consolidatec $ 255,30¢ 10.2¢% $ 74,65 3.0(% NA NA
Bank 249,42! 10.04% 74,52¢ 3.00%$ 124,21t 5.0(%

(1) Ratio is computed in relation to risk-weighted #sse
(2) Ratio became effective January 2015.

(3) Ratio is computed in relation to average assets.
NA — Not applicable. Regulatory framework does define well capitalized for holding companies.
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Item 2. Managemens Discussion and Analysis of Financial Conditiod &esults of Operations

This item discusses the results of operations fockSYards Bancorp, Inc. (“Bancorp” or “Companydhd its subsidiary, Stock Yards Ban}
Trust Company (“Bank”) for the three months endeardh 31, 2015 and compares this period with theegaeniod of the previous year.
Unless otherwise indicated, all references indissussion to the Bank include Bancorp. In addjttbe discussion describes the significant
changes in the financial condition of Bancorp drelBank that have occurred during the first threatims of 2015 compared to the year
ended December 31, 2014. This discussion shoutddzkin conjunction with the unaudited consoliddiedncial statements and
accompanying notes presented in Part 1, Item hisfeport.

This report contains forward-looking statementsarrttie Private Securities Litigation Reform Acttthrevolve risks and uncertainties.
Although Bancorp believes the assumptions undeglitire forward-looking statements contained heregrreasonable, any of these
assumptions could be inaccurate. Factors that aaulde actual results to differ from results disedsn forward-looking statements include,
but are not limited to the following: economic cdiahs both generally and more specifically in tharkets in which Bancorp and the Bank
operate; competition for Bancorp’s customers fralreoproviders of financial services; governmegtdiation and regulation which change
from time to time and over which Bancorp has notmnchanges in interest rates; material unforesgeanges in liquidity, results of
operations, or financial condition of Bancorp’s ttusers; and other risks detailed in Bancorp’s difirwith the Securities and Exchange
Commission, all of which are difficult to prediatdamany of which are beyond the control of Bancdvtanagement is not aware of any
material changes to the risk factors discusseaih B Item 1A of our Form 10-K for the year end®etember 31, 2014.

Overview of 2015 through March 31

Bancorp completed the first quarter of 2015 withineome of $9.3 million or 13% more than the conajde period of 2014. The increase is
due to higher net interest income, no provisionidan losses, and higher non-interest income. deseases were partially offset by higher
nondinterest expenses and resultant higher incomexgense. Diluted earnings per share for the finstrter of 2015 were $0.62, compare
the first quarter of 2014 at $0.56.

As is the case with most banks, the primary soafdancorp’s revenue is net interest income and famm various financial services
provided to customers. Net interest income isdifference between interest income earned on loawestment securities and other interest
earning assets less interest expense on deposiir#s@and other interest bearing liabilities. Leafume and the interest rates earned on
those loans are critical to overall profitabiliimilarly, deposit volume is crucial to funding hsaand rates paid on deposits directly impact
profitability. Business volumes are influenceddamynpetition, new business acquisition efforts atmhemic factors including market interest
rates, business spending, consumer confidenceamngatitive conditions within the marketplace.

Net interest income increased $1,386,000, or 6f@fdhe first three months of 2015, compared todhe period in 2014. The posit
effects of increased volumes on earning assettoavet costs on time deposits were partially offsethe negative effect of declining interest
rates earned. The net interest margin declin€dn2% for the first quarter of 2015, compared @636 for the same period in 2014.

In response to its assessment of risk in the laatighio, Bancorp did not record a provision foatolosses in the first quarter of 2015,
compared to a $350 thousand provision in the djustrter of 2014. The provision for loan lossesesents a charge to earnings necessary to
establish an allowance for loan losses that, inagament’s evaluation, is adequate to provide cgeefar the inherent losses on outstanding
loans.
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Bancorp’s allowance for loan losses was 1.33% tafl toans at March 31, 2015, compared to 1.33%taf toans at December 31, 2014, and
1.65% at March 31, 2014.

Total non-interest income in the first quarter 618 increased $198,000, or 2.1%, compared to tine geriod in 2014, and remained
consistent at 31% of total revenues. Increasesiimgage banking income and bankcard transactiogntey contributed to the growth,
partially offset by a decrease in brokerage comionss

Total non-interest expense in the first quarte2@f5 increased $235,000, or 1.3%, compared toatme period in 2014 due to gains on sales
of foreclosed assets in 2014 which did not recl@0h5. This was partially offset by decreasesatagrocessing and net occupancy expe
Bancorp’s efficiency ratio in the first quarter2315 was 56.4% compared with 58.6% in the firstgandast year.

Bancorp’s effective tax rate increased to 31.5%0h5 from 30.8% in 2014. The increase in incomestgpense from 2014 to 2015 is the
result of proportionally lower nontaxable incomerir the increase in cash value of life insurancerandicipal securities. This was partially
offset by the effect of reclassifying amortizatiofitax credit investments to other non-interestesmge in 2015.

Tangible common equity, a non-GAAP measure, is asue of a company’s capital which is useful inleating the quality and adequacy of
capital. The ratio of tangible common equity tatdangible assets was 10.56% as of March 31, 2@iBpared to 10.05% at December 31,
2014. See the Non-GAAP Financial Measures seftiodetails on reconcilement to US GAAP measures.

The following sections provide more details on satg presented in this overview.

a) Results Of Operations
Net income of $9.3 million for the three months edid/iarch 31, 2015 increased $1.1 million, or 13.&%m $8.2 million for the
comparable 2014 period. Basic net income per sliase$0.63 for the first quarter of 2015, an inseeaf 12.5% from the $0.56 for the
first quarter of 2014. Diluted net income per ghars $0.62 for the first quarter of 2015, an iaseeof 10.7% from the $0.56 for the
first quarter of 2014. See Note 12 for additionébrmation related to net income per share.

Reflecting increased net income, annualized reduraverage assets and annualized return on avetiagiénolders’ equity were 1.49%
and 14.18%, respectively, for the first quarteR@15, compared to 1.41% and 14.14%, respectiveithe same period in 2014.

Net Interest Income

The following tables present the average balaneetstor the three month periods ended March 315 20d 2014 along with the
related calculation of tax-equivalent net inteiesbme, net interest margin and net interest spi@aithe related periods. See the notes
following the tables for further explanation.
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Average Balances and Interest Rates — Taxable Equlent Basis

Three months ended March 3!

2015 2014
Average Average Average Average
(Dollars in thousands) balances Interest rate balances Interest rate
Earning assets:
Federal funds sol $ 86,85 68 03% $ 96,77( 79 0.32%
Mortgage loans held for sa 3,631 39 4.36% 2,78: 31 4.52%
Securities
Taxable 358,09« 1,97( 2.2%% 323,89: 1,77( 2.22%
Tax-exempt 59,76 41€ 2.82% 59,24: 42€ 2.92%
FHLB stock and other securiti 6,347 64 4.0% 7,341 67 3.7(%
Loans, net of unearned incor 1,869,54. 20,52¢ 4.45%  1,717,17 19,48( 4.6(%
Total earning assets 2,384,23. 23,08: 3.9%  2,207,20 21,85¢ 4.02%
Less allowance for loan loss 25,21( 29,08
2,359,02: 2,178,12
Non-earning asset:
Cash and due from ban 36,83¢ 35,43(
Premises and equipme 39,518 39,57:
Accrued interest receivable and other as 90,38 93,18
Total assets $2,525,75. $ 2,346,31.
Interest bearing liabilities:
Deposits:
Interest bearing demand depo: $ 500,95: 12¢ 0.1% $ 481,31 131 0.11%
Savings deposit 114,38: 10 0.04% 103,63’ 10 0.04%
Money market deposi 674,92: 334 0.2(% 617,72 307 0.2(%
Time deposit: 306,34! 50C 0.6€% 349,63 692 0.8(%
Securities sold under agreements to
repurchasi 64,34« 37 0.2:% 60,89t 34 0.25%
Fed funds purchased and other short terr
borrowings 15,87 7 0.1&% 16,65/ 6 0.15%
FHLB advance: 36,77« 21€ 2.38% 34,30 19€ 2.32%
Total interest bearing liabilities 1,713,59. 1,23 0.2¢%  1,664,16. 1,37¢ 0.34%
Non-interest bearing liabilities:
Nor-interest bearing demand depo: 520,25: 421,51
Accrued interest payable and other liabili 27,21: 26,04¢
Total liabilities 2,261,05! 2,111,72
Stockholders' equity 264,69 234,58
Total liabilities and
stockholders’ equity $2,525,75. $ 2,346,31.
Net interest income 21,84¢ 20,47
Net interest spread 3.64% 3.68%
3.72% 3.7€%

Net interest margin
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Notes to the average balance and interest ratesti

e Netinterest income, the most significant comporémancorp’s earnings, is total interest incorss Itotal interest expense.
The level of net interest income is determinedh®y/rmix and volume of interest earning assets, éstdyearing deposits and
borrowed funds, and changes in interest rates.

* Netinterest spread is the difference betweenakatie equivalent rate earned on interest earrisgtsiless the rate expensed
on interest bearing liabilities.

* Netinterest margin represents net interest incoma taxable equivalent basis as a percentageeoh@® interest earning
assets. Net interest margin is affected by baghnterest rate spread and the level of non-intéresring sources of funds,
primarily consisting of demand deposits and stottkrs’ equity.

« Interest income on a fully tax equivalent basidudes the additional amount of interest income #atld have been earnet
investments in certain tax-exempt interest earasgpts had been made in assets subject to feabezalytielding the same
after-tax income. Interest income on municipalsigies and loans have been calculated on a fakyeuivalent basis using a
federal income tax rate of 35%. The approximatestguivalent adjustments to interest income we@b%Bousand and $249
thousand, respectively, for the three month peradted March 31, 2015 and 2014.

*  Average balances for loans include the princip#i@e of non-accrual loans and exclude participat@ans accounted for as
secured borrowings. These participation loansemest $8.1 million and $9.4 million for the threenttoperiods ended
March 31, 2015 and 2014.

Fully taxable equivalent net interest income of 82tillion for the three months ended March 31,20tcreased $1.4 million, or
6.7%, from $20.5 million when compared to the sam@eod last year. Net interest spread and netéstenargin were 3.64% and
3.72%, respectively, for the first quarter of 2@l 3.68% and 3.76%, respectively, for the firgrtpr of 2014.

Approximately $717 million, or 38%, of Bancorp’sales are variable rate; most of these loans arex@uti® the prime rate and may
reprice as that rate changes. However, approxim®B866 million of variable rate loans have reactwsr contractual floor of 4% or
higher. Approximately $148 million of variable edbans have contractual floors below 4%. The eimg $203 million of variable
rate loans have no contractual floor. Bancorp idseto establish floors whenever possible upon adtpn of new customers.
Bancorp’s variable rate loans are primarily comgutisf commercial lines of credit and real estadéa$o At inception, most of
Bancorp’s fixed rate loans are priced in relatiohte five year Treasury bond.

Average earning assets for the first three montt20o5 increased $177.0 million, or 8.0% to $2.8Bdm, compared to $2.21 billion
for the same period of 2014, reflecting growthha toan portfolio and investment securities. Ageraterest bearing liabilities for the
first three months of 2015 increased $49.4 mill@n3.0% to $1.71 billion compared to $1.66 billimn the same period of 2014,
primarily due to increases in money market, intelbesring demand, and savings deposit accountsalpaoffset by decreases in time
deposits.

Asset/Liability Management and Interest Rate Risk

Managing interest rate risk is fundamental forfihancial services industry. The primary objectdfénterest rate risk management is
to neutralize effects of interest rate changeseirintome. By considering
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both on and off-balance sheet financial instrumenemagement evaluates interest rate sensitivithevattempting to optimize net
interest income within the constraints of prudeagital adequacy, liquidity needs, market opportagsiand customer requirements.

Interest Rate Simulation Sensitivity Analysis

Bancorp uses an earnings simulation model to ettiarad evaluate the impact of an immediate chamgeerest rates on earnings in a
one year forecast. The simulation model is desigoedflect the dynamics of interest earning assetsrest bearing liabilities and off-
balance sheet financial instruments. By estimatiegeffects of interest rate increases and desetimemodel can reveal approximate
interest rate risk exposure. The simulation moslelsed by management to gauge approximate resudts g specific change in inter
rates at a given point in time. The model is tfareea tool to indicate earnings trends in giveeriest rate scenarios and does not
indicate actual expected results.

The March 31, 2015 simulation analysis, which sheery little interest rate sensitivity, indicatést an increase in interest rates of
100 to 200 basis points would have a negative effemet interest income, and a decrease of 108 pasts in interest rates would
also have a negative impact. These estimates ammatized below.

Net interest

income change

Increase 200b (4.20%
Increase 100b (3.29)
Decrease 100k (2.42)
Decrease 200k N/A

Loans indexed to the prime rate, with floors of déigher, comprise $366 million or approximate0f® of total loans. Since the
prime rate is currently 3.25%, rates would havimtoease more than 75 bp before the rates on sacis Wwill rise. This effect, captul
in the simulation analysis above, negatively impdhe effect of rising rates.

The scenario of rates decreasing 200 bp is nobnediy possible given current low rates for shertrt instruments and most deposits.

Undesignated derivative instruments described itedaare recognized on the consolidated balanast shéair value, with changes in
fair value, due to changes in prevailing interas¢s, recorded in other non-interest income. Bexatimatching terms of offsetting
contracts, in addition to collateral provisions alhimitigate the impact of non-performance risk,ndes in fair value subsequent to
initial recognition have a minimal effect on eaggnand are therefore not included in the simulatioalysis results above.

Derivatives designated as cash flow hedges deskitibiote 6 are recognized on the consolidatednsalaheet at fair value, with
changes in fair value, due to changes in prevailitgyest rates, recorded net of tax in other caing@nsive income.

Provision for Loan Losses

The provision for loan losses represents a chargarnings necessary to establish an allowandedarlosses that, in management’s
evaluation, is adequate to provide coverage foirtherent losses on outstanding loans. Bancormalidecord a provision for loan
losses in the first quarter of 2015, compared pocaision of $350 thousand for the same periodddf42 The allowance for loan losses
is calculated
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after considering credit quality factors, and ulibely relies on an overall internal analysis ofttis& in the loan portfolio. Based on this
analysis, provisions for loan losses are determaretirecorded. The provision reflects an allowane¢hodology that is driven by risk
ratings, historical losses, and qualitative factorke levels of non-performing loans continue éoréase and many key indicators of
loan quality continue to show improvement.

Management utilizes loan grading procedures wheshilt in specific allowance allocations for tharasted inherent risk of loss. For
all loans graded, but not individually reviewedyemeral allowance allocation is computed usingofactypically developed over time
based on actual loss experience. The specific andrgl allocations plus consideration of quali@fizctors represent management'’s
best estimate of probable losses contained inotne portfolio at the evaluation date. Although @llewance for loan losses is
comprised of specific and general allocations ghiire allowance is available to absorb any chedies. Based on this detailed
analysis of credit risk, management considers lbevance for loan losses adequate to cover prodabes inherent in the loan
portfolio at March 31, 2015.

An analysis of the changes in the allowance fon loases and selected ratios for the three montbhgseended March 31, 2015 and

2014 follows:

Three months ended March 31
(Dollars in thousands) 2015 2014
Balance at the beginning of the per $ 2492( $ 28,52:
Provision for loan losse — 35C
Loan charg-offs, net of recoverie (38) (281)
Balance at the end of the peri $ 2488: $ 28,59:
Average loans, net of unearned incc $ 187759 $ 1,726,611
Provision for loan losses to average loans 0.0(% 0.02%
Net loan charc-offs to average loans ( 0.0(% 0.02%
Allowance for loan losses to average lo 1.3% 1.6€%
Allowance for loan losses to per-end loans 1.3%% 1.65%

(1) Amounts not annualized

Loans are charged off when deemed uncollectibleaalods is identified or after underlying collatdras been liquidated; however,
collection efforts may continue and future recoggninay occur. Periodically, loans are partiallyrgkd off to the net realizable value
based upon collateral analysis.
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An analysis of net charge-offs by loan categorytfierthree month periods ended March 31, 2015 aad llows:

(in thousands)
Net loan chargeoffs (recoveries)

Three months
ended March 31

Commercial and industrii

Construction and development, excluding undeveldaed
Undeveloped lan

Real estate mortga¢- commercial investmet

Real estate mortga¢- owner occupied commerci

Real estate mortga¢- 1-4 family residentia

Home equity

Consume

Total net loan char¢offs
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2015 2014

5 % ©)

— 37

1 94

51 14z

(4) (1)

(15) 17

38 $ 281
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Non-interest Income and Expenses

The following table sets forth the major componeaftaon-interest income and expenses for the threxeth periods ended March 31,
2015 and 2014.

Three months
ended March 31,

(dollars in thousands) 2015 2014 Change %
Nor-interest income
Investment management and trust reve $ 4552 $ 4,56¢ $ (16) -0.4%
Service charges on deposit accol 2,08( 2,10z (23 -1.1%
Bankcard transaction reven 1,127 1,07t 47 4.4%
Mortgage banking revent 82¢ 58¢ 24C 40.8%
Brokerage commissions and fe 461 50t (44) -8.7%
Bank owned life insurance incor 222 23€ (14 -5.9%
Other 40€ 40C 8 2.0%
Total nor-interest incom: $ 9,67 $ 947t §$ 19¢ 2.1%
Nor-interest expense
Salaries and employee bene $ 11,10¢ $ 11,11¢ $ (18) -0.2%
Net occupancy expen: 1,46¢ 1,55¢ (87) -5.6%
Data processing expen 1,45¢ 1,56( (10€) -6.8%
Furniture and equipment exper 247 26€ (27) -7.8%
FDIC insurance expen: 297 34z (45) -13.2%
Loss (gain) on other real estate ow! 20 (349 363 *
Other 3,192 3,048 14¢ 4.9%
Total nor-interest expense $ 17,77¢ $ 17,54¢ $ 23¢ 1.3%

(*) - Amount exceeds 100%
Total non-interest income increased $198 thousan®,1%, in the first quarter of 2015 comparedi® $ame period in 2014.

The largest component of non-interest income isstment management and trust revenue. The magmifudeestment management
and trust revenue distinguishes Bancorp from atbermunity banks of similar asset size. Trust assetler management totaled $-
billion at March 31, 2015, compared to $2.28 billat March 31, 2014. Investment management antirguenue, which constitutes
average of 47% of non-interest income at March2®15, was virtually flat for the first quarter dd25 compared to the same period in
2014. Recurring fees, which generally compriser ®86 of the investment management and trust revanareased 3% for the first
quarter of 2015, compared to the first quarter@f4£ However, one-time executor and other nonfrexufees decreased for the first
quarter of 2015, compared to the same period id2040st recurring fees earned for managing acsoarg based on a percentage of
market value on a monthly basis. While fees aredasn market values, they typically do not fluctudirectly with the overall stock
market, as accounts usually contain fixed incontbeaquity asset classes, which generally react é@hgto each other. Some revenues
of the investment
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management and trust department, most notably exedusurance, and some employee benefit planesi@es, are non-recurring in
nature and the timing of these revenues correspeittdghe related administrative activities. Maeagent expects to encounter slower
growth of our investment management and trust neeém 2015 as some revenue that boosted 2014gésuibt expected to recur at
the same level in 2015. Still, management beli¢lresnvestment management and trust departmentavitinue to factor significant

in financial results and provide strategic diversd revenue streams.

Service charges on deposit accounts decreasedh®@8and, or 1.1%, in the first quarter of 2015 @spared to the same period in
2014. Service charge income is driven by transactolume, which can fluctuate throughout the yeasignificant component of
service charges is related to fees earned on @xendchecking accounts. Management expects thissad revenue to decline sligh
in 2015 due to anticipated changes in customenbehand increased regulatory restrictions.

Bankcard transaction revenue increased $47 thousaddd%, for the first quarter of 2015, as coneplato the same period in 2014 ¢
primarily represents income Bancorp derives frostamers’ use of debit cards. The increase in 20itBarily reflects an increase in
the volume of transactions, partially offset byemiebase in the interchange rates received. Mdkiofevenue is interchange income
based on rates set by service providers in a catiwpanarket. Beginning in October 2011, this rates set by the Federal Reserve for
banks with over $10 billion in assets. While tthiseshold indicates Bancorp will not be directlfeafed, this change has affected
Bancorp and other similarly sized institutions archants gravitate to lower cost interchanges. Meluwhich is dependent on
consumer behavior, is expected to continue to asgelowly. However, management expects intereheatgs to decrease, resultin
income from this source to remain consistent watrels experienced in 2014.

Mortgage banking revenue primarily includes gainsales of mortgage loans. Bancorp’s mortgage bgrdépartment originates
residential mortgage loans to be sold in the semgnisharket. Interest rates on the loans sold aieskb with the borrower and investor
prior to closing the loans, thus Bancorp bearsterést rate risk related to these loans. Thertlepat offers conventional, VA and
FHA financing, for purchases and refinances, as ageprograms for first time home buyers. Interagts on mortgage loans directly
impact the volume of business transacted by thegage banking division. Mortgage banking revemeoegased $240 thousand, or
40.8%, in the first quarter of 2015 compared toghme period of 2014. Market rates for mortgagaedadecreased in the first quarter
of 2015, resulting in increased refinance actieitypled with an increase in purchase activityhmfirst quarter of 2015 compared to
the same period in 2014.

Brokerage commissions and fees decreased $44 tishusa3.7%, in the first quarter of 2015 compaethe same period of 2014,
corresponding to overall brokerage volume. Broffereommissions and fees earned consist primariyoak, bond and mutual fund
sales as well as wrap fees on accounts. Wrapmafeesharges for investment programs that bundletheg a suite of services, such as
brokerage, advisory, research, and managemengrartthsed on a percentage of assets. Bancorp défsdyokers primarily through
its branch network via an arrangement with a tpaty broker-dealer, while larger managed accoargsserviced in the investment
management and trust department.

Bank owned life insurance (BOLI) income totaled $2Rousand for the first three months of 2015, careg to $236 thousand for the
same period in 2014. BOLI represents the castesder value for life insurance policies on certay employees who have provided
consent for Bancorp to be the beneficiary of aiporof such policies. Any proceeds received urierpolicies and the related change
in cash surrender value are recorded as non-int@cesne. This income helps offset the cost ofores employee benefits.
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Other non-interest income increased $8 thousan®,086, in the first quarter of 2015 as comparethéosame period in 2014, due to a
variety of other factors, none of which are indivadly significant.

Total non-interest expenses increased $235 thousaldd3%, for the first quarter of 2015 as comparethe same period in 2014.

Salaries and benefits are the largest componemtrointerest expenses and decreased $18 thousand6if@.2he first quarter of 20:
compared to the same period of 2014, largely duletoeased bonus accruals and health insurancg pusitly offset by higher
salaries and stock-based compensation expenseindriease in stock-based compensation is primdtig/to a first quarter 2014
expense adjustment related to performance stodg, uviiich decreased stock-based compensation By thb8sand. At March 31,
2015, Bancorp had 533 full-time equivalent emplesyeempared to 522 at March 31, 2014.

Net occupancy expense decreased $87 thousand%r i the first quarter of 2015, as compared éoghme period of 2014, largely
due to unusually high maintenance costs in 20tedlto the severe winter.

Data processing expense decreased $106 thous&r@Pbin the first quarter of 2015, as comparedhéosame period of 2014, largely
due to decreases in expenses for bank card progéssssuance and data processing for trust opesatiThis category includes
ongoing computer equipment maintenance costs tefatmvestments in new technology needed to miairsiad improve the quality
delivery channels and internal resources.

Furniture and equipment expense decreased $2lahdusr 7.8%, in the first quarter of 2015, as carag to the same period in 2014,
due to a variety of factors, none of which is indually significant. Costs of capital asset aduis flow through the statement of
income over the lives of the assets in the forrdegfreciation expense.

FDIC insurance expense was $297 thousand in thtegfiiarter of 2015, compared to $342 thousanchfosame period in 2014. The
assessment is calculated by the FDIC and adjustedegly. The decline in expense is due primddlg reduction in the assessment
rate, which was driven by improved credit metrit2015.

Losses on other real estate owned (“OREQ”) totdR@ithousand for the first quarter of 2015, comgaoegains of $343 thousand for
the first quarter of 2014. Bancorp liquidated sal/properties at prices greater than their cagyialues in 2014 resulting in gains on
foreclosed assets.

Other non-interest expenses increased $149 thousah@% in the first quarter of 2015, as compacethe same period in 2014, due
largely to tax credit amortization of $158 thous#mat was formerly recorded as income tax expem@914. This category also
includes MSR amortization, legal and professiorakf advertising, printing, mail and telecommumiceg, none of which had
individually significant variances.

Income Taxes

In the first quarter of 2015, Bancorp recorded medax expense of $4.3 million, compared to $3leanifor the same period in

2014. The effective rate for the three month gkanded March 31, 2015 was 31.5%, compared to 3tbB8%e same period in 2014.
The increase in income tax expense from 2014 t& 20fhe result of proportionally lower nontaxalileome from the increase in cash
value of life insurance and municipal securitiesisTwas partially offset by the effect of amortipatof tax credit
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investments which was recorded in other non-interggense in 2015 and a component of tax expena@lid.

Commitments

Bancorp uses a variety of financial instrumentth&normal course of business to meet the finanmeadls of its customers. These
financial instruments include commitments to exteretit and standby letters of credit. A discussibBancorp’s commitments is
included in Note 9.

Other commitments discussed in Bancorp’s AnnualoRegn Form 10-K for the year ended December 31428ave not materially
changed since that report was filed, relative talitative and quantitative disclosures of fixed alederminable contractual obligations.

b) Financial Condition
Balance Sheet

Total assets decreased $51.6 million, or 2.0%, $@rB64 billion on December 31, 2014 to $2.512dllon March 31, 2015. The
most significant contributor to the decrease wasisies available for sale, which decreased $4#dillon in the first quarter largely as
a result of maturing short-term securities. Bapdowvests excess funds in shtgtm investment securities at each quarter endudof
a state tax minimization strategy. These securitiéth maturities of 30 days or less, totaled $60iom and $95 million for March 31,
2015 and December 31, 2014, respectively. Casltasti equivalents decreased $16.7 million. Loarreased $5.5 million, while
mortgage loans held for sale increased $2.7 milliother assets decreased $3.1 million, drivenamignby a $2.1 million decrease in
deferred tax assets.

Total liabilities decreased $59.3 million, or 2.68#am $2.304 billion December 31, 2014 to $2.246dr on March 31, 2015. The
most significant component of the decrease wagdélends purchased, which decreased $33.0 milboi69.5%. Bancorp utilizes
short-term lines of credit to manage its overajlidity position. Deposits decreased $13.4 milliwr).6%. Securities sold under
agreement to repurchase decreased $9.7 millioB.884, and other liabilities decreased $3.2 millbori2.1%.
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Elements of Loan Portfolio

The following table sets forth the major classificas of the loan portfolio.

(in thousands)

Loans by Type March 31, 2015 December 31, 201.
Commercial and industrii $ 594,98( $ 588,20(
Construction and development, excluding undeveldaed 99,84¢ 95,73:
Undeveloped land (1 19,99¢ 21,26¢
Real estate mortgag
Commercial investmer 486,37: 487,82:
Owner occupied commerci 341,45: 340,98:
1-4 family residentia 191,00« 195,10:
Home equity- first lien 45,28¢ 43,77¢
Home equity- junior lien 65,82¢ 66,26¢
Subtotal: Real estate mortge 1,129,94. 1,133,95:
Consume 29,24t 29,39¢
Total Loans $ 1,874,010 $ 1,868,55I

‘(1) Undeveloped land consists of land initially acqdifer development by the borrower, but for whichdewvelopment has yet
taken place.

Bancorp occasionally enters into loan participaigneements with other banks to diversify cregdk.riFor certain sold participation
loans, Bancorp has retained effective control efltfans, typically by restricting the participatimgtitutions from pledging or selling
their share of the loan without permission from &amp. US GAAP requires the participated portiotthafse loans to be recorded as
secured borrowings. These participated loansnafeded in the commercial and industrial and retdte mortgage loan totals above,
and a corresponding liability is recorded in otlibilities. At March 31, 2015 and December 31120the total participated portions
of loans of this nature were $8.0 million and $&llion, respectively.
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Non-performing Loans and Assets

Information summarizing non-performing assets,udelg non-accrual loans follows:

(Dollars in thousands) March 31, 2015 December 31, 201.
Non-accrual loan: $ 527¢ $ 5,19¢
Troubled debt restructurir 6,251 6,352
Loans past due 90 days or more and still accruing 1 32¢
Non-performing loan: 11,531 11,88(
Foreclosed real estate 5,891 5,971
Non-performing assets $ 17,42¢ $ 17,85
Non-performing loans as a percentage of total Ic 0.62% 0.64%
Non-performing assets as a percentage of total assets 0.65% 0.7(%

The following table sets forth the major classificas of non-accrual loans:

(in thousands)

Non-accrual loans by type March 31, 2015 December 31, 201

Commercial and industrii $ 1,27¢ $ 1,381
Construction and development, excluding undeveldaed 51€ 51€
Undeveloped lan — —
Real estate mortga¢- commercial investmet 234 23t
Real estate mortga¢- owner occupied commerci 2,34¢ 2,081
Real estate mortga¢ 1-4 family residentia 80C 95(
Home equity and consumer loe 10¢ 36
Total loans $ 527¢ $ 5,19¢

c) Liquidity

The role of liquidity management is to ensure fuadsavailable to meet depositors’ withdrawal aoddwers’credit demands while
the same time maximizing profitability. This is aceplished by balancing changes in demand for fuvilschanges in the supply of
those funds. Liquidity is provided by short-termuid assets that can be converted to cash, invaesseeurities available-for-sale,
various lines of credit available to Bancorp, amel ability to attract funds from external sourqadcipally deposits. Management
believes it has the ability to increase depositngttime by offering rates slightly higher thanrke rates.

Bancorp’s most liquid assets are comprised of eashdue from banks, available for sale marketatdestment securities and federal
funds sold. Federal funds sold totaled $23.6 amillat March 31, 2015. These investments normaly levernight maturities and are
used for general daily liquidity purposes.
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The fair value of the available for sale investmgmtfolio was $471.7 million at March 31, 2015heTportfolio includes maturities of
approximately $82.4 million over the next twelventits, including $60 million of short-term securiti@hich matured in April 2015.
Combined with federal funds sold, these offer sattsal resources to meet either new loan demamedarctions in Bancorp’s deposit
funding base. Bancorp pledges portions of its itaest securities portfolio to secure public funghaigts, cash balances of certain
investment management and trust accounts, anditsegsold under agreements to repurchase. At Matcl2015, total investment
securities pledged for these purposes comprisedd@3be available for sale investment portfoliguang $221.5 million of unpledged
securities.

Bancorp has a large base of core customer depdsfteed as demand, savings, money market depmsiuats and time deposits up to
$250 thousand. At March 31, 2015, such depoditdetth $2.1 billion and represented 98% of Bancatqtal deposits. Because these
core deposits are less volatile and are oftenttiedher products of Bancorp through long lastieigtionships they do not put heavy
pressure on liquidity. However, many of Bancoipividual depositors currently maintain historigatigh balances. When market
conditions improve, these balances will likely dexge, potentially putting some strain on Bancoliguidity position. As of March 3.
2015, Bancorp had only $5.5 million or 0.3% of tataposits, in brokered deposits, which are predamtiy comprised of Certificate

of Deposit Account Registry Service (CDARs) depmsat program which allows Bancorp to offer FDIQuirace up to $50 million in
deposits per customer through reciprocal agreemmtiiother network participating banks.

Other sources of funds available to meet daily aéeclude the sales of securities under agreenemepurchase. Also, Bancorp is a
member of the FHLB of Cincinnati. As a member & #FHLB, Bancorp has access to credit productseotHLB. Bancorp views
these borrowings as a low cost alternative to dilhex deposits. At March 31, 2015, the amountwaiilable credit from the FHLB
totaled $399.7 million. Additionally, Bancorp hadailable federal funds purchased lines with caweslent banks totaling $70
million.

Bancorp’s principal source of cash revenues igdévils paid to it as the sole shareholder of th&Bawh March 31, 2015, the Bank
may pay up to $40.6 million in dividends to Bancarihout regulatory approval subject to the ongaiagital requirements of the
Bank.

d) Capital Resources

At March 31, 2015, stockholders’ equity totaled $Z6million, an increase of $7.7 million from Dedeen 31, 2014. See the
Consolidated Statement of Changes in Stockholdggaity for further detail of the changes in equsiyce the end of 2014. One
component of equity is accumulated other comprédtiermiscome which, for Bancorp, consists of net atized gains or losses on
securities available for sale and hedging instruseas well as a minimum pension liability, eachafdaxes. Accumulated other
comprehensive income was $3.9 million and $2.lionilat March 31, 2015 and December 31, 2014, réispdc The $1.8 million
increase is primarily a reflection of the positaféect of the changing interest rate environmenmirgythe first quarter of 2015 on the
valuation of Bancorp’s portfolio of securities dahie for sale.
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The following table sets forth Bancorp’s and thenBa risk based capital ratios as of March 31, 2848 December 31, 2014.

March 31, December 31
2015 2014

Total risk-based capital (1

Consolidatec 13.82% 13.8%

Bank 13.58% 13.5%%
Common equity tier 1 ris-based capital (1) (

Consolidatec 12.6% N/A

Bank 12.3%% N/A
Tier 1 risk-based capital (1

Consolidatec 12.6%% 12.6%%

Bank 12.3%% 12.3¢%
Leverage (3

Consolidatec 10.41% 10.2%

(1) Under the banking agencies risk-based capital ¢jneke assets and credit-equivalent amounts ofdives and off-balance sheet
exposures are assigned to broad risk categories.aggregate dollar amount in each risk categamuigiplied by the associated
risk weight of the category. The resulting weightalues are added together, resulting in the Baretotal risk-weighted assets.
These ratios are computed in relation to averagetsas

(2) The final rules described herein established comemity tier 1 capital effective January 1, 20T%e ratio was not prescribed
prior years. For Bancorp, this is equal to tieapital, and therefore, the ratio is equal to thel risk-based capital ratio.

(3) Ratio is computed in relation to average assets

In 2013, the Federal Reserve Board and the FDI@oapg final rules that substantially amend the latguy risk-based capital
rules applicable to Bancorp and Bank. The finatsumplement the regulatory capital reforms ofBlasel Committee on Banking
Supervision reflected in “Basel IIl: A Global Regtdry Framework for More Resilient Banks and Bagksystems” (Basel IIl) and
changes required by the Dodd-Frank Act. Finalsineplementing the Basel Il regulatory capitalorefis became effective for
Bancorp and Bank on January 1, 2015, and includemi@imum risk-based capital and leverage ratibse new minimum capital
level requirements applicable to bank holding congp@and banks subject to the rules are:

* anew common equity Tier 1 capital ratio of 4.5%,

» aTier 1 risk-based capital ratio of 6% (increaecth 4%),

» atotal risk-based capital ratio of 8% (unchangedifcurrent rules), and
» aTier 1 leverage ratio of 4% for all institutions.

52




Table of Contents

The rules also establish a “capital conservatidifebuof 2.5%, to be phased in over three yearsyatthe new regulatory minimum
risk-based capital ratios, and result in the follmyyminimum ratios once the capital conservatiofidsus fully phased in:

e acommon equity Tier 1 risk-based capital ratid 0®%,
e aTier 1risk-based capital ratio of 8.5%, and
e atotal risk-based capital ratio of 10.5%.

The final rules allow banks and their holding comipa with less than $250 billion in assets a ometopportunity to opt-out of a
requirement to include unrealized gains and lossascumulated other comprehensive income in tagital calculation. Bancorp has
opted out of this requirement.

For Bancorp, the key differences under Basel Rlude risk weighting for commitments under one yaraa higher risk weighting for
certain commercial real estate and constructiondod hese differences resulted in higher risk-wgid assets, and therefore,
somewhat lower risk-based capital ratios. Banestpmates the effect of these key differences @seckthe Tier 1 risk-based capital
ratio 0.30% and the total risk based-capital rat&1%.

Management believes that as of March 31, 2015, &ammeets the requirements to be considered wpitatezed under the new rules.
€) Non-GAAP Financial Measures

In addition to capital ratios defined by bankingukators, Bancorp considers various ratios wheluatiag capital adequacy, includil

tangible common equity to tangible assets, andidd@igommon equity per share, all of which are GRAP measures. Bancorp

believes these ratios are important because afwhééspread use by investors as means to evatapttal adequacy, as they reflect

level of capital available to withstand unexpeateatket conditions. Because US GAAP does not irckapital ratio measures, there
are no US GAAP financial measures comparable teethatios.
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The following table reconciles Bancorp’s calculatif the measures to amounts reported under US GAAP

(in thousands, except per share datz March 31, 2015 December 31, 201
Total equity $ 267,60 $ 259,89!
Less core deposit intangit (1,767 (1,820
Less goodwill (682) (682)
Tangible common equit $ 265,15¢ $ 257,39:
Total asset $ 2,512,26. $ 2,563,86:
Less core deposit intangik (1,76]) (1,820
Less goodwill (682) (682)
Total tangible asse $ 2,509,82 $ 2,561,361
Total shareholde’ equity to total asse 10.65% 10.1%%
Tangible common equity rat 10.56% 10.05%
Number of outstanding shar 14,79¢ 14,74¢
Book value per shai $ 18.0¢ % 17.6:
Tangible common equity per shz 17.9: 17.4¢

f)  Recently I ssued Accounting Pronouncements

In May 2014, the Financial Accounting Standards8d&FASB”) issued Accounting Standards Update ((RBNo. 2014-09,
Revenue from Contracts with Customers, which outlines a single comprehensive model forinsecounting for revenue arising from
contracts with customers, and supersedes mosintueeenue recognition guidance. The ASU was sy effective for fiscal years
and interim periods beginning after December 13620n April 2015, FASB voted to propose a delayhie effective date. The
proposed effective date will be annual reportingquks beginning after December 15, 2017, and ttexim periods within that year.
Bancorp is still evaluating the potential impactabption of ASU 2014-09.
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Iltem 3. _Quantitative and Qualitative Disclosuabsut Market Risk

Information required by this item is included iert 2, “Management’s Discussion and Analysis of ko Condition and Results of
Operations.”

Item 4. Controls and Procedures

Bancorp maintains disclosure controls and proceddesigned to ensure that it is able to collecirtf@@mation it is required to disclose in
reports it files with the Securities and Exchangen@ission (“SEC”)and to record, process, summarize and reportrifosmation within ths
time periods specified in the rules and forms ef #£C. Based on their evaluation of Bancorp’sldéste controls and procedures as of the
end of the quarterly period covered by this repbe, Chief Executive and Chief Financial Officeddiéwve that these controls and procedures
are effective to ensure that Bancorp is able ttecglprocess and disclose the information it ¢aned to disclose in reports it files with the
SEC within the required time periods.

Based on the evaluation of Bancorp’s disclosurdérotsiand procedures by the Chief Executive angfJfinancial Officers, there were no
significant changes during the quarter ended M86cH2015 in Bancorp’s internal control over finalcieporting that has materially affected,
or is reasonably likely to materially affect, Bang's internal control over financial reporting.

PART Il — OTHER INFORMATION

Iltem 2. _Unreqistered Sales of Equity Securidied Use of Proceeds

The following table shows information relating teetrepurchase of shares of common stock by Barttoipg the three months ended
March 31, 2015.

Total number of Maximum number of
Total number shares purchased as shares that may yet be
of shares Average price part of publicly purchased under the
purchased (1) paid per share announced plan (2) plan
January - January 3: — $ — — —
February I February 2¢ 13,20« 32.5¢ — —
March 1- March 31 12,02 34.0¢ — —
Total 2523. $ 33.2¢ — —

(1) Activity represents shares of stock withheld to fmes due upon exercise of stock appreciatiorigjgiesting of restricted stock or
share-based awards. This activity has no impath@mumber of shares that may be purchased urBleara-approved plan.

(2) Since 2008, there has been no active share buyttaick
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Iltem 6. _Exhibits

The following exhibits are filed or furnished apat of this report:

Exhibit
Number Description of exhibit
31.1 Certifications pursuant to Section 302 of the Saek-Oxley Act by David P. Heintzma
31.2 Certifications pursuant to Section 302 of the Saek-Oxley Act by Nancy B. Davi
32 Certifications pursuant to 18 U.S.C. Section 1
101 The following financial statements from the Stockrifs Bancorp, Inc. March 31, 2015 Quarterly ReporEorm 10-Q,

filed on May 7, 2015, formatted in eXtensible Bisia Reporting Language (XBRI
(1) Consolidated Balance She
(2) Consolidated Statements of Inco
(3) Consolidated Statements of Comprehensive Inc
(4) Consolidated Statement of Changes in Stockhc¢' Equity
(5) Consolidated Statements of Cash Fl¢
(6) Notes to Consolidated Financial Statem
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SIGNATURES
Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdéport to be signed on its behalf by the
undersigned thereunto duly authorized.

STOCK YARDS BANCORP, INC.

Date: May 7, 2015 By: /s/ David P. Heintzma

David P. Heintzman, Chairman
and Chief Executive Office

Date: May 7, 2015 By: /s/ Nancy B. Davit

Nancy B. Davis, Executive Vice Preside
Treasurer and Chief Financial Offic
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Exhibit 31.1
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT
I, David P. Heintzman, certify that:
1. | have reviewed this quarterly report on Form@0f Stock Yards Bancorp, Inc.;

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

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

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

a) Designed such disclosure controls and procedaresaused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duriig toeriod in which this report is being prepared;

b) Designed such internal control over financiglaing, or caused such internal control over feiahreporting to be designed under
our supervision, to provide reasonable assuramgaediang the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with genesalbepted accounting principles;

¢) Evaluated the effectiveness of the registragisslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and proms] as of the end of the period covered by #psnt, based on such evaluation; and

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

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

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

b) Any fraud, whether or not material, that invaveanagement or other employees who have a sigmifiole in the registrargtinterna
control over financial reporting.

Date: May 7, 2015 By: /s/ David P. Heintzma
David P. Heintzman,
Chairman and
Chief Executive Office




Exhibit 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT
I, Nancy B. Davis, certify that:
1. | have reviewed this quarterly report on Form@0f Stock Yards Bancorp, Inc.;

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

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

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

a) Designed such disclosure controls and procedaresaused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duriig toeriod in which this report is being prepared;

b) Designed such internal control over financiglaing, or caused such internal control over feiahreporting to be designed under
our supervision, to provide reasonable assuramgaediang the reliability of financial reporting atfie preparation of financial statements
for external purposes in accordance with genesalbepted accounting principles;

¢) Evaluated the effectiveness of the registragisslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and proms] as of the end of the period covered by #psnt, based on such evaluation; and

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

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

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

b) Any fraud, whether or not material, that invaveanagement or other employees who have a sigmifiole in the registrargtinterna
control over financial reporting.

Date: May 7, 2015 By: /s/ Nancy B. Davit
Nancy B. Davis, Executive Vic
President, Treasurer and Chief
Financial Officer




Exhibit 32

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

In connection with this quarterly report of Stockrds Bancorp, Inc. on Form 10-Q for the period egdilarch 31, 2015 (the “Report”), we,
the undersigned, certify, pursuant to 18 U.S.Clized 350, as adopted pursuant to section 906e0Strbanes-Oxley Act of 2002, that, to the
best of our knowledge and belief: (1) The Repdityfcomplies with the requirements of Section 13{a)l5(d) of the Securities Exchange .

of 1934; and (2) The information contained in trepBrt fairly presents, in all material respects, financial condition and results of
operations of Stock Yards Bancorp, Inc. as of amdHe periods presented in the Report.

Date: May 7, 2015 By: /s/ David P. Heintzma
David P. Heintzmar
Chairman ant
Chief Executive Office

Date: May 7, 2015 By: /s/ Nancy B. Davit
Nancy B. Davis

Executive Vice President, Treasurer
Chief Financial Office

A signed original of this written statement required by section 906 has been provided to Stock YardsaBcorp, Inc. and will be retainec
by Stock Yards Bancorp, Inc. and furnished to the &curities and Exchange Commission or its staff uporequest.




