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Part I. Financial Information

Item 1. Financial Statements

Report of Independent Registered Public Accountindrirm

Audit Committee, Board of Directors and Stockhosder
Blue Valley Ban Corp.
Overland Park, Kansas 66225

We have reviewed the accompanying condensed cdasadi balance sheet of Blue Valley Ban Corp.

as of June 30, 2010, and the related condensedlmated statements of operations for the three-
month and six-month periods ended June 30, 2010 2849 and the condensed consolidated

statements of stockholders' equity and cash flamwshie six-month periods ended June 30, 2010 and
2009. These interim financial statements aredbpansibility of the Company's management.

We conducted our reviews in accordance with thedstals of the Public Company Accounting
Oversight Board (United States). A review of intefinancial information consists principally of
applying analytical procedures to financial datal amaking inquiries of persons responsible for
financial and accounting matters. It is substdigtiless in scope than an audit conducted in
accordance with the standards of the Public Compammpunting Oversight Board (United States),
the objective of which is the expression of an apirregarding the financial statements taken as a
whole. Accordingly, we do not express such aniopin

Based on our reviews, we are not aware of any mht@odifications that should be made to the
condensed consolidated financial statements refaweabove for them to be in conformity with
accounting principles generally accepted in theddhStates of America.

We have previously audited, in accordance withdtaandards of the Public Company Accounting
Oversight Board (United States), the consolidateldrre sheet as of December 31, 2009 and the
related consolidated statements of operationskistdders' equity and cash flows for the year then
ended (not presented herein), and in our repoddditarch 23, 2010 we expressed an unqualified
opinion on those consolidated financial statemernitsour opinion, the information set forth in the
accompanying condensed consolidated balance sheftlzecember 31, 2009 is fairly stated, in all
material respects, in relation to the consoliddét@ldnce sheet from which it has been derived.

/s/BKD, LLP

Kansas City, Missouri
August 10, 2010

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Adbogifrirm



Blue Valley Ban Corp.
Condensed Consolidated Balance Sheets

June 30, 2010 and December 31, 2009
(In thousands, except share data

June 30, 2010 December 31, 2009

(Unaudited)
ASSETS
Cash and due from banks $ 29,580 $ 32,126
Interest-bearing deposits in other financial insiins 116,597 64,858
Cash and cash equivalents 146,177 96,984
Available-for-sale securities 106,759 72,757
Mortgage loans held for sale, fair value 4,784 8,752
Loans, net of allowance for loan losses of $18,690
and $20,000 in 2010 and 2009, respectively 498,23 534,111
Premises and equipment, net 16,586 16,930
Foreclosed assets held for sale, net 22,738 19,435
Interest receivable 2,240 2,303
Deferred income taxes 10,148 9,480
Income taxes receivable - 2,746
Prepaid expenses and other assets 2,958 2,803
Federal Home Loan Bank stock, Federal Reserve Bk,
and other securities 7,111 7,059
Core deposit intangible asset, at amortized cost 536 607
Total assets $ 818,275 $ 773,967

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm 4



Blue Valley Ban Corp.
Condensed Consolidated Balance Sheets

June 30, 2010 and December 31, 2009
(In thousands, except share data

June 30, 2010 December 31, 2009

(Unaudited)
LIABILITIES
Deposits
Demand $ 90,831 $ 91,158
Savings, NOW and money market 208,251 204,245
Time 333,376 294,707
Total deposits 632,458 590,110
Other interest-bearing liabilities 18,640 16,120
Long-term debt 102,088 102,088
Interest payable and other liabilities 6,303 5,046
Total liabilities 759,489 713,364

STOCKHOLDERS' EQUITY

Capital stock
Preferred stock, $1 par value, $1,000 liquidaticefgrence;
authorized 15,000,000 shares; issued and outstandin
2010 — 21,750 shares; 2009 — 21,750 shares 22 22
Common stock, par value $1 per share;
authorized 15,000,000 shares; issued and outstandin

2010 — 2,819,295 shares; 2009 — 2,817,650 shares 2,819 2,818
Additional paid-in capital 38,167 37,975
Retained earnings 17,056 19,685
Accumulated other comprehensive income, net ofriretax of

$481 in 2010 and $69 in 2009 722 103
Total stockholders’ equity 58,786 60,603
Total liabilities and stockholders’ equity $ 81852 $ 773,967

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm 5



Blue Valley Ban Corp.
Condensed Consolidated Statements of Operations

Three and Six Months Ended June 30, 2010 and 2009
(In thousands, except share data

Three Months Ended June 30, Six Months Ended June03
2010 2009 2010 2009
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
INTEREST INCOME
Interest and fees on loans $ 6,969 $ 8,694 $ 1024, $ 17,793
Federal funds sold and other short-term investments 63 32 125 63
Available-for-sale securities 600 471 1,035 1,038
Total interest income 7,632 9,197 15,262 18,894
INTEREST EXPENSE
Interest-bearing demand deposits 585 696 51,26 1,259
Savings and money market deposit accounts 112 20 1 226 251
Other time deposits 2,212 2,802 4,456 5,771
Federal funds purchased and other interest-bearing
liabilities 12 15 21 32
Long-term debt, net 988 1,083 1,956 2,111
Total interest expense 3,909 4,716 7,924 9,424
NET INTEREST INCOME 3,723 4,481 7,338 9,470
PROVISION FOR LOAN LOSSES 1,200 - 1,450 12,925
NET INTEREST INCOME (LOSS) AFTER
PROVISION FOR LOAN LOSSES 2,523 4,481 5,888 (3.455)
NON-INTEREST INCOME
Loans held for sale fee income 663 558 1,384 1,344
Service fees 796 832 1,533 1,622
Realized gains on available-for-sale securities 5 9 - 95 346
Other income 257 1,140 398 1,388
Total non-interest income 1811 2,530 3,410 4,700
NON-INTEREST EXPENSE
Salaries and employee benefits 2,862 3,095 8365, 6,146
Net occupancy expense 668 697 1,400 1,433
Other operating expense 2,696 2,895 5,343 6,167
Total non-interest expense 6,226 6,687 12,579 13,746
INCOME (LOSS) BEFORE INCOME TAXES (1,892) 324 (3,281) (12,501)
PROVISION (BENEFIT) FOR INCOME TAXES (680) 118 (1,196) (4,602)
NET INCOME (LOSS) (1,212) 206 (2,085) (7,899)
DIVIDENDS ON PREFERRED STOCK 272 271 544 483
NET LOSS AVAILABLE TO
COMMON STOCKHOLDERS $ (1,484) $ (65 $ (2,629) $ (8,382)
BASIC EARNINGS (LOSS) PER SHARE ($0.54) ($0.02) ($0.95) ($3.04)
DILUTED EARNINGS (LOSS) PER SHARE ($0.54) ($0.02) ($0.95) ($3.04)

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm 6



Blue Valley Ban Corp.

Condensed Consolidated Statements of Stockholdersjkity

Six Months Ended June 30, 2010 and 2009
(In thousands, except share data

(Unaudited)
Accumulated
Additional Other
Comprehensive Preferred Common Paid-In Retained Comprehensive
Income (Loss) Stock Stock Capital Earnings Income (Loss)  Total

BALANCE, DECEMBER 31, 2008 $ 22 $ 2760 $ 37,666 % 35340 % 651 $ 5,43
Issuance of 14,900 shares of restricted

stock, net of forfeiture - 15 269 - - 284
Issuance of 2,495 shares common stock

for the employee stock purchase plan - 2 60 - - 62
Dividend on preferred stock - - - (483) - (483)
Net loss $ (7,899) - - - (7,899) - 89D)
Change in unrealized depreciation on

available-for-sale securities, net of

income taxes (credit) of $(363) (545) - - - - (545) (545)

$ (8,444)

BALANCE, JUNE 30, 2009 $ 22 $ 2777 % 37,995 $ 26,958 $ 106 $ 67,858
BALANCE, DECEMBER 31, 2009 $ 22 $ 2818 % 37975 % 19685 % 103 $ &9,60
Issuance of 4,800 shares of restricted

stock, net of forfeiture of 6,620 shares - (2) 160 — - 158
Issuance of 3,465 shares common stock

for the employee stock purchase plan - 3 32 - - 35
Dividends on preferred stock - - (544) - (544)
Net loss $ (2,085) - - - (2,085) - 083)
Change in unrealized depreciation on

available-for-sale securities, net of

income taxes of $412 619 - - - - 619 619

$ (1,466)
BALANCE, JUNE 30, 2010 $ 22 $ 2819 % 38,167 $ 17,056 $ 722 $ 58,786
See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm 7



Blue Valley Ban Corp.

Condensed Consolidated Statements of Cash Flows
Six Months Ended June 30, 2010 and 2009

(In thousandp

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash flow
From operating activities:
Depreciation and amortization
Amortization (accretion) of premiums and discownsavailable-for-sale
securities
Provision for loan losses
Provision for foreclosed assets held for sale
Deferred income taxes
Stock dividends on Federal Home Loan Bank (FHLBYIst
Gain on sale of available-for-sale securities
Net gain on sale of foreclosed assets
Restricted stock earned and forfeited

Compensation expense related to the Employee $toathase Plan (ESPP)

Originations of loans held for sale
Proceeds from the sale of loans held for sale
Realized (gain) loss on loans held for sale faineadjustment
Changes in
Interest receivable
Net fair value of loan related commitments
Prepaid expenses and other assets
Interest payable and other liabilities
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Net collection of loans
Proceeds from the sale of loan participations
Purchase of premises and equipment
Proceeds from the sale of foreclosed assets, rexpainses
Purchases of available-for-sale securities
Proceeds from maturities of available-for-sale sties
Proceeds from sale of available-for-sale securities
Purchases of Federal Home Loan Bank stock, FeBexsgrve Bank stock, and
other securities

Proceeds from the redemption of Federal Home LaarkBtock, Federal Reserve

Bank stock, and other securities
Net cash provided by (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in demand deposits, money market, N@\savings accounts
Net increase in time deposits
Net increase (decrease) in federal funds purchaseather interest-bearing
liabilities
Repayments of long-term debt
Discount on repayment of long-term debt
Dividends paid on preferred stock
Net proceeds from the sale of additional stockuglpESPP and stock options
exercised
Net cash provided by financing activities
Increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
CASH AND CASH EQUIVALENTS, END OF PERIOD

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm

June 30, 2010

June 30, 2009

(Unaudited)

$ (2,085)

522

(29)
1,450
178
(1,080)
(52)
)(95
(41)
158
1
(48,189)
3R,
(191)

63
179

2,372

752
6,261

26,052
32
(107)
4,899
(69,942)
32,000
5,095

(1,971)

3,679
38,669

2,520

35

44,903

49,193

96,984

$ 146,177

(Unaudited)

$ (7,899)

795

48
12,925
918
(1,839)
(48)
(346)
(242)
284
4
(122,598)
117,032
321

628
(400)
(169)

1,491

905

31,791
2,546
(21)
8,634
(60,749)
51,000
11,346

(521)

1,451

45477

13,113
2,568

(7,819)
(5,396)
(100)
(212)

62

2,216

48,598

44,973

$ 93,571




Blue Valley Ban Corp.
Condensed Consolidated Statements of Cash Flows

Six Months Ended June 30, 2010 and 2009
(In thousandp

June 30, 2010

June 30, 2009

(Unaudited)
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for:
Interest 7,565
Income taxes, net of refunds (2,747)
Noncash investing and financing activities:
Transfer of loans to foreclosed property 8,339
Restricted stock issued, net of forfeitures 2)
Preferred dividends accrued but not paid 544

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm

(Unaudited)

9,130
(3,292)

17,297
15
71 2



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Six Months Ended June 30, 2010 and 2009
(Unaudited)

Note 1: Basis of Presentation

In the opinion of management, the accompanying ditedi condensed consolidated financial
statements contain all adjustments necessary tgeprefairly the Company's condensed
consolidated financial position as of June 30, 2@t@ the condensed consolidated results of its
operations, changes in stockholders' equity and taws for the periods ended June 30, 2010 and
2009, and are of a normal recurring nature. Thedensed consolidated balance sheet of the
Company, as of December 31, 2009, has been ddrimedthe audited consolidated balance sheet
of the Company as of that date.

Certain information and note disclosures normatigiuded in the Company's annual financial

statements prepared in accordance with accountimgiples generally accepted in the United

States of America have been omitted. These coedetsnsolidated financial statements should
be read in conjunction with the consolidated finahstatements and notes thereto included in the
Company's December 31, 2009 Form 10-K filed witlh 8ecurities and Exchange Commission.
The results of operations for the period are noessarily indicative of the results to be expected
for the full year.

The report oBKD, LLP commenting upon their review accompanies the awsetk consolidated
financial statements included in Item 1 of Part I.

Note 2: Recent and Future Accounting Pronouncements

On June 12, 2009, the Financial Accounting Stargladdard (FASB) issued revisions to
Accounting Standards Codification (ASC) 860-10, A860-40, ASC 860-50 which enhances
information reported to users of financial stateteeby providing greater transparency about
transfers of financial assets and the company’'simaging involvement in transferred assets. This
statement removes the concept of qualifying spexigbose entity, changes the requirements for
derecognizing financial assets, and requires emthdisclosures to provide financial statement
users with greater transparency about transfeffinafhcial assets and a transferor's continuing
involvement with transfers of financial assets arted for as sales. This update is effective for
annual reporting periods beginning after Novemldgr20D09, for interim periods within the first
annual reporting period and for interim and anmapbrting periods thereafter (effective January 1,
2010 for the Company). There was no impact orChiapany’s consolidated financial statements
from the adoption of this update.

On June 12, 2009, the FASB issued revisions to 886-20, ASC 810-10 which requires a
company to perform a qualitative analysis whenrdatgng whether it must consolidate a variable
interest entity. This analysis identifies the mimbeneficiary of a variable interest entity as th
company that has both the power to direct the isieivof the variable interest entity that most
significantly impact the entity’'s economic performea, and the obligation to absorb losses of the
entity that could be significant to the variabléeirest entity or the right to receive benefits frihva
entity that could potentially be significant to thariable interest entity. This statement requires
the company to perform ongoing reassessments trndigie if it must consolidate a variable
interest entity. This statement requires disclesusibout the company’s involvement with the
variable interest entities and any significant gemin risk exposure due to that involvement, how
the involvement affects the company’s financialtesteents, and significant judgments and
assumptions made in determining whether it mustscliiate the variable interest entity.

10



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Six Months Ended June 30, 2010 and 2009
(Unaudited)

Note 2: Recent and Future Accounting Pronouncemeni{€ontinued)

This update is effective for annual reporting pesidbeginning after November 15, 2009, for
interim periods within the first annual reportingripd and for interim and annual reporting periods
thereafter (effective January 1, 2010 for the Camgpa There was no impact on the Company’s
consolidated financial statements from the adopiiaihis update.

On January 10, 2010, the FASB issued Accountingdstals Update (ASU) 2010-06. This ASU
amends ASC 82(Fair Value Measurementgnd adds new requirements for disclosures about
transfers into and out of Levels 1 and 2 in the failue hierarchy and additional disclosures
regarding purchases, sales, issuances and setttemadated to Level 3 fair value measurements.
Additionally, the update clarifies existing fairlua disclosures about the level of disaggregation
about inputs and valuation techniques used to medair value. The ASU also amends guidance
on employers’ disclosures about post retiremenefieplan assets under ASC 715 to require that
disclosures be provided by classes of assets thstedy major classes of assets. The ASU is
generally effective for the first reporting perideginning after December 15, 2009 (effective
January 1, 2010 for the Company). The only exoeps the requirement to provide the Level 3
activity on a gross basis, which has an effectae dor fiscal year ends beginning after December
15, 2010. Early adoption is permitted. There wasimpact on the Company’s consolidated
financial statements from the adoption of this upda

On July 21, 2010, the FASB issued ASU 2010-B@closures about the Credit Quality of
Financing Receivables and the Allowance for Credigses This ASU amends FASB ASC Topic
310, Receivablesto improve the disclosures that an entity progideout the credit quality of its
financing receivables and the related allowancecfedit losses. As a result of these amendments,
an entity is required to disaggregate, by portfskgment or class of financing receivable, certain
existing disclosures and provide certain new dmales about its financing receivables and related
allowance for credit losses.

Existing disclosures are amended to require artyetdi provide a rollforward schedule of the
allowance for credit losses from the beginningled teporting period to the end of the reporting
period on a portfolio segment basis, with the egdialance further disaggregated on the basis of
the impairment method. For each disaggregatechgrailance in the rollforward schedule, the
related recorded investment in financing receivabirist be disclosed. The disclosure would
include the nonaccrual status of financing recdasby class of financing receivables, as well as
the impaired financing receivables by class ofriziag receivables.

The amendments in the ASU also require an entigyréeide the following additional disclosures
about its financing receivables: (1) the credialgy indicators of financing receivables at timele

of the reporting period by class of financing reaéies; (2) the aging of past due financing
receivables at the end of the reporting periodlagscof financing receivables; (3) the nature and
extent of troubled debt restructurings that ocalrcriring the period by class of financing
receivables and their effect on the allowance fedit losses; (4) the nature and extent of finagcin
receivables modified as troubled debt restructwriwghin the previous 12 months that defaulted
during the reporting period by class of financiegeaivables and their effect on the allowance for
credit losses; and (5) significant purchases atfebs 3# financing receivables during the reporting
period disaggregated by portfolio segment.

For public entities, the disclosures as of the ehd reporting period are effective for interim and
annual reporting periods ending on or after Deceribbe 2010. The disclosures about activity that
occurs during a reporting period are effectiveifiterim and annual reporting periods beginning on
or after December 15, 2010. Upon adoption, managéaioes not anticipate that this update will
have a material impact on the Company’s consolitiitencial statements.

11



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Six Months Ended June 30, 2010 and 2009
(Unaudited)

Note 3:  Earnings Per Share

Basic earnings (loss) per share represents incoaible to common stockholders divided by the
weighted average number of shares outstandingglednh year. Diluted earnings (loss) per share
reflects additional potential common shares thatldidvave been outstanding if dilutive potential
common shares had been issued, as well as anytradjpisto income that would result from the
assumed issuance. The computation of per shaningar(loss) for the three months and six
months ended June 30, 2010 and 2009 is as follows:

For the Three Months For the Six Months
Ended June 30, Ended June 30,
2010 2009 2010 2009
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
(amounts in thousands, except (amounts in thousands, except
share and per share data) share and per share data)
Net income (loss) $ (1,212) $ 206 $ (2,085) $ 7,899)
Preferred dividends (272) (271) (544) (483)
Net loss available to common
stockholders $ (1,484) $ (65) $ (2,629) $ (8,382)
Average common shares outstanding 2,772,944 755200 2,768,064 2,752,913
Average common share stock options
outstanding and restricted stock (B) 11,205 6,923 14,851 8,083
Average diluted common shares (B) 2,784,149 2,762,823 2,782,915 2,760,996
Basic loss per share ($0.54) ($0.02) ($0.95) ($3.04)
Diluted loss per share (A) ($0.54) ($0.02) ($0.95) ($3.04)
(A) No shares of stock options, restricted stockvarrants were included in the computation of @idliearnings per

share for any period there was a loss.

(B) Warrants to purchase 111,083 shares of comnamk sit an exercise price of $29.37 per share watstanding
at June 30, 2010 and 2009, but were not includetiéncomputation of diluted earnings per share leedhe
warrant's exercise price was greater than the geeraarket price of the common shares, thus makieg t
warrants anti-dilutive. Stock options to purch88e875 and 50,725 shares of common stock wereamdlisty at
June 30, 2010 and 2009, respectively, but wereintbided in the computation of diluted earnings pkare
because the option’s exercise price was greaterttfmaverage market price of the common sharas,rttaking
the options anti-dilutive.

Income available for common stockholders is redulbgddividends declared in the period on
preferred stock (whether or not they are paid)tardaccretion of the warrants.

12



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Six Months Ended June 30, 2010 and 2009
(Unaudited)

Note 4: Available-for-Sale Securities
The amortized cost and estimated fair value oflabkd-for-sale securities are as follows:

June 30, 2010

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In thousands)
U.S. Government sponsored agencies $ 104,956 $1931, $ - $ 106,149
Equity and other securities 600 10 - 610
$ 105,556 $ 1,203 $ - $ 106,759

December 31, 2009

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In thousands)
U.S. Government sponsored agencies $ 71,984 $ 338% (159) $ 72,163
Equity and other securities 600 - (6) 594

$ 72584 $ 338 $ (165 $ 72,757

The amortized cost and estimated fair value oflabki-for-sale securities at June 30, 2010, by
contractual maturity are shown below. Expectedunitis will differ from contractual maturities
because issuers may have the right to call or greplgations with or without call or prepayment
penalties.

Amortized Fair
Cost Value
(In thousands)
Due in one year or less $ 10,000 $ 10,000
Due after one through five years 82,960 83,941
Due after five years through ten years 11,996 12,208
Due after ten years - -
Total 104,956 106,149

Equity and other securities 600 610

$ 105,556 $ 106,759

The book value and estimated fair value of se@gitledged as collateral to secure public deposits
amounted to $24,001,000 and $24,160,000 at Jun203®, and $16,995,000 and $17,117,000 at
December 31, 2009. Securities pledged as collai@rsecure public deposits were in excess of
public deposits held by the Company as of Jun@0) and December 31, 2009.

13



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Six Months Ended June 30, 2010 and 2009
(Unaudited)

Note 4: Available-for-Sale Securities (Continued)

The Company enters into sales of securities undeeeaents to repurchase. The amounts
deposited under these agreements represent shordebt and are reflected as a liability in the

consolidated balance sheets. The securities wmgrlhe agreements are book-entry securities.
During the period, securities held in safekeepiregesnpledged to the depositors under a written
custodial agreement that explicitly recognizesd@positors’ interest in the securities. At Jung 30
2010 and at December 31, 2009, or at any monthdenidg the period, no material amount of

agreementso repurchase securities sold was outstanding withiraiyidual entity. Information

on sales of securities under agreements to repsedbas follows:

June 30, 2010 December 31, 2009
(In thousands)

Balance $ 18,550 $ 15,417
Carrying value of securities pledged to secure exgemnts to

repurchase at period end 23,328 29,182
Average balance during the period of securitiesl soider

agreements to repurchase 16,562 22,546
Maximum amount outstanding at any month-end dutirey

period 18,550 25,189

Gross gains of $95,000 and $346,000 were realiaethe six months ended June 30, 2010 and
2009, respectively, and no gross losses were eshfar the six months ended June 30, 2010 and
2009, respectively, from sales of available-foessgcurities.

Certain investments in debt and marketable eqeityisties are reported in the financial statements
at an amount less than their historical cost. [Taiavalue of these investments at June 30, 2010
and December 31, 2009, was $0 and $20,426,000hvidhigpproximately 0.0% and 28.0% of the
Company’s available-for-sale investment portfolio.
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Notes to Condensed Consolidated Financial Statement
Six Months Ended June 30, 2010 and 2009
(Unaudited)

Note 4: Available-for-Sale Securities (Continued)

Unrealized losses and fair value, aggregated bgsimvent type and length of time that individual
securities have been in a continuous unrealizesidosition are as follows:

June 30, 2010
(In thousands)

Less than 12 Months 12 Months or More Total Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

U.S. Government sponsored
agencies $ - $ - $ - $ - $ $ -
Equity and other securities - — -

Total temporarily
impaired securities $ - 3% - % - $ - $ - $ -

December 31, 2009
(In thousands)

Less than 12 Months 12 Months or More Total Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
U.S. Government sponsored
agencies $ 19,832 $ 159 $ - $ - $ 19,882 159
Equity and other securities 594 6 - - 594 6
Total temporarily
impaired securities $ 20,426 $ 165 $ - $ - $ 20426 $ 165
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Six Months Ended June 30, 2010 and 2009
(Unaudited)

Note 5 Short-Term Debt

The Company has a line of credit with the Federainel Loan Bank which is collateralized by
various assets including mortgage-backed loansJuAé 30, 2010 and December 31, 2009, there
was no outstanding balance on the line of cretiite variable interest rate was 0.20% on June 30,
2010 and 0.18% on December 31, 2009. At June BQ) Zpproximately $11,903,000 was
available.

The Company also has a line of credit with the FeldReserve Bank of Kansas City which is

collateralized by various assets, including comma¢@nd commercial real estate loans. At June
30, 2010 and December 31, 2009, there was no odistabalance on the line of credit. The line

of credit bears a variable interest rate of fedinadls rate plus 75 basis points and at June 3@ 20

approximately $35,794,000 was available. Advarmesmade at the discretion of the Federal
Reserve Bank of Kansas City.

Note 6: Long-Term Debt

Long-term debt at June 30, 2010 and December 3B, 2@nsisted of the following components:

June 30, December 31,
2010 2009
(Unaudited)

(In thousands)

Federal Home Loan Bank advances (A) $ 82,500 $ 25®

Subordinated Debentures — BVBC Capital Trust Il (B) 7,732 7,732

Subordinated Debentures — BVBC Capital Trust I} (C 11,856 11,856
Total long-term debt $ 102,088 % 102,088

(A) Due in 2011, 2012, 2013, 2015, 2016 and 2018; tewHiized by various assets includ
mortgage-backed loans. The interest rates on danges range from 2.62% to 5203
Federal Home Loan Bank advance availability is wheiteed quarterly and at June 30, 2010
approximately $11,903,000 was available.

(B) Due in 2033; interest only at LIBOR + 3.25% (3.59% June 302010 and 3.53%
December 31, 2009ue quarterly; fully and unconditionally guarantdgdthe Company ¢
a subadinated basis to the extent that the funds ard bglthe Trust. The Company
prepay the subordinated debentures beginning i8,280vhole or in part, at their face va
plus accrued interest.

(C) Due in 2035; interest only at LIBOR + 1.60% (2.13% June 302010 and 1.85%
December 31, 2009ue quarterly; fully and unconditionally guarantdgdthe Company ¢
a subordinated basis to the extent that the funeldeld by the Trust. Subordinated to
trust preferred securities (B) due in 203%heTCompany may prepay the subordini
debentures beginning in 2010, in whole or in partheir face value plus accrued interest.
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(Unaudited)

Note 6: Long-Term Debt (Continued)

At the request of the Federal Reserve Bank of Ka@Sty, quarterly payments are being deferred
on the Company’s outstanding trust preferred stesari Under the governing documents of BVBC
Capital Trust Il and IlI, the quarterly paymentsedon April 24, 2009 through July 24, 2010 for
BVBC Capital Trust Il and March 31, 2009 througmdw0, 2010 for BVBC Capital Trust Il
were deferred. The Company has the right to dedach a deferral for up to 20 consecutive
guarterly periods and deferral may only be declaztbng as the Company is not then in default
under the provisions of the Amended and RestatedtT&kgreement. During the deferral period,
interest on the indebtedness continues to accrdetl unpaid interest is compounded. In
addition, for BVBC Capital Trust Ill, the Companyust also accrue additional interest that is
equal to the three month LIBOR rate plus 1.60%rduthe deferral period. All accrued interest
and compounded interest must be paid at the etlteadeferral period. As of June 30, 2010, the
Company had accrued $1,163,000 for interest ortandig trust preferred securities.

For both BVBC Capital Trust Il and BVBC Capital Btulll, as long as the deferral period
continues, the Company is prohibited from: (i) lddag or paying any dividend on any of its
capital stock, which would include both its commstock and the outstanding preferred stock
issued to the United States Department of Trea@bey“Treasury”), or (ii) making any payment
on any debt security that is ranked pair passu withdebt securities issued by the respective
trusts. Because the Preferred Shares issued thwl&f.S. Treasury’'s Capital Purchase Plan (the
“CPP") are subordinate to the trust preferred sgéesr the Company will be restricted from paying
dividends on these Preferred Shares until such @imall trust preferred dividends have been
brought current.

Aggregate annual maturities of long-term debt aeJ80, 2010 are as follows:

(In thousands)

July 1 to December 31, 2010 $ -
2011 7,500
2012 15,000
2013 20,000
2014 _
Thereafter 59,588
$ 102,088
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Six Months Ended June 30, 2010 and 2009
(Unaudited)

Note 7: Derivative Instruments

The Company has commitments outstanding to extediton residential mortgages that have not
closed prior to the end of the period. As the Canypenters into commitments to originate these
loans, it also enters into commitments to sellldans in the secondary market on a best-efforts
basis. The Company acquires such commitmentsiieceeinterest rate risk on mortgage loans in
the process of origination and mortgage loans figldale. These commitments to originate or sell
loans on a best efforts basis are considered dievanstruments under ASC 815These
statements require the Company to recognize aWatere instruments in the balance sheet and to
measure those instruments at fair value. As altrafumeasuring the fair value of the
commitments to originate loans, the Company regbmu@ change in other assets, a decrease in
other liabilities of $8,000 and an increase in otineome of $8,000 for the three month period
ended June 30, 2010. The Company recorded aras&ia other assets of $26,000, a decrease in
other liabilities of $44,000, and an increase ineotincome of $70,000 for the six month period
ended June 30, 2010.

Additionally, the Company has commitments to sedins that have closed prior to the end of the
period on a best efforts basis. Due to the markddket adjustment on commitments to sell loans
held for sale the Company recorded a decreaseher atssets of $21,000, an increase in other
liabilities of $2,000 and a decrease in other inearh $23,000 for the three month period ended

June 30, 2010. The Company recorded a decreadbhdanassets of $245,000, an increase in other
liabilities of $4,000, and a decrease in other inemf $249,000 for the six month period ended

June 30, 2010.

Total mortgage loans in the process of originatwnounted to $3,744,000 at June 30, 2010.
Related forward commitments to sell mortgage loam®unted to approximately $4,784,000 at
June 30, 2010.

The balance of derivative instruments related taroitments to originate and sell loans at June 30,
2010, is disclosed in Note 9, Disclosures About Maiue of Assets and Liabilities.

Note 8: Fair Value Option

Effective April 1, 2009, the Company adopt€te Fair Value Option for Financial Assets and
Financial Liabilities — including an Amendment ofAEB Statement No. 11%vhich was
subsequently incorporated into FASB Accounting 8taids Codification in Topic 825, for
mortgage loans held for sale originated after April2009. This standard permits an entity to
choose to measure many financial instruments aridicether items at fair value. An entity will
report unrealized gains and losses on items fochvktie fair value option has been elected in
earnings at each reporting date.

In accordance with ASC 825, the Company has eldoteacasure loans held for sale at fair value.
Loans held for sale is made up entirely of mortgagas held for immediate sale in the secondary
market with servicing release. These loans arm @obr to origination at a contracted price to an
outside investor on a best efforts basis and reronithe Company’s balance sheet for a short
period of time (typically 30 to 60 days). It is negement’s opinion given the short-term nature of
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Note 8: Fair Value Option (Continued)

these loans, that fair value provides a reasomabksure of the economic value of these assets. In
addition, carrying such loans at fair value elinisasome measure of volatility created by the
timing of sales proceeds from outside investorsiciwhypically occur in the month following
origination.

The difference between the aggregate fair valuatamadggregate unpaid principal balance of loans
held for sale was $80,000 at June 30, 2010. Geons fair value changes included in loans held

for sale fee income were $77,000 and $191,000h#three and six months ended June 30, 2010.
Interest income on loans held for sale is inclugteihterest and fees on loan in the Company’s

condensed consolidated statement of operations. N8&e 9 for additional disclosures regarding

fair value of mortgage loans held for sale.

Note 9: Disclosures About Fair Value of Assets andabilities

Fair value is the price that would be receiveddl an asset or paid to transfer a liability in an
orderly transaction between market participanth@tmeasurement date. The fair value hierarchy
requires an entity to maximize the use of obses/aputs and minimize the use of unobservable
inputs when measuring fair value. There are theeels of inputs that may be used to measure fair
value:

Level 1 Quoted prices in active markets for identical assefiabilities.

Level 2 Observable inputs other than Level 1 prices, sichubted prices for similar assets or
liabilities; quoted prices in markets that are active; or other inputs that are observable
or can be corroborated by observable market dataubstantially the full term of the
assets or liabilities.

Level 3 Unobservable inputs that are supported by littlenor market activity and that are
significant to the fair value of the assets orilitibs.

Following is a description of the valuation methlodges used for instruments measured at fair
value on a recurring basis and recognized in thegamy’s condensed consolidated balance sheet,
as well as the general classification of such imsants pursuant to the valuation hierarchy.

Available-for-Sale Securities

Where quoted market prices are available in awectarket, securities are classified within Level
1 of the valuation hierarchy. Level 1 securitieslide exchange traded equities. If quoted market
prices are not available, then fair values aremeggd by using pricing models, quoted prices of
securities with similar characteristics or discaghtash flows. Level 2 securities include U.S.
Government sponsored agencies. In certain casesewlevel 1 or Level 2 inputs are not
available, securities are classified within Levebf3the hierarchy and include other less liquid
securities.
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Note 9: Disclosures About Fair Value of Assets andabilities (Continued)

Mortgage Loans Held for Sale

Mortgage loans held for sale are valued using nigrkkees for loans with similar characteristics.
This measurement is classified as Level 2 withinhterarchy.

Commitments to Originate L oans and Forward Sales Commitments

Commitments to originate loans and forward salemmiments are valued using a valuation
model which considers differences between quotakprfor loans with similar characteristics in
the secondary market and the committed rates. v@h&tion model includes assumptions which
adjust the price for the likelihood that the comme@nt will ultimately result in a closed loan.

These measurements are significant unobservabldsirgmd are classified as Level 3 within the
hierarchy.

The following table presents the fair value measiengts of assets and liabilities recognized in the
Company’s condensed consolidated balance sheahardvel within the fair value hierarchy in
which the fair value measurements fall at June28@0 and December 31, 2009:
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(Unaudited)

Note 9: Disclosures About Fair Value of Assets andabilities (Continued)

Fair Value Measurements Using

Quoted Prices

in Active
Markets for
Identical

Assets

Fair Value (Level 1)

Significant
Other
Observable  Unobservable
Inputs Inputs
(Level 2) (Level 3)

June 30, 2010:

(In thousands)

Assets:
Available-for-sale securities:
U.S. Government sponsored agencies $ 106,149 - $ 106,149 $ -
Equity and other securities 610 610 - -
Mortgage loans held for sale 4,784 - 4,784 -
Commitments to originate loans 26 - - 26
Forward sales commitments 38 - - 38
Total assets $ 111,607 $ 610 $ 110,933 $ 64
Liabilities:
Commitments to originate loans $ 3% - $ - $ 3
Forward sales commitments 4 - - 4
Total liabilities $ 7 % - $ - $ 7
December 31, 2009:
Assets:
Available-for-sale securities:
U.S. Government sponsored agencies $ 72,163 - $ 72,163 $ -
Equity and other securities 594 594 - -
Mortgage loans held for sale 8,752 - 8,752 -
Commitments to originate loans - - - -
Forward sales commitments 283 - - 283
Total assets $ 81,792 $ 594 $ 80,915 $ 283
Liabilities:
Commitments to originate loans $ 47 $ - $ - $ 47
Forward sales commitments - - - -
Total liabilities $ 47 % - $ - $ 47
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Note 9: Disclosures About Fair Value of Assets andabilities (Continued)

The following table is a reconciliation of the beging and ending balances of recurring fair value
measurements recognized in the Company's condemsedolidated balance sheet using
significant unobservable (Level 3) inputs:

Commitments t¢ Forward Sales
Originate Loans Commitments

(Unaudited)
(In thousands)

Balance as of December 31, 2009 $ 47) $ 283
Total realized and unrealized gains (losses):
Included in net income 70 (249)

Included in other comprehensive income - -
Transfers in and/or out due to changes in signifidaputs - -

Balance as of June 30, 2010 $ 23 $ 34

Realized and unrealized gains and losses notdukitable above and included in net income for
the period ended June 30, 2010 are reported inadhdensed consolidated statement of operations
in other income.

Following is a description of the valuation methlodes used for financial and nonfinancial
instruments measured at fair value on a non-raayitasis and recognized in the accompanying
balance sheet, as well as the general classificaticsuch instruments pursuant to the valuation
hierarchy.

I mpaired Loans (Collateral Dependent)

Loans for which it is probable that the Companyl wibt collect all principal and interest due
according to the contractual terms are measuredirfgrairment. Allowable methods for
determining the amount of impairment include uding fair value of the collateral for collateral
dependent loans.

If the impaired loan is identified as collaterapdadent, then the fair value method of measuring
the amount of impairment is utilized. This methagjuires obtaining a current independent
appraisal of the collateral and applying a discdiator to the value. Impaired loans that are
collateral dependent are classified within Levadf3he fair value hierarchy when impairment is

determined using the fair value method.
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Note 9: Disclosures About Fair Value of Assets andabilities (Continued)

Foreclosed Assets Held for Sale

Foreclosed assets held for sale are carried affainevalue less costs to sell at the date of
foreclosure, establishing a new cost basis. Suiesgdo foreclosure, valuations are periodically
performed by management and the assets are catribd lower of carrying amount or fair value
less cost to sell.

The following table presents the fair value measanmet of assets and liabilities measured at fair
value on a non-recurring basis at June 30, 201@a&ceémber 31, 2009:

Fair Value Measurements Using

Significant
Quoted Prices in Other
Active Markets Observable Unobservable
for Identical Inputs Inputs
Fair Value Assets (Level 1) (Level 2) (Level 3)

(In thousands)
June 30, 2010:

Impaired loans, net of reserves $ 32,202 $ - $ - $,202

Foreclosed assets held for sale 816 - - 816
Total $ 33,018 $ - $ - $ 33,018

December 31, 2009:

Impaired loans, net of reserves $ 28,393 $ - $ - 38,393

Foreclosed assets held for sale 8,231 - - 8,231
Total $ 36,624 $ - $ - $ 36,624

The following methods and assumptions were useasstionate the fair value of all other financial
instruments recognized in the accompanying conastaiibalance sheets at amounts other than fair
value.

Cash and Cash Equivalents

For these short-term instruments, the carrying athapproximates fair value.

Loans

The fair value of loans is estimated by discountimg future cash flows using the market rates at
which similar loans would be made to borrowers wsthilar credit ratings and for the same
remaining maturities. Loans with similar charadttics were aggregated for purposes of the
calculations. The carrying amount of accrued ageapproximates its fair value.

Federal Home Loan Bank Stock, Federal Reserve Bank Stock, and other securities

The carrying amounts for these securities apprabarieeir fair value.
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Note 9: Disclosures About Fair Value of Assets andabilities (Continued)

Deposits

The fair value of demand deposits, savings accoINB8V accounts and certain money market
deposits is the amount payable on demand at tlortieg date (i.e., their carrying amount). The
fair value of fixed maturity time deposits is esdited using a discounted cash flow calculation that
applies the rates currently offered for depositssiofilar remaining maturities. The carrying
amount of accrued interest payable approximatdaiitgalue.

Securities Sold Under Agreement to Repurchase and Other | nterest-Bearing Liabilities

For these short-term instruments, the carrying arnisua reasonable estimate of fair value.

Long-Term Debt

Rates currently available to the Company for deitt wimilar terms and remaining maturities are
used to estimate fair value of existing debt.

Commitments to Extend Credit, L etters of Credit and Lines of Credit

The fair value of commitments is estimated using fdes currently charged to enter into similar
agreements, taking into account the remaining teohsthe agreements and the present
creditworthiness of the counterparties. For fixatk loan commitments, fair value also considers
the difference between current levels of interagts and the committed rates. The fair value of
letters of credit and lines of credit is based easfcurrently charged for similar agreements or on
the estimated cost to terminate or otherwise s#tieobligations with the counterparties at the
reporting date.
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Note 9: Disclosures About Fair Value of Assets andabilities (Continued)

The following table presents estimated fair valoéghe Company’s financial instruments not
previously disclosed at June 30, 2010 and DeceBihe2009.

June 30, 2010 December 31, 2009
Carrying Fair Carrying Fair
Amount Value Amount Value

(In thousands)
Financial assets:

Cash and cash equivalents $ 146,177 $ 146,177 %,984 $ 96,984
Loans, net of allowance for loan losses 498,238 500,009 534,111 536,973
Federal Home Loan Bank stock, Federal

Reserve Bank stock, and other securities 7,111 7,111 7,059 7,059
Interest receivable 2,240 2,240 2,303 2,30

Financial liabilities:
Deposits 632,458 635,742 590,110 593,345
Securities Sold Under Agreement to
Repurchase and Other Interest-Bearing

Liabilities 18,640 18,640 16,120 16,120
Long-term debt 102,088 96,955 102,088 65,7
Interest payable 3,056 3,056 2,698 2,698

Unrecognized financial instruments
(net of amortization):
Commitments to extend credit - - - -
Letters of credit - - - -
Lines of credit - - - -

Note 10: Dividends on Preferred Shares

At the request of the Federal Reserve Bank of Ka@ity, the Company notified the United States
Department of the Treasury (the “Treasury”) of itdention to defer the quarterly dividend
payments on the Preferred Shares due to the Tyessuwe May 15, 2009. The dividend payment
due on August 15, 2010 will be the sixth dividerayment deferred by the Company. As part of
the Capital Purchase Plan, the Company enteredainttter agreement with the Treasury on
December 5, 2008, which includes a Securities RselAgreement-Standard Terms. As part of
the agreement, dividends compound if they accraueasa not paid. Failure by the Company to
pay the Preferred Share dividend is not an evedef#ult. However, a failure to pay a total of six
Preferred Share dividends, whether or not consexugives the holders of the Preferred Shares the
right to elect two directors to the Company’'s Boafdirectors. That right would continue until
the Company pays all dividends in arrears. The fidom has accrued for the dividends and
interest and has every intention to bring the @lian current as soon as permitted. As of June 30,
2010, the Company had accrued $1,402,000 for didsleand interest on outstanding Preferred
Shares.
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Iltem 2. Management's Discussion and Analysis of i&ncial Condition
and Results Of Operations

This report contains forward-looking statements hinitthe meaning of Section 21E of the
Securities Exchange Act of 1934, as amended. Tdmap@ny intends such forward-looking
statements to be covered by the safe harbor pongdior forward-looking statements contained in
the Private Securities Litigation Reform Act of 298nd is including this statement for purposes of
those safe harbor provisions. Forward-looking etaents, which are based on certain
assumptions and describe future plans, strategmesexpectations of the Company, can generally
be identified by use of the words "anticipate,”lidee,” "can," "continue,"” "could," "estimate,"
"expect,” "intend,” "may," "plan,” "potential," "gdict," "project,” "should," "will," or the
negative of these terms or other comparable terlngyo The Company is unable to predict the
actual results of its future plans or strategieshwgertainty. Factors which could have a material
adverse effect on the operations and future prdspefcthe Company include, but are not limited
to, fluctuations in market rates of interest androcand deposit pricing; inability to maintain or
increase deposit base and secure adequate fundingntinued deterioration of general economic
conditions or the demand for housing in the Comisamyarket areas; a deterioration in the
demand for mortgage financing; legislative or regjuly changes; regulatory action; continued
adverse developments in the Company's loan or timesd portfolio; any inability to obtain
funding on favorable terms; the Company’s non-paynmen TARP funds or Trust Preferred
Securities; the loss of key personnel; significenateases in competition; potential unfavorable
results of litigation to which the Company may baeaa party; and the possible dilutive effect of
potential acquisitions or expansions. These rigksl uncertainties should be considered in
evaluating forward-looking statements and undueiargle should not be placed on such
statements. We operate in a very competitive amidly changing environment. New risks
emerge from time to time, and it is not possibleu® to predict all risk factors. Nor can we
address the impact of all factors on our businasthe extent to which any factor, or combination
of factors, may cause actual results to differ mally from those contained in any forward-
looking statements.

non

General
Critical Accounting Policies

Our critical accounting policies are largely pralsed by accounting principles generally accepted
in the United States of America. After a reviewoof policies, we determined that accounting for
the allowance for loan losses and income taxesl@eened critical accounting policies because of
the valuation techniques used and the sensitiviitgestain financial statement amounts to the
methods, as well as the assumptions and estimatdeylying that policy. Accounting for this
critical area requires the most subjective and dexjudgments that could be subject to revision
as new information becomes available. Furtherrgagm of our critical accounting policy can be
found in our Annual Report on Form 10-K for the yeaded December 31, 2009.

Results of Operations

Three months ended June 30, 2010 and 2096t loss for the quarter ended June 30, 2016, wa
$1.2 million compared to net income of $206,000tfar quarter ended June 30, 2009, representing
a decrease of $1.4 million, or 688.35%. The lomsghare on a diluted basis was $0.54 for the
three months ended June 30, 2010, compared tedilass per share of $0.02 in the same period
of 2009. The Company's annualized returns on geeaasets and average stockholders' equity for
the three month period ended June 30, 2010, weyatine 0.59% and negative 15.90%, compared
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to 0.10% and negative 0.57%, respectively, forstame period in 2009, representing decreases of
690.00% and 2,689.47%, respectively.

The primary factor contributing to the net losdlie current year second quarter compared with the
prior year period was an increase in the proviséwroan losses. The provision for loan losses for
the three month period ended June 30, 2010 wasrillian, compared to no provision for the
same period in the prior year. The increase inpttawision for loan losses was a result of one
construction and one commercial credit relationshifich experienced deterioration in credit
quality during the period. In addition, the Compamcreased the general reserves required due to
changes in economic conditions reviewed and andlipgehe Company on a monthly basis.

Net interest income decreased $758,000, or 16.9@f4he three month period ended June 30,
2010, as compared to the same period in 2009.d&bkne in net interest income was a result of a
change in asset mix, specifically higher federahdt sold and other short-term investment
balances with lower yields. Lower average outstapéban balances have also contributed to the
decline in interest income. Average outstandiranlbalances for the three month period ended
June 30, 2010, as compared to the same periockipribr year, declined by $91.4 million, or
14.81%, as a result of several large loan payddesy foreclosures, and lower loan origination
volume as a result of the current economic enviemm The decline in interest income was partly
offset by lower interest expense. As market ra@ge declined, the rates paid on deposits have
also declined.

Non-interest income decreased $719,000, or 28.4@Pthe three month period ended June 30,
2010, as compared to the same period in 2009. d€heease was a result of a decrease in other
income by $883,000, or 77.46%, during the secoradtgquof 2010, as compared with the second
guarter of 2009, due to the effect of recording niee fair value of certain mortgage loan-related
commitments. The net fair value of certain mortgéman-related commitments recorded for the
three months ended June 30, 2010 was a loss ob@lxompared to a $400,000 net gain
adjustment recorded for the same period in 20@%dtition, other income has declined as a result
of lower gains realized on foreclosed assets h@idséle as compared to the same period in the
prior year.

Non-interest expense decreased $461,000, or 6.89%he three month period ended June 30,
2010, as compared to the same period in the pear.yThe decrease in non-interest expense was
attributed to the decrease in salaries and emplbgeefits of $233,000, or 7.53%. The salaries
and employee benefits expense decreased due to tmmmmissions paid during the period on
mortgage loans originated and sold in the seconaiarket as a result of the decreased origination
and refinancing volume and the change in the cosionsstructure for each loan originated and
sold. In addition, other operating expense deex&i99,000, or 6.87%, due to lower expense
related to the insurance assessment by FederasDépsurance Corporation (FDIC) for the three
month period ended June 30, 2010. During the skcmparter of 2009, the FDIC imposed a
special assessment on each FDIC-insured depositstitution’s assets less its Tier 1 Capital as of
June 30, 2009. The FDIC has not imposed a spassgssment thus far in 2010. In addition, the
Company incurred approximately $105,000 in expenskeded to the payoff of long term debt in
June 2009.

Six months ended June 30, 2010 and 2088t loss for the six months ended June 30, 2@48,

$2.1 million, compared to net loss of $7.9 milliéor the six months ended June 30, 2009,
representing an improvement of $5.8 million, or6086. Diluted loss per share was negative
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$0.95 during the six months ended June 30, 20X@paced to negative $3.04 in the same period
of 2009, an improvement of 68.75%. The Compangisualized return on average assets and
average stockholders' equity for the six monthqekended June 30, 2010, were negative 0.51%
and negative 13.95%, compared to negative 1.92%agdtive 33.29%, respectively, for the same
period in 2009, improvement of 73.44% and 58.1@pectively

The primary factor contributing to the improveméanthe current results for the six month period
ended June 30, 2010, as compared to the priomgedrd, was a decrease in the provision for loan
losses. The provision for loan losses for the mbnth period ended June 30, 2010 was $1.5
million, compared to $12.9 million for the same ipdrin the prior year, a decrease of $11.4
million, or 88.78%. The decline in the provisioor loan losses was a result of management’s
decision in March of 2009 to refine its allowane® foan losses methodology to reflect the
weakened economic conditions, and based on thgsassiahanagement made a provision of $12.9
million in the first quarter of 2009. Based on gananalysis in 2010, a $1.5 million provision for
loan losses was deemed necessary.

Net interest income declined $2.1 million, or 224 1for the six month period ended June 30,
2010, as compared to the same period in 2009.d&ébeease in net interest income was a result of
a change in asset mix, specifically higher feddéualds sold and other short-term investment
balances with lower yields. Lower average outstapéban balances have also contributed to the
decline in interest income. Average outstandiramlbalances for the six month period ended June
30, 2010, as compared to the same period in tloe year, declined $101.8 million, or 16.04%, as
a result of several large loan payoffs, loan fayegtes, and lower loan origination volume as a
result of the current economic environment. Thelide in interest income was offset by lower
interest expense. As market rates have declinedates paid on deposits have also declined.

Non-interest income declined by $1.3 million, or45®%6, for the six month period ended June 30,
2010. This was the result of a decrease in ottemme of $990,000, or 71.33%, due to the effect
of recording the net fair value of certain mortgdgan-related commitments. The effect of

recording the net fair value of certain mortgagenloelated commitments was a loss of $178,000
for the six month period ended June 30, 2010, coetptd a gain of $400,000 for the same period
in the prior year. Other income also declined assalt of lower gains realized on the sale of
foreclosed assets held for sale as compared tpribeyear period. In addition, the decrease in
non-interest income was a result of lower gaintized on the sale of available-for-sale securities
by $251,000, or 72.54%. There were $5.0 milliocusiies sold during 2010 compared to $11.0
million in 2009.

Non-interest expense decreased $1.2 million, 089%,4for the six month period ended June 30,
2010, as compared to the same period in 2009. d€beease was attributed to a decrease in the
provision for other real estate recorded by the gamy for declines in real estate values. The
Company recorded a provision of $178,000 for thermsonth period ended June 30, 2010, as
compared to a provision of $918,000 for the samgog@ein 2009. Also contributing to the
decrease in non-interest expense was a declinglanes and employee benefits by $310,000, or
5.04%, as a result of lower commissions paid dutivegperiod on mortgage loans originated and
sold in the secondary market as a result of deedeasigination volume and a change in the
commission structure for each loan originated ad.sThe decrease was partly offset by a higher
insurance assessment by the Federal Deposit Irur@orporation (FDIC) for the six month
period ended June 30, 2010 as a result the inchreassessment rates by the FDIC in 2009.
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Net | nterest |ncome

Three months ended June 30, 2010 and 2084ly tax equivalent (FTE) net interest income for
the three month period ended June 30, 2010, w&smilion, a decrease of $758,000, or 16.92%,
from $4.5 million for the three month period endeche 30, 2009.

FTE interest income for the current year secondtguavas $7.6 million, a decrease of $1.6
million, or 17.02%, from $9.2 million in the prigear second quarter. This decrease was primarily
a result of a decline in rates earned on averagringaassets and a change in asset mix,
specifically higher average federal funds sold atier short-term investment balances with lower
yields. The overall yield on average earning asdetreased 81 basis points to 4.09% during the
three month period ending June 30, 2010, compareti20% during the same period in 2009.
Another factor contributing to lower interest ino@rwas a decrease in the average outstanding
balance of loans. The average outstanding balahéeans has decreased by $91.4 million, or
14.81%, as a result of several larger loan payddfs) foreclosures, and lower loan origination
volume due to the current economic environmenterAge available federal funds sold and other
short-term investments increased by $46.7 millien70.00%. The increase in average federal
funds sold and other short-term investments wassaltr of a decline in average outstanding
balance of loans. Interest income on availableséde securities increased $129,000, or 27.39%,
as a result of an increase in the average baldreeadable-for-sale securities by $47.4 milliom, o
81.90%, over the same period in the prior yeare Thmpany invested excess funds from deposit
funding and loan collections into available-foresakcurities.

Interest expense for the current year second quaee $3.9 million, a decrease of $807,000, or
17.11%, from $4.7 million in the prior year secangarter. This decrease resulted from a decrease
in the rate paid on average interest-bearing ltg@slresulting from the impact of the lower market
interest rates on interest-bearing demand accotimis deposits and long-term debt. The rate paid
on total average interest-bearing liabilities dasea to 2.32% for the three month period ending
June 30, 2010, compared to 2.83% in the same pefiad09, a decrease of 51 basis points. Total
average interest-bearing liabilities increased $8ilon, or 1.29%, to $676.2 million during the
second quarter of 2010, compared to $667.6 mitlienng the prior year period. The increase was
attributed to an increase in average interest-hgatemand accounts by $30.7 million, or 32.08%,
as a result of an increase in the performance amggbroduct. The increase was offset by
decreases in time deposits, savings and money tridgResits, other interest-bearing liabilities and
long-term debt. Average time deposits decrease@ #bllion, or 1.60%, as a result of the
Company not renewing brokered deposits as theyretuThe Company worked on replacing
brokered funds with core deposits by generatingesmsed interest in our performance checking
product and time deposit promotions. Average oth&rest-bearing liabilities decreased $6.6
million due to an overall decrease in repurchaseeagent balances as customers have moved their
funds into the Certificate of Deposit Account RéyiService (‘CDARS”) program. The decrease
in average long-term debt by $3.7 million, or 3.51&s due to the Company paying off $5.3
million related to Blue Valley Building Corp. deintJune 2009.

Six months ended June 30, 2010 and 200BE net interest income for the six month peeoded
June 30, 2010, was $7.3 million, a decrease of 8fllion, or 22.51%, from $9.5 million for the
six month period ended June 30, 2009.

FTE interest income for the six months ended JUn@B310, was $15.3 million, a decrease of $3.6
million, or 19.22%, from $18.9 million for the smonths ended June 30, 2009. This decrease was
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a result of an overall decrease in rates earnemverage earning assets and a change in asset mix,
specifically higher federal funds sold and othesrsterm investment balances with lower yields.
The overall yield on average earning assets desilelag 81 basis points to 4.17% for the period
ending June 30, 2010, compared to 4.98% for ther gaar period. Another factor contributing to
lower interest income was a decrease in the avesatganding balance of loans. The average
balance of loans has decreased by $101.8 millior,6a04%, as a result of several larger loan
payoffs, loan foreclosures, and lower loan origoratvolume due to the current economic
environment. Average available federal funds soid other short-term investments increased
$47.7 million, or 76.48%. The increase in averdgéeral funds sold and other short-term
investments was a result of a decline in averagstanding balance of loans along with the
increase in the Company’s deposit funding.

Interest expense for the six month period endeé 30n2010, was $7.9 million, a decrease of $1.5
million, or 15.92%, from $9.4 million in the samerd of the prior year. The decline in interest
expense resulted from a decrease in the rate pa@verage interest-bearing liabilities resulting
from the impact of lower market interest rates merest-bearing demand accounts, time deposits
and long-term debt. The rate paid on total aveiatgrest-bearing liabilities decreased 45 basis
points to 2.39% during the six month period endinge 30, 2010, compared to 2.84% during the
same period in 2009. Average interest-bearinglitigs decreased $868,000, or 0.13%, to $668.6
million during the six month period ending June 3010, compared to $669.5 million during the
prior year period. Average interest-bearing demagpbosits increased $35.8 million, or 41.07%,
as a result of growth experienced in balances pfpedormance checking product. This increase
was offset by decreases in average time deposigl®®6 million, or 3.86%, as a result of the
Company not renewing $41.0 million in brokered d#moas they matured. The Company worked
on replacing brokered funds with core deposits bgegating increased interest in performance
checking product and time deposit promotions. Agerother interest-bearing liabilities decreased
$8.9 million, or 34.20%, due to an overall decreiasepurchase agreement balances as customers
have moved their funds into Certificate of Depdgitount Registry Service (“CDARS”) program.
The decrease in average long-term debt by $5.@omilor 4.67%, was due to the Company paying
off $5.3 million related to Blue Valley Building @o. debt in June 2009.

Average Balance SheetsThe following table sets forth, for the periodsd as of the dates
indicated, information regarding our average batanuf assets and liabilities as well as the dollar
amounts of FTE interest income from interest-eayriissets and interest expense on interest-
bearing liabilities and the resultant yields ortsosRatio, yield and rate information are based on
average daily balances where available; othervaserage monthly balances have been used.
Non-accrual loans are included in the calculatibraxerage balances for loans for the periods
indicated. For explanation of changes betweerogerreported within the table see Net Interest
Income and the Financial Condition sections untdan 2. Management’s Discussion and Analysis
of Financial Condition and Results of Operations.
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Average Balances, Yields and Rates
Six Months Ended June 30,

2010 2009
Avg. Avg.
Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate

(In thousands)

Assets
Federal funds sold and other short-term
INVESIMENTS ....eeeeeiiiicee e $ 109,962 $ 12t 023 % $ 62,309 $ 63 0.2C %
Available-for-sale securities — taxable. 90,959 1,03t 2.29 55,600 1,038 367
Mortgage loans held for sale.................ccomm. 3,950 95 4.85 12,302 290 4.7¢
Loans, net of unearned discount and fees ......... 532,859 14007 5.30 634,686 17,503 5.5¢€
Total earning assets........ccccccvveeeeiieeeeeeennne 737,730 15262 4.17 764,897 18,894 4.9¢
Cash and due from banks — non-interest bearing 87,43 32,589
Allowance for possible loan losses..........co..  (19,326) (18,450)
Premises and equipment, net...............ccceeeue. 16,778 18,709
Other @asSetS.......ccovvviiiiiiiiiiiiee e eeeeec e 45,514 32,246
Total ASSEtS.....ciiveeiiieeeeee e $ 818,132 $ 829,991
Liabilities and Stockholders’ Equity
Deposits-interest bearing:
Interest-bearing demand accounts................ $ 123,119 $ 1,26f 207 % $ 87275 $ 1,259 291%
Savings and money market deposits ................. 87,457 22¢ 0.52 96,729 251 0.52
Time depoSitS......cceeviiireeriiiieeeeeeeee e 339,471 4,45€ 2.65 353,086 5,771 3.3C
Total interest-bearing deposits............owe.. 550,047 5,947 2.18 537,090 7,281 2.7:
Other interest-bearing liabilities............cc...... 17,039 21 0.25 25,894 32 0.2
Long-term debt ........cccoovveviiiieeiiiiet e 101,500 1,95¢ 3.89 106,470 2,111 4.0C
Total interest-bearing liabilities ................ 668,586 7,924 2.39 669,454 9,424 2.8¢
Non-interest bearing deposits...............ceee-. 83,683 84,185
Other liabilities ........ccoocoveeeiiiiie e 6,089 3,830
Stockholders’ equity ......eeeeeeiieiiiveeie i 59,774 72,522
Total liabilities and stockholders’ equity $ 8132 $ 829,991
FTE Net interest income/spread .................... $ 7,33¢ 1.78 % $ 9,470 2.1Z %
FTE Net interest margin..........cccccoooeiuceceennns 2.01 % 2.5( %
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Analysis of Changes in Net Interest Income Duehan@es in Interest Rates and Volumdshe
following table presents the dollar amount of chem@ interest income and interest expense for
major components of interest-earning assets aretesttbearing liabilities. It distinguishes
between the increase or decrease related to changatances and changes in interest rates. For
each category of interest-earning assets and sttbearing liabilities, information is provided on
changes attributable to:

e changes in rate, reflecting changes in rate midtpby the prior period
volume; and

» changes in volume, reflecting changes in volumetiplidd by the current
period rate.

For explanation of changes see Net Interest Incametion under Item 2. Management's
Discussion and Analysis of Financial Condition &webults of Operations.

Changes in Interest Income and
Expense Volume and Rate Variances

Six Months Ended June 30,
2010 Compared to 2009

Change Change
Due to Due to Total
Rate Volume Change
(In thousands)
Federal funds sold and other short-term investments...............c........... $ 8 $ 54 $ 62
Available-for-sale securities — taxable ..o (406) (0K 3)
Mortgage loans held for Sale .............. e e oo 6 200) (195)
Loans, net of unearned discount and fees ...ocooocuveieiiiiiiiiiiiiiee (822) (246 (3,496)
Total iINtereSt INCOME.......uuuiii et (1,214) (2,418) (3,632)
Interest-bearing demand acCouNts...........ccoecceriiiiiieeeiiiiiiiee e (363) 6B 6
Savings and money market depoSitS .........c.uuereeeeieeeeeiiiiiiiiiiiee e 2) (23) (25)
TIME AEPOSIES ..ceiiiieeiieiit et e e e e e e e (1,135) (180) (1,315)
Other interest-bearing liabilities - (12) (12)
Long-termdebt .........ccccceeiiiiniis (58) (97) (155)
Total INtEreSt EXPENSE....cci i et (1,558) 58 (1,500)
Net iNtEreSt INCOME .......vvieeiiiiei e $ 344 $ (2,476) $ (2,132)
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Provision for Loan L osses

The provision for loan losses recorded for the sdauarter of 2010 was $1.2 million compared to
no provision in the same period of 2009. The iasesin the provision for loan losses for the
second quarter was a result of one construction cared commercial credit relationship which
experienced deterioration in credit quality durthg period. In addition, the Company increased
the general reserves required due to changes imoeto conditions reviewed and analyzed by the
Company on a monthly basis. For the six montheerddne 30, 2010 and 2009, the provision for
loan losses was $1.5 million and $12.9 million,pedively. The significant provision for loan
losses recorded during 2009 was a result of refinttre Company’s allowance for loan loss
methodology to better reflect the inherent losseghe loan portfolio and a result of worsening
economic conditions in the economy. Economic cdmas monitored include, but are not limited
to: Johnson County, KS unemployment rate; Johnsomunty, KS consumer confidence;
foreclosure rates; vacancy property rates; stockengerformance; inflation; and interest rates.
Management assessed the loan portfolio, specifith non-performing loans, on a credit by
credit basis, to assess the reserve requiremerdnafgement believes they have identified the
significant non-performing loans and will continieeaggressively pursue collection of these loans.
If the recent trend is more prolonged than managémeticipates and losses continue to increase
we could experience higher than anticipated loagds in the future.

The Company makes provisions for loan losses inusutsothat management deems necessary to
maintain the allowance for loan losses at an apfatplevel. The allowance for loan losses is
based upon the analysis of several factors, inetudjeneral economic conditions, analysis of
impaired loans, the general reserve factors, clmmg®an mix, and current and historical charge-
offs by loan type. Historical charge off informati currently utilized is based on three year
weighted average of net charge offs by loan tygé wiore weight given to more current data due
to the current economic environment. The Company&lit administration function performs
monthly analyses on the loan portfolio to asseskraport on risk levels, delinquencies, internal
ranking system and overall credit exposure. Mamagg and the Bank's Board of Directors
review the allowance for loan losses monthly, cdesng such factors as current and projected
economic conditions, loan growth, the compositiontioe loan portfolio, loan trends and
classifications, and other factors. The allowafareloan losses represents our best estimate of
probable losses that have been incurred as oe#pective balance sheet dates.

Non-interest | ncome

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
(In thousands)
Loans held for sale fee income ........cvuvvecccenennne.. $ 663 $ 558 $ 1,384 $ 1,344
NSF charges and service fees ........ccccccverieiiinnneen. 295 389 578 775
Other service Charges. ........cooovvieeieeeeeeee e 501 443 955 847
Realized gains on available-for-sale securities...... 95 - 95 346
Other iNCOME ....ocooiiiiiiiiieiiee e e 257 1,140 398 1,388
Total non-interest income.............ccc.cccecvveee... $ 1,811 $ 2,530 $ 3,410 $ 4,700

Non-interest income decreased $719,000, or 28.4@%: .8 million during the three month period
ended June 30, 2010, from $2.5 million during tiree month period ended June 30, 2009. Non-
interest income for the six month period ended Bhe2010, was $3.4 million, a decrease of $1.3
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million, or 27.45%, from $4.7 million for the sixanths ended June 30 2009. The primary reason
for the decrease in non-interest income was a dseren other income of $883,000, or 77.46%,
and $990,000, or 71.33%, for the three and six mpatiods ended June 30, 2010, as compared to
the same periods in 2009. The decrease was plynaaresult of the Company recording the net
fair value of certain mortgage loan-related comreitis. The effect of recording the net fair value
of certain mortgage loan-related commitments t@othcome was a loss of $15,000 and a gain of
$400,000 for the three month period ended June2@D) and 2009, respectively and a loss of
$178,000 and a gain of $400,000 for the six morghiod ended June 30, 2010 and 2009,
respectively. Other income also declined due teelogains realized on the sale of foreclosed
assets held for sale as compared to the priorperaod.

Other factors contributing to changes in non-irgerecome include an increase in loans held for
sale fee income of $105,000, or 18.82% and $4080B.98%, for the three and six month periods
ended June 30, 2010. This increase was primauiytd the gains realized on mortgage loans held
for sale of $77,000 and $191,000 for the three sindnonth periods ended June 30, 2010, as
compared to a loss of $321,000 for the same peiio@609 as a result of the Company adopting
the fair value option for financial assets and fficial liabilities (ASC 825) as of April 1, 2009.
The increase was partially offset by a declinehia volume of mortgage loans held for sale
originations and refinancing. NSF charges andiserfees decreased by $94,000, or 24.16%, and
$197,000, or 25.42%, for the three and six montioge ended June 30, 2010, as compared to the
same periods in 2009. The decrease was due ta feweedraft items by our customers and a
decrease in account service charges on commenualats as a result of a slight increase in the
earnings credit rate they receive on their accoufther service charges income, which includes
income from trust services, investment brokeragerchrant bankcard processing and debit card
processing, increased by $58,000, or 13.09%, aff,800, or 12.75%, for the three and six month
periods ended June 30, 2010, as compared to thegamods in 2009. The increase was primarily
attributed to income generated from signature bakdait card transactions associated with our
performance checking product. Future growth oéption-interest income categories is dependent
on new product development and growth in our custdrase.

Non-interest Expense

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
(In thousands)
Salaries and employee benefits.................. $ 2,862 $ 3,095 $ 5,836 $ 6,146
Net occupancy eXpense ..........ocoeeeeeeeesecmo. 668 697 1,400 1,433
Other operating EXPENSES ..............e.. . 2,696 2,895 5,343 6,167
Total non-interest expense................ $ 6,226 $ 6,687 $ 12,579 $ 13,746

Non-interest expense decreased $461,000, or 6.89%6.2 million during the three month period
ended June 30, 2010, compared to $6.7 million dutfire prior year period. For the six month
period ended June 30, 2010, non-interest expenseated $1.2 million, or 8.49%, to $12.6
million compared to $13.7 million in the prior ygagriod. The change was attributed to a decrease
in other operating expenses of $199,000, or 6.8#%,$824,000, or 13.36%, during the three and
six month periods ended June 30, 2010, as compartee same period in 2009. The decline in
other operating expenses was a result of the Copmeaording a $178,000 provision for other real
estate in 2010 compared to $918,000 in 2009 asutref the decline in real estate values. In
addition, the Company incurred approximately $106,0h expenses related to the payoff of long
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term debt in June 2009. The decrease was pdffigtdy a higher deposit insurance assessment
by the FDIC as a result of the increase in assedsmates by the FDIC during 2009.

Another factor contributing to the decrease in imdarest expense was a decrease in salaries and
employee benefits of $233,000, or 7.53%, and $310,0r 5.04%, during the three and six month
periods ended June 30, 2010. The decrease inesadard employee benefits was a result of lower
commissions paid during 2010, as compared to tioe pear period, on mortgage loans originated
and sold in the secondary market as a result okdsed origination and refinancing volume and a
change in the commission structure for each loaginated and sold. Net occupancy expense
decreased slightly by $29,000, or 4.16%, and $%8,00 2.30%, for the three and six month
periods ended June 30, 2010 as a result of loyaireeand maintenance expenses.

Financial Condition

Total assets for the Company at June 30, 2010, $&t8.3 million, an increase of $44.3 million,

or 5.72%, compared to $774.0 million at December Z109. Deposits were $632.5 million

compared with $590.1 million at December 31, 2089,increase of $42.3 million, or 7.18%.

Stockholders' equity was $58.8 million at JuneZ1,0, compared with $60.6 million at December
31, 2009, a decrease of $1.8 million, or 3.00%.

Investments. Available-for-sale securities at June 30, 201Caléat $106.8 million, reflecting a
46.73% increase from $72.8 million at December Z109. The increase was a result of the
purchase of $69.9 million in available-for-salew@@es during 2010. The Company purchased the
investments to replace $32.0 million called or medusecurities and to invest excess liquidity in
higher yielding investments. In addition, the Camy sold $5.0 million in available-for-sale
securities to reduce long term maturity risk witttie investment portfolio.

Loans Held for Sale.Mortgage loans held for sale at June 30, 2010Jewt&4.8 million, a
decrease of $4.0 million, or 45.34%, compared t8 $8llion at December 31, 2009. As of April
1, 2009, the Company elected to carry loans helddte at fair value. The volume of loans held
for sale originated during 2010 slowed as a resul slow down in mortgage originations and
refinancing due to rate and economic environment.

Loans. Loans at June 30, 2010, totaled $516.9 millioneotihg a decrease of $37.2 million, or
6.71%, compared to $554.1 million at December 8D92 The decrease in the loan portfolio was
attributed to several larger loans paying off, fbeeclosure of approximately $8.3 million of
foreclosed assets held for sale during 2010, amekridoan originations due to the current
economic conditions. The loan to deposit ratiduate 30, 2010, was 81.73% compared to 93.90%
at December 31, 2009.

Non-performing assets consist primarily of loansthue 90 days or more, non-accrual loans and
foreclosed assets. Generally, loans are placemoaccrual status at 90 days past due and interest
accrued to date is considered a loss, unless émeisovell-secured and in the process of collection
When interest accrual is discontinued, all unpaidrized interest is reversed against interest
income. The interest on these loans is generattpunted for on a cost recovery basis, meaning
interest is not recognized until the past due lzadras been collected. Loans may be returned to
accrual status when all the principal and inteagsbunts contractually due are brought current and
future payments are reasonably assured.
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The following table sets forth our non-performirgsets as of the dates indicated:

Non-Performing Assets

As of
June 30, June 30, December 31,
2010 2009 2009

(In thousands)
Commercial and all other loans:

Past due 90 days or more $ — 8 — $ —

Non-accrual 2,661 2,839 1,327
Commercial real estate loans:

Past due 90 days or more — — —

Non-accrual 14,837 7,624 13,267
Construction loans:

Past due 90 days or more — — —

Non-accrual 13,956 16,654 11,205
Home equity loans :

Past due 90 days or more — — —

Non-accrual 375 436 344
Residential real estate loans:

Past due 90 days or more — — —

Non-accrual 7,192 5,215 8,404
Lease financing:

Past due 90 days or more — — —

Non-accrual 268 276 335
Consumer loans:

Past due 90 days or more — — —

Non-accrual 114 22 6
Debt securities and other assets (exclude other flea
estate owned and other repossessed assets):
Past due 90 days or more — — —
Non-accrual — — —
Total non-performing loans 39,403 33,066 34,888
Foreclosed assets held for sale 22,738 12,770 19,434
Total non-performing assets $ 62,141 $ 45,836 $ 54,322
Total non-performing loans to total loans 7.62% 5.47% 6.30%
Total non-performing loans to total assets 4.82% 4.08% 451%
Allowance for loan losses to non-performing loans 7.48% 57.01% 57.33%

Non-performing assets to loans and foreclosed
assets held for sale 11.51% 7.43% 9.47%
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Non-performing loans increased to $39.4 milliodate 30, 2010, from $34.9 million at December
31, 2009. The increase in non-performing loans atagbuted to an increase in non-performing
construction loans by $2.8 million, non-performiogmmercial real estate loans by $1.6 million,
and non-performing commercial loans by $1.3 millfoom December 31, 2009. These increases
were primarily the result of the deterioration bfde credit relationships placed on non-accrual
during 2010. The increase was partly offset byerease in non-performing residential real estate
by $1.2 million, primarily the result of the foreslure on one builder portfolio. The increase & th
construction loan portfolio was a result of the tommed industry decline in the real estate market
and general economy. If the trend continues in dbestruction, commercial real estate and
commercial portfolios, it could result in an incsean non-performing assets and foreclosed assets
held for sale. We closely monitor non-performimgdit relationships and our philosophy has been
to value non-performing loans at their estimateltectible value and to aggressively manage these
situations.
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The following table sets forth information regamglichanges in our allowance for loan and
valuation losses for the periods indicated.

Summary of Loan Loss Experience and Related Informtion

As of and for the

Six months Six months
ended ended Year ended
June 30, June 30, December 31,
2010 2009 2009
(In thousands)
Balance at Beginning of Period $ 20,000 $ 12,368 $ 12,368
Loans Charged Off
Commercial loans 145 2,631 4,713
Commercial real estate loans 256 96 374
Construction loans 2,410 3,907 7,716
Home equity loans 125 164 653
Residential real estate loans 121 412 1,480
Lease financing 6 45 109
Consumer loans — 37 58
Total loans charged-off 3,063 7,292 15,103
Recoveries
Commercial loans 224 82 259
Commercial real estate loans 10 121 123
Construction loans 36 559 592
Home equity loans 2 — 31
Residential real estate loans 5 67 72
Lease financing 12 21 21
Consumer loans 14 1 2
Total recoveries 303 851 1,100
Net Loans Charged Off 2,760 6,441 14,003
Provision for Loan Losses 1,450 12,925 21,635
Balance at End of Period $ 18,690 $ 18,852 $ 20,000
Loans Outstanding
Average $ 532,859 $ 634,686 $ 608,080
End of period 516,928 604,326 554,111
Ratio of Allowance for Loan Losses to
Loans Outstanding
Average 3.51% 2.97% 3.29%
End of period 3.62% 3.12% 3.61%
Ratio of Net Charge-Offs to
Average loans 0.52% 1.01% 2.30%
End of period loans 0.53% 1.07% 2.53%

The allowance for loan losses as a percent of togals has remained consistent at 3.62% as of
June 30, 2010, compared to 3.61% as of Decemb&089®,
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Item 2. Management's Discussion and Analysis of kancial Condition
and Results of Operations

Deposits.Deposits grew by $42.3 million, or 7.18%, to $632nlion as of June 30, 2010,
compared with $590.1 million at December 31, 2009 increase was primarily attributed to an
increase in time deposits of $38.7 million as ailtesf the time deposit promotion during the first
quarter of 2010 and the increased activity by oust@mers in the CDARS program. The
Company’s subsidiary, Bank of Blue Valley (the “B&nis a member of the Certificate of Deposit
Account Registry Service (“CDARS”) which effectiyelallows depositors to receive FDIC
insurance on amounts larger than the FDIC insuringg which is currently $250,000. CDARS
allows the Bank to break large deposits into smalileounts and place them in a network of other
CDARS banks to ensure that full FDIC insurance cage is gained on the entire deposit. The
increase in time deposits from the promotions dutime first quarter was partially offset by a
decrease in brokered time deposits as $17.1 miliere not renewed as they matured during 2010.
The increase in savings, NOW and money market dspos $4.0 million, or 1.96%, was
specifically due to growth experienced in our perfance checking accounts. The performance
checking product has been attractive to our madeeit pays a higher rate of interest to the
customer on balances up to $25,000 as long asusterner has 12 signature based debit card
transactions and at least one ACH direct deposh statement cycle. The Company realizes non-
interest income from the signature based debit trargsactions that when netted against the high
rate paid to the customer, results in a very attracost of funds for the Company.

Liquidity. Liquidity is measured by a financial institutiorgbility to raise funds through deposits,
borrowed funds, capital, or the sale of marketadgsets, such as residential mortgage loans or a
portfolio of SBA loans. Other sources of liquiditycluding cash flow from the repayment of
loans, are also considered in determining whethgridity is satisfactory. Liquidity is also
achieved through growth of core deposits and licagdets, and accessibility to the money and
capital markets. The funds are used to meet depdthidrawals, maintain reserve requirements,
fund loans and operate the organization. Core siepadefined as demand deposits, interest-
bearing transaction accounts, savings depositstiam deposits less than $100,000 (excluding
brokered deposits), were 66.81% and 69.76% ofatal teposits at June 30, 2010, and December
31, 2009, respectively. Although classified askbred deposits for regulatory purpose, funds
placed through the CDARS program are Bank custaelationships that management views as
core deposits. If CDARS deposits under $100,0@8qa in the CDARS program are added back,
our core deposit ratio would be 70.17% at June2Bd0, and 74.11% at December 31, 2009.
Generally, the Company’s funding strategy is todfuoan growth with core deposits and utilize
alternative sources of funds such as advancesibioge from the Federal Home Loan Bank of
Topeka (“FHLBank”), as well as the brokered CD nedirto provide for additional liquidity needs
and take advantage of opportunities for lower costsrieeded, FHLBank borrowings are used to
fund originations of mortgage loans held for salddvance availability with the FHLBank
fluctuates depending on levels of available cotldteind is determined daily with regards to
mortgage loans held for sale and quarterly wittardg to overall availability and at June 30, 2010,
approximately $11.9 million was available.

In addition, the Company uses other forms of stesrtx debt for cash management and liquidity
management purposes on a limited basis. Thesesfafimborrowings include federal funds

purchased and revolving lines of credit. The Baak a line of credit with the Federal Reserve
Bank of Kansas City. The availability on the liobcredit fluctuates depending on the level of
available collateral, which includes commercial @othmercial real estate loans. Availability on
the line of credit at June 30, 2010, was approxéga$35.8 million. Advances are made at the
discretion of the Federal Reserve Bank of Kansas Ci
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Item 2. Management's Discussion and Analysis of kancial Condition
and Results of Operations

The Company also uses the brokered market as @esairliquidity. As of June 30, 2010,
excluding CDARS as described above, the Companyapadoximately $28.6 million in brokered
deposits compared to $45.6 million at December2809, a decrease of $17.1 million, or 37.43%.
The decrease in brokered deposits was the restiiedCompany not renewing the deposits as they
mature.

As a result of an agreement with the Federal ResBank and the Office of the State Banking
Commissioner of Kansas, prior regulatory approsaturrently required prior to the payment of
dividends by the Bank. In prior years, the Complaagy relied on dividends from the Bank to assist
in making debt service and dividend payments. Thmpany has also agreed at the request of the
Federal Reserve Bank to defer interest paymentsiangday dividends on trust preferred securities
or any of its equity securities without prior regtary approval in an effort to preserve capitak &
result, the Company deferred the payment of gqugiitgterest related to trust preferred securities o
BVBC Capital Trust Il due March 31, 2009 througimé 30, 2010 and the quarterly payment of
interest related to trust preferred securities BB Capital Trust Il due on April, 24, 2009 through
July 24, 2010. In addition, at the request offfederal Reserve Bank of Kansas City, the Company
notified the United States Department of the Treagine “Treasury”) of its intention to defer the
quarterly dividend payments on the Preferred Shsiree May 15, 2009. The dividend payment
due August 15, 2010 will be the sixth dividend defd by the Company. As part of the agreement,
dividends compound if they accrue and are not p&ailure by the Company to pay the Preferred
Share dividend is not an event of default. Howgaefailure to pay a total of six Preferred Share
dividends, whether or not consecutive, gives thiedrs of the Preferred Shares the right to elect
two directors to the Company’s Board of Directohat right would continue until the Company
pays all dividends in arrears. The Company hasuadcfor interest and the dividends and has
every intention to bring the obligation current smn as permitted. As of June 30, 2010, the
Company has accrued $2.6 million for dividends amerest on outstanding trust preferred
securities and Preferred Shares. There are otheiHagy expenses related to the legal and
accounting fees which could be impaired without #islity of the Bank to dividend to the
Company. The Company currently maintains cashnicat sufficient to cover such ancillary
expenses for several years based on historicahegpaEmounts.

The Company’s Asset-Liability Management Commitigiéizes a variety of liquidity monitoring
tools, including an asset/liability modeling softeato analyze and manage the Company’s
liquidity. Management has established internablglimes and analytical tools to measure liquid
assets, alternative sources of liquidity, as wsllrelevant ratios concerning asset levels and
purchased funds. These indicators are reportdtetBank’s Board of Directors monthly.

Capital. At June 30, 2010, our total stockholders' equity %88.8 million and our equity to asset

ratio was 7.18%. At June 30, 2010, our Tier 1 tedwatio was 11.06% compared to 11.26% at
December 31, 2009, while our total risk-based eapitio was 12.34% compared to 12.54% at
December 31, 2009. As of June 30, 2010, the Coynpad capital in excess of the requirements
for an “adequately-capitalized” bank holding compart June 30, 2010, the Bank’s Tier 1 capital
ratio was 11.39% compared to 11.39% at Decembel@09, while our total risk-based capital

ratio was 12.67% compared to 12.67% at Decembe2@®19. As of June 30, 2010, the Bank had
capital in excess of the requirements for a “walpitalized” institution.
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Iltem 3. Quantitative and Qualitative Disclosures Alout Market Risk

As a continuing part of our financial strategy, ateempt to manage the impact of fluctuations in
market interest rates on our net interest incoffigs effort entails providing a reasonable balance
between interest rate risk, credit risk, liquiditigk and maintenance of yield. Our funds
management policy is established by our Bank BoafrdDirectors and monitored by our
Asset/Liability Management Committee. Our fundsnagement policy sets standards within
which we are expected to operate. These standaidsle guidelines for exposure to interest rate
fluctuations, liquidity, loan limits as a percergagf funding sources, exposure to correspondent
banks and brokers, and reliance on non-core depos®ur funds management policy also
establishes the reporting requirements to our BBo&rd of Directors. Our investment policy
complements our funds management policy by estabfiscriteria by which we may purchase
securities. These criteria include approved typéssecurities, brokerage sources, terms of
investment, quality standards, and diversificatio@ur liquidity contingency funding plan is
established by our Bank Board of Directors and maoed by our Asset/Liability Management
Committee. Our liquidity contingency funding plaats guidelines for the Company to monitor
and control its liquidity position as well as ersuappropriate contingency liquidity plans are
actively in place and consistent with the currerd forecasted needs of the Company.

We use asset/liability modeling software to analftbe Company's current sensitivity to
instantaneous and permanent changes in interest rdthe system simulates the Company's asset
and liability base and projects future net interggiome results under several interest rate
assumptions. This allows management to view hoangés in interest rates will affect the spread
between the yield received on assets and the €dsfposits and borrowed funds.

The asset/liability modeling software is also usednalyze the net economic value of equity at
risk under instantaneous shifts in interest ratéfie "net economic value of equity at risk" is

defined as the market value of assets less theemadtue of liabilities plus/minus the market

value of any off-balance sheet positions. By ditety looking at the present value of all future

cash flows on or off the balance sheet, the neh@oi value of equity modeling takes a longer-
term view of interest rate risk.

We strive to maintain a position such that curremanges in interest rates will not affect net
interest income or the economic value of equitynbyre than 5%, per 50 basis points. The
following table sets forth the estimated percentmenge in the Bank of Blue Valley's net interest
income over the next twelve month period and nenemic value of equity at risk at June 30,
2010 based on the indicated instantaneous and pernehanges in interest rates.

Net Interest Net Economic
Income Value of
Changes in Interest Rates (next 12 months) Equigt Risk
200 basis point rise 9.74 % (8.04)%
Base Rate Scenario - -
200 basis point decline 4.58 % (0.07)%

The above table indicates that, at June 30, 201ihe event of a sudden and sustained increase or
decrease in prevailing market rates, our net isténeome would be expected to increase. This is
a result of an increase in our interest-bearing atemdeposit balances, specifically our
performance checking accounts. The increase ierdst-bearing demand deposit balances
provides the Company with greater control over thst of its funding base and enables the
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Iltem 3. Quantitative and Qualitative Disclosures Alout Market Risk

Company to expand its net interest margin in anemsing or decreasing rate environment. The
Bank has placed floors on its loans over the lasemal years which would limit the decline in
yield earned on the loan portfolio in a decliniager environment while the cost of funding would
decrease resulting in a greater net interest margimother consideration in a rising interest rate
scenario is the impact of mortgage financing, whighuld likely decline, leading to lower loans
held for sale fee income, though the impact isidaiff to quantify or project. In the decreasing
rate scenarios, the adjustable rate assets (loamsye to lower rates faster than our liabilitibat

our liabilities — long-term FHLB advances and drigttime deposits — would not decrease in rate
as much as market rates. In addition, fixed @&a$ might experience an increase in prepayments,
further decreasing yields on earning assets anglrginet income to decrease.

The above table also indicates that, at June 310,20 the event of a sudden increase or decrease
in prevailing market rates, the economic value wf equity would decrease. Given our current
asset/liability position, a 200 basis point incee@s interest rates will result in a lower economic
value of our equity as the change in estimated gaitiabilities exceeds the change in estimated
loss on assets in this interest rate scenario.re@ily, under an increasing rate environment, the
Company’s estimated market value of loans couldedse slightly due to fixed rate loans and
investments with rates lower than market rates.es€hassets have a likelihood to remain until
maturity in this rate environment. However, théineated market value decrease in fixed rate
loans and investment securities would be offsetirng deposits unable to reprice to higher rates
immediately and fixed-rate callable advances fradiLBank. The likelihood of advances being
called in a rising rate environment increases tigguln advances being repriced prior to maturity.
Given our current asset/liability position, a 20gsis point decline in interest rates will resultain
slight decrease in the economic value of our egastythe change in estimated loss on liabilities
exceeds the change in estimated gain on asselssiinterest rate scenario. Currently, under a
falling rate environment, the Company's estimatedket value of loans could increase as a result
of fixed rate loans, net of possible prepaymeriswever, the estimated market value increase in
fixed rate loans is offset by time deposits undbleeprice to lower rates immediately and fixed-
rate callable advances from FHLBank. The likelithaif advances being called in a decreasing
rate environment is diminished resulting in theabes existing until final maturity, which has the
effect of lowering the economic value of equity.
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Item 4. Controls and Procedures

In accordance with Iltem 307 of Regulation S-K prégated under the Securities Act of 1933, as
amended, the Chief Executive Officer and Chief Raial Officer of the Company (the “Certifying
Officers”) have conducted evaluations of the Comyfsadisclosure controls and procedures. As
defined under Sections 13a-15(e) and 15d-15(e)hef Securities Exchange Act of 1934, as
amended (the “Exchange Act”), the term “disclostmatrols and procedures” means controls and
other procedures of an issuer that are designedgore that information required to be disclosed
by the issuer in the reports that it files or sulsminder the Exchange Act is recorded, processed,
summarized and reported, within the time periodcsied in the Commission’s rules and forms.
Disclosure controls and procedures include, withimitation, controls and procedures designed to
ensure that information required to be discloseaibyssuer in the reports that it files or submits
under the Exchange Act is accumulated and commiguida the issuer's management, including
its principal executive officer or officers and meipal financial officer or officers, or persons
performing similar functions, as appropriate toowall timely decisions regarding required
disclosure. The Certifying Officers have reviewdte Company’s disclosure controls and
procedures and have concluded that those disclasuateols and procedures are effective as of the
date of this Quarterly Report on Form 10-Q. In ptamce with Section 302 of the Sarbanes-
Oxley Act of 2002, (18 U.S.C. 1350), each of thertiBeng Officers executed an Officer’s
Certification included in this Quarterly Report d&-Q.

There have not been any changes in the Companstaah controls over financial reporting during
the quarter ended June 30, 2010, which have midyeaféected, or are reasonably likely to
materially affect, the Company's internal contmlgr financial reporting.
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Iltem 1. Legal Proceedings

We are periodically involved in routine litigatiamcidental to our business. We are not a party to
any pending litigation that we believe is likelyltave a material adverse effect on our consolidated
financial condition, results of operations or céslws.

Item 1A. Risk Factors
No changes

Item 2. Unregistered Sales of Equity Securities ahUse of Proceeds
Not applicable

Iltem 3. Defaults Upon Senior Securities
Not applicable

Item 4. Submission of Matters to a Vote of SecugytHolders

On May 12, 2010, the Company held its Annual Megtifi Stockholders. There were 2,824,270
shares outstanding and entitled to vote at the AhMeeting, of which 2,313,076 shares were
represented in person or by proxy. The followitggnis were submitted at the Annual Meeting for
consideration by the stockholders:

1. Election of Directors

Michael J. Brown was elected at the Annual Meetmgerve a three year term or until his
successor is duly elected and qualified. The gatgsults were as follows:

Shares Voted For: 2,028,179
Shares Voted Against: 0

Shares Abstained: 125,271
Broker Non-Votes: 159,626

Anne D. St. Peter was elected at the Annual Medbingerve a three year term or until his
successor is duly elected and qualified. The gatgsults were as follows:

Shares Voted For: 2,047,363
Shares Voted Against: 0

Shares Abstained: 106,087
Broker Non-Votes: 159,626

The directors of the Company whose terms of offigeended beyond the date of the Annual
Meeting include:

Robert D. Regnier
Donald H. Alexander
Robert D. Taylor
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2. Advisory (Non-Binding) Proposal on Executive Comgation

The proposal, commonly known as a “Say on Pay” psaf gives each stockholder the
opportunity to endorse or not to endorse the cosgigon of the Company’s executives as
disclosed in this Proxy Statement. The vote igsaly and not binding upon the Board. The
voting results were as follows:

Shares Voted For: 2,280,437
Shares Voted Against: 8,789
Shares Abstained: 23,850

Item 5. Other Information

Anne D. St. Peter resigned as member of the Bdadrectors of Blue Valley Ban Corp., effective

August 4, 2010. Ms. St. Peter was a member ofAthdit Committee and the Compensation
Committee. Ms. St. Peter's decision to resign was$ a result of a disagreement with the
Company, known to an executive officer of the Conypa@n any matter relating to the Company’s
operations, policies or practices.

Iltem 6. Exhibits
EXHIBITS
11. Computation of Earnings Per Share. Pleasp.skk

15. Letter regarding Unaudited Interim Financidbimation
31.1 Certification of the Chief Executive Officaungsuant to Rule 13a-14(a)/15d-14(a)
31.2 Certification of the Chief Financial Officeagguant to Rule 13a-14(a)/15d-14(a)

32.1 Certification of the Chief Executive Officand Chief Financial Officer pursuant to 18
U.S.C. Section 1350, as adopted pursuant to $e806 of the Sarbanes-Oxley Act
of 2002
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Signatures

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the usideed thereunto duly authorized.

Blue Valley Ban Corp.

Date: August 10, 2010 By: /s/ Robert D. Regnie
Robert D. Regnier, President and
Chief Executive Officer and Director
(Principal Executive Officer)

Date: August 10, 2010 By: /s/ Mark A. Fortino
Mark A. Fortino, Chief Financial Gfér
(Principal Financial and Accounting Offizer
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