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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 September 30, 2010, and the related condersesblidated statements of operations for the
three-month and nine-month periods ended Septer@ber2010 and 2009 and the condensed
consolidated statements of stockholders' equity @ash flows for the nine-month periods ended
September 30, 2010 and 2009. These interim fiahrstatements are the responsibility 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 iirtefinancial information consists principally of
applying analytical procedures to financial datal amaking inquiries of persons responsible for
financial and accounting matters. It is substégtiless 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 refdareabove for them to be in conformity with
accounting principles generally accepted in thed¢htates 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 statemeritsour 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 consolidét@dnce sheet from which it has been derived.

/s/BKD, LLP

Kansas City, Missouri
November 12, 2010

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



Blue Valley Ban Corp.
Condensed Consolidated Balance Sheets

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

September 30, 2010 December 31, 2009

(Unaudited)
ASSETS
Cash and due from banks $ 28,798 $ 32,126
Interest-bearing deposits in other financial insiins 97,632 64,858
Cash and cash equivalents 126,430 96,984
Available-for-sale securities 76,461 72,757
Mortgage loans held for sale, fair value 8,989 8,752
Loans, net of allowance for loan losses of $17,063
and $20,000 in 2010 and 2009, respectively 483,16 534,111
Premises and equipment, net 16,392 16,930
Foreclosed assets held for sale, net 21,362 19,435
Interest receivable 1,963 2,303
Deferred income taxes 10,041 9,480
Income taxes receivable - 2,746
Prepaid expenses and other assets 2,921 2,803
Federal Home Loan Bank stock, Federal Reserve Bk,
and other securities 7,138 7,059
Core deposit intangible asset, at amortized cost 500 607
Total assets $ 755,362 $ 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

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

September 30, 2010 December 31, 2009

(Unaudited)
LIABILITIES
Deposits
Demand $ 109,710 $ 91,158
Savings, NOW and money market 207,153 204,245
Time 252,667 294,707
Total deposits 569,530 590,110
Other interest-bearing liabilities 21,500 16,120
Long-term debt 99,588 102,088
Interest payable and other liabilities 5,958 5,046
Total liabilities 696,576 713,364

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 — 2,819,260 shares; 2009 — 2,817,650 shares 2,819 2,818
Additional paid-in capital 38,239 37,975
Retained earnings 17,166 19,685
Accumulated other comprehensive income, net ofriretax of

$359 in 2010 and $69 in 2009 540 103
Total stockholders’ equity 58,786 60,603
Total liabilities and stockholders’ equity $ 715623 $ 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 Nine Months Ended September 30, 2010 a2®09

(In thousands, except share data

Three Months Ended September 30,

Nine Months EndeSleptember 30,

2010 2009 2010 2009
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
INTEREST INCOME
Interest and fees on loans $ 7,044 $ 8332 % 1481, $ 26,125
Federal funds sold and other short-term investments 74 44 199 107
Available-for-sale securities 508 428 1,543 1,466
Total interest income 7,626 8,804 22,888 27,698
INTEREST EXPENSE
Interest-bearing demand deposits 536 703 11,80 1,962
Savings and money market deposit accounts 109 23 1 335 374
Other time deposits 1,851 2,598 6,307 8,369
Federal funds purchased and other interest-bearing
liabilities 11 12 32 44
Long-term debt, net 966 1,002 2,922 3,113
Total interest expense 3,473 4,438 11,397 13,862
NET INTEREST INCOME 4,153 4,366 11,491 13,836
PROVISION FOR LOAN LOSSES - 6,210 1,450 19,135
NET INTEREST INCOME (LOSS) AFTER
PROVISION FOR LOAN LOSSES 4,153 (1,844) 10,041 (5,299)
NON-INTEREST INCOME
Loans held for sale fee income 1,007 969 2,39 2,313
Service fees 795 827 2,328 2,449
Realized gains on available-for-sale securities 42 3 - 437 346
Other income 456 49 854 1,437
Total non-interest income 2,600 1,845 6,010 6,545
NON-INTEREST EXPENSE
Salaries and employee benefits 2,964 3,189 8008, 9,335
Net occupancy expense 704 720 2,104 2,153
Other operating expense 2,473 2,692 7,816 8,859
Total non-interest expense 6,141 6,601 18,720 20,347
INCOME (LOSS) BEFORE INCOME TAXES 612 (6,600) (2,669) (19,101)
PROVISION (BENEFIT) FOR INCOME TAXES 230 (2,431) (966) (7,033)
NET INCOME (LOSS) 382 (4,169) (1,703) (12,068)
DIVIDENDS ON PREFERRED STOCK 272 272 816 756
NET INCOME (LOSS) AVAILABLE TO
COMMON STOCKHOLDERS $ 110 $ (4,441) $ (2,519) $ (12,824)
BASIC EARNINGS (LOSS) PER SHARE $0.04 ($1.61) ($0.91) ($4.66)
DILUTED EARNINGS (LOSS) PER SHARE $0.04 ($1.61) ($0.91) ($4.66)
See Accompanying Notes to Condensed Consolidateddtal Statements
6

and Report of Independent Registered Public Actogiftirm



Blue Valley Ban Corp.
Condensed Consolidated Statements of Stockholdersjkity

Nine Months Ended September 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 $ 37666 $ 35340 $ 651 $ 75,43
Issuance of 9,600 shares of restricted

stock, net of forfeiture - 10 228 - - 238
Issuance of 2,495 shares common stock

for the employee stock purchase plan - 2 60 - - 62
Dividend on preferred stock - - - (756) - (756)
Net loss $ (12,068) - - - (12,068) - (12,068)
Change in unrealized depreciation on

available-for-sale securities, net of

income taxes (credit) of $(265) (396) - - - - (396) (396)

$  (12,464)

BALANCE, SEPTEMBER 30, 2009 $ 22 $ 2772 % 37954 $ 22516 $ = 255 $ 63,519
BALANCE, DECEMBER 31, 2009 $ 22 $ 2818 $ 37975 $ 19685 $ 103 $ 69,60
Issuance of 5,599 shares of restricted

stock, net of forfeiture of 7,454 shares - (2) 232 — - 230
Issuance of 3,465 shares common stock

for the employee stock purchase plan - 3 32 - - 35
Dividends on preferred stock - - - (816) - (816)
Net loss $ (1,703) - - - (1,703) - (1,703)
Change in unrealized depreciation on

available-for-sale securities, net of

income taxes of $290 437 - - - - 437 437

$ (1,266)

BALANCE, SEPTEMBER 30, 2010 $ 22 $ 2819 % 38,239 $ 17,166 $ 540 $ 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
Nine Months Ended September 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 on loans held for sale fair valuaisitijient
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, rexpaises

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, FeResdrve Bank stock, and
other securities

Proceeds from the redemption of Federal Home LaarkBtock, Federal Reserve

Bank stock, and other securities
Net cash provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Net increase in demand deposits, money market, N@\savings accounts

Net increase (decrease) in time deposits

Net increase (decrease) in federal funds purchaseéather interest-bearing
liabilities

Repayments of long-term debt

Proceeds from long-term debt

Prepayment penalty on modification of FHLB advances

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 (used in) 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

September 30, 2010

September 30, 2009

(Unaudited)

$ (1,703)

858

(45)
1,450
303
(851)
(79)
7§43
(194)
230
2
(90,952)
8430,
(134)

46
340

2,553

123
2,359

39,076
32
(144)
8,352
(84,932)
63,000
19,437

44,821

21,460
(42,040)

5,380
(42,500)
42,500

(2,569)

35

(17.734)
29,446

96,984

$ 126,430

(Unaudited)

$ (12,068)

1,104

25
19,135
988
(2,725)
(74)
(346)
(313)
238
5
(162,083)
168,024
(16)

840
(81)
(1,394)
699

11,958

47,040
3,663
(84)
12,917
(60,749)
59,000
11,346

(521)

1,451

74,063

25,334
9,726

(7,737)
(5,396)

(105)
(212)

62

21,677

107,698

44,973

$ 152,671




Blue Valley Ban Corp.
Condensed Consolidated Statements of Cash Flows

Nine Months Ended September 30, 2010 and 2009
(In thousandp

September 30, 2010 September 30, 2009

(Unaudited) (Unaudited)
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for:
Interest 11,571 13,929
Income taxes, net of refunds (2,747) (3,292)
Noncash investing and financing activities:
Transfer of loans to foreclosed property 10,388 19,315
Restricted stock issued, net of forfeitures 2) 10
Preferred dividends accrued but not paid 816 44 5

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm 9



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Nine Months Ended September 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 tseprefairly the Company's condensed
consolidated financial position as of September2800, and the condensed consolidated results of
its operations, changes in stockholders' equitycasth flows for the periods ended September 30,
2010 and 2009, and are of a normal recurring natliree condensed consolidated balance sheet of
the Company, as of December 31, 2009, has beevedeiriom the 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 A86-20, ASC 810-10 which requires a
company to perform a qualitative analysis when rd@t@ng whether it must consolidate a variable
interest entity. This analysis identifies the i beneficiary of a variable interest entity as th
company that has both the power to direct the itievof the variable interest entity that most
significantly impact the entity’s economic perfommea, and the obligation to absorb losses of the
entity that could be significant to the variablesiest entity or the right to receive benefits fritma
entity that could potentially be significant to thariable interest entity. This statement requihes
company to perform ongoing reassessments to deterifhit must consolidate a variable interest
entity. This statement requires disclosures aloeitcompany’s involvement with the variable
interest entities and any significant changes &k gxposure due to that involvement, how the
involvement affects the company’s financial statetegand significant judgments and assumptions
made in determining whether it must consolidatevér@able interest entity.

10



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Nine Months Ended September 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 Accountingdgtals Update (ASU) 2010-06. This ASU
amends ASC 82Crair Value Measurementand 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 medain 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 thstehdy 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 exoept the requirement to provide the Level 3
activity on a gross basis, which has an effectiate dior 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 aryetdi provide a rollforward schedule of the
allowance for credit losses from the beginningted 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 disaggregatechgnaflance in the rollforward schedule, the
related recorded investment in financing receivabtaust 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 oftfiriag receivables.

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

of the reporting period by class of financing reaeles; (2) the aging of past due financing
receivables at the end of the reporting periodlbgscof financing receivables; (3) the nature and
extent of troubled debt restructurings that ocalrdeiring 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 financiegeivables and their effect on the allowance for
credit losses; and (5) significant purchases atebsa 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
Nine Months Ended September 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 outstandinggledoh 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 nine
months ended September 30, 2010 and 2009 is as/foll

For the Three Months For the Nine Months
Ended September 30, Ended September 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) $ 382 % (4,169) $ (1,703) $ 12,068)
Preferred dividends (272) (272) (816) (756)
Net income (loss) available to common
stockholders $ 110 $ (4,441) $ (2,519) $ (12,824)
Average common shares outstanding 2,775,953 755200 2,770,723 2,753,920
Average common share stock options
outstanding and restricted stock (B) 10,136 5,011 14,431 7,120
Average diluted common shares (B) 2,786,089 2,760,911 2,785,154 2,761,040
Basic earnings (loss) per share _$0.04 ($1.61) ($0.91) ($4.66)
Diluted earnings (loss) per share (A) __$0.04 ($1.61) ($0.91) ($4.66)
(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 September 30, 2010 and 2009, but were not iadlinl the computation of diluted earnings per sheeause
the warrant’'s exercise price was greater than tleeage market price of the common shares, thusngakie
warrants anti-dilutive. Stock options to purch88e875 and 50,725 shares of common stock wereamdlisty at
September 30, 2010 and 2009, respectively, but wetdncluded in the computation of diluted earsirger
share because the option’s exercise price wasegrdan the average market price of the commonresha#inus
making the options anti-dilutive.

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

12



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Nine Months Ended September 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:

September 30, 2010

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In thousands)
U.S. Government sponsored agencies $ 74,962 $ 885% - $ 75,847
Equity and other securities 600 14 - 614
$ 75,562 $ 899 $ - $ 76,461

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 oflabbi-for-sale securities at September 30, 2010,
by contractual maturity are shown below. Expectedturities will differ from contractual
maturities because issuers may have the rightltmicarepay obligations with or without call or
prepayment penalties.

Amortized Fair
Cost Value
(In thousands)
Due in one year or less $ - $ -
Due after one through five years 69,963 70,693
Due after five years through ten years 4,999 1546
Due after ten years - -
Total 74,962 75,847

Equity and other securities 600 614

$ 75,562 $ 76,461

The book value and estimated fair value of se@gitledged as collateral to secure public deposits
amounted to $10,002,000 and $10,049,000 at Septer@be 2010 and $16,995,000 and
$17,117,000 at December 31, 2009. Securities ptkdg collateral to secure public deposits were
in excess of public deposits held by the CompangfaSeptember 30, 2010 and December 31,
20009.

13



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Nine Months Ended September 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 safekeepiregzenpledged to the depositors under a written
custodial agreement that explicitly recognizes thepositors’ interest in the securities. At
September 30, 2010 and at December 31, 2009,amyatnonth end during the period, no material
amount of agreements repurchase securities sold was outstanding withiadiidual entity.
Information on sales of securities under agreententspurchase is as follows:

September 30, 2010 December 31, 2009

(In thousands)

Balance $ 21,089 $ 15,417
Carrying value of securities pledged to secure exgemnts to

repurchase at period end 35,241 29,182
Average balance during the period of securitiesl soider

agreements to repurchase 17,170 22,546
Maximum amount outstanding at any month-end dutirey

period 21,089 25,189

Gross gains of $437,000 and $346,000 were reafiaethe nine months ended September 30,
2010 and 2009, respectively, and no gross lossas wealized for the nine months ended
September 30, 2010 and 2009, respectively, fropsgal available-for-sale securities.

Certain investments in debt and marketable eqeityisties are reported in the financial statements
at an amount less than their historical cost. [Maiavalue of these investments at September 30,
2010 and December 31, 2009, was $0 and $20,426/00€h is approximately 0.0% and 28.0% of
the Company’s available-for-sale investment poidfol
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Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Nine Months Ended September 30, 2010 and 2009
(Unaudited)

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

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

September 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

Note 5 Short-Term Debt

The Company has a line of credit with the Fedemank Loan Bank of Topeka (FHLB) which is
collateralized by various assets including mortgageked loans and available-for-sale securities.
At September 30, 2010 and December 31, 2009, thageno outstanding balance on the line of
credit. The variable interest rate was 0.28% opte3rber 30, 2010 and 0.18% on December 31,
2009. At September 30, 2010 approximately $250Bf was available. Advances are made at
the discretion of the Federal Home Loan Bank ofélkap

The Company also has a line of credit with the FaldReserve Bank of Kansas City which is
collateralized by various assets, including commaérand commercial real estate loans. At
September 30, 2010 and December 31, 2009, therenwamitstanding balance on the line of
credit. The line of credit has a variable interasé of federal funds rate plus 75 basis pointsan
September 30, 2010 approximately $23,946,000 wasladle. Advances are made at the
discretion of the Federal Reserve Bank of Kansas Ci
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Nine Months Ended September 30, 2010 and 2009
(Unaudited)

Note 6: Long-Term Debt

Long-term debt at September 30, 2010 and December2@09, consisted of the following

components:
September 30, December 31,
2010 2009
(Unaudited)
(In thousands)
Federal Home Loan Bank advances (A) $ 82,500 $ 25
Less: Deferred prepayment penalty on modificatibn

FHLB advances (2,500) -

Net Federal Home Loan Bank advances 80,000 82,500
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 $ 99,588 % 102,088

(A) Due in 2013, 20142015, 2016 and 2018; collateralized by various tassecluding

(B)

©

mortgage-backed loans and available-for-sale d#&siri The interest rates on the advances

range from 0.36% to 4.26. Federal Home Loan Bank advance availabilitdeserminec
quarterly and at September 30, 2010, approxim&i2h,441,000 was availabl&dvance:
are made at the discretion of the Federal Home Baark of Topeka.

In the third gquarter of 2010, the Company repaid $42,500,000HifB-advances by rollin
the net present value of the advances being raptdthe funding cost of $42,500,000
new advances. A $2,569,000 penalty weasociated with paying off the original FH
advances whichwill be amortized as an adjustment of interest espeover the remainir
term of the new FHLB advances using the straigi# inethod. This transaction reduced 1
effective interest rate, as well as modified thaurity date on these borrowings.

Due in 2033; interest only at LIBOR + 3.25% (3.72¥%September 3@®010 and 3.53%
December 31, 2009ue quarterly; fully and unconditionally guarantdgdthe Company ¢
a subordinated basis to the extent that the fureldeld by the Trust. e Company ma
prepay the subordinated debentures beginning i8,280vhole or in part, at their face va
plus accrued interest.

Due in 2035; interest only at LIBOR + 1.60% (1.88%September 3@®010 and 1.85%

December 31, 2009) due quarterlytiftand unconditionally guaranteed by the Compan
a subordinated basis to the extent that the fureleld by the Trust. Subordinated to
trust preferred securities (Bjue in 2033. The Company may prepay the subordi
debentures beginning in 2010, in whole or in partheir face value plus accrued interest.
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Notes to Condensed Consolidated Financial Statement
Nine Months Ended September 30, 2010 and 2009
(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 seesri Under the governing documents of BVBC
Capital Trust Il and Ill, the quarterly paymentsedan April 24, 2009 through October 24, 2010 for
BVBC Capital Trust Il and March 31, 2009 througiptenber 30, 2010 for BVBC Capital Trust
Il were deferred. The Company has the right tolale such a deferral for up to 20 consecutive
quarterly periods and deferral may only be decla®tbng as the Company is not then in default
under the provisions of the Amended and RestatedtTkgreement. During the deferral period,
interest on the indebtedness continues to accrdetla 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 etiteafeferral period. As of September 30, 2010,
the Company had accrued $1,373,000 for interesutstanding 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) ldeag or paying any dividend on any of its
capital stock, which would include both its commstiock 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 tighdebt securities issued by the respective
trusts. Because the Preferred Shares issued thelér.S. Treasury’s Capital Purchase Plan (the
“CPP”) are subordinate to the trust preferred sgesr the Company will be restricted from paying
dividends on these Preferred Shares until such &mall trust preferred dividends have been
brought current.

Aggregate annual maturities of long-term debt gt&aber 30, 2010 are as follows:

(In thousands)

October 1 to December 31, 2010 $ -
2011 -
2012 -
2013 20,000
2014 7,500
Thereafter 74,588
102,088
Less: Deferred prepayment penalty on modificatibn

FHLB advances (2,500)

$ 99,588
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Notes to Condensed Consolidated Financial Statement
Nine Months Ended September 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 reabal@ecrease of $10,000 in other assets, an
increase in other liabilities of $12,000 and a dase in other income of $22,000 for the three
month period ended September 30, 2010. The Comparoyded an increase in other assets of
$16,000, a decrease in other liabilities of $33,806 an increase in other income of $49,000 for
the nine month period ended September 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 an increasehiar @ssets of $153,000, a decrease in other
liabilities of $1,000 and an increase in other meoof $154,000 for the three month period ended
September 30, 2010. The Company recorded a decireasher assets of $92,000, an increase in
other liabilities of $3,000 and a decrease in otheome of $95,000 for the nine month period
ended September 30, 2010.

Total mortgage loans in the process of originatiotounted to $6,770,000 at September 30, 2010.
Related forward commitments to sell mortgage loam®unted to approximately $8,989,000 at
September 30, 2010.

The balance of derivative instruments related tmmitments to originate and sell loans at
September 30, 2010, is disclosed in Note 9, DiscssAbout Fair Value 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 ofA&EB 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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Nine Months Ended September 30, 2010 and 2009
(Unaudited)

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 $23,000 at September 30, 201@s#\from fair value changes included in loans
held for sale fee income were $57,000 for the timeaths ended September 30, 2010 and a gain
of $134,000 for the nine months ended Septembe2@I). Interest income on loans held for sale
is included in interest and fees on loans in then@any’s condensed consolidated statement of
operations. See Note 9 for additional disclosuegmrding 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 participanthatmeasurement date. The fair value hierarchy
requires an entity to maximize the use of obses/aipputs 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, sichuwbted 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 securitieslude 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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(Unaudited)

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

Mortgage Loans Held for Sale

Mortgage loans held for sale are valued using nigykkees 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 SepterBbeP010 and December 31, 2009:
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Note 9: Disclosures About Fair Value of Assets andabilities (Continued)

Fair Value Measurements Using

Quoted Prices

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

September 30, 2010:
Assets:
Available-for-sale securities:

U.S. Government sponsored agencies $ 75,84% - $ 75,847 $ -
Equity and other securities 614 614 - -
Mortgage loans held for sale 8,989 - 8,989 -
Commitments to originate loans 16 - - 16
Forward sales commitments 191 - - 191

Total assets $ 85,657 $ 614 $ 84,836 $ 207
Liabilities:
Commitments to originate loans $ 14 % - $ - $ 14
Forward sales commitments 3 - - 3

Total liabilities $ 17 $ - $ - $ 17
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 49 (95)

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

Balance as of September 30, 2010 $ 2 $ 188

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

Following is a description of the valuation methlodpes used for financial and nonfinancial
instruments measured at fair value on a non-raayirasis 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 September 3@ a6d December 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)
September 30, 2010:

Impaired loans, net of reserves $ 25,105 $ - $ - 35,105

Foreclosed assets held for sale 2,891 - - 2,891
Total $ 27,996 $ - $ - $ 27,996

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 useagstionate 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 September 30, 2010 andeee31, 2009.

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

(In thousands)
Financial assets:

Cash and cash equivalents $ 126,430 $ 126,430 %,984 $ 96,984
Loans, net of allowance for loan losses 483,165 485,147 534,111 536,973
Federal Home Loan Bank stock, Federal

Reserve Bank stock, and other securities 7,138 7,138 7,059 7,059
Interest receivable 1,963 1,963 2,303 2,30

Financial liabilities:
Deposits 569,530 572,752 590,110 593,345
Securities Sold Under Agreement to
Repurchase and Other Interest-Bearing

Liabilities 21,500 21,500 16,120 16,120
Long-term debt 99,588 92,884 102,088 95,76
Interest payable 2,523 2,523 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 was the sixth dividend pardeferred by the Company. As part of the
Capital Purchase Plan, the Company entered intettar |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. At tinie, the Treasury has not elected a director to
serve on the Company’s Board of Directors howevilr lve sending an observer to attend the
Company’s board meetings. The Company has acdarethe dividends and interest and has
every intention to bring the obligation currentsa®n as permitted. As of September 30, 2010, the
Company had accrued $1,694,000 for dividends aedest 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

non 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 September 30, 2010 and. 2R@® income for the quarter ended September
30, 2010, was $382,000 compared to net loss of ildn for the quarter ended September 30,

2009, representing an increase of $4.6 million1@®.16%. The earnings per share on a diluted
basis was $0.04 for the three months ended Septe30b2010, compared to diluted loss per share
of $1.61 in the same period of 2009. The Compaagtsualized returns on average assets and
average stockholders' equity for the three montiogeended September 30, 2010, were 0.20%
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and 1.20%, compared to negative 2.03% and nega®wtb%, respectively, for the same period in
2009, representing increases of 109.85% and 103.6%bectively.

The primary factor contributing to the improvementthe current year third quarter results
compared with the prior year period was a decreasiee provision for loan losses. There was no
provision for loan losses for the three month meeaded September 30, 2010, compared to $6.2
million for the same period in the prior year. T@empany has experienced a reduction in non-
performing loans by $10.8 million, or 25.51%, ande&line in net loan charge offs by $3.4 million,
or 43.76%, since September 30, 2009 and basedabysenof the loan portfolio, no provision for
loan losses was deemed necessary. The significawision for loan losses recorded during 2009
was a result of refining the Company’s allowancelé@n loss methodology to better reflect the
inherent losses in the loan portfolio and to insesthe general reserves on our performing loans to
reflect the impact of the economic conditions.

Net interest income decreased $213,000, or 4.888thé three month period ended September 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 federahdf 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
September 30, 2010, as compared to the same pertbd prior year, declined by $86.0 million,
or 14.51%, as a result of several large loan payddfan foreclosures, and lower loan origination
volume as a result of the current economic envimm The decline in interest income was partly
offset by lower interest expense. The decreaset@nest expense was a result of a decline in the
rates paid on deposits. As market rates haverdel;lthe rates on deposits have also declined. In
the third quarter of 2010 the Company had fundsfr@rious certificate of deposit promotions
mature and as those higher rate certificates nthtiney were renewed at lower market rates. In
addition, the Company entered into a restructutiagsaction during the third quarter of 2010 of
$42.5 million of its Federal Home Loan Bank advance his transaction reduced the effective
interest rate, as well as modified the maturityedat these borrowings.

Non-interest income increased $755,000, or 40.92%the three month period ended September
30, 2010, as compared to the same period in 2008.increase was a result of an increase in other
income by $407,000, or 830.61%, during the thirdrtgr of 2010, as compared with the third
quarter of 2009, due to the effect of recording rleé fair value of certain mortgage loan-related
commitments. The net fair value of certain morigdgan-related commitments recorded for the
three months ended September 30, 2010 was a gahi3#,000 compared to a $320,000 loss
adjustment recorded for the same period in 200Be improvement in non-interest income was
also a result of an increase in mortgage loans foFldale origination and refinancing volume
during the third quarter of 2010 by 8.3% and assult of gains realized on the sale of available-
for-sale securities of $342,000. There were $idllon securities sold during the third quarter of
2010 to reduce the long term maturity risk withire investment portfolio. Other service charges
income, which includes income from trust servicesestment brokerage, merchant bankcard
processing and debit card processing, increasé&95Y00, or 21.06%, for the three months ended
September 30, 2010, as compared to the same peraid9. The improvement was a result of an
increase in income generated from signature baséit dard transactions associated with our
performance checking, as well as increased actimitgur investment brokerage department and
trust department.
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Non-interest expense decreased $460,000, or 6.®f%he three month period ended September
30, 2010, as compared to the same period in tloe ypeiar. The decrease in non-interest expense
was attributed to the decrease in salaries andogmplbenefits of $225,000, or 7.06%, as a result
of lower salaries expense due to staff restruaguiim the third quarter of 2009 and lower
commissions paid during the period on mortgagedaaiginated and sold in the secondary market
as a result of the change in the commission strei¢tur each loan originated and sold. In addition,
other operating expense decreased $219,000, cv8du4e to lower expense related to foreclosed
assets held for sale as a result of a reductidghémumber of construction and rehab properties
held for sale. These expenses include insurampaizals, utilities, real estate property taxes,
legal, repairs and maintenance, and associatediosale.

Nine months ended September 30, 2010 and. 202 loss for the nine months ended September
30, 2010, was $1.7 million, compared to net losspb2.1 million for the nine months ended
September 30, 2009, representing an improveme$it @4 million, or 85.89%. Diluted loss per
share was negative $0.91 during the nine monthede8dptember 30, 2010, compared to negative
$4.66 in the same period of 2009, an improvemer@0047%. The Company's annualized return
on average assets and average stockholders' éguttye nine month period ended September 30,
2010, were negative 0.28% and negative 8.96%, caedp#d negative 1.96% and negative
34.84%, respectively, for the same period in 208provements of 85.71% and 74.28%,
respectively

The primary factor contributing to the improvemanthe current results for the nine month period
ended September 30, 2010, as compared to theyg@oiperiod, was a decrease in the provision for
loan losses. The provision for loan losses formtine month period ended September 30, 2010 was
$1.5 million, compared to $19.1 million for the sameriod in the prior year, a decrease of $17.6
million, or 92.42%. The Company has experienceddaction in non-performing loans by $10.8
million, or 25.51%, and a decline in net loan cleaffs by $3.4 million, or 43.76%, since
September 30, 2009 and based on analysis of thepoxfolio, a $1.5 million provision for loan
losses was deemed necessary. The significantgowovior loan losses recorded during 2009 was a
result of refining the Company'’s allowance for Idass methodology to better reflect the inherent
losses in the loan portfolio and to increase theega reserves on our performing loans to reflect
the impact of the economic conditions.

Net interest income declined $2.3 million, or 1885or the nine month period ended September
30, 2010, as compared to the same period in 20688.decrease in net interest income was a result
of a change in asset mix, specifically higher fatléunds sold and other short-term investment
balances with lower yields. Lower average outstapéban balances have also contributed to the
decline in interest income. Average outstandiranldalances for the nine month period ended
September 30, 2010, as compared to the same pertbd prior year, declined $96.5 million, or
15.55%, as a result of several large loan payddesy foreclosures, and lower loan origination
volume as a result of the current economic enviremm The decline in interest income was offset
by lower interest expense. Interest expense helindd $2.5 million, or 17.78%, for the nine
month period ended September 30, 2010. The decreaBiterest expense was a result of a
decrease in rates paid on deposits. As market retee declined, the rates on deposits have also
declined. In the third quarter of 2010 the Comphay funds from various certificate of deposit
promotions mature, and as those higher rate catifs matured they were renewed at lower
market rates. In addition, the Company entered ant@structuring transaction during the third
quarter of 2010 of $42.5 million of its Federal Horhoan Bank advances. This transaction
reduced the effective interest rate, as well asifieoithe maturity date on these borrowings.
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Non-interest income declined by $535,000, or 8.1#%the nine month period ended September
30, 2010. This was the result of a decrease iaratttome of $583,000, or 40.57%, as a result of
lower gains realized on the sale of foreclosedtadseld for sale as compared to the prior year
period. In addition, in 2009 the Company recogni$400,000 discount on the early payoff of
Blue Valley Building Corp. term notes. Non-intdréscome has also declined as a result of a
decline in service fees, specifically NSF charged service fees. The decrease in these fees was
due to fewer overdraft items by our customers andeerease in account service charges in
commercial accounts as a result of a change inuataervice charges on commercial accounts.
The decrease in non-interest income was offsetnbyerease in other service charges income by
$203,000, or 15.64%, for the nine month period dn8eptember 30, 2010, as compared to the
same period in 2009, due to an increase in themmecgenerated from signature based debit card
transactions associated with our performance chgckiroduct and increased activity in our
investment brokerage department. In addition, Goenpany experienced an increase in gains
realized on the sale of available-for-sale seasitby $91,000, or 26.30%. There were $19.0
million securities sold during 2010 to reduce tbag term maturity risk within the investment
portfolio, compared to $11.0 million in 2009. Tdecrease in non-interest income was also offset
by an increase in loans held for sale fee incom®78£000, or 3.37%, as a result of gains realized
on mortgage loans held for sale of $134,000 forrtim® months ended September 30, 2010, as
compared to $16,000 in the prior year period.

Non-interest expense decreased $1.6 million, d@9%8,dor the nine month period ended September
30, 2010, as compared to the same period in 2008.decrease 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 $302,000 for thremhonth period ended September 30, 2010,
as compared to a provision of $988,000 for the speréd in 2009. Also contributing to the
decrease in non-interest expense was a declinglanes and employee benefits by $535,000, or
5.73%, as a result of lower salaries expense ds#afb restructuring in the third quarter of 2009
and lower commissions paid during the period ontgawe loans originated and sold in the
secondary market as a result of decreased origmatlume and a change in the commission
structure for each loan originated and sold. Teerehse was partly offset by a higher insurance
assessment by the Federal Deposit Insurance Ctigpo(&DIC) for the nine month period ended
September 30, 2010 as a result the increase insissat rates by the FDIC in 2009.

Net | nterest | ncome

Three months ended September 30, 2010 and 2008 tax equivalent (FTE) net interest income
for the three month period ended September 30,,2049 $4.2 million, a decrease of $213,000, or
4.88%, from $4.4 million for the three month perered September 30, 2009.

FTE interest income for the current year third tgrawas $7.6 million, a decrease of $1.2 million,
or 13.38%, from $8.8 million in the prior year thiquarter. This decrease was primarily a result of
a decline in rates earned on average earning amseéta change in asset mix, specifically higher
average federal funds sold and other short-termsimrent balances with lower yields. The overall
yield on average earning assets decreased 41pdmsts to 4.29% during the three month period
ending September 30, 2010, compared to 4.70% dtinmgame period in 2009. Another factor
contributing to lower interest income was a deczdasthe average outstanding balance of loans.
The average outstanding balance of loans has dectdry $86.0 million, or 14.51%, as a result of
several larger loan payoffs, loan foreclosures,laner loan origination volume due to the current
economic environment. Average available federadfusold and other short-term investments
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increased by $26.5 million, or 33.20%. The inceciasaverage federal funds sold and other short-
term investments was a result of a decline in ayemutstanding balance of loans. Interest income
on available-for-sale securities increased $80,000]18.69%, as a result of an increase in the
average balance of available-for-sale securitie$23/5 million, or 40.39%, over the same period
in the prior year. The Company invested excesdgdrom loan collections into available-for-sale
securities.

Interest expense for the current year third quastas $3.5 million, a decrease of $965,000, or
21.74%, from $4.4 million in the prior year thirdayter. This decrease resulted from a decrease in
the rate paid on average interest-bearing liabditiesulting 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 dasesl to 2.20% for the three month period ending
September 30, 2010, compared to 2.68% in the samedpof 2009, a decrease of 48 basis points.
Total average interest-bearing liabilities decrda$80.6 million, or 4.66%, to $625.6 million
during the third quarter of 2010, compared to $858illion during the prior year period. The
decrease was attributed to decreases in time depeavings and money market deposits, other
interest-bearing liabilities and long-term debtvefage time deposits decreased $42.5 million, or
12.52%, as a result of the Company not renewingeresl deposits as they matured. The
Company replaced brokered funds with core depdsitggenerating increased interest in our
performance checking product. In addition, as diglate certificate of deposits mature they were
renewed at lower market rates. The decrease visat dify increases in average interest-bearing
demand accounts by $23.9 million, or 23.42%, a®sult of an increase in the performance
checking product. Interest expense for long-teetds lower as a result of the Company entered
into a restructuring transaction of $42.5 milliohits Federal Home Loan Bank advances during
the third quarter of 2010, thus lowering overalenest expense on these borrowings.

Nine months ended September 30, 2010 and.2@0% net interest income for the nine month
period ended September 30, 2010, was $11.5 milliaecrease of $2.3 million, or 16.95%, from
$13.8 million for the nine month period ended Sefiter 30, 2009.

FTE interest income for the nine months ended $apte 30, 2010, was $22.9 million, a decrease
of $4.8 million, or 17.37%, from $27.7 million fahe nine months ended September 30, 2009.
This decrease was a result of an overall decreasgtés earned on average earning assets and a
change in asset mix, specifically higher federahd& sold and other short-term investment
balances with lower yields. The overall yield orerage earning assets decreased by 68 basis
points to 4.21% for the period ending September2BQ0, compared to 4.89% for the prior year
period. Another factor contributing to lower irgst income was a decrease in the average
outstanding balance of loans. The average balahéeans has decreased by $96.5 million, or
15.55%, 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 $40.5 million5®#0%. The increase in average federal funds
sold and other short-term investments was a regwdtdecline in average outstanding balance of
loans.

Interest expense for the nine month period endgue8wer 30, 2010, was $11.4 million, a
decrease of $2.5 million, or 17.78%, from $13.9ioml in the same period of the prior year. The
decline in interest expense resulted from a deer@ashe rate paid on average interest-bearing
liabilities resulting from the impact of lower matkinterest rates on interest-bearing demand
accounts, time deposits and long-term debt. The paid on total average interest-bearing
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liabilities decreased 46 basis points to 2.33%mduthe nine month period ending September 30,
2010, compared to 2.79% during the same periodOlB2 Average interest-bearing liabilities
decreased $11.0 million, or 1.65%, to $654.1 milliduring the nine month period ending
September 30, 2010, compared to $665.1 millionnduthe prior year period. Average time
deposits decreased $23.4 million, or 6.70%, asualtref the Company not renewing $39.9 million
in brokered deposits as they matured. The Compepigced brokered funds with core deposits by
generating increased interest in performance chgcroduct and time deposit promotions. In
addition, as higher rate certificate of depositdurathey were renewed at lower market rates.
Average other interest-bearing liabilities decréa$é.2 million, or 25.93%, due to an overall
decrease in repurchase agreement balances as eustoame moved their funds into Certificate of
Deposit Account Registry Service (“CDARS”) prograniThese decreases were offset by an
increase in average interest-bearing demand depaois$31.8 million, or 34.50%, as a result of
growth experienced in balances of our performareking product. The decrease in average
long-term debt by $3.8 million, or 3.57%, was doghte Company paying off $5.3 million related
to Blue Valley Building Corp. debt in June 200%terest expense for long-term debt is lower as a
result of the Company entered into a restructuniagsaction of $42.5 million of its Federal Home
Loan Bank advances during the third quarter of 2@h0s lowering overall interest expense on
these borrowings.

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-eayrissets and interest expense on interest-
bearing liabilities and the resultant yields ortsosRatio, yield and rate information are based on
average daily balances where available; otherwaserage 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
Nine Months Ended September 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 $ 108,774 $  19¢ 024 % $ 68,240 $ 107 Pl %
Available-for-sale securities — taxable. 88,966 1,54z 2.32 57,288 1,466 32
Mortgage loans held for sale.................ccomm. 5,067 177 4.67 11,520 416 83
Loans, net of unearned discount and fees ......... 524,014 2096¢ 5.35 620,499 25,709 LY
Total earning assets........ccccccvveeeeiieeeeeeennne 726,821 22 88¢ 4.21 757,547 27,698 4c
Cash and due from banks — non-interest bearing 37,35 34,551
Allowance for possible loan losses..........co..  (18,947) (18,542)
Premises and equipment, net...............ccceeeue. 16,692 18,518
Other @asSetS.......ccovvviiiiiiiiiiiiee e eeeeec e 45,078 32,461
Total ASSEtS.....ciiveeiiieeeeee e $ 807,001 $ 824,535
Liabilities and Stockholders’ Equity
Deposits-interest bearing:
Interest-bearing demand accounts................ $ 123,996 $ 1,801 194 % $ 92,192 $ 1,962 & %
Savings and money market deposits ................. 86,059 33t 0.52 95,541 374 0.52
Time depoSitS......cceeviiireeriiiieeeeeeeee e 325,175 6,307 2.59 348,532 8,369 31
Total interest-bearing deposits............ow.. 535,230 8,445 2.11 536,265 10,705 @7
Other interest-bearing liabilities............cc...... 17,720 32 0.24 23,924 44 0.2
Long-term debt ........cccoovveviiiieeiiiiet e 101,160 2,92z 3.86 104,910 3,113 g7
Total interest-bearing liabilities ................ 654,110 11397 2.33 665,099 13,862 72
Non-interest bearing deposits...............ceee-. 87,323 84,177
Other liabilities ........ccoocoveeeiiiiie e 6,227 4,298
Stockholders’ equity ......eeeeeeiieiiiveeie i 59,341 70,961
Total liabilities and stockholders’ equity $ 80010 $ 824,535
FTE Net interest income/spread .................... $ 11491 1.88 % $ 13,836 AC %
FTE Net interest margin..........cccccoooeiuceceennns 211 % 244 %
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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

Nine Months Ended September 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........... $ 16 $ 76 $ 92
Available-for-sale securities — taxable ..o (472) 4% 77
Mortgage loans held for Sale .............. e e oo 141 (225) (239)
Loans, net of unearned discount and fees ...ocooocuveieiiiiiiiiiiiiiee (880) ((58:] (4,740)
Total iINtereSt INCOME.......uuuiii et (1,350) (3,460) (4,810)
Interest-bearing demand acCouNts...........ccoecceriiiiiieeeiiiiiiiee e (623) 624 (161)
Savings and money market depoSitS .........c.uuereeeeieeeeeiiiiiiiiiiiee e 2) (37) (39)
TIME AEPOSIES ..ceiiiieeiieiit et e e e e e e e (1,611) (451) (2,062)
Other interest-bearing liabilities 1) ( (12) (12)
Long-termdebt .........ccccceeiiiiniis (84) (107) (191)
Total INtEreSt EXPENSE....cci i et (2,321) (144) (2,465)
Net iNtEreSt INCOME .......vvieeiiiiei e $ 971 $ (3,316) $ (2,345)
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Provision for Loan L osses

There was no provision for loan losses recordedHerthird quarter of 2010 compared to $6.2
million in the same period of 2009. For the ninenths ended September 30, 2010 and 2009, the
provision for loan losses was $1.5 million and $1Million, respectively. The Company has
experienced a reduction in non-performing loan$b§.8 million, or 25.51%, and a decline in net
loan charge offs by $3.4 million, or 43.76%, silg#ptember 30, 2009 and based on analysis of the
loan portfolio, a $1.5 million provision for loawdses was deemed necessary. The significant
provision for loan losses recorded during 2009 waesult of refining the Company’s allowance
for loan loss methodology to better reflect theeir@mt losses in the loan portfolio and a result of
worsening economic conditions in the economy. Botno conditions monitored include, but are
not limited to: Johnson County, KS unemploymenterafohnson County, KS consumer
confidence; foreclosure rates; vacancy propertgstastock market performance; inflation; and
interest rates. Management assessed the loaolmyrépecifically the non-performing loans, on a
credit by credit basis, to assess the reserverargant. Management believes they have identified
the significant non-performing loans and will conté to aggressively pursue collection of these
loans. If the recent trend is more prolonged theamagement anticipates and losses increase we
could experience higher than anticipated loan bgséhe future.

The Company makes provisions for loan losses inusutsothat management deems necessary to
maintain the allowance for loan losses at an appi@plevel. The allowance for loan losses is
based upon the analysis of several factors, inetudjeneral economic conditions, analysis of
impaired loans, the general reserve factors, clmmgdoan mix, classified loans to total risk
weighted capital and current and historical chafje-by loan type. Historical charge off
information currently utilized is based on threawyeieighted average of net charge offs by loan
type with more weight given to more current data thu the current economic environment. The
Company’s credit administration function performsnthly analyses on the loan portfolio to
assess and report on risk levels, delinquencitarnial ranking system and overall credit exposure.
Management and the Bank’s Board of Directors reviee allowance for loan losses monthly,
considering such factors as current and projectedn@mic conditions, loan growth, the
composition of the loan portfolio, loan trends atassifications, and other factors. The allowance
for loan losses represents our best estimate dfapte losses that have been incurred as of the
respective balance sheet dates.

Non-interest | ncome

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(In thousands)
Loans held for sale fee income ........cvuvvecccenennne.. $ 1,007 $ 969 $ 2,391 $ 2,313
NSF charges and service fees ........ccccccverieiiinnneen. 249 376 827 1,151
Other service Charges. ........cooovvieeieeeeeeee e 546 451 1,501 1,298
Realized gains on available-for-sale securities...... 342 - 437 346
Other iNCOME .....ooeiviiieieeeieveieeeit v eeeeee e evererereaeaaaae 456 49 854 1,437
Total non-interest iNCoOMe ..........ccoeeeeevveennnnes $ 2,600 $ 1,845 $ 6,010 $ 6,545

Non-interest income increased $755,000, or 40.98%2.6 million during the three month period
ended September 30, 2010, from $1.8 million dutirggthree month period ended September 30,
2009. The increase was the result of an incraasthier income of $407,000, or 830.61%, due to

34



Item 2. Management's Discussion and Analysis of kancial Condition
and Results of Operations

the Company recording the net fair value of certmiortgage loan-related commitments. The
effect of recording the net fair value of certainrtgage loan-related commitments to other income
was a gain of $132,000 for the three months endgateghber 30, 2010, compared to a loss of
$320,000 for the same period in the prior year.e Ttrease in non-interest income was also a
result of an increase in mortgage loans held fler gdgination and refinancing volume during the
third quarter of 2010 by 8.3% and as a result ehgyaealized on the sale of available-for-sale
securities of $342,000. The Company sold $14.0aniin available-for-sale securities during the
third quarter of 2010 to reduce the long term nigtuisk within the portfolio. There were no
securities sold during the third quarter of 2009.

Non-interest income for the nine month period en8egtember 30, 2010, was $6.0 million, a
decrease of $535,000, or 8.17%, from $6.5 millionthe nine months ended September 30 2009.
The primary reason for the decrease in non-intaresime was a decrease in other income of
$583,000, or 40.57%, for the nine month periodsedn8eptember 30, 2010, as compared to the
same period in 2009. The decrease was primarniisalt of lower gains realized on the sale of
foreclosed assets held for sale as compared tgribe year period. In addition, in 2009 the
Company recognized a $100,000 discount on the eagwff of Blue Valley Building Corp. term
notes. The decrease in non-interest income wastdffy an increase in gains realized on available-
for-sale securities by $91,000, or 26.30%. Theeeew$19.0 million securities sold during 2010
compared to $11.0 million in 2009.

Other factors contributing to changes in non-irgerecome include an increase in loans held for
sale fee income of $38,000, or 3.92%, and $78,008,37%, for the three and nine month periods
ended September 30, 2010, as compared to the sindgin 2009. This increase was primarily
due to the gains realized on mortgage loans heldd® of $134,000 for the nine month period
ended September 30, 2010, as compared to a g&f6o®00 for the same period in 2009 as a
result of the Company adopting the fair value aptior financial assets and financial liabilities
(ASC 825) as of April 1, 2009. The increase wagigdy offset by a decline in the volume of
mortgage loans held for sale originations and asfaing for the nine month period. NSF charges
and service fees decreased by $127,000, or 33.@B880$324,000, or 28.15%, for the three and
nine month periods ended September 30, 2010, aparenh to the same periods in 2009. The
decrease was due to fewer overdraft items by ostomers and a decrease in account service
charges on commercial accounts. Other servicggeBdancome, which includes income from trust
services, investment brokerage, merchant bankeamkgsing and debit card processing, increased
by $95,000, or 21.06%, and $203,000, or 15.64% tHerthree and nine month periods ended
September 30, 2010, as compared to the same parod809. The increase was primarily
attributed to income generated from signature bakdait card transactions associated with our
performance checking product and increased actimitpur investment brokerage department.
Future growth of other non-interest income catexgrs dependent on new product development
and growth in our customer base.
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Non-interest Expense

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(In thousands)
Salaries and employee benefits.................. $ 2,964 $ 3,189 $ 8,800 $ 9,335
Net occupancy eXpense ..........ocoeeeeeeeesecmoe 704 720 2,104 2,153
Other operating eXpenses ..............o.. e 2,473 2,692 7,816 8,859
Total non-interest expense................ $ 6,141 $ 6,601 $ 18,720 $ 20,347

Non-interest expense decreased $460,000, or 6.@/$6.1 million during the three month period
ended September 30, 2010, compared to $6.6 milliging the prior year period. For the nine
month period ended September 30, 2010, non-interpsnse decreased $1.6 million, or 8.00%, to
$18.7 million compared to $20.3 million in the prigear period. The change was attributed to a
decrease in other operating expenses of $219,00014%, and $1.0 million, or 11.77%, during
the three and nine month periods ended Septemhe203®@, as compared to the same period in
2009. The decline in other operating expensesavasult of the Company recording a $302,000
provision for other real estate in 2010 compare®388,000 in 2009 as a result of the decline in
real estate values. In addition, expenses relat@ther real estate owned decreased $198,000, or
41.48%, and $321,000, or 24.86%, for the threerané months ended September 30, 2010 as a
result of a reduction in the number of construcaod rehab properties held for sale. The decrease
was partly offset by a higher deposit insurancesssent by the FDIC as a result of the increase in
assessment rates by the FDIC during 20089.

Another factor contributing to the decrease in imdarest expense was a decrease in salaries and
employee benefits of $225,000, or 7.06%, and $%85,0r 5.73%, during the three and nine month
periods ended September 30, 2010. The decreasdaimes and employee benefits was a result of
lower salaries expense as a result of staff restring in the third quarter of 2009 and lower
commissions paid during 2010, as compared to tioe pear period, on mortgage loans originated
and sold in the secondary market as a result akdsed origination and refinancing volume and a
change in the commission structure for each loaginated and sold. Net occupancy expense
decreased slightly by $16,000, or 2.22%, and $49,00 2.28%, for the three and nine month
periods ended September 30, 2010 as a result ef l@pairs and maintenance expenses.

Financial Condition

Total assets for the Company at September 30, 20&fe $755.4 million, a decrease of $18.6
million, or 2.40%, compared to $774.0 million atdeenber 31, 2009. Deposits were $569.5
million compared with $590.1 million at December, 2D09, a decrease of $20.6 million, or
3.49%. Stockholders' equity was $58.8 million aptember 30, 2010, compared with $60.6
million at December 31, 2009, a decrease of $1lBomj or 3.00%.

Investments Available-for-sale securities at September 30, 2@dt@led $76.5 million, reflecting a

5.09% increase from $72.8 million at December 302X The increase was a result of the
purchase of $84.9 million in available-for-salews@@es during 2010. The Company purchased the
investments to replace $63.0 million called or medusecurities and to invest excess liquidity in
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higher yielding investments. In addition, the Camyp sold $19.0 million in available-for-sale
securities to reduce long term maturity risk witttie investment portfolio.

Loans Held for SaleMortgage loans held for sale at September 30, 201fled $9.0 million, an
increase of $237,000, or 2.71%, compared to $8liBomiat December 31, 2009. As of April 1,
2009, the Company elected to carry loans helddtw at fair value. The volume of loans held for
sale originated during 2010 slowed as a result glosv down in mortgage originations and
refinancing due to rate and economic environmédtring the third quarter 2010, the volume of
mortgage loans held for sale origination and refoireg has increased as a result of a decline in
mortgage rates during the period.

Loans. Loans at September 30, 2010, totaled $500.2 mjllreflecting a decrease of $53.9

million, or 9.72%, compared to $554.1 million atd@enber 31, 2009. The decrease in the loan
portfolio was attributed to several larger loangipg off, the foreclosure of approximately $10.4

million of foreclosed assets held for sale durir@l@ and lower loan originations due to the

current economic conditions. The loan to depogiiorat September 30, 2010, was 87.83%
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 placemoraccrual 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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Item 2. Management's Discussion and Analysis of kancial Condition
and Results of Operations

The following table sets forth our non-performirggats as of the dates indicated:

Non-Performing Assets

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

(In thousands)
Commercial and all other loans:

Past due 90 days or more $ — 8 — $ —

Non-accrual 653 2,616 1,327
Commercial real estate loans:

Past due 90 days or more — — —

Non-accrual 12,314 16,321 13,267
Construction loans:

Past due 90 days or more — — —

Non-accrual 11,697 16,212 11,205
Home equity loans :

Past due 90 days or more — — —

Non-accrual 530 374 344
Residential real estate loans:

Past due 90 days or more — — —

Non-accrual 6,137 6,535 8,404
Lease financing:

Past due 90 days or more — — —

Non-accrual 230 328 335
Consumer loans:

Past due 90 days or more — — —

Non-accrual 53 53 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 31,614 42,439 34,888
Foreclosed assets held for sale 21,362 10,506 19,434
Total non-performing assets $ 52976 $_ 52945 $_ 54,322
Total non-performing loans to total loans 6.32% 7.26% 6.30%
Total non-performing loans to total assets 4.19% 5.14% 451%
Allowance for loan losses to non-performing loans 3.93% 55.85% 57.33%

Non-performing assets to loans and foreclosed
assets held for sale 10.16% 8.90% 9.47%



Item 2. Management's Discussion and Analysis of kancial Condition
and Results of Operations

Non-performing loans decreased to $31.6 milliorSeptember 30, 2010, from $34.9 million at
December 31, 2009. The decrease in non-perfortoiaigs was attributed to a decrease in non-
performing residential real estate loans by $2.Bianj non-performing commercial real estate
loans by $953,000, and non-performing commerciahsoby $674,000 from December 31, 2009.
These decreases were primarily the result of skl@mger loan payoffs and the foreclosure on
three credit relationships. The decrease wasypaffset by an increase in non-performing
construction loans by $492,000 and non-performiognér equity loans by $186,000. The increase
in the construction loan portfolio was a resultloé deterioration of two builder relationships as a
result of industry decline in the real estate mbagdel general economy. If the trend continues in
the loan portfolio, it could result in an increasenon-performing assets and foreclosed assets held
for sale. We closely monitor non-performing crewitationships and our philosophy has been to
value non-performing loans at their estimated ctiliée value and to aggressively manage these
situations. Foreclosed assets held for sale wefe4$million as of September 30, 2010. The
Company has sold $8.4 million in foreclosed asaeat has transferred $10.8 million in loans to
foreclosed property during 2010. The Company ively marketing these properties and working
to reduce the balance of foreclosed assets hekhfer
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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

Nine Months Nine Months
Ended Ended Year Ended
September 30, September 30, December 31,
2010 2009 2009
(In thousands)
Balance at Beginning of Period $ 20,000 $ 12,368 $ 12,368
Loans Charged Off
Commercial loans 797 3,307 4,713
Commercial real estate loans 407 124 374
Construction loans 3,354 4,602 7,716
Home equity loans 125 164 653
Residential real estate loans 364 412 1,480
Lease financing 6 55 109
Consumer loans — 37 58
Total loans charged-off 5,053 8,701 15,103
Recoveries
Commercial loans 382 111 259
Commercial real estate loans 125 121 123
Construction loans 104 577 592
Home equity loans 17 — 31
Residential real estate loans 7 69 72
Lease financing 14 21 21
Consumer loans 17 2 2
Total recoveries 666 901 1,100
Net Loans Charged Off 4,387 7,800 14,003
Provision for Loan Losses 1,450 19,135 21,635
Balance at End of Period $ 17,063 $ 23,703 $ 20,000
Loans Outstanding
Average $ 524,014 $ 620,499 $ 608,080
End of period 500,228 584,583 554,111

Ratio of Allowance for Loan Losses to
Loans Outstanding

Average 3.26% 3.82% 3.29%

End of period 3.41% 4.05% 3.61%
Ratio of Net Charge-Offs to

Average loans 0.84% 1.26% 2.30%

End of period loans 0.88% 1.33% 2.53%

The allowance for loan losses as a percent of lotals decreased to 3.41% as of September 30,
2010, compared to 3.61% as of December 31, 200 rdtio of net charge-offs to average loans
has declined since September 30, 2009 by approaiyna8.33%.

40



Item 2. Management's Discussion and Analysis of kancial Condition
and Results of Operations

Deposits.Deposits decreased by $20.6 million, or 3.49%, 3695 million as of September 30,
2010, compared with $590.1 million at DecemberZM)9. The decrease was primarily attributed
to a decrease in time deposits of $42.0 million1427%, as a result of brokered time deposits of
$28.4 million that were not renewed as they matuhadng 2010. In addition, the Company had
$25.0 million in public funds in the CDARS programature and not renew in September 2010. As
these funds go out for bid, the Company has therppity to make a bid for the funds. The
increase in savings, NOW and money market depoti#&2.9 million, or 1.42%, was specifically
due to growth experienced in our performance cimgckiccounts. The performance checking
product has been attractive to our market as is @ayigher rate of interest to the customer on
balances up to $25,000 as long as the customerzhsiginature based debit card transactions and at
least one ACH direct deposit each statement cydlee Company realizes non-interest income
from the signature based debit card transactioaswhen netted against the high rate paid to the
customer, results in a very attractive cost of fufat the Company. Demand deposits increased
$17.7 million, or 20.35%, to $109.7 million as aBember 30, 2010, compared with $91.2 million
at December 31, 2009. The Company continues td worreplacing brokered funds with core
deposits by generating interest in the performastuecking product, as well as other products
offered by the Company.

Liquidity. Liquidity is measured by a financial institutiorgbility to raise funds through deposits,
borrowed funds, capital, or the sale of marketadsets, 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 licasdets, and accessibility to the money and
capital markets. The funds are used to meet depithidrawals, maintain reserve requirements,
fund loans and operate the organization. Core gitppadefined as demand deposits, interest-
bearing transaction accounts, savings depositstiem deposits less than $100,000 (excluding
brokered deposits), were 73.83% and 69.76% of ot deposits at September 30, 2010, and
December 31, 2009, respectively. Although clasgifis brokered deposits for regulatory purpose,
funds placed through the CDARS program are Bantoousr relationships that management views
as core deposits. If CDARS deposits under $100a06ed in the CDARS program are added
back, our core deposit ratio would be 76.42% ate$aper 30, 2010, and 74.11% at December 31,
2009. Generally, the Company’s funding strategtoi$und loan growth with core deposits and
utilize alternative sources of funds such as adesiborrowings from the Federal Home Loan Bank
of Topeka (“FHLBank”), as well as the brokered Clarket to provide for additional liquidity
needs and take advantage of opportunities for lawets. If needed, FHLBank borrowings are
used to fund originations of mortgage loans hetdstde. Advance 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 September 30,
2010, approximately $25.4 million was available.dvAnces are made at the discretion of the
FHLBank.

In addition, the Company uses other forms of stesrtz 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 September 30, 2010, was apmrately $23.9 million. Advances are made at
the discretion of the Federal Reserve Bank of Ka@§gy.

41



Item 2. Management's Discussion and Analysis of kancial Condition
and Results of Operations

The Company also uses the brokered market as aesofitiquidity. As of September 30, 2010,
excluding CDARS as described above, the Companyapadoximately $17.2 million in brokered
deposits compared to $45.6 million at December2809, a decrease of $28.4 million, or 62.28%.
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 paymentsianday 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 qugiitgterest related to trust preferred securities o
BVBC Capital Trust Ill due March 31, 2009 througlkepfember 30, 2010 and the quarterly
payment of interest related to trust preferred sees of BVBC Capital Trust Il due on April, 24,
2009 through October 24, 2010. In addition, atréwuest of the Federal Reserve Bank of Kansas
City, the Company notified the United States Dapartt of the Treasury (the “Treasury”) of its
intention to defer the quarterly dividend paymeaotsthe Preferred Shares since May 15, 2009.
The dividend payment due August 15, 2010 was tkth siividend deferred by the Company. As
part of the agreement, dividends compound if thegriee and are not paid. Failure by the
Company to pay the Preferred Share dividend isasnatvent of default. However, a failure to pay
a total of six Preferred Share dividends, whethenat consecutive, gives the holders of the
Preferred Shares the right to elect two directorthe Company’s Board of Directors. That right
would continue until the Company pays all divideimdarrears. At this time, the Treasury has not
elected a director to serve on the Company's Badr@directors however will be sending an
observer to attend the Company’s board meetindee Qompany has accrued for interest and the
dividends and has every intention to bring the galtion current as soon as permitted. As of
September 30, 2010, the Company has accrued $3libnmior dividends and interest on
outstanding trust preferred securities and PredeB8bares. There are other ancillary expenses
related to the legal and accounting fees whichctbel incurred without the ability of the Bank to
dividend to the Company. The Company currentlyntadins cash balances sufficient to cover such
ancillary expenses for several years based ornriugt@xpense amounts.

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

Capital. At September 30, 2010, our total stockholders'tgquas $58.8 million and our equity to
asset ratio was 7.78%. At September 30, 2010 Tmurl capital ratio was 11.61% compared to
11.26% at December 31, 2009, while our total riakdal capital ratio was 12.89% compared to
12.54% at December 31, 2009. As of September @D),2he Company had capital in excess of
the requirements for an “adequately-capitalizedikbholding company. At September 30, 2010,
the Bank’s Tier 1 capital ratio was 12.02% compdamed1.39% at December 31, 2009, while our
total risk-based capital ratio was 13.29% compared2.67% at December 31, 2009. As of
September 30, 2010, the Bank had capital in exck#ise requirements for a “well-capitalized”
institution.
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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 analfthe 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 interggtome 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 nehemic value of equity at risk at September
30, 2010 based on the indicated instantaneousemaapent changes in interest rates.

Net Interest Net Economic
Income Value of
Changes in Interest Rates (next 12 months) Equigt Risk
200 basis point rise 9.05 % (4.78)%
Base Rate Scenario - -
200 basis point decline 452 % 2.02 %

The above table indicates that, at September 300,2@ the event of a sudden and sustained
increase or decrease in prevailing market rates,net interest income would be expected to
increase. This is a result of an increase in ouerést-bearing demand deposit balances,
specifically our performance checking accounts.e ifitrease in interest-bearing demand deposit
balances provides the Company with greater cootref the cost of its funding base and enables
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the Company to expand its net interest margin innareasing or decreasing rate environment.
The Bank has placed floors on its loans over thedaveral 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, whiagkuld 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 liabilitieat

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 SeptembeR@LO, in the event of a sudden increase in
prevailing market rates, the economic value of eguity 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 2Gsis point decline in interest rates will resulaim
increase in the economic value of our equity asctiange in estimated gain on assets exceeds the
change in estimated loss on liabilities in thigmest rate scenario. Currently, under a fallirtg ra
environment, the Company's estimated market vdll@aos could increase as a result of fixed rate
loans, net of possible prepayments. However, tienated market value increase in fixed rate
loans is offset by time deposits unable to repticwer rates immediately and fixed-rate callable
advances from FHLBank. The likelihood of advandexing called in a decreasing rate
environment is diminished resulting in the advaneeisting 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 disclosedibyssuer 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 September 30, 2010, which haterially affected, 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

Not applicable

Item 5. Other Information

None

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: November 12, 2010 By: /s/ Robert D. Regn
Robert D. Regnier, President and

Chief Executive Officer and Director
(Principal Executive Officer)

Date: November 12, 2010 By: /s/ Mark A. Faotin
Mark A. Fortino, Chief Financial @fér

(Principal Financial and Accounting Offite
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