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PART |

Preliminary Note Concerning Forward-Looking Statements

This report contains statements about the futupeeations, activities and events that constitatevérd-looking statements. Forwalabking
statements express our beliefs, assumptions aret&tipns of our future financial and operatingf@@nance and growth plans, taking i
account information currently available to us. Thasatements are not statements of historical Tawt. words “believe,” “may,” “should,”
“anticipate,” “estimate,” “expect,” “intend,” “objive,” “seek,” “plan,” “strive” or similar words, or the negatives of these woidentify
forward-looking statements.

Forwardiooking statements involve risks and uncertaintied may cause our actual results to differ matgrieom the expectations of futu
results we expressed or implied in any forwhroking statements. These risks and uncertaindase difficult to predict and may be out of
control. Factors that could contribute to differesdn our results include, but are not limited ttedioration in the financial condition
borrowers resulting in significant increases innldasses and provisions for those losses; chamgéeeiinterest rate environment, which 1
reduce our margins or impact the value of secatitans, deposits and other financial instrumesttanges in loan underwriting, credit rev
or loss reserve policies associated with econominditions, examination conclusions, or regulatogvelopments; general economic
business conditions, either nationally, regionaliyjocally in the communities we serve, may be wdtsn expected, resulting in, among ¢
things, a deterioration in credit quality or a reeld demand for credit; the results of regulatogneixations; any matter that would cause |
conclude that there was impairment of any asseliiding intangible assets; the continued servickeyf management personnel; our abilit
attract, motivate and retain qualified employeastdrs that increase the competitive pressure ardepgsitory and other financial institutic
including product and pricing pressures; the gbiit our competitors with greater financial resagd¢o develop and introduce products
services that enable them to compete more sucdigstfan us; the impact of governmental restrician entities participating in the Cap
Purchase Program of the U.S. Department of thestUrgainability to comply with regulatory capitaquirements and to secure any reqt
regulatory approvals for capital actions; legislator regulatory developments, including changdaws concerning taxes, banking, securi
insurance and other aspects of the financial sesvitdustry; and fiscal and governmental policiethe United States federal government.

Other risks are detailed in Iltem 1A. “Risk Factoof"this Form 10K all of which are difficult to predict and many wfich are beyond o
control.

Forward-looking statements are not guarantees iddqmeance or results. A forwaddoking statement may include the assumptions ge:
underlying the forwardeoking statement. We have made our assumption$asess in good faith and believe they are reasen® cautio
you however, that estimates based on such assumpiiobases frequently differ from actual reswdty] the differences can be material.
forwarddooking statements included in this report spealy as of the date of the report. We do not intemdipdate these statements ur
applicable laws require us to do so.

Item 1. Business
Overview

We are a bank holding company headquartered insiilgi, Kentucky. We operate the ninth largest bdokniciled in the Commonwealth
Kentucky based on total assets through our wholipexl subsidiary PBI Bank. We operate 18 fdhvice banking offices in twelve countie
Kentucky. Our markets include metropolitan Louikvih Jefferson County and the surrounding courdgfddenry and Bullitt, and extend so
along the Interstate 65 corridor to Tennessee. #eessouth central Kentucky and southern Kentucgynfbanking offices in Butler, Gres
Hart, Edmonson, Barren, Warren, Ohio, and Daviemsn@es. We also have an office in Lexington, theosid largest city in Kentucky. F
Bank is a community bank with a wide range of conuia and personal banking products. As of Decen3fier2013, we had total asset:
$1.1 billion, total loans of $709.3 million, totd¢posits of $987.7 million and stockholders’ equity$35.9 million.

History

We were organized in 1988, and historically conddaiur banking business through separate commbaitgs under the common control ¢
Chester Porter, our chairman emeritus, and Mari®duvette, our former chairman and chief executiffecer. In 2005, we completec
reorganization in which we consolidated our sulasidibanks into a single bank. On December 31, 20@5,renamed our consolida
subsidiary PBI Bank to create a single brand naoneofir banking operations throughout our market.ake completed our initial pub
offering in September 2006.
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On November 21, 2008, we issued to the U.S. Trgasurexchange for cash consideration of $35.0iomjl (i) 35,000 shares of Fixed R
Cumulative Perpetual Preferred Stock, Series Ahwailiquidation preference of $1,000 per share (8eries A Preferred Stock™gnd (i) ¢
warrant to purchase up to 330,561 shares of ountmmstock for $15.88 per share.

In 2010, we completed a $32.0 million private plaeat to accredited investors. Following completairthe transactions involved, Pol
Bancorp had issued (i) 2,465,569 shares of comrtaek,s(ii) 317,042 shares of Noxeting Cumulative Mandatorily Convertible Perpe
Preferred Shares, Series C (“Series C Preferrezk’Stand (iii) warrants to purchase 1,163,045 shaxrenonvoting common stock at a price
$11.50 per share. See Item 7. Management'’s Disoussid Analysis of Financial Condition and Resaft®©peration — Capital.

On June 24, 2011, PBI Bank entered into a ConsederOwith the Federal Deposit Insurance CorporatifDIC”) and the Kentuck
Department of Financial Institutions (“KDFI"Yhe consent order requires the Bank to improvasiet quality, reduce its loan concentrat
and maintain a minimum Tier 1 leverage ratio of & a minimum total risk based capital ratio of 12%

On September 21, 2011, Porter Bancorp enteredaintoitten agreement with the Federal Reserve Bdr&t.oLouis. Porter Bancorp me
formal commitments to use its resources to senasmirce of strength for PBI Bank, to assist thalBin addressing weaknesses identifie
the FDIC and the KDFI, to pay no dividends withpubr written approval, to pay no interest on sutioated debentures or principal on t
preferred securities without written approval, amdubmit a plan to maintain sufficient capital.

In October 2012, the Bank entered into a new Cdndeder with the FDIC and KDFI again agreeing toimtein a minimum Tier 1 levera
ratio of 9% and a minimum total risk based capittio of 12%. The Bank also agreed that if it skolod unable to reach the required ca
levels, and if directed in writing by the FDIC, ththe Bank would within 30 days develop, adopt mmglement a written plan to sell or me
itself into another federally insured financial tingion or otherwise immediately obtain a suffidiecapital investment into the Bank to f
meet the capital requirements. We have not beertdid by the FDIC to implement such a plan. ThesénnOrder also requires the Ban
continue to adhere to the plans implemented inamsp to the June 2011 Consent Order, and incliesubstantive provisions of the J
2011 Consent Order.

Our Markets

We operate in markets that include the four largésts in Kentucky — Louisville, Lexington, Owersib and Bowling Green and in othe
communities along the 1-65 corridor.

. Louisville/Jefferson, Bullitt and Henry Counties: Our headquarters are in Louisville, the largest zitKentucky and tr
twenty-seventh largest city in the United States. We &lwee banking offices in Bullitt County, south of uisville, anc
Henry County, east of Louisville. Our six bankinffi@es in these counties also serve the contigumusties of Spence
Shelby and Oldham to the east and northeast ofskitlei. The area employers are diversified across many industare
include the air hub for United Parcel Service (“UR8vo Ford assembly plants, General Electi€onsumer and Industi
division, Humana, Norton Healthcare, Brc-Forman, YUM! Brands, Papa JC's Pizza, and Texas Roadhot

. Lexington/Fayette County: Lexington, located in Fayette County, is the seclamgest city in Kentucky. Lexington is 1
financial, educational, retail, healthcare anduralt hub for Central and Eastern Kentucky. It i®Wn worldwide for it
Bluegrass horse farms and Keeneland Race Trackpraodly boasts of itself as “The Horse Capitatref World.” It is alsc
the home of the University of Kentucky and Transyla University. The ares’employers include Toyota, Lexmark, i
Global Services and Valvolin

. Southern Kentucky: This market includes Bowling Green, the third latgaty in Kentucky, located about 60 miles nort
Nashville, Tennessee. Bowling Green, located inrédfaICounty, is the home of Western Kentucky Unitgrand is th
economic hub of the area. This market also incldlkigging communities in the contiguous Barren Cigumcluding the cit
of Glasgow. Major employers in Barren and Warreru@es include GMs Corvette plant, several other automc
facilities, and R.R. Donnell¢ s regional printing facility

. Owensboro/Daviess CountyOwensboro, located on the banks of the Ohio Riggfentuckys fourth largest city. The ci
is called a festival city, with over 20 annual commity celebrations that attract visitors from arduhe world, including it
world famous Bar-B-Q Festival which attracts ov8ra®0 visitors giving Owensboro recognition as “Be-B-Q Capital o
the World”. It is an industrial, medical, retail and culturalbhfor Western Kentucky and the area employersude
Owensboro Medical System, Texas Gas, US Bank Howrtgelge and Toyotets
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. South Central Kentucky: South of the Louisville metropolitan area, we h&amking offices in Butler, Edmonson, Gre
Hart, and Ohio Counties. This region includes staldmmunity markets comprised primarily of agriatdil and service-
based businesses. Each of our banking officeseetmarkets has a stable customer and core dbpesi

Our Products and Services

We meet our customerdianking needs with a broad range of financial petelland services. Our lending services include eséhte
commercial, mortgage and consumer loans to smatigdiumsized businesses, the owners and employees of bssgesses, as well as ot
executives and professionals. We complement oulingnoperations with an array of retail and comnatrdeposit products. In addition,
offer our customers drivihrough banking facilities, automatic teller maasnnight depository, personalized checks, crexdils; debit card
internet banking, electronic funds transfers thfodgCH services, domestic and foreign wire transfénavelers’checks, cash managem:
vault services, lock box services, along with laad deposit sweep accounts.

Employees

At December 31, 2013, the Company had 260 tie equivalent employees. Our employees are nbfestito a collective bargaini
agreement, and management considers the Compatgt®nship with employees to be good.

Competition

The banking business is highly competitive, andexperience competition in our market from many offreancial institutions. Competitic
among financial institutions is based upon interagts offered on deposit accounts, interest rettesged on loans, other credit and sel
charges relating to loans, the quality and scop¢hefservices offered, the convenience of bankaxjlifies and, in the case of loans
commercial borrowers, relative lending limits. Wempete with commercial banks, credit unions, saviagd loan associations, mortg
banking firms, consumer finance companies, seegrltrokerage firms, insurance companies, moneyehéukds and other mutual funds
well as super-regional, national and internatidimancial institutions that operate offices witluar market area and beyond.

Supervision and Regulation

Consent Order and Formal Written Agreement.On June 24, 2011, PBI Bank entered into a ConsesferQvith the FDIC and the Kentuc
Department of Financial Institutions. PBI Bank agteo obtain the written consent of both agenciefere declaring or paying any futi
dividends. As a practical matter, PBI Bank will &t able to pay dividends to Porter Bancorp forftlheseeable future. The Consent Order
establishes benchmarks for the Bank to improvasset quality, reduce its loan concentrations,maaithtain a minimum Tier 1 leverage ratic
9% and a minimum total risk based capital ratid2%. At December 31, 2013, the Bank’s Tier 1 legereatio was 6.3% and its total risk-
based capital ratio was 9.4%, which are below themums of 9.0% and 12.0% required by the BanRbnsent Order. At December 31, 2!
Porter Bancorp’s leverage ratio was 5.0% and il tisk-based capital ratio was 7.3%. We are continuingedfarts to strengthen our cap
levels and comply with the Consent Order as oullimethe current written capital plan submittedthg Bank to its regulators.

On September 21, 2011, we entered into a formattemriagreement with the Federal Bank of St. Lo®erter Bancorp made forn
commitments in the agreement to use its finangidlmanagement resources to serve as a sourcendtsifor the Bank and to assist the E
in addressing weaknesses identified by the FDIC thedKDFI, to pay no dividends without prior writteapproval, to pay no interest
principal on subordinated debentures or trust prede securities without written approval, and tdrsit an acceptable plan to maini
sufficient capital.

In October 2012, the Bank entered into a new CdnSetter with the FDIC and KDFI again agreeing toimtein a minimum Tier 1 levera
ratio of 9% and a minimum total risk based capitdio of 12%. The Bank also agreed that if it skdoé unable to reach the required ca
levels, and if directed in writing by the FDIC, ththe Bank would within 30 days develop, adopt emplement a written plan to sell or me
itself into another federally insured financialtingion or otherwise obtain a capital investmartbithe Bank sufficient to recapitalize the b
We have not been directed by the FDIC to implensenh a plan.

We expect to continue to work with our regulataye/ard capital ratio compliance as outlined in ouitten capital plan. The new Cons
Order also requires the Bank to continue to adberhe plans implemented in response to the Judd Zbnsent Order, and includes
substantive provisions of the June 2011 Consen¢iOWlhile we have substantially complied with then€ent Order, as of December 31, 2
the capital ratios required by the Consent Ordeewet met.
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Bank and Holding Company Laws, Rules and Regulation The following is a summary description of the relew laws, rules at
regulations governing banks and bank holding con@gamhe descriptions of, and references to, thtitgs and regulations below are t
summaries and do not purport to be complete. Tkerig#ions are qualified in their entirety by refece to the specific statutes and regula
discussed.

The Dodd-Frank Act. On July 21, 2010, the Dodd-Frank Wall Street Refamd Consumer Protection Act of 2010 (“Dodd-Frardt”"Awas
signed into law. The DodBrank Act imposes new restrictions and an exparidedework of regulatory oversight for financial fitistions
including depository institutions. Because the Déddnk Act requires various federal agencies to adoproad range of regulations v
significant discretion, certain of the details loé law and the effects it will have on the Compare/not known at this time.

The DoddFrank Act represents a comprehensive overhaul efitfancial services industry within the United t8& There are a number
reform provisions that significantly impact the vgaiy which banks and bank holding companies, inoydhe Company, do business.
example, the Dodérank Act changes the assessment base for fedepalsi insurance premiums by modifying the depossuranc
assessment base calculation to be based on a meposistitution’s consolidated assets less tangible capital instdadeposits, ar
permanently increases the standard maximum amduwgpmsit insurance per customer to $250,000. Tbe@dBrank Act also imposes mc
stringent capital requirements on bank holding canigs by, among other things, imposing leveragesain bank holding companies
prohibiting new trust preferred security issuanftes counting as Tier | capital. The Doédank Act also repeals the federal prohibition loe
payment of interest on demand deposits, therebyifieérg depository institutions to pay interest lbbusiness transaction and other acco
The Act codifies and expands the Federal Reses@irce of strength doctrine, which requires aidiank holding companies serve as a sc
of financial strength for its subsidiary banks. @tlprovisions of the Dod8fank Act include, but are not limited to: (i) theeation of a ne
financial consumer protection agency that is emped/¢o promulgate new consumer protection reguiat@nd revise existing regulation:
many areas of consumer protection; (ii) enhancgdlation of financial markets, including derivativand securitization markets; (iii) refc
related to the regulation of credit rating agencieg the elimination of certain trading activiidoy banks; and (v) new disclosure and ¢
requirements relating to executive compensationcanplorate governance.

Many provisions of the Dodd-Frank Act will requiirgerpretation and rulemaking by federal agencies. The Company monitdrsefdvan
sections of the Dodd-Frank Act to ensure continc@apliance with laws and regulations. While théméite effect of the Dodé&rank Act ol
the Company is not fully known, the law is likely tesult in increased compliance costs and feed fgaregulators, along with possi
restrictions on the Company’s operations.

Porter Bancorp. Porter Bancorp is registered as a bank holding emyppinder the Bank Holding Company Act of 1956aasnded, and
subject to supervision and regulation by the Badr@overnors of the Federal Reserve System. As, suelmust file with the Federal Rese
Board annual and quarterly reports and other inftion regarding our business operations and thmdss operations of our subsidiaries.
are also subject to examination by the Federal ired®@oard and to operational guidelines establidhethe Federal Reserve Board. We
subject to the Bank Holding Company Act and otleetefal laws on the types of activities in which may engage, and to other supervi:
requirements, including regulatory enforcementaamdifor violations of laws and regulations.

Acquisitions A bank holding company must obtain Federal ResBoard approval before acquiring, directly or indifg, ownership or contr
of more than 5% of the voting stock or all or sabsally all of the assets of a bank, merging onsmidating with any other bank hold
company and before engaging, or acquiring a complaatyis not a bank but is engaged in certain Imamking activities. Federal law a
prohibits a person or group of persons from acqgificontrol” of a bank holding company without notifying the Eel Reserve Board
advance, and then only if the Federal Reserve Bdaes not object to the proposed transaction. Euefal Reserve Board has establist
rebuttable presumptive standard that the acquisitib10% or more of the voting stock of a bank lddcompany would constitute
acquisition of control of the bank holding compahyaddition, any company is required to obtain &épgroval of the Federal Reserve B
before acquiring 25% (5% in the case of an acquivat is a bank holding company) or more of ang<laf a bank holding compasyvoting
securities, or otherwise obtaining control or arftrolling influence” over a bank holding company.

Permissible ActivitiesA bank holding company is generally permitted unitier Bank Holding Company Act to engage in or aegdirect o
indirect control of more than 5% of the voting sfsapf any bank, bank holding company or companyged in any activity that the Fedt
Reserve Board determines to be so closely relatedriking as to be a proper incident to the businébanking.
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Under current federal law, a bank holding compamy mlect to become a financial holding company,ciwrénables the holding compan!
conduct activities that are “financial in naturéttivities that are “financial in naturefhclude securities underwriting, dealing and me
making; sponsoring mutual funds and investment @mgs; insurance underwriting and agency; merchbanking activities; and activities tl
the Federal Reserve Board has determined to belgloslated to banking. No regulatory approval viaé required for a financial holdi
company to acquire a company, other than a bankavings association, engaged in activities thatfia@ncial in nature or incidental
activities that are financial in nature, as deteedi by the Federal Reserve Board. We have not ditedlection to become a financial holc
company.

U.S. Treasury Capital Purchase Progran®n November 21, 2008, pursuant to the U.S. Depart of the Treasury’s (the “U.S. Treasyry”
Capital Purchase Program (the “CPP”) establishetbuthe Emergency Economic Stabilization Act of @EESA”), Porter Bancorp issu
and sold to the U.S. Treasury in an offering exefrgn registration under the Securities Act of 19@335,000 shares of Porter Bancarp’
Fixed Rate Cumulative Perpetual Preferred StockeSé\, no par value and liquidation preferenced®@,per share ($35.0 million aggre¢
liquidation preference) (the “Series A PreferredcBt) and (ii) a warrant (the “Warrant®o purchase 330,561 shares (adjusted for
dividends) of Porter Bancorp’s common stock, ataercise price of $15.88 per share (adjusted fuckstividends), subject to certain anti-
dilution and other adjustments for an aggregatetmse price of $35.0 million in cash. The secwgiparchase agreement, dated Novembe
2008, pursuant to which the securities issuedadis. Treasury under the CPP were sold, limitgpthament of dividends on Porter Bancarp’
common stock to the quarterly dividend level attihee of the transaction without prior approvaltieé U.S. Treasury, limits Porter Bancarp’
ability to repurchase shares of its common stodkh(eertain exceptions, including the repurchasewfcommon stock to offset share dilu
from equitybased compensation awards) and grants registretiois to the holders of the Series A PreferredciStehe Warrant and t
common stock of Porter Bancorp to be issued upgreaarcise of the Warrant. The U.S. Treasury haiied us that it may sell at auction -
shares of Series A Preferred Stock issued by timep@ay. We do not know, at this time, the U.S. Tuegs timeline for such a sale.

The American Recovery and Reinvestment Act (“ARR®Wgs enacted on February 17, 2009. ARRA imposesinegikecutive compensati
and corporate governance obligations on all curagnlt future CPP recipients, including Porter Bapcantil the institution has redeemed
preferred stock. On June 15, 2009, under the aitytgnanted to it under EESA and ARRA, the U. Sedsury issued an interim final rule ur
Section 111 of EESA, as amended by ARRA, regardimgpensation and corporate governance restrictiwatswould be imposed on C
recipients, effective June 15, 2009. As a CPP iecipwith currently outstanding CPP obligations, are subject to the compensation
corporate governance restrictions and requiremssttSorth in the interim final rule. The restriai® and requirements provided for in
implementing regulations are generally as follog@3:required us to establish an independent congtiemscommittee, (2) required us to ac
a corporate policy on luxury or excessive expemdity(3) requires our compensation committee talaonsemiannual risk assessment:
assure that our compensation arrangements do ©oueage “unnecessary and excessive rigksthe manipulation of earnings to incre
compensation; (4) requires us to recoup or “clawbamy bonus, retention award or incentive compensaigid by us to a senior execu
officer or any of our next 20 most highly compeersia¢mployees, if the payment was based on finas@s@ments or other performance cril
that are later found to be materially inaccuraf®;pfohibits us from making severance paymentsgoiden parachutedd any of our seni
executive officers or next five most highly compatesl employees; (6) prohibits us from paying orr@iog bonuses, retention awards
incentive compensation, except for certain loegn stock awards, to our five most highly compéseemployees; (7) prohibits us fr
providing tax grossyps to any of our senior executive officers or n2@tmost highly compensated employees; (8) requise$o provid
enhanced disclosure of perquisites to the FDICthadJ.S. Treasury; (9) requires us to disclosd¢oRDIC and the U.S. Treasury the use
role of compensation consultants; (10) requiresahief executive officer and chief financial office® provide period certifications about
compensation practices and compliance with theimténal rule; and (11) requires us to provideamual norbinding shareholder vote,
“say-on-pay”proposal, to approve the compensation of our naexedutives, consistent with regulations promulgdigdhe Securities al
Exchange Commission. On January 12, 2010, the SIBPted final regulations setting forth the paramgefer such sayn pay proposals f
public company CPP participants. The U.S. Treabasynotified us that it intends to sell at auctios shares of Series A Preferred Stock is
by the Company. We do not know the U.S. Treasutyimeline for that sale. If the U.S. Treasury ctetgs such a sale, most of
compensation restrictions described above willangér apply to the Company and the Bank.

Capital Adequacy Requirement$he Federal Reserve Board has adopted a system tiskbased capital guidelines to evaluate the ce
adequacy of bank holding companies. Under the ¢jnake specific categories of assets are assigifsstant risk weights, based generally
the perceived credit risk of the asset. These wislghts are multiplied by corresponding asset lmdarto determine a “risk-weighted’se
base. The guidelines require a minimum total baked capital ratio of 8.0%. At least half of tbe&ak capital must be composed of comi
equity, retained earnings, senior perpetual prefestock issued to the U. S. Treasury under the &fRIPqualifying perpetual preferred st
and certain hybrid capital instruments, less cerilaiangible assets (“Tier 1 capitalfhe remainder may consist of certain subordinatsat
certain hybrid capital instruments, qualifying @eéd stock and a limited amount of the allowarareldan losses (“Tier 2 capital’Yotal
capital is the sum of Tier 1 and Tier 2 capital. @® considered well-capitalized under the fisised capital guidelines, an institution n
maintain a total capital to total risk-weightedetsgatio of at least 10% and a Tier 1 capitabtaltriskweighted assets ratio of 6% or gre
We are under a Consent Order with our primary @&gus as previously discussed, and therefore carnaobnsidered wellapitalized. Plea:
see “Supervision and Regulation” above for our tadpequirements.
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In addition to the risksased capital guidelines, the Federal Reserve Based a leverage ratio as an additional tool tduetea the capiti
adequacy of bank holding companies. The leveratie isma companys Tier 1 capital divided by its average total cdidsted assets. Cert:
highly rated bank holding companies may maintamiaimum leverage ratio of 3.0%, but other bank lr@jdcompanies may be requirec
maintain a leverage ratio of 4.0%.

The federal banking agencies’ ribesed and leverage ratios are minimum supervistiysrgenerally applicable to banking organizatithra
meet certain specified criteria, assuming that thaye the highest regulatory rating. Banking orgatidns not meeting these criteria
expected to operate with capital positions welhabtihe minimum ratios. The federal bank regulatggncies may set capital requirement
a particular banking organization that are higlentthe minimum ratios when circumstances warieederal Reserve Board guidelines
provide that banking organizations experiencingrmal growth or making acquisitions will be expelcte maintain strong capital positic
substantially above the minimum supervisory leweighout significant reliance on intangible assets.

New Capital Requiremen— Possible Changes to Capital Requirements Resuitorg Basel Ill. In December 2010 and January 20hé
Basel Committee on Banking Supervision publishesl fthal texts of reforms on capital and liquiditergerally referred to as “Basel III.”
Although Basel Il is intended to be implementeddayticipating countries for large, internationadlgtive banks, its provisions are likely tc
considered by United States banking regulatorgirelbping new regulations applicable to other bankke United States, including the Be
For banks in the United States, among the mostfi&ignt provisions of Basel lll concerning capitak the following:

A minimum ratio of common equity to riskeighted assets reaching 4.5%, plus an additio®8b2s a capital conservation but
by 2019 after a pha-in period.

A minimum ratio of Tier 1 capital to ri-weighted assets reaching 6.0% by 2019 after a -in period.

* A minimum ratio of total capital to riskeighted assets, plus the additional 2.5% capitakervation buffer, reaching 10.5%
2019 after a pha-in period.

» An additional countercyclical capital buffer to imeposed by applicable national banking regulat@saglically at their discretio
with advance notice

» Restrictions on capital distributions and discnedicy bonuses applicable when capital ratios fathiwithe buffer zone
» Deduction from common equity of deferred tax astes depend on future profitability to be realiz
» Increased capital requirements for counterpartglitrisk relating to OTC derivatives, repos andwsiies financing activities

e For capital instruments issued on or after dan@3, 2013 (other than common equity), a lalsserbency requirement such that
instrument must be written off or converted to canmnequity if a trigger event occurs, either purduanapplicable law or at tl
direction of the banking regulator. A trigger evé&in event under which the banking entity wowdddme nonviable without t
write-off or conversion, or without an injection of cagifrom the public sector. The issuer must maintaithorization to issue t
requisite shares of common equity if conversionewequired

The Basel 1l provisions on liquidity include corepl criteria establishing a liquidity coverage raficCR”) and net stable funding ra
(“NSFR”). The purpose of the LCR is to ensure that a banktaias adequate unencumbered, high quality ligegks to meet its liquidi
needs for 30 days under a severe liquidity stressagio. The purpose of the NSFR is to promote mmdium and longerm funding of asse
and activities, using a one-year horizon. AltholBgsel 1l is described as a “final texit’is subject to the resolution of certain issuad &
further guidance and modification, as well as tomn by United States banking regulators, inalgdidecisions as to whether and to v
extent it will apply to United States banks tha aot large, internationally active banks. We areaaly subject to capital requirements imp
by our consent order that are higher than Basel IlI

Dividends.Under Federal Reserve policy, bank holding commasieuld pay cash dividends on common stock ontyobincome availabl
over the past year and only if prospective earnnetgntion is consistent with the organizatoekxpected future needs and financial cond
The policy provides that bank holding companiesusthmot declare a level of cash dividends that amitees the bank holding compasy’
ability to serve as a source of strength to itkbansubsidiaries.
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Porter Bancorp is a legal entity separate andndistrom PBI Bank. The majority of our revenuerisn dividends paid to us by PBI Bank. |
Bank is subject to laws and regulations that lithie amount of dividends it can pay. If, in the apmof a federal regulatory agency,
institution under its jurisdiction is engaged inisrabout to engage in an unsafe or unsound peadtie agency may require, after notice
hearing, that the institution cease such praclite. federal banking agencies have indicated thghgalividends that deplete an institutien’
capital base to an inadequate level would be amafanand unsound banking practice. Under the Fed2eglosit Insurance Corporat
Improvement Act (FDICIA), an insured institution ynaot pay any dividend if payment would cause itbecome undercapitalized or i
already is undercapitalized. Moreover, the Fedeeserve and the FDIC have issued policy statenpeotsding that bank holding compan
and banks should generally pay dividends only éwauorent operating earnings. A bank holding conypanay still declare and pay a divide
if it does not have current operating earninghd bank holding company expects profits for theérentear and the bank holding comp
obtains the prior consent of the Federal ReseregePBancorp and PBI Bank must obtain the prioittem consent of each of their prim
regulators prior to declaring or paying any futdreédends.

Under Kentucky law, dividends by Kentucky banks rbaypaid only from current or retained net profdefore any dividend may be decla
for any period (other than with respect to preférstock), a bank must increase its capital surpjuat least 10% of the net profits of the b
for the period until the bank’capital surplus equals the amount of its staggital attributable to its common stock. Moreouwbe Kentuck
Department of Financial Institutions must appradve tleclaration of dividends if the total divideridsbe declared by a bank for any calel
year would exceed the bé's total net profits for such year combined withrégined net profits for the preceding two yebass any require
transfers to surplus or a fund for the retiremdrgreferred stock or debt. We are also subjechéoktentucky Business Corporation Act, wt
generally prohibits dividends to the extent thesutein the insolvency of the corporation from dalpae sheet perspective or in the corpori
becoming unable to pay its debts as they comeRBlEBank did not pay any dividends in 2012 or 2013.

Porter Bancorp is in deferral on dividends duetensisued and outstanding Series A Preferred Stdatl accrued unpaid interest on Serie
Preferred Stock is paid in full and current, noidiands on common may be paid. Additionally, unleester Bancorp redeems all of the Se
A Preferred Stock issued to the U.S. Treasury omeNder 21, 2008 or unless the U.S. Treasury tremsiethe preferred securities to a tl
party, the consent of the U.S. Treasury is requioedPorter Bancorp to declare or pay any dividendnake any distribution on common st
other than (i) regular quarterly cash dividendsnof more than the per share dividend amount atithe of the issuance of the Serie:
Preferred Stock, as adjusted for any stock spbitksdividend, reverse stock split, reclassificatar similar transaction, (ii) dividends paye
solely in shares of common stock and (iii) dividemud distributions of rights or junior stock in eattion with a shareholders’ rights plan.

Imposition of Liability for Undercapitalized Subgides. Bank regulators are required to take “prompt cdivecaction”to resolve problen
associated with insured depository institutions sehocapital declines below certain levels. In theeng¢van institution becom
“undercapitalized,”it must submit a capital restoration plan. The piestoration plan will not be accepted by thgutators unless ea
company having control of the undercapitalizediingbn guarantees the subsidiaytompliance with the capital restoration plan ope
certain specified amount. Any such guarantee fratagository institution’s holding company is emtitlto a priority of payment in bankruptcy.

The aggregate liability of the holding company ofumdercapitalized bank is limited to the lesseb%f of the institutiors assets at the time
became undercapitalized or the amount necessa@guse the institution to be “adequately capitaliz&the bank regulators have greater pc
in situations where an institution becomes “sigaifitly” or “critically” undercapitalized or fails to submit a capital restion plan. Fc
example, a bank holding company controlling suchnatitution can be required to obtain prior Feti®aserve Board approval of propo
dividends, or might be required to consent to asobtidation or to divest the troubled institutionather affiliates.

Source of Financial Strengthinder Federal Reserve policy, a bank holding compsuexpected to act as a source of financial gtireto, an
to commit resources to support, its bank subsikariThis support may be required at times whererabsuch a policy, the bank hold
company may not be inclined to provide it. In aihit any capital loans by the bank holding comptanigs bank subsidiaries are subordina
right of payment to deposits and to certain othdebtedness of the bank subsidiary. In the eveathznk holding companybankruptcy, ar
commitment by the bank holding company to a fedbsaalk regulatory agency to maintain the capitauddsidiary banks will be assumed
the bankruptcy trustee and entitled to a prioritypayment. The Federal Reserve’s “Source of Firargirength"policy was codified in tt
Dodd-Frank Act.

PBI Bank. PBI Bank, a Kentucky chartered commercial banlsuisject to regular bank examinations and otherrsigien and regulation t
both the FDIC and the Kentucky Department of FimaHastitutions (“KDFI”). Kentucky’s banking stat®s contain a “super-paritygrovisior
that permits a weltated Kentucky banking corporation to engage in bagking activity which could be engaged in by aiamal banl
operating in any state; a state bank, a thrifamirgys bank operating in any other state; or arfddiartered thrift or federal savings associ:
meeting the qualified thrift lender test and opegatin any state could engage, provided the Kentuz&nk first obtains a legal opini
specifying the statutory or regulatory provisiohattpermit the activity.
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Capital RequirementsSimilar to the Federal Reserve Board’s requiremémtshank holding companies, the FDIC has adopiskHiase:
capital requirements for assessing state non-mefvdogks’ capital adequacy. The FDIC'’s risksed capital guidelines require that all b
maintain a minimum ratio of total capital to totek-weighted assets of 8.0% and a minimum rati@ief 1 capital to total riskveighted asse
of 4.0%. To be well-capitalized, a bank must havata of total capital to total riskreighted assets of at least 10.0% and a ratio @f 1
capital to total risk-weighted assets of 6.0%.

PBI Bank has agreed with its primary regulatorsngintain a ratio of total capital to total rigkeighted assets of at least 12.0% and a ra
Tier 1 capital to total assets of 9%. As of Decengde 2013, PBI Bank’s ratio of total capital taabrisk-weighted assets was 11.44% an
ratio of Tier 1 capital to total assets was 6.28%h under the ratios required by the Consent Order

The FDIC also requires a minimum leverage rati8.006 of Tier 1 capital to total assets for the bigftrated banks and an additional cushit
approximately 100-200 basis points for all othemksa The leverage ratio operates in tandem witH-DEC’s risk-based capital guidelines ¢
places a limit on the amount of leverage a bankuratertake by requiring a minimum level of capitatotal assets.

Prompt Corrective ActiorPursuant to the Federal Deposit Insurance Act (A2RIthe FDIC must take prompt corrective action to hesohe
problems of undercapitalized institutions. FDIC ulagions define the levels at which an insureditumson would be consideredwell
capitalized,” “adequately capitalized,” “undercagited,” “significantly undercapitalized” and “dgally undercapitalized.” A “well-
capitalized” bank has a total risk-based capitabraf 10.0% or higher; a Tier 1 riskased capital ratio of 6.0% or higher; a leverag® rol
5.0% or higher; and is not subject to any writtgmeament, order or directive requiring it to maiimta specific capital level for any cap
measure. An “adequately capitalized” bank has al rigk-based capital ratio of 8.0% or higher; &rTL riskbased capital ratio of 4.0%
higher; a leverage ratio of 4.0% or higher (3.0%igher if the bank was rated a composite 1 immtst recent examination report and is
experiencing significant growth); and does not nthetcriteria for a well-capitalized bank. A bask‘undercapitalizedif it fails to meet an
one of the ratios required to be adequately capi#dl A depository institution may be deemed tdarba capitalization category that is lo\
than is indicated by its actual capital positioiit ifeceives an unsatisfactory examination ratiflie degree of regulatory scrutiny increases
the permissible activities of a bank decreaseshasank moves downward through the capital categobDepending on a barkievel o
capital, the FDIC’s corrective powers include:

e requiring a capital restoration ple

» placing limits on asset growth and restriction otivéties;

* requiring the bank to issue additional voting drestcapital stock or to be acquire
» placing restrictions on transactions with affilisit

» restricting the interest rate the bank may pay epodgits;

« ordering a new election of the b¢ s board of director:

* requiring that certain senior executive officerglmectors be dismisse

» prohibiting the bank from accepting deposits frasnrespondent bank

* requiring the bank to divest certain subsidiar

» prohibiting the payment of principal or interestsarbordinated debt; ar

« ultimately, appointing a receiver for the ba
In the event an institution is required to submitapital restoration plan, the institution’s holgisompany must guaranty the subsidiary’
compliance with the capital restoration plan upate@ertain specified amount. Any such guarantee feomepository institutios’ holding
company is entitled to a priority of payment in kamptcy. The aggregate liability of the holding quemy of an undercapitalized bank is lim
to the lesser of 5% of the instituti@nassets at the time it became undercapitalizettheommount necessary to cause the institution
“adequately capitalized.” The bank regulators hgweater power in situations where an institutiocdmes “significantly” or “critically”
undercapitalized or fails to submit a capital restion plan. For example, a bank holding compangtrotling such an institution can
required to obtain prior Federal Reserve Board @mdrof proposed dividends, or might be required¢dasent to a consolidation or to div
the troubled institution or other affiliates.
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Deposit Insurance AssessmeiThe deposits of PBI Bank are insured by the Deposiirance Fund (DIF) of the FDIC up to the linsgt fortt
under applicable law and are subject to the dejpu®itrance premium assessments of the DIF. The kDpOses a riskased deposit premit
assessment system, which was amended pursuam Eetieral Deposit Insurance Reform Act of 2005 (Reform Act”). Under this syster
as amended, the assessment rates for an insuresitdep institution vary according to the levelrifk incurred in its activities. To arrive at
assessment rate for a banking institution, the Fplies it in one of four risk categories determdity reference to its capital levels .
supervisory ratings. The assessment rate schednlehange from time to time, at the discretiorhefEDIC, subject to certain limits.

On November 12, 2009, the FDIC amended the finel adopted on May 22, 2009 to restore losses t®tRe The new rule required insul
institutions to prepay on December 30, 2009, ameséd quarterly riskvased assessment for the fourth quarter of 2009caradl 2010, 201!
and 2012. An institution’s assessment is calcullietaking the institutiors actual September 30, 2009 assessment and adjusiumarterly b
an estimated 5% annual growth rate through the a#n®012. Further, the FDIC incorporated a unifornbaksis point increase effect
January 1, 2011. On December 30, 2009, PBI Banpapte$7.9 million of FDIC insurance premiums forlthrough 2012. The entire ama
of the prepaid assessment was recorded as a peygmdse. As of December 31, 2009, and each qubeexafter, each institution recordec
expense, or a charge to earnings, for its quartesBessment invoiced on its quarterly statementamnaffsetting credit to the prep
assessment until the asset is exhausted. At Dece8hb2012, our prepaid assessment was exhausted.

The Dodd-Frank Act imposes additional assessmardscasts with respect to deposits. Under the Deddhk Act, the FDIC is directed
impose deposit insurance assessments based orasstts rather than total deposits, as well asnggd@rmanent the increase of def
insurance to $250,000 and providing for full inswra of noninterest bearing transaction accounts beginningebéer 31, 2010, for two yee
In February 2011, the FDIC adopted a final ruletlom deposit insurance assessment system. The adeeffective as of April 1, 2011, ¢
revised the assessment system to comply with vddk and also included a revised assessment mategs with the goal of differentiati
insured depository institutions who pose greatskr to the DIF. The first assessments under the nuavwere payable in the third quarte
2011.

Safety and Soundness Standardibe FDIA requires the federal bank regulatory aggEnto prescribe standards, by regulations oredjniels
relating to internal controls, information systeamsl internal audit systems, loan documentatiorditctederwriting, interest rate risk exposi
asset growth, asset quality, earnings, stock vialuand compensation, fees and benefits, and sihar operational and managerial stand
as the agencies deem appropriate. Guidelines atldyytehe federal bank regulatory agencies estalgiesteral standards relating to inte
controls and information systems, internal auditegns, loan documentation, credit underwritingenest rate exposure, asset growth
compensation, fees and benefits. In general, tidelijoes require, among other things, approprigséesns and practices to identify and mai
the risk and exposures specified in the guidelifd® guidelines prohibit excessive compensatiomrasinsafe and unsound practice
describe compensation as excessive when the ampaittsare unreasonable or disproportionate to émeices performed by an execul
officer, employee, director or principal stockhalde addition, the agencies adopted regulatioas @lathorize, but do not require, an agent
order an institution that has been given noticeabyagency that it is not satisfying any of suctesafind soundness standards to sub
compliance plan. If, after being so notified, astitution fails to submit an acceptable compliaptan or fails in any material respeci
implement an acceptable compliance plan, the agengst issue an order directing action to correet deficiency and may issue an ol
directing other actions of the types to which ademsapitalized institution is subject under theotppt corrective actionprovisions of FDIA
See “Prompt Corrective Actionsibove. If an institution fails to comply with suelm order, the agency may seek to enforce such am
judicial proceedings and to impose civil money pies

Branching.Kentucky law permits Kentucky chartered banks tal@ish a banking office in any county in KentuckyKentucky bank may al:
establish a banking office outside of Kentucky. Wabitalized Kentucky banks that have been in aten at least three years and that se
certain criteria relating to, among other thingmit composite and management ratings, may establimnking office in Kentucky without 1
approval of the KDFI upon notice to the KDFI ang/ arther state bank with its main office locatedha county where the new banking of
will be located. Branching by all other banks regsithe approval of the KDFI, which must ascertaid determine that the public convenie
and advantage will be served and promoted andtiked is reasonable probability of the succesgiatation of the banking office.
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The transaction must also be approved by the Fidhigh considers a number of factors, including fiicial history, capital adequacy, earni
prospects, character of management, needs of thmuaaity and consistency with corporate powers.

Section 613 of the Dodd—Frank Act effectively elivaied the interstate branching restrictions sehfor the RiegleéNeal Interstate Bankit
and Branching Efficiency Act of 1994. Banks locaiadany state may now de novo branch in any otkete sincluding Kentucky. Su
unlimited branching power will likely increase coetipion within the markets in which the Corporatiand the Bank operatisider Credi
TransactionsThe restrictions on loans to directors, executiffeeers, principal shareholders and their relatetgriests (collectively referred
herein as “insidersfontained in the Federal Reserve Act and Regul&@iapply to all insured depository institutions ahdir subsidiarie
These restrictions include limits on loans to owerdwer and conditions that must be met before suttan can be made. There is als
aggregate limitation on all loans to insiders ameirtrelated interests. These loans cannot exdezdhstitutions total unimpaired capital a
surplus.

Automated Overdraft Payment RegulatiThe Federal Reserve and FDIC have recently enaxegumer protection regulations relate
automated overdraft payment programs offered bgmfiiral institutions. In November 2009, the Fed&aserve amended its Regulation |
prohibit financial institutions from charging comsers fees for paying overdrafts on automated tetlechine and onBme debit car
transactions, unless a consumer consents, or mpis the overdraft service for those types ofseamions. The Regulation E amendments
require financial institutions to provide consumeiith a notice that explains the financial insiibats overdraft services, including the f
associated with the service and the consumer’'sehoi

In November 2010, the FDIC supplemented the Reiguld& amendments by requiring FDEDpervised institutions to implement additic
changes relating to automated overdraft paymengrpros by July 1, 2011. One material change reqdinesicial institutions to monit
overdraft payment programs for “excessive or clobrmiustomer use and to undertake “meaningful arfdcgéfe” follow-up action witl
customers that overdraw their accounts more thatireies during a rolling 12aonth period. The new guidance also imposes diilitd or
overdraft charges, requires institutions to revaaw modify checlclearing procedures, prominently distinguish actdatances from availak
overdraft coverage amounts and requires increasad tand management oversight regarding overdagfnpnt programs.

Consumer Protection LawsVe are subject to a number of federal and state gigned to protect borrowers and promote lendingriou:
sectors of the economy and population. These laalade, among others, the Equal Credit Opportufit the Fair Credit Reporting Act, t
Truth in Lending Act, the Home Mortgage Discloséa, and the Real Estate Settlement and Procedwtesnd state law counterparts.

Equal Credit Opportunity Act. This statute prohsbdiscrimination against an applicant in any crédinsaction, whether for consumei
business purposes, on the basis of race, colégia®l national origin, sex, marital status, agecépt in limited circumstances), receip
income from public assistance programs or goodh fiercise of any rights under the Consumer Creditection Act. Under the Fair Hous
Act, it is unlawful for any lender to discriminabe its housingrelated lending activities against any person beeaf race, color, religio
national origin, sex, handicap or familial statdsnong other things, these laws prohibit a lendemfrdenying or discouraging credit o
discriminatory basis, making excessively low apgaks of property based on racial considerationsharging excessive rates or imposing r
stringent loan terms or conditions on a discrimomatbasis. In addition to private actions by agegik borrowers or applicants for actual
punitive damages, the U.S. Department of Justiak @ther regulatory agencies can take enforcemeiinaseeking injunctive and otf
equitable relief or sanctions for alleged violaton

Fair Credit Reporting Act (“FCRA")FCRA requires the Bank to adopt and implement dtevriidentity theft prevention program, pay
particular attention to several identified “redgfleevents. The program must assess the validity afesddchange requests for card issuer:
for users of consumer reports to verify the subjd@ consumer report in the event of notice oiddress discrepancy. FCRA gives consu
the ability to challenge banks with respect to #rezborting information provided by the bank. FCRso prohibits banks from using cer!
information it may acquire from an affiliate to ®itl the consumer for marketing purposes unlessctisumer has been given notice an
opportunity to opt out of such solicitation for erjpd of five years.

Truth in Lending Act (“TILA”"). TILA is designed to ensure that credit terms aseldsed in a meaningful way so that consumers rompart
credit terms more readily and knowledgeably. Asiitesf TILA, all creditors must use the same creditminology and expressions of rates,
disclose the annual percentage rate, the finanagehthe amount financed, the total of paymentsthe payment schedule for each prop
loan. Violations of TILA may result in regulatorarsctions and in the imposition of both civil and,the case of willful violations, crimir
penalties. Under certain circumstances, TILA alsavijoles a consumer with a right of rescission, Wwhfcexercised within three business ¢
would require the creditor to reimburse any amaaaid by the consumer to the creditor or to a tpiady in connection with the loan, includ
finance charges, application fees, commitment fe#s,search fees and appraisal fees. Consumeysaisa seek actual and punitive dam:
for violations of TILA.
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Home Mortgage Disclosure Act (“HMDAHMDA has grown out of public concern over credibghges in certain urban neighborhoods.
purpose of HMDA is to provide public informationathwill help show whether financial institutionseaerving the housing credit needs ol
neighborhoods and communities in which they aratkd. HMDA also includes a “fair lendingdspect that requires the collection
disclosure of data about applicant and borroweratharistics, as a way of identifying possible disinatory lending patterns and enforc
anti-discrimination statutes. HMDA requires institutiotts report data regarding applications for loanstf® purchase or improvement
single family and multfamily dwellings, as well as information concerniagginations and purchases of such loans. Fedbenalt regulatol
rely, in part, upon data provided under HMDA toeatatine whether depository institutions engage strilninatory lending practices. T
appropriate federal banking agency, or in somesc#se Department of Housing and Urban Developmemfgrces compliance with HMC
and implements its regulations. Administrative $@mms, including civil money penalties, may be impd by supervisory agencies
violations of HMDA.

Real Estate Settlement Procedures Act (“RESPRBSPA requires lenders to provide borrowers wititldsures regarding the nature and

of real estate settlements. RESPA also prohibitsiceabusive practices, such as kickbacks, ancepléimitations on the amount of esc
accounts. Violations of RESPA may result in impositof penalties, including: (1) civil liability el to three times the amount of any ch
paid for the settlement services or civil liabil@fup to $1,000 per claimant, depending on théatian; (2) awards of court costs and attorney:
fees; and (3) fines of not more than $10,000 orisgmment for not more than one year, or both.

Loans to One Borrower. Under current limits, loansl extensions of credit outstanding at one tima $ingle borrower and not fully secu
generally may not exceed 15% of an instituttonhimpaired capital and unimpaired surplus. Loamd extensions of credit fully secured
certain readily marketable collateral may represenadditional 10% of unimpaired capital and uniimgghsurplus.

Federal law currently contains extensive customigapy protection provisions. Under these provisioa financial institution must provide
its customers, at the inception of the customeati@iship and annually thereafter, the institutiopolicies and procedures regarding
handling of customersionpublic personal financial information. Thesevsmns also provide that, except for certain laditexceptions, i
institution may not provide such personal inforroatito unaffiliated third parties unless the ingditto discloses to the customer that ¢
information may be so provided and the customenien the opportunity to opt out of such disclosiederal law makes it a criminal offer
except in limited circumstances, to obtain or atieto obtain customer information of a financiatura by fraudulent or deceptive means.

Consumer Financial Protection Bureau (“CFPB”). Thedd+frank Act created a new, independent federal ageatied the Consum
Financial Protection Bureau, which is granted broddmaking, supervisory and enforcement powersundrious federal consumer finan
protection laws. The CFPB has examination and pgireaforcement authority with respect to depositostitutions with $10 billion or mo
in assets. Smaller institutions will be subjectrites promulgated by the CFPB, but will continuebto examined and supervised by fec
banking regulators for consumer compliance purposhe CFPB has authority to prevent unfair, deseptr abusive acts or practices
connection with the offering of consumer finangabducts. The Dodé&rank Act authorizes the CFPB to establish cenagiimmum standarc
for the origination of residential mortgages inéhgla determination of the borrower’s ability tgag. In addition, the DodBrank Act will
allow borrowers to raise certain defenses to fosdle if they receive any loan other than a “giediimortgage” as defined by the CFPB.

The DoddFrank Act also permits states to adopt consumetegtion laws and standards that are more strinthent those adopted at
federal level and, in certain circumstances, perratite attorneys general to enforce complianck tdth the state and federal laws
regulations. Federal preemption of state consumetegtion law requirements, traditionally an afitid of the federal savings associa
charter, has also been modified by the Dodd-Frank ahd now requires a case-tgse determination of preemption by the Office h&
Comptroller of the Currency (*OCC’and eliminates preemption for subsidiaries of akb&epending on the implementation of this rev
federal preemption standard, the operations oB#rgk could become subject to additional complianeglens in the states in which it opere

Privacy. Federal law currently contains extensive custonmdfapy protection provisions. Under these provisioa financial institution mu
provide to its customers, at the inception of thstemer relationship and annually thereafter, tiséitution’s policies and procedures regart
the handling of customersonpublic personal financial information. Theseyismns also provide that, except for certain lgdiexceptions,
institution may not provide such personal informatito unaffiliated third parties unless the inditin discloses to the customer that ¢
information may be so provided and the customeivien the opportunity to opt out of such disclosifederal law makes it a criminal offer
except in limited circumstances, to obtain or atieto obtain customer information of a financiatura by fraudulent or deceptive means.
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Community Reinvestment Athe Community Reinvestment Act (“CRAfrgquires the FDIC to assess our record in meetiagtedit needs
the communities we serve, including low- and motdenacome neighborhoods and persons. The FDESsessment of our record is
available to the public. The assessment also tsopdne Federal Reserve Boasdonsideration of applications to acquire, mengeomsolidat
with another banking institution or its holding cpamy, to establish a new banking office or to ratean office.

Bank Secrecy AcThe Bank Secrecy Act of 1970 (“BSAWas enacted to deter money laundering, establgliatory reporting standards
currency transactions and improve detection andstigation of criminal, tax and other regulatorglations. BSA and subsequent laws
regulations require us to take steps to prevenusieeof PBI Bank in the flow of illegal or illicithoney, including, without limitation, ensuri
effective management oversight, establishing sqatidies and procedures, developing effective nosiriy and reporting capabilities, ensul
adequate training and establishing a compreherisigenal audit of BSA compliance activities. In eat years, federal regulators h
increased the attention paid to compliance withpitevisions of BSA and related laws, with particid#tention paid to “Know Your Customer”
practices. Banks have been encouraged by regulet@ehance their identification procedures pramtcepting new customers in orde
deter criminal elements from using the bankingesysto move and hide illegal and illicit activities.

USA Patriot Act.The USA Patriot Act of 2001 (the “Patriot Act”) dams antimoney laundering measures affecting insured depg
institutions, brokedealers and certain other financial institutionke TPatriot Act requires financial institutions toplement policies ar
procedures to combat money laundering and the dingrof terrorism. This includes standards for fygmg customer identification at accor
opening, as well as rules to promote cooperatioargniinancial institutions, regulators and law enément entities in identifying parties t
may be involved in terrorism or money launderirigyreints the Secretary of the Treasury broad aityhtor establish regulations and to imp
requirements and restrictions on financial institu$’ operations. In addition, the Patriot Act requirks federal bank regulatory agencie
consider the effectiveness of a financial institn antimoney laundering activities when reviewing bank gees and bank holding comps
acquisitions.

Effect on Economic Environment.The policies of regulatory authorities, includirgetmonetary policy of the Federal Reserve Boarde fa
significant effect on the operating results of b&okding companies and their subsidiaries. Amorgrtteans available to the Federal Res
Board to affect the money supply are open markeratpns in U.S. government securities, changehendiscount rate on member b
borrowings and changes in reserve requirementsisigaiember bank deposits. These means are usatyiimy combinations to influen
overall growth and distribution of bank loans, istreents and deposits. Their use may affect intea¢ss charged on loans or paid for deposit:

Federal Reserve Board monetary policies have nadliedffected the operating results of commerciahhs in the past and are expecte
continue to do so in the future. The nature ofieitenonetary policies and the effect of such padi@a our business and earnings and tha
our subsidiaries cannot be predicted.

Recently Enacted and Future Legislation.Various laws, regulations and governmental prografiscting financial institutions and 1
financial industry are from time to time introdudedCongress or otherwise promulgated by regulaaggncies. Such measures may chang
operating environment of Porter Bancorp and itssiliéiries in substantial and unpredictable way® fiiture and extent of future legislat
regulatory or other changes affecting financiatitngons is unpredictable at this time.

We cannot predict what other legislation or ecormopulicies of the various regulatory authoritiegghtibe enacted or adopted or what ¢
regulations might be adopted or the effects therBafure legislation, policies and the effects ¢loérmight have a significant influence
overall growth and distribution of loans, investrteeand deposits, as well as affect interest rdtasged on loans or paid on time and sa\
deposits. Such legislation and policies have haigj@ificant effect on the operating results of coencial banks in the past and are expect
continue to do so in the future.

Available Information

We file periodic reports with the SEC including amual report on Form 10-K, quarterly reports omfr 10Q, current event reports on Fc
8-K and proxy statements. The public may read amy @any materials we file with the SEC at the S&E@Ublic Reference Room at 10
Street, NE, Washington, DC 20549. The public mataiobinformation on the operation of the Public &ehce Room by calling the SEC at 1
800-SECP330. The SEC maintains an internet site that aomteeports, proxy and information statements athgroinformation regardir
issuers that file electronically with the SEC _atphifwww.sec.qgov. Our SEC reports filed are accessible at no cosbar web site
http://www.pbibank.com under the Investors Relations section, once #reyelectronically filed with or furnished to th&S. A sharehold:
may also request a copy of our Annual Report ommFb@K free of charge upon written request to: Chiefdricial Officer, Porter Bancol
Inc., 2500 Eastpoint Parkway, Louisville, Kentuekyz23.
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ltem 1A. Risk Factors

An investment in our common stock involves a nundfetisks. Realization of any of the risks descdilieelow could have a material adve
effect on our business, financial condition, resol operations, cash flow and/or future prospects.

We are subject to a Consent Order with the FDIC andhe KDFI and a formal agreement with the Federal Rserve that restrict the
conduct of our operations and may have a materialdverse effect on our business.

Our good standing with bank regulatory agenciesf iindamental importance to the continuation of businesses. In June 2011, PBI E
agreed to a Consent Order with the FDIC and KDFwhich the Bank agreed, among other things, to aw@rasset quality, reduce I
concentrations, and maintain a minimum Tier 1 lagerratio of 9% and a minimum total risk based teapatio of 12%. The Consent Or
was included in our Current Report on 8-K filedJame 30, 2011.

On September 21, 2011, we entered into a Writtereément with the Federal Reserve Bank of St. Lduissuant to the Agreement, we m
formal commitments to, among other things, usefimancial and management resources to serve aaraesof strength for the Bank anc
assist the Bank in addressing weaknesses idenbfjetie FDIC and the KDFI, to pay no dividends wiih prior written approval, to pay
interest or principal on subordinated debenturesust preferred securities without prior writtgppaoval, and to submit an acceptable ple
maintain sufficient capital.

In October 2012, the Bank entered into a new Cdndeder with the FDIC and KDFI again agreeing toimtein a minimum Tier 1 levera
ratio of 9% and a minimum total risk based capittio of 12%. The Bank also agreed that if it skolod unable to reach the required ca
levels, and if directed in writing by the FDIC, ththe Bank would within 30 days develop, adopt mmglement a written plan to sell or me
itself into another federally insured financial tingion or otherwise immediately obtain a suffidiecapital investment into the Bank to fi
meet the capital requirements. The new Consentr@ide requires the Bank to continue to adherédoptans implemented in response tc
June 2011 Consent Order, and includes the substamtovisions of the June 2011 Consent Order. Wihdesubstantially complied with t
Consent Order, we did not meet the capital ratgsiired by the Consent Order as of December 313.201

Bank regulatory agencies can exercise discretioenvdn institution does not meet minimum regulatapital levels and the other terms
consent order. The agencies may initiate changesimgement, issue mandatory directives, imposetagnpenalties or refrain from forn
sanctions, depending on individual circumstanceasy Action taken by bank regulatory agencies cowadhabe our reputation and hav
material adverse effect on our business. Compliavite the Consent Order also increases our opgraipense, and adversely affects
financial performance.

We have made commitments to the banking regulatorto raise additional capital. Our inability to increase our capital to the leve
required by our bank regulatory agreements could hae a material adverse effect on our business.

We recorded a net loss attributable to common sloéders of $3.4 million in 2013. The net loss f2 was due in part to $4.7 million of Ic
collection expense, and $4.5 million of expensatesl to other real estate owned and the accrudivimfends due and payable on our Seri
Preferred Stock which totaled $4.3 million in 2013.

Our losses, noperforming loan costs, other real estate owned resgge and asset impairments, have reduced oulakcapibw the leve
agreed upon with our banking regulators. While whelve we have recognized the probable lossesripafolio, further credit deterioratit
could result in additional losses and a reductipoapital levels.

In its consent order with the FDIC and the KDFI,|BBnk has agreed to maintain a ratio of total @dpo total riskweighted assets of at le
12.0% and a ratio of Tier 1 capital to total assdt9.0%. As of December 31, 2013, PBI Bank’s ratictotal capital to total riskveightec
assets was 11.44% and its ratio of Tier 1 capitédtal assets was 6.28%, both below the ratiosired) by the consent order.

We have agreed with and submitted to the FDICKIREI and the Federal Reserve Bank of St. Louisaa pb restore our capital ratios to le!
that comply with our regulatory agreements. Weea@uating various specific initiatives to increase regulatory capital and reduce our t
assets. Strategic alternatives include divestingrafich offices, selling loans and raising capitaselling stock.

Our ability to raise additional capital will depend, among other things, conditions in the capitatkets at that time (which are outside of
control) and our financial performance, includifg tmanagement of our revenue, expenses, levelgeohge assets, credit quality, level
other real estate owned, and contingent liabilisks. We may not have access to capital on acdeptabms or at all. Our inability to ra
additional capital on acceptable terms when neededtl have a material adverse effect on our busesedinancial condition and results
operations. In addition, if we are unable to compith our regulatory capital requirements, it cotgdult in more stringent enforcement act
by the bank regulatory agencies, which could danmageeputation and have a material adverse effiectur business.
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Our ability to pay cash dividends on our common andpreferred stock and pay interest on the junior subrdinated debentures tha
relate to our trust preferred securities is currenty restricted. Our inability to resume paying dividends and distributions on thes
securities may adversely affect our common sharetuagrs.

We historically paid quarterly cash dividends om common stock until we suspended dividend paymien@ctober 2011. Effective with t
fourth quarter of 2011, we began deferring casliddivds on the Series A Preferred Stock held byklg Treasury and interest payment:
the junior subordinated notes relating to our tpreferred securities. Deferring interest paymentshe junior subordinated notes resulted
deferral of distributions on our trust preferredwgities. We will be prohibited from paying caslidends on our common stock until such t
as we have paid all deferred dividends on our SeiNePreferred Stock and all deferred distributi@ms our trust preferred securities.
December 31, 2013, we have accrued and unpaidetigglon Series A Preferred Stock totaling $4.3anill

If we defer interest payments on our trust prefiésecurities for 20 consecutive quarters, we magtadl deferred interest and resume quar
interest payments or we will be in default. We hdeéerred dividend payments on our Series A Prefegtock for nine quarters and the hc
(currently the U.S. Treasury) has the right to appop to two representatives to our Board of Dives. Dividends on the Series A prefel
stock and deferred distributions on our trust prefé securities are cumulative and therefore ungaidlends and distributions will accrue
compound on each subsequent payment date. If warteesubject to any liquidation, dissolution or wirgdup of affairs, holders of the tn
preferred securities and then holders of the predestock will be entitled to receive the liquidatiamounts to which they are entitled incluc
the amount of any accrued and unpaid distributeordsdividends, before any distribution to the hodd#f common stock.

As a bank holding company, we depend on dividendsd distributions paid by our banking subsidiary.

Porter Bancorp is a legal entity separate andntdisfrom PBI Banks and our other subsidiaries. @incipal source of cash flow, from wh
we would fund any dividends paid to our sharehaldias historically been dividends Porter Banceqeives from PBI Bank. Regulations
the FDIC and the KDFI govern the ability of PBI Bato pay dividends and other distributions to uxj aegulations of the Federal Rest
govern our ability to pay dividends or make othistrébutions to our shareholders. In its consedieowith the FDIC and the KDFI, PBI Ba
agreed not to pay dividends to us without the peimsent of those regulators. During 2011, Poramddrp contributed $13.1 million to F
Bank. The contribution, which was made to strengtABI Banks capital in an effort to help it comply with itagital ratio requirements unc
the consent order, also substantially decreasetioind assets of Porter Bancorp. Liquid assetsefsed from $20.3 million at December
2010 to $2.7 million at December 31, 2013. Sincé B&hk is unlikely to be in a position to pay digitls to Porter Bancorp for the foresee
future, cash inflows for Porter Bancorp are limitedearnings on investment securities, sales afstnaent securities, and interest on its deg
held at PBI Bank. These cash inflows, along with liquid assets held at December 31, 2013, areegetedcover ongoing operating exper
of Porter Bancorp, which have been reduced andbadgeted at approximately $950,000 for 2014. See“8upervision-Porter Bancorp-
Dividends” section of Item 1. “Business” and theividends” section of Iltem 5. “Market for Registras@Common Equity, Related Stockhol
Matters and Issuer Purchases of Equity Securité#fiis Annual Report on Form 10-K.

We may not pay dividends on your common stock and evhave agreed with the Federal Reserve to obtairsitvritten consent befori
declaring or paying any future dividends.

We are currently unable to pay dividends. Holddrshares of our common stock are only entitledeimeive such dividends as our boar
directors may declare from funds legally availataiesuch payments. Although we have historicallgldeed cash dividends on our comr
stock, we currently do not pay a cash dividend waeadare not required to do so. Also, our abilityirtorease our dividend or to repurchase
common stock is limited for so long as any of oari€& A Preferred Stock remains outstanding, asidged in greater detail in the “Dividends
section of Item 5. “Market for Registrant’'s CommBnquity, Related Stockholder Matters and Issuer fRases of Equity Securitiesf this
Annual Report on Form 1B: There can be no assurance that we will pay divitd to our shareholders in the future, or if divids are pai
that we will increase our dividend to historicaléés or otherwise. Our ability to pay dividendsdor shareholders is not only subjec
limitations imposed by the terms of our Series A&fBmred Stock, but also by limitations and guidaisseied by the Federal Reserve.
example, under Federal Reserve guidance, bankrigotdimpanies generally are advised to consult waeck with the Federal Reserve be
declaring dividends, and to strongly consider rémyicdeferring or eliminating dividends in certaituations, such as when declaring or pa
a dividend would exceed earnings for the fiscalrgpror which the dividend is being paid, or wtaatlaring or paying a dividend could re
in a material adverse change to the organizatioapital structure. In addition, Porter Bancorp hgreed with the Federal Reserve to obta
written consent prior to declaring or paying antufe dividends. As a practical matter, Porter Bapaannot pay dividends for the foresee
future.
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Our holding company debt (TRUPS) and preferred stok (TARP) could make it difficult to raise capital.

At December 31, 2013, we had an aggregate obligafi®26.5 million relating to the principal andcaged unpaid interest on our four issue
junior subordinate debentures (TRUPS). Although ave permitted to defer payments on these securfitiesip to five years (and \
commenced doing so in 2011), the deferred intgr@ginents continue to accrue until paid in full.

In addition, in November 2008, we issued sharepreferred stock and common stock purchase wartantise U. S. Treasury Departm
under the TARP/Capital Purchase Plan. The prefat@tk has an aggregate liquidation preference8b6f@million. TARP carries a cumulat
dividend of 5% per annum which increased to 9%003 We stopped paying dividends on the TARP inl2Qike the holding company de
unpaid dividends on the TARP continue to accrud tire preferred stock is repaid or restructured #oal $4.3 million at December 31, 2013.

Our holding company debt and TARP could make ifiaift to recapitalize or enter into a business boration transaction because
investor or purchaser would effectively assumeathtstanding liability on the debt and be requiredepay or restructure the TARP in addi
to the amount of funds such investors or purchaseild need to provide in order to recapitalize Bamk and the Company.

In the normal course of operations, we are defendas in various legal proceedings.

Litigation is subject to inherent uncertainties amflavorable rulings could occur. We record corgimgliabilities resulting from claims agai
us when a loss is assessed to be probable andribent of the loss is reasonably estimable. Assgsginbability of loss and estimati
probable losses requires analysis of multiple fastmcluding in some cases judgments about thenpiat actions of third party claimants
courts. Recorded contingent liabilities are basedtlee best information available and actual lossesny future period are inherer
uncertain. Accruals are not made in cases whebditjais not probable or the amount cannot be oeably estimated. We provide disclosur
matters where we believe liability is reasonablggible and which may be material to our consolddteancial statements. If we do
prevail, the ultimate outcome of litigation matteyuld have a material adverse effect on our fireln@ndition, results of operations, or ¢
flows.

PBI Bank has served as trustee for ESOPs under resiv by the Department of Labor, subjecting us to ceain financial risks.

From 2007 until the first quarter of 2013, PBI Baskrved as trustee for certain Employee Stock CstigrPlan (ESOP) purche
transactions. These transactions are subject tolalegnd routine reviews by the DOL for complianggh ERISA. Failure to fulfill ou
fiduciary duties under ERISA with respect to angtsplan would subject us to certain financial risksh as claims for damages as well as
and penalties assessable under ERISA.

Our business has been and may continue to be advelg affected by conditions in the financial marketsand by economic condition
generally.

Ongoing weakness in business and economic conslitienerally or specifically in our markets has ted] could continue to have one or n
of the following adverse effects on our business:

* Adecrease in the demand for loans and other ptedunt services offered by
* Adecrease in the value of collateral securingloans;
* Animpairment of certain intangible assets, sucbae deposit intangibles; a

* Anincrease in the number of customers who becagtieglient, file for protection under bankruptcy taar default on their loan

The general business environment has had an adeffiest on our business during the past five yeatthough the general busin
environment has shown some improvement, there earolassurance that such improvement can be sedtdinaddition, the improvement
certain economic indicators, such as real estatetaslues and rents and unemployment, may vaweeet geographic markets and 1
continue to lag behind improvement in the overatbreomy. These economic indicators typically afféwt real estate and financial serv
industries, in which we have a significant humbércostomers, more significantly than other econosectors. Furthermore, we hav
substantial lending business that depends upoalihi¢y of borrowers to make debt service paymeamtdoans. Should unemployment or
estate asset values fail to recover for an extepeeidd of time, or if economic conditions worsanremain volatile, our business, finan
condition or results of operations could be adJgratfected.

A large percentage of our loans are collateralizetly real estate, and prolonged weakness in the reastate market may result in losse
and adversely affect our profitability.

Approximately 87.7% of our loan portfolio as of @eaber 31, 2013, was comprised of commercial andersal loans collateralized by r
estate. While we are seeing recent improvementsrae economic conditions since 2008 have decredee@dnd for real estate which

depressed real estate values in our markets. fmtsigeakness in the real estate market could mamtio significantly impair the value of «
collateral and our ability to sell the collater@lam foreclosure. The real estate collateral in ead® provides an alternate source of repay
in the event of default by the borrower and maydetate in value during the time the credit iseexted. If real estate values decline furth
will become more likely that we would be requiredrcrease our allowance for loan losses. If duaneriod of reduced real estate values



are required to liquidate the collateral securirigam to satisfy the debt or to increase our alloveafor loan losses, it could materially rec
our profitability and adversely affect our finarlai@andition.

We offer real estate construction and developmenbans, which carry a higher degree of risk than othereal estate loans. Persistel
weakness in the residential construction and commeial development real estate markets has increasddde nonperforming assets it
our loan portfolio and our provision expense for I@ses on loans. These impacts have had, and couldtawue to have a material advers
effect on our capital, financial condition and reslts of operations.

Approximately 6.1% of our loan portfolio as of Dedger 31, 2013 consisted of real estate construeiah development loans, down fr
7.8% at December 31, 2012. These loans generaily eahigher degree of risk than lotgrm financing of existing properties bece
repayment depends on the ultimate completion optgect and usually on the sale of the propeftyvd are forced to foreclose on a pro
prior to its completion, we may not be able to remothe entire unpaid portion of the loan or we rbayrequired to fund additional mone)
complete the project, or hold the property for mtleterminate period of time. Any of these outcomey result in losses and adversely a
our profitability.
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Residential construction and commercial developmeat estate activity in our markets were affedbgdchallenging economic conditic
following the financial crisis of 2008. Prolongedakness in these sectors may lead to additionahtfah adjustments to our loan portfo
and real estate owned as we continue to reassedaithvalue of our noperforming assets, the loss severity of loans flawdeand the fa
value of real estate owned. We also may realizé&iaddl losses in connection with our dispositidmon-performing assets. A weak real es
market could further reduce demand for residertlsing, which, in turn, could adversely affectl restate development and construc
activities. Consequently, the longer challengingneenic conditions persist, the more likely they radversely affect the ability of residen
real estate developer borrowers to repay theses laad the value of property used as collaterasfich loans. These economic conditions
market factors have negatively affected some oflawger loans, causing our total reétarge offs to increase and requiring us to sigaifily
increase our allowance for loan losses. If advecemomic conditions persist, these trends couldirmoa to worsen. Any further increase in
non-performing assets and related increases in ouligioovexpense for losses on loans could negatiafct our business and could ha
material adverse effect on our capital, financ@idition and results of operations.

Our decisions regarding credit risk may not be accrate, and our allowance for loan losses may not k&ufficient to cover actual losse
which could adversely affect our business, financi@ondition and results of operations.

We maintain an allowance for loan losses at a lexebelieve is adequate to absorb probable incuasskes in our loan portfolio based
historical loan loss experience, specific probleamis, value of underlying collateral and othervate factors. If our assessment of these fa
is ultimately inaccurate, the allowance may notsbéicient to cover actual future loan losses, Wwhigould adversely affect our operat
results. Our estimates are subjective, and theuracy depends on the outcome of future eventsn@dsain economic, operating and o
conditions that are generally beyond our controllé@ause actual loan losses to increase signtficdn addition, bank regulatory agencies
an integral part of their supervisory functionsiipéically review the adequacy of our allowance Ifman losses. Regulatory agencies have
time to time required us to increase our providimnloan losses or to recognize additional loanrgeaffs when their judgment has diffe
from ours. Any of these events could have a mdteegative impact on our operating results.

Our levels of additional classified loans and manmforming assets may increase in the foreseeahleefif economic conditions remain wi
and cause more borrowers to default. Further, éhaevof the collateral underlying a given loan, émel realizable value of such collateral
foreclosure sale, are likely to decline if the restate markets remain weak, making us less likefgalize a full recovery if a borrower defa
on a loan. Any additional increases in the levebof non-performing assets, loan chaadfs-or provision for loan losses, or our inability
realize the full value of underlying collateraltime event of a loan default, could negatively dffmer business, financial condition, result
operations and the trading price of our securities.

If we experience greater credit losses than anticgied, our operating results may be adversely affeet.

As a lender, we are exposed to the risk that oastoooers will be unable to repay their loans acemydd their terms and that any collat
securing the payment of their loans may not beigafft to assure repayment. Credit losses are émhen the business of making loans
could have a material adverse effect on our opegatsults. Our credit risk with respect to oud estate and construction loan portfolio
relate principally to the creditworthiness of baveys and the value of the real estate serving @sisefor the repayment of loans. Our cri
risk with respect to our commercial and consuman l@ortfolio will relate principally to the generateditworthiness of businesses

individuals within our local markets.

We make various assumptions and judgments aboutoffextability of our loan portfolio and provide allowance for estimated credit los
based on a number of factors. We believe that bawance for credit losses is adequate. Howevesyifassumptions or judgments are wr
our allowance for credit losses may not be suffici® cover our actual credit losses. We may haviedrease our allowance in the futur
response to the request of one of our primary lmankegulators, to adjust for changing conditions assumptions, or as a result of
deterioration in the quality of our loan portfolibhe actual amount of future provisions for créd#ses cannot be determined at this time
may vary from the amounts of past provisions.

We continue to hold and acquire a significant amounof OREO properties, which could increase operatig expenses and result in futur
losses to the Company.

During recent years, we have acquired a signifieambunt of real estate as a result of foreclosuteyaleed in lieu of foreclosure that is lis
on our balance sheet as other real estate owneBQQRhis increase in our OREO portfolio has insezhthe expenses we have incurre
manage and dispose of these properties, which soewtncludes funding construction required tolfate sale. We expect that our opera
results in 2014 will continue to be adversely affelicby expenses associated with OREO, includingramee and taxes, completion and re
costs, as well as by the funding costs associaibd@REO assets.
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Properties in our OREO portfolio are recorded atltdwer of the recorded investment in the loansafbich the properties previously serve:
collateral or “fair value,which represents the estimated sales price of ihigepties on the date acquired less estimatedhgadtists. Generall
in determining “fair value”an orderly disposition of the property is assumext;ept where a different disposition strategy ipestec
Significant judgment is required in estimating fag value of OREQO, and the period of time withimieh such estimates can be consid
current may change during periods of market vatgtisuch as we have experienced since 2008.

Any further decreases in market prices of realtesta our market areas may lead to additional ORf##{e downs, with a correspondi
expense in our income statement. We evaluate ORBMefy values periodically and write down the gang value of the properties if a
when the results of our analysis require it.

In response to market conditions and other econdaciors, we may utilize alternative sale strategither than orderly disposition as pal
our OREO disposition strategy, such as bulk satethis event, as a result of the significant judmts required in estimating fair value and
variables involved in different methods of dispiosit the net proceeds realized from such salesacions could differ significantly fra
appraisals, comparable sales, and other estimagesta determine the fair value of our OREO praggrin addition, our disposition of ORI
through alternative sales strategies could impgaefdir value of comparable OREO properties remgiim our portfolio.

Our profitability depends significantly on local emnomic conditions.

Because most of our business activities are coaduntcentral Kentucky and most of our credit expess in that region, we are at risk fr
adverse economic or business developments affetfisgarea, including declining regional and lobakiness and employment activity
downturn in real estate values and agriculturaliiets and natural disasters. To the extent thdraé Kentucky economy remains weak,
rates of delinquencies, foreclosures, bankrupteslosses in our loan portfolio will likely incrg®a Moreover, the value of real estate or «
collateral that secures our loans could be advyemséécted by the economic downturn or a localipedural disaster. Events that adver
affect business activity and real estate value€entral Kentucky have had and may continue to havegative impact on our busint
financial condition, results of operations and fatprospects.

Our small to medium-sized business portfolio may hze fewer resources to weather the downturn in theaenomy.

Our portfolio includes loans to small and mediuesi businesses and other commercial enterpriseall @amd mediunsized business
frequently have smaller market shares than theirpaitors, may be more vulnerable to economic domst, often need substantial additic
capital to expand or compete and may experiencstauniial variations in operating results, any oficihmay impair a borrowes’ ability tc
repay a loan. In addition, the success of a smmath@diumsized business often depends on the managemenistaled efforts of one or t
persons or a small group of persons, and the deéisthility or resignation of one or more of th@sesons could have a material adverse in
on the business and its ability to repay our lgamontinued economic downturn may have a more proned negative impact on our tai
market, causing us to incur substantial creditdesbat could materially harm our operating results

Our profitability is vulnerable to fluctuations in interest rates.

Changes in interest rates could harm our finarzabition or results of operations. Our result®pérations depend substantially on net int
income, the difference between interest earnechtardst-earning assets (such as investments and)laad interest paid on interdxaring
liabilities (such as deposits and borrowings). riesé rates are highly sensitive to many factorsluting governmental monetary policies
domestic and international economic and politicalditions. Factors beyond our control, such asiith, recession, unemployment and mc
supply may also affect interest rates. If, as alted decreasing interest rates, our inteesstiing assets mature or reprice more quickly tha
interest-bearing liabilities in a given period, met interest income may decrease. Likewise, ouimerest income may decrease if interes
bearing liabilities mature or reprice more quicklgn interest-earning assets in a given periodrasudt of increasing interest rates.
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Fixed-rate loans increase our exposure to inteegstrisk in a rising rate environment becauseréstdearing liabilities would be subject
repricing before assets become subject to reprididgustablerate loans decrease the risk associated with ckangaterest rates but invol
other risks, such as the inability of borrowersrtake higher payments in an increasing interesteratironment. At the same time, for sect
loans, the marketability of the underlying collalemay be adversely affected by higher intereststain a declining interest rate environm
there may be an increase in prepayments on loatieadsorrowers refinance their loans at lower igérates, which could reduce net inte
income and harm our results of operations.

If we cannot obtain adequate funding, we may not bable to meet the cash flow requirements of our degitors and borrowers, or mee
the operating cash needs of the Company to fund qoorate expansion or other activities.

Our liquidity policies and limits are establishey the Board of Directors of PBI Bank, with operatilimits set by the Asset Liabili
Committee (“ALCQO"), based upon analyses of theorati loans to deposits and the percentage of afseted with norcore or wholesa
funding. The ALCO regularly monitors the overatjdidity position of PBI Bank and the Company toweesthat various alternative strateq
exist to cover unanticipated events that couldcaffiguidity. Liquidity is the ability to meet cadtow needs on a timely basis at a reasor
cost. If our liquidity policies and strategies diowork as well as intended, then we may be unabladke loans and to repay deposit liabil
as they become due or are demanded by customerAI®O follows established board approved polieied monitors guidelines to divers
our wholesale funding sources to avoid concentnatio any onanarket source. Wholesale funding sources includiei@é funds purchase
securities sold under repurchase agreements, agetdteHome Loan Bank (“FHLB”) advances that ardatetalized with mortgageslatec
assets.

We maintain a portfolio of securities that can Bedias a secondary source of liquidity. There #irer@vailable sources of liquidity, includ
additional collateralized borrowings such as FHIld¥ances, the issuance of debt securities, andssiuamce of preferred or common secul
in public or private transactions. If we were umatyl access any of these funding sources when deegemight not be able to meet the ne
of our customers, which could adversely impact financial condition, our results of operations, ftdlows and our level of regulatory-
qualifying capital.

We may need to raise additional capital in the futte by selling capital stock. Future sales or othedilution of our equity may adversely
affect the market price of our common stock.

We are not restricted from issuing additional comrstock, including securities that are convertibl® or exchangeable for, or that repre
the right to receive, common stock. The issuancadaitional shares of common stock or the issuaficenvertible securities would dilute -
ownership interest of our existing common sharedrsldThe market price of our common stock couldide@s a result of such an offering
well as other sales of a large block of sharesuofcommon stock or similar securities in the madfegr such an offering, or the perception
such sales could occur.

Our stock has traded from time-ioe at a price below our book value per share.ofaiagly, a sale of common shares at or below tagk
price would be dilutive to current shareholders.

We may not be able to realize the value of our talwsses and deductions.

Due to our losses, we have a net operating losy-t@award of $28.8 million, credit carrferwards of $900,000, and other net deferrec
assets of $18.1 million. In order to realize thedfi of these tax losses, credits and deductiaeswill need to generate substantial tax
income in future periods. We established a 100%atain allowance for all deferred tax assets in12@hould the Company issue new sh
to raise additional capital, a change in contralldobe triggered, as defined by Section 382 of Ititernal Revenue Code, which ca
negatively impact or limit the ability to utilizeuo net operating loss carry-forwards, credit laas\cforwards, and other net deferred tax asset

Our Series A Preferred Stock limits our ability to return capital to our shareholders and is dilutiveto our common shares. In addition
the dividend rate on the Series A Preferred Stockds increased to 9% per annum.

When we had not redeemed our Series A Preferrazk ®p November 21, 2013, the annual dividend rat¢éhds capital increased substanti
from 5% (approximately $1.75 million annually) t869(approximately $3.15 million annually). Dependiag market conditions and ¢
financial performance at the time, this increasdiindends could significantly impact our capitédjuidity and earnings available to comn
shareholders.

The terms of our Series A Preferred Stock limit alility to pay dividends and repurchase our shatéswill not be able to pay any dividel
on our common stock unless and until we are cumenbur quarterly dividend payments on the SerieBréferred Stock, which we beg
deferring effective with the fourth quarter of 20t December 31, 2013, we have accrued and urgiaidends on Series A Preferred St
totaling $4.3 million. These restrictions may haveadverse effect on the market price of our comsatock.
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The U.S. Treasury has the unilateral ability to chage some of the restrictions imposed on us by viréuof our sale of securities to it.

In addition to the restrictions our ability to pdividends or repurchase our stock, our preferredkspurchase agreement with the U.S. Tre¢
authorizes the U.S. Treasury to unilaterally am#redagreement to the extent required to comply waith future changes in federal statt
Following our November 21, 2008 issuance of Seti¢xeferred stock to the U.S. Treasury, the agreénvas amended to impose restricti
on the conduct of our business, including restritgsi on the compensation we can pay to executivieeoff and corporate governa
requirements. These restrictions could have anradvmpact on the conduct of our business, as cmydadditional amendments in the fu
that impose further requirements or amend existiggiirements.

Our former chairman and chairman emeritus togetherhave sufficient voting power to significantly influence election of our directors
and the vote on any matter that requires shareholdeapproval. In exercising their voting power, theymay act according to their owr
interests, which may be adverse to your interests.

As of December 31, 2013, J. Chester Porter andaMarBouvette together beneficially owned approxeha6,076,758 shares, or 47.3% of
outstanding common stock. Accordingly, Mr. Ported aMis. Bouvette currently have the power to exerdmnificant influence over t
outcome of any matter submitted to a vote of oareholders, including the election and removal aiagority of our board of directors, ¢
amendment of our articles of incorporation (inchgliany amendment that changes the rights of ournmmmstock) and any merg
consolidation or sale of all or substantially afllaur assets. Mr. Porter and Ms. Bouvette could taktions or make decisions in their self
interest that are opposed to your best intere$tsy Thay be less receptive to the desires commuetidat shareholders. Neither our article
incorporation, our bylaws, nor Kentucky law reqgitke vote of more than a simple majority of outstanding shares of common stoc
approve a matter submitted for shareholder appreudiject to the general statutory requirement &mgt transaction in which one or m
directors have a direct or indirect interest (otthem as a shareholder) must be “fao"the corporation. Mr. Porter and Ms. Bouvetteéhe
level of concentrated ownership that could discgerathers from initiating any potential merger.gaker or other change of control transac
that may otherwise give you the opportunity to immab premium over the themevailing market price of our common stock. Aseault, thi
market price of our common stock could be adveraéfcted.

Higher FDIC deposit insurance premiums and assessmts could significantly increase our non-interest pense.

Our deposits are insured by the FDIC up to legnaitd and, accordingly, we are subject to FDIC dé@gosurance premiums and assessm
High levels of bank failures over the past five ngeand increases in the statutory deposit insurimits have increased resolution costs tc
FDIC and put pressure on the DIF. In order to na@mé strong funding position and restore the xeseatios of the DIF, the FDIC increa:
assessment rates on insured institutions, chargpd@al assessment to all insured institutionsf dsine 30, 2009 and required banks to pr
three yearsworth of premiums on December 30, 2009. If thee additional financial institution failures, we mhg required to pay ev
higher FDIC premiums than the recently increaseeél$e or the FDIC may charge additional speciabsssents. Further, the FDIC rece
increased the DIF’s target reserve ratio to 2.@grof insured deposits following the Dodd-Frankt’é elimination of the 1.5 percent cap
the DIF's reserve ratio. Additional increases in our aseess rate may be required in the future to achibietargeted reserve ratio. Th
recent increases in deposit assessments and amg fatreases, required prepayments or speciadsassats of FDIC insurance premiums |
adversely affect our business, financial condittomesults of operations.

Additionally, pursuant to the Dodérank Act, the FDIC amended its regulations regaydissessment for federal deposit insurance todosrs
assessments on the average total consolidateds agsbe insured institution during the assessmpenibd, less the average tangible equit
the institution during the assessment period. Puothis change, we were assessed only on depakihdes. The FDIC adopted a |
implementing this change, as well as adopting &seehriskbased assessment calculation in February 2011FDhe has also proposed a t
tying assessment rates of FDIC-insured institutiorthe institutions employee compensation programs. The exact natgteumulative effe
of these recent changes are not yet known, butahegxpected to increase the amount of premiunmaugt pay for FDIC insurance. Any sl
increase may adversely affect our business, fi@hcondition or results of operations.
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We face strong competition from other financial insitutions and financial service companies, which add adversely affect our results ¢
operations and financial condition.

We compete with other financial institutions inratting deposits and making loans. Our competitioattracting deposits comes principi
from other commercial banks, credit unions, saviagd loan associations, securities brokerage fifnsjrance companies, money ma
funds and other mutual funds. Our competition irkimg. loans comes principally from other commertiahks, credit unions, savings and |
associations, mortgage banking firms and consumanée companies. In addition, competition for bass in the Louisville and Lexingt
metropolitan area has grown in recent years asgasaim banking law have allowed several banks terehe market by establishing r
branches. Likewise, competition is increasing ia dither growing markets we have targeted, which athsersely affect our ability to exec
our plans for expansion.

Competition in the banking industry may also limitr ability to attract and retain banking clienfée maintain smaller staffs of associates
have fewer financial and other resources than tamgitutions with which we compete. Financialtingions that have far greater resources
greater efficiencies than we do may have severdtetialace advantages resulting from their ability t

» offer higher interest rates on deposits and lowtrest rates on loans than we ¢
» offer a broader range of services than we
* maintain more branch locations than we do;

e mount extensive promotional and advertising campa

In addition, banks and other financial institutiomgh larger capitalization and other financialemediaries may not be subject to the ¢
regulatory restrictions as we are and may havestalending limits than we do. Some of our curremmercial banking clients may st
alternative banking sources as they develop nemderédit facilities larger than we can accommodtteve are unable to attract and re
customers, we may not be able to maintain growthan results of operations and financial conditioey otherwise be negatively impacted.

We depend on our senior management team, and the expected loss of one or more of our senior executiy could impair oul
relationship with customers and adversely affect aubusiness and financial results.

Our future success significantly depends on thdioed services and performance of our key managep@sonnel. Our future performa
will depend on our ability to motivate and retairese and other key officers. The Ddeidnk Act, legislation governing issuers of prede
stock held by the U.S. Treasury and the policiebastk regulatory agencies have placed restrictioneur executive compensation practi
Such restrictions and standards may further impactcompanys ability to compete for talent with other busiressand financial institutiol
that are not subject to the same limitations asmee The loss of the services of members of ouosemnagement or other key officers or
inability to attract additional qualified personrel needed could materially harm our business.

Our reported financial results depend on managemerg selection of accounting methods and certain assyptions and estimates.

Our accounting policies and assumptions are fundéahéo our reported financial condition and reswf operations. Our management r
exercise judgment in selecting and applying manghe$e accounting policies and methods so they lyowith generally accepted account
principles and reflect managemenfudgment of the most appropriate manner to reportfinancial condition and results. In some c¢;
management must select the accounting policy ohodeto apply from two or more alternatives, anywiifich may be reasonable under
circumstances, yet may result in our reporting mietg different results than would have been répdrunder a different alternative.

Certain accounting policies are critical to presenbur reported financial condition and resulthey require management to make diffic
subjective or complex judgments about matters dinatuncertain. Materially different amounts couddrbported under different conditions
using different assumptions or estimates. Thesiealraccounting policies include the allowance Ifman losses, valuation of OREO, valua
of securities and valuation of deferred income $a@ecause of the uncertainty of estimates invoimdtiese matters, we may be required t
one or more of the following: significantly increathe allowance for credit losses and/or sustadittosses that are significantly higher t
the reserve provided; recognize significant impaintron our other intangible assets or significaimtyease our accrued income taxes.

While management continually monitors and improvesour system of internal controls, data processing syems, and corporate wid
processes and procedures, we may suffer losses froperational risk in the future.

Management maintains internal operational contratg] we have invested in technology to help us ge®darge volumes of transactic
However, we may not be able to continue processirige same or higher levels of transactions. tfsygtems of internal controls should fai
work as expected, if our systems were to be usethionauthorized manner, or if employees were bvestl the system of internal contr
significant losses could occur.
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We process large volumes of transactions on a @iaidys and are exposed to numerous types of opeahtisk, which could cause us to in
substantial losses. Operational risk resulting fioadequate or failed internal processes, peopid, systems includes the risk of fraud
employees or persons outside of our company, teeution of unauthorized transactions by employegsrs relating to transaction proces:
and systems, and breaches of the internal contstés and compliance requirements. This risk of Eso includes potential legal actions
could arise as a result of the operational defiyjesr as a result of noncompliance with applicablgulatory standards.

We establish and maintain systems of internal djweval controls that provide management with timahd accurate information about
level of operational risk. While not foolproof, #&systems have been designed to manage operatsknat appropriate, cost effective lev
We have also established procedures that are @gsignensure that policies relating to conducticethnd business practices are follov
Nevertheless, we experience loss from operatideklfrom time to time, including the effects of optonal errors, and these losses ma
substantial.

Our information systems may experience an interrugbn or security breach.

Failure in or breach of our operational or secusiggtems or infrastructure, or those of our thiadity vendors and other service provid
including as a result of cyber attacks, could gisur businesses, result in the disclosure or seigf confidential or proprietary informati
damage our reputation, increase our costs and dasses. As a large financial institution, we depem our ability to process, record
monitor a large number of customer transactions @ontinuous basis. As customer, public and regulagxpectations regarding operatic
and information security have increased, our opmrat systems and infrastructure must continueetsdfeguarded and monitored for pote
failures, disruptions and breakdowns. Our businf@sancial, accounting, data processing systentstiter operating systems and facilities |
stop operating properly or become disabled or dah@s a result of a number of factors includingnev¢hat are wholly or partially beyc
our control. For example, there could be suddereases in customer transaction volume; electricablecommunications outages; nat
disasters such as earthquakes, tornadoes, andanasi disease pandemics; events arising from ¢odakger scale political or social matt
including terrorist acts; and, as described beloyiber attacks. Although we have business contimliys and other safeguards in place
business operations may be adversely affectedgmjfisiant and widespread disruption to our physinflastructure or operating systems
support our businesses and customers.

Information security risks for financial institutie have generally increased in recent years in Ipacause of the proliferation of n
technologies, the use of the Internet and telecomirations technologies to conduct financial tratisas, and the increased sophistication
activities of organized crime, hackers, terrorisistivists, and other external parties. As notedvap our operations rely on the set
processing, transmission and storage of confideinfiarmation in our computer systems and netwolksaddition, to access our products
services, our customers may use personal smartphtaidet PGS, and other mobile devices that are beyond outr@osystems. Although v
believe we have robust information security proceduand controls, our technologies, systems, n&ty@nd our customerslevices ma
become the target of cyber attacks or informatmcusty breaches that could result in the unautearirelease, gathering, monitoring, mis
loss or destruction of our customecsinfidential, proprietary and other informationtbat of our customers, or otherwise disrupt thertas
operations of ourselves, our customers or othed fharties.

Third parties with which we do business or thailiiate our business activities, could also be searof operational and information sect
risk to us, including from breakdowns or failurestleir own systems or capacity constraints. Alidjotio date we have not experienced
material losses relating to cyber attacks or othfrmation security breaches, there can be norassa that we will not suffer such losse
the future. Our risk and exposure to these mat@mrains heightened because of, among other thihgsvolving nature of these threats
the prevalence of Internet and mobile banking. #bec threats continue to evolve, we may be requiceéxpend significant additior
resources to continue to modify or enhance oureptie measures or to investigate and remediateirdagymation security vulnerabilitie
Disruptions or failures in the physical infrastug or operating systems that support our busisemse customers, or cyber attacks or sec
breaches of the networks, systems or devices tlmatwstomers use to access our products and sere@dd result in customer attritic
regulatory fines, penalties or intervention, regioteal damage, reimbursement or other compensatsts, and/or additional compliance cc
any of which could materially adversely affect bussiness, results of operations or financial caoorlit

We operate in a highly regulated environment and, s.a result, are subject to extensive regulation ansupervision that could adversel
affect our financial performance and our ability to implement our growth and operating strategies.

We are subject to examination, supervision and cehenmsive regulation by federal and state regulaagencies, which is described ur
“ltem 1 — Business—Supervision and RegulatidRegulatory oversight of banks is primarily intendedcprotect depositors, the federal dey
insurance funds, and the banking system as a whotegur shareholders. Compliance with these réiguisi is costly and may make it m
difficult to operate profitably.
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Federal and state banking laws and regulationsrgauemerous matters including the payment of divitss the acquisition of other banks
the establishment of new banking offices. We mist aneet specific regulatory capital requiremefitsr failure to comply with these lav
regulations and policies or to maintain our capigguirements could affect our ability to pay defdis on common stock, our ability to g
through the development of new offices and ouritghtib make acquisitions. These limitations mayverg us from successfully implement
our growth and operating strategies.

In addition, the laws and regulations applicablebtmks could change at any time, which could sicgiftly impact our business &
profitability. For example, new legislation or régtion could limit the manner in which we may contlour business, including our ability
attract deposits and make loans. Events that mayane a direct impact on us, such as the bankrumtdnsolvency of a prominent U
corporation, can cause legislators and bankinglatans and other agencies such as the Financiabting Standards Board, the SEC,
Public Company Accounting Oversight Board and vasitaxing authorities to respond by adopting angroposing substantive revisions
laws, regulations, rules, standards, policies amdrpretations. The nature, extent, and timinghef &doption of significant new laws ¢
regulations, or changes in or repeal of existingsland regulations may have a material impact anboginess and results of operati
Changes in regulation may cause us to devote sulmtadditional financial resources and managentien¢ to compliance, which m
negatively affect our operating results.

Changes in banking laws could have a material advee effect on us.

We are subject to changes in federal and state #smsell as changes in banking and credit reguiatiand governmental economic
monetary policies. We cannot predict whether anthe$e changes may adversely and materially aifecthe current regulatory environm
for financial institutions entails significant pot&l increases in compliance requirements andcéssa costs. Federal and state bar
regulators also possess broad powers to take sspenactions as they deem appropriate. These gispey actions may result in higher cag
requirements, higher insurance premiums and lifoitat on our activities that could have a materdvesise effect on our business
profitability.

Recent legislation regarding the financial servicemdustry may have a significant adverse effect oaur operations.

The Dodd-Frank Act was signed into law on July 2010. The Doddrrank Act has impacted the U.S. financial systamluding amon
others:

e new requirements on banking, derivative and investractivities, including the repeal of the protids on the payment of inter
on business demand accounts, and debit card iategehfee requirement

» the creation of the Consumer Financial ProtectioneBu with supervisory authority, including the gowo conduct examinatio
and take enforcement actions with respect to fiimuestitutions with assets of $10 billion or maaad implement regulations tl
will affect all financial institutions

e provisions affecting corporate governance and ekergompensation of all companies subject to gporting requirements of t
Securities and Exchange Act of 1934, as amendet

e a provision that would require bank regulatorsdgbrainimum capital levels for bank holding comparileat are as strong as th
required for their insured depository subsidiarssyject to a grandfather clause for holding cormgsawith less than $15 billion
assets as of December 31, 2C

Many provisions in the Dodd-Frank Act remain subjecregulatory rulenaking, implementation, and interpretation, theeef§ of which a1
not yet known. As a result, it is difficult to gaaithe ultimate impact of certain provisions of Bedd+rank Act because the implementatio
many concepts is left to regulatory agencies. kanple, the CFPB is given the power to adopt neyulegions to protect consumers an
given control over existing consumer protectionutajons adopted by federal banking regulators. T#B has begun the ruheaking
process but it is not known at this time when alés will be finalized and implemented.

The provisions of the DodHrank Act and any rules adopted to implement thoseisions as well as any additional legislativeregulaton
changes may impact the profitability of our busiaestivities and costs of operations, require Watchange certain of our business pract
materially affect our business model or affect méta of key personnel, require us to raise addéiaegulatory capital, including additio
Tier 1 capital, and could expose us to additiomsts (including increased compliance costs). Tl@skother changes may also require |
invest significant management attention and ressuto make any necessary changes and may adveffsdy our ability to conduct o
business as previously conducted or our resultgpefations or financial condition.
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ltem 1B. Unresolved Staff Comments

Not applicable

Item 2. Properties

PBI Bank has 18 fulkervice banking offices. The following table shothie location, square footage and ownership of gaoperty. Wi
believe that each of these locations is adequatslyed. Support operations are located in the Méine in Louisville and the Glasgow offi
building on Columbia Avenue.

Markets Square Footag Owned/Lease(
Louisville/Jefferson, Bullitt and Henry Counties
Main Office: 2500 Eastpoint Parkway, Louisvi 30,00( Ownec
Eminence Office: 645 EIm Street, Eminel 1,50( Ownec
Hillview Office: 11998 Preston Highway, Hillvie' 3,50( Ownec
Pleasureville Office: 5440 Castle Highway, Pleasillee 10,00( Ownec
Shepherdsville Office: 340 South Buckman Street,

Shepherdsvill¢ 10,00( Ownec
Conestoga Office: 155 Conestoga Parkway, Shephied 3,90( Ownec

Lexington/Fayette County
Lexington Office: 2424 Harrodsburg Road, Suite 100,

Lexington 8,50( Lease!
South Central Kentucky
Brownsville Office: 113 East Main, Brownsuvil 8,50( Ownec
Greensburg Office: 2(-04 North Main Street, Greensbt 11,00( Ownec
Horse Cave Office: 210 East Main Street, Horse ( 5,00( Ownec
Morgantown Office: 112 West Logan Street, Morgarmic 7,50( Ownec
Munfordville Office: 949 South Dixie Highway, Munfdville 9,00( Ownec
Northside Office: 1300 North Main Street, Beavent 3,20( Ownec
Wal-Mart Office: 1701 North Main Street, Beaver D 50C Lease
Owensboro/Daviess Count
Owensboro Office: 1819 Frederica Street, Owens 3,00( Ownec

Southern Kentucky
Fairview Office: 1042 Fairview Avenue, Suite A, Blavg

Green 3,00( Lease!
Campbell Lane Office: 751 Campbell Lane, Bowlinge& 7,50( Ownec
Glasgow Office: 1006 West Main Street, Glasc¢ 12,00( Ownec
Other Properties
Office Building: 701 Columbia Avenue, Glasgt 19,00( Ownec
Item 3. Legal Proceedings

In the normal course of operations, we are defeisdarvarious legal proceedings. Litigation is gdbjto inherent uncertainties and unfavor
rulings could occur. We record contingent liakéitiresulting from claims against us when a loss$essed to be probable and the amot
the loss is reasonably estimable. Assessing priyabi loss and estimating probable losses reguaealysis of multiple factors, including
some cases judgments about the potential actiorkirdf party claimants and courts. Recorded coetimdiabilities are based on the t
information available and actual losses in anyritperiod are inherently uncertain. Currently, veeeénrecorded a reserve related to ong
litigation matters for which we believe liability iprobable and reasonably estimable. Accruals arenade in cases where liability is
probable or the amount cannot be reasonably egtimiiYe provide disclosure of matters where we bell@bility is reasonably possible ¢
which may be material to our consolidated finansiatements. See Footnote 24, “Contingencieshe Notes to our consolidated finan
statements for additional detail regarding ongd@wgl proceedings and other matters.

Item 4. Mine Safety Disclosures

Not applicable
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie
Market Information

Our common stock is traded on the NASDAQ Global kéauunder the ticker symbol “PBIBThe following table presents the high and
sales prices for our common stock reported on tASINAQ Global Market for the periods indicated. Mairlprices and dividends paid h.
been restated to reflect stock dividends.

2013
Market Value
High Low Dividend
Quarter Ende:
Fourth Quarte $1.2¢ $0.97 $ 0.0C
Third Quartel 2.2t 0.8C 0.0C
Second Quarte 0.9C 0.7¢ 0.0cC
First Quarte! 1.5¢ 0.6¢€ 0.0C
2012
Market Value
High Low Dividend
Quarter Ende:
Fourth Quarte $1.9¢ $0.7¢ $ 0.0C
Third Quartel 2.2F 1.4¢ 0.0c
Second Quarte 2.4C 1.5C 0.0c
First Quarte! 3.0t 1.6¢ 0.0C

As of January 31, 2014, we had approximately 1,4/&reholders, including 366 shareholders of reemrd approximately 790 benefic
owners whose shares are held in “street” name @yrisies broker-dealers or other nominees.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Porter Bancorp, Inc, the NASDACQ Composite Index, and the NASDAQ Bank Index
$300
$250
$200
$150
$100 B

$50

£0
12-08 12-09 1210 12-11 1212 1213

—&— Porter Bancorp, Inc — & -~ NASDAQ Composite --<2-- NASDAQ Bank

*$100 invested on 12/31/08 in stock or index, including reinvestment of dividends.
Fiscal year ending December 31.
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Dividends

We will not be able to pay dividends on our comnsbock for the foreseeable future. We historicallydpquarterly cash dividends on
common stock until we suspended dividend paymen®citober 2011. As a bank holding company, PorterdBrps ability to declare and p
dividends depends on certain federal regulatonsidanations, including the guidelines of the FebB®serve regarding capital adequacy
dividends. Porter Bancorp has agreed with the ¢éRerserve to obtain its written consent prioréaldring or paying any future dividends.

Our principal source of revenue with which to payidends on our common stock is the dividends BBt Bank may declare and pay to us
of funds legally available for payment of dividen&®8I| Bank must obtain the prior written consenit®fprimary regulators prior to declaring
paying any future dividends. In addition to thisremt restriction, various laws applicable to PRINnR also limit its payment of dividends to
A Kentucky chartered bank may declare a dividendromount of the bark’net profits as the board deems appropriate. ppeowgal of thi
KDFI is required if the total of all dividends daokd by the bank in any calendar year exceedthkdf its net profits for that year combit
with its retained net profits for the preceding tyemars, less any required transfers to surplusfand for the retirement of preferred stocl
debt. As a practical matter, PBI Bank will not lideato pay dividends to us for the foreseeableréutu

Effective with the fourth quarter of 2011, we beghkafierring cash dividends on our Series A PrefeBteitk and interest payments on the ju
subordinated notes relating to our trust prefeseclrities. Deferring interest payments on thegueubordinated notes resulted in the def
of distributions on our trust preferred securitidsve defer interest payments on our trust preférsecurities for 20 consecutive quarters
must pay all deferred interest and resume quartetirest payments or we will be in default. At Betber 31, 2013, we have accrued
unpaid dividends on Series A Preferred Stock toga#i4.3 million.

We will not be able to pay cash dividends on ounown stock in the future until we have paid allraed and unpaid dividends on our Se
A Preferred Stock and all deferred distributions aur trust preferred securities. Dividends on tlegies A Preferred Stock and defel
distributions on our trust preferred securities @amnulative and therefore unpaid dividends andibigions will accrue and compound on €
subsequent payment date. If we become subjectytdiqaridation, dissolution or winding up of affajreolders of the trust preferred secur
and then holders of the preferred stock will betkewt to receive the liquidation amounts to whibleyt are entitled including the amount of
accrued and unpaid distributions and dividendsoigediny distribution can be made to the holdesuofcommon stock.

Purchase of Equity Securities by Issuer

The Company did not repurchase any of its issuddbatstanding equity securities in 2012 or 2013.
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ltem 6. Selected Financial Date

The following table summarizes our selected histrconsolidated financial data from 2009 to 20Y8u should read this information
conjunction with Item 7. “Management’s Discussiardanalysis of Financial Condition and Results gieations” and Item 8.Financia
Statements and Supplementary Data.”

Selected Consolidated Financial Data

As of and for the Years Ended December 3.

(Dollars in thousands except per share dat 2013 2012 2011 2010 2009
Income Statement Data:
Interest incom: $ 43226 $ 57,72¢ $ 7355 $ 86,407 $ 94,46¢
Interest expens 11,14 15,77« 22,03¢ 28,84. 40,41:
Net interest incom 32,08t 41,95¢ 51,51¢ 57,56¢ 54,05
Provision for loan losse 70C 40,25( 62,60( 30,10( 14,20(
Nor-interest incoms 5,91¢ 9,59( 7,83 11,58: 7,094
Nor-interest expens 38,89( 44,29 104,27: 46,47¢ 30,45¢
Income (loss) before income tax (1,58¢) (32,999 (107,529 (7,430 16,49:
Income tax expense (bene! — (65) (21¢) (3,046 5,42¢
Net income (loss (1,58¢€) (32,939 (107,307 (4,389 11,06¢
Less:
Dividends on preferred stot 1,91¢ 1,75C 1,75C 1,81( 1,75(C
Accretion on Series A preferred stc 16C 17¢ 177 177 17¢€
Earnings (loss) allocated to participating seces (267) (1,429 (4,080 (184) 97
Net income (loss) available to comm $ (339 $ (3343) $ (105159 $ (6,18) $ 9,04t
Common Share Data (1):
Basic earnings (loss) per common st $ (0.29 $ (285 $ (8.9¢) $ (0.60) $ 1.0C
Diluted earnings (loss) per common sh (0.29) (2.85) (8.99 (0.60 1.0C
Cash dividends declared per common sl 0.0C 0.0C 0.0z 0.4¢ 0.7¢
Book value per common she (0.18¢) 0.74 3.74 12.7¢ 14.61
Tangible book value per common sh (0.29) 0.5¢ 3.54 10.3: 11.4¢
Balance Sheet Data (at period end
Total asset $1,076,12. $1,162,63. $1,455,42. $1,723,95. $1,835,09
Debt obligations
FHLB advance! 4,49; 5,60¢ 7,11¢€ 15,02: 82,98(
Junior subordinated debentul 25,00( 25,00( 25,00( 25,00( 25,00(
Subordinated capital no 5,85( 6,97t 7,65( 8,55( 9,00(
Average Balance Data:
Average assel $1,098,40  $1,341,56! $1,659,95  $1,747,64: $1,714,13.
Average loan: 788,17t 1,033,32I 1,243,47. 1,353,29! 1,371,03.
Average deposit 1,004,05; 1,217,08: 1,434,46; 1,459,04 1,385,57
Average FHLB advance 4,99( 6,32¢ 15,31 47,80( 106,25¢
Average junior subordinated debentu 25,00( 25,00( 25,00( 25,00( 25,00(
Average subordinated capital ne 6,40¢ 7,30¢ 8,20¢ 8,941 9,00(
Average stockholde’ equity 42,63 75,67¢ 159,43« 188,01! 168,75:

(1) Common share data has been adjusted to reflectd&® dividends effective December 14, 2010 and Nudwer 19, 200¢
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Item 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operation

Managemens discussion and analysis of financial conditiod egsults of operations analyzes the consolidateah€ial condition and resu
of operations of Porter Bancorp, Inc. and its whallvned subsidiary, PBI Bank. Porter Bancorp, Isca Louisville, Kentuckybased bar
holding company which operates 18 full-service agloffices in twelve counties through its whoblyvned subsidiary, PBI Bank. Our mark
include metropolitan Louisville in Jefferson Coumtyd the surrounding counties of Henry and Bublittd extend south along the Interstat
corridor to Tennessee. We serve south central K&ptand southern Kentucky from banking offices uitlBr, Green, Hart, Edmonson, Bari
Warren, Ohio, and Daviess Counties. We also havaffare in Lexington, the second largest city inriflecky. The Bank is a community bz
with a wide range of commercial and personal bankiroducts.

Historically, we have focused on commercial and em@rcial real estate lending, both in markets whveeehave banking offices and ot
growing markets in our region. Commercial, commedrceal estate and real estate construction loaosuated for 56.3% of our total Ic
portfolio as of December 31, 2013, and 58.6% aBexfember 31, 2012. Commercial lending generallylpeces higher yields than resider
lending, but involves greater risk and requiresemigorous underwriting standards and credit quafionitoring.

The following discussion should be read in conjiorcivith our consolidated financial statements andompanying notes and other schec
presented elsewhere in the report.

Overview

For the year ended December 31, 2013, we reporteet éoss of $1.6 million compared with net loss$82.9 million for the year end
December 31, 2012 and $107.3 million for the yeateel December 31, 2011. After deductions for divitteon preferred stock, accretior
preferred stock, and allocating losses to parttoigasecurities, the net loss attributable to commbareholders was $3.4 million for the \
ended December 31, 2013, compared with net losbuttble to common shareholders of $33.4 millionthe year ended December 31, 2
Basic and diluted loss per common share were $(@c29he year ended December 31, 2013, comparddlass per common share of $(2.
for 2012.

Our financial performance in 2013 continued to legatively impacted by the Bank’s high level of mmerforming assets. Asset qua
remediation, capital restoration, and loweringrikk profile of the Company remain our major objees for 2014.

Non-performing loans were 14.38% of total loans and-performing assets were 12.35% of total assets aember 31, 2013. We rem
diligent in the management of our portfolio and sidving to improve credit quality by working thrghout our markets to balance selec
new customer acquisition, customer service forentisting clients and prudent risk management.

The following significant developments occurredidgrthe year ended December 31, 2013:

* Our net loss attributable to common shareholder$3# million for the year ended December 31, 20&&% much improve
compared with our net loss attributable to commfwareholders of $33.4 million for the year ended éveber 31, 201:

* We have successfully reduced the size of our balaheet in accordance with our capital plan. Aver@gsets were $1.098 billior
of December 31, 2013, compared with $1.342 bilabecember 31, 2012. This reduction was accorgaigimimarily by reducin
our commercial real estate and construction an@ldpment loans within our loan portfolio and thrbufye redemption of high
cost certificates of deposit accour

* Net interest margin decreased 21 basis points1i0%3.for the year ended December 31, 2013 compaiid3:81% for the yei
ended December 31, 2012. The decrease in margimebetperiods was primarily due to a reduction ierest earning asse
coupled with lower rates on those assets and @dvainaccrual loan levels relative to total loaserage loans decreased 23.7¢
$788.2 million in 2013 compared with $1.0 billiom 2012. Net loans decreased 19.1% to $681.2 midioBecember 31, 201
compared with $842.4 million at December 31, 2(

» Provision for loan losses expense declined to ®0@0for 2013, compared with $40.3 million for theay ended December
2012. The decrease was primarily attributable ¢éostlibstantial reduction in the loan portfolio sideclining chargesff trends, and
decline in loans migrating downward in risk grad&ssification. Net chargeffs were $29.3 million in 2013, compared with &
million in 2012 and $44.3 million in 201
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* We continued to execute on our strategy to reducecommercial real estate and construction andldpueent loans. Constructi
and development loans totaled $43.3 million, or 5#%otal riskbased capital, at December 31, 2013 compared widt8%million
or 82% of total risk-based capital, at December&112. Nonewner occupied commercial real estate loans, coctstn ani
development loans, and multi-family residentiall restate loans as a group totaled $237.0 millian2@&4% of total riskease!
capital, at December 31, 2013 compared with $3dfllion, or 362% of total ris-based capital, at December 31, 2(

e Loan proceeds received from the repayment of ounncercial real estate and construction and develaproans were usi
primarily to redeem maturing certificates of depakiring 2013. Deposits decreased 7.3% to $987llfomicompared with $1.
billion at December 31, 2012. Certificate of depasilances declined $80.6 million during 2013 t8C6 million at December &
2013, from $760.6 million at December 31, 2C

» Total loans past due and nonaccrual loans decregasitil3.5 million at December 31, 2013 from $153illion at December 3
2012.

* Non-performing loans increased $7.4 million to $102i0iom at December 31, 2013, compared with $94.6ion at December 3
2012. The increase in non-performing loans wasiglgrioffset by net loan chargeffs in 2013 which totaled $29.3 million. T
chargeoffs resulted primarily from charging off specifieserves for loans deemed to be collateral depér

» Loans past due 389 days decreased from $38.2 million at DecembeB12 to $10.7 million at December 31, 2013 arahtopa
due 6089 days decreased from $20.3 million at Decembe@12 to $775,000 at December 31, 2013. This wiasapily driven by
the migration of two relationships totaling $36.2lion from past due to nonaccrual status in thstfguarter of 201

» Foreclosed properties decreased to $30.9 millidbemember 31, 2013, compared with $43.7 millioDatember 31, 2012. Duri
the year ended December 31, 2013, the Company radg®20.6 million and sold $30.8 million of othezat estate ownt
(“OREOQO"). In addition, we recorded fair value wriiewns of $2.5 million during the year reflectingctiees in appraisal valuatio
and changes in pricing strategies. Our ratio of-periorming assets to total assets increased tb%2.8 December 31, 20:
compared with 11.89% at December 31, 2(

e On July 16, 2013, a jury in Louisville, Kentuckytumed a verdict against PBI Bank awarding thenpiis compensatory damag
of $1.5 million and punitive damages of $5.5 mitlid\fter conferring with its legal advisors, PBI idabelieves the findings a
damages are excessive and contrary to the lawthatd has meritorious grounds on which it is nmgvforward to appeal. Althou
we have made provisions in our condensed consetidfitancial statements for this s&ibured matter, the amount of our le
reserve is less than the original amount of theatpes awarded, plus accrued inter

These items are discussed in further detail througlhis “Managemend’ Discussion and Analysis of Financial Conditiord @esults ¢
Operations” Section.

Going Concern Considerations and Future Plans

Our consolidated financial statements have beepapeel on a going concern basis, which contemplgtesrealization of assets and
satisfaction of liabilities in the normal course lnfsiness for the foreseeable future. However etrents and circumstances described ir
discussion create an uncertainty about the Compahjlity to continue as a going concern.

For the year ended December 31, 2013, we repoeedbss attributable to common shareholders of $3ildon. This loss was attributat
primarily to loan collection expenses of $4.7 moiliand OREO expense of $4.5 million resulting fri@n value writedowns driven by ne
appraisals and reduced marketing prices, net losales, and ongoing operating expenses. We atbtohar net interest margin due to loy
average loans outstanding, loans re-pricing at lomées, and the level of ngrerforming loans in our portfolio. Net loss to com
shareholders of $3.4 million for the year endedddaioer 31, 2013, compares with net loss to commarekblders of $33.4 million for ye
ended December 31, 2012.
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For the year ended December 31, 2012, we repogeetbss attributable to common shareholders of48&3llion. This loss was attributat
primarily to $40.3 million of provision for loan $ses expense due to continued decline in creditigrén our portfolio that resulted in

charge-offs of $36.1 million, OREO expense of $1tllion resulting from fair value writelowns driven by new appraisals and redi
marketing prices, net loss on sales, and ongoirgrabipg expense. We also had lower net interesggimatue to lower average lo:
outstanding, loans re-pricing at lower rates, dralével of norperforming loans in our portfolio. Net loss to cowmshareholders of $3:
million, for the year ended December 31, 2012, carep with net loss to common shareholders of $188Ibn for year ended December
2011.

In June 2011, the Bank entered into a Consent Qvitkrthe FDIC and KDFI in which the Bank agreethamg other things, to improve as
quality, reduce loan concentrations, and maintamirdmum Tier 1 leverage ratio of 9% and a minimtatal risk based capital ratio of 12
The Consent Order was included in our Current Repoi8K filed on June 30, 2011. In October 2012, the Bantered into a new Cons
Order with the FDIC and KDFI, again agreeing to miwin a minimum Tier 1 leverage ratio of 9% andinimum total risk based capital ra
of 12%. The Bank also agreed that if it should hahle to reach the required capital levels, artirdcted in writing by the FDIC, then 1
Bank would within 30 days develop, adopt and immata written plan to sell or merge itself into #rew federally insured financial instituti
or otherwise immediately obtain a sufficient capitaestment into the Bank to fully meet the cajpitgjuirements.

We expect to continue to work with our regulataward capital ratio compliance as outlined in théten capital plan submitted by the Bi
in December 2012. The new Consent Order also regjtiire Bank to continue to adhere to the plansemehted in response to the June !
Consent Order, and includes the substantive panisof the June 2011 Consent Order. The new Co&eldr was included in our Curr
Report on 8-K filed on September 19, 2012. As ofémber 31, 2013, the capital ratios required byQbesent Order were not met.

In order to meet these capital requirements, thar@®f Directors and management are continuingviuate strategies to achieve
following objectives:

* Increasing capital through a possible public offgror private placement of common stock to new exidting shareholders. \
have engaged a financial advisor to assist our Bwathis evaluation and to assist in evaluating @ptions for the redemption
our Series A Preferred Stock currently held byltsTreasury

» Continuing to operate the Company and Bank in & safd sound manner. This strategy will require ausetiuce our lendir
concentrations, remediate r-performing loans, and reduce other noninterestmesg@éhrough the disposition of ORE

» Continuing with succession planning and adding ueses to the management team. In 2012, John Toflawds named Presid
and CEO of PBI Bank. John R. Davis was appointed Banks Chief Credit Officer, with responsibility for efishing an
executing the credit quality policies and oversgairedit administration for the entire organizatitm 2013, Mr. Taylor succeed
Maria L. Bouvette as CEO of Porter Bancorp. We halge augmented our staffing in the commercialilegndrea, which is now I
by Joe C. Seilel

e Evaluating and implementing improvements to ioternal processes and procedures, distributidatmfr, and worlflow to ensur
we have adequately and appropriately deployed ressin an efficient manner in the current envirentr

e Executing on our commitment to improve credit giyadind reduce loan concentrations and balance skke

* We have reduced the size of our loan portfolio ificemtly from $1.3 billion at December 31, 2010,%1.1 billion a
December 31, 2011 to $899.1 million at DecemberZ,2, and $709.3 million at December 31, 2013. Nslee
significantly improved our credit administrationnfttion which is now led by John R. Davis, who janthe
management team in August 2012 and serves as Cradft Officer.

e Our Consent Order calls for us to reduce our canstm and development loans. At December 31, 2043 hav:
reduced construction and development loans to $#8I®n, or 52% of total riskbased capital, and $70.3 million,
82% of total ris-based capital, at December 31, 2(

e Our Consent Order also requires us to continuedoige concentrations in commercial real estateslo@inese loai
totaled $237.0 million, or 284% of total ritlased capital, at December 31, 2013 compared V@ti.& million, o
362% of total ris-based capital, at December 31, 2C
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* We are working to reduce namvner occupied commercial real estate loans, acactstn and development loans, .
multi-family residential real estate loans by being ms@iective in seeking new construction and develoyprignding
and new norewner occupied commercial real estate lending dppdies. We are also receiving principal reduct
from amortizing credits and palewns from our customers who sell properties Hoiltresale. We have reduced
construction loan portfolio from $199.5 million Becember 31, 2010 to $43.3 million at December2813. Our non
owner occupied commercial real estate loans detlirem $293.3 million at December 31, 2010 to $23million a
December 31, 201

» Executing on our commitment to sell other realtestavned and reinvest in quality income producisgets

e Our acquisition of real estate assets through ahe remediation process slowed during 2013, asaogaied $20.
million of OREO in 2013 compared with $33.5 millidring 2012. However, nonaccrual loans totaledl$3 @nillion
at December 31, 2013, and we expect to resolve rofriiese loans by foreclosure which could resulfurthe
additions to our OREO portfolit

* We incurred OREO losses totaling $2.6 million dgrihe 2013, comprised of $132,000 in loss on sate$2.5 millior
in fair value writ-downs to reflect declines in appraisal valuatioms ehanges in our pricing strategi

« We continually evaluate opportunities to maximike value we receive from the sale of OREO. We mursultiple
sales channels with focus primarily on internal keting and the use of broke

 Real estate construction represents 62% of the ORBf(Xolio at December 31, 2013 compared with 51t
December 31, 2012. Commercial real estate repedd&¥ of the OREO portfolio at December 31, 2018\maret
with 35% at December 31, 2012, and family residential properties represent 16% &f plortfolio at December =
2013 compared with 12% at December 31, 2!

Bank regulatory agencies can exercise discretioenwan institution does not meet the terms of a emnsrder. Based on individt
circumstances, the agencies may issue mandatagtigies, impose monetary penalties, initiate changenanagement, or take more set
adverse actions.

Our consolidated financial statements do not inelady adjustments that may result should the Coynpanunable to continue as a gc¢
concern.

Application of Critical Accounting Policies

Our accounting and reporting policies comply witA&R and conform to general practices within thekiag industry. We believe that of ¢
significant accounting policies, the following mawolve a higher degree of management assumptiadsjudgments that could result
materially different amounts to be reported if citiods or underlying circumstances were to change.

Allowance for Loan Losses— PBI Bank maintains an allowance for loan lossegefet to be sufficient to absorb probable incurceeti
losses existing in the loan portfolio, and the ldoair directors evaluates the adequacy of the alheedor loan losses on a quarterly basis
evaluate the adequacy of the allowance using, anotimgy things, historical loan loss experience,vkm@nd inherent risks in the portfo
adverse situations that may affect the borrosvability to repay, estimated value of the undedycollateral and current economic condit
and trends. The allowance may be allocated foriSpdoans or loan categories, but the entire allowee is available for any loan that
managemens$ judgment, should be charged off. The allowancaesists of specific and general components. Theifspeomponent relates
loans that are individually deemed impaired. Theegal component is based on historical loss expegie@djusted for environmental fact
We develop allowance estimates based on actuaklgmsience adjusted for current economic conditamd trends. Allowance estimates ¢
prudent measurement of the risk in the loan padfahich we apply to individual loans based on Idgpe. If the mix and amount of futt
chargeoff percentages differ significantly from those wsptions used by management in making its detetinmawe may be required
materially increase our allowance for loan losses @rovision for loan losses, which could adversedfgct our results.
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Other Real Estate Owned- Other real estate owned (OREO) is real estate eemfjltas a result of foreclosure or by deed in lié
foreclosure. It is classified as real estate owmetil such time as it is sold. When property iswoed as a result of foreclosure or by dee
lieu of foreclosure, it is recorded at its fair fetrvalue less estimated cost to sell. Any wdtavn of the property at the time of acquisitio
charged to the allowance for loan losses. Subse¢gaductions in fair value are recorded as marest expense. To determine the fair vall
OREO for smaller dollar single family homes, we st with internal real estate sales staff andrederealtors, investors, and appraisel
the internally evaluated market price is below onderlying investment in the property, appropriatée-downs are recorded. For larger dc
commercial real estate properties, we obtain a appraisal of the subject property in connectionhwthie transfer to other real es
owned. We do not obtain updated appraisals on #egiyabasis after the receipt of the initial apgpeh Rather, we internally review the 1
value of the other real estate owned in our padfoh a quarterly basis to determine if a new aigptas warranted based on the spe
circumstances of each property. Generally, we nhipdated appraisals annualluy unless a sale isrniemn

Intangible Assets— We evaluate intangible assets for impairment atleanually and more frequently if circumstancedate their value m:i
not be recoverable. Identifiable intangible asHeds are subject to amortization are amortizedroaaelerated basis over the years expec
be benefited, which we believe is 10 years. Weesgwthese amortizable intangible assets for impaitnfecircumstances indicate their va
may not be recoverable based on a comparison ofdhie to carrying value. Based on our annualeswyimanagement does not believe
intangible assets are impaired at December 31,.2013

Stock-based Compensatior- Compensation cost is recognized for stock optionsrastricted stock awards issued to employeegdbas th
fair value of these awards at the date of grant.uillige a BlackScholes model, which requires the input of highlpjective assumptions, st
as volatility, risk-free interest rates and dividepayout rates, to estimate the fair value of stock aj while the market price of
Companys common stock at the date of grant is used fdrice=d stock awards. Compensation cost is recegh@er the required serv
period, generally defined as the vesting period.dveards with graded vesting, compensation castdsgnized on a straiglitte basis over tt
requisite service period for the entire award.

Valuation of Deferred Tax Asset— We evaluate deferred tax assets for impairment quaaterly basis. We established a 100% deferre
valuation allowance of $31.7 million in December2Mased upon the analysis of our past performandeour expected future performat
We considered all evidence currently availablehlpmisitive and negative, in determining, basedhenvteight of that evidence, the likelihc
that the deferred tax asset would be realized.rguhat review, we determined that the level of meent historical losses, the level of our nor
performing assets, our inability to meet our fosted levels of earnings in 2011, our intent to dpyment of dividends on our subordini
debentures and Series A Preferred Stock, and oucompliance with the capital requirements of our €am Order outweighed our foreca:
taxable earnings levels for the near and long t&msuch, we established a 100% deferred tax valualowance. When evaluating
deferred tax assets for realizability during 20h& 2013, we concluded that a full valuation alloe@amwas still necessary at December 31,
and 2013, due to the additional losses incurrethduhose years. A return to profitability wouldadae us to reduce the valuation allowe
and thereby offset income tax expense that wouldratise be recognized. Examinations of our incoaxeréturns or changes in tax law r
impact our deferred tax assets and liabilities e as our provision for income taxes.

Contingencies— In the normal course of operations, we are defetsdanvarious legal proceedings. We record contimdjabilities resultin
from claims against us when a loss is assessed pydibable and the amount of the loss is reasorestinable. Assessing probability of |
and estimating probable losses requires analysisultiple factors, including in some cases judgmetiout the potential actions of third p.
claimants and courts. Recorded contingent liaeditare based on the best information availableaahgial losses in any future period
inherently uncertain.
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Results of Operations

The following table summarizes components of incame expense and the change in those componer8X8rcompared with 2012:

For the
Years Ended December 31, Change from Prior Period
2013 2012 Amount Percent
(dollars in thousands)
Gross interest incon $ 43,22¢ $ 57,72¢ $ (14,50 (25.1%
Gross interest expen 11,14 15,77¢ (4,637) (29.9
Net interest incom 32,08¢ 41,95 (9,870 (23.5)
Provision for credit losse 70C 40,25( (39,55() (98.9)
Nor-interest incom: 5,19¢ 6,354 (1,15¢) (18.9)
Gains on sale of securities, 1 723 3,23¢ (2,519 (77.7)
Nor-interest expens 38,89( 44,29: (5,402) (12.2)
Net loss before taxe (1,58¢) (32,999 31,41: (95.2)
Income tax benefi — (65) 65 (200.0
Net loss (1,58¢) (32,937 31,34¢ (95.2)
Dividends on preferred stot (1,919 (1,750 (169) 9.7
Accretion on Series A preferred stc (160 (179 19 (10.6)
Losses attributable to participating securi 267 1,42¢ (1,162) (81.9)
Net loss attributable to common shareholc (3,399 (33,43) 30,03¢ (89.9

Net loss of $1.6 million for the year ended Decen8¥ 2013, improved by $31.4 million from net lafs$32.9 million for 2012. Net loss
common shareholders of $3.4 million for the yeatezhDecember 31, 2013, decreased $30.0 million fretoss to common shareholder
$33.4 million for 2012. This decrease in net loss\attributable primarily to lower provision foralo losses expense and decreasedmenes
expense associated with our OREOQ, partially ofigdbwer net gain on sales of securities and love¢rinterest income.

The following table summarizes components of incame expense and the change in those componerg&8X@rcompared with 2011:

For the
Years Ended December 31 Change from Prior Period
2012 2011 Amount Percent
(dollars in thousands)
Gross interest incon $ 57,72¢ $ 73,55¢ $ (15,82) (21.5%
Gross interest expen 15,77« 22,03¢ (6,26%) (28.9)
Net interest incom 41,95¢ 51,51¢ (9,560 (18.6)
Provision for credit losse 40,25( 62,60( (22,35() (35.7)
Nor-interest incom: 6,35¢ 6,76¢ (412) (6.
Gains on sale of securities, 1 3,23¢ 1,10¢ 2,12¢ 192.1
Other than temporary impairment on securi — (47) 41 (200.0
Nor-interest expens 44,29: 104,27: (59,98) (57.5
Net loss before taxe (32,99 (207,529 74,52¢ (69.9)
Income tax benefi (65) (21¢) 152 (70.2)
Net loss (32,93) (207,307 74,37¢ (69.9)
Dividends on preferred stox (1,750 (1,750 — —
Accretion on Series A preferred stc (179 a77) 2 1.1
Losses attributable to participating securi 1,42¢ 4,08( (2,657) (65.0
Net loss attributable to common shareholc (33,43) (105,159 71,72 (68.2)

Net loss of $32.9 million for the year ended Decenfi, 2012, decreased $74.4 million from net wfs$107.3 million for 2011. Net loss
common shareholders of $33.4 million for the yaatesl December 31, 2012, decreased $71.7 million fret loss to common shareholder
$105.2 million for 2011. This decrease in net lags attributable primarily to lower provision fardn losses expense, decreasedintares
expense associated with our OREQO, and higher rietogasales of securities, partially offset by lowet interest income. In addition, the 2
results included a one-time goodwill impairmentrgeeof $23.8 million.
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Net Interest Income— Our net interest income was $32.1 million for tleayended December 31, 2013, a decrease of $4i@mndr 23.5%
compared with $42.0 million for the same period2Bi12. Net interest spread and margin were 2.97%3ah@%, respectively, for 20!
compared with 3.16% and 3.31%, respectively, fak22verage nonaccrual loans were $107.3 milliod $80.8 million in 2013 and 20
respectively. The decrease in net interest incorag grimarily the result of lower average earningets coupled with lower rates on th
assets. In addition, net interest income and rterest margin were adversely affected by $5.6 omilland $4.9 million of interest lost
nonaccrual loans during 2013 and 2012, respectively

Our average interesgtarning assets were $1.05 billion for 2013, congbarith $1.28 billion for 2012, an 18.1% decreas@naprily attributabls
to lower average loans and partially offset by bighverage investment securities and interest rigeateposits with financial institutior
Average loans were $788.2 million for 2013, compgangth $1.03 billion for 2012, a 23.7% decreaseerage interest bearing deposits \
financial institutions were $65.1 million in 2018ompared with $62.1 million in 2012, a 4.7% incealverage investment securities
$184.2 million for 2013, compared with $173.1 noiflifor 2012, a 6.4% increase. Our total interesbime decreased 25.1% to $43.2 mil
for 2013, compared with $57.7 million for 2012. T¢teange was due primarily to lower interest ratesoans, lower volume of loans and lo
interest rates on investment securities.

Our average interedtearing liabilities decreased by 18.1% to $937 Mionifor 2013, compared with $1.14 billion for 2010ur total intere
expense decreased by 29.4% to $11.1 million foB28dmpared with $15.8 million during 2011, duenmtily to lower interest rates paid
and lower volume of certificates of deposit, NOWl anoney market deposits. Our average volume officates of deposit decreased 22.8¢
$704.0 million for 2013, compared with $912.1 naitlifor 2012. The average interest rate paid orificetes of deposit decreased to 1.35%
2013, compared with 1.52% for 2012, as the reduttomtinued repricing of certificates of deposit at maturity towler interest rates. C
average volume of NOW and money market depositiatsoincreased 1.1% to $154.8 million for 2013, pared with $153.0 million f
2012. The average interest rate paid on NOW andegnorarket deposit accounts decreased to 0.35%0f8, Zompared with 0.42% for 2012.

Our net interest income was $42.0 million for trealyended December 31, 2012, a decrease of $9i6mnidr 18.6%, compared with $5
million for the same period in 2011. Net intergstesd and margin were 3.16% and 3.31%, respectif@y2012, compared with 3.24% ¢
3.40%, respectively, for 2011. Average nonaccroahs were $90.8 million and $67.4 million in 20XR1&011, respectively. The decreas
net interest income was primarily the result of éovaverage earning assets coupled with lower @iehose assets. In addition, net inte
income and net interest margin were adversely t&teby $4.9 million and $4.0 million of interesstoon nonaccrual loans during 2012
2011, respectively.

Our average interegtarning assets were $1.28 billion for 2012, congbavigh $1.53 billion for 2011, a 16.5% decreasémprily attributabls
to lower average loans and interest bearing depwsih financial institutions, partially offset thigher average investment securities. Ave
loans were $1.03 billion for 2012, compared with2¥lbillion for 2011, a 16.9% decrease. Averageregt bearing deposits with finan
institutions were $62.1 million in 2012, comparedw$127.1 million in 2011, a 51.1% decrease. Ageravestment securities were $11
million for 2012, compared with $148.5 million f@011, a 16.6% increase. Our total interest incoewrahsed 21.5% to $57.7 million
2012, compared with $73.6 million for 2011. The rfp@ was due primarily to lower interest rates od lnver volume of loans and inter
bearing deposits with financial institutions, andiér interest rates on investment securities.

Our average intereftearing liabilities decreased by 17.5% to $1.1#dpilfor 2012, compared with $1.39 billion for 201Qur total intere:
expense decreased by 28.4% to $15.8 million fo220dmpared with $22.0 million during 2011, duenarily to lower interest rates paid
and lower volume of certificates of deposit, NOWl anoney market deposits. Our average volume officates of deposit decreased 18.6¢
$912.1 million for 2012, compared with $1.12 billifor 2011. The average interest rate paid onfoates of deposit decreased to 1.52%
2012, compared with 1.65% for 2011, as the redultomtinued repricing of certificates of deposit at maturity towler interest rates. C
average volume of NOW and money market deposituadsodecreased 10.5% to $153.0 million for 2012ngared with $171.0 million fi
2011. The average interest rate paid on NOW andegnorarket deposit accounts decreased to 0.4299f#, Zompared with 0.85% for 2011.

33



Table of Contents

Average Balance Sheets

The following table sets forth the average daillabees, the interest earned or paid on such amoamisthe weighted average yield on interes
earning assets and weighted average cost of itdeeasing liabilities for the periods indicated. @irig income or expense by the average
balance of assets or liabilities, respectivelyjwder such yields and costs for the periods predente

For the Years Ended December 31

2013 2012
Average Interest Average Average Interest Average
Balance Earned/Paid Yield/Cost Balance Earned/Paid Yield/Cost

(dollars in thousands)
ASSETS
Interes-earning asset:
Loans receivables (1)(:

Real estat $ 696,788 $ 32,59: 468% $ 921,31 $ 46,17¢ 5.01%
Commercial 50,99( 2,77 5.44 64,25: 3,51( 5.4¢€
Consume 16,98: 1,40z 8.2¢ 22,72( 1,90¢ 8.3¢
Agriculture 22,63¢ 1,22¢ 5.42 24,19¢ 1,30¢ 5.3¢
Other 78C 21 2.6¢ 83¢ 22 2.6
U.S. Treasury and agenci 23,68¢ 54€ 2.31 6,58¢ 19¢ 3.02
Mortgagebacked securitie 83,16( 1,552 1.87 111,63 1,98¢ 1.7¢
State and political subdivision securities 30,29 93:< 4.74 26,63 887 5.12
State and political subdivision securit 24,86 787 3.17 17,36: 563 3.24
Corporate bond 20,86¢ 74E 3.57 8,951 482 5.3¢
FHLB stock 10,07: 421 4.1¢ 10,07: 447 4.44
Other debt securitie 572 46 8.04 572 46 8.04
Other equity securitie 744 30 4.0: 1,35¢ 57 4.1¢
Federal funds sol 2,64( 3 0.11 3,10¢ 2 0.0¢
Interest-bearing deposits in other financial
institutions 65,07¢ 15C 0.2: 62,12] 142 0.2
Total interest-earning assets 1,050,14: 43,22¢ 4.16%  1,281,73 57,72¢ 4.54%
Less: Allowance for loan loss (40,349 (53,489
Nonr-interes-earning asse! 88,60: 113,31«
Total assets $1,098,40 $1,341,56!

LIABILITIES AND STOCKHOLDERS’ EQUITY
Interes-bearing liabilities

Certificates of deposit and other time depc $ 703,98 $ 9,48 1.3% $ 912,060 $ 13,82¢ 1.52%
NOW and money market depos 154,75¢ 541 0.3t 153,03. 641 0.4z
Savings account 39,15¢ 114 0.2¢ 38,66¢ 154 0.4C
Federal funds purchased and repurchase agree 3,11z 6 0.1¢ 2,08¢ 7 0.34
FHLB advance: 4,99( 157 3.1t 6,32¢ 207 3.27
Junior subordinated debentu 31,40 842 2.6¢ 32,30¢ 937 2.9C
Total interest-bearing liabilities 937,40t 11,14 1.1%  1,144,48 15,77¢ 1.3¢%
Nonr-interes-bearing liabilities
Nor-interes-bearing deposit 106,15: 113,32!
Other liabilities 12,21( 8,081
Total liabilities 1,055,76! 1,265,88!
Stockholder equity 42,63 75,67¢
Total liabilities and stockholders’ equity $1,098,40! $1,341,56!
Net interest income $ 32,08t $ 4195t
Net interest spread 2.91% 3.1%
Net interest margin 3.1(% 3.31%
Ratio of average interes-earning assets to averag
interest-bearing liabilities 112.09% 111.99%

(1) Includes loan fees in both interest income andtc#teulation of yield on loan:
(2) Calculations include n-accruing loans of $107.3 million and $90.8 millioraverage loan amounts outstandi
(3) Taxable equivalent yields are calculated assumiBg?a federal income tax rat
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ASSETS
Interes-earning asset:
Loans receivables (1)(:
Real estat
Commercial
Consume
Agriculture
Other
U.S. Treasury and agenci
Mortgagebacked securitie
State and political subdivision securities
State and political subdivision securit
Corporate bond
FHLB stock
Other debt securitie
Other equity securitie
Federal funds sol
Interest-bearing deposits in other financial
institutions
Total interest-earning asset:
Less: Allowance for loan loss
Nonr-interes-earning asse!

Total assets

LIABILITIES AND STOCKHOLDERS ' EQUITY
Interes-bearing liabilities
Certificates of deposit and other time depc
NOW and money market depos
Savings account
Federal funds purchased and repurchase agree
FHLB advance!
Junior subordinated debentu
Total interest-bearing liabilities
Nonr-interes-bearing liabilities
Nor-interes-bearing deposit
Other liabilities
Total liabilities
Stockholder' equity
Total liabilities and stockholders’ equity
Net interest income
Net interest spread
Net interest margin

Ratio of average interes-earning assets to averag
interest-bearing liabilities

For the Years Ended December 31

2012 2011
Average Interest Average Average Interest Average
Balance Earned/Paid Yield/Cost Balance Earned/Paid Yield/Cost
(dollars in thousands)
$ 921,31 $ 46,17¢ 5.01% $1,111,131 $ 59,45( 5.35%
64,25: 3,51( 5.4¢ 77,09¢ 4,36: 5.6€
22,72 1,90: 8.3¢ 29,14( 2,42¢ 8.3¢
24,19¢ 1,304 5.3¢ 25,17¢ 1,401 5.5¢
83¢ 22 2.6: 92t 32 3.4¢
6,58¢ 19¢ 3.0z 10,17: 322 3.17
111,63 1,98¢ 1.7¢ 96,22 2,967 3.0¢
26,63 887 5.1z 29,50¢ 1,12: 5.8¢
17,36: 563 3.24 3,17¢ 172 5.41
8,951 482 5.3¢ 7,46¢ 452 6.0%
10,07: 447 4.44 10,07: 42¢ 4.2t
572 46 8.04 572 46 8.04
1,35¢ 57 4.1¢ 1,39 49 3.51
3,10¢ 2 0.0€ 5,72¢ 3 0.0t
62,12° 14z 0.2¢ 127,08 313 0.2t
1,281,73! 57,72¢ 4.54% 1,534,87! 73,55¢ 4.82%
(53,489 (37,767
113,31 162,84¢
$1,341,56! $1,659,95!
$ 912,060 $ 13,82¢ 1.52% $1,120,15. $ 18,46¢ 1.65%
153,03: 641 0.4z 171,02¢ 1,451 0.8t
38,66¢ 154 0.4C 36,51 22¢ 0.62
2,08¢ 7 0.34 10,52« 44C 4.1¢
6,32¢ 207 3.2i 15,31 537 3.51
32,30¢ 937 2.9C 33,20¢ 91E 2.7¢€
1,144,48I 15,77« 1.3¢% 1,386,741 22,03¢ 1.5¢%
113,32! 106,76¢
8,081 7,01¢
1,265,88I 1,500,52!
75,67¢ 159,43:
$1,341,56! $1,659,95!
$ 41,95 $ 51,51t
3.1€% 3.24%
3.31% 3.4(%
111.9% 110.6%

(1) Includes loan fees in both interest income andtc#teulation of yield on loan:
(2) Calculations include n-accruing loans of $90.8 million and $67.4 milliendverage loan amounts outstand

(3) Taxable equivalent yields are calculated assumiBg?a federal income tax rat
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Rate/VVolume Analysis

The table below sets forth information regardingrades in interest income and interest expensééoperiods indicated. For each categol
interest-earning assets and intefgstring liabilities, information is provided on clyes attributable to (1) changes in rate (changesit:
multiplied by old volume); (2) changes in volumédages in volume multiplied by old rate); and (Baieges in rateolume (change in ra
multiplied by change in volume). Changes in ratete are proportionately allocated between ratevarhgime variance.

Interest-earning assets

Loan receivable

U.S. Treasury and agenci

Mortgage-backed securitie

State and political subdivision securit

Corporate bond

FHLB stock

Other debt securitie

Other equity securitie

Federal funds sol

Interes-bearing deposits in other financial institutic
Total increase (decrease) in interest incorr
Interest-bearing liabilities:

Certificates of deposit and other time depc

NOW and money market accoul

Savings account

Federal funds purchased and repurchase agree

FHLB advance:

Junior subordinated debentu
Total increase (decrease) in interest expen
Increase (decrease) in net interest income

Year Ended December 31, 2013 vs. 20

Year Ended December 31, 2012 vs. 20

Increase (decrease
due to change in

Increase (decrease
due to change in

Net Net
Rate \Volume Change Rate VVolume Change
(in thousands)

$ (2,939 $ (11,967 $ (14,90 $ (3,829 $ (10,93) $ (14,76)
(35 382 347 (14 (209 (229
93 (52¢) (43%) (1,409 42C (981)
(81) 351 27C (243 39¢ 15E
(20€) 46¢ 263 (54) 84 3C
(26) — (26) 19 — 19
2 (25) (27) 9 (1) 8
1 — 1 — (1) (1)
1 7 8 (22) (150 (177
(3,190 (11,31)) (14,50) (5,529 (10,296) (15,825
(1,427 (2,919 (4,346 (1,402 (3,239 (4,640
(107) 7 (100) (670) (140) (810)
(42) 2 (40) (86) 12 (74)
(3) 2 (1) (231) (202) (439)
(8) (42) (50) (34) (29€) (330
(69) (25) (94) 46 (24) 22
(1,656 (2,975 (4,63)  (2,37%) (3,88¢) (6,265)
$(153) $ (833 $ (9870 $(3,15) $ (6,409 $ (9,560
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Non-interest Income— The following table presents for the periods éatled the major categories of non-interest income:

For the Years Ended
December 31,

2013 2012 2011
(in thousands)

Service charges on deposit accol $2,05¢ $2,23¢ $2,60¢
Income from fiduciary activitie 517 1,175 993
Bank card interchange fe 71€ 727 66¢
Other real estate owned rental inca 39¢ 42C 20C
Gain on sales of investment securities, 725 3,23¢ 1,10¢
Other-thar-temporary impairment on securiti — — (47)
Income from bank owned life insuran 534 31z 314
Other 97C 1,47¢ 1,982

Total nor-interest incomt $5,91¢ $9,59( $7,83:

Nor-interest income decreased by $3.7 million to $5iBian for 2013 compared with $9.6 million for 201Zhis was due primarily

decreased gain on sales of investment securiti€2.&f million, or 77.7%, due to lower volume ofesal This decrease was also caused
reduction in income from fiduciary activities as wansitioned away from providing trust servicesluding ESOP and employee benefit |
services throughout our markets. This decreaseoffest partially by an increase in income from bamkned life insurance, which increasec
71.2% from 2012.

Nor-interest income increased by $1.8 million to $9.@lion for 2012 compared with $7.8 million for 201This was due primarily
increased gain on sales of investment securiti€gdf million, or 192.1%, due to higher volume efes. This increase was offset partially
decreased service charges on deposit accounts76fCE®, or 14.2%, and decreased gain on salesan§ loriginated for sale of $375,000
52.6%. Fewer service charges on deposit accoustwWeee the result of lower transaction volume. Loga&ins on sales of loans originated
sale were the result of fewer loans originatedside during the year in the USDA and SBA programs.

Non-interest Expense- The following table presents the major categasfason-interest expense:

For the Years Ended
December 31

2013 2012 2011
(in thousands)

Salary and employee benel $15,50: $16,64¢ $ 15,21¢
Occupancy and equipme 3,58: 3,64z 3,72¢
Goodwill impairment charg — — 23,79
Other real estate owned expe 4,51¢ 10,54¢ 47,52¢
FDIC insurance 2,37¢ 2,83¢ 3,47(
Loan collection expens 4,707 2,442 2,50¢
State franchise ta 1,944 2,17¢ 2,22¢
Professional fee 1,89: 1,98t 1,392
Communication: 711 71C 67¢
Borrowing prepayment fee — — 48€
Postage and delive 427 454 48t
Insurance expens 64¢ 37¢% 172
Other 2,58 2,48( 2,581

Total nor-interest expens $38,89( $44,29: $104,27.

Nor-interest expense for the year ended December 313 @0$38.9 million represented a 12.2% decreasm $44.3 million for the sar
period last year. The decrease in moi@rest expense was attributable primarily to dased other real estate owned expense due to los¢
on sales of OREO and lower valuation write-downgednses related to other real estate owned include:
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2013 2012
(in thousands)
Net loss on sale $ 132 $ 1,672
Provision to allowance for declining market vali 2,46¢ 7,15¢
Operating expens 1,91¢ 1,72
Total $4,51¢ $10,54¢

During 2013, we recorded approximately $2.5 millafrprovision to allowance for declining market wes$ related to new appraisals rece
for properties in the portfolio during the year.iFtompares with $7.2 million of provision relatednew appraisals received for propertie
the portfolio during 2012.

FDIC insurance assessments decreased $457,006,186,1to $2.4 million in 2013 from $2.8 million 2012 due to decreased average
consolidated assets, less the average tangibléyeduiiing the assessment period. Salary and emglbgaefit expenses decreased by
million, or 6.9% to $15.5 million from $16.6 millioin 2012.

These improvements were offset partially by aneaase in loan collection expense of $2.3 million,98r8%, due primarily to continu
remediation of problem loans.

Non-interest Expense Comparison — 2012 to 2011

Nor-interest expense for the year ended December 3P, 20 $44.3 million represented a 57.5% decrees® f$104.3 million for the sar
period last year. The decrease in mo@rest expense was attributable primarily to dased other real estate owned expense due to los¢
on sales of OREO, lower valuation write-downs, lvaer property maintenance expenses. Expensesdeiabther real estate owned include:

2012 2011
(in thousands)
Net loss on sale $ 1,672 $ 8,88¢
Provision to allowance for sales strategy che — 25,61
Provision to allowance for declining market vali 7,15¢ 9,261
Operating expens 1,72 3,76
Total $10,54¢ $47,52¢

In 2011, management determined, with the concuerefidhe Board of Directors, that certain propertield in OREO were not likely to
successfully disposed of in an acceptable tirame using routine marketing efforts. It becampapnt due to weakness in the economy
softness in demand for housing that certain lanctld@ment and residential condominium projects waeluire extended holding period:
sell the properties at recent appraised valuesoiatgly, in June of 2011, the Company sold, inngle transaction, 54 finished condomini
property units from condominium developments heldur OREQO portfolio with a carrying value of apyiroately $11.0 million, for $5.
million, resulting in a pre-tax loss of $5.8 millioNo similar transaction occurred in 2012.

Although we were carrying our OREO at fair markalse less estimated cost to sell in 2011, we suwlesgty adjusted our valuations for l¢
development and residential development propettedd in OREO that were similar to the properties soéd in 2011. We recorded
allowance totaling approximately $25.6 million &flect our intent to market these properties mggressively to retail and bulk buyers.
similar change in sales strategy was implementeihgl2012.

FDIC insurance assessments decreased $635,008,386,1to0 $2.8 million in 2012 from $3.5 million 2011 due to decreased average
consolidated assets, less the average tangibléyetdjring the assessment period. Borrowing prepayrfees decreased $486,000 as no
fees were incurred during 2012. Additionally, noterest expense for 2011 included a mecurring 100% goodwill impairment charge
$23.8 million.

These improvements were offset partially by higbedaries and employee benefits expense of $1.ébmilbr 9.4%, due primarily to additic
to staff in our credit administration and workoutisions, and higher professional fees of $593,@0042.6%, due primarily to increased a
and accounting fees, and loan review fees.

Income Tax Expense- No income tax benefit was recorded for 2013, comgbavith $65,000 for 2012. Our deferred tax valuatdowanc
increased to $47.8 million at December 31, 2013. atutory federal tax rate was 35% in both 201@ 2012. The effective tax rate for 2(
and 2012 is not meaningful due to the reductiomodme tax benefit as the result of the establistiroéthe deferred tax valuation allowance.
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The valuation allowance for our deferred tax asdetss not have any impact on our liquidity, norligreclude us from using the tax los
tax credits or other timing differences in the fietuTo the extent we generate taxable income inengjuarter, the valuation allowance ma
reduced to offset fully or partially the corresporglincome tax expense. Any remaining deferredasset valuation allowance may be reve
through income tax expense once we can demonstiaistainable return to profitability and conclitde more likely than not the deferred
asset will be utilized.

See Note 14, “Income Taxes”, for additional discus®f our income taxes.

Income tax benefit was $65,000 for 2012, comparéd $218,000 for 2011. The 2011 income tax bengés affected significantly by t
establishment of a 100% valuation allowance fordeferred tax asset of $31.7 million. Our defeti@dvaluation allowance increased to $:
million at December 31, 2012. Our statutory fedesal rate was 35% in both 2012 and 2011. The é¥edax rate for 2012 and 2011 is
meaningful due to the reduction of income tax bi¢refthe result of the establishment of the defetax valuation allowance.

Analysis of Financial Condition

Total assets at December 31, 2013 were $1.1 biloonpared with $1.2 billion at December 31, 2018eerease of $86.5 million or 7.4%. T
decrease was attributable primarily to a decre&$189.8 million in loans. The decrease in loans &#ributable to principal reductions
customers outpacing loan originations and advaraegiell as $32.6 million in loan chargéfs and the transfer of loan balances totaling.g
million to OREO.

PBI Bank’s total risk-based capital was $83.1 milliat December 31, 2013. PBI Basiconsent order with its primary regulators requite
Board of Directors to adopt and implement a plametduce its construction and development loansotamore than 75% of total ridkase:
capital. These loans totaled $43.3 million, or 5@total riskbased capital, at December 31, 2013. The consdet atso required a plan
reduce norewner occupied commercial real estate loans, cactiddn and development loans, and multifamily restihl real estate loans &
group, to not more than 250% of total risk-basqultah These loans totaled $237.0 million, or 28dPtotal riskbased capital, at December
2013.

Total assets at December 31, 2012 were $1.2 bidl@mnpared with $1.5 billion at December 31, 201tlearease of $292.8 million or 20.1
This decrease was attributable primarily to a deseeof $236.9 million in loans. The decrease imdoaas attributable to principal reducti
by customers outpacing loan originations and adesnas well as $37.5 million in loan chamafés and the transfer of loan balances tot:
$33.5 million to OREO.

Loans Receivable- Loans receivable decreased $189.8 million, or 21.d8ting the year ended December 31, 2013, to $708lion. Oul
commercial, commercial real estate and real estatstruction portfolios decreased by an aggrega$i 6.9 million, or 24.1%, during 20
and comprised 56.3% of the total loan portfoli@atember 31, 2013.

Loans receivable decreased $236.9 million, or 20.89%4ring the year ended December 31, 2012, to $88&8llion. Our commercia
commercial real estate and real estate construptidifiolios decreased by an aggregate of $161.lomjlor 23.4%, during 2012 and compri
58.6% of the total loan portfolio at December 3012
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Loan Portfolio Composition — The following table presents a summary of the Iparifolio at the dates indicated, net of deferreahl fees,
type. There are no foreign loans in our portfolal ather than the categories noted, there is noesdration of loans in any industry exceet
10% of total loans, with the exception of loans ffetail facilities (included in other commerciabteestate below). Those loans totaled $
million at December 31, 2013 and $150.3 milliolatember 31, 2012.

As of December 31

2013 2012
Amount Percent Amount Percent
(dollars in thousands)
Commercia $ 52,87¢ 7.45% $ 52,56° 5.85%
Commercial Real Estat
Constructior 43,32¢ 6.11 70,28¢ 7.82
Farmland 71,18¢ 10.0¢ 80,82 8.9¢
Other 232,02t 32.71 322,68 35.8¢
Residential Real Estat
Multi -family 46,85¢ 6.61 50,98¢ 5.67
1-4 Family 228,50! 32.21 278,27 30.9¢
Consume 14,36¢ 2.0z 20,38: 2.21
Agriculture 19,19¢ 2.71 22,31. 2.4¢
Other 98(C 0.1z 77C 0.0¢
Total loans $709,32¢ 100.006  $899,09: 100.0%
As of December 31
2011 2010 2009
Amount Percent Amount Percent Amount Percent
(dollars in thousands)
Commercia $ 71,21¢ 6.21% $ 90,29( 6.9%% $ 89,90: 6.36%
Commercial Real Estat
Constructior 101,47: 8.9: 199,52 15.32 304,23( 21.57
Farmland 90,95¢ 8.01 85,52 6.5¢€ 83,89¢ 5.94
Other 423,84 37.31 441,84 33.92 451,94! 31.9¢
Residential Real Estat
Multi -family 60,41( 5.31 74,91¢ 5.7t 65,04 4.6(
1-4 Family 337,35( 29.7( 353,41¢ 27.1:% 354,35¢ 25.0¢
Consume 26,01: 2.2¢ 31,91 2.4k 36,98¢ 2.6z
Agriculture 23,77( 2.0¢ 24 17" 1.8¢ 25,06 1.77
Other 99:¢ 0.0¢ 1,06( 0.0¢ 1,48¢ 0.11
Total loans $1,136,02: 100.0% $1,302,66: 100.0% $1,412,91 100.0(%

Our lending activities are subject to a varietylefding limits imposed by state and federal lawl BBnk’s secured legal lending limit tc
single borrower was approximately $20.7 milliorDetcember 31, 2013.

At December 31, 2013, we had four loan relationstgpch with aggregate extensions of credit in exo€s510.0 million. Two of the fo
relationships include loans that have been claskifis substandard by the Banlknternal loan review process. In 2012, we hadhnteligar
relationships each with aggregate extensions dfitcie excess of $10.0 million. For further disdessof classified loans refer to the a:
quality discussion in our “Allowance for Loan Los8eection.

Our real estate construction portfolio declined ragpnately $27.0 million from 2012 to 2013 as thesult of construction projects be
completed and sold to end users or refinanced upelenanent financing arrangements, and also laarnkis category being transferrec
OREO through the normal progression of collectiwarkout, and ultimate disposition.

As of December 31, 2013, we had $7.2 million ofnigrarticipations purchased from, and $38.2 milladrioan participations sold to, otl
banks. As of December 31, 2012, we had $9.4 milibioan participations purchased from, and $61iian of loan participations sold t
other banks.
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Our loan participation totals include participasom loans sold to two affiliate banks, The Peo@ask, Mt. Washington and The Peoj
Bank, Taylorsville. Our chairman emeritus, J. Caegtorter and his brother and our director, Willi@nPorter, each own a 50% interes
Lake Valley Bancorp, Inc., the parent holding compaf The Peoples Bank, Taylorsville, KentuckyChester Porter and William G. Poi
serve as directors of The Peoples Bank, Tayloesvlur chairman emeritus owns an interest of apprately 36.0% and his brother and
director owns an interest of approximately 3.0%Crossroads Bancorp, Inc., the parent holding compEnThe Peoples Bank, Mot
Washington, Kentucky. J. Chester Porter serves iextdr of The Peoples Bank, Mount Washington. Pt 2013, we entered ir
management services agreements with each of tlaedes.bEach agreement provided that our executiveemployees provided managen
and accounting services to the subject bank, ifrgudverall responsibility for establishing and iempenting policy and strategic planni
These entities are not consolidated in the findrat@tements of the Company. We received a $4,006tmy fee from The Peoples Ba
Taylorsville and a $2,000 monthly fee from The ResBank, Mount Washington for these services. Ba&gg in 2013, we did not renew
agreements and ceased providing management setvittesse affiliate banks.

As of December 31, 2013, we had $4.9 million ohlgarticipations sold to these affiliate banks.oA®ecember 31, 2012, we had $2.7 mil
of loan participations purchased from, and $6.9iomilof loan participations sold to, these affifigtanks. At December 31, 2013, $1.0 mil
and $629,000 of loan participations sold to Peopksk, Taylorsville, and Peoples Bank, Mt. Washimgtrespectively, were on nonaccrual.

We have analyzed our relationship with these affi6 and determined that we do not have the pawdirdct the activities of the affiliates i
manner that would significantly impact their economerformance nor do we govern their absorptioosges or the use of their econa
resources. As such, these entities are not comsetidn our financial statements.

Loan Maturity Schedule — The following table sets forth information at Ded®#mn 31, 2013, regarding the dollar amount of loaret, o
deferred loan fees, maturing in the loan portfblised on their contractual terms to maturity:

As of December 31, 201

Maturing Maturing Maturing
Within 1 through Over 5 Total
One Year 5 Years Years Loans

(dollars in thousands)
Loans with fixed rates:

Commercia $ 5,46¢ $ 12,63: $ 2,28: $ 20,38¢
Commercial Real Estat

Constructior 16,70( 6,51: 571 23,79(

Farmland 7,424 21,28: 4,112 32,81¢

Other 77,27¢ 66,58¢ 23,44 167,30!
Residential Real Estat

Multi -family 9,00¢ 22,22 7,62¢ 38,84¢

1-4 Family 30,13¢ 101,48( 48,597 180,21
Consume 3,00¢ 9,32¢ 1,60( 13,93t
Agriculture 2,28¢ 1,88: 87 4,25k
Other 64 27¢€ 10€ 44¢€

Total fixed rate loan $151,36! $242,20:- $ 88,427 $481,99¢
Loans with floating rates:
Commercia $ 13,14: $ 14,44 $ 4,901 $ 32,49¢
Commercial Real Estat

Constructior 16,62¢ 2,764 14¢€ 19,53¢

Farmland 5,172 4.27¢ 28,92: 38,37(

Other 26,16¢ 4,95( 33,60: 64,72
Residential Real Estat

Multi -family 1,14¢ 90¢€ 5,95¢ 8,00¢

1-4 Family 4,33 9,34¢ 34,61 48,29:
Consume 15C 24¢ 32 43C
Agriculture 11,83¢ 2,73¢ 372 14,94«
Other 51C — 24 534

Total floating rate loan $ 79,08¢ $ 39,67( $108,57. $227,33(
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Loan Portfolio by Risk Category— The following table presents a summary of tha lpartfolio at the dates indicated, by risk catggor

As of December 31

2013 2012 2011 2010 2009
(in thousands)
Pass $369,52¢ $437,88¢ $ 713,82 $ 984,63¢ $1,132,60
Watch 144,31t 177,41¢ 143,24° 130,33! 56,54
Special Mentior 5,86¢ 34,70( 48,92 18,98¢ 15,45¢
Substandarn 189,61t 248,69: 229,64 168,69: 208,31:
Doubtful — 39€ 391 18 7
Total $709,32¢ $899,09. $1,136,02: $1,302,66! $1,412,91

Our loans receivable decreased $189.8 million,1o1%, during the year ended December 31, 2013loah risk categories have decree
since December 31, 2012. The pass category declippbximately $68.4 million, the watch categorglaed approximately $33.1 millic
the special mention category declined approxime#2B.8 million, and the substandard category dedlampproximately $59.1 million.

Loan Delinquency— The following table presents a summary of loadindaencies at the dates indicated.

As of December 31

2013 2012 2011 2010 2009
(in thousands)

Past Due Loan:
30-59 Days $ 10,69¢ $ 38,21¢ $ 17,34¢ $20,95¢ $ 12,51¢
60-89 Days 77t 20,30: 3,947 6,14¢ 17,01(
90 Days and Ove 232 86 1,35( 594 5,96¢
Total Loans Past Due -90+ Days 11,70: 58,60¢ 22,64 27,69¢ 35,49
Nonaccrual Loan 101,76 94,517 92,02( 59,79¢ 78,88¢
Total Past Due and Nonaccrual Lo: $113,47( $153,12¢ $114,66: $87,497 $114,38:

During the year ended December 31, 2013, loanscaesB8059 days decreased from $38.2 million at DecembgefB12 to $10.7 million .
December 31, 2013. Loans past due880days decreased from $20.3 million at DecembefB12 to $775,000 at December 31, 2013.
represents a $47.1 million decrease from Decembe2@12 to December 31, 2013, in loans past du@930ays. The decrease was primi
driven by the migration of loans for two significasorrowing relationships which together totaled 23million from 3059 days past due a
60-89 days past due at December 31, 2012 to nonacstatak during the first quarter of 2013. We coasd this trend in delinquency lev
during the evaluation of qualitative trends in puetfolio when establishing the general componémtup allowance for loan losses.

Loans more than 90 days past due increased $146800nonaccrual loans increased $7.3 million, @epely, from December 31, 2012
December 31, 2013. The $102.0 million in rmerforming loans at December 31, 2013, and $94lleomiat December 31, 2012, wi
primarily construction, land development, otherdanommercial real estate, and residential realtedbans. The protracted slowdowtr
housing unit sales and loss of tenants or inabitityease vacant office and retail space placeddinate stress on these borrowers and
ability to repay according to the contractual terofishe loans. As such, we have placed these sreditnonaccrual and have begun
appropriate collection actions to resolve them. dgment believes it has established adequatedsandserves for these credits.

Non-Performing Assets— Non-{erforming assets consist of certain restructueahd for which interest rate or other terms haver
renegotiated, loans past due 90 days or moreastilaccrual, loans on which interest is no longesrzed, real estate acquired thro
foreclosure and repossessed assets. Loans, ingludpaired loans, are placed on nonaccrual stahenvwhey become past due 90 days or
as to principal or interest, unless they are adefyuaecured and in the process of collection. Isoame considered impaired if full principa
interest payments are not anticipated in accordarttethe contractual loan terms. Impaired loares carried at the present value of expe
future cash flows discounted at the Icaeffective interest rate or at the fair value lté tollateral less cost to sell if the loan is @iglta
dependent. Loans are reviewed on a regular badi:@amal collection procedures are implemented wh&orrower fails to make a requi
payment on a loan. If the delinquency on a mortgage exceeds 120 days and is not cured througmalocollection procedures or
acceptable arrangement is not worked out with threolwer, we institute measures to remedy the defadluding commencing a foreclos
action. Consumer loans generally are charged offrnndn loan is deemed uncollectible by managementaagdavailable collateral has b
disposed. Commercial business and real estatedelimquencies are handled on an individual basisnapagement with the advice of le
counsel.
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Interest income on loans is recognized on the atdrasis except for those loans placed on nonakstatus. The accrual of interest
impaired loans is discontinued when managemeng\esi after consideration of economic and busioesditions and collection efforts, tl
the borrowers’financial condition is such that collection of irgst is doubtful, which typically occurs after thean becomes 90 de
delinquent. When interest accrual is discontineg@sting accrued interest is reversed and inténesime is subsequently recognized only tc
extent cash payments are received on well-secoeat!

Real estate acquired as a result of foreclosuby @eed in lieu of foreclosure is classified ad esdate owned until such time as it is sold. |
and used automobiles and other motor vehicles eadjais a result of foreclosure are classified pesgessed assets until they are sold. \
such property is acquired it is recorded at its faarket value less cost to sell. Any writewn of the property at the time of acquisitio
charged to the allowance for loan losses. Subseégaéms and losses are included in non-interestresg.

The following table sets forth information with pest to non-performing assets as of the datesatwtic

As of December 31

2013 2012 2011 2010 2009
(dollars in thousands)

Past due 90 days or more still on accl $ 232 $ 86 $ 1,35( $ 594 $ 5,96¢
Loans on nonaccrual stat 101,76° 94,51, 92,02( 59,79¢ 78,88¢

Total nor-performing loan: 101,99¢ 94,60: 93,37( 60,39: 84,85¢
Real estate acquired through foreclos 30,89: 43,67: 41,44¢ 67,63: 14,54¢
Other repossessed ass — — 5 52 80

Total nor-performing asset $132,89: $138,27: $134,82- $128,08( $99,48:¢
Non-performing loans to total loai 14.3% 10.52% 8.22% 4.62% 6.0(%
Non-performing assets to total ass 12.35% 11.89% 9.2¢% 7.4%% 5.42%
Allowance for nor-performing loan: $ 2,28t $ 13,25( $ 11,38 $ 7,97 $ 7,26¢
Allowance for no-performing loans to nc-performing loan: 2.2% 14.(% 12.2% 13.2% 8.6%

Troubled Debt Restructuring — A troubled debt restructuring (TDR) occurs when @@mpany has agreed to a loan modification in t
of a concession for a borrower who is experienfimgncial difficulty. The majority of the Comparg/TDRS involve a reduction in interest r
a deferral of principal for a stated period of tjme an interest only period. All TDRs are consé&tkimpaired, and the Company has alloc
reserves for these loans to reflect the presentevaf the concessionary terms granted to the bamoif the loan is considered collate
dependent, it is reported net of allocated resertethie fair value of the collateral less cossed.

We do not have a formal loan modification progrétather, we work with individual borrower on a cdigeease basis to facilitate the orde
collection of our principal and interest beforebant becomes a ngrerforming loan. If a borrower is unable to makeatcactual payments, \
review the particular circumstances of that bornogsituation and negotiate a revised payment streaother words, we identify performi
borrowers experiencing financial difficulties, atdough negotiations, we lower their interest ratest typically on a shoterm basis for thre
to six months. Our goal when restructuring a credtb afford the borrower a reasonable periodroétto remedy the issue causing cash
constraints within their business so that theyredurn to performing status over time.

Our loan modifications have taken the form of rdaturcin interest rate and/or curtailment of scheduprincipal payments for a shaetr
period, usually three to six months, but in somsesauntil maturity of the loan. In some circumsenwe restructure real estate secured lo:
a bifurcated fashion whereby we have a fully araorgj “A” loan at a market interest rate and anres¢-only “B” loan at a reduced inter
rate. The majority of our restructured loans arkateral secured loans. If a borrower fails to parf under the modified terms, we place
loan(s) on nonaccrual status and begin the praxfeserking with the borrower to liquidate the unlyérg collateral to satisfy the debt.

At December 31, 2013, we had 98 restructured ltatasing $91.3 million with borrowers who experiedcdeterioration in financial conditi
compared with 123 loans totaling $117.8 milliorDetcember 31, 2012. In general, these loans wergegtanterest rate reductions to pro»
cash flow relief to borrowers experiencing cashwfldifficulties. Of these restructured loans for 30five loans totaling approximately $.
million were also granted principal payment defisremtil maturity. There were no concessions madengive principal relative to these loa
although we have recorded partial charge-offs étain restructured loans. In general, these laamsecured by first liens ordiresidential ¢
commercial real estate properties, or farmlandtrBesired loans also included $2.8 million of comaied loans for 2013. At December
2013, $44.3 million of TDRs were performing accogiio their modified terms.
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The following table sets forth information with pest to TDRs, nomerforming loans, real estate acquired throughcfosere, and oth
repossessed assets.

December December December December December
31, 31, 31, 31, 31,
2013 2012 2011 2010 2009
(dollars in thousands)
Total nor-performing loan: $101,99¢ $ 94,601 $ 93,37( $ 60,39: $ 84,85¢
TDRs on accrue 44,34¢ 77,34« 74,14« 25,54: 24,13t
Total nor-performing loans and TDRs on accr $146,34! $171,94° $167,51- $ 85,93¢ $108,99:
Real estate acquired through foreclos 30,89: 43,67 41,44¢ 67,63t 14,54¢
Other repossessed ass — — 5 52 80
Total nor-performing assets and TDRs on acc! $177,23 $215,61¢ $208,96¢ $153,62. $123,61¢
Total nor-performing loans and TDRs on accrual to total Ic 20.6% 19.12% 14.7%% 6.6(% 7.71%
Total nor-performing assets and TDRs on accrual to totats 16.47% 18.55% 14.36% 8.91% 6.74%

We consider any loan that is restructured for adweer experiencing financial difficulties due tobarrowers potential inability to pay
accordance with contractual terms of the loan ta bubled debt restructure. Specifically, we édesa concession involving a modificat
of the loan terms, such as (i) a reduction of tiaged interest rate, (ii) reduction or deferrapdhcipal, or (iii) reduction or deferral of accd
interest at a stated interest rate lower than thieent market rate for new debt with similar rigkta be troubled debt restructurings. Whe
modification of terms is made for a competitives@a we do not consider that to be a troubled detttucturing. A primary example o
competitive modification would be an interest neduction for a performing customgifoan to a market rate as the result of a markeliree ir
rates.

We continue to report restructured loans as restred until such time as the loan is paid in fatherwise settled, sold, or chargefd- If the
borrower fails to perform, we place the loan onamomual status and seek to liquidate the underlgoiateral for these loans. Our nonacc
policy for restructured loans is identical to owmnaccrual policy for all loans. Our policy calls fa loan to be reported as nonaccrual if
maintained on a cash basis because of deterioratithe financial condition of the borrower, payrmén full of principal and interest is r
expected, or principal or interest has been inudefar a period of 90 days or more unless the tasse both well secured and in the proce
collection. Changes in value for impairment, inéhgidthe amount attributed to the passage of timerecorded entirely within the provision
loan losses. Upon determination that a loan isatahl dependent, the loan is charged down toainerélue of collateral less estimated cos
sell.

See Footnote 4, “Loans”, to the financial statemémt additional disclosure related to troubledtdelstructuring.

Interest income that would have been earned onpediorming loans was $5.6 million, $4.9 million,da$4.0 million for the years end
December 31, 2013, 2012, and 2011, respectivelgrdst income recognized on accruing penforming loans was $895,000, $460,000,
$611,000 for the years ended December 31, 2012, 20 2011, respectively.
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Allowance for Loan Losses -The allowance for loan losses is based on manag&nemntinuing review and evaluation of individuahts
loss experience, current economic conditions, cisiracteristics of various categories of loans sunth other factors that, in management
judgment, require current recognition in estimativan losses

The following table sets forth an analysis of ldass experience as of and for the periods indicated

As of December 31

2013 2012 2011 2010 2009
(dollars in thousands)
Balances at beginning of peri $ 56,68( $ 52,57¢ $ 34,28t $ 26,39 $ 19,65:
Loans charge-off:
Real estat 28,87¢ 31,43} 38,53¢ 19,26 6,51¢
Commercia 2,82¢ 3,78¢ 4,197 2,67¢ 301
Consume 778 1,13( 1,07( 49€ 87t
Agriculture 12¢ 1,16¢ 841 29 36
Total charg-offs 32,60¢ 37,51t 44,64¢ 22,46 7,731
Recoveries
Real estat 1,622 1,04( 184 114 13¢
Commercia 1,217 12¢ 69 28 55
Consume] 26€ 12¢ 87 104 76
Agriculture 252 72 — 8 7
Total recoverie: 3,352 1,36¢ 34C 254 271
Net charg-offs 29,25¢ 36,14¢ 44,30¢t 22,20" 7,46(
Provision for loan losse 70C 40,25( 62,60( 30,10( 14,20(
Balance at end of peric $ 28,12« $ 56,68( $ 52,57¢ $ 34,28 $ 26,39
Allowance for loan losses to per-end loan: 3.9€% 6.3(% 4.6% 2.65% 1.87%
Net charg-offs to average loar 3.71% 3.5(% 3.5¢% 1.64% 0.54%
Allowance for loan losses to n-performing loan: 27.51% 59.91% 56.31% 56.71% 31.1%
Allowance for loan losses for loans individuallyadvated
for impairment $ 3,471 $ 21,03¢ $ 12,31« $ 5,11¢ $ 5,45
Loans individually evaluated for impairme 149,88: 188,80t 150,72 71,72¢ 106,13¢
Allowance for loan losses to loans individually kxded fo
impairment 2.32% 11.10% 8.17% 7.14% 5.14%
Allowance for loan losses for loans collectivelyalated
for impairment $ 24,65: $ 35,64¢ $ 40,26¢ $ 29,16¢ $ 20,93¢
Loans collectively evaluated for impairme 559,44 710,28: 985,29¢ 1,230,94 1,306,77!
Allowance for loan losses to loans collectively leaged fol
impairment 4.41% 5.02% 4.09% 2.31% 1.6(%

Our allowance for loan losses is a reserve estalishrough charges to earnings in the form ofowipion for loan losses. The allowance
loan losses is comprised of general reserves aguifgpreserves.

We maintain a general reserve for each loan typleernoan portfolio. In determining the amount loé general reserve portion of our allowe
for loan losses, management considers factorsasiolur historical loan loss experience, the gromtmposition and diversification of our Ic
portfolio, current delinquency levels, loan qualisades, the results of recent regulatory exanunatand general economic conditions. B
on these factors, we apply estimated percentagis tearious categories of loans, not including lay that has a specific allowance alloc
to it, based on our historical experience, portfatends and economic and industry trends. Thisrinétion is used by management to se
general reserve portion of the allowance for lazssés at a level it deems prudent.

Generally, all loans that have been identifiednagaired are reviewed on a quarterly basis in otaleletermine whether a specific allowanc
required. A loan is considered impaired when basedurrent information; it is probable that we wibt receive all amounts due in accord:
with the contractual terms of the loan agreementela loan has been identified as impaired, managemeasures impairment in accord:
with ASC 310.107Impairment of a Loan."When managemerst‘measured value of the impaired loan is less tinecorded investment in-
loan, the amount of the impairment is recorded sgegific reserve. These specific reserves arerdited on an individual loan basis base:
managemens current evaluation of our loss exposure for eaeldit given the payment status, financial conditd the borrower and value
any underlying collateral. Loans for which specifeserves have been provided are excluded frongéheral reserve calculations descr
below. Changes in specific reserves from periopeigod are the result of changes in the circumstsioé individual loans such as chaafés,
pay-offs, changes in collateral values or othetdiac
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The allowance for loan losses represents managé&nestimate of the amount necessary to provideriowk and inherent losses in the |
portfolio in the normal course of business. Duéht® uncertainty of risks in the loan portfolio, mgement judgment of the amount of 1
allowance necessary to absorb loan losses is aippaitex The allowance for loan losses is also sulifgecegulatory examinations and may
adjusted in response to a determination by thelaggy agencies as to its adequacy in comparistim pger institutions.

We make specific allowances for each impaired loased on its type and classification as discussedea At yearend 2013, our allowance -
loan losses to total non-performing loans decre&s@d.6% from 59.9% at yeand 2012. It is important to look more closelytas tratio as
significant portion of our impaired loans are ctdtal dependent and have been charged down tostheated fair value of the underlyi
collateral less cost to sell. Please see the abkt for comparison and disclosure of our recoiidedstment less allocated allowance relati\
the unpaid principal balance. We have assessed ilmpaired loans for collectability and considerahong other things, the borrowegbility
to repay, the value of the underlying collateraid @ther market conditions to ensure that the allme for loan losses is adequate to at
probable incurred losses.

The following table presents the unpaid principalabce, recorded investment and allocated allowaglated to loans individually evalua
for impairment in the commercial real estate arsidential real estate portfolios as of December2®13 and 2012.

December 31, 201 December 31, 201
Commercial Residential Commercial Residential
Real Estate Real Estate Real Estate Real Estate
(in thousands)
Unpaid principal balanc $ 116,74 $ 56,66¢ $ 143,22¢ $ 61,92¢
Prior charg-offs (22,410 (7,159 (17,306 (5,124
Recorded investmel 94,33( 49,51; 125,92; 56,79¢
Allocated allowanci (2,349 (827) (16,046 (4,64
Recorded investment, less allocated allow: $ 91,98¢ $ 48,68¢ $ 109,87¢ $ 52,15¢
Recorded investment, less allocated allowance/ ldnpa
principal balanct 81.09% 89.45% 78.1% 86.71%

Based on previous chargédfs, our current recorded investment in the conumarreal estate and residential real estate setpmar
significantly below the unpaid principal balance the loans. Consideration of the recorded investnaand allocated allowance furtl
indicated, we are at 81.09% and 89.45% of the whpancipal balance in the commercial real estatd r@sidential real estate segments o
portfolio, respectively, at December 31, 2013.

The following table illustrates recent trends ians collectively evaluated for impairment and thlated allowance for loan losses by portt
segment:

December 31, 201 December 31, 201,
Loans Allowance % to Total Loans Allowance % to Total
Commercial $ 47,88: $ 2,931 6.12% $ 47,27 $ 4,13¢ 8.7¢%
Commercial real esta 252,21: 14,06¢ 5.5¢ 347,87 18,72: 5.3¢
Residential real esta 225,85 6,93¢ 3.07 272,46( 11,59 4,2¢
Consume 14,27 407 2.8t 20,17: 78¢ 3.91
Agriculture 18,87 30¢E 1.62 22,26: 39¢ 1.7¢
Other 34¢ 6 1.72 24€ 4 1.65
Total $559,44. $ 24,65: 4.41% $710,28: $ 35,64¢ 5.02%
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Loans collectively evaluated for impairment and tekated allowance for loan losses trended downvram 5.02% at December 31, 201:
4.41% at December 31, 2013. The residential re@teessegment constitutes approximately 40% of tlwahs collectively evaluated
impairment. The related allowance for the residgntal estate segment trended downward from 4.26%ecember 31, 2012 to 3.07%
December 31, 2013 as our net chanffe-declined from approximately $8.9 million in 2D to $7.2 million in 2013. We also noted °
residential housing prices improved over the pasiryas residential housing inventories decline@ Thmmercial real estate segn
constitutes approximately 45% of total loans cailety evaluated for impairment. The related allowa for the commercial real estate segi
was largely consistent between years. It trendeglag slightly from 5.38% at December 31, 2012 t68% at December 31, 2013. Thi:
consistent with our net chargéf experience in the commercial real estate segmiethe portfolio which totaled approximately $2illion in
2012 to $20.0 million in 2013.

A significant portion of our portfolio is comprised loans secured by real estate. A decline invilee of the real estate serving as collater:
our loans may impact our ability to collect thosmans. In general, we obtain updated appraisalsropepy securing our loans wt
circumstances are warranted such as at the timenefwval or when market conditions have signifigactianged. We use qualified licen
appraisers approved by our Board of Directors. @hagspraisers possess prerequisite certificatiodskaonwledge of the local and regio
marketplace.

Based on an evaluation of the loan portfolio, managnt presents a quarterly review of the allowdacéan losses to our Board of Directt
indicating any change in the allowance for loarsésssince the last review and any recommendat®tsadjustments in the allowance for |
losses.

This evaluation is inherently subjective as it rieggi estimates that are susceptible to significavision as more information becomes avail
or as events change. We decreased the allowandeaforlosses as a percentage of loans outstandiBg96% at December 31, 2013 f
6.30% at December 31, 2012. The level of the altmeds based on estimates and the ultimate losagwvany from these estimates.

We follow a loan grading program designed to evalilae credit risk in our loan portfolio. Througdfis loan grading process, we maintait
internally classified watch list which helps managat assess the overall quality of the loan padfahd the adequacy of the allowance
loan losses. Loans categorized as watch list Ishno® warning elements where the present statubiéxioine or more deficiencies that req
attention in the shotierm or where pertinent ratios of the loan accdavie weakened to a point where more frequent mamitds warrantec
These loans do not have all of the characterisfiesclassified loan (substandard or doubtful) dmshow weakened elements as comparec
those of a satisfactory credit. We review thesadda assist in assessing the adequacy of thealloafor loan losses.

In establishing the appropriate classificationdpecific assets, management considers, among fattters, the borrowes’ ability to repay, tr
borrower’s repayment history, the current delinqustatus, and the estimated value of the underlgmitateral. As a result of this proce:
loans are categorized as special mention, substhodaoubtful.

Loans classified as “special mentiaihd not have all of the characteristics of substeshda doubtful loans. They have one or more deficie:
which warrant special attention and which corrextietion, such as accelerated collection practinayg,remedy.

Loans classified as “substandamte those loans with clear and defined weaknessdsas a highly leveraged position, unfavorablarfaia
ratios, uncertain repayment sources or poor firsmaindition which may jeopardize the repaymerthefdebt as contractually agreed. The)
characterized by the distinct possibility that wi# sustain some losses if the deficiencies arecootected.

Loans classified as “doubtfuire those loans which have characteristics sirtolaubstandard loans but with an increased riskcihlection o
liquidation in full is highly questionable and ingirable.

Specific reserves may be carried for accruing TRsompliance with restructured terms. Once a lisasheemed impaired or uncollectible
contractually agreed (other than performing TDR®,loan is charged-off either partially orfudt against the allowance for loan losses, b
upon the expected future cash flows discountetieatdans effective interest rate, or the fair value ofl@i@ral less estimated cost to sell \
respect to collateral-based loans if collateralethejent.

As of December 31, 2013, we had $189.6 million @dnls classified as substandard, $5.9 million diaslsias special mention and ni
classified as doubtful or loss. This compares #48.7 million of loans classified as substand&®B6,000 classified as doubtful, $3
million classified as special mention and none sifal as loss as of December 31, 2012. The $5%libmdecrease in loans classified
substandard was primarily concentrated in the corialereal estate portfolio. As of December 31, 20d&e had allocations of $12.5 million
the allowance for loan losses related to thesetantlard loans. This compares to allocations of B8&4llion in the allowance for loan los:
related to substandard loans at December 31, 2012.
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We recorded a provision for loan losses of $700,@@Ghe year ended December 31, 2013, compared $40.3 million for 2012 and $6:
million for 2011. The total allowance for loan lesswas $28.1 million, or 3.96% of total loans, &cBmber 31, 2013, compared with $!
million, or 6.30% of total loans, at December 3012, and $52.6 million, or 4.63% of total loans,Cecember 31, 2011. The decre:
allowance is consistent with the decrease in oassified loans of $88.3 million from December 3012 to December 31, 2013 and |
charge-off trends. Net chargés were $29.3 million for the year ended Decenr2013, compared with $36.1 million for 2012 &d.:
million for 2011. Charge-offs for 2013 were congatéd in the loans secured by real estate catagfdhe portfolio. Real estate net chamfés
represents 93.17% of our net charge-offs for 20h&se net chargeffs consisted of $18.9 million of commercial reatate loans, $7.2 milli
of residential real estate loans, and $1.2 milbbnonstruction and land development loans.

The following table depicts managemearallocation of the allowance for loan losses anloype. Allowance funding and allocation is bass
managemens' current evaluation of risk in each category, eooic conditions, past loss experience, loan volupast due history and otl
factors. Since these factors and managemma#sumptions are subject to change, the allocaioot necessarily predictive of future portfi
performance. The allocation is made by analyticeppses and is not necessarily indicative of thegmaies in which future losses may oc
The total allowance is available to absorb losem® fany segment of loans.

As of December 31

2013 2012
Percent o Percent o
Amount of Loans to Amount of Loans to
Total Total
Allowance Loans Allowance Loans
(dollars in thousands)
Commercia $ 3,221 7.4% $ 4,407 5.85%
Commercial Real Estat
Constructior 2,14¢ 6.11 5,98¢ 7.82
Farmland 1,62: 10.0¢ 2,60( 8.9¢
Other 12,64: 32.71 26,17¢ 35.8¢
Residential Real Estat
Multi -family 1,44¢ 6.61 2,46¢ 5.67
1-4 Family 6,31: 32.21] 13,77: 30.9¢
Consume 41¢€ 2.0< 857 2.21
Agriculture 30¢ 2.71 402 2.4¢
Other 6 0.1z 15 0.0¢
Total $ 28,12¢ 100.0% $ 56,68( 100.0%
As of December 31
2011 2010 2009
Percent o Percent o Percent o
Amount of Loans to Amount of Loans to Amount of Loans to
Total Total Total
Allowance Loans Allowance Loans Allowance Loans
(dollars in thousands)
Commercia $ 4,207 6.21% $ 2,14% 6.92% $ 2,04( 6.36%
Commercial Real Estat
Constructior 13,92( 8.9: 11,16¢ 15.32 8,21¢ 21.5¢
Farmland 2,02: 8.01 702 6.5¢€ 643 5.94
Other 17,08: 37.31 12,20¢ 33.92 9,26¢ 31.9¢
Residential Real Estat
Multi -family 1,797 5.31 517 SNE 57¢ 4.6(
1-4 Family 12,42( 29.7( 6,707 27.1: 4,662 25.0¢
Consume 792 2.2¢ 701 2.4~ 53¢ 2.62
Agriculture 32t 2.0¢ 134 1.8¢ 165 1.77
Other 14 0.0¢ 4 0.0¢ 5 0.11
Unallocatec — — — — 282 —
Total $ 52,57¢ 100.(% $ 34,28! 100.0% $ 26,39: 100.0(%
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Foreclosed Properties- Foreclosed properties at December 31, 2013 were9$80lion compared with $43.7 million at Decemigdr, 2012
See Footnote 6, “Other Real Estate Ownéadl'the financial statements. During 2013, we aagLi$20.6 million of OREO properties and ¢
properties totaling approximately $30.8 million. Welue foreclosed properties at fair value lessmeged costs to sell when acquired
expect to liquidate these properties to recovelimgstment in the due course of business.

Other real estate owned (OREO) is recorded atfaiket value less estimated cost to sell at timacqfiisition. Any writedown of the proper
at the time of acquisition is charged to the alloeeafor loan losses. Subsequent reductions irvédire are recorded as nomerest expense.
determine the fair value of OREO for smaller dqlkingle family homes, we consult with internallrestate sales staff and external real
investors, and appraisers. If the internally evieddanarket price is below our underlying investmienthe property, we record an appropt
write-down.

For larger dollar commercial real estate propertiesobtain a new appraisal of the subject propargonnection with the transfer to OREO
some of these circumstances, an appraisal is icepsoat quarter end and we must make our bestadstwh the fair value of the underly
collateral based on our internal evaluation of gh@perty, our review of the most recent appraiaal] discussions with the currently enge
appraiser. Generally, we obtain updated apprassaisally unless a sale is imminent.

The following table presents the major categorfe@REO at the year-ends indicated:

2013 2012 2011
(in thousands)

Commercial Real Estat

Construction, land development, and other | $ 19,04¢ $ 22,320 $ 31,28(

Farmland 69C 60z 71E

Other 4,88¢ 15,17¢ 6,36¢
Residential Real Estat

Multi -family 24¢€ 19t —

1-4 Family 6,01¢ 5,37¢ 3,09(

$ 30,89 $ 4367 $ 4144

Net activity relating to other real estate ownedrythe years indicated is as follov

2013 2012 2011
(in thousands)

OREQ Activity

OREO as of January $ 43,67: $ 41,44¢ $ 67,63¢
Real estate acquire 20,60¢ 33,52¢ 41,915
Valuation adjustments for sales strategy che — — (25,617
Valuation adjustments for declining market val (2,466 (7,159 (9,267)
Improvement — 1 1,65(
Loss on sali (132 (1,672) (8,889
Proceeds from sale of propert (30,787 (22,487 (25,990
OREO as of December : $ 30,89: $ 43,67 $ 41,44¢

Net loss on sales, wr-downs, and operating expenses for OREO totaled idli®n for the year ended December 31, 2013, canag witt
$10.5 million for the same period of 2012.

We recorded approximately $3.4 million and $7.7lionl of fair value writedowns related to new appraisals received for pt@sein the
OREO portfolio during 2013 and 2012 respectivelye Were successful in selling OREO totaling $30.Bioni and $24.2 million during 20:
and 2012, respectively. We continue to have anagdelvlevel of real estate secured mpamforming loans. We expect to resolve a signifi
level of these non-performing loans through theugsition and sale of the underlying real estatéatetal.

Investment Securities— The securities portfolio serves as a source ofdiuand earnings and contributes to the managewfeimterest rat
risk. We have the authority to invest in varioupdy of liquid assets, including shéerm United States Treasury obligations and seesrd
various federal agencies, obligations of statespaitical subdivisions, corporate bonds, certifecaof deposit at insured savings and loan:
banks, bankersacceptances and federal funds. We may also invesirtéon of our assets in certain commercial pagredt corporate de
securities. We are also authorized to invest inualufiunds and stocks whose assets conform to thestiments that we are authorized to n
directly. The investment portfolio increased by $28hillion, or 16.0%, to $207.0 million at Decemt®r, 2013, compared with $178.5 mill
at December 31, 2012.
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The following table sets forth the carrying valdeoar securities portfolio at the dates indicated.

Securities available for sa
U.S. Government and federal

agencies

Agency mortgage-backed:

residential

State and municip:

Corporate
Other deb
Equity

Total available for sal

Securities held to maturir
State and municip:
Total held to maturit

December 31, 201 December 31, 201
Gross Gross Gross Gross
Amortized Unrealized Unrealized Amortized Unrealized Unrealized
Fair Fair
Cost Gains Losses Value Cost Gains Losses Value
(dollars in thousands)
$31,02¢ $ 284 $ (1,449 $2986¢ $ 5600 $ 53 $ — $ 6,13
102,43! 45¢ (2,950 100,94 94,29¢ 1,141 (257) 95,18:
12,96¢ 60¢ (28 13,54¢ 52,48t 2,33t (87) 54,73
18,00z 76¢ (610) 18,16: 18,85! 1,15( (37 19,96¢
572 60 — 632 572 4€ — 61€
13t 62 — 197 1,35¢ 487 — 1,84¢
$165,13! $ 2,241 $ (4,03) $163,34 $173,16f $ 568 $ (381) $178,47¢
$ 4361: $ 3 $ (668 $4294 $ — $ — $ — $ —
$ 43,61: $ 3 $ (668 $4294 $ — $ — $ — $ —

The following table sets forth the contractual migites, fair values and weightetlerage yields for our available for sale secwgitield &

December 31, 2013:

Available for sale

U.S. Government and federal

agencies

Agency mortgage-backed:

residential

State and municip:
Corporate bond

Other deb
Total

Equity

Total available for sal

After One Year After Five Years
Due Within But Within But Within
One Year Five Years Ten Years After Ten Years Total
Amount  Yield Amount Yield Amount Yield Amount Yield Amount Yield
$ — % $ 3,337 25% $6,29° 2.82% $ 20,23t 2.2(% $ 29,86t 2.3t%
— 35€ 5.3¢ 2,46¢ 2.5€ 98,11¢ 2.3¢ 100,94: 2.3¢
68€ 6.3¢ 2,427 5.14 10,06: 5.0¢ 36¢ 6.1¢€ 13,54 5.2:
— 5,72¢ 5.71 1,12¢ 5.14 11,317 2.1¢ 18,16 3.3¢
— — — — — — 63z 6.5C 63z 6.5C
$ 686 6.3%% $11,84: 4.72% $19,94¢ 4.04% $130,66¢ 2.3¢% $163,14 2.7%
197
$163,34-

The following table sets forth the contractual misies, amortized cost and weightaderage yields for our held to maturity securitietd a

December 31, 2013:

Held to maturity

State and municipi
Total held to maturit

After One Year

After Five Years

Due Within But Within But Within

One Year Five Years Ten Years After Ten Years Total
Amount  Yield Amount  Yield Amount Yield Amount Yield Amount Yield
$ — — % $ 292 1.5%% $20,09: 3.48% $23,22°7 4.48% $43,61. 4.0(%
$ — — % $ 292 1.5%% $20,09: 3.48% $23,22°7 4.48% $43,61: 4.0%

Average yields in the table above were calculatecadax equivalent basis using a federal incomerasa of 35%. Mortgagbacked securities are securities that have
developed by pooling a number of real estate mgegaThese securities are issued by federal ageswih as Government National Mortgage Associgti®mnie Mae”), Fannie
Mae and Freddie Mac, as well as raency company issuers. These securities are deeniede high credit ratings, and minimum regulanthly cash flows of principal a
interest. Cash flows from agency backed mortgagédzhsecurities are guaranteed by the issuing a&genc
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Unlike U.S. Treasury and U.S. government agencyr#tézs, which have a lump sum payment at matunitgrtgagebacked securities provi
cash flows from regular principal and interest payts and principal prepayments throughout the liviethe securities. Mortgagdaacket
securities that are purchased at a premium willegadly return decreasing net yields as interestsralrop because home owners ter
refinance their mortgages. Thus, the premium paidtrhe amortized over a shorter period. Thereftwase securities purchased at a disc
will obtain higher net yields in a decreasing istdrrate environment. As interest rates rise, gposite will generally be true. During a pel
of increasing interest rates, fixed rate mortghgeked securities do not tend to experience heesyagments of principal and conseque
average life will not be shortened. If interestembegin to fall, prepayments will generally ing@aNon-agency issuer mortgaggeke:
securities do not carry a government guaranteeliMieour purchases of these securities to banKifigad issues with high credit ratings. \
regularly monitor the performance and credit ragiof these securities and evaluate these secuidisese do all of our securities, for other
than-temporary impairment on a quarterly basis.D&tcember 31, 2013, 97.3% of the agency mortdmpied securities we held |
contractual final maturities of more than ten yeaith a weighted average life of 23.1 years.

In December 2011, based upon relevant market irdtbom, we determined that our basis in twelve ggsétcurities with an unrealized I
position for more the 12 months was not recoverabtbe near term. Therefore, during 2011, we rdedran other-thatemporary impairme
charge totaling $41,000 for these securities whiath an adjusted cost basis of $206,000. No suchiimpnt charges were recorded in 201
2013.

At December 31, 2013, the Company held one eqtprity. This security was in an unrealized gaisippon as of December 31, 20
Management monitors the underlying financial cdndiof the issuers and current market pricing fig £quity security monthly.

In 2013, to better manage our interest rate rigk tnansferred from available for sale to held taurity selected municipal securities in
portfolio having a book value of approximately $t4illion, a market value of approximately $43.idda net unrealized loss of approxima
$1.3 million. This transfer was completed afteredar consideration of our intent and ability to thdhese securities to maturity.

Deposits— We attract both short-term and lotegm deposits from the general public by offeringiide range of deposit accounts and inte
rates. In recent years, we have been required bkanheonditions to rely increasingly on short tadrérm certificate accounts and other dej
alternatives, including brokered and wholesale dipowhich are more responsive to market intenasts. We use forecasts based on int
rate risk simulations to assist management in rodnij our use of certificates of deposit and oteposit products as funding sources an
impact of their use on interest income and netr@stemargin in various rate environments. Our ramgi brokered deposits matured du
2013. We are currently restricted from acceptiegewing, or rolling-over brokered deposits withthé prior receipt of a waiver on a case-by
case basis from our regulators.

We primarily rely on our banking office network attract and retain deposits in our local markets lamerage our online Ascencia divisiol
attract out-ofmarket deposits. Market interest rates and ratedemosit products offered by competing financiatiimntions can significant
affect our ability to attract and retain deposiigiring 2013, total deposits decreased $77.4 milbompared with 2012. During 2012, t
deposits decreased $258.7 million compared withl20he decrease in deposits for 2013 and 2012 wesaply in certificates of depo:
balances and money market accounts.

To evaluate our funding needs in light of deposhdls resulting from continually changing condifpwe evaluate simulated performs
reports that forecast changes in margins along ether pertinent economic data. We continue torafeactively priced deposit products al
our product line to allow us to retain deposit custrs and reduce interest rate risk during vanisirsg and falling interest rate cycles.

We offer savings accounts, NOW accounts, money etar&counts and fixed rate certificates with vagymnaturities. The flow of deposits
influenced significantly by general economic coiudis, changes in interest rates and competition. i@anagement adjusts interest re
maturity terms, service fees and withdrawal peesltin our deposit products periodically. The varadtdeposit products allows us to com
more effectively in obtaining funds and to respamith more flexibility to the flow of funds away fre depository institutions into outsi
investment alternatives. However, our ability toraadt and maintain deposits and the costs of thasds has been, and will continue to
significantly affected by market conditions.
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The following table sets forth the average daillabhees and weighted average rates paid for oursitsffor the periods indicated:

For the Years Ended December 3]

2013 2012 2011
Average Average Average
Average Average Average
Balance Rate Balance Rate Balance Rate
(dollars in thousands)
Demanc $ 106,15: $ 113,32 $ 106,76¢
Interest Checkin 84,91° 0.2%% 89,82( 0.37% 89,10: 0.74%
Money Market 69,84 0.5C 63,21: 0.4¢ 81,92¢ 0.9¢
Savings 39,15¢ 0.2¢ 38,66¢ 0.4C 36,51 0.6z
Certificates of Depos 703,98 1.3¢ 912,06: 1.52 1,120,15. 1.6
Total Deposits $1,004,05; $1,217,08 $1,434,46
Weighted Average Ra 1.01% 1.2(% 1.4(%

The following table sets forth the average daillabhees and weighted average rates paid for ouficates of deposit for the periods indicated:

For the Years Ended December 3]

2013 2012 2011
Average Average Average
Average Average Average
Balance Rate Balance Rate Balance Rate

(dollars in thousands)
Certificates of Depos

Less than $100,0C $405,75¢ 1.2¢% $478,50: 1.40% $ 569,66 1.5%
$100,000 or mor 298,22 1.44 433,55¢ 1.64 550,48 1.71
Total $703,98: 1.35% $912,06: 1.52% $1,120,15 1.65%

The following table shows at December 31, 2013atimeunt of our time deposits of $100,000 or mordig remaining until maturity:

Maturity Period

Three months or les $ 38,06:
Three months through six mont 30,55¢
Six months through twelve mont 108,07¢
Over twelve month 118,26!

Total $294,96!

We strive to maintain competitive pricing on oupdsit products which we believe allows us to retaBubstantial percentage of our custol
when their time deposits mature.

Borrowing — Deposits are the primary source of funds for ondieg and investment activities and for our genbtainess purposes. We
also use advances (borrowings) from the FHLB ofciinati to supplement our pool of lendable fundsetrdeposit withdrawal requireme
and manage the terms of our liabilities. Advangesnfthe FHLB are secured by our stock in the FHBBd substantially all of our fii
mortgage residential loans. At December 31, 20E3had $4.5 million in advances outstanding fromRkiB and the capacity to increase
borrowings an additional $18.7 million. The FHLB®incinnati functions as a central reserve bankidiog credit for savings banks and ol
member financial institutions. As a member, weraguired to own capital stock in the FHLB and autharized to apply for advances on
security of such stock and certain of our home gawés and other assets (principally, securitieshvaie obligations of, or guaranteed by
United States) provided that we meet certain stalsdelated to creditworthiness.

The following table sets forth information about #HLB advances as of and for the periods indicated

December 31

2013 2012 2011
(dollars in thousands)

Average balance outstandi $4,99( $6,32¢ $15,31¢
Maximum amount outstanding at any mc-end during the perio 5,517 7,01t 38,93:
End of period balanc 4,49 5,60¢ 7,11¢
Weighted average interest ra

At end of perioc 3.071% 3.21% 3.31%

During the perioc 3.15% 3.21% 3.51%

52



Table of Contents

Subordinated Capital Note— At December 31, 2013, our bank subsidiary, PBI Bdwakl a subordinated capital note outstandingdrathour
of $5.9 million. The note is unsecured, bears eggeat the BBA threeronth LIBOR floating rate plus 300 basis points] guialifies as Tier
capital. Interest only was due quarterly througipt&mber 30, 2010, at which time quarterly principayments of $225,000 plus intel
commenced. The note matures July 1, 2020. At Deeefih 2013, the interest rate on this note was98.2

Junior Subordinated Debentures— At December 31, 2013, we had four issues of jusidrordinated debentures outstanding totaling ¢
million as shown in the table below.

Liquidation Junior
Subordinated
Amount Optional
Trust Prepayment Debt and
Preferred Investment
Description Securities Issuance Dat Date (2) Interest Rate (1) in Trust Maturity Date
(dollars in thousands) (dollars in thousands)
Porter Statutory Trust $ 5,00C 2/13/200:  3/17/200¢ 3-month LIBOR +2.85¢ $ 5,15¢ 2/13/203:
Porter Statutory Trust II 3,00( 4/15/200: 6/17/200¢ 3-month LIBOR + 2.79¢ 3,09¢ 4/15/203:
Porter Statutory Trust I 14,00C  12/14/200t 3/1/201: 3-month LIBOR + 1.67¢ 14,43¢ 3/1/203'
Asencia Statutory Trust 3,00( 2/13/200.  3/17/200¢ 3-month LIBOR + 2.85¢ 3,09z 2/13/203:
$ 25,00( $ 2577

(1) As of December 31, 2013, th-month LIBOR was 0.25%
(2) The debentures are callable on or after the ogdtjmmegayment date at their principal amount plus@ed interest

The trust preferred securities are subject to m@ngaedemption, in whole or in part, upon repaymehthe subordinated debenture:
maturity or their earlier redemption at the liguida preference. The subordinated debentures, whiture February 13, 2034, April 15, 2C
and March 1, 2037, are redeemable before the rhatdate at our option on or after March 17, 20@#eJ17, 2009, and March 1, 20
respectively, at their principal amount plus acdrirgerest.

We have the option to defer interest payments enstibordinated debentures from time to time foedod not to exceed 20 consecu
quarters. After such period, we must pay all deféinterest and resume quarterly interest payn@anige will be in default. Effective with tl
fourth quarter of 2011, we began deferring intepagtments on our junior subordinated debentures.

Deferring interest payments on our junior subordidanotes resulted in the deferral of distributiemsour trust preferred securities. We
prohibited from paying cash dividends on our commstatk until such time as we have paid all defedistributions on our trust prefen
securities.

The trust preferred securities issued by our sidosidrusts are currently included in our Tier Jpital for regulatory purposes. On Marcl
2005, the Federal Reserve Board adopted final thigscontinue to allow trust preferred securitiédbe included in Tier 1 capital, subjec
guantitative and qualitative limits. Currently, nwore than 25% of our Tier 1 capital can consistro$t preferred securities and qualify
perpetual preferred stock. To the extent the amotiatrr trust preferred securities exceeds the @&fif the excess would be includable in 7
2 capital. The new quantitative limits were effeetiMarch 31, 2011. As of December 31, 2013, PdBtancorps trust preferred securit
totaled 25% of its Tier 1 capital and 43% of itefM2 capital.

Each of the trusts issuing the trust preferred séesi holds junior subordinated debentures weedswith a 30 year maturity. The final ru
provide that in the last five years before the gursiubordinated debentures mature, the assocratstdoreferred securities will be excluded fi
Tier 1 capital and included in Tier 2 capital. bidéion, the trust preferred securities during five-year period would be amortized out of -
2 capital by one-fifth each year and excluded fider 2 capital completely during the year befordurigy.

Liquidity

Liquidity risk arises from the possibility we magtrbe able to satisfy current or future financiahenitments, or may become unduly relian
alternative funding sources. The objective of litityi risk management is to ensure that we meetd#sé flow requirements of depositors
borrowers, as well as our operating cash needmgaikto account all on- and oHfalance sheet funding demands. Liquidity risk menaen
also involves ensuring that we meet our cash fleeds at a reasonable cost. We maintain an investmerfunds management policy, wt
identifies the primary sources of liquidity, esiabes procedures for monitoring and measuring digyi and establishes minimum liquic
requirements in compliance with regulatory guidar@er Asset Liability Committee continually monisoand reviews our liquidity position.
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Funds are available from a number of sources, diotuthe sale of securities in the available fde gaortion of the investment portfol
principal pay-downs on loans and mortgdigeked securities, customer deposit inflows, brettedeposits and other wholesale func
Historically, we have utilized brokered and wholes@eposits to supplement our funding strategy.afecurrently restricted from accepti
renewing, or rolling-over brokered deposits withtha prior receipt of a waiver on a casedage basis from our regulators. At Decembe
2013 we had no brokered deposits.

Traditionally, we have borrowed from the FHLB tgpplement our funding requirements. At December2®1,3, we had an unused borrow
capacity with the FHLB of $18.7 million. After Demder 31, 2011, as a result of our financial resdtie FHLB changed our collate
arrangements from a blanket pledge of residentiaitgage loans to a detailed loan listing requirem&ur borrowing capacity under 1
detailed loan listing requirement is based on tleeket value of the underlying pledged loans rathan the unpaid principal balance of
pledged loans. The listing requirement also ineedlse level of collateral required for borrowings.

We also have available on a secured basis fedandkfborrowing lines from correspondent banks itgga$5.0 million. Management beliey
our sources of liquidity are adequate to meet etggecash needs for the foreseeable future, howdweravailability of these lines could
affected by our financial position. We are alsojsabto FDIC interest rate restrictions for depasfts such, we are permitted to offer up tc
“national rate” plus 75 basis points as publishegkly by the FDIC.

We have used cash to pay dividends on common sifoakd when declared by the Board of Directors] &mservice debt. Porter Bancarp’
main sources of funding include dividends paid B} Bank, management fees received from PBI Bank affilated banks and financii
obtained in the capital markets. During 2011, RoBancorp contributed $13.1 million to its subsigliaPBl Bank, which substantia
decreased its liquid assets. The contribution wasdarto strengthen the Basktapital in an effort to help it comply with iteyatal ratic
requirements under the consent order. Liquid asksteeased from $20.3 million at December 31, 20182.7 million at December 31, 20
Since the Bank is unlikely to be in a position typlividends to the parent company for the fordsleefature, cash inflows for the parent
limited to earnings on investment securities, safaavestment securities, and interest on depesitsthe Bank. These cash inflows along \
the liquid assets held at December 31, 2013, aedatkto cover ongoing operating expenses of thenpaompany which have been redt
and are budgeted at $950,000 for 2014. Parent amyripuidity could be improved if a capital raisesvaccomplished. See the “Supervisior
Porter Bancorp-Dividends” section of Item 1. “Busss” and the “Dividends” section of Item 5. “Market Registrans Common Equit
Related Stockholder Matters and Issuer Purchasggquify Securities” of this Annual Report on ForHK.

Capital

In the fourth quarter of 2011, we began deferrimgpayment of regular quarterly cash dividendswunSeries A Preferred Stock. As a resu
the dividend deferral, the holder of our SeriesrAf@red Stock (currently the U.S. Treasury) hasrtght to appoint up to two representat
to our Board of Directors. We will continue to agerany deferred dividends, which will be deductednfincome to common shareholders
financial statement purposes.

In addition, effective with the fourth quarter @21, we began deferring interest payments on auoisubordinated notes with resulted
deferral of distributions on our trust preferrediséties. Therefore, we will not be able to paytcdsvidends on our common stock until s
time that we have paid all deferred distributiomsonir trust preferred securities. If we defer iagtrpayments on our trust preferred secu
for 20 consecutive quarters, we must pay all deteimterest and resume quarterly interest paynmentg will be in default.

Stockholders’equity decreased $11.3 million to $35.9 millionDetcember 31, 2013, compared with $47.2 million atc&nber 31, 2012. T
decrease was due to the current year net loshefureduced by $1.9 million of dividends declaredcfued and unpaid) on cumula
preferred stock and an increase in unrealizeddossvailable for sale securities.

In 2010, we completed a $32.0 million private plaeat to accredited investors. Following completairthe transactions involved, Pol
Bancorp had issued (i) 2,465,569 shares of comnark,s(ii) 317,042 shares of Series C Preferrectlsend (iii) warrants to purchase
purchase 1,163,045 shares of non-voting commork sitiog price of $11.50 per share.

The Series C Preferred Stock has no voting rigetsdpt when required by law), has a liquidationfgmence over our common stock,

dividend rights equivalent to our common stock. lieabare of Series C Preferred Stock automaticaliyerts into 1.05 shares of comn
stock at such time as, after giving effect to theomatic conversion, the holder of the Series GdPred Stock (together with its affiliates ¢
any other persons with which it is acting in comearwhose holdings would otherwise be requiredecaggregated for purposes of fec
banking law) beneficially holds, directly or inditdy, less than 9.9% of the number of shares ofrnomstock then issued and outstanding.
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The warrants are exercisable into non-voting commstogk until they expire on September 16, 2015. iblevoting common stock has
voting rights (except when required by law), bliestvise has the same dividend and other rightauas@mmon stock. Upon issuance, ¢
share of nornvoting common stock automatically converts into51sbares of common stock at such time as, afténgeffect to the automa
conversion, the holder of the neonting common stock (together with its affiliatesdaany other persons with which it is acting in @@ o
whose holdings would otherwise be required to lgregated for purposes of federal banking law) hddectly or indirectly, beneficially le
than 9.9% of the number of shares of common stoek issued and outstanding.

On November 21, 2008, we issued to the U.S. Trga@nl000 shares of our Series A Preferred Stockaawarrant to purchase up to 330,
shares of our common stock for $15.88 per sharexthange for aggregate consideration of $35.0 anilliThe warrant is immediatt
exercisable and has a $8ar term. The Series A Preferred Stock qualifeJiar 1 capital and pays cumulative cash dividequisterly. Th
annual dividend rate increased from 5% to 9% beggim November 2013. The Series A Preferred Steclonvoting (except when requir
by law) and after issuance may be redeemed by ¢inep@ny at $1,000 per share plus accrued unpaidetids. Accrued and unpaid divide
on our Series A Preferred Stock, plus accrued apaid interest on those dividends, totaled $4.Hanilat December 31, 2013.

Kentucky banking laws limit the amount of divideritiat may be paid to a holding company by its sliasy banks without prior approv
These laws limit the amount of dividends that mayphid in any calendar year to current ygaet income, as defined in the laws, comk
with the retained net income of the preceding twarg, less any dividends declared during thoseg®rDuring 2014, the amount availabl
be paid by PBI Bank to Porter Bancorp would be 284&rhings to date. However, PBI Bank has agreeld wgtprimary regulators to obt:
their written consent prior to declaring or payaryy future dividends.

Each of the federal bank regulatory agencies h@abléeshed risk-based capital requirements for bagkirganizations. See Item 1. Business
Supervision and Regulation — Porter Bancorp — @hpitlequacy Requirements and PBI BanKapital Requirements. In addition, PBI B.
has agreed with its primary regulators to maintainatio of total capital to total risk-weighted eiss(“total risk-based capital ratiodf at leas
12.0%, and a ratio of Tier 1 capital to total asg¢everage ratio”) of 9.0%.

The following table shows the ratios of Tier 1 ¢apand total capital to riskdjusted assets and the leverage ratios for Peaecorp and PE
Bank at December 31, 2013:

Well- Minimum
Regulatory Capitalized Capital
Ratios Under Porter PBI
Minimums Minimums Consent Ordel Bancorp Bank
Tier 1 Capital 4.C% 6.C% N/A 7.34% 9.35%
Total risk-based capite 8.C 10.C 12.(% 11.0¢ 11.4¢
Tier 1 leverage rati 4.C 5.C 9.C 4.9t 6.2¢

At December 31, 2013, PBI BarkTier 1 leverage ratio was 6.28% which is belog/Qko minimum capital ratio required by the Con<@ruel
and its total riskbased capital ratio was 11.44% which is below ®% ninimum capital ratio required by the Consend€dr Bank regulato
agencies can exercise discretion when an institidmes not maintain minimum capital levels or ntbetother terms of a consent order.
agencies may initiate changes in management, issardatory directives, impose monetary penaltiegefirain from formal sanctior
depending on individual circumstances. Any actakeh by bank regulatory agencies could damageeputation and have a material adv
effect on our business.

Off Balance Sheet Arrangements

In the normal course of business, we enter int@ouartransactions, which, in accordance with GAAR not included in our consolida
balance sheets. We enter into these transactiangét the financing needs of our customers. Thrassdctions include commitments to exi
credit and standby letters of credit, which involt@ varying degrees, elements of credit risk antdrest rate risk in excess of the ama
recognized in the consolidated balance sheets.
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Our commitments associated with outstanding standhgrs of credit and commitments to extend creditof December 31, 2013
summarized below. Since commitments associated leitbrs of credit and commitments to extend creuity expire unused, the amot
shown do not necessarily reflect our actual futagh funding requirements:

More than 1
3 years or
One yeat year but les: more but les:
5 years
or less than 3 years than 5 years or more Total
(dollars in thousands)
Commitments to extend cret $24,71° $ 22,35¢ $ 2,23t $12,10( $61,41:
Standby letters of crec 1,99¢ — 50C — 2,49¢
Total $26,71¢ $ 22,35¢ $ 2,73 $12,10( $63,90¢

Standby Letters of Credit— Standby letters of credit are written conditionaienitments we issue to guarantee the performanaebofrowe
to a third party. If the borrower does not perfamaccordance with the terms of the agreement thighthird party, we may be required to f
the commitment. The maximum potential amount ofifeitpayments we could be required to make is repted by the contractual amoun
the commitment. If the commitment is funded, we idobe entitled to seek recovery from the borrow@ur policies generally require tl
standby letter of credit arrangements contain $gcaind debt covenants similar to those containddan agreements.

Commitments to Extend Credit—We enter into contractual commitments to extenditraormally with fixed expiration dates or terratior
clauses, at specified rates and for specific pepoSubstantially all of our commitments to extemedit are contingent upon borrow
maintaining specific credit standards at the tirhkvan funding. We minimize our exposure to lossl@mthese commitments by subjecting t
to credit approval and monitoring procedures.

Contractual Obligations
The following table summarizes our contractual gdgions and other commitments to make future paysresnhof December 31, 2013:

More than 1
3 years or
year but les: more but les: 5 years ol
One year
or less than 3 years than 5 years more Total
(dollars in thousands)
Time deposit: $431,60: $ 22484« $ 23,48 $ 24 $679,95.
FHLB borrowing (1) 77€ 1,29C 81C 1,61¢€ 4,49;
Subordinated capital no 90C 1,80(C 1,80( 1,35( 5,85(
Junior subordinated debentu — — — 25,00( 25,00(
Total $433,27 $ 227,93t $ 26,090 $27,99( $715,29:

(1) Fixed rate mortgagewatched borrowings with rates ranging from 0% #6%, and maturities ranging from 2014 through 2@3@ragin
3.07%.

Impact of Inflation and Changing Prices

The financial statements and related data presdwtezin have been prepared in accordance withdéierally accepted accounting princig
which require the measurement of financial positéord operating results in historical dollars with@ensidering changes in the rela
purchasing power of money over time due to inflatio

We have an asset and liability structure that geesally monetary in nature. As a result, interaseés have a more significant impact on
performance than the effects of general levelsiftdtion. Periods of high inflation are often acqmmied by relatively higher interest rates,
periods of low inflation are accompanied by relalyvlower interest rates. As market interest raiss or fall in relation to the rates earnec
our loans and investments, the value of thesesadseteases or increases respectively.
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ltem 7A.  Quantitative and Qualitative Disclosures About Market Risk

To minimize the volatility of net interest incomadaexposure to economic loss that may result fioetdating interest rates, we manage
exposure to adverse changes in interest ratesghrasset and liability management activities witgiridelines established by our As
Liability Committee (“ALCO”). The ALCO, which is comprised of senior managemeptesentatives, has the responsibility for appigpwainc
ensuring compliance with asset/liability managenmaiicies. Interest rate risk is the exposure teeask changes in the net interest income
result of market fluctuations in interest ratese ThLCO, on an ongoing basis, monitors interest aaté liquidity risk in order to impleme
appropriate funding and balance sheet strategiasalyement considers interest rate risk to be ost gignificant market risk.

We utilize an earnings simulation model to analgeé interest income sensitivity. We then evaluaimptial changes in market interest r
and their subsequent effects on net interest incdiine model projects the effect of instantaneousaments in interest rates of both 100
200 basis points that are sustained for one yessuriptions based on the historical behavior ofdeyosit rates and balances in relatic
changes in interest rates are also incorporatedtire model. These assumptions are inherently taioeand, as a result, the model ca
precisely measure future net interest income aripety predict the impact of fluctuations in mark#erest rates on net interest income. Ac
results will differ from the moded’ simulated results due to timing, magnitude aeduency of interest rate changes as well as chan
market conditions and the application and timingarfious management strategies.

Our interest sensitivity profile was asset sensitat December 31, 2013 and December 31, 2012. Gimeimstantaneous 100 basis p
increase in interest rates our base net interestrie would increase by an estimated 2.5% at Deae®ih&013 compared with an increas
4.0% at December 31, 2012.

The following table indicates the estimated impartinet interest income under various interest saémarios for the year ended Decembe
2013, as calculated using the static shock modsagh:

Change in Future
Net Interest Income

Change in Interest Rate Dollar Change Percentage Chang
(dollars in thousands)

+ 200 basis point $ 1,317 4.85%

+ 100 basis point 66€ 2.4t

We did not run a model simulation for decliningeirgst rates as of December 31, 2013, because tlezaF®eservea’ federal funds target ri
currently stands between 0.00% to 0.25%. Therefarther shortterm rate reductions are not practical. As we iimglat strategies to mitige
the risk of rising interest rates in the futureegb strategies will lessen our forecasted “base’ ceet interest income in the event of no inte
rate changes.

Our interest sensitivity at any point in time vk affected by a number of factors. These factmiside the mix of interest sensitive assets
liabilities as well as their relative pricing schiek. It is also influenced by market interest satteposit growth, loan growth, decay rates
prepayment speed assumptions.

The following table sets forth the amounts of mieiest-earning assets and intetesdring liabilities outstanding at December 31,20ghict
we anticipate, based upon certain assumptiongpace or mature in each of the future time perisidewn. The projected repricing of as
and liabilities anticipates prepayments and schegtitdte adjustments, as well as contractual megsitiinder an interest rate unchanged sce
within the selected time intervals. While we bediesuch assumptions are reasonable, we cannot aggutbat assumed repricing rates
approximate our actual future activity.
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Volume Subject to Repricing Within

Non-
0-90 91-181 182-365 1-5 Over 5 Interest
Days Days Days Years Years Sensitive Total
(dollars in thousands)

Assets:
Federal funds sold and short-term

investments $103,66¢ $ — $ — $ — $ — $ — ¢ 103,66
Investment securitie 22,94¢ 4,49¢ 8,07t 65,23’ 103,07 3,122 206,95¢
FHLB stock 10,07: — — — — — 10,07:
Loans held for sal 14¢ — — — — — 14¢
Loans, net of allowanc 245,33¢ 55,83¢t 81,53¢ 206,15: 120,46t (28,129 681,20:
Fixed and other asse — — — — — 74,07 74,07

Total asset $382,17¢  $60,33: $ 89,61: $ 271,38 $223,54.  $ 49,07 $1,076,12.

Liabilities and Stockholders’ Equity
Interest-bearing checking, savings, and

money market accoun $200,260 $ — $ — $ — $ — $ — $ 200,26
Certificates of depos 92,79: 93,561 242,36¢ 249,50: 1,72¢ — 679,95:
Borrowed funds 33,50¢ 18€ 362 2,68: 1,072 — 37,81:
Other liabilities — — — — — 122,15¢ 122,15¢
Stockholder' equity — — — — — 35,93: 35,93

Total liabilities and stockholde’ equity $326,56¢  $ 93,75: $ 242,73: $ 252,18« $ 2,49C $158,39° $1,076,12

Period gay $ 55,60¢  $(33,42)  $(153,120 $ 19,20¢ $220,74t
Cumulative gay $ 55,60¢ $22,18¢ $(130,93)  $(111,72)  $109,01¢
Period gap to total ass¢ 5.17% (3.11% (14.29)% 1.7¢% 20.51%
Cumulative gap to total ass¢ 5.17% 2.06% (12.19)% (10.39)% 10.13%
Cumulative interest-earning assets to

cumulative intere-bearing liabilities 117.0%  105.2&% 80.2% 87.7% 111.8%%

Our one-year cumulative gap position as of DecerBtheP013 was negative $130.9 million or 12.2%ssfeds. This is a orgay position that
continually changing and is not necessarily indi@abf our position at any other time. Any gap gs& has inherent shortcomings beci
certain assets and liabilities may not move praopoally as interest rates change.
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Item 8. Financial Statements and Supplementary Dat
The following consolidated financial statements agybrts are included in this section:
Managemer's Report on Internal Control Over Financial Repaoy
Report of Independent Registered Public AccourfEing
Consolidated Balance Sheets as of December 31,&01201-
Consolidated Statements of Operations for the YEaded December 31, 2013, 2012, and 2
Consolidated Statements of Comprehensive Loshi&lears Ended December 31, 2013, 2012, and
Consolidated Statements of Change in Stockhc' Equity for the Years Ended December 31, 2013, 2aa4d,2011
Consolidated Statements of Cash Flows for the YEaded December 31, 2013, 2012, and z

Notes to Consolidated Financial Stateme
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wh1/

PBIB

Porter Bancorp, Inc.

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANC IAL REPORTING

The management of Porter Bancorp, Inc. is resptin$dy establishing and maintaining adequate irglenontrol over financial reportin
Internal control over financial reporting is defthén Rule 13at5(1) promulgated under the Securities ExchangeoAd934 as a proce
designed by, or under the supervision of; our mpimicexecutive and principal financial officers aeffected by the board of directc
management and other personnel, to provide reaaaburance regarding the reliability of financeporting and the preparation of finan
statements for external purposes in accordance With generally accepted accounting principles iaotides those policies and proced
that:

Pertain to the maintenance of records that in re#sle detail accurately and fairly reflect the s@ctions and dispositions of our assets;

Provide reasonable assurance that transaction®e@weded as necessary to permit preparation ofdiahstatements in accordance with |
generally accepted accounting principles, and ¢batreceipts and expenditures are being made anc¢ordance with authorizations of
management and directors; and

Provide reasonable assurance regarding preventiimely detection of unauthorized acquisition, wsedisposition of our assets that cc
have a material effect on the financial statements.

Because of its inherent limitations, internal cohtover financial reporting may not prevent or détenisstatements. Projections of
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadégjbecause of changes in conditions, o
the degree of compliance with the policies or pdoces may deteriorate.

Management assessed the effectiveness of our ateomtrol over financial reporting as of DecemBg&y 2013. In making this assessm
management used the criteria set forth by the Caomendf Sponsoring Organizations of the Treadwayn@sion (“COSO”)in the 199:
Internal Controlintegrated Framework. Based on that assessmeriglieve that, as of December 31, 2013, our intecoatrol over financi:
reporting is effective based on those criteria.

/s/ John T. Taylor /s/ Phillip W. Barnhouse
John T. Taylor Phillip W. Barnhouse
Chief Executive Office Chief Financial Office

March 14, 2014
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Crowe Horwath.

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Porter Bancorp, Inc.
Louisville, Kentucky

We have audited the accompanying consolidated balaheets of Porter Bancorp, Inc. as of Decemhe2@13 and 2012, and the rele
consolidated statements of operations, changeasdkisolders’equity and comprehensive loss, and cash flowsdoh ®f the three years in
period ended December 31, 2013. These consolidfiedicial statements are the responsibility of fempany's management. (
responsibility is to express an opinion on thegesobidated financial statements based on our audits

We conducted our audits in accordance with thedstats of the Public Company Accounting OversightuBiogUnited States). Those stand.
require that we plan and perform the audit to obtaasonable assurance about whether the finastééments are free of mate
misstatement. The Company is not required to hasewere we engaged to perform, an audit of itsrirdl control over financial reportir
Our audit included consideration of internal cohtreer financial reporting as a basis for desigrénglit procedures that are appropriate it
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the Compsaiyternal control over financial reportii
Accordingly, we express no such opinion. An aud@udes examining, on a test basis, evidence stipgpahe amounts and disclosures in
financial statements. An audit also includes assggbe accounting principles used and signifiasttmates made by management, as w
evaluating the overall financial statement pred@maWe believe that our audits provide a reastmbhsis for our opinion.

In our opinion, the consolidated financial statetaarferred to above present fairly, in all materé&spects, the financial position of Po
Bancorp, Inc. as of December 31, 2013 and 2012 tladesults of its operations and its cash floarsefach of the three years in the pe
ended December 31, 2013, in conformity with U.Segelly accepted accounting principles.

The accompanying consolidated financial statemlean® been prepared assuming the Company will asm@és a going concern. As discu
in Note 2 to the consolidated financial statemettts, Company has incurred substantial losses i13,20012 and 2011, largely as a resu
asset impairments. In addition, the Compariyank subsidiary is not in compliance with a ratprdy enforcement order issued by its prin
federal regulator requiring, among other thingsréased minimum regulatory capital ratios. Additibfosses or the continued inability
comply with the regulatory enforcement order magutein additional adverse regulatory action. Thegents raise substantial doubt abou
Company'’s ability to continue as a going concerranigemen$ plans with regard to these matters are also siecuin Note 2 to tl
consolidated financial statements. The consolidéitexhcial statements do not include any adjustsémat might result from the outcome
this uncertainty.

Crowe Horwath, LLP

Louisville, Kentucky
March 14, 2014
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PORTER BANCORP, INC.
CONSOLIDATED BALANCE SHEETS
December 31,
(Dollar amounts in thousands except share data)

2013 2012
Assets
Cash and due from financial institutic $ 109,400 $ 46,51
Federal funds sol 1,725 3,06(
Cash and cash equivalel 111,13« 49,57.
Securities available for sa 163,34« 178,47t
Securities held to maturity (fair value of $42,% $0, respectively 43,61: —
Mortgage loans held for sa 14¢ 507
Loans, net of allowance of $28,124 and $56,68@eaetively 681,20: 842,41:
Premises and equipme 19,98: 20,80:
Other real estate ownt 30,89: 43,67:
Federal Home Loan Bank sto 10,07: 10,07:
Bank owned life insuranc 8,911 8,39¢
Accrued interest receivable and other as 6,822 8,71¢
Total asset $1,076,12.  $1,162,63
Liabilities and Stockholders’ Equity
Deposits
Nonr-interest bearin $ 107,48t $ 114,31(
Interest bearin 880,21¢ 950,74¢
Total deposit: 987,70! 1,065,05!
Repurchase agreeme! 2,47( 2,63«
Federal Home Loan Bank advan: 4,49 5,60¢
Accrued interest payable and other liabilit 14,67 10,16¢
Subordinated capital no 5,85( 6,97¢
Junior subordinated debentu 25,00( 25,00(
Total liabilities 1,040,19 1,115,44
Commitments and contingent liabilities (Note : — —
Stockholder equity
Preferred stock, no par, 1,000,000 shares authit
Series A - 35,000 issued and outstanding; Liquidtegireference of $35 million at December 31, 20
and 2012 35,00( 34,84(
Series C — 317,042 issued and outstanding; Ligoidaireference of $3.6 million at December 31,
2013 and 201 3,28: 3,28:
Total preferred stockholde equity 38,28: 38,12¢
Common stock, no par, 86,000,000 shares authoriZ:840,999 and 12,002,421 shares issued and
outstanding, respective 112,23t 112,23t
Additional paic¢in capital 20,88 20,28:
Retained defici (130,18)) (126,51
Accumulated other comprehensive income (I (5,299 3,06¢
Total common stockholde equity (2,357 9,061
Total stockholder equity 35,93 47,19(
Total liabilities and stockholde’ equity $1,076,12.  $1,162,63

See accompanying notes.
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Interest incom:
Loans, including fee
Taxable securitie
Tax exempt securitie
Federal funds sold and otf

Interest expens
Deposits
Federal Home Loan Bank advani
Junior subordinated debentu
Subordinated capital no
Federal funds purchased and ot

Net interest incom
Provision for loan losse
Net interest income (loss) after provision for ldasses
Nonr-interest incom
Service charges on deposit accol
Income from fiduciary activitie
Bank card interchange fe
Other real estate owned rental incc
Net gain on sales of securiti
Income from bank owned life insuran
Other

Nonr-interest expens
Salaries and employee bene
Occupancy and equipme
Goodwill impairmen
Loan collection expens
Other real estate owned expel
FDIC insuranc
State franchise ta
Professional fee
Communication:
Borrowing prepayment fee
Insurance expens
Postage and delive
Other

Loss before income tax:
Income tax expense (bene!
Net loss
Less:
Dividends on preferred stor
Accretion on Series A preferred stc
(Earnings) loss allocated to participating seces
Net loss attributable to common shareholc

Basic and diluted loss per common st

PORTER BANCORP, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31,
(Dollar amounts in thousands except per share data)

See accompanying notes.
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2013 2012 2011
$38,01! $52,91¢ $ 67,67¢
3,70¢ 8,38¢ 4,00¢
93z 887 1,12¢
574 591 744
43,22 57,72¢ 73,55¢
10,13" 14,62: 20,14’
157 207 537
622 671 632
221 26€ 28
6 7 44C
11,14¢ 15,77+ 22,03¢
32,08 41,95 51,51
70C 40,25( 62,60(
31,38 1,70¢ (11,08%)
2,05¢ 2,23¢ 2,60¢
517 1,177 992
71¢ 727 66¢
39¢ 42¢ 20C
727 3,23¢ 1,10¢
534 317 314
97¢ 1,47¢ 1,947
5,91¢ 9,59( 7,83¢
15,50: 16,64¢ 15,21¢
3,58¢ 3,64z 3,72¢
— — 23,79
4,707 2,447 2,50¢
4,51¢ 10,54¢ 47,52
2,37¢ 2,83t 3,47(
1,944 2,17¢ 2,22¢
1,897 1,98¢ 1,39:
711 71C 67¢
— — 48€
64€ 372 172
42° 454 48E
2,587 2,48( 2,581
38,89 44.29; 104,27:
(1,586 (32,997  (107,52Y
— (65) (218
(1,580  (32,93)  (107,30)
1,91¢ 1,75( 1,75(
16C 17¢ 177
(267 (1,429 (4,080)
$(3,399 $(33,43) $(105,15)
$ (029 $ (285 $ (8.99
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PORTER BANCORP, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
Years Ended December 31,
(in thousands)

2013 2012 2011
Net income (loss $(1,58¢) $(32,93) $(107,30)
Other comprehensive income (loss), net of
Unrealized gain (loss) on securitis
Unrealized gain (loss) arising during the perioét (@f tax of $0, $0, and $1,457, respectivi (7,63%) 2,137 2,70t
Reclassification of other than temporary impairm@et of tax of $0, $0, and $14, respectivt — — 27
Reclassification of amount realized through satet 6f tax of $0, $0, and $388, respectiv (723) (3,23¢€) (720)
Other comprehensive income (lo (8,35¢) (1,099 2,012
Comprehensive los $(9,944)  $(34,03) $(105,29Y

See accompanying notes.
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PORTER BANCORP, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS'
Years Ended December 31,
(Dollar amounts in thousands except share andhzee glata)

EQUITY

Shares Amount

Additional Retained
Earnings
Paid-In
Capital

Series A SeriesB  Series C Series A SeriesB  Series C

Common Preferred Preferred Preferred Common Preferred Preferred Preferred (Deficit)

Accumulated
Other
Comprehensive

Income (Loss)

Total

Balances,
December 31,
2010

Issuance of
unvested stoc

Forfeited unveste
stock

Stoclk-basec
compensation
expense

Net loss

Net change il
accumulated
other
comprehensive
income, net of
taxes

Dividends or
Series A
preferred stocl

Dividends on
Series C
preferred stock
($0.02 per
share)

Accretion of Serie
A preferred
stock discoun

Cash dividends
declared ($0.02
per share

11,846,10 35,00( 317,04: $112,23t $ 34,48: $ $ 328: $ 1943t $ 17,82

2,80(

(24,439

402 —
(107,30)

(1,750)

(M
(177

(237)

$ 2,152

2,01:

$ 189,41!

40z
(107,30)

2,01z

(1,750

@)

(237)

Balances,
December 31,
2011

Issuance of
unvested stoc

Forfeited unveste
stock

Stoclk-basec
compensation
expense

Net loss

Net change il
accumulated
other
comprehensive
income, net of
taxes

Dividends or
Series A
preferred stocl

Accretion of Serie
A preferred
stock discoun

11,824,47 35,00( 317,04: $112,23t $ 34,66: $ 328: $ 19,84! $ (91,65¢

191,141

(13,19)

44z —
(32,93)

(1,750)

(179

$ 4,16¢

(1,099

$ 82,52¢

44z
(32,93)

(1,099)

(1,750

Balances,
December 31,
2012

Issuance o
unvested stoc

Forfeited unveste
stock

Stocl-basec
compensation
expense

Net loss

Net change il
accumulated

12,002,42 35,00( = 317,04: $112,23t $ 34,84( $ $ 328 $ 20,28! $(126,51)

875,56

(36,99)

604 —
(1,586)

$ 3,06¢

$ 47,19(

604
(1,586)



other
comprehensive
income, net of
taxes

Dividends on
Series A
preferred stocl

Accretion of Serie
A preferred
stock discoun

Balances,
December 31,
2013

(8,359 (8,359

= = = = = = = = (1,919 = (1,919
— — — — 16C — — — (160) — —
12,840,99 35,00( 317,04: $112,23( $ 35000 $ — $ 328 $ 20,88 $(130,18) $ (5,299 $ 35,93

See accompanying notes.
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PORTER BANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31,
(in thousands)

2013 2012 2011
Cash flows from operating activities
Net loss $ (1,586 $ (32,93) $(107,30)
Adjustments to reconcile net loss to net cash foperating activitie:
Depreciation and amortizatic 2,017 2,28¢ 2,38¢
Provision for loan losse 70C 40,25( 62,60(
Net amortization on securitit 2,13 3,33¢ 1,552
Goodwill impairment charg — — 23,79
Stocl-based compensation expel 604 44z 43€
Deferred income taxe — — 12,95¢
Net gain on sales of loans originated for ¢ (87) (339 (713)
Loans originated for sa (4,03%) (16,365 (24,887
Proceeds from sales of loans originated for 4,46¢ 16,827 24,64
Net loss on sales of other real estate ow 132 1,672 8,88¢
Net write-down of other real estate own 2,46¢€ 7,15¢ 34,87
Net realized gain on sales of investment secul (729 (3,23¢) (1,067)
Earnings on bank owned life insurance, net of puaméxpens: (519 (292 (301)
Net change in accrued interest receivable and @it 1,36¢ 16,15( (7,062)
Net change in accrued interest payable and otéigitities 2,58¢ 791 (575
Net cash from operating activiti 9,52¢ 35,74¢ 30,23t
Cash flows from investing activities
Purchases of available for sale securi (72,819 (162,84() (123,609
Sales of available for sale securit 8,061 93,19¢ 50,31¢
Maturities and prepayments of available for sataigtes 26,50¢ 48,80( 23,37¢
Proceeds from sale of other real estate ov 30,77 21,94( 14,14
Improvements to other real estate ow — @ (1,650
Loan originations and payments, | 139,54¢ 167,27: 92,19(
Purchases of premises and equipment (287) (517) (332
Net cash from investing activitit 131,79. 167,85¢ 54,43’
Cash flows from financing activities
Net change in deposi (77,359 (258,70:) (143,909
Net change in repurchase agreem (164) 89¢ (9,87¢)
Repayment of Federal Home Loan Bank adva (1,119 (1,512 (32,906
Advances from Federal Home Loan Bz — — 25,00(
Repayment of subordinated capital n (1,125 (675) (900
Cash dividends paid on preferred st — — (1,319
Cash dividends paid on common st — — (237)
Net cash from financing activitie (79,755 (259,99) (164,149
Net change in cash and cash equival 61,56: (56,390 (79,47
Beginning cash and cash equivale 49,57: 105,96: 185,43!
Ending cash and cash equivale $111,13: $ 49,57, $105,96.
Supplemental cash flow informatic
Interest paic $ 10,711 $ 15,40: $ 22,21¢
Income taxes paid (refunde — (12,72¢) 2,00(
Supplemental nc-cash disclosure
Transfer from loans to other real est $ 20,606 $ 3352 $ 41,91°
Financed sales of other real estate ow 15 541 11,84¢
Transfer from available for sale to held to majusiecurities 44,93¢ — —
AOCI component of transfer from available for s@ldeld to maturity (1,28)) — —

See accompanying notes.
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PORTER BANCORP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013, 2012 and 2011

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations and Principles of Consolidatia — The consolidated financial statements include P&#&acorp, Inc. (Company or Pl
and its subsidiary, PBI Bank (Bank). The Company®a 100% interest in the Bank.

The Company provides financial services througloffices in Central Kentucky and Louisville. Itsimary deposit products are check
savings, and term certificate accounts, and itsg@ny lending products are residential mortgage,memial, and real estate loans. Substan
all loans are collateralized by specific items aflateral including business assets, commercial estate, and residential real est
Commercial loans are expected to be repaid frorh ias/ from operations of businesses. There arsigoificant concentrations of loans
any one industry or customer. However, customadlity to repay their loans is dependent on tha estate and general economic condi
in the area. Other financial instruments which pti#dly represent concentrations of credit risklugie deposit accounts in other finan
institutions and federal funds sold.

Use of Estimates— To prepare financial statements in conformity wittS. generally accepted accounting principles, rgament make
estimates and assumptions based on available iafmmm These estimates and assumptions affect iiuts reported in the financ
statements and the disclosures provided, and fuéstdts could differ. The allowance for loan Iassgoodwill and other intangible assets,
value of other real estate owned, stock compensatieferred tax assets, and fair values of findringtruments are particularly subjec
change.

Cash Flows— Cash and cash equivalents include cash, deposhsottier financial institutions under 90 days, &ukeral funds sold. Net ce
flows are reported for customer and loan deposihsactions, interestearing deposits in other financial institutiongdafederal func
purchased and repurchase agreements.

Securities— Debt securities are classified as held to matuanitgt carried at amortized cost when managementlegsasitive intent and abili
to hold them to maturity. Debt securities are dfeess as available for sale when they might be dwoddore maturity. Equity securities w
readily determined fair values are classified aailalle for sale. Securities available for sale @agied at fair value, with unrealized hold
gains and losses reported in other comprehensieenia.

Interest income includes amortization of purchasenium or discount. Premiums and discounts on #esiare amortized on the lewdkld
method anticipating prepayments on mortgage baskedrities. Gains and losses on sales are record#te trade date and determined u
the specific identification method.

Management evaluates securities for other-than-teanp impairment (“OTTI")on at least a quarterly basis, and more frequentier
economic or market conditions warrant such an exaln. For securities in an unrealized loss pasjtmanagement considers the extent
duration of the unrealized loss, and the financ@adition and neaterm prospects of the issuer. Management also ses@dether it intends
sell, or it is more likely than not that it will equired to sell, a security in an unrealized lpgsition before recovery of its amortized «
basis. If either of the criteria regarding intemtrequirement to sell is met, the entire differefie#ween amortized cost and fair valu
recognized as impairment through earnings. For debdrities that do not meet the aforementionadrai the amount of impairment is s
into two components as follows: 1) OTTI relatecttedit loss, which must be recognized in the incata¢gement and 2) other-thtemporar
impairment (OTTI) related to other factors, whichrecognized in other comprehensive income. Thditckess is defined as the differel
between the present value of the cash flows exgdotde collected and the amortized cost basis.egaity securities, the entire amoun
impairment is recognized through earnings.

Loans Held for Sale— Mortgage loans originated and intended for sakhénsecondary market are carried at the lower gfegate cost or fe
value, as determined by outstanding commitments fiavestors. Net unrealized losses, if any, ar®ndad as a valuation allowance
charged to earnings.

Mortgage loans held for sale are generally soldh sérvicing rights released. If sold with servicirggained, the carrying value of mortg
loans sold is reduced by the amount allocated @os#rvicing right. Gains and losses on sales otgage loans are based on the differ
between the selling price and the carrying valuthefrelated loan sold.

Mortgage banking derivatives used in the ordinaoyrse of business consist of mandatory forwardssatmtracts and rate lock Ic
commitments. Forward contracts represent futurencitments to deliver loans at a specified price datk and are used to manage interes
risk on loan commitments and mortgage loans helcsfte. Rate lock commitments represent commitminfsind loans at a specific re
These derivatives involve underlying items, suclngerest rates, and are designed to transfer @iskstantially all of these instruments ex
within 60 days from the date of issuance. Notioaaounts are amounts on which calculations and patgrere based, but which do
represent credit exposure, as credit exposurmitelil to the amounts required to be received at.pai
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We adopted FASB ASC topic 81%)erivative and Hedging"during the first quarter of 2009. Our commitmermtsieliver loans and our r:
lock loan commitments were insignificant at yead.en

Loans — Loans that management has the intent and abilityold for the foreseeable future or until maturity payoff are reported at 1
principal balance outstanding, net of deferred l&@es and costs, and an allowance for loan lodstsest income is accrued on the un
principal balance. Loan origination fees, net ataie direct origination costs, are deferred antbgmized in interest income using the level
yield method without anticipating prepayments. Taeorded investment in loans includes the outstangrincipal balance and unamorti
deferred origination costs and fees.

Interest income on mortgage and commercial loadsontinued at the time the loan is 90 days dekmt unless the loan is well collaterali
and in process of collection. Consumer and cretit éoans are typically charged off no later th@rd@ys past due. Past due status is bas
the contractual terms of the loan. In all casesnsoare placed on nonaccrual or charged off aadieedate if collection of principal or inter
is not expected.

All interest accrued but not received for loanscpth on nonaccrual is reversed against interestriecdnterest received on such loar
accounted for on the cash-basis or @esbvery method, until qualifying for return to acal. Loans are returned to accrual status whethe
principal and interest amounts contractually deetapught current and future payments are reaspaaiklred.

Allowance for Loan Losses— The allowance for loan losses is a valuation alleveafor probable incurred credit losses. Loan losag
charged against the allowance when managemenveéeslibe uncollectability of a loan balance is conéid. Subsequent recoveries, if any
credited to the allowance. We estimate the allowamance required using past loan loss experi¢heeature and volume of the portfc
information about specific borrower situations asstimated collateral values, economic conditioms] ather factors. Allocations of t
allowance may be made for specific loans, but titi#eeallowance is available for any loan thatpur judgment, should be charged off.

The allowance consists of specific and general ecorapts. The specific component relates to loartsafeaindividually classified as impair:
A loan is impaired when, based on current infororatind events, it is probable that the Company lvéllunable to collect all amounts
according to the contractual terms of the loan ement. Loans for which the terms have been modifiedlting in a concession, and for wt
the borrower is experiencing financial difficultjese considered troubled debt restructurings ¢amsbified as impaired.

Factors considered in determining impairment inelpdyment status, collateral value, and the prdéibabf collecting scheduled principal a
interest payments when due. Loans that experiargignificant payment delays and payment shortfgiserally are not classified as impai
We determine the significance of payment delayspayinent shortfalls on case-bgse basis, taking into consideration all of theurnstance
surrounding the loan and the borrower, including léngth of the delay, the reasons for the delesy borrowers prior payment record, and
amount of the shortfall in relation to the prindipad interest owed.

If a loan is impaired, a portion of the allowanseallocated so that the loan is reported, nethaptesent value of estimated future cash 1
using the loars existing rate or at the fair value of collatefaepayment is expected solely from the collatekarge groups of smaller balai
homogeneous loans, such as consumer and residerdiadstate loans, are collectively evaluatedrfgrairment, and accordingly, they are
separately identified for impairment disclosuresoubled debt restructurings are separately idestifior impairment disclosures and
measured at the present value of estimated futash lows using the loas’effective rate at inception. If a troubled dedstructuring i
considered to be a collateral dependent loan, dhe s reported at the fair value of the collateFar troubled debt restructurings 1
subsequently default, we determine the amounts#rie in accordance with the accounting policytfierallowance for loan losses.

The general component covers non-impaiehs and is based on historical loss experienfiestedl for current factors. The historical |
experience is determined by portfolio segment andbased on our actual loss history experienced themost recent three years v
weighting towards the most recent periods. Thisi@dbss experience is supplemented with other @odn factors based on the risks pre
for each portfolio segment. These economic factoctude consideration of the following: changeslémding policies, procedures, ¢
practices; effects of any change in risk selectma underwriting standards; national and local eotn trends and conditions; indus
conditions; trends in volume and terms of loangegience, ability and depth of lending managemeit ather relevant staff; levels of ¢
trends in delinquencies and impaired loans; levElnd trends in charge-offs and recoveries; afetef of changes in credit concentrations.
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A portfolio segment is defined as the level at wham entity develops and documents a systematibadelogy to determine its allowance
loan losses. We identified the following portfoBegments: commercial, commercial real estate, enal real estate, consumer, agricultt
and other.

 Commercial loans are dependent on the strengttheofirtdustries of the related borrowers and the esgof their business
Commercial loans are advances for equipment pueshas to provide working capital, or to meet otfieancing needs of busine
enterprises. These loans may be secured by acomaeisable, inventory, equipment or other busirsessets. Financial informati
is obtained from the borrowers to evaluate theilitalto repay the loans

» Commercial real estate loans are affected by tba& lbcommercial real estate market and the locai@my. Commercial real est
loans include loans on properties occupied by theolwers and on properties for commercial purpoggsnstruction ar
development loans are a component of this segrméesse loans are generally secured by land undeslafament or homes a
commercial buildings under construction. Appraisaks obtained to support the loan amount. Finamtiafmation is obtained fro
the borrowers and/or the individual project to et cash flows sufficiency to service the d

» Residential real estate loans are affected bydbal residential real estate market, local econaany, for variable rate mortgac
movement in indices tied to these loans. For ovaceupied residential loans, the borroweepayment ability is evaluated throt
a review of credit scores and debt to income raft@s nonewner occupied residential loans, such as rentdlastate, financi
information is obtained from the borrowers andfoe individual project to evaluate cash flows sudincy to service the de
Appraisals are obtained to support the loan am¢

» Consumer loans are dependent on local economiesu@er loans are generally secured by consumesabsémay be unsecur
We evaluate the borrow¢ repayment ability through a review of credit scamad an evaluation of debt to income rat

» Agriculture loans are dependent on the industiegbto these loans and are generally secured bgtbiek, crops, and/or equipme
but may be unsecured. We evaluate the borrowepglyment ability through a review of credit scoaesl an evaluation of debt
income ratios

e Other loans include loans to municipalitiesre secured by stock, and overdrafts. For munidigels, we evaluate the borrowers
revenue streams as well as ability to repay formega funds. For loans secured by stock, we evalilest market value of the st
securing the loan in relation to the loan amouner@rafts are funded based on pstablished criteria related to the deposit acc
relationship.

We analyze all relevant risk characteristics fatheportfolio segment and have determined that laareach segment possess similar ge
risk characteristics that are analyzed in conneatiith our loan underwriting processes and prooeslun determining the allocated allowal
we utilize weighted average loss rates for the gaste years most heavily weighting the currentry€ammercial real estate loans are
largest segment and had the highest level of quialt adjustments due to trends in our marketsifigierlying collateral values and risks rel:
to tenant rents and for economic factors such asedsed sales demand, elevated inventory levealsdaclining collateral values. Resider
real estate loan considerations include macro facsoch as unemployment rates, trends in vacaneg,rand home value trends.
commercial portfolio qualitative adjustments arkated to industry concentrations and geographicalket. Our agricultural, consumer, i
other portfolios are less significant in terms iaesand risk is assessed based on the smaller dadlaof these loans and the more geogray
areas where the collateral is located.

Transfers of Financial Assets— Transfers of financial assets are accounted faadss, when control over the assets has been uéhrep
Control over transferred assets is deemed to lrersigred when the assets have been isolated frer@ampany, the transferee obtains
right (free of conditions that constrain it fronkitag advantage of that right) to pledge or exchahgetransferred assets, and the Company
not maintain effective control over the transferasgdets through an agreement to repurchase theme bikéir maturity.

Other Real Estate Owned- Assets acquired through or instead of loan forexkare initially recorded at fair value less estied costs to s
when acquired, establishing a new cost basis. Tagsets are subsequently accounted for at the lofaest or fair value, less estimated ¢
to sell. If fair value declines subsequent to ftosare, a valuation allowance is recorded througiease. Costs after acquisition are expensec

Premises and Equipment— Land is carried at cost. Premises and equipmenstated at cost less accumulated depreciationdiBgs an
related components are depreciated using the stdig method with useful lives ranging from 5 toadars. Furniture, fixtures and equipr
are depreciated using the straight-line or acceldrmnethod with useful lives ranging from 3 to ase
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Federal Home Loan Bank (FHLB) Stock— The Bank is a member of the FHLB system. Membegsrequired to own a certain amoun
stock based on the level of borrowings and othetofa, and may invest in additional amounts. FHE®& is carried at cost, classified &
restricted security, and periodically evaluated ifopairment. Because this stock is viewed as l@mgtinvestment, impairment is basec
ultimate recovery of par value. Both cash and sttigcidends are reported as income.

Intangible Assets— Intangible assets with definite useful lives areoetimed over their estimated useful lives to thestimated residual valu
Other intangible assets consist of core deposittarst account intangible assets arising from whidak and branch acquisitions. They
initially measured at fair value and then are amed on an accelerated or straijhte basis over their estimated useful lives, whighge fror
7 to 10 years.

Bank Owned Life Insurance— The Bank has purchased life insurance policiesestainn key executives. Company owned life insuras
recorded at the amount that can be realized uh@einsurance contract at the balance sheet dateh wehthe cash surrender value adjuste
other charges or other amounts due that are prelslisettlement.

Long-Term Assets— Premises and equipment, other intangible asants,other longerm assets are reviewed for impairment when e
indicate their carrying amount may not be recovierédom future undiscounted cash flows. If impaijrdte assets are recorded at fair value.

Repurchase Agreements- Substantially all repurchase agreement liabiliteggresent amounts advanced by various custometarites an
pledged to cover these liabilities, which are rmtered by federal deposit insurance.

Benefit Plans — Employee 401(k) and profit sharing plan expenséhés amount of matching contributions. Deferred cengation an
supplemental retirement plan expense allocatebehefits over years of service.

Stock-Based Compensatior Compensation cost is recognized for stock optianisunvested stock awards issued to employees, loastd
fair value of these awards at the date of granBl@ck-Scholes model is utilized to estimate the fair watd stock options, while the mar
price of the Corporatios’ common stock at the date of grant is used fdricessd stock awards. Compensation cost is receghaver th
required service period, generally defined as #sing period. For awards with graded vesting, aamsption cost is recognized on a straigh
line basis over the requisite service period ferehtire award.

Income Taxes— Income tax expense is the total of the current yeaome tax due or refundable and the change iardaf tax assets a
liabilities. Deferred tax assets and liabilities #ne expected future tax amounts for the tempat#igrences between carrying amounts an
bases of assets and liabilities, computed usingtedaax rates. A valuation allowance, if neededuces deferred tax assets to the an
expected to be realized.

A tax position is recognized as a benefit onlyt ii“more likely than notthat the tax position would be sustained in a tean@nation, with
tax examination being presumed to occur. The ammaugnized is the largest amount of tax beneéit th greater than 50% likely of be
realized on examination. For tax positions not mmgethe “more likely than nottest, no tax benefit is recorded. The Company neizet
interest and/or penalties related to income taxamatn income tax expense.

Loan Commitments and Related Financial Instruments— Financial instruments include dflance sheet credit instruments, suc
commitments to make loans and commercial lettersreflit, issued to meet custonfarancing needs. The face amount for these i
represents the exposure to loss, before considetsipmer collateral or ability to repay. Such figi@l instruments are recorded when the)
funded.

Comprehensive Loss- Comprehensive loss consists of net income and otitaprehensive loss. Other comprehensive lossdaeslunrealize
gains and losses on securities available for sdi&h are also recognized as a separate compoheqtiiy.

Preferred Stock —Series A Preferred stock was issued in 2008 andtstanding under the United States Departmeriefiteasurys Capita
Purchase Program. Issued in conjunction with tledeiPred Stock were common stock warrants. See Noter a discussion of the terms |
conditions of that transaction. The proceeds reckin the offering were allocated on a pro ratasbtmsthe Preferred Stock and the Warr
based on relative fair values. In estimating thie ¥alue of the Warrants, the Company utilized Black-Scholes model which includ
assumptions regarding the Compangbmmon stock prices, stock price volatility, demd yield, the risk free interest rate and thameged life
of the Warrant. The fair value of the PreferredcBtavas determined using a discounted cash flow odetlogy. The value assigned to
Preferred Stock will be amortized up to the $35i0ion liquidation value of such preferred stockithwvthe cost of such amortization be
reported as additional preferred stock dividendsidends are accrued quarterly. Quarterly cash geyrof dividends was deferred effec
with the fourth quarter of 2011. (See Note 16 farenspecific disclosure.)

Series B and C Preferred stock were issued in 20@i0Series C Preferred stock remains outstandiegy N®te 16 for a discussion of the te
and conditions of this transaction.
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Earnings (Loss) Per Common Share- Basic earnings (loss) per common share are netmac@oss) available to common sharehol
divided by the weighted average number of commameshoutstanding during the period. Diluted eammifhgss) per common share include
dilutive effect of additional potential common shsiissuable under stock options and warrants. fgsn{loss) and dividends per share
restated for all stock splits and dividends throtlghdate of issue of the financial statements.

Earnings (Loss) Allocated to Participating Securites— Our issued and outstanding Series C Preferred $S$omlktomatically convertible in
common stock at such time as the holder togethtr itg affiliates beneficially own less than 9.9%tlee then outstanding common share
the company. We also have issued and outstandimgsted common shares to employees and directasaghrour stock incentive ple
Earnings (loss) are allocated to these particigagecurities based on their percentage of totakdand outstanding shares.

Loss Contingencies- Loss contingencies, including claims and legaladiarising in the ordinary course of businessrererded as liabilitie
when the likelihood of loss is probable and an amiau range of loss can be reasonably estimated K®te 24 for more specific disclosure.)

Dividend Restriction — Banking regulations require maintaining certainisdgevels and may limit the dividends paid by tBank to th
Company or by the Company to shareholders. (See Nofor more specific disclosure.)

Fair Value of Financial Instruments — Fair values of financial instruments are estimatisthg relevant market information and o
assumptions, as more fully disclosed in Note 19. Fdue estimates involve uncertainties and mattérsignificant judgment regarding intel
rates, credit risk, prepayments, and other facespecially in the absence of broad markets faiquéar items. Changes in assumptions ¢
market conditions could significantly affect thdimstes.

Reclassifications— Some items in the prior year financial statemergseweclassified to conform to the current presemtaReclassificatior
had no effect on prior year net loss or stockhaldequity.

NOTE 2 — GOING CONCERN CONSIDERATIONS AND FUTURE PLANS

The consolidated financial statements have beepapeed on a going concern basis, which contempléitesrealization of assets and
satisfaction of liabilities in the normal course fsiness for the foreseeable future. However ethents and circumstances described ir
Note create substantial doubt about the Con’s ability to continue as a going concern.

For the year ended December 31, 2013, we reporte@taloss to common shareholders of $3.4 milliohisTloss coupled with tl
comprehensive loss for the year reduced sharetwolelguity to $35.9 million, from $47.2 million atettend of 2012. This reduction v
attributable primarily to OREO expense of $4.5 imillresulting from fair value writdowns driven by new appraisals and reduced mag
prices, net loss on sales, and ongoing operatipgrese, along with $4.7 million in loan collectioxpenses. The reduction was also attribut
to a reduction in the fair value of securities 8f4smillion, net, as well as the accrual of dividerand accretion to preferred shareholde
$2.1 million. We also had lower net interest mardyire to lower average loans outstanding, loansioiag at lower rates, and the level of non
performing loans in our portfolio. Net loss to commshareholders of $3.4 million, for the year enBedtember 31, 2013, compares with
loss to common shareholders of $33.4 million foaryended December 31, 2012. This loss coupled thighother comprehensive loss
securities of $1.1 million reduced shareholderstgda $47.2 million at December 31, 2012, from $Baillion at the end of 2011.

At December 31, 2013, we continued to be involwedarious legal proceedings in which we dispute rttaerial factual allegations. Af
conferring with our legal advisors, we believe vavé meritorious grounds on which to prevail. If d@ not prevail, the ultimate outcome
any one of these matters could have a materialraeh\affect on our financial condition, results peoations, or cash flows. These matter:
more fully described in Note 24 — “Contingencies”.

For the year ended December 31, 2012, we repogttbss to common shareholders of $33.4 millionisTbss was attributable primarily
$40.3 million of provision for loan losses expere to continued decline in credit trends in ourtfptio that resulted in net chargefs of
$36.1 million, OREO expense of $10.5 million reggtfrom fair value writedowns driven by new appraisals and reduced maxketices, ne
loss on sales, and ongoing operating expense. ¥éehald lower net interest margin due to lower ayeefaans outstanding, loanspgeing a
lower rates, and the level of ngerforming loans in our portfolio. Net loss to commshareholders of $33.4 million, for the year al
December 31, 2012, compares with net loss to conshareholders of $105.2 million for year ended Dawer 31, 2011.
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In the fourth quarter of 2011, we began deferrihg payment of regular quarterly cash dividends an ®eries A Preferred Stock.
December 31, 2013, cumulative accrued and unpaidedids on this stock totaled $4.3 million. Theid@nd rate increased from 5% annu
to 9% in November 2013. As a result of the dividetederral, the holder of our Series A PreferredcBt@urrently the U.S. Treasury) has
right to appoint up to two representatives to oaai8l of Directors. We continue to accrue deferigtldnds, which are deducted from incc
to common shareholders for financial statement gagp. Dividends are expected to increase to $ Bidnrfor 2014.

In June 2011, the Bank agreed to a Consent Ordérthve FDIC and KDFI in which the Bank agreed, amother things, to improve as
quality, reduce loan concentrations, and maintaimimmum Tier 1 leverage ratio of 9% and a minimtotal risk based capital ratio
12%. The Consent Order was included in our CurReport on & filed on June 30, 2011. In October 2012, the Bankered into a ne
Consent Order with the FDIC and KDFI again agredgmgnaintain a minimum Tier 1 leverage ratio of @¥td a minimum total risk bas
capital ratio of 12%. The Bank also agreed th#tshould be unable to reach the required capatadls, and if directed in writing by the FD
then the Bank would within 30 days develop, adayt snplement a written plan to sell or merge itsetdb another federally insured finant
institution or otherwise immediately obtain a stiffnt capital investment into the Bank to fully m#e capital requirements. We have not |
directed by the FDIC to implement such a plan.

We expect to continue to work with our regulatanward capital ratio compliance as outlined in théten capital plan previously submitted
the Bank. The new Consent Order also requires ik Bo continue to adhere to the plans implememedsponse to the June 2011 Con
Order, and includes the substantive provisiondefdune 2011 Consent Order. The new Consent O@eingluded in our Current Report
8-K filed on September 19, 2012. As of December281,3, the capital ratios required by the ConsedeOwere not met.

In order to meet these capital requirements, thar@®f Directors and management are continuingviuate strategies to achieve
following objectives:

* Increasing capital through a possible public offgror private placement of common stock to new exidting shareholders. \
have engaged a financial advisor to assist our doaevaluating our options for increasing capaatl redeeming our Series
Preferred Stock

» Continuing to operate the Company and Bank in @ aafl sound manner. This strategy may require asritinue to reduce the s
of our balance sheet, reduce our lending concémisatconsider selling loans, and reduce othermierest expense through
disposition of OREC

» Continuing with succession planning and addingueses to the management team. John T. Taylor waedidresident and Ck
for PBI Bank and appointed to the Board of Direstior July 2012. Mr. Taylor succeeded Maria BouvatgeCEO of the Company
2013. John R. Davis was appointed Chief Creditd@ffiof PBI Bank in August 2012, with responsibilfiyr establishing ar
executing the credit quality policies and oversgairedit administration for the organization. Wedaugmented our staffing in-
commercial lending area, now led by Joe C. Se

e Evaluating our internal processes and procegudéstribution of labor, and worflew to ensure we have adequately
appropriately deployed resources in an efficientines in the current environment. To this end, wieke the opportunity exists
centralize key processes that will lead to improgrecution and cost saving

e Executing on our commitment to improve credit giyadind reduce loan concentrations and balance skke

* Wehave reduced the size of our loan portfolio sigaifitly from $1.3 billion at December 31, 2010, foI$billion a
December 31, 2011, to $899.1 million at Decembegi2812, and $709.3 million at December 31, 2(

* Our Consent Order calls for us to reduce ounstroiction and development loans to not more tHEt of total risk
based capital. We are now in compliance as corngiruand development loans totaled $43.3 million52% of tots
risk-based capital, at December 31, 2013, down $3M3 million, or 82% of total riskased capital, at December
2012.

e Our Consent Order also requires us to reduceommer occupied commercial real estate loans, coctgtn ani
development loans, and multi-family residentiall 'estate loans as a group, to not more than 25086talf riskbase:
capital. While we have made significant progressrdfie last year, we were not in compliance with ttoncentratio
limit at December 31, 2013. These loans totaled7&2&illion, or 284% of total riskased capital, at December
2013 and $311.1 million, or 362% of total -based capital, at December 31, 2(
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We are working to reduce our loan concentrationginyailing new construction and development legdamd ne\
non-owner occupied commercial real estate lending. Yéeatso receiving principal reductions from amantizcredit:
and paydowns from our customers who sell properties lailresale. We have reduced the construction laatigio
from $199.5 million at December 31, 2010 to $43.8liom at December 31, 2013. Our nomvner occupie
commercial real estate loans declined from $293I8om at December 31, 2010 to $237.0 million atd@mber 31
2013.

» Executing on our commitment to sell other realtestavned and reinvest in quality income producisgets

The remediation process for loans secured by state=has led the Bank to acquire significant Ee€lOREO in 201.
2011, and 2010. This trend has continued at a slpaee in 2013. The Bank acquired $33.5 milliori,.94million, ant
$90.8 million during 2012, 2011, and 2010, respetyi For the year ended December 31, 2013, weimch$20.(
million of OREO.

We have incurred significant losses in disposinghi$ real estate. We incurred losses totaling $8ilion, $42.¢
million, and $13.9 million in 2012, 2011, and 20t@spectively, from sales at less than carryingiesland fair valt
write-downs attributable to declines in appraisal vatratiand changes in our pricing strategies. Dutiegyear ende
December 31, 2013, we incurred OREO losses tot&lthg million, which consisted of $132,000 in lass sale an
$2.5 million from declining values as evidencedneyv appraisals and reduced marketing prices inexion with ou
sales strategie

To ensure we maximize the value we receive uporsdlie of OREO, we continually evaluate sales oppdties. Wt
are targeting multiple sales opportunities throughrnal marketing and the use of brokers, auctitethnology sal
platforms, and bulk sale strategies. Proceeds fitoensale of OREO totaled $30.8 million during theary ende
December 31, 2013 and $22.5 million, $26.0 millgm $25.0 million during 2012, 2011, and 2010, eetigely.

At December 31, 2012, the OREO portfolio consistfd51% construction, development, and land asse¢
December 31, 2013, this concentration increased?%; however, the balance decreased from $22.%omilb $19..
million. This is consistent with our reduction afrstruction, development and other land loans, wheve declined
$43.3 million at December 31, 2013 compared witl®.$7million at December 31, 2012. Commercial restag
represents 19% of the OREO portfolio at December2®13 compared with 35% at December 31, 2012 family
residential properties represent 16% of the OREMfqdm at December 31, 2013 compared with 12% et&mber 3.
2012.

» Evaluating other strategic alternatives, such astle of assets or branch

Bank regulatory agencies can exercise discretioenwan institution does not meet the terms of a emnsrder. Based on individt
circumstances, the agencies may issue mandatagtigies, impose monetary penalties, initiate changenanagement, or take more ser

adverse actions.

These financial statements do not include any adgists that may result should the Company be urtalilentinue as a going concern.
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NOTE 3 — SECURITIES

The fair value of available for sale and held tauriéy securities and the related gross unrealgaids and losses recognized in accumu
other comprehensive income (loss) were as follows:

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

(in thousands)
December 31, 201:
Available for sale

U.S. Government and federal agel $ 31,02¢ $ 284 $ (1,449 $ 29,86¢
Agency mortgag-backed: residentit 102,43! 45¢ (1,950 100,94:
State and municip: 12,96¢ 60¢ (28 13,54¢
Corporate bond 18,00: 76¢ (610 18,16
Other debt securitie 572 60 — 632

Total debt securitie 165,00( 2,17¢ (4,039 163,14
Equity 13E 62 — 197

Total available for sall $165,13! $ 2,241 $ (4,037 $163,34«

Held to maturity

State and municip: $ 43,61 $ 3 $ (669 $ 42,94

Total held to maturit $ 43,61 $ 3 $ (669 $ 42,94,

December 31, 201;
Available for sale

U.S. Government and federal agel $ 5,60¢ $ 53 $ — $ 6,13¢
Agency mortgag-backed: residentit 94,29¢ 1,141 (257) 95,18:
State and municip: 52,48t 2,33t (87) 54,73:
Corporate bond 18,85: 1,15(C (37 19,96¢
Other debt securitie 57z 46 — 61¢
Total debt securitie 171,80¢ 5,20z (381) 176,63(
Equity 1,35¢ 487 — 1,84¢
Total $173,16¢ $ 5,68¢ $ (38)) $178,47¢
Sales and calls of available for sale securitiesevas follows:
2013 2012 2011
(in thousands)
Proceed: $8,061 $93,19¢ $50,31¢
Gross gain: 873 3,54: 1,10¢
Gross losse 15C 307 —

The tax provision related to these net gains assd®realized on sales were $253,000, $1.1 mitiod $388,000, respectively.

The amortized cost and fair value of our debt séearare shown by contractual maturity. Expectedurities may differ from actual maturit
if borrowers have the right to call or prepay ohtigns with or without call or prepayment penalti8ecurities not due at a single maturity ¢
mortgage-backed, are shown separately.
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December 31, 201.

Amortized
Fair
Cost Value
(in thousands)
Maturity
Available for sale
Within one yea $ 15,30¢ $ 14,69:
One to five year 13,26¢ 14,30(
Five to ten year 33,41¢ 32,57¢
Beyond ten year 572 632
Agency mortgag-backed: residenti 102,43! 100,94.
Total $165,00( $163,14°
Held to maturity
One to five year $ 797 $ 79
Five to ten year 37,41 36,85¢
Beyond ten year 5,40¢ 5,301
Total $ 43,610 $ 42,94,

Securities pledged at yeand 2013 and 2012 had carrying values of approxin#i84.2 million and $76.4 million, respectivebnd wer
pledged to secure public deposits and repurchasemgnts.

At yearend 2013 and 2012, there were no holdings of deeuidf any one issuer, other than the U.S. Goventrand its agencies, in
amount greater than 10% of stockholders’ equity.

Securities with unrealized losses at yead 2013 and 2012, aggregated by investment cagtegdrlength of time that individual securities &
been in a continuous unrealized loss positionaar®llows:

Less than 12 Months 12 Months or More Total
Unrealizec Unrealized Unrealized
Fair Fair Fair
Description of Securitie: Value Loss Value Loss Value Loss
(in thousands)
2013
Available for sale
U.S. Government and federal agel $24,12¢ $ (1,449 $ — $ — $ 24,12¢ $ (1,449
Agency mortgac-backed: residenti: 58,25 (1,672 10,34« (27¢) 68,60 (1,950
State and municip: 45¢ (28) — — 45¢ (28)
Corporate bond 11,31 (610 — — 11,31 (610
Total temporarily impaire: $94,157 $ (3,759 $10,34« $ (27 $104,50: $ (4,039
Held to maturity
State and municip: 39,74 (659 1,031 (14) 40,77 (66¢)
Total temporarily impaire: $39,74: $ (6549 $1031 $ (14 $ 40,77+ $ (66%)
2012
Available for sale
Agency mortgac-backed: residentic $2337F $ (25) $ — & — $ 2337 $ (257)
State and municipi 7,961 (87 — — 7,961 (87
Corporate bond 3,77 (37) — — 3,77 (37)
Equity securitie: 2 — — — 2 —
Total temporarily impaire: $35,11f $ (38) $ — $ — $ 35,11 $ (38)

The Company evaluates securities for other-tieamporary impairment at least on a quarterly baamig, more frequently when economic
market concerns warrant such evaluation. Consider& given to the length of time and the extenwhich the fair value has been less -
cost, the financial condition and ndarm prospects of the issuer, underlying creditliguaf the issuer, and the intent and ability bk
Company to retain its investment in the issueraf@eriod of time sufficient to allow for any anfiated recovery in fair value. In analyzing
issuers financial condition, the Company may consider theethe securities are issued by the federal gwwent or its agencies, whet
downgrades by bond rating agencies have occulltedseictor or industry trends and cycles affectimgissuer, and the results of reviews o
issuers financial condition. As of December 31, 2013, agement does not believe any securities in oufgiartwith unrealized losses shoi
be classified as other than temporarily impairedhi time. Management currently intends to holdseturities with unrealized losses u
recovery, which for fixed income securities mayabenaturity.

At December 31, 2013, the Company held one equtprity. This security was in an unrealized gaisippon as of December 31, 20
Management monitors the underlying financial cdondiof the issuers and current market pricing fids £quity security monthly
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In 2013, to better manage our interest rate rigk transferred from available for sale to held taurity selected municipal securities in
portfolio having a book value of approximately #4nillion, a market value of approximately $43.7llimn, and a net unrealized loss
approximately $1.3 million. This transfer was coetpH after careful consideration of our intent ahiity to hold these securities to maturity.

NOTE 4 — LOANS

Loans at year-end by class were as follows:

2013 2012
(in thousands)
Commercia $ 52,87¢ $ 52,56
Commercial Real Estat
Constructior 43,32¢ 70,28¢
Farmland 71,18¢ 80,82t
Other 232,02¢ 322,68
Residential Real Estat
Multi -family 46,85¢ 50,98¢
1-4 Family 228,50! 278,27
Consume 14,36¢ 20,38:
Agriculture 19,19¢ 22,315
Other 98C 77C
Subtotal 709,32¢ 899,09:
Less: Allowance for loan loss (28,129 (56,680)
Loans, ne $681,20: $842,41:
Activity in the allowance for loan losses for theays indicated was as follows:
2013 2012 2011
(in thousands)
Beginning balanc $ 56,68( $ 52,57¢ $ 34,28¢
Provision for loan losse 70C 40,25( 62,60(
Loans charge-off (32,609 (37,51%) (44,64¢)
Loan recoverie 3,35 1,36¢ 34C
Ending balanc: $ 28,12/ $ 56,68( $ 52,57¢

The following table presents the activity in thivadance for loan losses by portfolio segment fer year ended December 31, 2013:

Commercial Residentia
Commercial Real Estate Real Estate Consumel Agriculture Other Total
(in thousands)
Beginning balanc $ 440. $ 34,76¢ $ 16238 $ 857 9 402 $ 15 $56,68(
Provision for loan losse 43¢ 1,691 (1,267 66 (222) 9 70C
Loans charged o (2,82¢) (21,176 (7,70%) (779 (12¢) — (32,609
Recoveries 1,212 1,131 491 26€ 252 — 3,352
Ending balanc: $ 3,221 $ 16,41« $ 7,762 $ 41¢ $ 30E $ 6 $ 28,12¢

The following table presents the activity in thibadance for loan losses by portfolio segment feryear ended December 31, 2012:

Commercial Residential
Commercial Real Estate Real Estate Consumel Agriculture Other Total
(in thousands)
Beginning balanc $ 4207 $ 33,02« $ 14217 $ 79z $ 328 $14 $52,57¢
Provision for loan losse 3,85( 23,27* 10,88t¢ 1,07( 1,17( 1 40,25(
Loans charged o (3,789 (22,36¢€) (9,077) (1,130 (1,169 — (37,51%)
Recoveries 12¢ 83t 20t 12F 72 — 1,36¢
Ending balanci $ 4,40 $ 34,76¢ $ 16,23t $ 857 $ 403 $ 15  $56,68(
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The following table presents the balance in thevedince for loan losses and the recorded investindoans by portfolio segment and base
the impairment method as of December 31, 2013:

Commercial Residential

Commercial Real Estate Real Estate ~ Consumer  Agriculture Other Total
(in thousands)

Allowance for loan losses
Ending allowance balance attributable to loz

Individually evaluated for impairmel $ 29C $ 234t $ 827 $ 9 ¢ — $— % 347

Collectively evaluated for impairme 2,93 14,06¢ 6,93¢ 407 30E 6 24,65:

Total ending allowance balan $ 32217 $ 16414 §$ 7,76z $ 41 $ 308 $ 6 $ 28,12
Loans:

Loans individually evaluated for impairme $ 4,99t $ 94,33( $ 49,51 $ 93 $ 32z $631 $149,88:

Loans collectively evaluated for impairme 47,88: 252,21: 225,85: 14,27 18,87 34¢ 559,44:

Total ending loans balan $ 52,87¢ $346,54: $275,36: $14,36¢ $ 19,19¢ $98C $709,32

The following table presents the balance in thevedince for loan losses and the recorded investmdoans by portfolio segment and base
the impairment method as of December 31, 2012:

Commercial Residential

Commercial Real Estate Real Estate  Consumel  Agriculture Other Total
(in thousands)

Allowance for loan losses
Ending allowance balance attributable to loz

Individually evaluated for impairmel $ 262 $ 16,04¢ $ 4,641 3 68 $ 5 $11 $ 21,03

Collectively evaluated for impairme 4,13¢ 18,72: 11,59« 78¢ 39¢ 4 35,64t

Total ending allowance balan $ 440z $ 34,766 $ 16,238 $ 857 $ 408 $ 15 $ 56,68(
Loans:

Loans individually evaluated for impairme $ 5,29¢ $ 125,92 ¢ 56,79¢ $ 21z $ 55 $524 $188,80¢

Loans collectively evaluated for impairme 47,27. 347,87 272,46( 20,17: 22,26 24€ 710,28:

Total ending loans balan: $ 52567 $ 473,79t $329,25¢ $20,38: $ 22,317 $77C $899,09
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Impaired Loans

Impaired loans include restructured loans and loamsnonaccrual or classified as doubtful, wherebjlection of the total amount
improbable, or loss, whereby all or a portion @& tban has been written off or a specific allowafmrdoss had been provided.

2013 2012 2011
(in thousands)
Average of impaired loans during the y: $169,32: $175,82¢ $95,33:
Interest income recognized during impairm 3,291 3,97¢ 2,59/
Cash basis interest income recogni 95¢ 35k 412

The following table presents information relateddans individually evaluated for impairment by sdaof loan as of and for the year er
December 31, 2013:

Allowance
Cash
Unpaid For Loan Average Interest Basis
Principal Recorded Losses Recorded Income Income
Balance Investment Allocated Investment Recognizel Recognize!
(in thousands)
With No Related Allowance Recorded
Commercia $ 2,137 $ 153 $ — $ 162 $ 30 $ 30
Commercial real estat
Constructior 64 38 — 467 164 164
Farmland 4,07 3,89¢ — 4,25¢ 26¢& 26¢
Other 1,56¢ 1,40¢ — 1,72¢ 367 36¢€
Residential real estat
Multi -family 444 392 — 541 3 3
1-4 Family 11,01 10,08: — 11,53: 11t 11€
Consumel 9 9 — 21 — —
Agriculture 401 322 — 213 — —
Other 14 13 — 10 11 11
With An Allowance Recorded:
Commercia 3,73¢ 3,462 29C 3,90¢ 99 —
Commercial real estat
Constructior 10,40¢ 9,26¢ 21¢ 20,17: 88 —
Farmland 6,11 4,23¢ 65 5,57¢ 37 —
Other 94 50¢ 75,48¢ 2,062 77,72¢ 1,32¢ —
Residential real estat
Multi -family 13,88: 12,117 39: 13,12 20¢& —
1-4 Family 31,32 26,92( 434 27,75¢ 557 —
Consumel 84 84 9 134 3 —
Agriculture — — — 2 — —
Other 861 61€ — 53¢ 17 —
Total $180,63¢ $149.88: $ 3,471 $169,32: $ 3,291 $ 95¢
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The following table presents information relateddans individually evaluated for impairment by sdaof loan as of and for the year er
December 31, 2012:

Allowance
Cash
Unpaid For Loan Average Interest Basis
Principal Recorded Losses Recorded Income Income
Balance Investment Allocated Investment Recognizel Recognize!
(in thousands)
With No Related Allowance Recorded:;
Commercia $ 146(C $ 123 $ — $ 1637 $ 5 % 4
Commercial real estat
Constructior 1,15¢ 1,10¢ — 1,74¢ 2 2
Farmland 4,44¢ 4,44¢ — 4,70¢ 57 57
Other 2,13¢ 1,89: — 3,43¢ 3 3
Residential real estat
Multi -family 643 643 — 91C — —
1-4 Family 13,53¢ 13,15¢ — 11,29: 56 56
Consumel 70 70 — 21¢ 8 5
Agriculture 45 45 — 36€ 2 —
Other — — — — — —
With An Allowance Recorded:
Commercia 4,10¢ 4,062 263 3,96¢ 16¢ 27
Commercial real estat
Constructior 26,64 25,45¢ 1,54z 19,51« 34¢€ 5
Farmland 8,551 6,45¢ 734 5,79¢ 43 2
Other 100,28¢ 86,56: 13,76¢ 83,08’ 2,011 18t
Residential real estat
Multi -family 14,90¢ 14,90¢ 1,64: 11,187 46€& —
1-4 Family 32,83¢ 28,09 2,99¢ 27,40¢ 787 9
Consumel 14z 142 68 29 — —
Agriculture 10 10 5 6 — —
Other 524 524 11 53z 17 —
Total $211,51( $188,80¢ $21,03¢ $175,82¢ $ 3,97¢ $ 35E

Troubled Debt Restructuring

A troubled debt restructuring (TDR) is where ther@any has agreed to a loan modification in the fofra concession for a borrower whi
experiencing financial difficulty. The majority dfie Companys TDRs involve a reduction in interest rate, a deafeof principal for a state
period of time, or an interest only period. All TBRre considered impaired and the Company hasaédldceserves for these loans to reflec
present value of the concessionary terms grantdtetoustomer.
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The following table presents the types of TDR loasdifications by portfolio segment outstanding &®ecember 31, 2013 and 2013:

December 31, 2013
Commercia
Rate reductiol
Principal deferra
Commercial Real Estat
Constructior
Rate reductiol
Principal deferra
Farmland
Rate reductiol
Principal deferra
Other
Rate reductiol
Principal deferra

Interest only paymen

Residential Real Estat
Multi -family
Rate reductiol

Interest only paymen

1-4 Family
Rate reductiol
Consume
Rate reductiol
Other
Rate reductiol

Total TDRs
December 31, 201:
Commercia

Rate reductiol
Principal deferra

Interest only paymen

Commercial Real Estat
Constructior
Rate reductiol
Farmland
Rate reductiol
Principal deferra
Other
Rate reductiol
Principal deferra

Interest only paymen

Residential Real Estat
Multi -family
Rate reductiol

Interest only paymen

1-4 Family
Rate reductiol
Consume
Rate reductiol
Other
Rate reductiol

Total TDRs
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TDRs
Performing to
Modified Terms

$ 1,93:¢

27¢
49¢

15C
22,45]

691
2,43¢

4,354
641
10,31
84

511
$ 44,34¢

$ 1,972
887

4,83¢

15C
725

36,51¢

1,19¢
2,46¢

13,081
652
14,32
14

524
$ 77,34¢

TDRs Not
Performing to
Modified Terms
(in thousands)

86¢
6,34¢
2,36t

21,23¢

1,48¢
6,65¢

7,95¢

4,45¢

2,43¢
22,63:

2,107

$ 40,464

Total
TDRs

$ 1,93t
86¢

6,62(
49¢

15C
2,36¢

43,69:

691
3,92¢

11,00¢
641
18,27(
84

511
$ 91,260

$ 1,97:
887
95€

9,29¢

15C
3,16:

59,14¢

1,19¢
4,57:

13,081
652
22,19¢
14

524
$117,80¢
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At December 31, 2013 and 2012, 49% and 66%, respbgctof the Company TDRs were performing according to their modifietms. Th
Company allocated $2.9 million and $15.1 millionciDecember 31, 2013 and 2012, respectively, semees to customers whose loan te
have been modified in TDRs. The Company has corachiti lend additional amounts totaling $261,000 $2%9,000 as of December 31, 2
and 2012, respectively, to customers with outstagnthans that are classified as TDRs.

The following table presents a summary of the tygfeEDR loan modifications by portfolio type thataurred during the twelve months en
December 31, 2013 and 2012:

TDRs TDRs Not
Performing to Performing to Total
Modified Terms Modified Terms TDRs
(in thousands
December 31, 201:

Commercia
Rate reductiol $ 34 $ — $ 34
Commercial Real Estat
Constructior
Rate reductiol — 1,291 1,291
Principal deferra 49¢ — 49¢
Other
Rate reductiol 38t — 38t
Residential Real Estat
1-4 Family
Rate reductiol 2,14¢ — 2,14¢
Consume
Rate reductiol 84 — 84
Total TDRs $ 3,147 $ 1,291 $ 4,43¢
December 31, 2012
Commercia
Rate reductiol $ 1,97 $ — $ 1,972
Interest only paymen — 95¢ 95¢
Commercial Real Estat
Constructior
Rate reductiol — 831 831
Farmland
Rate reductiol 15C — 15C
Other
Rate reductiol 16,46¢ 1,08¢ 17,557
Principal deferra 1,194 — 1,19¢
Interest only paymen 2,46¢€ 2,10 4,57:
Residential Real Estat
Multi -family
Rate reductiol 12,80¢ — 12,80¢
1-4 Family
Rate reductiol 7,514 — 7,514
Consume
Rate reductiol 14 — 14
Total TDRs $ 42,58: $ 4,98t $47,56¢

As of December 31, 2013 and 2012, 71% and 90%geotisply, of the Compang’ TDRs that occurred during 2013 and 2012, respslg|
were performing in accordance with their modifiedms. The Company has allocated $345,000 and $dliBrmrespectively, in reserves
customers whose loan terms have been modified g@@13 and 2012, respectively. For modificationsuodng during the twelve mont
ended December 31, 2013 and 2012, the post-maifiichalances approximate the pre-modification heds.

During 2013 and 2012, approximately $1.3 milliord&12.0 million of TDRs, respectively, defaulted their restructured loan and the def
occurred within the 12 month period following theah modification. The defaults in 2013 were all gtonction loans, while the defaults
2012 consisted of $6.6 million in commercial restage loans, $3.2 million in construction loans,2$tillion in 14 family residential re.
estate loans, and $958,000 in commercial loansefault is considered to have occurred once the TDFast due 90 days or more or it
been placed on nonaccrual.
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Non-performing Loans

Non-performing loans include impaired loans and smdildance homogeneous loans, such as residentigagerand consumer loans, thai

collectively evaluated for impairment.

The following table presents the recorded investniemonaccrual and loans past due 90 days aridostibccrual by class of loan as

December 31, 2013 and 2012:

Commercia

Commercial Real Estat
Constructior
Farmland
Other

Residential Real Estat
Multi -family
1-4 Family

Consume

Agriculture

Other

Total

The following table presents the aging of the rdedrinvestment in past due loans by class as ofidker 31, 2013 and 2012:

Loans Past
Due 90 Days
And Over Still
Nonaccrual Accruing
2013 2012 2013 2012
(in thousands)
$ 2,88¢ $ 2,43 $— $ 36
8,52¢ 7,80¢ — —
7,84¢ 10,03( — —
48,44, 46,03¢ — —
7,518 1,51¢ — —
26,09¢ 26,50: 23C 50
9 13t 2 —
32z 54 — —
12C — — —
$101,76° $94517 $23z $ 86

90 Days Total
30-59 60-89 And Over Past Due
Days Days And
Past Due Past Dut Past Due Nonaccrual Nonaccrual
(in thousands)
December 31, 201:
Commercia $ 15¢ $ 12¢ $ — $ 2,88¢ $ 3,16
Commercial Real Estat
Constructior 261 — — 8,52¢ 8,78¢
Farmland 484 4] — 7,84¢ 8,36¢
Other 4,37¢ — — 48,447 52,82:
Residential Real Estat
Multi -family 1,181 — — 7,51: 8,69/
1-4 Family 4,05¢ 577 23C 26,09¢ 30,96+
Consume 14t 34 2 9 19C
Agriculture 35 — — 322 357
Other — — — 12C 12C
Total $10,69¢ $ 77E $ 232 $101,76° $113,47(
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90 Days Total
30-59 60- 89 And Over Past Due
Days Days And
Past Due Past Due Past Due Nonaccrual Nonaccrual

(in thousands)
December 31, 201,

Commercia $ 1,27¢ $ 9C $ 36 $ 2,437 $ 3,84
Commercial Real Estat
Constructior 10,51( 5,81¢ — 7,80¢ 24,13:
Farmland 922 58 — 10,03( 11,01(
Other 5,13¢ 13,037 — 46,03¢ 64,21:
Residential Real Estat
Multi -family 8,76: — — 1,51¢ 10,27¢
1-4 Family 11,14¢ 1,221 50 26,50: 38,917
Consume 31C 75 — 13E 52C
Agriculture 15¢ 7 — 54 214
Other — — — — —
Total $38,21¢ $20,30: $ 86 $ 94,517 $153,12!

Credit Quality Indicators —We categorize loans into risk categories at oriipmabased upon original underwriting. Subsequertrigination
we categorized loans into risk categories basedetavant information about the ability of borrowecs service their debt such as cur
financial information, historical payment experiencredit documentation, public information, andreat economic trends, among of
factors. Loans are analyzed individually by clasei the loans as to credit risk. This analysidudes loans with an outstanding bale
greater than $500,000 and nbomogeneous loans, such as commercial and cominezalaestate loans. This analysis is performeds
quarterly basis. We do not have any non-rated loBims following definitions are used for risk ram

Watch — Loans classified as watch are those loans whicle leyperienced a potentially adverse developmenttwhecessitates increa
monitoring.

Special Mention— Loans classified as special mention do not havefahe characteristics of substandard or doulitfahs. They have one
more deficiencies which warrant special attentind ahich corrective action, such as acceleratel@édidn practices, may remedy.

Substandard — Loans classified as substandard are those loars alétar and defined weaknesses such as a highiraged positiol
unfavorable financial ratios, uncertain repaymemirses or poor financial condition which may jeafize the repayment of the debt
contractually agreed. They are characterized byli$tnct possibility that we will sustain somedes if the deficiencies are not corrected.

Doubtful — Loans classified as doubtful are those loans whae characteristics similar to substandard loanswith an increased risk tt
collection or liquidation in full is highly questiable and improbable.
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Loans not meeting the criteria above that are aealyndividually as part of the above describedcess are considered to be “Pasatec
loans. As of December 31, 2013 and 2012, and basete most recent analysis performed, the riskgmaty of loans by class of loans it
follows:

Special
Pass Watch Mention Substandarc Doubtful Total
(in thousands)

December 31, 201:

Commercia $3543t $ 8517 $ 32¢ $ 859 $ — $ 52,87¢
Commercial Real Estat

Constructior 16,70¢ 10,77: 2,277 13,57 — 43,32¢

Farmland 46,90¢ 9,121 1,73¢ 13,42¢ — 71,18¢

Other 93,321 51,52: 734 86,44: — 232,02¢
Residential Real Estat

Multi -family 16,50¢ 17,32( — 13,03: — 46,85¢

1-4 Family 130,83 43,78t 784 53,10: — 228,50!

Consume 12,71¢ 96¢ 6 675 — 14,36¢

Agriculture 16,74: 1,80z — 65E — 19,19¢

Other 35C 51C — 12C — 98C

Total $369,52¢ $144,31¢ $5,86F $ 189,61t $ — $709,32¢

Special
Pass Watch Mention Substandarc Doubtful Total

(in thousands)

December 31, 201:

Commercia $ 27,08 $ 10,15 $6,49 $ 8,77 $ 62 $ 52,56
Commercial Real Estat

Constructior 26,08t 21,71: 3,647 18,83¢ — 70,28¢

Farmland 47,017 13,46: 3,53 16,81t — 80,82¢

Other 122,60: 66,22¢ 14,95¢ 118,63! 271 322,68’
Residential Real Estat

Multi -family 18,38" 14,63" — 17,96: — 50,98¢

1-4 Family 159,97! 47,03( 5,167 66,101 — 278,27
Consume 17,23: 2,211 35 842 63 20,38:
Agriculture 19,25¢ 1,467 86¢ 72E — 22,317
Other 24¢€ 524 — — — 77C

Total $437,88¢ $177,41¢ $34,70( $ 248,69 $ 39€ $899,09:

NOTE 5 — PREMISES AND EQUIPMENT

Year-end premises and equipment were as follows:

2013 2012
(in thousands)
Land and building: $ 24,67 $ 24,86(
Furniture and equipme 17,21 18,07«
41,88¢ 42,93¢
Accumulated depreciatic (21,90) (22,129
$ 19,98t $ 20,80¢

Depreciation expense was $1,043,000, $1,165,006a/205,000 for 2013, 2012 and 2011, respectively.
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NOTE 6 — OTHER REAL ESTATE OWNED

Other real estate owned (OREO) is real estate sedjais a result of foreclosure or by deed in lieforeclosure. It is classified as real es
owned until such time as it is sold. When propé&tscquired as a result of foreclosure or by dedieiu of foreclosure, it is recorded at its
market value less cost to sell. Any writewn of the property at the time of acquisitiorclerged to the allowance for loan losses. Subsé
reductions in fair value are recorded as non-isteggpense.

To determine the fair value of OREO for smalleraosingle family homes, we consult with internehk estate sales staff and external rea
investors, and appraisers. If the internally evi@danarket price is below our underlying investmienthe property, appropriate writlwns
are taken. For larger dollar residential and conwiéreal estate properties, we obtain a new apakraif the subject property in connection \
the transfer to other real estate owned. We ohfjaifated appraisals each year on the anniversagyoflatvnership unless a sale is imminent

The following table presents the major categorfe@REO at the period-ends indicated:

2013 2012
(in thousands)

Commercial Real Estat

Construction, land development, and other | $19,19¢ $22,91:
Farmland 69= 61¢
Other 6,06¢ 15,577
Residential Real Estat

Multi -family 24¢ 20C
1-4 Family 4,91¢ 5,51¢
31,12: 44,82t
Valuation allowanct (230 (1,159
$30,89: $43,67:

2013 2012

(in thousands)
OREOQ Valuation Allowance Activity:

Beginning balanc $ 1,15¢ $ 1,667

Provision to allowanc 2,46¢ 7,15¢

Write-downs (3,390 (7,667

Ending balanci $ 23C $ 1,15¢

Activity relating to other real estate owned durthg years indicated is as follows:
2013 2012
(in thousands)
OREO Activity

OREO as of January $ 43,67 $ 41,44¢

Real estate acquire 20,60¢ 33,52¢

Valuation adjustments for declining market val (2,466 (7,159

Improvement — 1

Loss on sali (132 (1,672)

Proceeds from sale of propert (30,78)) (22,48)

OREO as of December : $ 30,89: $ 43,67

Expenses related to other real estate owned include
2013 2012 2011
(in thousands)

Net loss on sale $ 132 $ 1,67- $ 8,88¢
Provision to allowanc 2,46¢ 7,15¢ 34,87«
Operating expens 1,91¢ 1,72% 3,76
Total $4,51¢ $10,54¢ $47,52¢
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NOTE 7 — INTANGIBLE ASSETS

Acquired intangible assets were as follows as afysnd:

Amortized intangible asset
Core deposit intangible
Trust account intangible

2013 2012
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
(in thousands)
$ 4,18: $ 3,00¢ $ 4,18: $ 2,581
10C 10C 10C 53

Aggregate amortization expense was $428,000, $86740d $468,000 for 2013, 2012 and 2011, respéytive

Estimated aggregate amortization expense for iftiéngssets for each of the next five years ioHsvis (in thousands):

2014
2015
2016
2017
2018

NOTE 8 — DEPOSITS

The following table shows deposits by category:

Non-interest bearin

Interest checkin

Money marke

Savings

Certificates of depos
Total

December 31

$397
33t
334
10¢

December 31

2013 2012
(in thousands)
$ 107,48t $ 114,31
84,62¢ 87,23«
79,34¢ 63,71¢
36,29: 39,22]
679,95. 760,57:
$ 987,70! $1,065,05!

Time deposits of $100,000 or more were approxirgei2b4,965,000 and $319,527,000 at year-end 20d2@h2, respectively.

Scheduled maturities of total time deposits forheafcthe next five years are as follows (in thowsin

2014
2015
2016
2017
2018
Thereaftel

Total
$431,60:
210,51¢
14,33(
10,02:
13,46(
24

$679,95.

Historically, the Bank has utilized brokered andolesale deposits to supplement its funding stratédyDecember 31, 2012, the Bank t
$15.0 million in brokered deposits, which matured avere redeemed in the second quarter of 201&tipslated in the Consent Order, |
Bank is currently restricted from accepting, remayyior rolling-over brokered deposits without thheopreceipt of a waiver on a case-bgst

basis from our regulators.
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NOTE 9 — SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Securities sold under agreements to repurchasgnarecing arrangements that mature within two yeAtsnaturity, the securities underlyi
the agreements are returned to the Company. Sesusibld under agreements to repurchase are sebyradency, mortgageacked, an
municipal securities. Information concerning setesisold under agreements to repurchase is suadaas follows:

2013 2012
(in thousands)
Balance at ye-end $2,47( $2,63¢
Average daily balance during the y $3,11: $2,08¢
Average interest rate during the y 0.2(% 0.3%%
Maximum montl-end balance during the ye $4,747 $2,63¢
Weighted average interest rate at -end 0.17% 0.25%
Fair value of securities sold under agreementeganchase at ye-end $2,47( $2,63¢
NOTE 10 — ADVANCES FROM FEDERAL HOME LOAN BANK
At year-end, advances from the Federal Home Loark Beere as follows:
2013 2012

(in thousands)
Monthly amortizing advances with fixed rates frod@o to 5.25% and maturitie:
ranging from 2014 through 2033, averaging 3.07%2f#3 $4,49: $5,60<

Each advance is payable per terms on agreemehtavitepayment penalty. No prepayment penalties weurred during 2012 or 2013. 1
advances were collateralized by approximately $L3&llion and $163.3 million of first mortgage laarunder a blanket lien arrangemer
yearend 2013 and 2012, respectively. Our borrowing cipas based on the market value of the underlypfedged loans rather than
unpaid principal balance of the pledged loans. abalability of our borrowing capacity could be edfed by our financial position and
FHLB could require additional collateral or, amasther things, exercise its rights to deny a fundieqguest, at its discretion. Additionally,
new advances are limited to a one year maturitiess. At December 31, 2013, our additional borrgwéapacity with the FHLB was $1¢
million.

Scheduled principal payments on the above duriag#éxt five years and thereafter (in thousands):

Advance:
2014 $ 77v¢
2015 662
2016 627
2017 54z
2018 267
Thereaftel 1,61¢

$ 4,49

At yearend 2013, the Company had approximately $5.0 milibfederal funds lines of credit available oreawged basis from corresponc
institutions; however, the availability of theseds could be affected by our financial position.

NOTE 11 — SUBORDINATED CAPITAL NOTE

The subordinated capital note issued by PBI Batied $5.9 million at December 31, 2013. The netarisecured, bears interest at the |
threemonth LIBOR floating rate plus 300 basis pointsd @ualifies as Tier 2 capital. Interest only wa® dwarterly through September
2010, at which time quarterly principal paymentss225,000 plus interest commenced. Scheduled pahpayments of $900,000 per year
due each of the next five years with $1,350,000 ttieeeafter. The note matures July 1, 2020. At b 31, 2013, the interest rate on
note was 3.25%.
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NOTE 12 — JUNIOR SUBORDINATED DEBENTURES

The junior subordinated debentures are redeemabplar grior to the maturity dates of February 1&34 April 15, 2034, and March 1, 2037
the option of the Company as defined within thesttrindenture. The Company has the option to defearést payments on the jur
subordinated debentures from time to time for @opemot to exceed twenty (20) consecutive quartéayments are deferred, the Compar
prohibited from paying dividends to its common &tomlders. Effective with the fourth quarter of 20ide began deferring interest paym
on the junior subordinated notes which resultea @eferral of distributions on our trust prefersedurities. Therefore, future cash dividend
our common stock are subject to the prior payméatlaleferred distributions on our trust preferisgturities. Dividends accrued and un
on our junior subordinated debentures totaled $dilfon at December 31, 2013. A summary of the qunsubordinated debentures is
follows:

Junior
Subordinated
Optional Debt Owed
Issuance Prepayment to Maturity

Description Date Date (2) Interest Rate (1) Trust Date
Porter Statutory Trust Il 02-13-200¢ 03-17-200¢ 3-month LIBOR + 2.85¢ $ 5,000,001 02-13-203¢
Porter Statutory Trust Ii 04-15-200¢ 0€-17-200¢ 3-month LIBOR + 2.79¢ 3,000,001 04-15-203¢
Porter Statutory Trust I' 12-14-200¢€ 03-01-201Z 3-month LIBOR + 1.67¢ 14,000,00 03-01-2037
Ascencia Statutory Trusl 02-13-200¢ 03-17-200¢ 3-month LIBOR + 2.85¢ 3,000,001 02-13-203¢

$25,000,00

(1) As of December 31, 2013, th-month LIBOR was 0.25%
(2) The debentures are callable on or after the ogdtjmmegayment date at their principal amount plus@ed interest

NOTE 13 — OTHER BENEFIT PLANS

401(K) Plan—The Company 401(k) Savings Plan allows employeesiribute up to 15% of their compensation, whiimatched equal
50% of the first 4% of compensation contributede TTompany, at its discretion, may make an additiooatribution. Total contributions ma
by the Company to the plan amounted to approxim&95,000, $148,000 and $131,000 in 2013, 20122844, respectively.

Supplemental Executive Retirement Plan- During 2004, the Company created a supplementautixe retirement plan covering cert
executive officers. Under the plan, the Companyspagch participant, or their beneficiary, a spediféfined benefit amount over 10 ye
beginning with the individuad retirement or early termination of service faagens other than cause. A liability is accruedtlier obligatiol
under these plans. The expense incurred for the whs $87,000, $151,000 and $49,000 for the yesdede December 31, 2013, 2012
2011, respectively. The related liability was $B®00, $1,338,000 and $1,208,000 at December 313, ZD12 and 2011, respectively, ar
included in other liabilities on the balance sheets

The Company purchased life insurance on the ppatits of the plan. The cash surrender value ahsllrance policies was $8,911,000
$8,398,000 at December 31, 2013 and 2012, respdctiincome earned from the cash surrender valukfeoinsurance totaled $513,0!
$292,000 and $301,000 for the years ended Decedihe2013, 2012 and 2011, respectively. The incosneecorded as other nameres
income.

NOTE 14 — INCOME TAXES
Income tax expense (benefit) was as follows:

2013 2012 2011
(in thousands)

Current $ — $ (69 $(12,097)
Deferred 9,48¢ 754 (17,409
Net operating los (20,430 (12,589 (2,439
Establishment of valuation allowan — — 31,715
Change in valuation allowan 941 11,82; —
$ — $§ (69 $ (219
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Effective tax rates differ from federal statutoage of 35% applied to income (loss) before incoaxes due to the following.

2013 2012 2011
(in thousands)
Federal statutory rate times financial statemecttrime (loss $(55E) $(11,549 $(37,639)
Effect of:
Establishment of valuation allowan — — 31,717
Change in valuation allowan: 941 11,827 —
Goodwill impairment charg — — 6,16¢
Tax-exempt incom (329 (319 (392
Nontaxable life insurance incon (180 (202 (10%)
Federal tax credit — — (45)
Other, ne 11€ 73 72
Total $— $ (69 $ (219
Year-end deferred tax assets and liabilities weretd the following.
Decembel Decembel
31, 31,
2013 2012

(in thousands
Deferred tax asset

Net operating loss car-forward $ 25,46( $ 15,05!
Allowance for loan losse 9,84: 19,83¢
Other real estate owned wi-down 9,47¢ 10,40¢
Alternative minimum tax credit car-forward 692 692
Net assets from acquisitio 644 592
Other than temporary impairment on securi 89 374

Net unrealized loss on securit 1,067 —
New market tax credit car-forward 20¢ 20¢

Nonaccrual loan intere 911 —
Amortization of no-compete agreemer 16 19
Other 1,64( 93€
50,04¢ 48,11¢

Deferred tax liabilities

FHLB stock dividend: 1,27¢ 1,27¢
Fixed asset 33: 40¢
Originated mortgage servicing rigt 75 98
Net unrealized gain on securiti — 1,85¢
Other 57C 54¢
2,25¢ 4,19(
Net deferred tax assets before valuation allow: 47,79¢ 43,92¢
Valuation allowanct (47,799 (43,92¢)

Net deferred tax ass $ — $ —

Our estimate of the realizability of the deferredk asset is dependent on our estimate of projcctede levels of taxable income as
carryback ability was fully absorbed by our taxdasxf $40.1 million for 2011. In analyzing futurexédble income levels, we considerec
evidence currently available, both positive andatieg. Based on our analysis, we established aatialuallowance for all deferred tax as
as of December 31, 2011.

The Company does not have any beginning and endimgcognized tax benefits. The Company does notaxfhe total amount
unrecognized tax benefits to significantly increasalecrease in the next twelve months. There wermterest and penalties recorded ir
income statement or accrued for the year endeddleee31, 2013 related to unrecognized tax benefits.

The Company and its subsidiaries are subject to fdd&ral income tax and the Company is subjeotdome tax in the state of Kentucky. -
Company is no longer subject to examination bynguduthorities for years before 2010.
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NOTE 15 — RELATED PARTY TRANSACTIONS

Loans to principal officers, directors, and thdfiliates in 2013 were as follows (in thousands):

Beginning balanc $1,21(
New loans —

Repayment: (1179)
Ending balanc: $1,09:

Deposits from principal officers, directors, andittaffiliates at year-end 2013 and 2012 were $dildon.

Our loan participation totals include participatioans purchased from and sold to two affiliateksaThe Peoples Bank, Mt. Washington
The Peoples Bank, Taylorsville. Our chairman erasrif. Chester Porter and his brother and ourtdired/illiam G. Porter, each own a 5
interest in Lake Valley Bancorp, Inc., the parealding company of The Peoples Bank, Taylorsvillenkicky. J. Chester Porter and Willi
G. Porter serve as directors of The Peoples Baalgofsville. Our chairman emeritus, J. Chester étootvns an interest of approximal
36.0% and his brother and our director, William Rrter, owns an interest of approximately 3.0% msSroads Bancorp, Inc., the pa
holding company of The Peoples Bank, Mount WaslingKentucky. J. Chester Porter serves as a direéftdhe Peoples Bank, Mot
Washington. Prior to 2013, we were a party to manant services agreements with each of these bRaks. agreement provided that
executives and employees would provide managemedta&counting services to the subject bank, inodbverall responsibility fc
establishing and implementing policy and stratgganning. We received a $4,000 monthly fee from Pe®ples Bank, Taylorsville ant
$2,000 monthly fee from The Peoples Bank, Mount Mfagton for these services prior to 2013. Beginnm@013, these agreements were
renewed and we ceased providing management setuities two affiliate banks.

As of December 31, 2013, we had $4.9 million oftipgrations in loans sold to these affiliate banks.of December 31, 2012, we had ¢
million of participations in loans purchased froamd $6.5 million of participations in real estatans sold to, these affiliate banks.
December 31, 2013, $1.0 million of loan participas sold to Peoples Bank, Taylorsville, and $629 £4ld to Peoples Bank, Mt. Washing
were on nonaccrual.

In 2013, PBI Bank entered into a Real Estate Lgstind Property Management Agreement with Hogan Dpweent Company, an entity
which our director, W. Glenn Hogan, has an owngrshierest. Under these agreements, Hogan Develup@ampany assists PBI Bank
onboarding, managing, and selling the Bantither real estate owned. The majority of the fesd under this agreement are related to
commissions earned upon the sale of bawked real estate. The agreement is periodicaligwe=d and evaluated by the independent mer
of our Audit Committee. Payments to Hogan Developn@ompany under this agreement totaled $776,0Q01:3.

NOTE 16 — PREFERRED STOCK AND STOCK PURCHASE WARRANTS

In 2010, we completed a $32.0 million private plaeat to accredited investors. Following completairthe transactions involved, Pol
Bancorp had issued (i) 2,465,569 shares of comntock,s (i) 317,042 shares of Series C PreferrecciStand (iii) warrants to purche
1,163,045 shares of non-voting common stock atce of $11.50 per share.

The Series C Preferred Stock has no voting rigekedpt when required by law), has a liquidationfgmence over our common stock,

dividend rights equivalent to our common stock. leabare of Series C Preferred Stock automaticaliyerts into 1.05 shares of comn
stock at such time as, after giving effect to theomatic conversion, the holder of such Series &@dpPred Stock (together with its affiliates
any other persons with which it is acting in comearwhose holdings would otherwise be requiredecaggregated for purposes of fec
banking law) beneficially holds, directly or inditéy, less than 9.9% of the number of shares ofmomstock then issued and outstanding.

The warrants are exercisable into non-voting commstogk until they expire on September 16, 2015. imbevoting common stock has
voting rights (except when required by law), bultestvise has substantially the same rights as aunen stock. Upon issuance, each sha
nonvoting common stock automatically converts into51€hares of common stock at such time as, aftangyieffect to the automa
conversion, the holder of narsting common stock (together with its affiliatesdaany other persons with which it is acting in @& or whos
holdings would otherwise be required to be aggesh&br purposes of federal banking law) holds, aiyeor indirectly, beneficially less th
9.9% of the number of shares of common stock themeild and outstanding.

On November 21, 2008, we issued to the U.S. Trga®3B000 shares of our Series A Preferred Stockaawdrrant to purchase up to 330,
shares of our common stock for $15.88 per shaexahange for aggregate consideration of $35.0anillThe warrant is exercisable and h
10-year term. The Series A Preferred Stock qualifeJier 1 capital and pays cumulative cash dividequisterly at an annual rate of 5%
the first five years, and 9% beginning in Novemp@t 3. The Series A Preferred Stock is noting (except when required by law) and ma
redeemed by the Company at $1,000 per share ptusestunpaid dividends.
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In the fourth quarter of 2011, we began deferrimgpayment of regular quarterly cash dividendswunSeries A Preferred Stock. As a resu
the dividend deferral, the holder of our Seriesr&f@red Stock (currently the U.S. Treasury) hasrtbht to appoint up to two representat
to our Board of Directors. We will continue to aserany deferred dividends, which will be deductednfincome to common shareholders
financial statement purposes. Dividends accrueduapaid on our Series A Preferred Stock totale8 $4llion at December 31, 2013.

NOTE 17 — CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS

Banks and bank holding companies are subject tolatayy capital requirements administered by feldeamking agencies. Capital adequ
guidelines and, additionally for banks, prompt eotive action regulations involve quantitative meas of assets, liabilities, and certain off
balancesheet items calculated under regulatory accoungiragtices. Capital amounts and classifications @s® subject to qualitati
judgments by regulators. Failure to meet capitglir@ments can initiate regulatory actir

On June 24, 2011, PBI Bank entered into a Consed¢rQvith the FDIC and the Kentucky Department ofafcial Institutions. The const
order requires the Bank to complete a managemedy sto maintain Tier 1 capital as a percentagmial assets of at least 9% and a total
based capital ratio of at least 12%, to develofaa 0 reduce our risk position in each substandaskt in excess of $1 million, to comp
board review of the adequacy of the allowance danllosses prior to quarterly Call Report submissido adopt procedures which streng
the loan review function and ensure timely and esteugrading of credit relationships, to chaogiall assets classified as loss, to devel
plan to reduce concentrations of construction aadebbpment loans to not more than 75% of total biaked capital and n@mwner occupie
commercial real estate loans to not more than 26D¢6tal risk based capital, to limit asset growdno more than 5% in any quarter or 1
annually, to not extend additional credit to anyrbwer classified substandard unless the boardirettrs adopts prior to the extensic
detailed statement giving reasons why the extenisiam the best interest of the bank, and to naotade or pay any dividend without the p
consent of our regulators. We are also restriatexh faccepting, renewing, or rollirgrer brokered deposits without the prior receipa efaive
on a case-by-case basis from our regulators.

On September 21, 2011, we entered into a Writtereément with the Federal Reserve Bank of St. Lduissuant to the Agreement, we m
formal commitments to use our financial and manag#mesources to serve as a source of strengtthéoBank and to assist the Banl
addressing weaknesses identified by the FDIC aadKiFI, to pay no dividends without prior writtepgoval, to pay no interest or princi
on subordinated debentures or trust preferred gesuwithout prior written approval, and to subrait acceptable plan to maintain suffic
capital.

In October 2012, the Bank entered into a new CdnSetter with the FDIC and KDFI again agreeing toimtein a minimum Tier 1 levera
ratio of 9% and a minimum total risk based capiib of 12%. The Bank cannot be considered wafiitalized while under the Consent Or
The Bank also agreed that if it should be unabledah the required capital levels, and if direétedriting by the FDIC, then the Bank wo!
within 30 days develop, adopt and implement a amitlan to sell or merge itself into another fetlgiiasured financial institution or otherwi
immediately obtain a sufficient capital investmantb the Bank to fully meet the capital requirensee have not been directed by the F
to implement such a plan.

The new Consent Order also requires the Bank tdraento adhere to the plans implemented in regptmshe June 2011 Consent Order,
includes the substantive provisions of the JunelZDdnsent Order. As of December 31, 2013, the @aitios required by the Consent Oi
were not met.
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The following table shows the ratios and amount§ief 1 capital and total capital to rigkljusted assets and the leverage ratios for |
Bancorp, Inc. and PBI Bank at the dates indicatieigrs in thousands):

Actual For Capital Adequacy Purposes
Amount Ratio Amount Ratio
As of December 31, 201z
Total risk-based capital (to ri-weighted asset:
Consolidatec $80,20: 11.02% $ 58,17¢ 8.0(%
Bank 83,05¢ 11.4¢ 58,06¢ 8.0C
Tier | capital (to ris-weighted asset:
Consolidatec 53,37: 7.34 29,08¢ 4.0C
Bank 67,89 9.3t 29,03 4.0C
Tier | capital (to average asse
Consolidatec 53,37: 4.9t 43,15¢ 4.0C
Bank 67,89" 6.2¢ 43,22 4.0C
Actual For Capital Adequacy Purposes
Amount Ratio Amount Ratio
As of December 31, 2012
Total risk-based capital (to ri-weighted asset:
Consolidatec $85,94: 9.81% $ 70,11 8.0(%
Bank 85,82¢ 9.8 69,91 8.0C
Tier | capital (to ris-weighted asset:
Consolidatec 56,591 6.4¢€ 35,05¢ 4.0C
Bank 67,36" 7.71 34,95’ 4.0C
Tier | capital (to average asse
Consolidatec 56,59’ 4.5C 50,29’ 4.0C
Bank 67,36: 5.37 50,19¢ 4.0C

The Consent Order requires the Bank to achievenihenum capital ratios presented below:

Actual as of Ratio Required by
December 31, 201 Consent Order
Amount Ratio Amount Ratio
Total capital to risk-weighted assets $83,05¢ 1140  $87,09¢ 12.0(%
Tier | capital to average ass: 67,987 6.2¢ 97,24" 9.0C

At December 31, 2013, PBI BarskTier 1 leverage ratio improved to 6.28% whictbé&ow the 9% minimum capital ratio required by
Consent Order and its total riflased capital ratio improved to 11.44% which iohethe 12% minimum capital ratio required by then€en
Order. Bank regulatory agencies can exercise disaorevhen an institution does not meet the terma @onsent Order. Based on indivic
circumstances, the agencies may issue mandatagtigies, impose monetary penalties, initiate changenanagement, or take more ser
adverse actions.

Kentucky banking laws limit the amount of divideritiat may be paid to a holding company by its sliasy banks without prior approv
These laws limit the amount of dividends that mayphid in any calendar year to current ygawet income, as defined in the laws, comt
with the retained net income of the preceding twarg, less any dividends declared during thosedg®rPBI Bank has agreed with its prirr
regulators to obtain their written consent priodézlaring or paying any future dividends. As acfical matter, PBI Bank cannot pay divide
for the foreseeable future.
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NOTE 18 — LOAN COMMITMENTS AND OTHER RELATED ACTIVI TIES

Some financial instruments, such as loan commitedimes of credit and letters of credit are isstedeet customeinancing needs. The
are agreements to provide credit or to supporicthdit of others, as long as conditions establishetthe contract are met, and usually t
expiration dates. Commitments may expire withouhgpeused. Off-balanceheet risk to credit loss exists up to the face warhof thes
instruments, although material losses are not igatied. The same credit policies are used to makh sommitments as are used for lo
including obtaining collateral at exercise of tlognenitment.

The Company holds instruments, in the normal coafsmisiness, with clients that are considerednfoie guarantees. Standby letters of ci
guarantees are issued in connection with agreemeade by clients to counterparties. Standby leticsedit are contingent upon failure of
client to perform the terms of the underlying cantr The Company evaluates each credit requestsofustomers in accordance v
established lending policies. Based on these etiahgsand the underlying policies, the amount afuieed collateral (if any) is establish
Collateral held varies but may include negotiablruments, accounts receivable, inventory, prgpetant and equipment, income produt
properties, residential real estate, and vehidlbs. Companys access to these collateral items is generalabkshed through the maintena
of recorded liens or, in the case of negotiabl&umsents, possession. No liability is currentlyabdished for the standby letters of credit.

The contractual amounts of financial instrumenthwif-balance-sheet risk at year end were asvia@io

2013 2012
Fixed Variable Fixed Variable
Rate Rate Rate Rate
(in thousands)
Commitments to make loal $ 3,12¢ $ 5,751 $ 2,49( $ 3,54¢
Unused lines of cred 11,81« 40,72 11,91( 34,92
Standby letters of crec 99t 1,50¢ 1,08t 1,17¢

Commitments to make loans are generally made fooge of one year or less.

NOTE 19 — FAIR VALUES

Fair value is the exchange price that would beivedefor an asset or paid to transfer a liabiligxi{ price) in the principal or mc
advantageous market for the asset or liabilityrinoederly transaction between market participamtg¢h@ measurement date. We use va
valuation techniques to determine fair value, idelg market, income and cost approaches. Therthere levels of inputs that may be use
measure fair values:

Level 1: Quoted prices (unadjusted) for identical assetBadilities in active markets that an entity hag #ibility to access as of 1
measurement date, or observable inputs.

Level 2: Significant other observable inputs other than LLavgrices, such as quoted prices for similar assetiabilities, quoted prices
markets that are not active, and other inputsat@bbservable or can be corroborated by observadnket data.

Level 3: Significant unobservable inputs that reflect antgrt own assumptions about the assumptions that mpakétipants would ut
in pricing an asset or liability.

In certain cases, the inputs used to measure dhievmay fall into different levels of the fair ual hierarchy. When that occurs, we classify
fair value hierarchy on the lowest level of inplut is significant to thé&ir value measurement. We used the following mesghend significa
assumptions to estimate fair value.
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Securities: The fair values of securities available for sale determined by obtaining quoted prices on natipmakognized securiti
exchanges, if available. This valuation methodassified as Level 1 in the fair value hierarchygr Becurities where quoted prices are
available, fair values are calculated on marketgsriof similar securities, or matrix pricing, whisha mathematical technique used wi
in the industry to value debt securities withouyireg exclusively on quoted prices for the specgeacurities but rather by relying on
securities’ relationship to other benchmark quosedurities. Matrix pricing relies on the securitieslationship to similarly trade
securities, benchmark curves, and the benchmardKifige securities. Matrix pricing utilizes obsebta market inputs such as benchn
yields, reported trades, broker/dealer quotesersspreads, twsided markets, benchmark securities, bids, off@fgrence data, a
industry and economic events. In instances wheskdorquotes are used, these quotes are obtainmdnfiarket makers or brokekealer
recognized to be market participants. This valuatiethod is classified as Level 2 in the fair vabierarchy. For securities where quc
prices or market prices of similar securities ao¢ available, fair values are calculated using aisted cash flows or other mar
indicators. This valuation method is classified_asel 3 in the fair value hierarchy. Discountedicélsws are calculated using sprea
swap and LIBOR curves that are updated to incotpdoss severities, volatility, credit spread aptianality. During times when tradi
is more liquid, broker quotes are used (if avadald validate the model. Rating agency and ingustsearch reports as well as def:
and deferrals on individual securities are reviewed incorporated into the calculations.

Impaired Loans: An impaired loan is evaluated at the time the lsaidentified as impaired and is recorded at failue less costs to st
Fair value is measured based on the value of thate@l securing the loan and is classified asel &vin the fair value hierarchy. F
value is determined using several methods. Gegethb fair value of real estate is determined Base appraisals by qualified licen:
appraisers. These appraisals may utilize a singligation approach or a combination of approachelsiding comparable sales and
income approach.

Adjustments are routinely made in the appraisatgse by the appraisers to adjust for differencéwéden the comparable sales
income data available. These routine adjustmetsrade to adjust the value of a specific propestgtive to comparable properties
variations in qualities such as location, size, amtbme production capacity relative to the subjedperty of the appraisal. St
adjustments are typically significant and resulaibevel 3 classification of the inputs for detemmg fair value.

We routinely apply an internal discount to the eabf appraisals used in the fair value evaluatioouo impaired loans. The deduction:
the appraisal take into account changing busiressrs and market conditions, as well as potewmtihle impairment in cases where
appraisal date predates a likely change in madtedidons. These deductions range from 10% forineuteal estate collateral to 25%
real estate that is determined (1) to have a thiding market or (2) to be specialized collatefals is in addition to estimated discot
for cost to sell of six to ten percent.

We also apply discounts to the expected fair vafieollateral for impaired loans where the likelgsolution involves litigation 1
foreclosure. Resolution of this nature generallsutes in receiving lower values for real estatelatetal in a more aggressive si
environment. We have utilized discounts rangingnfrt0% to 33% in our impairment evaluations whenliagple.

Impaired loans are evaluated quarterly for add#idmpairment. We obtain updated appraisals on gnas securing our loans wt
circumstances are warranted such as at the timenefval or when market conditions have signifigastianged. This determinatior
made on a property-hyroperty basis in light of circumstances in theduler economic climate and our assessment of dettoio of ree
estate values in the market in which the propestipcated. The first stage of our assessment iegolmanagemerst’inspection of tr
property in question. Management also engages lwessations with local real estate professionailgestors, and market makers
determine the likely marketing time and value rafyethe property. The second stage involves apsassent of current trends in
regional market. After thorough consideration oésh factors, management will either internally eatd fair value or order a n
appraisal.

Other Real Estate Owned (OREO): OREO is evaluated at the time of acquisition @adorded at fair value as determinec
independent appraisal or internal market evalualgss cost to sell. Our quarterly evaluations ofEQRfor impairment are driven

property type. For smaller dollar single family hesnwe consult with internal real estate saled atad external realtors, investors,

appraisers. Based on these consultations, we detemsking prices for OREQO properties we are margefor sale. If the internal
evaluated fair value is below our recorded investinmethe property, appropriate write-downs arestak

For larger dollar commercial real estate properties obtain a new appraisal of the subject propertyonnection with the transfer
other real estate owned. In some of these circurosta an appraisal is in process at quarter emblywanmust make our best estimat
the fair value of the underlying collateral based aur internal evaluation of the property, reviefvtloe most recent appraisal, i
discussions with the currently engaged appraise¥.dtain updated appraisals on the anniversary afatavnership unless a sale
imminent.

We routinely apply an internal discount to the eabf appraisals used in the fair value evaluatibouws OREO. The deductions to

appraisal take into account changing business fa@nd market conditions, as well as potential afapairment in cases where

appraisal date predates a likely change in maieditions. These deductions range from 10% forineuteal estate collateral to 25%
real estate that is determined (1) to have a thiding market or (2) to be specialized collateFalis is in addition to estimated discot
for cost to sell of six to ten percent.
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Financial assets measured at fair value on a iegupasis are summarized below:

Fair Value Measurements at December 31, 2013 Usil
(in thousands)

Quoted Prices In Significant
Active Markets for Significant Other Unobservable
Observable Inputs
Carrying Identical Assets Inputs
Description Value (Level 1) (Level 2) (Level 3)
Available for sale securitie
U.S. Government and federal agel $ 29,86¢ $ — $ 29,86¢ $ —
Agency mortgag-backed: residentiz 100,94: — 100,94: —
State and municip: 13,54¢ — 13,54¢ —
Corporate bond 18,16: — 18,16: —
Other debt securitie 632 — — 632
Equity securities 197 197 — —
Total $163,34« $ 197 $ 162,51! $ 632
Fair Value Measurements at December 31, 2012 Usil
(in thousands)
Quoted Prices In Significant
Active Markets for Significant Other Unobservable
Observable Inputs
Carrying Identical Assets Inputs
Description __Value — (Levell) —(Level2) _(Level3)
Available for sale securitie
U.S. Government and federal agel $ 6,13 $ — $ 6,13: $ —
Agency mortgag-backed: residentiz 95,18: — 95,18: —
State and municip: 54,73: — 54,73: —
Corporate bond 19,96¢ — 19,96¢ —
Other debt securitie 61¢ — — 61¢
Equity securitie: 1,84¢ 1,84¢ — —
Total $178,47¢ $ 1,84¢ $ 176,01: $ 61€

There were no transfers between Level 1 and Ledeirihg 2013 or 2012.

The table below presents a reconciliation of adkeés measured at fair value on a recurring bagig g#gnificant unobservable inputs (Leve
for the periods ended December 31, 2013 and 2012:

Other Debt
Securities
2013 2012
(in thousands
Balances of recurring Level 3 assets at Janui $61¢€ $60€
Total gain (loss) for the perio
Included in other comprehensive income (I¢ 14 12
Transfers into Level — —
Sales — =
Balance of recurring Level 3 assets at Decembt $632 $61€
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Our other debt security valuation is determine@rimally by calculating discounted cash flows udimg securitys coupon rate of 6.5% and
estimated current market rate of 9.0% based upertirent yield curve plus spreads that adjusvédatility, credit risk, and optionality. W
also consider the issuer(s) publicly filed finahaidormation as well as assumptions regardinglittedihood of deferrals and defaults.

Financial assets measured at fair value on a nmumiag basis are summarized below:

Fair Value Measurements at December 31, 2013 Usil
(in thousands)

Quoted Prices In Significant
Active Markets for Significant Other Unobservable
Carrying Observable Inputs
Identical Assets Inputs
Description Value !Level 1) gLeveI 2) !Level 3)
Impaired loans:
Commercia $ 3,172 $ — $ — $ 3,172
Commercial real estat
Constructior 9,04¢ — — 9,04¢
Farmland 4,17¢ — — 4,17<
Other 73,42¢ — — 73,42¢
Residential real estat
Multi -family 11,72« — — 11,72¢
1-4 Family 26,48¢ — — 26,48¢
Consumel 75 — — 75
Agriculture — — — —
Other 61¢ — — 61€
Other real estate owned, net
Commercial real estat
Constructior 19,057 — — 19,057
Farmland 69C — — 69C
Other 6,01¢ — — 6,01¢
Residential real estat
Multi -family 24¢ — — 24¢
1-4 Family 4,88( — — 4,88(
Fair Value Measurements at December 31, 2012 Usi
(in thousands)
Quoted Prices In Significant
Active Markets for Significant Other Unobservable
Carrying Observable Inputs
Identical Assets Inputs
Description _Value _ (Levell) _ (Level2) _(Level3)
Impaired loans:
Commercia $ 3,79¢ $ — $ — $ 3,79¢
Commercial real estat
Constructior 23,91: — — 23,91:
Farmland 5,722 — — 5,72¢
Other 72,79: — — 72,79
Residential real estat
Multi -family 13,26: — — 13,26:
1-4 Family 25,09 — — 25,09
Consumel 74 — — 74
Agriculture 5 — — 5
Other 51¢ — — 51¢&
Other real estate owned, net
Commercial real estat
Constructior 22,32: — — 22,32
Farmland 60z — — 602
Other 15,17¢ — — 15,17¢
Residential real estat
Multi -family 19t — — 19t
1-4 Family 5,37¢ — — 5,37¢
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Impaired loans, which are measured for impairmasimgithe fair value of the collateral for collateslependent loans, had a carrying amou
$132.2 million, with a valuation allowance of $3llion, at December 31, 2013, resulting in no &éddal provision for loan losses for the y
ended December 31, 2013. At December 31, 2012 iietblbans had a carrying amount of $152.2 millieith a valuation allowance of $2:

million, resulting in an additional provision favdn losses of $13.1 million for the year ended Dy 31, 2012.

Other real estate owned, which is measured atherlof carrying or fair value less costs to dedig a net carrying amount of $30.9 millio
of December 31, 2013, compared with $43.7 milliorDbacember 31, 2012. Wriewns of $2.5 million and $7.2 million were recadder
other real estate owned for the years ended Deaediih@013 and 2012, respectively.

The following table presents qualitative informatiabout level 3 fair value measurements for finanicistruments measured at fair value -
non-recurring basis at December 31, 2013:

Impaired loans — Commercial

Impaired loans — Commercial
real estate

Impaired loans Residential rei
estate

Other real estate owned —
Commercial real estate

Other real estate owned —
Residential real estate

Valuation Range (Weighted
Fair Value Technique(s) Unobservable Input(s) Average)
(in thousands
$ 3,17 Market value approach  Adjustment for receivabli 16% - 32% (24%)
and inventory discoun
$ 86,64¢ Sales comparison Adjustment for difference 0% - 69% (20%)
approach between the comparal
sales
$ 382U Sales comparison Adjustment for difference 0% - 68% (15%)
approach between the comparal
sales
$ 25,76¢ Sales comparison Adjustment for difference 3% - 51% (22%)
approach between the comparal
sales
Income approach Discount or capitalizatior 7% - 16% (11%)
rate
$ 5,12¢ Sales comparison Adjustment for difference 2% - 54% (11%)

approach
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The following table presents qualitative informatiabout level 3 fair value measurements for finanicistruments measured at fair value -
non-recurring basis at December 31, 2012:

Valuation Range (Weighted
Fair Value Technique(s) Unobservable Input(s) Average)
(in thousand:
Impaired loans — Commercial $  3,79¢ Market value approach  Adjustment for receivabli 16% - 32% (24%)
and inventory discoun
Impaired loans — Commercial $ 89,46 Sales comparison Adjustment for difference 0% - 69% (19%)
real estate approach between the comparal
sales
Impaired loans Residential rei  $ 38,35’ Sales comparison Adjustment for difference 0% - 38% (15%)
estate approach between the comparal
sales
Other real estate owned — $ 38,10( Sales comparison Adjustment for difference 3% - 50% (18%)
Commercial real estate approach between the comparal
sales
Income approach Discount or capitalizatior 9% - 16% (12%)
rate
Other real estate owned — $ 5,571 Sales comparison Adjustment for difference 0% - 30% (9%)
Residential real estate approach between the comparal
sales

Carrying amount and estimated fair values of finanostruments were as follows at year-end 2013:

Fair Value Measurements at December 31, 2013 Usi

Carrying
Amount Level 1 Level 2 Level 3 Total
(in thousands
Financial assel
Cash and cash equivalel $111,13¢ $106,888 $ 424¢ $ —  $111,13
Securities available for sa 163,34 197 162,51! 632 163,34«
Securities held to maturi 43,61: — 42,94 — 42,94,
Federal Home Loan Bank sto 10,072 N/A N/A N/A N/A
Mortgage loans held for sz 14¢ — 14¢ — 14¢
Loans, ne 681,20: — — 695,99¢ 695,99¢
Accrued interest receivab 3,891 — 1,34: 2,54¢ 3,891
Financial liabilities
Deposits $987,70¢ $107,48¢ $879,700 $ — $987,19:
Securities sold under agreements to repurc 2,47( — 2,47( — 2,47(
Federal Home Loan Bank advant 4,49; — 4,49t — 4,49t
Subordinated capital not: 5,85( — — 5,58¢ 5,58¢
Junior subordinated debentu 25,00( — — 13,52¢ 13,52¢
Accrued interest payab 2,53t — 1,04z 1,49 2,53t
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Carrying amount and estimated fair values of fimaniostruments were as follows at year-end 2012:

Fair Value Measurements at December 31, 2012 Usil

Carrying
Amount Level 1 Level 2 Level 3 Total
(in thousands
Financial assel
Cash and cash equivale $ 4957. $4193% $ 7632 $ — $ 49,57
Securities available for sa 178,47t 1,84¢ 176,01: 61€ 178,47¢
Federal Home Loan Bank sto 10,07: N/A N/A N/A N/A
Mortgage loans held for sg 507 — 507 — 507
Loans, ne 842.41. — — 853,99¢ 853,99¢
Accrued interest receivab 5,13¢ — 1,15( 3,98¢ 5,13¢
Financial liabilities
Deposits $1,065,05 $114,31( $955,21¢ $ — $1,069,521
Securities sold under agreements to repurc 2,63¢ — 2,63¢ — 2,63¢
Federal Home Loan Bank advant 5,60¢ — 5,607 — 5,607
Subordinated capital not: 6,97t — — 6,59¢ 6,59¢
Junior subordinated debentu 25,00( — — 13,821 13,82:
Accrued interest payab 2,10¢ — 1,17: 931 2,10¢

The methods and assumptions used to estimatediaie are described as follows:

(a) Cash and Cash Equivalents

The carrying amounts of cash and shertn instruments approximate fair values and aessified as either Level 1 or Level
Noninterest bearing deposits are Level 1 wherdasdst bearing due from bank accounts and fed fealdsare Level 2.

(b) FHLB Stock

It is not practical to determine the fair value=biLB stock due to restrictions placed on its trarsbility.

(c) Loans, Net

Fair values of loans, excluding loans held for sake estimated as follows: For variable rate |ddwas reprice frequently and with
significant change in credit risk, fair values besed on carrying values resulting in a Level 3sifecation. Fair values for other loans
estimated using discounted cash flow analysesgusierest rates currently being offered for loaith similar terms to borrowers
similar credit quality resulting in a Level 3 cld&stion. Impaired loans are valued at the lowércost or fair value as descrit
previously. The methods utilized to estimate thevalue of loans do not necessarily representarpeice.

(d) Mortgage Loans Held for Sale

The fair value of loans held for sale is estimaiaded upon binding contracts and quotes from fhartly investors resulting in a Leve
classification.

(e) Deposits

The fair values disclosed for namterest bearing deposits are, by definition, eqoahe amount payable on demand at the reporiite
resulting in a Level 1 classification. The carryiamounts of variable rate interest bearing depegifgoximate their fair values at
reporting date resulting in a Level 2 classificati&air values for fixed rate interest bearing ddgcare estimated using a discounted
flows calculation that applies interest rates auttyebeing offered on certificates to a schedulagdregated expected monthly matur
on time deposits resulting in a Level 2 classifaat

(f) Securities Sold Under Agreements to Repurchase

The carrying amounts of borrowings under repurcla@geements approximate their fair values resultirggLevel 2 classification.

( g) Other Borrowings

The fair values of the ComparsyFHLB advances are estimated using discountedftaglanalyses based on the current borrowing
resulting in a Level 2 classification.
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The fair values of the Comparsysubordinated capital notes and junior subordéhdébentures are estimated using discounted
analyses based on the current borrowing ratesrfolas types of borrowing arrangements resultingibevel 3 classification.

(h) Accrued Interest Receivable/Payable

The carrying amounts of accrued interest approxanfait value resulting in a Level 2 or Level 3 difisation based on the level of
asset or liability with which the accrual is assted.

NOTE 20 — STOCK PLANS AND STOCK BASED COMPENSATION

The Company has two stock incentive plans. On Fagra3, 2006, the Company adopted the Porter Bantoc. 2006 Stock Incentive Pl
In May 2013, the Board approved an amendment t@lre to increase the number of shares authorizedés$uance by 800,000 shares.
2006 Plan now permits the issuance of up to 1,B8dhares of the Compasgycommon stock upon the exercise of stock optiongon thi
grant of stock awards. As of December 31, 2013,Gbmpany had granted 787,426 unvested shares retfeitures and vesting under
stock incentive plan. Shares issued under the y#ahannually on the anniversary date of the goast three to ten years. The Company
349,497 shares remaining available for issue utaeplan.

On May 15, 2006, the Board of Directors approves Borter Bancorp, Inc. 2006 Néwployee Directors Stock Ownership Incentive F
which was approved by holders of the Companydting common stock on June 8, 2006. On May PP82 shareholders voted to amend
plan to change the form of incentive award frontktoptions to unvested shares. Under the termbeoplan, 100,000 shares are reserve
issuance to noemployee directors upon the exercise of stock aptar upon the grant of unvested stock awards egdamtder the plan. Pr
to the amendment, options were granted automatioaliier the plan at fair market value on the dagrant. The options vest over a thrges
period and have a five year term. Unvested sharegranted automatically under the plan at fairketwalue on the date of grant and -
semi-annually on the anniversary date of the goaat three years.

On May 16, 2012, holders of the Company’s votinghown stock voted to further amend the 2006 Romployee Directors Stock Owners
Incentive Plan to award restricted shares haviffigiramarket value of $25,000 annually to each eamployee director, and to increase
number of shares issuable under the DirectBtah from 100,000 shares to 400,000 shares. Skesa@sd under the amended plan ves
December 31 in the year they are granted.

To date, the Company has issued 47,428 unvestedssheet of forfeitures and vesting, to remployee directors. At December 31, 2
113,362 shares remain available for issuance uhdeplan.

The fair value of the 2013 unvested shares issueértain employees was $820,000, or $1.18 perhteigverage share. The fair value of
2013 unvested shares issued to the directors wEs®I0 or $0.85 per weighted average share. Thep@oynrecorded $604,000 and $442,
of stockbased compensation during 2013 and 2012, resphbgstitee salaries and employee benefits. There wassigoificant impact o
compensation expense resulting from forfeited @irgng shares. We expect substantially all of theasted shares outstanding at the end «
period will vest according to the vesting schedble.deferred tax benefit was recognized relatatiitbexpense for either period.

The following table summarizes unvested share icts of and for the periods indicated for thecRtincentive Plan:

Twelve Months Ended Twelve Months Ended

December 31, 2013 December 31, 2012
Weighted Weighted
Average Average

Grant Grant

Shares Price Shares Price
Outstanding, beginning 153,31t $ 5.9¢ 96,68t $ 13.4(
Grantec 693,21 1.1¢ 97,19. 1.74
Vested (22,119 12.1¢ (27,379 13.0¢
Forfeited (36,997 6.2z (13,199 15.2:
Outstanding, endin 787,42t $ 1.5¢ 153,31t $ 5.92
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The following table summarizes unvested share iggtas of and for the periods indicated for the Nemployee Directors Stock Owners
Incentive Plan:

Twelve Months Ended
December 31, 2013

Twelve Months Ended
December 31, 2012

Weighted Weighted
Average Average
Grant Grant
Shares Price Shares Price
Outstanding, beginning 80,07¢ $ 1.77 3,53¢ $ 7.91
Grantec 182,35! 0.8t 93,94: 1.65
Vested (215,00 1.01 (17,409 2.37
Forfeited — — — —
Outstanding, endin 47,42¢ $ 1.6 80,07¢ $ 1.77

Unrecognized stock based compensation expenseddtatinvested shares for 2014 and beyond is dstinaa follows (in thousands):

2014 $51¢
2015 394
2016 23¢
2017 41

2018 & thereafte —

NOTE 21 — EARNINGS (LOSS) PER SHARE

The factors used in the basic and diluted earniegshare computation follow:

2013 2012 2011
(in thousands, except share and per share dat
Net loss $ (1,58¢) $ (32,93) $ (107,30)
Less:
Preferred stock dividenc 1,91¢ 1,75( 1,75(
Accretion of Series A preferred stock disco 16C 17¢ 177
Loss attributable to unvested sha (a77) (482) (1,097)
Loss attributable to Series C prefer (96) (947) (2,98¢)
Net loss attributable to common shareholders, ba
and dilutec $ (3,39 $ (3343) $ (105,159
Basic
Weighted average common shares including unve
common shares and Series C Preferred outstal 12,722,78 12,248,93 12,169,98
Less: Weighted average unvested common sl 595,15( 169,32 121,63:
Less: Weighted average Series C preferred sl 332,89 332,89: 332,89
Weighted average common shares outstan 11,794,73 11,746,71 11,715,46
Basic loss per common sh: $ (0.29 $ (2.8%) $ (8.99)
Diluted
Add: Dilutive effects of assumed exercises of
common and Preferred Series C stock wartr — — —
Weighted average common shares and potential
common share 11,794,73 11,746,71 11,715,46
Diluted loss per common she $ (0.29 $ (2.85) $ (8.9

Stock options for 29,530 shares for common stockR€i1 were not considered in computing dilutedhibays per common share because
were antidilutive. The Company had no outstanding stockastiat December 31, 2013 or 2012. A warrant foptirehase of 330,561 sha

of the Companys common stock at an exercise price of $15.88 wéstanding at December 31, 2013, 2012 and 201whastnot included
the diluted EPS computation as inclusion would hbgen anti-dilutive. Additionally, warrants for tipeirchase of 1,449,459 shares of nor
voting common stock at an exercise price of $1@85share were outstanding at December 31, 2012@h#2, but were not included in -
diluted EPS computation as inclusion would haventzedi-dilutive.
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NOTE 22 — PARENT COMPANY ONLY CONDENSED FINANCIAL | NFORMATION

Condensed financial information of Porter Bancarp Is presented as follows:

CONDENSED BALANCE SHEETS

December 31,

ASSETS

Cash and cash equivalel

Securities available for sa

Investment in banking subsidia

Investment in and advances to other subsidii
Other asset

Total assets

LIABILITIES AND SHAREHOLDERS ' EQUITY
Debt

Accrued expenses and other liabilit

Shareholder equity

Total liabilities and shareholders’ equity

CONDENSED STATEMENTS OF OPERATIONS

Years ended December 31,

Interest incom

Dividends from subsidiarie

Other income

Interest expens

Other expens

Loss before income tax and undistributed subsidiazgme
Income tax expens

Equity in undistributed subsidiary income (lo

Net loss

2013 2012

(in thousands)

$181F $ 99t

82¢ 2,46¢

63,81¢ 71,71

77€ 7€

74(C 53t

$67,97¢  $76,48.

$25,77%  $25,77¢

6,26¢ 3,51¢

35,93 47,19(

$67,97¢  $76,48.

2013 2012 2011
(in thousands)

$ 82 $ 114 % 21t

2C 21 2C

96¢€ 72 1,27z

(642) (692) (652)

(2,062) (1,459 (3,619

(1,639 (1,939 (2,759

— 864 46¢

52 (30,130 (104,080

$(1,586) $(32,93) $(107,30)
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CONDENSED STATEMENTS OF CASH FLOWS

Years ended December 31,

2013 2012 2011
(in thousands)
Cash flows from operating activities
Net loss $(1,58¢) $(32,93) $(107,30)
Adjustments
Equity in undistributed subsidiary (income) Ic (52 30,13( 104,08(
Income tax valuation allowan — — 1,09t
Gain on sale of asse (727) — —
Change in other asse (240) (22) 157
Change in other liabilitie 83: 77€ (273)
Other 64C 47¢ 1,40¢
Net cash (used in) operating activit (1,132 (1,569 (849
Cash flows from investing activities
Investments in subsidiaris — — (13,100
Sales of securitie 1,95: — —
Net cash (used in) from investing activit 1,952 — (13,100
Cash flows from financing activities
Dividends paid on preferred sto — — (1,319
Dividends paid on common sto — — (237)
Net cash (used in) financing activiti — — (1,556
Net change in cash and cash equival 82( (1,569 (15,500
Beginning cash and cash equivale 99t 2,56¢ 18,06
Ending cash and cash equivale $181f $§ 99t $ 2,56¢
NOTE 23 — QUARTERLY FINANCIAL DATA (UNAUDITED)
Earnings (Loss)
Per Common Share
Net Interest Provision Net
Interest For OREO Income
Income Income Loan Losse:  Expense (Loss) Basic Diluted
(in thousands, except per share date
2013
First quartel $11,25¢ $ 8,29¢ $ 45C $ 791 $ (69 $(0.09 $(0.09
Second quarte 11,16¢ 8,35z — 1,657 (2,309 (0.19 (0.19
Third quarte! 10,54 7,84¢ 25C 66¢ 29¢ (0.0)) (0.0
Fourth quarte 10,25¢ 7,58¢ — 1,39¢ (50€6) (0.09) (0.09)
2012
First quartel $15,75¢ $ 1145 $ 3,75C $1,257 $ 1,50 $ 0.0¢ $ 0.0¢
Second quarte 14,81 10,79: 4,00(¢ 1,20¢ 151 (0.09) (0.09)
Third quarte! 13,98: 10,13: 25,50( 5,20¢  (27,73)(1) (2.29) (2.29)
Fourth quarte 13,17¢ 9,57¢ 7,00( 2,88: (6,857) (0.59) (0.59)

(1) Third quarter net income was lower than the previguarter due to increased provision for loan l&sg@ense during the quarter as a result of thénemd decline in crec
trends in our portfolio. The provision was also atgely impacted by a strategy change relateddesified loans which we expected to more quickiyediate by litigatio
or foreclosure
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NOTE 24 — CONTINGENCIES

In the normal course of operations, we are defeisdarvarious legal proceedings. Litigation is gdbjto inherent uncertainties and unfavor
rulings could occur. We record contingent liabéitiresulting from claims against us when a loss$essed to be probable and the amot
the loss is reasonably estimable. Assessing priyati loss and estimating probable losses reguamalysis of multiple factors, including
some cases judgments about the potential actiorkirdf party claimants and courts. Recorded coetmdiabilities are based on the t
information available and actual losses in any reifperiod are inherently uncertain. Currently, veavén accrued approximately $1.8 mill
related to ongoing litigation matters for which Welieve liability is probable and reasonably esbieaAccruals are not made in cases w
liability is not probable or the amount cannot basonably estimated. We provide disclosure of msatthere we believe liability is reasone
possible and which may be material to our constddifinancial statements.

Signature Point Litigation.On June 18, 2010, three real estate developmenpamies filed suit in Kentucky state court againdt Bank ant
Managed Assets of Kentucky (“MAKY”)Signature Point Condominiums LLC, et al. v. PBI Baat al., Jefferson Circuit Court, Case No 10
CI1-04295. On July 16, 2013, a jury in Louisville, Kecity returned a verdict against PBI Bank, awardhgplaintiffs compensatory dama
of $1,515,000 and punitive damages of $5,500,00@ dase arose from a settlement in which PBI Baymkeal to release the plaintiffs
guarantors from obligations of more than $26 milli@lated to a real estate project in LouisvillbeTplaintiffs were granted a right of fi
refusal to repurchase a tract of land within thgjgmt. In exchange, the plaintiffs conveyed thé estate securing the loans to PBI Bank. /
plaintiffs declined to exercise their right of firefusal, PBI Bank sold the tract to the thirdtpaPlaintiffs alleged the Bank had knowledg
the third party offer before the conveyance ofltved by the Plaintiffs to the Bank. Plaintiffs aged claims of fraud, breach of fiduciary d
breach of the duty of good faith and fair dealitgytious interference with prospective businessaathge and conspiracy to commit fre
negligence, and conspiracy against PBI Bank.

After conferring with its legal advisors, PBI Battielieves the findings and damages are excessivecanuary to law, and that it
meritorious grounds on which it is moving forwaim dppeal. We will continue to defend this mattegovously. Although we have me
provisions in our condensed consolidated finarat@iements for this selfisured matter, the amount of our legal accrubdss than the origin
amount of the damages awarded, plus accrued iht@tes ultimate outcome of this matter could haveaderial adverse effect on our finan
condition, results of operations or cash flows.

SBAV LP Litigation. In 2010, the Company sold common shares, converpbéferred shares and warrants to purchase consimanes t
accredited investors for $32 million in a privatagement. In the placement, SBAV LP, an affiliafeCtinton Group, Inc. (“CGI")purchase
common shares and warrants for $5,000,016.

On July 11, 2011, CGI sent a letter to the Comparhjich was also attached as an exhibit to a ScketBiD CGI filed with the Securities ¢
Exchange Commission on the same date. In its IE@rquestioned the Company’s executive leaders@ms ability to properly manage 1
Bank's operations, compliance with GAAP, finand#&closures and relationships with regulators, rezfeing the consent order PBI Bi
entered into with the Federal Deposit Insurancep@ation and the Commonwealth of Kentucky Departn@nFinancial Institutions ¢
June 24, 2011. CGl also stated its belief “thas likely that a number of representations and arties made when theGl affiliate entere
into an agreement to purchase shares were faled,damanded that the Company take immediate stefredress such breaches and n
CGl and the other purchasers whole.”

During the third quarter of 2011, the Companyisk Policy and Oversight Committee, comprisednofependent directors, undertook
investigation of the allegations raised in the Q3D to evaluate their merit and to ascertain tlswoaableness of the Barlkdllowance for loe
losses and OREO valuations at the time of Clintamvestment. The Oversight Committee reported dtsctusions to the ComparsyBoard ¢
Directors in October 2011. While recognizing thpportunities for procedural improvements existethim Bank’s lending and ngmerforming
asset administration, the Oversight Committee aatedd that this did not rise to a level that wouddult in the financial statements,
representations and warranties with respect tditlaacial statements, being misleading to investorthe 2010 private placement offering
the Companys stock. The Oversight Committee further concluidedstors were afforded ample opportunity and extesnformation for the
due diligence, including documentation involvingseisvaluation estimates, aite management discussions and additional inguitigring
visits to the Company headquarters, and accessato files of their choosing and the appraisals aioed therein, and the Compasgy’
disclosures were adequate in all material respects.

On January 30, 2012, CGI delivered a demand toeitsfhe Companyg' records pursuant to the Kentucky Business Cotiporadct. The
Company provided records to CGl in accordance Wehtucky law.
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On December 17, 2012, SBAV LP filed a lawsuit agafPorter Bancorp, PBI Bank, J. Chester PorterMada L. Bouvette in New York ste
court. The proceeding was removed to New York falddistrict court on January 16, 2013. On July 2@13, the New York federal distr
court granted the defendants’ motion to transferdhse to federal district court in Kentuc®BAV LP v. Porter Bancorp, et. alCiv. Actior
3:13-CV-710 (W.D.KY). The complaint alleges violation ofetiKkentucky Securities Act, negligent misrepresémtaand, against defenda
Porter Bancorp and Bouvette, breach of contrace. glhintiff seeks damages in an amount in exce$@&00,000, or the difference betw
the $5,000,016 purchase price and the value o$dkarities when sold by the plaintiff, plus intérasthe applicable statutory rate, costs
reasonable attorneyfes. The Kentucky court has set a trial date &muary 20, 2015. On September 13, 2013, defenditedsa motion ti
dismiss all claims in the complaint for pleadinguees and for failure to state a claim upon whielief may be granted; that motion is curre
pending. Discovery is temporarily stayed pendingling on defendants’ request that discovery notped pending the cowsttecision on tf
motion to dismiss. We dispute the material factllglgations made in the complaint and intend tewéthe plaintiff's claims vigorously.

Thomas E. Perez, Secretary of the United Statesddgpent of Labor (DOL) v. PBI Bank, Inc.On December 26, 2013, DOL filed a law:
in U.S. District Court for the Northern District bfdiana (Civ. Action 3:13-CV-140@PS) alleging that PBI Bank, in the capacity ofsiee fo
the Miller's Health System’s Inc. Employee Stock f@sship Plan’s 2007 acquisition of MillerHealth Systems, Inc., authorized the alli
imprudent and disloyal purchase of company stoclé#® million, a price allegedly far in excess loé tstocks fair market value. The suit a
alleges, among other things, that PBI approved 1868ér financing for the transaction at an exaessate of interest.

Miller's Health is a Warsaw, Indiana based comptrat, at the time of the transaction, managed 8fj4term care facilities and 10 assis
living facilities. Miller’s Health also provides ghical and occupational therapy and speacdiguage pathology to residents in its facilitl&
dispute the material factual allegations made énabmplaint and intend to defend the plaintiff'aigis vigorously.
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Item 9. Changes in and Disagreements With Accountants on Aounting and Financial Disclosure

None

Item 9A.  Controls and Procedures

Our management, under the supervision and witlpéngcipation of our Chief Executive Officer andrdChief Financial Officer, evaluated 1
effectiveness of the design and operation of oseldsure controls and procedures (as defined ie RB&15(e) under the Securities Excha
Act of 1934) as of December 31, 2013. Based ondhaluation, management, including our Chief ExeeuOfficer and our Chief Financ
Officer, concluded that our disclosure controls gnoicedures were effective as of the end of thegdearovered by this report. Management’
Report on Internal Control Over Financial Reportinget forth under Iltem 8 “Financial Statementd Sopplementary Data.

There was no change in our internal control ovearitial reporting during the fourth quarter of 20thd&t has materially affected, or
reasonably likely to materially affect, the Companpternal control over financial reporting.

Item 9B.  Other Information
None

PART IlI

Iltem 10.  Directors, Executive Officers and Corporate Governace.

We have adopted a code of ethics applicable taChigf Executive Officer and our senior financialioérs, which is posted on our websit
http://www.pbibank.com If we amend or waive any of the provisions of @ede of Ethics applicable to our Chief Executiific@r or senio
financial officers, we intend to disclose the ameedt or waiver on our website. We will provide ttygerson without charge, upon reque
copy of this Code of Ethics. You can request a cbpycontacting Porter Bancorp, Inc., Chief Finah&#ficer, 2500 Eastpoint Parkw:
Louisville, Kentucky, 40223, (telephone) 502-499a8

Additional information required by this Item 10dsnitted because we are filing a definitive proxgtement pursuant to Regulation 14A o
before April 30, 2014, which includes the requiiatbrmation. The required information containeddar proxy statement is incorpora
herein by reference.

ltem 11.  Executive Compensation

The information required by this Item 11 is omitteecause we are filing a definitive proxy statenmmsuant to Regulation 14A on or bef
April 30, 2014, which includes the required infotioa. The required information contained in our)prestatement is incorporated hereir
reference.

ltem 12.  Security Ownership of Certain Beneficial Owners andvlanagement and Related Stockholder Matter:

The information required by this Item 12 is omitteetCause we are filing a definitive proxy statenmmsuant to Regulation 14A on or bef
April 30, 2014, which includes the required infotina. The required information contained in ouryratatement is incorporated hereir
reference.

Item 13. Certain Relationships and Related Transa@ns, and Director Independence.

The information required by this Item 13 is omitteecause we are filing a definitive proxy statenmmsuant to Regulation 14A on or bef
April 30, 2014, which includes the required infotina. The required information contained in our)pretatement is incorporated hereir
reference.

Item 14. Principal Accounting Fees and Services.

The information required by this Item 14 is omitteetCause we are filing a definitive proxy statenmmsuant to Regulation 14A on or bef
April 30, 2014, which includes the required infotina. The required information contained in ouryratatement is incorporated hereir
reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedule

() 1. The following financial statements are includedhis Form 1-K:

Consolidated Balance Sheets as of December 31,&01301:

Consolidated Statements of Operations for the YEaded December 31, 2013, 2012, and 2

Consolidated Statements of Comprehensive Loshi&lears Ended December 31, 2013, 2012, and
Consolidated Statements of Change in Stockhc’ Equity for the Years Ended December 31, 2013, 2848,2011
Consolidated Statements of Cash Flows for the Yeaded December 31, 2013, 2012, and =

Notes to Consolidated Financial Statems

Report of Independent Registered Public AccourfEing

(a) 2. List of Financial Statement Schedu
Financial statement schedules are omitted becheseformation is not applicabl
(a) 3. List of Exhibits

The Exhibit Index of this report is incorporated fi@ference. The compensatory plans or arrangeraguired to be filed as exhik
to this Form 1-K pursuant to Item 15(c) are noted with an astdrigke Exhibit Index
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SIGNATURES

Pursuant to the requirements of Section 13 or 16{dhe Securities Exchange Act of 1934, the Comgplaass duly caused this report to
signed on its behalf by the undersigned, thereduaty authorized.

PORTER BANCORP, INC.
March 14, 201« By: /s/ John T. Taylo

John T. Taylo
Chief Executive Office

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed belpihe following persons on behalf of
registrant and in the capacities indicated.

/s/ John T. Taylor Chief Executive Officer March 14, 2014
John T. Taylo

/s/ Phillip W. Barnhouse Chief Financial Officer March 14, 2014
Phillip W. Barnhous:t

/s/ David L. Hawkins Director March 14, 2014
David L. Hawkins

/s/ W. Glenn Hogan Director March 14, 2014
W. Glenn Hogat

/sl Sidney L. Monroe Director March 14, 2014
Sidney L. Monroe

/s/ William G. Porter Director March 14, 2014
William G. Portet

/sl Stephen A. Williams Director March 14, 2014
Stephen A. William:

/s! W. Kirk Wycoff Director March 14, 2014
W. Kirk Wycoff
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Exhibit No. (1)
3.1

3.2

3.3

3.4

3.5

3.6

4.1

4.2

4.3

4.4

10.1+

10.2+

10.3+

10.4+

10.5+

10.6+

10.7+

10.8

10.9

EXHIBIT INDEX

Description
Amended and Restated Articles of Incorporation agiRtrant, dated December 7, 2005. Exhibit 3.1 tonFS4
Registration Statement (Reg. No. -133198) filed April 11, 2006 is hereby incorporatsdreference

Articles of Amendment to the Amended and Restatditlas of Incorporation, dated November 18, 20B8hibit 3.1 tc
Form &K filed November 24, 2008 is hereby incorporateddfgrence

Articles of Amendment to the Amended and Restatetitlas of Incorporation, dated June 29, 2010. BiHh3.1 to thi
Registrar’s Current Report on Forn-K filed with the SEC on July 7, 2010 is hereby inmmrated by referenc

Articles of Amendment to the Amended and Restatetitlas of Incorporation, dated June 30, 2010. Bikh3.2 to thi
Registrar’s Current Report on Forn-K filed with the SEC on July 7, 2010 is hereby inmmrated by referenc

Articles of Amendment to the Amended and Restateticlas of Incorporation, dated October 22, 201@hikit 4.8 tc
Form &3 Registration Statement (Reg. No. -170678) filed November 18, 2010 is hereby incorfetdy reference

Bylaws of the Registrant, dated November 30, 2@3hibit 3.2 to Form S-1 Registration Statement (Rég. 333133198
filed April 11, 2006 is hereby incorporated by refece.

Warrant to purchase up to 299,829 shares. Exhilittelt Form 8K filed November 24, 2008 is hereby incorporates
reference

Securities Purchase Agreement between the Registndnthe Purchasers thereto, dated as of Jur030, Exhibit 10.1 t
the Registrar's Current Report on Forn-K filed with the SEC on July 7, 2010 is hereby irpmrated by referenc

Registration Rights Agreement between the Registrad the Purchasers thereto, dated as of Juriz030, Exhibit 10.2 1
the Registrar's Current Report on Forn-K filed with the SEC on July 7, 2010 is hereby irpmmrated by referenc

Letter Agreement between the Registrant and SBAYdd®ed as of July 23, 2010. Exhibit 10 to the Regnts Curren
Report on Form-K filed with the SEC on July 29, 2010 is herebyarporated by referenc

Porter Bancorp, Inc. Amended and Restated 2006kStaxentive Plan. Exhibit 10.2 to FormISRegistration Stateme
(Reg. No. 33-133198) filed April 11, 2006 is hereby incorporatedreference

Form of Porter Bancorp, Inc. Stock Option Award égment. Exhibit 10.3 to Form B-Registration Statement (R
No. 33:-133198) filed April 11, 2006 is hereby incorporat®dreference

Form of Porter Bancorp, Inc. Restricted Stock AwAgteement. Exhibit 10.4 to FormBRegistration Statement (R
No. 33%-133198) filed April 11, 2006 is hereby incorporat®dreference

Form of Ascencia Bank (now known as PBI Bank) Sapmntal Executive Retirement Plan. Exhibit 10.5~tvm S41
Registration Statement (Reg. No. -133198) filed April 11, 2006 is hereby incorporatsdreference

Form of Amendment to PBI Bank Supplemental ExeeufRetirement Plan. Exhibit 10.7 to Form KOiled March 26
2009 is hereby incorporated by referer

Porter Bancorp, Inc. 2006 Ndemployee Directors Stock Ownership Incentive PEsamended May 22, 2008. Anne
Definitive Proxy Statement filed April 17, 2008hsreby incorporated by referen

Amendment to Porter Bancorp, Inc. 2006 Nemployee Directors Stock Ownership Incentive PEsamended May 2
2008.

Promissory Installment Note of Maria L. Bouvettedah Chester Porter, as borrowers, to David L. Hasvkas lende
Exhibit 10.7 to Form S-1/A Registration StatemeRed. No. 333t33198) filed May 24, 2006 is hereby incorporatg
reference

Letter Agreement, dated November 21, 2008 inclutlirgSecurities Purchase Agreeme@ttandard Terms incorporated
reference therein, between the Company and theTue&sury. Exhibit 10.1 to Formi8filed November 24, 2008 is here
incorporated by reference.
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Form of Waiver of Senior Executive Officers. ExhithD.2 to Form & filed November 24, 2008 is hereby incorporate:
reference

Porter Bancorp, Inc. 2011 Incentive CompensationuBoPlan (incorporated by reference to Exhibit 4ad 2011 Forr
10K).

Consent with Federal Deposit Insurance Corporadimh Kentucky Department of Financial Institutiorsged! June 24, 201
Exhibit 99.1 to Form -K filed June 30, 2011

Employment Agreement with John T. Taylor (Exhib@ fo Form 8K filed August 6, 2012 is hereby incorporated
reference)

Employment Agreement with John R. Davis (Exhibit1l® Form 8K filed September 25, 2012 is hereby incorporatg
reference)

Employment Agreement with Joseph C. Seiler (ExHhilfitl to Form 1@ filed August 8, 2013 is hereby incorporatec
reference)

Employment Agreement with Phillip W. Barnhouse (Bith10.2 to Form 109 filed August 8, 2013 is hereby incorpore
by reference)

List of Subsidiaries of Porter Bancorp, li

Consent of Crowe Horwath LLP, Independent Regidt&eblic Accounting Firn

Certification of Chief Executive Officer pursuantExchange Act Rules 1-14 or 15¢14

Certification of Chief Financial Officer pursuawot Exchange Act Rules 1-14 or 1514

Certification of Chief Executive Officer pursuantExchange Act Rules 1-14(b) or 15+14(b) and 18 U.S.C. Section 13
Certification of Chief Financial Officer pursuant Exchange Act Rules 1-14(b) or 15+14(b) and U.S.C. Section 13

Certification of Principal Executive Officer pursuato Section 30.15 of the U.S. Treassrynterim Final Rule on TAFR
Standards for Compensation and Corporate Govern

Certification of Principal Executive Officer pursuato Section 30.15 of the U.S. Treassrynterim Final Rule on TAFR
Standards for Compensation and Corporate Govern

The following financial statements from the Companfnnual Report on Form 10K for the year ended b 31, 201!
formatted in XBRL: (i) Consolidated Balance Shedfi$) Consolidated Statements of Operations, (ipnsolidate
Statements of Comprehensive Income, (iv) Consddi&tatements of Changes in Stockhold&ity, (v) Consolidate
Statements of Cash Flows, (vi) Notes to Consolii&ieancial Statement

+  Management contract or compensatory plan or arraage
(1) The Company has other long-term debt agreentbatameet the exclusion set forth in Section 6(#{ii)(A) of Regulation SK. The
Company hereby agrees to furnish a copy of suokeagents to the Securities and Exchange Commisgiom request
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Exhibit 21.1

SUBSIDIARIES OF PORTER BANCORP, INC.

Direct Subsidiary Jurisdiction of Organization Does Business A
PBI Bank Kentucky PBI Bank
Ascencia Statutory Trust Connecticu Ascencia Statutory Trust
Porter Statutory Trust Connecticu Porter Statutory Trust
Porter Statutory Trust Ii Connecticu Porter Statutory Trust Ii
Porter Statutory Trust I’ Connecticu Porter Statutory Trust I’
PBIB Corporation, Inc Kentucky PBIB Corporation, Inc
Indirect Subsidiary Jurisdiction of Organization Does Business A Parent Entity
PBI Title Services, LLC Kentucky PBI Title Services, LLC PBI Bank
Durham-Mudd Insurance Kentucky Durham-Mudd Insurance PBI Bank
Agency, Inc. Agency, Inc.



Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniRegfion Statement Nos. 333-189005 and 333-18898Borm S8 of Porter Bancorp, In
of our report dated March 14, 2014 with respedht® consolidated financial statements of PortercBgm Inc., which report appears in -
Annual Report on Form 10-K of Porter Bancorp, ffioc.the year ended December 31, 2013.

Crowe Horwath LLF

Louisville, Kentucky
March 14, 2014



Exhibit 31.1

PORTER BANCORP, INC.
RULE 13A-14(A) CERTIFICATION OF CHIEF EXECUTIVE OFF ICER

I, John T. Taylor, Chief Executive Officer of Pari@ancorp, Inc. (the “Company”), certify that:
1. I have reviewed this Annual Report on Form 16fkhe Company;

2. Based on my knowledge, this report does notatorany untrue statement of a material fact or amgitate a material fact necessary tor
the statements made, in light of the circumstanoeler which such statements were made, not misigadih respect to the period coverec
this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material respt
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

4. The registrang other certifying officer(s) and | are responsifide establishing and maintaining disclosure cdstr@and procedures |
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag defined in Exchange Act Rules 13a-1
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedwe caused such disclosure controls and procedorde designed under
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by ot
within those entities, particularly during the etiin which this report is being prepared;

(b) Designed such internal control over financeparting, or caused such internal control overrfaia reporting to be designed un
our supervision, to provide reasonable assurargardang the reliability of financial reporting arlde preparation of financial statements
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presenttds report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportihgt occurred during the registrathos
recent fiscal quarter (the registramfourth fiscal quarter in the case of an annupbrg that has materially affected, or is reasopdikkly to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrans other certifying officer(s) and | have discloség@sed on our most recent evaluation of internaltrob over financie
reporting, to the registrant's auditors and theitacommittee of the registrant's board of direct¢os persons performing the equival
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbmiver financial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sgmifrole in the registrarst’
internal control over financial reporting.

Dated: March 14, 201 /s/ John T. Taylo
John T. Taylor
Chief Executive Office




Exhibit 31.2

PORTER BANCORP, INC.
RULE 13A-14(A) CERTIFICATION OF CHIEF FINANCIAL OFF ICER

I, Phillip W. Barnhouse, Chief Financial Officer Bbrter Bancorp, Inc. (the “Company”), certify that
1. I have reviewed this Annual Report on Form 16fkhe Company;

2. Based on my knowledge, this report does notatorany untrue statement of a material fact or amgitate a material fact necessary tor
the statements made, in light of the circumstanoeler which such statements were made, not misigadih respect to the period coverec
this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material respt
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

4. The registrang other certifying officer(s) and | are responsifide establishing and maintaining disclosure cdstr@and procedures |
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag defined in Exchange Act Rules 13a-1
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedwe caused such disclosure controls and procedorde designed under
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by ot
within those entities, particularly during the etiin which this report is being prepared;

(b) Designed such internal control over financeparting, or caused such internal control overrfaia reporting to be designed un
our supervision, to provide reasonable assurargardang the reliability of financial reporting arlde preparation of financial statements
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presenttds report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportihgt occurred during the registrathos
recent fiscal quarter (the registramfourth fiscal quarter in the case of an annupbrg that has materially affected, or is reasopdikkly to
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrans other certifying officer(s) and | have discloség@sed on our most recent evaluation of internaltrob over financie
reporting, to the registrant’s auditors and theitaadmmittee of the registramst’board of directors (or persons performing theiveden!
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbmiver financial reporting which a
reasonably likely to adversely affect the registeaability to record, process, summarize and rtefrmaincial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sgmifrole in the registrarst’
internal control over financial reporting.

Dated: March 14, 201 /s/ Phillip W. Barnhous
Phillip W. Barnhouse
Chief Financial Office




Exhibit 32.1
SECTION 906 CERTIFICATION

In connection with the Annual Report on Form 104&Paorter Bancorp, Inc. (the “Companyfr the annual period ended Decembel
2013, as filed with the Securities and Exchange @@sion on the date hereof (the “Report;)John T. Taylor, Chief Executive Officer of -
Company, do hereby certify, in accordance with 18.0. Section 1350, as adopted pursuant to Se@fiérof the Sarbanegdxley Act of 2002
that:

(1) The Report fully complies with the requirementsSafction 13(a) or 15(d), as applicable, of the SgearExchange Act of 1934,
amended; an

(2) The information contained in the Report fairly mess, in all material respects, the financial ctadiand results of operations
the Company

PORTER BANCORP, INC

Dated: March 14, 2014 By: /s/ John T. Taylor
John T. Taylol
Chief Executive Office




Exhibit 32.2
SECTION 906 CERTIFICATION

In connection with the Annual Report on Form 104&Paorter Bancorp, Inc. (the “Companyfr the annual period ended Decembel
2013, as filed with the Securities and Exchange @a@sion on the date hereof (the “Report;)Phillip W. Barnhouse, Chief Financial Offic
of the Company, do hereby certify, in accordandb @8 U.S.C. Section 1350, as adopted pursuant¢tdh 906 of the Sarban&xley Act o
2002, that:

(1) The Report fully complies with the requirementsSafction 13(a) or 15(d), as applicable, of the SgearExchange Act of 1934,
amended; an

(2) The information contained in the Report fairly mess, in all material respects, the financial ctadiand results of operations
the Company

PORTER BANCORP, INC

Dated: March 14, 2014 By: /s/ Phillip W. Barnhouse
Phillip W. Barnhous:t
Chief Financial Office




Exhibit 99.1

PORTER BANCORP, INC.
TARP CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, John T. Taylor, Chief Executive Officer of Pari@ancorp, Inc. (the “Company”), certify that:

(1) The compensation committee (the “Compensatiom@ittee”) of the Board of Directors (the “Boarddj the Company has met at le
every six months during the prior fiscal year witte senior risk officers of the Company to discassl evaluate senior executive offi
compensation plans and employee compensation ptahthe risks these plans pose to the Company;

(2) The Compensation Committee has identified amitdd the features in the senior executive officempensation plans that could |
senior executive officers to take unnecessary andssive risks that could threaten the value ofGbmpany, has identified any features ir
employee compensation plans that pose risks t€tmpany, and has limited those features to ensiatethe Company is not unnecessi
exposed to risks;

(3) The Compensation Committee has reviewed at kary six months the terms of each employee cosgi®n plan and identified a
limited the features in the plan that could encgarthe manipulation of reported earnings of the @amy to enhance the compensation ¢
employee;

(4) The Compensation Committee will certify to thesviews;

(5) The Compensation Committee will provide a ni@readescription of how it limited the features(insenior executive officer compensai
plans that could lead senior executive officerstdke unnecessary and excessive risks that coukhtdn the value of the Compe
(i) employee compensation plans to ensure thaCin@pany is not unnecessarily exposed to risks,(éhe@mployee compensation plans 1
could encourage the manipulation of reported egsof the Company to enhance the compensation efrgahoyee;

(6) The Company has required that all bonusesntiete awards, and incentive compensation of théosaxecutive officers and next twe
most highly compensated employees be subject tmwasipon for recovery or “clawbackby the Company if the payments were base
materially inaccurate financial statements or atiyeomaterially inaccurate performance metric date

(7) The Company has prohibited any golden parachatenent to the senior executive officers and teet five most highly compensa
employees. For this purpose, a golden parachuten@aty is any payment triggered by involuntary tewmion with or without caus
bankruptcy, insolvency or receivership of the Compar a change in control of the Company;

(8) The Company has limited bonuses, retention dsyaand incentive compensation paid to or accrye@rbployees to whom the boi
payment limitation applies;

(9) The Company will permit a ndminding shareholder resolution on the senior exeeuifficer compensation disclosures provided urtte
Federal securities laws in accordance with anyangd, rules, and regulations promulgated by the; SEC

(10) The Company and its employees have compli¢td the excessive or luxury expenditures policydefined in the regulations and guida
established under section 111 of EESA; and anyresgsethat, pursuant to the policy, required approf/the Board of Directors, a commit
of the Board of Directors, a senior executive @&fjcor an executive officer with a similar levelreEponsibility were properly approved,;

(11) The Company will disclose the amount, natare] justification for the offering of any perquestwhose total value exceeds $25,00!
each of the employees subject to the bonus payingtetions;

(12) The Company will disclose whether the Compding,Board, or the Compensation Committee has engagompensation consultant,
the services the compensation consultant or afliatéfprovided;

(13) The Company has prohibited any tax gnags-on compensation to the senior executive offi@rd the next twenty most hig
compensated employees;

(14) The Company has substantially complied witlh admpensation requirements set forth in the agee¢rmetween the Company and
Treasury, as may have been amended;

(15) The Company has submitted to Treasury a cdmplad accurate list of the senior executive officend the twenty next most hig
compensated employees for the current fiscal yd#r the nonsenior executive officers ranked in descending rofelevel of annu:
compensation, and with the name, title, and emplofeach senior executive officer and most higtdynpensated employee identified; and,

(16) The officer certifying understands that a kimayand willful false or fraudulent statement maleonnection with the certification may
punished by fine, imprisonment or both.

Dated: March 14, 2014 By: /s/ John T. Taylor
John T. Taylo
Chief Executive Office




Exhibit 99.2

PORTER BANCORP, INC.
TARP CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Phillip W. Barnhouse, Chief Financial Officer Bbrter Bancorp, Inc. (the “Company”), certify that

(1) The compensation committee (the “Compensatiom@ittee”) of the Board of Directors (the “Boarddj the Company has met at le
every six months during the prior fiscal year witte senior risk officers of the Company to discassl evaluate senior executive offi
compensation plans and employee compensation ptahthe risks these plans pose to the Company;

(2) The Compensation Committee has identified amitdd the features in the senior executive officempensation plans that could |
senior executive officers to take unnecessary andssive risks that could threaten the value ofGbmpany, has identified any features ir
employee compensation plans that pose risks t€tmpany, and has limited those features to ensiatethe Company is not unnecessi
exposed to risks;

(3) The Compensation Committee has reviewed at kary six months the terms of each employee cosgi®n plan and identified a
limited the features in the plan that could encgarthe manipulation of reported earnings of the @amy to enhance the compensation ¢
employee;

(4) The Compensation Committee will certify to thesviews;

(5) The Compensation Committee will provide a ni@readescription of how it limited the features(insenior executive officer compensai
plans that could lead senior executive officerstdke unnecessary and excessive risks that coukhtdn the value of the Compe
(i) employee compensation plans to ensure thaCin@pany is not unnecessarily exposed to risks,(éhe@mployee compensation plans 1
could encourage the manipulation of reported egsof the Company to enhance the compensation efrgahoyee;

(6) The Company has required that all bonusesntiete awards, and incentive compensation of théosaxecutive officers and next twe
most highly compensated employees be subject tmwasipon for recovery or “clawbackby the Company if the payments were base
materially inaccurate financial statements or atiyeomaterially inaccurate performance metric date

(7) The Company has prohibited any golden parachatenent to the senior executive officers and teet five most highly compensa
employees. For this purpose, a golden parachuten@aty is any payment triggered by involuntary tewmion with or without caus
bankruptcy, insolvency or receivership of the Compar a change in control of the Company;

(8) The Company has limited bonuses, retention dsyaand incentive compensation paid to or accrye@rbployees to whom the boi
payment limitation applies;

(9) The Company will permit a ndminding shareholder resolution on the senior exeeuifficer compensation disclosures provided urtte
Federal securities laws in accordance with anyangd, rules, and regulations promulgated by the; SEC

(10) The Company and its employees have compli¢td the excessive or luxury expenditures policydefined in the regulations and guida
established under section 111 of EESA; and anyresgsethat, pursuant to the policy, required approf/the Board of Directors, a commit
of the Board of Directors, a senior executive @&fjcor an executive officer with a similar levelreEponsibility were properly approved,;

(11) The Company will disclose the amount, natare] justification for the offering of any perquestwhose total value exceeds $25,00!
each of the employees subject to the bonus payingtetions;

(12) The Company will disclose whether the Compding,Board, or the Compensation Committee has engagompensation consultant,
the services the compensation consultant or afliatéfprovided;

(13) The Company has prohibited any tax gnags-on compensation to the senior executive offi@rd the next twenty most hig
compensated employees;

(14) The Company has substantially complied witlh admpensation requirements set forth in the agee¢rmetween the Company and
Treasury, as may have been amended;

(15) The Company has submitted to Treasury a cdmplad accurate list of the senior executive officend the twenty next most hig
compensated employees for the current fiscal yeih the nonsenior executive officers ranked in descending oafelevel of annu
compensation, and with the name, title, and emplofeach senior executive officer and most higtdynpensated employee identified; and,

(16) The officer certifying understands that a kimayand willful false or fraudulent statement maleonnection with the certification may
punished by fine, imprisonment or both.

Dated: March 14, 201 By: /s/ Phillip W. Barnhous

Phillip W. Barnhous:t
Chief Financial Office




