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PART |
Forward-Looking Statements

This discussion of financial results includes forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, (the "1933 Act") and Section 21E of the Securities Exchange Act of 1934, as
amended, (the "1934 Act"). Those sections of the 1933 Act and 1934 Act provide a "safe harbor" for forward-looking
statements to encourage companies to provide prospective information about their financial performance so long as
they provide meaningful, cautionary statements identifying important factors that could cause actual results to differ
significantly from projected results.

Our forward-looking statements include descriptions of plans or objectives of Management for future operations,
products or services, and forecasts of revenues, earnings or other measures of economic performance. Forward-
looking statements can be identified by the fact that they do not relate strictly to historical or current facts. They often
include the words "believe," "expect," "intend," "estimate" or words of similar meaning, or future or conditional verbs
preceded by "will," "would," "should," "could" or "may."
Forward-looking statements are based on Management's current expectations regarding economic, legislative, and
regulatory issues that may affect our earnings in future periods. A number of factors, many of which are beyond
Management’s control, could cause future results to vary materially from current Management expectations. Such
factors include, but are not limited to, general economic conditions and the economic uncertainty in the United States
and abroad, including changes in interest rates, deposit flows, real estate values, and expected future cash flows on
loans and securities; integration of acquisitions and competition; changes in accounting principles, policies or guidelines;
changes in legislation or regulation; natural disasters; adverse weather conditions; and other economic, competitive,
governmental, regulatory and technological factors affecting our operations, pricing, products and services.

Important factors that could cause results or performance to materially differ from those expressed in our prior forward-
looking statements are detailed in Iltem 7A. Risk Factors of this report. Forward-looking statements speak only as of
the date they are made. We do not undertake to update forward-looking statements to reflect circumstances or events
that occur after the date the forward-looking statements are made or to reflect the occurrence of unanticipated events.

ITEM 1 BUSINESS

Bank of Marin (the “Bank”) was incorporated in August 1989, received its charter from the California Superintendent
of Banks (now the California Department of Business Oversight or "DBQO") and commenced operations in January
1990. The Bank is an insured bank by the Federal Deposit Insurance Corporation (“FDIC”). On July 1, 2007 (the
“Effective Date”), a bank holding company reorganization was completed whereby Bank of Marin Bancorp (“Bancorp”)
became the parent holding company for the Bank, the sole and wholly-owned subsidiary of Bancorp. On the Effective
Date, each outstanding share of Bank of Marin common stock was converted into one share of Bank of Marin Bancorp
common stock. Bancorp is listed at NASDAQ under the ticker symbol BMRC, which was formerly used by the Bank.
Prior to the Effective Date, the Bank filed reports and proxy statements with the FDIC pursuant to Section 12 of the
1934 Act. Upon formation of the holding company, Bancorp became subject to regulation under the Bank Holding
Company Act of 1956, as amended, and Federal Reserve Board reporting and examination requirements. Bancorp
files periodic reports and proxy statements with the Securities and Exchange Commission pursuant to the Securities
Exchange Act of 1934, as amended.

References in this report to “Bancorp” mean Bank of Marin Bancorp, parent holding company for the Bank. References

to “we,” “our,” “us” mean the holding company and the Bank that are consolidated for financial reporting purposes.

Virtually all of our business is conducted through Bancorp's subsidiary, Bank of Marin, which is headquartered in
Novato, California. In addition to our headquarters office, we operate through twenty offices in Marin, Sonoma, San
Francisco, Napa and Alameda counties, with a strong emphasis on supporting the local communities. Our customer
base is made up of business and personal banking relationships from the communities near the branch office locations.
Our business banking focus is on small to medium-sized businesses, professionals and not-for-profit organizations.
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We offer a broad range of commercial and retail deposit and lending programs designed to meet the needs of our
target markets. Our lending categories include commercial real estate loans, commercial and industrial loans,
construction financing, consumer loans, and home equity lines of credit. Merchant card services are available for our
business customers. Through third party vendors, we offer a proprietary Visa® credit card product combined with a
rewards program to our customers, a Business Visa® program, a leasing program for commercial equipment financing,
and cash management sweep services.

We offer a variety of personal and business checking and savings accounts, and a number of time deposit alternatives,
including time certificates of deposit, Individual Retirement Accounts (“IRAs”), Health Savings Accounts, Certificate of
Deposit Account Registry Service® ("CDARS") and Insured Cash Sweep® ("ICS") accounts. CDARS and ICS are part
of a network through which we offer full FDIC insurance coverage in excess of the regulatory maximum by placing
deposits in multiple banks participating in the network. For businesses, we now offer another sweep product which
also provides full FDIC insurance coverage called Demand Deposit Marketplace, or DDM Sweep. We also offer mobile
banking, remote deposit capture, Automated Clearing House services (“ACH”), fraud prevention services including
Positive Pay for Checks, ACH, Apple Pay®, peer-to-peer funds transfer, and image lockbox services. A valet deposit
pick-up service is available to our professional and business clients.

Automated teller machines (“ATM's”) are available at most retail branch locations. Our ATM network is linked to the
PLUS, CIRRUS and NYCE networks, as well as to a network of nation-wide surcharge-free ATM's called MoneyPass.
We also offer our depositors 24-hour access to their accounts by telephone and through our internet banking products
available to personal and business account holders.

We offer Wealth Management and Trust Services (“WMTS”) which include customized investment portfolio
management, trust administration, estate settlement and custody services. We also offer 401(k) plan services to small
and medium-sized businesses through a third party vendor.

We make international banking services available to our customers indirectly through other financial institutions with
whom we have correspondent banking relationships.

We hold no patents, licenses (other than licenses required by the appropriate banking regulatory agencies), franchises
or concessions. The Bank has registered the service marks "The Spirit of Marin", the words “Bank of Marin”, the Bank
of Marin logo, and the Bank of Marin tagline “Committed to your business and our community” with the United States
Patent & Trademark Office. Inaddition, Bancorp has registered the service marks for the words “Bank of Marin Bancorp”
and for the Bank of Marin Bancorp logo with the United States Patent & Trademark Office.

All service marks registered by Bancorp or the Bank are registered on the United States Patent & Trademark Office
Principal Register, with the exception of the words "Bank of Marin Bancorp" which is registered on the United States
Patent & Trademark Office Supplemental Register.

Market Area

Our primary market area consists of Marin, San Francisco, Napa, Sonoma and Alameda counties. Our customer base
is primarily made up of business, not-for-profit and personal banking relationships within these market areas.

We attract deposit relationships from individuals, merchants, small to medium-sized businesses, not-for-profit
organizations and professionals who live and/or work in the communities comprising our market areas. As of
December 31, 2016, approximately 66% of our deposits are in Marin County and southern Sonoma County, and
approximately 55% of our deposits are from businesses and 45% from individuals.

Competition

The banking business in California generally, and in our market area specifically, is highly competitive with respect to
attracting both loan and deposit relationships. The increasingly competitive environment is affected by changes in
regulation, interestrates, technology and product delivery systems, and consolidation among financial service providers.
The banking industry is seeing strong competition for quality loans, with larger banks expanding their activities to attract
businesses that are traditionally community bank customers. In all of our five counties, we have significant competition
from nationwide banks with much larger branch networks and greater financial resources, as well as credit unions and
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other local and regional banks. Nationwide banks have the competitive advantages of national advertising campaigns
and technology infrastructure to achieve economies of scale. Large commercial banks also have substantially greater
lending limits and the ability to offer certain services which are not offered directly by us. Other competitors for depositors'
funds are money market mutual funds and non-bank financial institutions such as brokerage firms and insurance
companies.

In order to compete with the numerous, and often larger, financial institutions in our primary market area, we use, to
the fullest extent possible, the flexibility and rapid response capabilities that derive from our local leadership and
decision making. Our competitive advantages also include an emphasis on personalized service, extensive community
involvement, philanthropic giving, local promotional activities and strong relationships with our customers.

In Marin County, we have the third largest market share of total depositsat 10.2%, based upon the FDIC deposit market
share data as of June 30, 2016." A significant driver of our franchise value is the growth and stability of our checking
deposits, a low-cost funding source for our loan portfolio.

Employees

At December 31, 2016, we employed 262 full-time equivalent (“FTE”) staff. The actual number of employees, including
part-time employees, at year-end 2016 included six executive officers, 106 other corporate officers and 164 staff. None
of our employees are presently represented by a union or covered by a collective bargaining agreement. We believe
that our employee relations are good. We have consistently been recognized as one of the “Best Places to Work” by
the North Bay Business Journal and as a "Top Corporate Philanthropist” by the San Francisco Business Times.

SUPERVISION AND REGULATION

Bank holding companies and banks are extensively regulated under both federal and state law. The following discussion
summarizes certain significant laws, rules and regulations affecting Bancorp and the Bank.

Bank Holding Company Regulation

Upon formation of the bank holding company on July 1, 2007, we became subject to regulation under the Bank Holding
Company Act of 1956, as amended (“BHCA”) which subjects Bancorp to Federal Reserve Board ("FRB") reporting
and examination requirements. Under the FRB's regulations, a bank holding company is required to serve as a source
of financial and managerial strength to its subsidiary banks. Under this requirement, we are expected to commit
resources to support the Bank, including at times when we may not be in a financial position to provide such resources,
and it may not be in our, or our shareholders’ or creditors’, best interests to do so. In addition, any capital loans we
make to the Bank are subordinate in right of payment to depositors and to certain other indebtedness of the Bank.
The BHCA regulates the activities of holding companies including acquisitions, mergers and consolidations and,
together with the Gramm-Leach Bliley Act of 1999, the scope of allowable banking activities. Bancorp is also a bank
holding company within the meaning of the California Financial Code. As such, Bancorp and its subsidiaries are subject
to examination by, and may be required to file reports with, the DBO.

Bank Regulation

Banking regulations are primarily intended to protect consumers, depositors' funds, federal deposit insurance funds
and the banking system as a whole. These regulations affect our lending practices, consumer protections, capital
structure, investment practices and dividend policy.

As a state chartered bank, we are subject to regulation, supervision and examination by the DBO. We are also subject
to regulation, supervision and periodic examination by the FDIC. If, as a result of an examination of the Bank, the
FDIC or the DBO should determine that the financial condition, capital resources, asset quality, earnings prospects,
management, liquidity, or other aspects of our operations are unsatisfactory, or that we have violated any law or
regulation, various remedies are available to those regulators including issuing a “cease and desist” order, monetary
penalties, restitution, restricting our growth or removing officers and directors.

T Source: SNL Financial LC of Charlottesville, Virginia
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The Bank addresses the many state and federal regulations it is subject to through a comprehensive compliance
program that addresses the various risks associated with these issues.

Dividends

The payment of cash dividends by the Bank to Bancorp is subject to restrictions set forth in the California Financial
Code (the “Code”) in addition to regulations and policy statements of the FRB. Prior to any distribution from the Bank
to Bancorp, a calculation is made to ensure compliance with the provisions of the Code and to ensure that the Bank
remains within capital guidelines set forth by the DBO and the FDIC. See also Note 8 to the Consolidated Financial
Statements, under the heading “Dividends” in ltem 8 of this report.

FDIC Insurance Assessments

Our deposits are insured by the FDIC to the maximum amount permitted by law, which is currently $250,000 per
depositor, based on the 2010 Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”).

Our FDIC insurance assessment base is quarterly average consolidated total assets minus average tangible equity,
defined as Common Equity Tier 1 Capital. The FDIC has reduced the deposit insurance assessment rates since the
Deposit Insurance Fund Reserve Ratio reached its target level as of June 30, 2016. Assessment rates are currently
between 1.5 and 40 basis points annually on the assessment base for banks in all risk categories. In deriving the risk
categories, the FDIC uses a bank's capital level, supervisory ratios and other financial measures to determine a bank's
ability to withstand financial stress.

Community Reinvestment Act

The Community Reinvestment Act (‘CRA”) was enacted in 1977 to encourage financial institutions to meet the credit
needs of the communities where they are chartered. All banks and thrifts have a continuing and affirmative obligation,
consistent with safe and sound operations, to help meet the credit needs of their entire communities, including low
and moderate income neighborhoods. Regulatory agencies rate each bank's performance in assessing and meeting
these credit needs. The Bank is committed to serving the credit needs of the communities in which we do business,
and it is our policy to respond to all creditworthy segments of our market. As part of its CRA commitment, the Bank
maintains strong philanthropic ties to the community. We invest in affordable housing projects that help economically
disadvantaged individuals and residents of low- and moderate-income census tracts, in each case consistent with our
long-established prudent underwriting practices. We also donate to and volunteer with organizations in our communities
that serve low- and moderate-income individuals, that offer educational and health programs to economically
disadvantaged students and families, community development services and affordable housing programs. We provide
CRA reportable small business, small farm and community development loans within our assessment areas. The CRA
requires a depository institution's primary federal regulator, in connection with its examination of the institution, to
assess the institution's record in meeting CRA requirements. The regulatory agency's assessment of the institution's
record is made available to the public. This record is taken into consideration when the institution establishes a new
branch that accepts deposits, relocates an office, applies to merge or consolidate, or expands into other activities. The
FDIC's last CRA performance examination, completed in May 2015, was performed under the large bank requirements
and was assigned a rating of “Satisfactory”.

Anti Money-Laundering Regulations

Aseries of banking laws and regulations beginning with the Bank Secrecy Actin 1970 requires banks to prevent, detect,
and report illicit or illegal financial activities to the federal government to prevent money laundering, international drug
trafficking, and terrorism. Under the Uniting and Strengthening America by Providing Appropriate Tools Required to
Intercept and Obstruct Terrorism Act of 2001, financial institutions are subject to prohibitions against specified financial
transactions and account relationships, requirements regarding the Customer Identification Program, as well as
enhanced due diligence and “know your customer” standards in their dealings with high risk customers, foreign financial
institutions, and foreign individuals and entities.

Page-7



Privacy and Data Security

The Gramm-Leach Bliley Act (“GLBA”) of 1999 imposes requirements on financial institutions with respect to consumer
privacy. The GLBA generally prohibits disclosure of consumer information to non-affiliated third parties unless the
consumer has been given the opportunity to object and has not objected to such disclosure. Financial institutions are
further required to disclose their privacy policies to consumers annually. The GLBA also directs federal regulators,
including the FDIC, to prescribe standards for the security of consumer information. We are subject to such standards,
as well as standards for notifying consumers in the event of a security breach. We must disclose our privacy policy
to consumers and permit consumers to “opt out” of having non-public customer information disclosed to third parties.
We are required to have an information security program to safeguard the confidentiality and security of customer
information and to ensure proper disposal of information that is no longer needed. Customers must be notified when
unauthorized disclosure involves sensitive customer information that may be misused.

Consumer Protection Regulations

Our lending activities are subject to a variety of statutes and regulations designed to protect consumers, including the
CRA, Home Mortgage Disclosure Act, Fair Credit Reporting Act, Fair Lending, Fair Debt Collection Practices Act, Flood
Disaster Protection Act, Equal Credit Opportunity Act, the Fair Housing Act, Truth-in-Lending Act ("TILA"), and the Real
Estate Settlement Procedures Act ("RESPA"). Our deposit operations are also subject to laws and regulations that
protect consumer rights including Expedited Funds Availability, Truth in Savings, and Electronic Funds Transfers. Other
regulatory requirements include: the Unfair, Deceptive or Abusive Acts and Practices ("UDAAP"), Dodd-Frank Act,
Right To Financial Privacy and Privacy of Consumer Financial Information. Additional rules govern check writing ability
on certain interest earning accounts and prescribe procedures for complying with administrative subpoenas of financial
records.

Restriction on Transactions between Bank's Affiliates

Transactions between Bancorp and the Bank are quantitatively and qualitatively restricted under Sections 23A and
23B of the Federal Reserve Act and Federal Reserve Regulation W. Section 23A places restrictions on the Bank's
“covered transactions” with Bancorp, including loans and other extensions of credit, investments in the securities of,
and purchases of assets from Bancorp. Section 23B requires that certain transactions, including all covered
transactions, be on market terms and conditions. Federal Reserve Regulation W combines statutory restrictions on
transactions between the Bank and Bancorp with FRB interpretations in an effort to simplify compliance with Sections
23A and 23B.

Capital Requirements

The FRB and the FDIC have adopted risk-based capital guidelines for bank holding companies and banks. Bancorp's
ratios exceed the required minimum ratios for capital adequacy purposes and the Bank meets the definition for "well
capitalized." Undercapitalized depository institutions may be subject to significant restrictions. Payment of dividends
could be restricted or prohibited, with some exceptions, if the Bank were categorized as "critically undercapitalized"
under applicable FDIC regulations.

In July 2013, the federal banking regulators approved a final rule to implement the revised capital adequacy standards
of the Basel Committee on Banking Supervision, commonly called Basel lll. The final rule strengthens the definition
of regulatory capital, increases risk-based capital requirements, makes selected changes to the calculation of risk-
weighted assets, and adjusts the prompt corrective action thresholds. We became subject to the new rule on January 1,
2015 and certain provisions of the new rule will be phased in over the period of 2015 through 2019. We have modeled
our ratios under the finalized Basel Ill rules and we do not expect that we will be required to raise additional capital
when the new rules fully phase in. For further information on our risk-based capital positions and the effect of the new
Basel Il rules, see Note 15 to the Consolidated Financial Statements in Item 8 of this report.

The Dodd-Frank Wall Street Reform and Consumer Protection Act
The Dodd-Frank Act, a landmark financial reform bill comprised of voluminous new rules and restrictions on bank
operations, included provisions aimed at preventing a repeat of the 2008 financial crisis and a new process for winding

down failing, systemically important institutions in a manner as close to a controlled bankruptcy as possible. Among
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other things, the Dodd-Frank Act established new government oversight responsibilities, enhanced capital adequacy
requirements for certain institutions, established consumer protection laws and regulations, and placed limitations on
certain banking activities. The new Presidential Administration ("Administration") has indicated a desire to reform the
Dodd-Frank Act in order to reduce the regulatory burden on U.S. companies, including financial institutions. At this
time, no details on the proposed reforms have been published and we are uncertain whether the intended deregulation
will have a significant impact on us.

Notice and Approval Requirements Related to Control

Banking laws impose notice, approval and ongoing regulatory requirements on any shareholder or other party that
seeks to acquire direct or indirect "control" of an FDIC-insured depository institution. These laws include the BHCA
and the Change in Bank Control Act. Among other things, these laws require regulatory filings by a shareholder or
other party that seeks to acquire direct or indirect "control" of an FDIC-insured depository institution or bank holding
company. The determination whether an investor "controls" a depository institution is based on all of the facts and
circumstances surrounding the investment. As a general matter, a party is deemed to control a depository institution
or other company if the party owns or controls 25% or more of any class of voting stock. Subject to rebuttal, a party
may be presumed to control a depository institution or other company if the investor owns or controls 10% or more of
any class of voting stock. Ownership by family members, affiliated parties, or parties acting in concert, is typically
aggregated for these purposes. If a party's ownership of the Company were to exceed certain thresholds, the investor
could be deemed to "control" the Company for regulatory purposes. This could subject the investor to regulatory filings
or other regulatory consequences.

In addition, except under limited circumstances, bank holding companies are prohibited from acquiring, without prior
approval:

« control of any other bank or bank holding company or all or substantially all the assets thereof; or
« more than 5% of the voting shares of a bank or bank holding company which is not already a subsidiary.

Incentive Compensation

The Dodd-Frank Actrequired federal bank regulators and the Securities and Exchange Commission ("SEC") to establish
joint regulations or guidelines prohibiting incentive-based payment arrangements that encourage inappropriate risks
by providing an executive officer, employee, director or principal stockholder with excessive compensation, fees, or
benefits or that could lead to material financial loss to the entity. These regulations apply to institutions having at least
$1 billion in total assets. In addition, regulators must establish regulations or guidelines requiring enhanced disclosure
to regulators of incentive-based compensation arrangements. The agencies proposed such regulations in April 2011,
but the regulations have not been finalized. If the regulations are adopted in the form initially proposed, they willimpose
limitations on the manner in which we may structure compensation for our executives.

The FRB will review, as part of the regular, risk-focused examination process, the incentive compensation arrangements
of banking organizations, such as us, that are not “large, complex banking organizations.” These reviews will be tailored
to each organization based on the scope and complexity of the organization’s activities and the prevalence of incentive
compensation arrangements. The findings of the supervisory initiatives will be included in reports of examination.
Deficiencies will be incorporated into the organization’s supervisory ratings, which can affect the organization’s ability
to make acquisitions and take other actions. Enforcement actions may be taken against a banking organization if its
incentive compensation arrangements, or related risk management control or governance processes, pose a risk to
the organization’s safety and soundness and the organization is not taking prompt and effective measures to correct
the deficiencies.

Available Information

On our Internet web site, www.bankofmarin.com, we post the following filings as soon as reasonably practical after
they are filed with or furnished to the Securities and Exchange Commission: Annual Report to Shareholders, Form
10-K, Proxy Statement for the Annual Meeting of Shareholders, quarterly reports on Form 10-Q, current reports on
Form 8-K, and any amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities
and Exchange Act of 1934. The text of the Code of Ethical Conduct for Bancorp and the Bank is also included on the
website. All such materials on our website are available free of charge. This website address is for information only
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and is not intended to be an active link, or to incorporate any website information into this document. In addition, copies
of our filings are available by requesting them in writing or by phone from:

Corporate Secretary

Bank of Marin Bancorp

504 Redwood Boulevard, Suite 100
Novato, CA 94947

415-763-4523
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ITEM1A RISK FACTORS

We assume and manage a certain degree of risk in order to conduct our business. The material risks and uncertainties
that Management believes may affect our business are listed below and in ltem 7A, Quantitative and Qualitative
Disclosure about Market Risk. The list is not exhaustive; additional risks and uncertainties that Management is not
aware of, or focused on, or currently deems immaterial may also impair business operations. If any of the following
risks, or risks that have not been identified, actually occur, our financial condition, results of operations, and stock
trading price could be materially and adversely affected. We manage these risks by promoting sound corporate
governance practices, which includes but is not limited to, establishing policies and internal controls, and implementing
internal review processes. Before making an investment decision, investors should carefully consider the risks, together
with all of the other information included or incorporated by reference in this Annual Report on Form 10-K and our other
filings with the SEC. This report is qualified in its entirety by these risk factors.

Earnings are Significantly Influenced by General Business and Economic Conditions

Our success depends, to a certain extent, on local, national and global economic and political conditions. While the
unemployment rates and consumer sentiments in the U.S. and local economies have improved over recent years,
these improvements are uneven and corporate investment growth is still sluggish. There can be no assurance that
the improvements are sustainable. The pro-growth fiscal policy by the new Administration could cause the inflation
rate to rise faster than expected, which may force the U.S. central bank to raise interest rates rapidly to combat rising
inflation, even though economic activity remains uneven. Such stagflation risk may disrupt the financial market and
may ultimately push the economy back to recession. In addition, oil price volatility, the level of U.S. debt and global
economic conditions can continue to have a destabilizing effect on financial markets.

Weakness in commercial and residential real estate values and home sale volumes, financial stress on borrowers,
increases in unemployment rates’, and customers' inability to pay debt could adversely affect our financial condition
and results of operations in the following ways:

»  Demand for our products and services may decline;

* Low cost or non-interest bearing deposits may decrease;

»  Collateral for our loans, especially real estate, may decline in value;

» Loan delinquencies, problem assets and foreclosures may increase as a result of a deterioration of our
borrowers' creditworthiness;

* Investment securities may become impaired.

Interest Rate Risk is Inherent in Our Business

Our earnings are largely dependent upon our net interest income, which is the difference between interest income
earned on interest-earning assets, such as loans and securities, and interest expense paid on interest-bearing liabilities,
such as deposits and borrowed funds. Interest rates are sensitive to many factors outside of our control, including
general economic conditions and the policies of various governmental and regulatory agencies and, in particular, the
FRB, which regulates the supply of money and credit in the United States. Changes in monetary policy, including
changes in interest rates, can influence not only the interest we receive on loans and securities and interest we pay
on deposits and borrowings, but can also affect (i) our ability to originate loans and obtain deposits, (ii) the fair value
of our financial assets and liabilities, and (iii) the average duration of our securities and loan portfolios. Our portfolio
of loans and securities will generally decline in value if market interest rates increase, and increase in value if market
interest rates decline. In addition, our loans and mortgage-backed securities are also subject to prepayment risk when
interest rates fall, and the borrowers' credit risk may increase in rising rate environments.

In December 2016, the Federal Open Market Committee of the FRB (“FOMC”) increased the federal funds target rate
by 25 basis points (basis points are equal to one hundredth of a percentage point) for the second time since 2008 to
a range of 0.50% to 0.75%. While there was no interest rate action in the first meeting of 2017, the FOMC indicated
that it may consider additional increases in 2017 upon further strengthening of labor markets and reaching the targeted
two percent inflation rate. Additionally, other factors such as productivity, oil prices, the strength of the U.S. dollar, and

T According to the California Employment Development Department's December 2016 labor reports, the unemploymentrates in Marin, San Francisco,
Sonoma, Napa and Alameda counties were 2.9%, 3.0%, 3.7%, 4.4% and 3.8%, respectively, compared to the state of California of 5.2%.
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global demand play a role in the FOMC's consideration of future rate hikes. Our net interest income is vulnerable to
a falling or flat rate environment and will benefit if the prevailing market interest rates increase.

However, a rise in index rates leads to lower debt service coverage of variable rate loans if the borrower's operating
cash flow does not also rise. This creates a paradox of an improving economy (leading to higher interest rates) with
increased credit risk as short-term rates move up faster than the cash flow or income of the borrowers. Higher interest
rates may also depress loan demand, making it more difficult for us to grow loans.

See the sections captioned “Net Interest Income” in Management's Discussion and Analysis of Financial Condition
and Results of Operations in Item 7 and Quantitative and Qualitative Disclosures about Market Risk in Item 7A of this
report for further discussion related to management of interest rate risk.

Banks and Bank Holding Companies are Subject to Extensive Government Regulation and Supervision

Bancorp and the Bank are subject to extensive federal and state governmental supervision, regulation and control.
Holding company regulations affect the range of activities in which Bancorp is engaged. Banking regulations affect
the Bank's lending practices, capital structure, investment practices and dividend policy, and compliance costs among
other things. Future legislative changes or interpretations may also alter the structure and competitive relationship
among financial institutions.

Disruptions in the financial marketplace during the most recent recession have lead to additional regulations in an
attempt to reform financial markets. This reform included, among other things, regulations over consumer financial
products, capital adequacy, and the creation of a regime for regulating systemic risk across all types of financial service
firms. Further restrictions on financial service companies may adversely affect our results of operations and financial
condition, as well as increase our compliance risk. While there is discussion to deregulate the financial industry under
the new Administration, the nature and extent of future legislative and regulatory changes from both the federal and
California legislatures affecting us are unpredictable at this time.

Compliance risk is the current and prospective risk to earnings or capital arising from violations of, or non-conformance
with, laws, rules, regulations, prescribed practices, internal policies and procedures, or ethical standards set forth by
regulators. Compliance risk also arises in situations where the laws or rules governing certain bank products or activities
of our clients may be ambiguous or untested. This risk exposes Bancorp and the Bank to potential fines, civil money
penalties, payment of damages and the voiding of contracts. Compliance risk can lead to diminished reputation,
reduced franchise value, limited business opportunities, reduced expansion potential and an inability to enforce
contracts.

For further information on supervision and regulation, see the section captioned “Supervision and Regulation” in ltem 1
above.

Intense Competition with Other Financial Institutions to Attract and Retain Banking Customers

We are facing significant competition for customers from other banks and financial institutions located in the markets
thatwe serve. We compete with commercial banks, saving banks, credit unions, non-bank financial services companies,
including financial technology firms, and other financial institutions operating within or near our service areas. Some
of our non-bank competitors and peer-to-peer lenders may not be subject to the same extensive regulations as we
are, giving them greater flexibility in competing for business. We anticipate intense competition will continue for the
coming year due to the consolidation of many financial institutions and more changes in legislature, regulation and
technology. National and regional banks much larger than our size have entered our market through acquisitions and
they may be able to benefit from economies of scale through their wider branch networks, more prominent national
advertising campaigns, lower cost of borrowing, capital market access and sophisticated technology infrastructures.
Further, intense competition for creditworthy borrowers could lead to loan rate concession pressure and affect our
ability to generate profitable loans.

Going forward, we may see continued competition in the industry as competitors seek to expand market share in our
core markets. Further, our customers may withdraw deposits to pursue alternative investment opportunities in the
recent bullish equity market. Technology and other changes have made it more convenient for bank customers to
transfer funds into alternative investments or other deposit accounts such as online virtual banks and non-bank service
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providers. Efforts and initiatives we may undertake to retain and increase deposits, including deposit pricing, can
increase our costs. Based on our current strong liquidity position, our adjustment to deposit pricing may lag the market
in a rising interest rate environment. If our customers move money into higher yielding deposits or alternative
investments, we may lose a relatively inexpensive source of funds, thus increasing our funding costs through more
expensive wholesale borrowings.

Activities of Our Large Borrowers and Depositors May Cause Unexpected Volatilities in Our Loan and Deposit
Balances, as well as Net Interest Margin

The recentrise in real estate values in the Bay Area market motivated our borrowers to sell real estate that collateralized
our loans, leading to loan payoff activity. We experienced loan payoffs of $158 million and $169 million in 2016 and
2015, respectively, which approximated eleven percent turnover of our loan portfolio annually. Payoffs of loans
originated during a higher interest rate environment may be replaced by new loans with lower interest rates, causing
downward pressure on our net interest margin. On the other hand, early payoffs of acquired loans may lead to the
acceleration of accretion on purchase discounts that temporarily inflate our net interest margin. Although we expect
the gains from the early pay-offs of acquired loans to decline, we cannot predict the timing and their effect on our future
net interest margin.

In addition, the top ten depositors account for approximately 10% of our total deposit balances. The business models
and cash cycles of some of our large commercial depositors may also cause short-term volatility in their deposit
balances held with us. As our customers' businesses grow, the dollar value of their daily activities may also grow
leading to larger fluctuations in daily balances. Any long-term decline in deposit funding would adversely affect our
liquidity. For additional information on our management of deposit volatility, refer to the Liquidity section of Item 7,
Management's Discussion and Analysis, of this report.

Negative Conditions Affecting Real Estate May Harm Our Business and Our Commercial Real Estate ("CRE")
Concentration May Heighten Such Risk

Concentration of our lending activities in the California real estate sector could negatively affect our results of operations
if adverse changes in our lending area occur or intensify. Although we do not offer traditional first mortgages, nor have
sub-prime or Alt-A residential loans or significant amounts of securities backed by such loans in the portfolio, we are
not immune to volatility in those markets. Approximately 85% of our loans were secured by real estate at December 31,
2016, of which 65% were secured by CRE and the remaining 20% by residential real estate. Real estate valuations
are influenced by demand, and demand is driven by factors such as employment rates and interest rates.

Loans secured by CRE include those secured by office buildings, owner-user office/warehouses, mixed-use residential/
commercial properties and retail properties. There can be no assurance that the companies or properties securing
our loans will generate sufficient cash flows to allow borrowers to make full and timely loan payments to us. In the
event of default, the collateral value may not cover the outstanding amount due to us, especially during real estate
market downturns.

Rising CRE lending concentrations may expose institutions like us to unanticipated earnings and capital volatility in
the event of adverse changes in the CRE market. In addition, institutions that are exposed to significant CRE
concentration risk may be subject to increased regulatory scrutiny. The FDIC regulatory threshold for heightened
supervision is a two-part test. The first test applies when the non-owner occupied commercial real estate concentration
exceeds 300% of the Bank's capital. As of December 31, 2016, our non-owner occupied CRE concentration was 332%
of the Bank's capital, which declined from 354% as of December 31, 2015. Although this concentration exceeds the
regulatory guideline, we are below the regulatory threshold for the second part of the test, which measures the non-
owner occupied CRE growth rate during the prior 36 months. Since December 31, 2013, our CRE portfolio has grown
36%, below the 50% regulatory hurdle. We maintain heightened review and analyses of our concentrations and have
regular conversations with regulators to avoid unexpected regulatory risk.

Severe Weather, Natural Disasters or Other Climate Change Related Matters Could Significantly Affect Our
Business

Our primary market is located in an earthquake-prone zone in northern California, which is also subject to other weather

or disasters, such as severe rainstorms, wildfire, drought or flood. These events could interrupt our business operations

unexpectedly. Climate-related physical changes and hazards could also pose credit risks for us. For example, our
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borrowers may have collateral properties or operations located in coastal areas at risk to rising sea levels and erosion
or subject to the risk of drought in California. The properties pledged as collateral on our loan portfolio could also be
damaged by tsunamis, landslides, floods, earthquakes or wildfires and thereby the recoverability of loans could be
impaired. A number of factors can affect credit losses, including the extent of damage to the collateral, the extent of
damage not covered by insurance, the extent to which unemployment and other economic conditions caused by the
natural disaster adversely affect the ability of borrowers to repay their loans, and the cost of collection and foreclosure
tous. Lastly, there could be increased insurance premiums and deductibles, or a decrease in the availability of coverage,
due to severe weather-related losses. The ultimate outcome on our business of a natural disaster, whether or not
caused by climate change, is difficult to predict.

We are Subject to Significant Credit Risk and Loan Losses May Exceed Our Allowance for Loan Losses in the
Future

We maintain an allowance for loan losses, which is a reserve established through provisions for loan losses charged
to expense, that represents Management's best estimate of probable losses that may be incurred within the existing
portfolio of loans (the "incurred loss model"). The level of the allowance reflects Management's continuing evaluation
of specific credit risks, loan loss experience, current loan portfolio quality and present economic, political and regulatory
conditions. The determination of the appropriate level of the allowance for loan losses inherently involves a high degree
of subjectivity and requires us to make significant estimates of current credit risks and future trends, all of which may
undergo material changes. Further, we generally rely on appraisals of the collateral or comparable sales data to
determine the level of specific reserve and/or the charge-off amount on certain collateral dependent loans. Inaccurate
assumptions in the appraisals or an inappropriate choice of the valuation techniques may lead to an inadequate level
of specific reserve or charge-offs.

Changes in economic conditions affecting borrowers, new information regarding existing loans and their collateral,
identification of additional problem loans, and other factors may require an increase in our allowance for loan losses.
In addition, bank regulatory agencies periodically review our allowance for loan losses and may require an increase
in the provision for loan losses or the recognition of further loan charge-offs. If charge-offs in future periods exceed
the allowance for loan losses or cash flows from acquired loans do not perform as expected, we will need to record
additional provision for loan losses.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments - Credit Losses (Topic 326): Measurement
of Credit Losses on Financial Instruments. This ASU replaces the incurred loss impairment methodology in current
GAAP with a methodology that reflects expected credit losses, requiring a financial asset measured at amortized cost
basis to be presented at the net amount expected to be collected. Under the new guidance, an entity recognizes as
an allowance its estimate of expected credit losses, which is intended to result in more timely recognition of such
losses. This impairment framework is expected to have wide reaching implications to financial institutions and the
allowance for loan losses may increase when it becomes effective on January 1, 2020. In March of 2016, we refined
our methodology for determining the appropriate level of the allowance for loan losses. We track individual net charge
offs at the loan and risk grade level and utilize migration analysis in determining our historical loss rates. We have
integrated detailed monthly loan-level data into the new model. As a result, the bank is well-positioned to implement
the new guidance. We are in the process of working with our vendor to determine what methodology and assumptions
we will use going forward. Refer to Note 1 to the Consolidated Financial Statements in ltem 8 for further discussion.

Non-performing Assets Take Significant Time to Resolve and Adversely Affect Results of Operations and
Financial Condition.

While our non-performing assets are currently at a low level, there can be no assurance that we will not experience
increases in non-performing assets in the future. Generally, interestincome is not recognized on non-performing loans
and the administrative costs on these loans are higher than performing loans. We might incur losses if the
creditworthiness of our borrowers deteriorate to a point when we need to take collateral in foreclosures and similar
proceedings, resulting in possible mark down of the loans to the fair value of the collateral. While we have managed
our problem assets through workouts, restructurings and other proactive credit management practices that mitigate
credit losses, decreases in the value of the underlying collateral, or deterioration in borrowers' performance or financial
conditions, whether or not due to economic and market conditions beyond our control,