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63 Constitution Drive, Chico, California 95973
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (530) 898-0300

Securities registered pursuant to Section 12(b) of the Act:

Common Stock, without par value Nasdaq Global Select Market
(Title of Class) (Name of each exchange on which registered)

Securities registered pursuant to Section 12(g) of the Act: None.

Indicate by check mark whether the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the
Securities Act.

☒  Yes            ☐  No

Indicate by check mark whether the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of
the Act.

☐  Yes            ☒  No

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter periods that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

☒  Yes            ☐  No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files).

☒  Yes            ☐  No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the Registrant�s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of the Form 10-K or any amendment to this Form 10-K.  ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, non-accelerated filer, a
smaller reporting company, or an emerging growth company. See definitions of �accelerated filer�, �large accelerated
filer�, �smaller reporting company� and �emerging growth company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer ☒ Accelerated filer ☐
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Non-accelerated filer ☐ Smaller reporting company ☐

Emerging growth company ☐
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.  ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

☐  Yes            ☒  No

The aggregate market value of the voting common stock held by non-affiliates of the Registrant, as of June 30, 2018,
was approximately $748,354,000 (based on the closing sales price of the Registrant�s common stock on the date).

The number of shares outstanding of Registrant�s common stock, as of February 25, 2019, was 30,424,119.

DOCUMENTS INCORPORATED BY REFERENCE

The information required to be disclosed pursuant to Part III of this report either shall be (i) deemed to be
incorporated by reference from selected portions of the Registrant�s definitive proxy statement for the 2018
annual meeting of shareholders, if such proxy statement is filed with the Securities and Exchange Commission
pursuant to Regulation 14A not later than 120 days after the end of the Registrants�s most recently completed
fiscal year, or (ii) included in an amendment to this report filed with the Commission on Form 10-K/A not later
than the end of such 120 day period.
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FORWARD-LOOKING STATEMENTS

In addition to historical information, this Annual Report on Form 10-K contains forward-looking statements about
TriCo Bancshares (the �Company,� �TriCo� or �we�) and its subsidiaries for which it claims the protection of the safe
harbor provisions contained in the Private Securities Litigation Reform Act of 1995. These forward-looking
statements are based on the current knowledge and belief of the Company�s management (�Management�) and include
information concerning the Company�s possible or assumed future financial condition and results of operations. When
you see any of the words �believes�, �expects�, �anticipates�, �estimates�, or similar expressions, these generally indicate that
we are making forward-looking statements. A number of factors, some of which are beyond the Company�s ability to
predict or control, could cause future results to differ materially from those contemplated. These factors include those
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listed at Item 1A Risk Factors, in this report.

Forward-looking statements speak only as of the date they are made, and the Company does not undertake to update
forward-looking statements to reflect circumstances or events that occur after the date the forward-looking statements
are made, whether as a result of new information, future developments or otherwise.
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PART I

ITEM 1. BUSINESS
Information about TriCo Bancshares� Business

TriCo Bancshares is a bank holding company incorporated in California in 1981 and registered under the Bank
Holding Company Act of 1956, as amended (the �BHC Act�). The Company�s principal subsidiary is Tri Counties Bank,
a California-chartered commercial bank (the �Bank�) established in Chico, California in 1975. The Bank offers a unique
brand of customer Service with Solutions® available in traditional stand-alone and in-store bank branches in
communities throughout Northern and Central California and had total assets of approximately $6.4 billion at
December 31, 2018. The Bank provides an extensive and competitive breadth of consumer, small business and
commercial banking services easily accessed through its California communities branch network, advanced online and
mobile banking, a shared nationwide network of over 32,000 ATMs, and bankers available by phone 7 days per week.
The Bank�s deposits are insured by the Federal Deposit Insurance Corporation (the �FDIC�) up to applicable limits. See
�Business of Tri Counties Bank�. The Company and the Bank are headquartered in Chico, California.

As a bank holding company, TriCo is subject to the supervision of the Board of Governors of the Federal Reserve
System (the �FRB�) under the BHC Act. The Bank is subject to the supervision of the California Department of
Business Oversight (the �DBO�) and the FDIC. See �Regulation and Supervision.�

TriCo has five capital trusts, which are all wholly-owned trust subsidiaries formed for the purpose of issuing trust
preferred securities (�Trust Preferred Securities�) and lending the proceeds to TriCo. For more information regarding the
trust preferred securities please refer to �Note 13 � Junior Subordinated Debt� to the financial statements at Item 8 of this
report.

Additional information concerning the Company can be found on our website at www.tcbk.com. Copies of our annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to these reports
are available free of charge through the investors relations page of our website, www.tcbk.com, as soon as reasonably
practicable after the Company files these reports with the U.S. Securities and Exchange Commission (�SEC�). The
information on our website is not part this annual report.

Business of Tri Counties Bank

The Bank was incorporated as a California banking corporation on June 26, 1974, and received its certificate of
authority to conduct banking operations on March 11, 1975. The Bank engages in the general commercial banking
business in 29 counties in Northern and Central California.

The Bank provides a breadth of personal, small business and commercial financial services including accepting
demand, savings and time deposits and making small business, commercial, real estate, and consumer loans, as well as
a range of Treasury Management Services and other customary banking services including safe deposit
boxes. Brokerage services are provided at the Bank�s offices by the Bank�s arrangement with Raymond James Financial
Services, Inc., an independent financial services provider and broker-dealer.

Over 80% of the Bank�s customers are personal banking customers. Less than 20% are business and commercial
banking customers serving a diversity of industry types including manufacturing, real estate development, retail,
wholesale, transportation, agriculture, commerce and professional services. The majority of the Bank�s loans are direct
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loans made to individuals and businesses in Northern and Central California where its branches are located. At
December 31, 2018, the Bank�s consumer loans net of deferred fees outstanding was $418,982,000 (10.4%),
commercial loans outstanding were $276,548,000 (6.9%), and real estate loans including construction loans of
$183,384,000 were $3,326,484,000 (82.7%) of total loans. The Bank takes real estate, listed and unlisted securities,
savings and time deposits, automobiles, machinery, equipment, inventory, accounts receivable and notes receivable
secured by property as collateral for loans.

Most of the Bank�s deposits are attracted from individuals and business-related sources. No single person or group of
persons provides a material portion of the Bank�s deposits, the loss of any one or more of which would have a
materially adverse effect on the business of the Bank, nor is a material portion of the Bank�s loans concentrated within
a single industry or group of related industries.

2
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Merger with FNB Bancorp

On December 11, 2017, the Company and FNB Bancorp (�FNBB�), entered into an Agreement and Plan of Merger and
Reorganization (the �Merger Agreement�) pursuant to which FNBB will be merged with and into TriCo, with TriCo as
the surviving corporation (the �Merger�). The Merger Agreement provided that immediately after the Merger, FNBB�s
bank subsidiary, First National Bank of Northern California (�First National Bank�), will merge with and into TriCo�s
bank subsidiary, Tri Counties Bank, with Tri Counties Bank as the surviving bank (the �Bank Merger�). The Merger and
Bank Merger are collectively referred to as the �Merger Transaction.�

The Merger Agreement provided that each share of FNBB common stock issued and outstanding immediately prior to
the effective time of the Merger would be canceled and converted into the right to receive 0.98 shares of TriCo
common stock (the �Exchange Ratio�), with cash paid in lieu of fractional shares of TriCo common stock.

Based on the closing price of TriCo common stock of $41.64 on December 8, 2017, the consideration value was
$40.81 per share of FNBB common stock or approximately $315.3 million in aggregate. On July 6, 2018, the Merger
Transaction was completed. Based on the closing price of TriCo�s common stock of $38.41 on July 6, 2018, and based
on the conversion of FNBB outstanding common shares to 7,405,277 shares of TCBK common shares, the share
consideration value was approximately $284.4 million. The Company also paid cash of $6.7 million to settle and retire
all FNBB stock options outstanding as of the acquisition date.

Employees

At December 31, 2018, the Company employed 1,174 persons, including six executive officers. Full time equivalent
employees were 1,141. No employees of the Company are presently represented by a union or covered under a
collective bargaining agreement. Management believes that its employee relations are good.

Competition

The banking business in California generally, and in the Bank�s primary service area of Northern and Central
California specifically, is highly competitive with respect to both loans and deposits. It is dominated by a relatively
small number of national and regional banks with many offices operating over a wide geographic area. Among the
advantages such major banks have over the Bank is their ability to finance wide ranging advertising campaigns and to
allocate their investment assets to regions of high yield and demand. By virtue of their greater total capitalization such
institutions have substantially higher lending limits than does the Bank.

In addition to competing with other banks, the Bank competes with savings institutions, credit unions and the financial
markets for funds. Yields on corporate and government debt securities and other commercial paper may be higher than
on deposits, and therefore affect the ability of commercial banks to attract and hold deposits. Commercial banks also
compete for available funds with money market instruments and mutual funds. During past periods of high interest
rates, money market funds have provided substantial competition to banks for deposits and they may continue to do so
in the future. Mutual funds are also a major source of competition for savings dollars. The Bank relies substantially on
local promotional activity, personal contacts by its officers, directors, employees and shareholders, extended hours,
personalized service and its reputation in the communities it services to compete effectively.

Regulation and Supervision

General
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The Company and the Bank are subject to extensive regulation under both federal and state law. This regulation is
intended primarily for the protection of customers, depositors, the FDIC deposit insurance fund and the banking
system as a whole, and not for the protection of shareholders of the Company. Set forth below is a summary
description of the significant laws and regulations applicable to the Company and the Bank. The description is
qualified in its entirety by reference to the applicable laws and regulations.

Regulatory Agencies

The Company is a legal entity separate and distinct from the Bank and its other subsidiaries. As a bank holding
company, the Company is regulated under the BHC Act, and is subject to supervision, regulation and examination by
the FRB. The Company is also under the jurisdiction of the SEC and is subject to the disclosure and regulatory
requirements of the Securities Act of 1933 and the Securities Exchange Act of 1934, each administered by the SEC.
The Company�s common stock is listed on the Nasdaq Global Select market (�Nasdaq�) under the trading symbol �TCBK�
and the Company is, therefore, subject to the rules of Nasdaq for listed companies.

3
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The Bank is subject to regulation, supervision and periodic examination by the FDIC, which is the bank�s primary
federal regulator because the bank is a state-chartered bank that is not a member of the Federal Reserve System and
the DBO, because the bank is a California state chartered bank. This regulation is broad and extends to all of the
Bank�s operations.

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the �Dodd-Frank Act�) created the Consumer
Financial Protection Bureau (the �CFPB�) as an independent entity with broad rulemaking, supervisory and enforcement
authority over consumer financial products and services. The CFPB�s functions include investigating consumer
complaints, rulemaking, supervising and examining bank consumer transactions, and enforcing rules related to
consumer financial products and services. CFPB regulations and guidance apply to all financial institutions, including
the Bank. Banks with $10 billion or more in assets are subject to examination by the CFPB. Banks with less than
$10 billion in assets, including the Bank, continue to be examined for compliance with federal consumer laws by their
primary federal banking agency.

The Bank Holding Company Act

The Company is registered as a bank holding company under the BHC Act. In general, the BHC Act limits the
business of bank holding companies to banking, managing or controlling banks and other activities that the FRB has
determined to be so closely related to banking as to be a proper incident thereto. Qualified bank holding companies
that elect to be financial holding companies may engage in any activity, or acquire and retain the shares of a company
engaged in any activity, that is either (i) financial in nature or incidental to such financial activity or
(ii) complementary to a financial activity, and that does not pose a substantial risk to the safety and soundness of
depository institutions or the financial system generally (as determined solely by the FRB). Activities that are
financial in nature include securities underwriting and dealing, insurance underwriting and agency, and making
merchant banking investments. The Company currently has not elected to become a financial holding company.

As a bank holding company, TriCo is required to file reports with the FRB and the FRB periodically examines the
Company. Under the Dodd-Frank Act, a bank holding company is required to serve as a source of financial and
managerial strength to its subsidiary bank and, under appropriate circumstances, to commit resources to support the
subsidiary bank.

The BHC Act, the Bank Merger Act, and other federal and state statutes regulate acquisitions of commercial banks.
The BHC Act requires a bank holding company to obtain the approval of the FRB prior to directly or indirectly
acquiring more than 5 percent of the voting shares of a commercial bank or its parent holding company. Under the
Bank Merger Act, the prior approval of an acquiring bank�s primary federal regulator is required before it may merge
with another bank or purchase the assets or assume the deposits of another bank. In reviewing applications seeking
approval of merger and acquisition transactions, the bank regulatory authorities will consider, among other things, the
competitive effect and public benefits of the transactions, the capital position of the combined organization, the
applicant�s performance record under the Community Reinvestment Act, consumer compliance, fair housing laws and
the effectiveness of the subject organizations in combating money laundering activities.

Safety and Soundness Standards

The Federal Deposit Insurance Corporation Improvement Act of 1991 (�FDICIA�) implemented certain specific
restrictions on transactions and required the regulators to adopt overall safety and soundness standards for depository
institutions related to internal control, loan underwriting and documentation, and asset growth. Among other things,
FDICIA limits the interest rates paid on deposits by undercapitalized institutions, the use of brokered deposits and the
aggregate extension of credit by a depository institution to an executive officer, director, principal stockholder or
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related interest, and reduces deposit insurance coverage for deposits offered by undercapitalized institutions for
deposits by certain employee benefits accounts.

Under FDICIA, the federal ban regulatory agencies have establish safety and soundness standards for insured financial
institutions covering:

� Internal controls, information systems and internal audit systems;

� Loan documentation;

� Credit underwriting;

� Interest rate exposure;

� Asset growth;

4
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� Compensation, fees and benefits;

� Asset quality, earnings and stock valuation; and

� Excessive compensation for executive officers, directors or principal shareholders which could lead to
material financial loss.

If an agency determines that an institution fails to meet any standard established by the guidelines, the agency may
require the financial institution to submit to the agency an acceptable plan to achieve compliance with the standard. If
the agency requires submission of a compliance plan and the institution fails to timely submit an acceptable plan or to
implement an accepted plan, the agency must require the institution to correct the deficiency. An institution must file a
compliance plan within 30 days of a request to do so from the institution�s primary federal regulatory agency. The
agencies may elect to initiate enforcement actions in certain cases rather than relying on a plan, particularly where
failure to meet one or more of the standards could threaten the safe and sound operation of the institution.

Restrictions on Dividends and Distributions

A California corporation such as TriCo may make a distribution to its shareholders to the extent that either the
corporation�s retained earnings meet or exceed the amount of the proposed distribution or the value of the corporation�s
assets exceed the amount of its liabilities plus the amount of shareholders preferences, if any, and certain other
conditions are met. It is the FRB�s policy that bank holding companies should generally pay dividends on common
stock only out of income available over the past year, and only if prospective earnings retention is consistent with the
organization�s expected future needs and financial condition. In addition, a bank holding company may be unable to
pay dividends on its common stock if it fails to maintain an adequate capital conservation buffer under the new capital
rules. See �Regulatory Capital Requirements.�

The primary source of funds for payment of dividends by TriCo to its shareholders has been and will be the receipt of
dividends and management fees from the Bank. TriCo�s ability to receive dividends from the Bank is limited by
applicable state and federal law. Under the California Financial Code, funds available for cash dividend payments by a
bank are restricted to the lesser of: (i) retained earnings or (ii) the bank�s net income for its last three fiscal years (less
any distributions to shareholders made during such period). However, with the prior approval of the Commissioner of
the DBO, a bank may pay cash dividends in an amount not to exceed the greatest of the: (1) retained earnings of the
bank; (2) net income of the bank for its last fiscal year; or (3) net income of the bank for its current fiscal year.
However, if the DBO finds that the shareholders� equity of the bank is not adequate or that the payment of a dividend
would be unsafe or unsound, the Commissioner may order the bank not to pay a dividend to shareholders.

The new Capital Rules may restrict dividends by the Bank if the additional capital conservation buffer is not achieved.
See �Regulatory Capital Requirements�.

The FRB, FDIC and the DBO have authority to prohibit a bank holding company or a bank from engaging in practices
which are considered to be unsafe and unsound. Depending on the financial condition of TriCo and the Bank and
other factors, the FRB, FDIC or the DBO could determine that payment of dividends or other payments by TriCo or
the Bank might constitute an unsafe or unsound practice.

The Community Reinvestment Act
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The Community Reinvestment Act of 1977 (�CRA�) requires the federal banking regulatory agencies to periodically
assess a bank�s record of helping meet the credit needs of its entire community, including low- and moderate-income
neighborhoods. The CRA also requires the agencies to consider a financial institution�s record of meeting its
community credit when evaluating applications for, among other things, domestic branches and mergers or
acquisitions. The federal banking agencies rate depository institutions� compliance with the CRA. The ratings range
from a high of �outstanding� to a low of �substantial noncompliance.� A less than �satisfactory� rating could result in the
suspension of any growth of the Bank through acquisitions or opening de novo branches until the rating is improved.
As of its most recent CRA examination, the Bank�s CRA rating was �Satisfactory.�

5
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Consumer Protection Laws

The Bank is subject to many federal consumer protection statues and regulations, some of which are discussed below.

� The Equal Credit Opportunity Act generally prohibits discrimination in any credit transaction, whether for
consumer or business purposes, on the basis of race, color, religion, national origin, sex, marital status, age
(except in limited circumstances), receipt of income from public assistance programs, or good faith exercise
of any rights under the Consumer Credit Protection Act.

� The Truth-in-Lending Act is designed to ensure that credit terms are disclosed in a meaningful way so that
consumers may compare credit terms more readily and knowledgeably.

� The Fair Housing Act regulates many practices, including making it unlawful for any lender to discriminate
in its housing-related lending activities against any person because of race, color, religion, national origin,
sex, handicap or familial status.

� The Home Mortgage Disclosure Act, which includes a �fair lending� aspect, requires the collection and
disclosure of data about applicant and borrower characteristics as a way of identifying possible
discriminatory lending patterns and enforcing anti-discrimination statutes.

� The Real Estate Settlement Procedures Act requires lenders to provide borrowers with disclosures regarding
the nature and cost of real estate settlements and prohibits certain abusive practices, such as kickbacks, and
places limitations on the amount of escrow accounts.

In addition, the CFPB has taken a number of actions that may affect the Bank�s operations and compliance costs,
including the following:

� The issuance of final rules for residential mortgage lending, which became effective January 10,
2013, including definitions for �qualified mortgages� and detailed standards by which lenders must
satisfy themselves of the borrower�s ability to repay the loan and revised forms of disclosure under
the Truth in Lending Act and the Real Estate Settlement Procedures Act.

� The issuance of a policy report on arbitration clauses which could result in the restriction or prohibition of
lenders including arbitration clauses in consumer financial services contracts.

� Actions taken to regulate and supervise credit bureaus and debt collections.

�
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Positions taken by CFPB on fair lending, including applying the disparate impact theory in auto financing,
which could make it harder for lenders, such as the Bank, to charge different rates or apply different terms to
loans to different customers.

Penalties for violations of the above laws may include fines, reimbursements, injunctive relief and other penalties.

Data Privacy and Cyber Security Regulation

The Company is subject to many U.S. federal, state and international laws and regulations governing requirements for
maintaining policies and procedures to protect the non-public confidential information of customers and employees.
The privacy provisions of the Gramm-Leach-Bliley Act generally prohibit financial institutions, including the
Company, from disclosing nonpublic personal financial information of consumer customers to third parties for certain
purposes (primarily marketing) unless customers have the opportunity to �opt out� of the disclosure. Other laws and
regulations, at the international, federal and state level, limit the Company�s ability to share certain information with
affiliates and non-affiliates for marketing and/or non-marketing purposes, or to contact customers with marketing
offers. The Gramm-Leach-Bliley Act also requires banks to implement a comprehensive information security program
that includes administrative, technical and physical safeguards to ensure the security and confidentiality of customer
records and information.

6
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Regulatory Capital Requirements

The Company and the Bank are subject to the minimum capital requirements of the FRB and FDIC, respectively.
Capital requirements may have an effect on the Company�s and the Bank�s profitability and ability to pay dividends. If
the Company or the Bank lacks adequate capital to increase its assets without violating the minimum capital
requirements or if it forced to reduce the level of its assets in order to satisfy regulatory capital requirements, its ability
to generate earnings would be reduced.

For a discussion of the regulatory capital requirements, see �Note 25 � Regulatory Matters� to the consolidated financial
statements at Part II, Item 8 of this report.

We believe that we were in compliance with the requirements of the new capital rules applicable to us as of
December 31, 2018.

Prompt Corrective Action

Prompt Corrective Action regulations of the federal bank regulatory agencies establish five capital categories in
descending order (well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and
critically undercapitalized), assignment to which depends upon the institution�s total risk-based capital ratio, Tier 1
risk-based capital ratio, and leverage ratio. The new capital rules revised the prompt corrective action framework.
Under the current prompt corrective action framework, insured depository institutions will be required to meet the
following minimum capital level requirements in order to qualify as �well capitalized:� (i) a common equity Tier 1
capital ratio of 6.5%; (ii) a Tier 1 capital ratio of 8%; (iii) a total capital ratio of 10%; and (iv) a Tier 1 leverage ratio
of 5%. An institution may be downgraded to, or deemed to be in, a capital category that is lower than indicated by its
capital ratios if it is determined to be in an unsafe or unsound condition or if it receives an unsatisfactory examination
rating with respect to certain matters. Institutions classified in one of the three undercapitalized categories are subject
to certain mandatory and discretionary supervisory actions, which include increased monitoring and review,
implementation of capital restoration plans, asset growth restrictions, limitations upon expansion and new business
activities, requirements to augment capital, restrictions upon deposit gathering and interest rates, replacement of senior
executive officers and directors, and requiring divestiture or sale of the institution. The Bank�s capital levels have
exceeded the minimums necessary to be considered well capitalized under the current regulatory framework for
prompt corrective action since adoption.

Deposit Insurance

Deposit accounts in the Bank are insured by the FDIC, generally up to a maximum of $250,000 per separately insured
depositor. The Bank is subject to deposit insurance assessments as determined by the FDIC. The amount of the
deposit insurance assessment for institutions with less than $10.0 billion in assets, such as the Bank, is based on its
risk category, with certain adjustments for any unsecured debt or brokered deposits held by the insured bank.
Institutions assigned to higher risk categories (that is, institutions that pose a higher risk of loss to the FDIC�s deposit
insurance fund (the �DIF�)) pay assessments at higher rates than institutions that pose a lower risk. An institution�s risk
classification is assigned based on a combination of its financial ratios and supervisory ratings, reflecting, among
other things, its capital levels and the level of supervisory concern that the institution poses to the regulators. In
addition, the FDIC can impose special assessments in certain instances.

The Dodd-Frank Act changed the way that deposit insurance premiums are calculated. The assessment base is no
longer the institution�s deposit base, but rather its average consolidated total assets less its average tangible equity. The
Dodd-Frank Act also increased the minimum designated reserve ratio of the DIF from 1.15% to 1.35% of the
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estimated amount of total insured deposits by 2020, eliminates the upper limit for the reserve ratio designated by the
FDIC each year, and eliminates the requirement that the FDIC pay dividends to depository institutions when the
reserve ratio exceeds certain thresholds. Continued action by the FDIC to replenish the DIF, as well as the changes
contained in the Dodd-Frank Act, may result in higher assessment rates, which could reduce our profitability or
otherwise negatively impact our operations.

The Bank is generally unable to control the amount of premiums that it is required to pay for FDIC insurance. If there
are additional bank or financial institution failures or if the FDIC otherwise determines, the Bank may be required to
pay even higher FDIC premiums than the recently increased levels. Increases in FDIC insurance premiums may have
a material and adverse effect on the Company�s earnings and could have a material adverse effect on the value of, or
market for, the Company�s common stock.

The FDIC may terminate a depository institution�s deposit insurance upon a finding that the institution�s financial
condition is unsafe or unsound or that the institution has engaged in unsafe or unsound practices that pose a risk to the
DIF or that may prejudice the interest of the bank�s depositors. The termination of deposit insurance for the Bank
would also result in the revocation of the Bank�s charter by the DBO.

7
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Anti-Money Laundering Laws

A series of banking laws and regulations beginning with the Bank Secrecy Act in 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. Today, the Bank Secrecy Act requires that all banking institutions
develop and provide for the continued administration of a program reasonably designed to assure and monitor
compliance with certain recordkeeping and reporting requirements regarding both domestic and international currency
transactions. These programs must, at a minimum, provide for a system of internal controls to assure ongoing
compliance, provide for independent testing of such systems and compliance, designate individuals responsible for
such compliance and provide appropriate personnel training.

Under the USA Patriot 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. The act also requires financial institutions, including banks, to
establish anti-money laundering programs, including employee training and independent audit requirements, meet
minimum standards specified by the act, follow minimum standards for customer identification and maintenance of
customer identification records, and regularly compare customer lists against lists of suspected terrorists, terrorist
organizations and money launderers.

Transactions with Affiliates

Banks are also subject to certain restrictions imposed by the Federal Reserve Act on extensions of credit to executive
officers, directors, principal shareholders (including the Company) or any related interest of such persons. Extensions
of credit must be made on substantially the same terms, including interest rates and collateral as, and follow credit
underwriting procedures that are not less stringent than, those prevailing at the time for comparable transactions with
persons not affiliated with the bank, and must not involve more than the normal risk of repayment or present other
unfavorable features. Banks are also subject to certain lending limits and restrictions on overdrafts to such persons.
Regulation W requires that certain transactions between the Bank and its affiliates, including its holding company, be
on terms substantially the same, or at least as favorable to the Bank, as those prevailing at the time for comparable
transactions with or involving nonaffiliated companies or, in the absence of comparable transactions, on terms and
under circumstances, including credit standards, that in good faith would be offered to or would apply to nonaffiliated
companies.

Impact of Monetary Policies

Banking is a business that depends on interest rate differentials. In general, the difference between the interest paid by
a bank on its deposits and other borrowings, and the interest rate earned by banks on loans, securities and other
interest-earning assets comprises the major source of banks� earnings. Thus, the earnings and growth of banks are
subject to the influence of economic conditions generally, both domestic and foreign, and also to the monetary and
fiscal policies of the United States and its agencies, particularly the FRB. The FRB implements national monetary
policy, such as seeking to curb inflation and combat recession, by its open-market dealings in United States
government securities, by adjusting the required level of reserves for financial institutions subject to reserve
requirements and through adjustments to the discount rate applicable to borrowings by banks which are members of
the FRB. The actions of the FRB in these areas influence the growth of bank loans, investments and deposits and also
affect interest rates. The nature and timing of any future changes in such policies and their impact on the Company
cannot be predicted. In addition, adverse economic conditions could make a higher provision for loan losses a prudent
course and could cause higher loan loss charge-offs, thus adversely affecting the Company�s net earnings.
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ITEM 1A.RISK FACTORS
There are a number of factors that may adversely affect the Company�s business, financial results, or stock price. In
analyzing whether to make or continue holding an investment in the Company, investors should consider, among
other factors, the following:

Risks Related to the Nature and Geographic Area of Our Business

We are exposed to risks in connection with the loans we make.

As a lender, we face a significant risk that we will sustain losses because borrowers, guarantors or related parties may
fail to perform in accordance with the terms of the loans we make or acquire. Our earnings are significantly affected
by our ability to properly originate, underwrite and service loans. We have underwriting and credit monitoring
procedures and credit policies, including the establishment and review of the allowance for loan losses, that we
believe appropriately address this risk by assessing the likelihood of nonperformance, tracking loan performance and
diversifying our respective loan portfolios. Such policies and procedures, however, may not prevent unexpected losses
that could adversely affect our results of operations. We could sustain losses if we incorrectly assess the
creditworthiness of our borrowers or fail to detect or respond to deterioration in asset quality in a timely manner.

Our allowance for loan losses may not be adequate to cover actual losses.

Like other financial institutions, we maintain an allowance for loan losses to provide for loan defaults and
non-performance. Our allowance for loan losses may not be adequate to cover actual loan losses, and future provisions
for loan losses would reduce our earnings and could materially and adversely affect our business, financial condition,
results of operations and cash flows. The allowance for loan losses reflects our estimate of the probable incurred
losses in our loan portfolio at the relevant balance sheet date. Our allowance for loan losses is based on prior
experience, as well as an evaluation of the known risks in the current portfolio, composition and growth of the loan
portfolio and economic factors. Determining an appropriate level of loan loss allowance is an inherently difficult
process and is based on numerous assumptions. The amount of future losses is susceptible to changes in economic,
operating and other conditions, including changes in interest rates, that may be beyond our control and these losses
may exceed current estimates. Federal and state regulatory agencies, as an integral part of their examination process,
review our loans and allowance for loan losses. While we believe that our allowance for loan losses is adequate to
cover current losses, we cannot assure you that we will not increase the allowance for loan losses further or that the
allowance will be adequate to absorb loan losses we actually incur. Either of these occurrences could have a material
adverse effect on our business, financial condition and results of operations.

The Financial Accounting Standards Board has recently issued an accounting standard update that will result in a
significant change in how we recognize credit losses and may have a material impact on our financial condition or
results of operations.

In June 2016, the Financial Accounting Standards Board issued ASU 2016-13, Financial Instruments�Credit Losses
(Topic 326): Measurement of Credit Losses on Financial Instruments. ASU 2016-13 requires banking organizations to
determine the adequacy of their ALLL with an expected loss model, which is referred to as the current expected credit
loss (�CECL�) model. Under the CECL model, banking organizations will be required to present certain financial assets
carried at amortized cost, such as loans held for investment and held-to-maturity debt securities, at the net amount
expected to be collected. The measurement of expected credit losses is to be based on information about past events,
including historical experience, current conditions, and reasonable and supportable forecasts that affect the
collectability of the reported amount. This measurement will take place at the time the financial asset is first added to
the balance sheet and periodically thereafter. This differs significantly from the �incurred loss� model required under
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current GAAP, which delays recognition until it is probable a loss has been incurred. ASU 2016-13 is expected to be
effective for public business entities for fiscal years after December 15, 2019. CECL will change the manner in which
we determine the adequacy of our allowance for loan losses. We are evaluating the impact the CECL model will have
on our accounting, but we may recognize a one-time cumulative-effect adjustment to the allowance for loan losses as
of the beginning of the first reporting period in which the new standard is effective. We cannot yet determine the
magnitude of any such one-time cumulative adjustment or of the overall impact of the new standard on our financial
condition or results of operations. The federal banking regulators have adopted a rule that gives a banking
organization the option to phase in over a three-year period the day-one adverse effects of CECL on its regulatory
capital.
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Our business may be adversely affected by business conditions in northern and central California.

We conduct most of our business in northern and central California. As a result of this geographic concentration, our
financial results may be impacted by economic conditions in California. Deterioration in the economic conditions in
California could result in the following consequences, any of which could have a material adverse effect on our
business, financial condition, results of operations and cash flows:

� problem assets and foreclosures may increase,

� demand for our products and services may decline,

� low cost or non-interest bearing deposits may decrease, and

� collateral for loans made by us, especially real estate, may decline in value, in turn reducing customers�
borrowing power, and reducing the value of assets and collateral associated with our existing loans.

In view of the concentration of our operations and the collateral securing our loan portfolio in both northern and
central California, we may be particularly susceptible to the adverse effects of any of these consequences, any of
which could have a material adverse effect on our business, financial condition, results of operations and cash flows.

A significant majority of the loans in our portfolio are secured by real estate and a downturn in our real estate
markets could hurt our business.

A downturn in our real estate markets in which we conduct our business in California could hurt our business because
most of our loans are secured by real estate. Real estate values and real estate markets are generally affected by
changes in national, regional or local economic conditions, fluctuations in interest rates and the availability of loans to
potential purchasers, changes in tax laws and other governmental statutes, regulations and policies and acts of nature.
As real estate prices decline, the value of real estate collateral securing our loans is reduced. As a result, our ability to
recover on defaulted loans by foreclosing and selling the real estate collateral could then be diminished and we would
be more likely to suffer losses on defaulted loans. As of December 31, 2018, approximately 91.7% of the book value
of our loan portfolio consisted of loans collateralized by various types of real estate. Substantially all of our real estate
collateral is located in California. So if there is a significant adverse decline in real estate values in California, the
collateral for our loans will provide less security. Real estate values could also be affected by, among other things,
earthquakes, drought and national disasters in our markets. Any such downturn could have a material adverse effect
on our business, financial condition, results of operations and cash flows.

We depend on key personnel and the loss of one or more of those key personnel may materially and adversely affect
our prospects.

Competition for qualified employees and personnel in the banking industry is intense and there are a limited number
of qualified persons with knowledge of, and experience in, the California community banking industry. The process of
recruiting personnel with the combination of skills and attributes required to carry out our strategies is often lengthy.
Our success depends to a significant degree upon our ability to attract and retain qualified management, loan
origination, finance, administrative, marketing and technical personnel and upon the continued contributions of our
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management and personnel. In particular, our success has been and continues to be highly dependent upon the abilities
of our senior management team of Messrs. Smith, Bailey, Carney, Fleshood, O�Sullivan and Wiese, who have
expertise in banking and collective experience in the California markets we serve and have targeted for future
expansion. We also depend upon a number of other key executives who are California natives or are long-time
residents and who are integral to implementing our business plan. The loss of the services of any one of our senior
executive management team or other key executives could have a material adverse effect on our business, financial
condition, results of operations and cash flows.

We are exposed to the risk of environmental liabilities with respect to properties to which we take title.

In the course of our business, we may foreclose and take title to real estate and could be subject to environmental
liabilities with respect to these properties. We may be held liable to a governmental entity or to third parties for
property damage, personal injury, investigation and clean-up costs incurred by these parties in connection with
environmental contamination, or may be required to investigate or clean-up hazardous or toxic substances, or
chemical releases at a property. The costs associated with investigation or remediation activities could be substantial.
In addition, if we are the owner or former owner of a contaminated site, we may be subject to common law claims by
third parties based on damages and costs resulting from environmental contamination emanating from the property. If
we become subject to significant environmental liabilities, our business, financial condition, results of operations and
cash flows could be materially adversely affected.

10
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Strong competition in California could hurt our profits.

Competition in the banking and financial services industry is intense. Our profitability depends upon our continued
ability to successfully compete. We primarily compete in northern and central California for loans, deposits and
customers with commercial banks, savings and loan associations, credit unions, finance companies, mutual funds,
insurance companies, brokerage firms and Internet-based marketplace lending platforms. In particular, our
competitors include major financial companies whose greater resources may afford them a marketplace advantage by
enabling them to maintain numerous locations and mount extensive promotional and advertising campaigns.
Additionally, banks and other financial institutions with larger capitalization and financial intermediaries not subject
to bank regulatory restrictions may have larger lending limits which would allow them to serve the credit needs of
larger customers. Areas of competition include interest rates for loans and deposits, efforts to obtain loan and deposit
customers and a range in quality of products and services provided, including new technology-driven products and
services. Technological innovation continues to contribute to greater competition in domestic and international
financial services markets as technological advances enable more companies, such as Internet-based marketplace
lenders, to provide financial services, often without many of regulatory and capital restrictions that we face. We also
face competition from out-of-state financial intermediaries that have opened loan production offices or that solicit
deposits in our market areas. If we are unable to attract and retain banking customers, we may be unable to continue
our loan growth and level of deposits and our business, financial condition, results of operations and cash flows may
be adversely affected.

Our previous results may not be indicative of our future results.

We may not be able to sustain our historical rate of growth and level of profitability or may not even be able to grow
our business or continue to be profitable at all. Various factors, such as economic conditions, regulatory and
legislative considerations and competition, may also impede or prohibit our ability to expand our market presence and
financial performance. If we experience a significant decrease in our historical rate of growth, our results of operations
and financial condition may be adversely affected due to a high percentage of our operating costs being fixed
expenses.

We may be adversely affected by the soundness of other financial institutions.

Financial services institutions are interrelated as a result of clearing, counterparty, or other relationships. We have
exposure to many different industries and counterparties, and routinely execute transactions with counterparties in the
financial services industry, including commercial banks, brokers and dealers, and other institutional clients. Many of
these transactions expose us to credit risk in the event of a default by a counterparty or client. In addition, our credit
risk may be exacerbated when the collateral that we hold cannot be realized upon or is liquidated at prices not
sufficient to recover the full amount of the credit or derivative exposure due to us. Any such losses could have a
material adverse effect on our financial condition and results of operations.

Severe weather, natural disasters and other external events could adversely affect our business.

Our operations and our customer base are primarily located in northern and central California where natural and other
disasters may occur. These regions are known for being vulnerable to natural disasters and other risks, such as
earthquakes, fires, droughts and floods, the nature and severity of which may be impacted by climate change. These
types of natural catastrophic events have at times disrupted the local economies, our business and customers in these
regions. Such events could also affect the stability of the Bank�s deposit base; impair the ability of borrowers to repay
outstanding loans, impair the value of collateral securing loans and cause significant property damage, result in losses
of revenue and/or cause us to incur additional expenses. In addition, catastrophic events occurring in other regions of
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the world may have an impact on our customers and in turn, on us. Our business continuity and disaster recovery
plans may not be successful upon the occurrence of one of these scenarios, and a significant catastrophic event
anywhere in the world could materially adversely affect our operating results.

We may be adversely affected by recent changes in U.S. tax laws.

The enactment of the Tax Cuts and Jobs Act (the �TCJA�) on December 22, 2017 made significant changes to the
Internal Revenue Code, many of which are highly complex and may require interpretations and implementing
regulations. The TCJA includes a number of provisions that will have an impact on the banking industry, borrowers
and the market for residential real estate. These changes include: (i) a lower limit on the deductibility of mortgage
interest on single-family residential mortgage loans, (ii) the elimination of interest deductions for home equity loans,
(iii) a limitation on the deductibility of business interest expense, and (iv) a limitation on the deductibility of property
taxes and state and local income taxes. The TCJA may have an adverse effect on the market for and the valuation of
residential properties, as well as on the demand for such loans in the future, and could make it harder for borrowers to
make their loan payments. The
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value of the properties securing loans in our loan portfolio may be adversely impacted as a result of the changing
economics of home ownership. Such an impact could require an increase in our provision for loan losses, which
would reduce our profitability and could materially adversely affect our business, financial condition and results of
operations.

It is too early to evaluate all of the potential consequences of the tax reform bill, but such consequences could include
lower commercial customer borrowings, either due to the increase in cash flows as a result of the reduction in the
corporate statutory tax rate or the utilization by businesses in certain sectors of alternative non-debt financing and/or
early retirement of existing debt. While the reform bill lowered the corporate federal statutory tax rate, it also
eliminated or limited certain federal corporate deductions. There can be no assurance that any benefits realized by us
as a result of the reduction in the corporate federal statutory tax rate will ultimately result in increased net income,
whether due to decreased loan yields as a result of competition or to other factors. Uncertainty also exists related to
state and other taxing jurisdictions� response to federal tax reform.

Federal income tax treatment of corporations may be further clarified and modified by other legislative, administrative
or judicial changes or interpretations at any time. Any such changes could adversely affect us.

Market and Interest Rate Risk

Fluctuations in interest rates could reduce our profitability and affect the value of our assets.

Like other financial institutions, we are subject to interest rate risk. Our primary source of income is net interest
income, which is the difference between interest earned on loans and leases and investments, and interest paid on
deposits and borrowings. We expect that we will periodically experience imbalances in the interest rate sensitivities of
our assets and liabilities and the relationships of various interest rates to each other. Over any defined period of time,
our interest-earning assets may be more sensitive to changes in market interest rates than our interest-bearing
liabilities, or vice-versa. In addition, the individual market interest rates underlying our loan and lease and deposit
products may not change to the same degree over a given time period. If market interest rates should move contrary to
our position, earnings may be negatively affected. In addition, loan and lease volume and quality and deposit volume
and mix can be affected by market interest rates as can the businesses of our clients. Changes in levels of market
interest rates could have a material adverse effect on our net interest spread, asset quality, origination volume, the
value of our loans and investment securities and overall profitability.

Market interest rates are beyond our control, and they fluctuate in response to general economic conditions and the
policies of various governmental and regulatory agencies, in particular, the Federal Reserve Board. Changes in
monetary policy, including changes in interest rates, may negatively affect our ability to originate loans and leases, the
value of our assets and our ability to realize gains from the sale of our assets, all of which ultimately could affect our
earnings.

Our business is subject to interest rate risk and variations in interest rates may negatively affect our financial
performance.

Because of the differences in the maturities and repricing characteristics of our interest-earning assets and
interest-bearing liabilities, changes in interest rates do not produce equivalent changes in interest income earned on
interest-earning assets and interest paid on interest-bearing liabilities. Accordingly, fluctuations in interest rates could
adversely affect our interest rate spread and, in turn, our profitability. In addition, loan origination volumes are
affected by market interest rates. Rising interest rates, generally, are associated with a lower volume of loan
originations while lower interest rates are usually associated with higher loan originations. Conversely, in rising
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interest rate environments, loan repayment rates may decline and in falling interest rate environments, loan repayment
rates may increase. Although we were successful in generating new loans during 2018, the continuation of historically
low long-term interest rate levels may cause additional refinancing of commercial real estate and 1-4 family residence
loans, which may depress our loan volumes or cause rates on loans to decline. In addition, an increase in the general
level of short-term interest rates on variable rate loans may adversely affect the ability of certain borrowers to pay the
interest on and principal of their obligations or reduce the amount they wish to borrow. Additionally, if short-term
market rates rise, in order to retain existing deposit customers and attract new deposit customers we may need to
increase rates we pay on deposit accounts. Accordingly, changes in levels of market interest rates could materially and
adversely affect our net interest spread, asset quality, loan origination volume, business, financial condition, results of
operations and cash flows.
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Reduction in the value, or impairment of our investment securities, can impact our earnings and common
shareholders� equity.

We maintained a balance of $1.6 billion, or approximately 25% of our assets, in investment securities at December 31,
2018. Changes in market interest rates can affect the value of these investment securities, with increasing interest rates
generally resulting in a reduction of value. Although the reduction in value from temporary increases in market rates
does not affect our income until the security is sold, it does result in an unrealized loss recorded in other
comprehensive income that can reduce our common stockholders� equity. Further, we must periodically test our
investment securities for other-than-temporary impairment in value. In assessing whether the impairment of
investment securities is other-than-temporary, we consider the length of time and extent to which the fair value has
been less than cost, the financial condition and near-term prospects of the issuer, and the intent and ability to retain
our investment in the security for a period of time sufficient to allow for any anticipated recovery in fair value in the
near term.

Regulatory Risks

Recently enacted financial reform legislation has, among other things, created a new Consumer Financial Protection
Bureau, tightened capital standards and resulted in new laws and regulations that are expected to increase our costs
of operations.

The Dodd-Frank Act, which was enacted in 2010, significantly changed the current bank regulatory structure and
affects the lending, deposit, investment, trading and operating activities of financial institutions and their holding
companies. Among other things, the Dodd-Frank Act created a new Consumer Financial Protection Bureau with broad
powers to supervise and enforce consumer protection laws. The CFPB has broad rule-making authority for a wide
range of consumer protection laws that apply to all banks and savings institutions, including the authority to prohibit
�unfair, deceptive or abusive� acts and practices. The CFPB has examination and enforcement authority over all banks
and savings institutions with more than $10 billion in assets. Banks with $10 billion or less in assets, such as the Bank,
are subject to the CFPB�s rules but continue to be examined for compliance with the consumer laws by their primary
bank regulators. In addition, the Dodd-Frank Act required the FDIC and FRB to adopt new, more stringent capital
rules that apply to us. The Dodd-Frank Act also weakens the federal preemption rules that have been applicable for
national banks and federal savings associations, and gives state attorneys general the ability to enforce federal
consumer protection laws.

It is difficult to predict the continuing impact that the Dodd-Frank Act and the yet to be written implementing rules
and regulations will have on community banks. However, it is expected that at a minimum they will increase our
operating and compliance costs and could increase our interest expense.

We operate in a highly regulated environment and we may be adversely affected by new laws and regulations or
changes in existing laws and regulations. Regulations may prevent or impair our ability to pay dividends, engage in
acquisitions or operate in other ways.

We are subject to extensive regulation, supervision and examination by the DBO, FDIC, and the FRB. See Item
1�Regulation and Supervision of this report for information on the regulation and supervision which governs our
activities. Regulatory authorities have extensive discretion in their supervisory and enforcement activities, including
the imposition of restrictions on our operations, the classification of our assets and determination of the level of our
allowance for loan losses. Banking regulations, designed primarily for the protection of depositors, may limit our
growth and the return to our shareholders by restricting certain of our activities, such as:
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� the payment of dividends to our shareholders,

� possible mergers with or acquisitions of or by other institutions,

� desired investments,

� loans and interest rates on loans,

� interest rates paid on deposits,

� service charges on deposit account transactions,

� the possible expansion of branch offices, and

� the ability to provide securities or trust services.
We also are subject to regulatory capital requirements. We could be subject to regulatory enforcement actions if, any
of our regulators determines for example, that we have violated a law of regulation, engaged in unsafe or unsound
banking practice or lack adequate capital. Federal and state governments and regulators could pass legislation and
adopt policies responsive to current credit conditions that would have an adverse effect on the Company and its
financial performance. We cannot predict what changes, if any, will be made to existing federal and state legislation
and regulations or the effect that such changes may have on our future business and earnings prospects. Any change in
such regulation and oversight, whether in the form of regulatory policy, regulations, legislation or supervisory action,
may have a material adverse impact on our operations.

13
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Compliance with changing regulation of corporate governance and public disclosure may result in additional risks
and expenses.

Changing laws, regulations and standards relating to corporate governance and public disclosure, including the
Dodd-Frank Act, the Sarbanes-Oxley Act of 2002 and new SEC regulations, are creating additional expense for
publicly-traded companies such as the Company. The application of these laws, regulations and standards may evolve
over time as new guidance is provided by regulatory and governing bodies, which could result in continuing
uncertainty regarding compliance matters and higher costs necessitated by ongoing revisions to disclosure and
governance practices. We are committed to maintaining high standards of corporate governance and public disclosure.
As a result, our efforts to comply with evolving laws, regulations and standards have resulted in, and are likely to
continue to result in, increased expenses and a diversion of management time and attention. In particular, our efforts to
comply with Section 404 of the Sarbanes-Oxley Act of 2002 and the related regulations regarding management�s
required assessment of its internal control over financial reporting and its external auditors� audit of our internal control
over financial reporting requires, and will continue to require, the commitment of significant financial and managerial
resources. Further, the members of our board of directors, members of our audit or compensation and management
succession committees, our chief executive officer, our chief financial officer and certain other executive officers
could face an increased risk of personal liability in connection with the performance of their duties. It may also
become more difficult and more expensive to obtain director and officer liability insurance. As a result, our ability to
attract and retain executive officers and qualified board and committee members could be more difficult.

Risks Related to Growth and Expansion

Goodwill resulting from acquisitions may adversely affect our results of operations.

Goodwill and other intangible assets have increased substantially as a result of our acquisitions of FNB Bancorp in
2018 and North Valley Bancorp in 2014. Potential impairment of goodwill and amortization of other intangible assets
could adversely affect our financial condition and results of operations. We assess our goodwill and other intangible
assets and long-lived assets for impairment annually and more frequently when required by U.S. GAAP. We are
required to record an impairment charge if circumstances indicate that the asset carrying values exceed their fair
values. Our assessment of goodwill, other intangible assets, or long-lived assets could indicate that an impairment of
the carrying value of such assets may have occurred that could result in a material, non-cash write-down of such
assets, which could have a material adverse effect on our result>

(6,000
)
Increase in accounts payable and accrued expenses

4,477

Net Cash Used in Operating Activities

(43,004
)

Cash Flows from Financing Activities

Proceeds from issuance of common stock
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50,000

Increase in cash

6,996

Cash, beginning of period

-

Cash, end of period

$
6,996

See accompanying notes to the financial statements
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MPM Acquisition Corp.
(A Development Stage Company)

Notes to Financial Statements

Note 1 - Development Stage Company:

MPM Acquisition Corp., a development stage company (the “Company”), was incorporated in the State of Delaware on
February 4, 2008. The Company is inactive and plans to acquire an existing company or acquire technology to begin
operations. The Company is in the development stage.

Note 2 - Summary of Accounting Policies:

Basis of Presentation: The accompanying interim financial statements of the Company as of June 30, 2008 and for the
period from February 4, 2008 (inception) through June 30, 2008, have been prepared in accordance with accounting
principles generally accepted for interim financial statements presentation and in accordance with the instructions to
Regulation S-X. Accordingly, they do not include all of the information and footnotes required by accounting
principles generally accepted in the United States of America for complete financial statement presentation. In the
opinion of management, all adjustments for a fair statement of the results of operations and financial position for the
interim periods presented have been included. All such adjustments are of a normal recurring nature. The
accompanying financial statements and the information included under the heading Management’s Discussion and
Analysis of Financial Condition and Results of Operations should be read in conjunction with the Company’s audited
financial statements and related notes included in the Company’s Form 10 as of February 29, 2008. Interim results are
not necessarily indicative of the results for a full year.

Financial Statements: The financial statements include all the accounts of the Company.

Use of Estimates: The preparation of the financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the
amounts of assets and liabilities and disclosure of contingent asset and liabilities at the date of the financial statements
and revenues and expenses during the reporting period. Actual results could differ from those estimates.

Recent Accounting Pronouncements: Management does not believe that any recently issued, but not yet effective
accounting pronouncements, if adopted, would have a material effect on the accompanying financial statements.

Note 3 - Going Concern:

The accompanying financial statements have been prepared assuming that the Company will continue as a going
concern, which contemplates the recoverability of assets and the satisfaction of liabilities in the normal course of
business. The Company incurred a net loss from inception of $41,481, which, among other factors, raises substantial
doubt about the Company’s ability to continue as a going concern. The ability of the Company to continue as a going
concern is dependent upon management’s plan to find a suitable acquisition or merger candidate, raise additional
capital from the sale of stock and, ultimately, income from operations. The accompanying financial statements do not
include any adjustments that might be required should the Company be unable to recover the value of its assets or
satisfy its liabilities.

5
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Forward Looking Statement Notice

Certain statements made in this Quarterly Report on Form 10-Q are “forward-looking statements” (within the meaning
of the Private Securities Litigation Reform Act of 1995) in regard to the plans and objectives of management for
future operations. Such statements involve known and unknown risks, uncertainties and other factors that may cause
actual results, performance or achievements of MPM Acquisition Corp. (“we”, “us”, “our” or the “Company”) to be materially
different from any future results, performance or achievements expressed or implied by such forward-looking
statements. The forward-looking statements included herein are based on current expectations that involve numerous
risks and uncertainties. The Company's plans and objectives are based, in part, on assumptions involving the
continued expansion of business. Assumptions relating to the foregoing involve judgments with respect to, among
other things, future economic, competitive and market conditions and future business decisions, all of which are
difficult or impossible to predict accurately and many of which are beyond the control of the Company. Although the
Company believes its assumptions underlying the forward-looking statements are reasonable, any of the assumptions
could prove inaccurate and, therefore, there can be no assurance the forward-looking statements included in this
Quarterly Report will prove to be accurate. In light of the significant uncertainties inherent in the forward-looking
statements included herein, the inclusion of such information should not be regarded as a representation by the
Company or any other person that the objectives and plans of the Company will be achieved.

Description of Business

The Company was incorporated in the State of Delaware on February 4, 2008 and maintains its principal executive
office at c/o MPM Asset Management LLC, 200 Clarendon Street, 54th Floor, Boston, MA 02116. Since inception, the
Company has been engaged in organizational efforts and obtaining initial financing. The Company was formed as a
vehicle to pursue a business combination through the acquisition of, or merger with, an operating business. The
Company filed a Registration Statement on Form 10 with the U.S. Securities and Exchange Commission (the “SEC”) on
April 16, 2008, and since its effectiveness, the Company has focused its efforts to identify a possible business
combination.

The Company, based on proposed business activities, is a “blank check” company. The SEC defines those companies as
"any development stage company that is issuing a penny stock, within the meaning of Section 3(a)(51) of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), and that has no specific business plan or purpose,
or has indicated that its business plan is to merge with an unidentified company or companies." Many states have
enacted statutes, rules and regulations limiting the sale of securities of "blank check" companies in their respective
jurisdictions. The Company is also a “shell company,” defined in Rule 12b-2 under the Exchange Act as a company with
no or nominal assets (other than cash) and no or nominal operations. Management does not intend to undertake any
efforts to cause a market to develop in our securities, either debt or equity, until we have successfully concluded a
business combination. The Company intends to comply with the periodic reporting requirements of the Exchange Act
for so long as we are subject to those requirements.

The Company was organized as a vehicle to investigate and, if such investigation warrants, acquire a target company
or business seeking the perceived advantages of being a publicly held corporation. The Company’s principal business
objective for the next 12 months and beyond such time will be to achieve long-term growth potential through a
combination with an operating business. The Company will not restrict its potential candidate target companies to any
specific business, industry or geographical location and, thus, may acquire any type of business.
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The Company currently does not engage in any business activities that provide cash flow. During the next twelve
months we anticipate incurring costs related to:

(i) filing Exchange Act reports, and
(ii) investigating, analyzing and consummating an acquisition.  

We believe we will be able to meet these costs through use of funds in our treasury, through deferral of fees by certain
service providers and additional amounts, as necessary, to be loaned to or invested in us by our sole stockholder,
management or other investors.

The Company may consider acquiring a business which has recently commenced operations, is a developing company
in need of additional funds for expansion into new products or markets, is seeking to develop a new product or
service, or is an established business which may be experiencing financial or operating difficulties and is in need of
additional capital. In the alternative, a business combination may involve the acquisition of, or merger with, a
company which does not need substantial additional capital but which desires to establish a public trading market for
its shares while avoiding, among other things, the time delays, significant expense, and loss of voting control which
may occur in a public offering.

Since our Registration Statement on Form 10 went effective, our management has had contact and discussions with
representatives of other entities regarding a business combination with us. Any target business that is selected may be
a financially unstable company or an entity in its early stages of development or growth, including entities without
established records of sales or earnings. In that event, we will be subject to numerous risks inherent in the business
and operations of financially unstable and early stage or potential emerging growth companies. In addition, we may
effect a business combination with an entity in an industry characterized by a high level of risk, and, although our
management will endeavor to evaluate the risks inherent in a particular target business, there can be no assurance that
we will properly ascertain or assess all significant risks.

The Company anticipates that the selection of a business combination will be complex and extremely risky. Because
of general economic conditions, rapid technological advances being made in some industries and shortages of
available capital, our management believes that there are numerous firms seeking even the limited additional capital
which we will have and/or the perceived benefits of becoming a publicly traded corporation. Such perceived benefits
of becoming a publicly traded corporation include, among other things, facilitating or improving the terms on which
additional equity financing may be obtained, providing liquidity for the principals of and investors in a business,
creating a means for providing incentive stock options or similar benefits to key employees, and offering greater
flexibility in structuring acquisitions, joint ventures and the like through the issuance of stock. Potentially available
business combinations may occur in many different industries and at various stages of development, all of which will
make the task of comparative investigation and analysis of such business opportunities extremely difficult and
complex.

Liquidity and Capital Resources

As of June 30, 2008, the Company had assets equal to $12,996, comprised exclusively of cash and prepaid expenses.
The Company’s current liabilities as of June 30, 2008 totaled $4,477, comprised exclusively of accounts payable and
accrued expenses. The Company can provide no assurance that it can continue to satisfy its cash requirements for at
least the next twelve months.
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The following is a summary of the Company's cash flows from operating, investing, and financing activities for the
period from February 4, 2008 (inception) through June 30, 2008:

For the Period from February
4, 2008

(Inception) through June 30,
2008

Net cash used in operating
activities

$(43,004)

Net cash used in investing
activities

$0

Net cash from financing
activities

$50,000

Net effect on cash $6,996

The Company has nominal assets and has generated no revenues since inception. The Company is also dependent
upon the receipt of capital investment or other financing to fund its ongoing operations and to execute its business
plan of seeking a combination with a private operating company. In addition, the Company is dependent upon certain
related parties to provide continued funding and capital resources. If continued funding and capital resources are
unavailable at reasonable terms, the Company may not be able to implement its plan of operations.

Results of Operations

The Company has not conducted any active operations since inception, except for its efforts to locate suitable
acquisition candidates. No revenue has been generated by the Company from February 4, 2008 (inception) through
June 30, 2008. It is unlikely the Company will have any revenues unless it is able to effect an acquisition or merger
with an operating company, of which there can be no assurance. It is management's assertion that these circumstances
may hinder the Company's ability to continue as a going concern.  The Company’s plan of operation for the next
twelve months shall be to continue its efforts to locate suitable acquisition candidates. 

For the three months ended June 30, 2008, the Company had a net loss of $18,371, consisting of legal, accounting,
audit and other professional service fees incurred in relation to the filing of the Company’s Quarterly Report on Form
10-Q for the period ended March 31, 2008 in June of 2008. For the period from February 4, 2008 (inception) through
June 30, 2008, the Company had a net loss of $41,481, consisting of legal, accounting, audit and other professional
service fees incurred in relation to the formation of the Company, the filing of the Company’s Registration Statement
on Form 10 in April of 2008 and the filing of the Company’s Quarterly Report on Form 10-Q for the period ended
March 31, 2008 in June of 2008.

Off-Balance Sheet Arrangements

The Company does not have any off-balance sheet arrangements that have or are reasonably likely to have a current or
future effect on the Company’s financial condition, changes in financial condition, revenues or expenses, results of
operations, liquidity, capital expenditures or capital resources that is material to investors. 

Contractual Obligations

As a “smaller reporting company” as defined by Item 10 of Regulation S-K, the Company is not required to provide this
information.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.
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As a “smaller reporting company” as defined by Item 10 of Regulation S-K, the Company is not required to provide
information required by this Item.
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Item 4T. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed
in our reports filed pursuant to the Exchange Act is recorded, processed, summarized and reported within the time
periods specified in the SEC’s rules, regulations and related forms, and that such information is accumulated and
communicated to our principal executive officer and principal financial officer, as appropriate, to allow timely
decisions regarding required disclosure.

As of June 30, 2008, we carried out an evaluation, under the supervision and with the participation of our principal
executive officer and our principal financial officer of the effectiveness of the design and operation of our disclosure
controls and procedures. Based on this evaluation, our principal executive officer and our principal financial officer
concluded that our disclosure controls and procedures were effective as of the end of the period covered by this report.

Changes in Internal Controls

There have been no changes in our internal controls over financial reporting during the quarter ended June 30, 2008
that have materially affected or are reasonably likely to materially affect our internal controls.

PART II — OTHER INFORMATION

Item 1. Legal Proceedings.

To the best knowledge of our officers and directors, the Company is not a party to any legal proceeding or litigation.

Item 1A. Risk Factors.

As a “smaller reporting company” as defined by Item 10 of Regulation S-K, the Company is not required to provide
information required by this Item.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

None.

Item 3. Defaults Upon Senior Securities.

None.

Item 4. Submission of Matters to a Vote of Security Holders.

None.

Item 5. Other Information.

None.
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Item 6. Exhibits.

(a) Exhibits required by Item 601 of Regulation S-K.

Exhibit Description
---------- ---------------

*3.1 Certificate of Incorporation, as filed with the Delaware Secretary of State on February 4,
2008.

*3.2 By-Laws.

31.1 Certification of the Company’s Principal Executive Officer and Principal Financial Officer
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, with respect to the registrant’s
Quarterly Report on Form 10-Q for the quarter ended June 30, 2008.

32.1 Certification of the Company’s Principal Executive Officer and Principal Financial Officer
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

*Filed as an exhibit to the Company’s Registration Statement on Form 10, as filed with the SEC on April 16, 2008 and
incorporated herein by this reference.
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SIGNATURES

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

Dated: August 14, 2008 MPM ACQUISITION CORP.

By:  /s/ Steven St. Peter

      Steven St. Peter
      President and Director
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