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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended June 30, 2014
or
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to

Commission File Number: 001-36522

=
L,

INVESTAR
Investar Holding Corporation

(Exact name of registrant as specified in its chaefr)

Louisiana 27-156071%
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)

7244 Perkins Road, Baton Rouge, Louisiana 70808
(Address of principal executive offices, includingip code)

(225) 227-2222
(Registrant’s telephone number, including area code

Indicate by check mark whether the registrant € filed all reports required to be filed by Secti® or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the pasta@s. Yes[] No

Indicate by check mark whether the registrant lsrstted electronically and posted on its corpo¥atb site, if any, every Interactive Data
File required to be submitted and posted pursuaRile 405 of Regulation S-T (§232.405 of this ¢bgpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). Y&d No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maocelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer,” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated file O Accelerated filel O
Non-accelerated file (Do not check if a smaller reporting compa Smaller reporting compar O
Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the BExgje Act). Yes[ No

The number of shares outstanding of each of theeissclasses of common stock, as of the latestipedle date, is as follows: Common
stock, $1.00 par value, 7,229,924 shares outstgradirof August 8, 2014.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

When included in this Quarterly Report on Form 10e6in other documents that Investar Holding Coaion (the “Company”files with the
Securities and Exchange Commission (“SEC”) or &iteshents made by or on behalf of the Company, wikelSmay,” “should,” “could,”
“predict,” “potential,” “believe,” “think,” “will likely result,” “expect,” “continue,” “will,” “antiépate,” “seek,” “estimate,” “intend,” “plan,”
“projection,” “would,” “outlook” and similar expresons or the negative version of those words a@ended to identify forward-looking
statements as defined by the Private Securitiégdtibn Reform Act of 1995. These forward-lookingtements involve a variety of risks and
uncertainties that could cause actual resultsfferdnaterially from those described therein. Thenpany’s forward-looking statements are
based on assumptions and estimates that managbkeliewves to be reasonable in light of the informrtvailable at the time such statements
are made. However, many of the matters address#tebg statements are inherently uncertain andl dsubffected by many factors beyond
management’s control. Factors that could have amadeffect on the Company’s business, finanagadition, results of operations and
future growth prospects can be found in the Rigktdia section of the Registration Statement on Férinthat the Company originally filed
with the SEC on May 16, 2014 (and subsequently ae@nand Part II, tem 1A. — Risk Factors, of fisarterly Report on Form 10-Q.
Additional risk factors may also be described iparts that the Company files from time to time wihie SEC.

LT " u ” o, " ow ” o« ” o ” o

Because forward-looking statements are inherenthyest to risks and uncertainties, some of whiatmea be predicted or quantified, you
should not rely on any forward-looking statemenagsediction of future events. We expressly distlany obligation or undertaking to
update our forward-looking statements, and we dantend to release publicly any updates or chaitgesr expectations concerning the
forward-looking statements or any changes in eyeotsditions or circumstances upon which any fodsMaoking statement may be based,
except as required by law.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

INVESTAR HOLDING CORPORATION
CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share data)

ASSETS
Cash and due from ban
Interest bearing balances due from other bi
Federal funds sol

Cash and cash equivalent

Available for sale securities at fair value (amzetl cost of $65,286 and $56,733,
respectively’

Held to maturity securities at amortized cost (eated fair value of $13,707 and $5,98
respectively’

Loans held for sal

Loans, net of allowance for loan losses of $3,882%8,380, respective

Other equity securitie

Bank premises and equipment,

Real estate owned, r

Accrued interest receivab

Prepaid FDIC/OFI assessme

Deferred tax assi

Goodwill

Other asset

Total assets

LIABILITIES
Deposits:
Noninterest bearin
Interest bearin
Total deposits
Advances from Federal Home Loan B:
Repurchase agreeme
Notes payabl
Accrued interest payab
Accrued taxes and other liabiliti

Total liabilities

STOCKHOLDERS’ EQUITY
Common stock, $1.00 par value per share; 40,00Gbafes authorized; 3,945,753 anc
3,945,114 shares issued and outstanding, resplgc
Treasury Stocl
Surplus
Retained earning
Accumulated other comprehensive income (I
Total stockholders' equity
Total liabilities and stockholders’ equity

June 30, 201
(Unaudited)

$

12,87:
1,77
50C

15,14¢

65,52¢

14,01¢
32,13
560,09:
3,40¢
27,67¢
3,42
1,921
9¢

70¢
2,68¢
2,23(

729,07(

69,80

508,86:

578,66
68,40¢
11,42¢

8,60¢
28¢

3,731

671,13(

3,94t
Q)
45,36
8,45¢
17€
57,94(

729,07(

December 31, 201

$ 10,54¢

17,154
50C

28,20:

56,17

6,57¢
5,02¢
500,71!
2,02(
24.,68(
3,51t
1,83¢

1,20¢
2,68¢
2,30¢

$ 634,94t

$ 72,79¢
459,81:

532,60t
30,81¢
10,20:¢
3,60¢

3,94

45,28
6,60¢
(350)

55,48

$ 634,94t
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INVESTAR HOLDING CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS
(Amounts in thousands, except share data)

INTEREST INCOME

Interest and fees on loa

Interest on investment securitit
Taxable interest inconr

Exempt from federal income tax
Other interest incom

Total interest incom

INTEREST EXPENSE

Interest on deposi
Interest on borrowing

Total interest expens
Net interest incom

Provision for loan losse
Net interest income after provision for loan los

NONINTEREST INCOME

Service charges on deposit accot
Gain on sale of investment securities,
Net (loss) gain on sales of OF
Gain on sale of loar
Bargain purchase ga
Fee income on mortgage loans held for sale
Other operating incorr
Total noninterest incom

Income before noninterest expel

NONINTEREST EXPENSE

Salaries and employee bene
Net occupancy expense and equipment exg
Bank shares ta
FDIC and OFI assessmel
Legal fees
Data processin
Advertising
Stationery and supplie
Software amortization and exper
Professional fee
Telephone expens
Business entertainme
Other operating expens
Total noninterest expen

Income before income tax exper
Income tax expens

Net income

EARNINGS PER SHARE

Basic earnings per she
Diluted earnings per sha
Cash dividends declared per common sl

(Unaudited)

Three months endec

Six months endec

June 30, June 30,

2014 2013 2014 2013
$ 7,11¢ $ 5,391 $13,79¢ $ 9,317
18¢€ 66 37¢ 141

°]0) 90 171 167

10 6 2C 11
7,407 5,55 14,36¢ 9,63¢
1,05( 78C 2,05:% 1,422
10€ 56 194 104
1,15¢ 83¢€ 2,24 1,52¢
6,24¢ 4,71 12,117 8,11(
44¢ 142 692 232
5,801 4,57¢ 11,42« 7,87¢
73 58 13€ 8€

48 47 16& 30¢

(5) 91 (7) 91

54€ 52 72C 52

— 90¢€ — 90€
574 921 1,10( 1,732
272 11€ 462 18€
1,50¢ 2,19: 2,57¢ 3,362
7,31( 6,767 14,00( 11,24(
3,491 2,86( 6,962 5,111
577 45C 1,162 81C

82 55 16C 101

11¢ 79 23: 144

40 77 48 92

30¢ 21t 58¢€ 40z

71 71 147 14¢

44 62 92 101

122 95 22¢ 162
15¢ 10C 21C 16€

46 34 92 5¢

39 16 65 33

631 501 1,131 85¢
5,72¢ 4,61F 11,11¢ 8,18¢
1,581 2,152 2,88¢ 3,05z
514 45E 93¢ 73€

$ 1,067 $ 1,697 $ 1,94¢ $ 2,31¢
$ 0.27 $ 047 $ 0.5C $ 0.6¢
$ 0.2¢ $ 0.4 $ 0.47 $ 0.6
$ 0.01 $ 0.01 $ 0.0Z $ 0.0Z
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INVESTAR HOLDING CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Amounts in thousands)
(Unaudited)

Net income

Other comprehensive income (los

Reclassification of realized gains, net of tax 86 3$16, $56 and $105, respectiv

Unrealized gains (losses), available for sale ofi¢dix of $114, ($212), $137 and
($344), respectivel

Unrealized gains, transfer from available for g¢al@eld to maturity, net of tax of $6
$8, $6 and $8, respective

Total other comprehensive income (lo

Total comprehensive incon

Three months endec

June 30,
2014 2013

$ 1,067 $ 1,691
32 31

334 (622)

18 23

384 (570)

$ 1,451 $ 1,127

Six months endec

June 30,
2014 2013

$1,94¢ $2,31¢
10¢ 204
402 (1,019
18 23
52€ (785)
$2,47¢ $ 1,531
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’

Balance, December 31, 2012
Proceeds from sale of sto

Common stock issued for acquisition,

320,774 share
Stock issuance co
Dividends declare— $0.05 per shar
Stock based compensati
Net income
Other comprehensive loss, |
Balance, December 31, 20
Surrendered shar
Dividends declare— $0.01 per shar
Stock based compensati
Net income
Other comprehensive income, |

Balance, June 30, 2014 (Unaudit

INVESTAR HOLDING CORPORATION

(Amounts in thousands, except share data)

Common Treasury
Stock Stock Surplus
$ 3,20¢ $ — $36,06(
382 — 4,957
32C — 4,17(
— — (23)
33 — 117
$ 3,94 $ — $45,28:
— (4) —
2 — 82
$ 3,94¢ $ (4) $45,36

EQUITY
Accumulated Other Total
Retainec Stockholders
Comprehensive
Earnings Income (Loss) Equity
$ 3,62( $ 665 $ 43,55:
— — 5,33¢
— — 4,49(
— — (23)
(179) — (179)
— — 15C
3,16¢ — 3,16¢
— (1,015 (1,01%)
$ 6,60¢ $ (350) $ 55,48
— — (4)
97) — 97
— — 84
1,94¢ — 1,94¢
— 52¢ 52¢
$ 8,45¢ $ 17€ $ 57,94(
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INVESTAR HOLDING CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)

(Unaudited)
For the six months endec
June 30,
2014 2013
Cash flows from operating activitie
Net income $ 1,94¢ $ 2,31¢
Adjustments to reconcile net income to net cashigeal by operating activitie:
Provision for loan losse 69 232
Amortization of purchase accounting adjustme (164) (234)
Writedowns of real estate own 6 g
Depreciation and amortizatic 61C 39¢
Net amortization of securitie 50¢ 384
Bargain purchase ga — (90€)
Gain on sale of securitit (165) (309)
Loans held for sale
Originations (81,449 (59,99¢)
Proceeds from sal¢ 55,44¢ 65,33¢
Fee income on mortgage loans held for sale (1,100 (1,732
Gain on sale of loar (720) (52)
Loss (gain) on disposition of real estate ow 7 (97)
Stock dividend: 3 2
Stocl-based compensatic 84 41
Net change in
Accrued interest receivab (86) (20¢)
Prepaid OFI/FDIC assessme (99) 211
Deferred taxe 9C 677
Other asset 57 (444)
Accrued interest payab 4 8
Accrued taxes and other liabiliti 1,917 (430
Net cash (used in) provided by operating activ (22,399 5,21¢
Cash flows from investing activitie
Proceeds from maturities, calls and sales of imvest securities available for s: 16,49 7,427
Funds invested in securities available for ! (29,55¢) (20,22¢)
Funds invested in securities held to matt (7,470 —
Proceeds from principal paydowns and maturitiegwdstment securities available for s 4,17: 3,40¢
Proceeds from principal paydowns and maturitieewdstment securities held to matui 27 —
Proceeds from sale of loa 61,74t 19,22¢
Proceeds from redemption of other equity secut 34¢ 71¢
Purchase of other equity securit (1,739 (444)
Net increase in loar (121,47) (73,08Y)
Proceeds from sales of foreclosed as 53¢ 1,29
Purchases of premises, equipment and soft (3,609 (4,109
Cash received in acquisitic — 9,29:
Net cash used in investing activit (80,519 (56,497
Cash flows from financing activitie
Net increase in customer depo: 46,14. 58,33t
Net increase in repurchase agreem 1,222 1,571
Net increase (decrease) in s-term advance 37,20: (6,119
Proceeds from lor-term advance 6,00( 2,70C
Repayment of lor-term advance (610) (5,947
Cash dividends paid on common st 97) (84)
Proceeds from sales of common st — 4,99¢
Stock issuance co — (21)
Net cash provided by financing activiti 89,85’ 55,44
Net (decrease) increase in cash and cash equis (13,05¢) 4,161
Cash and cash equivalents, beginning of pe 28,201 4,641
Cash and cash equivalents, end of pe $  1514¢ $ 8,80
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INVESTAR HOLDING CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying unaudited consolidated finant@éments of Investar Holding Corporation (the “Qamy”) have been prepared in
accordance with United States generally accepteduating principles (“GAAP”) for interim financiahformation and the instructions to
Form 10-Q and Article 10 of Regulation S-X. Accargly, they do not include information or footnoteecessary for a complete presentation
of financial position, results of operations, amgtt flows in conformity with generally accepted@atting principles. However, in the
opinion of management, all adjustments (consistingormal recurring adjustments) necessary folirgpf@sentation of the financial
statements have been included. The results of tipesgor the three and six month periods ende@ B 2014 are not necessarily indicative
of the results that may be expected for the efisoal year. These statements should be read ijjuciion with the Company’s audited
financial statements for the year ended Decembg2(@®113, including the notes thereto, which werduided as part of the Company’s
Registration Statement on Form S-1, originallydileith the Securities and Exchange Commission oy M 2014, and subsequently
amended.

Nature of Operations

Investar Holding Corporation, headquartered in B&ouge, Louisiana, provides full banking servieegluding trust services, through its
wholly-owned banking subsidiary, Investar Bank (tBank”), a Louisiana-chartered bank. The Compamyimary market is South
Louisiana. The Company currently operates 11 givise banking offices located throughout its maeed had 165 employees at June 30,
2014.

Principles of Consolidation

The consolidated financial statements include to®ants of the Company and its wholly-owned subsydithe Bank. All significant
intercompany accounts and transactions have baamated in consolidation.

Use of Estimates

The preparation of statements in conformity withA&AArequires management to make estimates and aisnmfhat affect the reported
amounts of assets and liabilities and the discisiicontingent assets and liabilities at the datbe financial statements as well as the
reported amounts of revenues and expenses duengplorting period. Actual results could differrfrehose estimates, and such differences
could be material. Material estimates that areesptile to a significant change in the near terenthe allowance for loan losses, the fair v
of financial instruments and the determination thfeo-than-temporary impairments of securities.

Concentrations of Credit Risk

The Company’s loan portfolio consists of the vasitypes of loans described in Note 4, Loans. R&ate or other assets secure most loans.
The majority of loans has been made to individaals businesses in the Company’s market of Soutislama. Customers are dependent on
the condition of the local economy for their liv@bds and servicing their loan obligations. The @any does not have any significant
concentrations in any one industry or individusdtomer.
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INVESTAR HOLDING CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Recent Accounting Pronouncements

FASB ASC Subtopic 3-40 “Receivables — Troubled Debt Restructuringhogditors” Update No. 2014-04The Financial Accounting
Standards Board (the “FASB”) issued Update No. 2044n January 2014. The amendments in this updat#y that an in substance
repossession or foreclosure occurs, and a craditmmsidered to have received physical possesdimsidential real estate property
collateralizing a consumer mortgage loan, uporeeifh) the creditor obtaining legal title to theidential real estate property upon
completion of a foreclosure or (2) the borrowenaying all interest in the residential real esfai@perty to the creditor to satisfy the loan
through completion of a deed in lieu of foreclosaré¢hrough a similar legal agreement. Additionalhe amendments require interim and
annual disclosure of both (1) the amount of forsetbresidential real estate property held by thditor and (2) the recorded investment in
consumer mortgage loans collateralized by residkergal estate property that are in the proces$sretlosure according to local requirements
of the applicable jurisdiction. The amendmentshimapdate should be applied prospectively andféeetive for fiscal years, and interim
periods within those years, beginning after Decambe 2014. Early adoption is permitted. The adoptf this standard is not expected to
have a material impact on the Company’s consolilfitencial position.

FASB ASC Topic 6(‘Revenue from Contracts with Customers” Update R@14-09. The FASB issued Update No. 2014-09 in May 2014 to
address the previous revenue recognition requiresierGAAP that differ from those in Internatioridhancial Reporting Standards (“IFRS”
Accordingly, the FASB and the International AccangtStandards Board (“IASB”) initiated a joint peat to clarify the principles for
recognizing revenue and to develop a common revstamnelard for GAAP and IFRS. The core principl¢hef guidance is that an entity
should recognize revenue to depict the transferamised goods or services to customers in an ambatreflects the consideration to wt
the entity expects to be entitled in exchangeliosé goods or services. For public entities, thedsrd is effective for annual and interim
periods beginning after December 15, 2016, anchdaleyear-end public entities will apply it in thaarter that ends March 31, 2017. Early
adoption is not permitted. We are currently assgssie potential impact of this amendment on omsotidated financial statements.

FASB ASC Topic 71“Compensation — Stock Compensation” Update No. 24”4 The FASB issued Update No. 2014-12 in June 2014 to
resolve the diverse accounting treatment of shased payment awards that require, as a conditivasiing, achievement of a specific
performance target after the requisite serviceopeflany reporting entities account for these penfince targets as performance conditions
that affect the vesting of the award and, therefdoenot reflect the performance target in thenesté of the grant-date fair value of the award,
while other reporting entities treat those perfangetargets as nonvesting conditions that affecgthnt-date fair value of the award. This
amendment requires that these performance tatgstaffect vesting and that could be achieved #fierequisite service period be treated as
a performance condition. A reporting entity shoajghly existing guidance in Topic 718 “Compensati@tock Compensation” as it relates to
awards with performance conditions that affectingsto account for such awards. The amendmentssrupdate are effective for annual
periods and interim periods within those annuailqasr beginning after December 15, 2015. Early d@dops permitted. The adoption of this
standard is not expected to have a material impatihe Company’s consolidated financial position.

FASB ASC Topic 8€Transfers and Servicing” Update No. 2014-1The FASB issued Update No. 2014-11 in June 20tdspond to
stakeholders’ concerns about current accountingdesuosures for repurchase agreements and sitralasactions. The amendments in this
Update require two accounting changes. Firstlyatinendments in this Update change the accountmgpoarchase-to-maturity transactions
to secured borrowing accounting. Secondly, for relpase financing arrangements, the amendmentseesgparate accounting for a transfer
of a financial asset executed contemporaneously aviepurchase agreement with the same counterpdrish will result in secured
borrowing accounting for the repurchase agreenidr.amendments

10
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INVESTAR HOLDING CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

in this Update require disclosures for certaingeamions comprising (1) a transfer of a financsalea accounted for as a sale and (2) an
agreement with the same transferee entered irdoritemplation of the initial transfer that resutshe transferor retaining substantially all of
the exposure to the economic return on the traresfdinancial asset throughout the term of thedaation. For those transactions outstanding
at the reporting date, the transferor is requicedisclose certain information by type of transawtiThe amendments in this Update also
require certain disclosures for repurchase agremmneecurities lending transactions, and repurct@aseaturity transactions that are
accounted for as secured borrowings. The accounlingges in this Update are effective for publisibess entities for the first interim or
annual period beginning after December 15, 2014e#tity is required to present changes in accogrftintransactions outstanding on the
effective date as a cumulative-effect adjustmemetained earnings as of the beginning of the pesfcadoption. Earlier application for a
public business entity is prohibited. For publisingss entities, the disclosure for certain tratimag accounted for as a sale is required to be
presented for interim and annual periods beginaftey December 15, 2014, and the disclosure farrdmase agreements, securities lending
transactions, and repurchase-to-maturity transast@@counted for as secured borrowings is reqtiree presented for annual periods
beginning after December 15, 2014, and for intgrériods beginning after March 15, 2015. The disales are not required to be presented
for comparative periods before the effective d@ite adoption of this standard is not expected t@ lsamaterial impact on the Company’s
consolidated financial position.

NOTE 2. EARNINGS PER SHARE

The following is a summary of the information usedhe computation of basic and diluted earningsceenmon share for the three and six
months ended June 30, 2014 and 2013 (dollars irsthmals, except share data):

Three months endec Six months endec
June 30, June 30,
2014 2013 2014 2013
Net income available to common shareholt $ 1,067 $ 1,697 $ 1,94¢ $ 2,31¢
Weighted average number of common shares outsi@gndin
used in computation of basic earnings per commare 3,901,54. 3,598,70: 3,901,30: 3,404,31.
Effect of dilutive securities
Restricted stoc 44,49: 19,22 44.27. 18,89«
Stock options 22,81( 30,31( 22,81( 30,31(
Stock warrant: 193,49¢ 193,49¢ 193,49¢ 193,57:
Weighted average number of common shares outsigipdlis
effect of dilutive securities used in computatidrdituted
earnings per common she 4,162,34. 3,841,73 4,161,88: 3,647,08
Basic earnings per she $ 0.2 $ 0.47 $ 0.5C $ 0.6¢
Diluted earnings per sha $ 0.2¢€ $ 0.44 $ 0.47 $ 0.64

11
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INVESTAR HOLDING CORPORATION
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

NOTE 3. INVESTMENT SECURITIES

The amortized cost and approximate fair value eéstment securities classified as available for as¢ summarized as follows as of the ¢
presented (dollars in thousands):

Gross Gross
Amortized Unrealized Unrealized
Fair
June 30, 201 Cost Gains Losses Value
Obligations of other U.S. government agencies amparations $ 2,48- $ 30 $ (25) $ 2,48
Mortgage-backed securitie 45,04 31C (76) 45,27¢
Obligations of state and political subdivisic 12,68¢ 14¢ (123) 12,71
Corporate bond 4,56 13 (15) 4,56¢
Equity mutual fund: 50€ — (21) 48t
Total $ 65,28¢ $ 50z $ (260 $65,52¢
Gross Gross
Amortized Unrealized Unrealized
Fair
December 31, 201 Cost Gains Losses Value
Obligations of other U.S. government agencies amdarations $ 2,227 $ 26 $ (43 $ 2,21(
Mortgagebacked securitie 34,47¢ 204 (220 34,46:
Obligations of state and political subdivisic 14,581 14 (495) 14,10(
Corporate bond 4,941 13 (29 4,92¢
Equity mutual fund: 50€ — (30) 47€
Total $ 56,73¢ $ 257 $ (81) $56,17:

The amortized cost and approximate fair value eéstment securities classified as held to matanieysummarized as follows as of the dates
presented (dollars in thousands):

Gross Gross
Amortized Unrealized Unrealized
Fair
June 30, 201 Cost Gains Losses Value
Obligations of other U.S. government agencies amparations $ 3,97t $ — $ (199 $ 3,781
Mortgage-backed securitie 2,57( — (119 2,45¢
Obligations of state and political subdivisic 7,47( — — 7,47(C
Total $ 14,01¢ $ — $ (309 $13,70°
Gross Gross
Amortized Unrealized Unrealized
Fair
December 31, 201 Cost Gains Losses Value
Obligations of other U.S. government agencies amdarations $ 3,97- $ — $ (380 $ 3,59
Mortgage-backed securitie 2,607 — (213 2,39/
Total $ 6,57¢ $ — $ (599 $ 5,98¢

The Company had no securities classified as traaéngf June 30, 2014 or December 31, 2013.

The aggregate fair values and aggregate unredtizsds on securities whose fair values are belak balues are summarized in the tables
below. Due to the nature of the investment andecuinmarket prices, these unrealized losses arédewad a temporary impairment of the
securities.

12
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INVESTAR HOLDING CORPORATION

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following table presents, by type and numbesediurities, the age of gross unrealized losse$aindalue by investment category for
securities available for sale as of the dates ptedegdollars in thousands):

June 30, 201 Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Count Value Losses Value Losses Value Losses
Obligations of other U.S. government agencies a
corporations 3 $ 506 % (49 $44€ $ (21) $ 952 $ (25
Mortgage-backed securitie 33 10,21( (42 2,571 (34) 12,78° (76)
Obligations of state and political subdivisic 19 604 () 5,08( (121) 5,68¢ (123
Corporate bond 5 1,03¢ (12 547 3 1,58¢ (15)
Equity mutual fund: 1 48kt (22) — — 48k (22)
Total 61 $12,84: $ (81) $8,65( $ (179  $21,49: $ (260
December 31, 201 Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Count Value Losses Value Losses Value Losses
Obligations of other U.S. government agencies a
corporations 4 $1337 $ (43 $ — $ — $1337 $ (43
Mortgage-backed securitie 47 18,76¢ (220 — — 18,76 (220
Obligations of state and political subdivisic 49 11,81¢ (49%) — — 11,81¢ (495)
Corporate bond 7 2,82( (28 29¢ (@D} 3,11¢ (29
Equity mutual fund: 1 47¢€ (30 — — 47€ (30)
Total 10¢ $35,21°¢ $ (81l) $ 29¢ $ (1) $35,51: $ (817)

The following table presents, by type and numbesediurities, the age of gross unrealized losse$aindalue by investment category for
securities held to maturity as of the dates presk(dollars in thousands):

June 30, 201 Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Count Value Losses Value Losses Value Losses
Obligations of other U.S. Government agencies ar
corporations 2 % — $ — $378 $ (199 $3781 $ (199
Mortgage-backed securitie 3 — — 2,45¢ (1149 2,45¢ (119
Obligations of state and political subdivisic 1 — — 7,47( — 7,47(C —
Total 6 $— $ — $13,70, $ (306) $13,707 $ (30¢)
December 31, 201 Less than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Count Value Losses Value Losses Value Losses
Obligations of other U.S. Government agencies ar
corporations 2 $3592 $ (380 $ — $ — $3592 $ (380
Mortgage-backed securitie 3 2,394 (213) — — 2,39/ (213)
Total 5 $598 $ (599 $ — $ — $598 $ (599
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The unrealized losses in the Basikivestment portfolio, caused by interest rategases, are not credit issues, and the Bank doéstend tc
sell the securities and it is not more likely thrant that the Bank will be required to sell the istveents before recovery of their amortized cost
bases. The Bank does not consider these secuatiEsother-than-temporarily impaired at June 81,4or December 31, 2013.

Equity securities at June 30, 2014 and Decembe2@®13 include Federal Home Loan Bank and Firstovati Bankers Bankshares, Inc. st
This stock is considered restricted stock as oatykb that are members of the organization may ezquiredeem shares of such stock. The
stock is redeemable at its face value; therefbergtare no gross unrealized gains or losses agsevith this investment.

The Company invested $500,000 in an equity mutwad known as the Community Reinvestment Act Qualifnvestment Fund (ticker
CRAIX) on May 11, 2012. The mutual fund is composétaxable municipal bonds, money market fundsalbrusiness administration
pools, corporate bonds, single family agency magegbacked securities, and multifamily agency maytgbacked securities. This investment
was made in accordance with the Company’s CommiReipvestment Act (“CRA”") action plan in order &ceive CRA credit. At June 30,
2014, the approximate fair value of the investmerhe fund was $485,000 with a loss of approxinya$21,000, and at December 31, 2013,
the investment’s approximate fair value was $478@ih a loss of approximately $30,000.

The amortized cost and approximate fair value eéstment debt securities, by contractual maturitgl(ding mortgage-backed securities),
are shown below as of the dates presented. Actatlrities will differ from contractual maturitiegbause borrowers may have the right to
call or prepay obligations with or without call mrepayment penalties (dollars in thousands).

June 30, 201 Securities Available For Sale Securities Held To Maturity
Weighted Weighted
Average T.E Amortized Average T.E Amortized
Fair Fair

Yield Cost Value Yield Cost Value

Due within one year 121% $ 10z $ 10z 0.0% $ — $ —

Due after one year through five ye. 1.7% 1,73¢ 1,74¢ 0.0(% — —

Due after five years through ten ye 2.51% 12,72 12,82t 0.0(% — —
Due after ten yeal 2.38% 50,21¢ 50,36¢ 3.3% 14,01 13,70%
Total debt securitie 64,78( 65,04 14,01¢ 13,701

Total equity securitie 50€ 48~ — —
$ 65,28t¢ $65,52¢ $ 14,01t $13,70"

December 31, 201 Securities Available For Sale Securities Held To Maturity
Weighted Weighted
Average T.E Amortized Average T.E Amortized

Fair Fair

Yield Cost Value Yield Cost Value

Due within one year 2.05% $ 697 $ 70z 0.00% $ — $ —

Due after one year through five ye. 1.38% 2,54: 2,55( 0.0(% — —

Due after five years through ten ye 2.6%% 10,80¢ 10,701 0.0(% — —
Due after ten yeal 2.3% 42,17¢ 41,73¢ 2.2% 6,57¢ 5,98¢
Total debt securitie 56,221 55,69’ 6,57¢ 5,98¢

Total equity securitie 50€ 47¢€ — —
$ 56,73 $56,17: $ 6,57¢ $5,98¢
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

The Company’s loan portfolio consists of the foliog/categories of loans as of the dates presedtdti(s in thousands):

Mortgage loans on real esta

Construction and developme

1-4 Family

Multifamily

Farmland

Nonfarm, nonresidenti:
Commercial and industri;

Consume
Total loans

Construction and development
1-4 Family

Multifamily

Farmland

Nonfarm, nonresidenti:

Total real estate loar
Commercial and industri
Consume

Total

Construction and development
1-4 Family

Multifamily

Farmland

Nonfarm, nonresidenti

Total real estate loar
Commercial and industri;
Consume

June 30, 201 December 31, 201
$ 60,33¢ $ 63,17(
125,24t 104,68
17,70¢ 14,28¢
2,28 83C
191,82( 157,36
34,77¢ 32,66¢
131,81 131,09¢
$ 563,97 $ 504,09
The following table provides an analysis of thenagdf loans as of the dates presented (dollatsangands):
June 30, 201«
Past Due and Accruing Total Past
3C-59 6C-89 90 or more Due & Non-

Non- Total
days days days accrual accrual Current Loans
$167 $— $ — $ 458 $ 622 $ 59,71 $ 60,33

377 — — 392 76¢ 124,47 125,24¢
— — — — — 17,70¢ 17,70¢
— — — — 2,282 2,282
— — — 11¢ 11¢ 191,70: 191,82(
544 — — 96€ 1,51( 395,87 397,38°
— — — 18t 18t 34,59: 34,77¢
70 12€ — 15¢ 35E 131,45! 131,81(
$614 $126 $ — $1,31C $ 2,06( $561,92! $563,97!

December 31, 201

Past Due and Accruing Total Past

3C-59 6C-89 90 or more Non- Due & Non- Total

days days days accrual accrual Current Loans
$62 $34 $ — $ 891 $ 987 $62,18: $ 63,17(
81 — — 141 222 104,46: 104,68!
— — — — — 14,28¢ 14,28¢
— — — — — 83C 83C
122 — — 187 30¢ 157,05¢ 157,36:
265 34 — 1,21¢ 1,51¢ 338,81t 340,33¢
— — — 11¢ 11¢ 32,54¢ 32,66¢
12C 27 — 151 29¢ 130,79t 131,09¢
$38t $61 $ — $1,48¢ $ 1,93t $502,16( $504,09!

Total
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On October 1, 2011, the Bank acquired South LongsBusiness Bank (“SLBB”), a full service commektiank headquartered in
Prairieville, Louisiana. On May 1, 2013, the Bamkaired First Community Bank (“FCB”), a full seréicommercial bank headquartered in
Hammond, Louisiana.

Total loans at June 30, 2014 include approxim&#&B.9 million of loans acquired in the FCB and SL&&juisitions that were recorded at
fair value as of the acquisition dates. Includethmacquired loan balances at June 30, 2014 vpprexdmately $0.5 million in loans 30-59
days outstanding and $0.9 million in nonaccruahtod here were no acquired loans 60-89 or 90 oerdays outstanding at June 30, 2014.

Total loans at December 31, 2013 include approxim&i64.8 million of loans acquired in the FCB &idBB acquisitions that were recorded
at fair value as of the acquisition dates. Inclutfethe acquired loan balances as December 31, @@i8 approximately $0.2 million in loans
30-59 days outstanding, $34,000 in loans 60-89 daystanding, and $1.2 million in nonaccrual lodrtsere were no acquired loans 90 or
more days outstanding at December 31, 2013.

Credit Quality Indicators

Loans are categorized into risk categories basadlemant information about the ability of borrowéo service their debt, such as current
financial information, historical payment experiencredit documentation, public information, andrent economic trends, among other
factors. The following definitions are utilized fask ratings, which are consistent with the ddifimis used in supervisory guidance:

Pass- Loans not meeting the criteria below are considgrass. These loans have the highest credit ¢hastics and financial strength.
Borrowers possess characteristics that are higlofjitable, with low to negligible leverage and demtrate significant net worth and liquidi

Special Mention— Loans classified as special mention have a patemtakness that deserves management’s closeiaittelf left
uncorrected, these potential weaknesses may iagiaterioration of the repayment prospects forldaa or of the Company’s credit position
at some future date.

Substandard— Loans classified as substandard are inadequatetigcted by the current net worth and paying cépatthe obligor or of the
collateral pledged, if any. Loans so classifiedéhawvell-defined weakness or weaknesses that jdizeahe liquidation of the debt. They are
characterized by the distinct possibility that @@mpany will sustain some loss if the deficienaiss not corrected.

Doubtful — Loans classified as doubtful have all the weakeg@herent in those classified as substandati tihé added characteristic that
the weaknesses make collection or liquidation ih fun the basis of currently existing facts, cdiudis, and values, highly questionable and
improbable.

Loss— Loans classified as loss are considered uncitilleand of such little value that their continuares recorded assets is not warranted.
This classification does not mean that the assets hbsolutely no recovery or salvage value, kiberdt is not practical or desirable to defer
writing off these assets.
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The following table presents a breakdown of the Gany’s loan portfolio by credit quality indicataas of the dates presented (dollars in
thousands):

June 30, 201«

Special
Pass Mention Substandarc Total
Construction and development $ 58,90¢ $ 34¢ $ 1,07¢ $ 60,33
1-4 Family 123,76! — 1,481 125,24¢
Multifamily 16,67: — 1,03¢ 17,70¢
Farmland 2,282 — — 2,282
Nonfarm, nonresidenti: 191,57¢ — 244 191,82(
Total real estate loar 393,20: 34¢ 3,83¢ 397,38’
Commercial and industri 34,58¢ — 192 34,77¢
Consume 131,24 36( 207 131,81(
Total $559,02¢ $ 70¢ $ 4,23¢ $563,97!

December 31, 201

Special
Pass Mention Substandarc Total
Construction and development $ 61,39¢ $ 36z $ 1,40¢ $ 63,17(
1-4 Family 103,40¢ 25¢ 1,01¢ 104,68!
Multifamily 13,31¢ — 967 14,28¢
Farmland 83C — — 83C
Nonfarm, nonresidenti 156,44 37C 54E 157,36
Total real estate loar 335,40 991 3,93¢ 340,33¢
Commercial and industri; 32,53¢ 5 122 32,66
Consume 130,71° 22¢ 151 131,09¢
Total $498,65¢ $1,22¢ $ 4,217 $504,09!

The Company had no loans that were classified abtfld or loss as of June 30, 2014 or DecembefB13.

Loan participations and whole loans sold to anglised for others are not included in the accompaggionsolidated balance sheets. The
unpaid principal balances of these loans were agapately $126.2 million and $59.8 million as of &80, 2014 and December 31, 2013,
respectively.

In the ordinary course of business, the Companyes&dans to its executive officers, principal stoglklers, directors and to companies in
which these borrowers are principal owners. Loanstanding to such borrowers (including compamestich they are principal owners)
amounted to approximately $13.4 million and $11iion as of June 30, 2014 and December 31, 20dshectively. These loans are all
current and performing according to the originaine. These loans were made on substantially the samms, including interest rates and
collateral, as those prevailing at the time for panable transactions with persons not relatededCtbmpany or the Bank and did not involve
more than normal risk of collectability or presettier unfavorable features.
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The aggregate amount of loans to such relatedegastias follows as of the dates presented (daotidtousands):

June 30, 201 December 31, 201
Balance, beginning of period $ 11,78: $ 10,96¢
Acquired loans — 15¢
New loans 2,191 3,17¢
Repayment (549 (2,520
Balance, end of peric $ 13,42 $ 11,78:

The Company elected to account for certain loagsieed in the FCB acquisition as acquired impaloceths under FASB Accounting
Standards Codification (“ASC”) 310-3Dpans and Debt Securities Acquired with Deterioda®edit Quality(*“ASC 310-30"), due to
evidence of credit deterioration at acquisition #m&l probability that the Company will be unabletdlect all contractually required
payments.

The following table presents the fair value of lpatquired with deteriorated credit quality ashef date of the FCB acquisition (dollars in
thousands):

May 1, 201
Contractually required principal and interest $ 7,47
Nonaccretable differenc (2,102
Cash flows expected to be collec 5,36¢
Accretable yielc (468)
Fair value of loans at acquisitit $  4,90(

Total loans acquired in the FCB acquisition incld®&&2.6 million of performing loans not accounteddinder ASC 310-30.

The following table presents changes in the cagryimlue, net of allowance for loan losses, of ttguired impaired loans for the periods
presented (dollars in thousands):

Acquired

Impaired
Carrying value, net at December 31, 2012 $ —
Loans acquire: 4,90(
Accretion to interest incorr 15C
Net transfers from (to) nonaccretable differencérmm) accretable yiel 42(
Payments received, n (619)
Transfers to real estate own (819
Carrying value, net at December 31, 2! $ 4,032
Loans acquire: —
Accretion to interest incorr 84
Net transfers from (to) nonaccretable differencérimm) accretable yiel 182
Payments received, n (516
Chargeoffs (30)
Transfers to real estate own (487)
Carrying value, net at June 30, 2( $ 3,26
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Accretable yield on acquired impaired loans at Bhe2014 and December 31, 2013 is as follows &doih thousands):

Acquired
Impaired
Balance, period ended December 31, 2012 $ —
Net transfers from (to) nonaccretable differencérimm) accretable yiel 42(
Accretion (150
Balance, period ended December 31, 2 $ 27C
Net transfers from (to) nonaccretable differencéfrimm) accretable yiel 182
Accretion (89
Balance, period ended June 30, 2 $ 36¢
NOTE 5. ALLOWANCE FOR LOAN LOSSES
An analysis of the allowance for loan losses ifoldsws as of the dates presented (dollars in thods):
June 30, 2014 December 31, 201!
Balance, beginning of period $ 3,38( $ 2,72z
Provision for loan losse 692 1,02¢
Loans charge-off (21¢) (389)
Recoveries 27 21
Balance, end of peric $ 3,88 $ 3,38(

The following tables outline the changes in thevaince for loan losses by collateral type, thenadiaces for loans individually and
collectively evaluated for impairment, and the amtoef loans individually and collectively evaluatid impairment as of and for the six
months ended June 30, 2014 and the year ended Dec&th, 2013 (dollars in thousands):

June 30, 201«

Construction & Nonfarm, Commercial &
Development Farmland 1-4 Family Multifamily Nonresidential Industrial Consumel Total

Allowance for loan losses

Beginning balanc $ 42 3 4 $ 567 $ 101 $ 99z $ 397 $ 89¢ 3,38(
Chargroffs — — (30) — 3 (26) (169 (21¢)
Recoveries 1 — 1 — — — 25 27
Provision 46 7 141 19 42¢ (88) 13¢ 692
Ending balanc $ 467 3 11 $ 67¢ $ 12( $ 1,41¢ $ 29: $ 894 $ 3,88

Ending allowance balance for loar

individually evaluated for

impairment — — — — — — 64 64
Ending allowance balance for log

collectively evaluated for

impairment $ 467 $ 11 $ 67¢ $ 12C $ 1,41¢ $ 29¢ $ 83C $ 3,81¢
Ending allowance balance for loar

acquired with deteriorated credit

quality $ = $ — $ — $ — $ — $ — $ = $ —

Loans receivable:
Balance of loans individuall

evaluated for impairmel $ 1,07¢ % o $ 1481 % 1,03 $ 244  $ 19 % 207 $ 4,23¢
Balance of loans collectively

evaluated for impairmel 59,254 2,28 123,76! 16,67: 191,57t 34,58¢ 131,60: 559,73
Total perio-end balanc $ 60,33: $ 2,28. $ 12524t $ 17,70t $ 191,82( $ 34,77¢ $ 131,81  $563,97!
Balance of loans acquired with

deteriorated credit qualif $ 1,162  $ — $ 1,021 $ 1,03 % — $ — $ 48 $ 3,26f
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December 31, 201
Construction & Nonfarm, Commercial &
Development Farmland 1-4 Family Multifamily Nonresidential Industrial Consumel Total

Allowance for loan losses

Beginning balanc $ 27¢ $ — $ 41 $ 17 $ 977 % 33t $ 704 2,722
Chargeoffs — — — — — (11€) (277) (389)
Recoveries — — — — — — 21 21
Provision 144 4 152 84 15 182 44E 1,02¢
Ending balanc: $ 42C $ 4 3 567 $ 101 $ 99z $ 397 $ 89¢ $ 3,38(

Ending allowance balance for loar

individually evaluated for

impairment $ — $ — $ — $ — $ = $ — $ 37 % 37
Ending allowance balance for loe

collectively evaluated for

impairment $ 42C % 4 3 567 $ 101 % 99z $ 397 $ 862 $ 3,34¢
Ending allowance balance for loar

acquired with deteriorated credit

quality $ = $ = $ — $ — $ = $ — $ — $ —

Loans receivable:
Balance of loans individuall

evaluated for impairmel $ 1,40¢ 3% - $ 1018 % %7 % 54t  $ 122 $ 151 $ 4,210
Balance of loans collectively

evaluated for impairmel $ 61,76 $ 83C $ 103,66 $ 13,31¢ $ 156,81t $ 32,54¢ $ 130,94 $499,88:
Total perio-end balanc $ 63,17C % 83C $ 10468 $ 1428 $ 157,36:  $ 32,66 $ 131,09t $504,09!
Balance of loans acquired with

deteriorated credit qualif $ 1477 % — $ 99%€ % 9%7 % 54t $ — $ 47 $ 4,03

Impaired Loans

The Company considers a loan to be impaired whasedyon current information and events, the Compatgrmines that it will not be able
to collect all amounts due according to the loarament, including scheduled interest paymentsriehation of impairment is treated the
same across all classes of loans. When the Comgantiifies a loan as impaired, it measures the impant based on the present value of
expected future cash flows, discounted at the kaffective interest rate, except when the soladiring) source of repayment for the loans
is the operation or liquidation of the collatedalthese cases when foreclosure is probable, thhep@oy uses the current fair value of the
collateral, less selling costs, instead of discedrtash flows. If the Company determines that #ieevof the impaired loan is less than the
recorded investment in the loan (net of previowrge-offs, deferred loan fees or costs and unapearpremium or discount), the Company
recognizes impairment through an allowance estimagecharge-off to the allowance.

When the ultimate collectability of the total pripal of an impaired loan is in doubt and the losom nonaccrual, all payments are applied to
principal, under the cost recovery method. Whenuttimate collectability of the total principal ah impaired loan is not in doubt and the |
is on nonaccrual, contractual interest is crediteidterest income when received, under the casts bbaethod.

The following tables include the recorded investtraard unpaid principal balances for impaired loaith the associated allowance amour
applicable. The Company determined the specifanalhce based on the present values of expectem fteagh flows, discounted at the Iaan’
effective interest rate, except when the remaisimgrce of repayment for the loan is the operatidigaidation of the collateral. In those
cases, the current fair value of the collaterais Igelling cost, was used to determine the spedifiocvance recorded.
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Also presented in the tables below is the averagerded investment of the impaired loans and tlate amount of interest recognized
during the time within the period that the impaitedns were impaired. The average balances arelatgdd based on the month-end balances
of the loans during the period reported (dollarthisusands).

As of and for the six months ended June 30, 20:

Unpaid Average

Recorded Principal Related Recorded Interest Income

Investment Balance Allowance Investment Recognized
With no related allowance recorded:
Construction and developme $ 1,08( $ 1,07¢ $ — $ 1,091 $ 21
1-4 Family residentis 1,48¢ 1,481 — 1,47(C 30
Multifamily 1,041 1,034 — 1,012 31
Nonfarm, nonresidenti: 24¢€ 244 — 24¢ 6
Total 3,85t 3,83¢ — 3,82 88
Commercial and industri 19z 192 — 44¢ —
Consume 78 77 — 81 4
Total 4,12¢ 4,10¢ — 4,351 92
With related allowance recorded:
Consume 13C 13C 64 137 —
Total 13C 13C 64 137 —
Total loans:
Construction and developme 1,08( 1,07¢ — 1,091 21
1-4 Family residentia 1,48¢ 1,481 — 1,47(C 30
Multifamily 1,041 1,03¢ — 1,012 31
Nonfarm, nonresidenti: 24¢ 244 — 24¢ 6
Total 3,85t 3,83¢ — 3,82¢ 88
Commercial and industri 19z 192 — 44¢ —
Consume 20€ 207 64 21€ 4
Total $ 4,25¢ $ 4,23¢ $ 64 $ 4,48¢ $ 92
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As of and for the year ended December 31, 20.
Unpaid Average

Recorded Principal Related Recorded Interest Income

Investment Balance Allowance Investment Recognizec
With no related allowance recorded:
Construction and developme $ 1,64¢ $ 1,40¢ $ — $ 1,42t $ 25
1-4 Family residentia 1,04( 1,01¢ — 1,02t 45
Multifamily 96¢ 967 — 91C 671
Nonfarm, nonresidenti: 55k 54E — 565 19
Total 4,21¢ 3,93¢ — 3,92: 76C
Commercial & industria 14C 122 — 133 —
Consume 21 18 — 76 2
Total 4,37¢ 4,07¢ — 4,132 762
With related allowance recorded:
Consume 13€ 132 37 13¢€ 5
Total 13¢€ 13: 37 13¢€ 5
Total loans:
Construction and developme 1,64¢ 1,40¢ — 1,42t 25
1-4 Family residentia 1,04( 1,01¢ — 1,02t 45
Multifamily 96¢ 967 — 91C 671
Nonfarm, nonresidenti: 55k 54E — 562 19
Total 4,21° 3,93¢ — 3,92: 76C
Commercial and industri; 14C 122 — 13¢Z —
Consume 157 151 37 214 7
Total $ 4,51C $ 4,212 $ 37 $ 4,27( $ 767

Troubled Debt Restructurings

In situations where, for economic or legal reasefeted to a borrower’s financial difficulties, tl@mpany grants a concession for other than
an insignificant period of time to the borrowertttiee Company would not otherwise consider, thateel loan is classified as a troubled debt

restructuring (“TDR”). The Company strives to idnborrowers in financial difficulty early and wiowith them to modify to more

affordable terms before such loan reaches nondcstatas. These modified terms may include ratectdns, principal forgiveness, payment

forbearance and other actions intended to minirtizeeconomic loss and to avoid foreclosure or reggsion of the collateral. In cases where
the Company grants the borrower new terms thatigedior a reduction of either interest or princighle Company measures any impairment
on the restructuring as previously noted for imgéiloans.

Loans classified as TDRs, consisting of six creddtaled approximately $881,000 at June 30, 2@Mpared to four credits totaling
approximately $815,000 at December 31, 2013. AthefCompany’s TDRs were acquired from FCB. All gigdits were considered TDRs
due to modification of terms through adjustmentstturity, and all are currently performing in aatance with their modified terms.
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The following table presents the TDR pre- and postification outstanding recorded investments anloategories as of the dates presentec
(dollars in thousands):

June 30, 201« December 31, 201
Pre- Posi- Pre- Pos-

Modification Modification Modification Modification

Outstanding Outstanding Outstanding Outstanding
Number of Number of

Recorded Recorded Recorded Recorded

Troubled debt restructurings Contracts Investment Investment Contracts Investment Investment
Other Construction Loans 3 $ 478 $ 473 2 $ 454 $ 454

Commercial Real Estate: Non-

owner occupiet 1 35¢ 35¢ 1 35¢€ 35¢
Commercial & Industria 1 2 2 1 3 3

Consume 1 48 48 0 — —
$ 881 $ 881 $ 81E $ 81E

NOTE 6. INCOME TAXES

The expense for income taxes and the effectiveaixincluded in the statement of operations i®lows for the periods presented (dollar
thousands):

Three months endec Six months endec
June 30, June 30,
2014 2013 2014 2013
Income tax expense $ 514 $ 45t $ 93¢ $ 73€
Effective tax rate 32.5% 21.1% 32.5% 24.1%

The effective tax rates differ from the statutcay tate of 35% largely due to tax exempt intenesbime earned on certain investment
securities and the bargain purchase gain recogniged the acquisition of FCB in May 2013.

NOTE 7. FAIR VALUES OF FINANCIAL INSTRUMENTS

In accordance with FASB ASC Topic 8Zir Value Measurement and DisclosfASC 820"), disclosure of fair value informatiobaut
financial instruments, whether or not recognizethmbalance sheet, is required. The fair value fafancial instrument is the price that wc
be received to sell an asset or paid to transfi@bdity in an orderly transaction between margatticipants at the measurement date under
current market conditions. Fair value is best aeteed based upon quoted market prices. In caseevgueted market prices are not
available, fair values are based on estimates ys#gent value or other valuation techniques. Thedeniques are significantly affected by
the assumptions used, including the discount nadeeatimates of future cash flows, and the faiu@astimates may not be realized in an

immediate settlement of the instruments. Accordintile aggregate fair value amounts presented ticepeesent the underlying value of the
Company.

If there has been a significant decrease in themmeland level of activity for the asset or lialilia change in valuation technique or the us
multiple valuation techniques may be appropriatesuch instances, determining the price at whidlingimarket participants would transact
at the measurement date under current market comslilepends on the facts and circumstances andesaise of significant judgment. The
fair value is a reasonable point within the rarig ts most representative of fair value underentrmarket conditions.
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Fair Value Hierarchy

In accordance with ASC 820, the Company groupBnigsicial assets and financial liabilities measuwaethir value in three levels, based on
the markets in which the assets and liabilitiestier@ed and the reliability of the assumptions usedketermine fair value.

Level 1- Valuation is based on quoted prices in active ntaria identical assets or liabilities that theadjng entity has the ability to acce
at the measurement date. Level 1 assets andtiedijenerally include debt and equity securitieg are traded in an active exchange market.
Valuations are obtained from readily available ipgcsources for market transactions involving idEaitassets or liabilities.

Level 2— Valuation is based on inputs other than quotemkgrincluded within level 1 that are observabletii@ asset or liability, either
directly or indirectly. The valuation may be basedquoted prices for similar assets or liabilitiggpted prices in markets that are not active;
or other inputs that are observable or can be boreded by observable market data for substantiaéyfull term of the asset or liability.

Level 3— Valuation is based on unobservable inputs tleasapported by little or no market activity andtthee significant to the fair value of
the assets or liabilities. Level 3 assets andlitads include financial instruments whose valueétermined using pricing models, discounted
cash flow methodologies, or similar techniquesyal as instruments for which determination of featue requires significant management

judgment or estimatior

A financial instrument’s categorization within thaluation hierarchy is based upon the lowest lef@put that is significant to the fair value
measurement.

The following methods and assumptions were usetthdy¥"ompany in estimating fair value disclosuredifancial instruments:

Investmentand Mortgage-Backed SecuritieaNhere quoted prices are available in an activikketathe Company classifies the securities
within level 1 of the valuation hierarchy. Secw@#tiare defined as both long and short positiongell e securities include highly liquid
government bonds and exchange-traded equities.

If guoted market prices are not available, the Camypestimates fair values using pricing modelsa@iadounted cash flows that consider
standard input factors such as observable markef danchmark yields, interest rate volatilitiemKer/dealer quotes, and credit spreads.
Examples of such instruments, which would genetadiylassified within level 2 of the valuation fEgghy, include Government Sponsored
Enterprise obligations, corporate bonds, and atbeurities. Mortgage-backed securities are includéelvel 2 if observable inputs are
available. In certain cases where there is liméietilvity or less transparency around inputs tovddeation, the Company classifies those
securities in level 3. Equity mutual funds are eallbased on market quoted prices and are classifiedel 1 as they are actively traded.

Cash and Due from BanksFor those short-term instruments, fair valudédarrying value.
Federal Funds Sold/Purchased and Securities SolteRepurchase Agreeme— The fair value is the carrying value.

Loans— For variable-rate loans that re-price frequeatig with no significant change in credit risk, fa@ues are based on carrying values.
Fair values for certain mortgage loans (for exammhe-to-four family residential), credit card Isaand other consumer loans are based on
qguoted market prices of similar instruments solddnjunction with securitization transactions, atial for differences in loan characteristics.
Fair values for other
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loans (for example, commercial real estate andsimvent property mortgage loans, commercial andsimil loans) are estimated using
discounted cash flow analyses, using market inteagss for comparable loans. Fair values for ndiopming loans are estimated using
discounted cash flow analyses or underlying caitdtealues, where applicable.

Loans held for sale are measured using quoted markes when available. If quoted market pricesrat available, comparable market
values or discounted cash flow analyses may bieedil The Company classifies these assets in vel

Real Estate Owne— The fair values are estimated based on recemaigppvalues of the property less costs to selpifoperty, as real estate
owned is valued at the lower of cost or fair vabfieghe property, less estimated costs to sell.abeihputs used in appraisals are not always
observable, and therefore real estate owned malabsified in level 3 within the fair value hieryc When inputs are observable, these
assets are classified in level 2.

Accrued Interes— The carrying amounts of accrued interest appratenfair value.

Deposit Liabilities— The fair values disclosed for demand deposits€k@mple, interest and noninterest checking, sayengs certain types
of money market accounts) are, by definition, eqodhe amount payable on demand at the reportitey (@hat is, their carrying amounts).
The carrying amounts of variable-rate, fixed-terongy market accounts and certificates of depogitcimate their fair values at the
reporting date. Fair values for fixed-rate certifies of deposit are estimated using a discount&guft@v calculation that applies market
interest rates on comparable instruments to a séhed aggregated expected monthly maturities o tileposits.

Short-Term Borrowings Fhe carrying amounts of federal funds purchasedpldngs under repurchase agreements, and othertehnim
borrowings maturing within 90 days approximate tliair values. Fair values of other short-term baings are estimated using discounted
cash flow analyses based on current market ratesnfolar types of borrowing arrangements.

Long-Term Borrowings- The fair values of long-term borrowings are eatid using discounted cash flows analyses basdtec@ompany’s
current incremental borrowing rates for similarggpf borrowing arrangements. The fair value ofGbenpany’s long-term debt would
therefore be classified in level 3 within the fa@ue hierarchy.

Commitments- The fair value of commitments to extend crediswat significant.
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Fair Value of Assets Measured on a Recurring B

Assets measured at fair value on a recurring lamsisummarized below; there were no liabilities snead on a recurring basis at June 30,
2014 or December 31, 2013 (dollars in thousands):

Quoted Prices in

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

June 30, 201«
Mortgage-backed securitie $ 45,27¢ $ — $ 45,27¢ $ —
Obligations of other U.S. government

agencie: 2,481 — 2,48 —
Obligations of state and political

subdivisions 12,71: — 12,71: —
Corporate bond 4,56¢ — 4,56¢ —
Equity mutual fund: 48~ 48~ — —
Total $ 65,52¢ $ 48¢ $ 65,04 $ —
December 31, 2013
Mortgage-backed securitie $ 34,46. $ — $ 34,46: $ —
Obligations of other U.S. government

agencies 2,21( — 2,21(C —
Obligations of state and political

subdivisions 14,10( — 14,10( —
Corporate bond 4,92¢ — 4,92¢ —
Equity mutual fund: 47¢€ 47¢€ — —
Total $ 56,17 $ 47¢ $ 55,69: $ —

Fair Value Assets Measured on a Nonrecurring B

Assets measured at fair value on a non-recurrisgstzae summarized below; there were no liabilitresasured on a non-recurring basis at
June 30, 2014 or December 31, 2013 (dollars inshiods):

Quoted Prices in

Active Markets for Significant Other Significant
Observable Inputs Unobservable Inputs
Identical Assets

Fair Value (Level 1) (Level 2) (Level3)
June 30, 201«
Loans held for sal $ 32,13: $ — $ 32,13 $ —
Impaired loan: 4,17¢ — 4,17¢ —
Real estate owne 3,42: — 3,42: —
Total $ 39,72¢ $ = $ 39,72¢ $ —
December 31, 201.
Loans held for sal $ 5,02¢ $ — $ 5,02¢ $ —
Impaired loan: 4,17¢ — 4,17¢ —
Real estate owne 3,51¢ — 3,51¢ —
Total $12,71¢ $ — $ 12,71¢ $ —
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The estimated fair values of the Company’s findnostruments at June 30, 2014 and December 31 2@te as follows (dollars in
thousands):

June 30, 201«

Carrying

Amount Total Level 1 Level 2 Level 3
Financial asset:
Cash and due from ban $ 14,64¢ $ 14,64¢ $14,64¢ $ — $ —
Federal funds sol 50C 50C 50C — —
Investment securitie 79,54: 79,23t 48t 78,75( —
Other equity securitie 3,40¢ 3,40¢ — 3,40¢ —
Loans, net of allowanc 592,22: 596,91 — — 596,91¢
Accrued interest receivab 1,921 1,921 1,921 — —
Financial liabilities:
Deposits, nonintere-bearing $ 69,80 $ 69,80 $ — $69,80- $ —
Deposits, intere-bearing 508,86 507,09! — — 507,09!
FHLB shor-term advances and repurchase agreen 11,42¢ 11,42¢ — 11,42t —
FHLB long-term advance 68,40¢ 68,49¢ — — 68,49¢
Other borrowed func-long term 8,60¢ 8,60¢ — — 8,60¢
Accrued interest payab 28¢ 28¢ 28¢ — —

December 31, 201

Carrying

Amount Total Level 1 Level 2 Level 3
Financial asset:
Cash and due from ban $ 27,70: $ 27,70: $27,70: $ — $ —
Federal funds sol 50C 50C 50C — —
Investment securitie 62,75: 62,15¢ 47€ 61,68 —
Other equity securitie 2,02( 2,02( — 2,02( —
Loans, net of allowanc 505,74 510,99¢ — — 510,99¢
Accrued interest receivab 1,83t 1,83t 1,83t — —
Financial liabilities:
Deposits, nonintere-bearing $ 72,79 $ 72,79 $ — $72,79¢ $ —
Deposits, intere-bearing 459,81 456,04t — — 456,04¢
FHLB shor-term advances and repurchase agreen 10,20z 10,20: — 10,20: —
FHLB long-term advance 30,81¢ 30,89¢ — — 30,89¢
Other borrowed func-long term 3,60¢ 3,60¢ — — 3,60¢
Accrued interest payab 28t 28t 28t — —

NOTE 8. COMMITMENTS AND CONTINGENCIES

The Company is a party to financial instrumenthwiff-balance-sheet risk entered into in the norooalrse of business to meet the financing
needs of its customers. These financial instrumiactade commitments to extend credit, which areinduded in the accompanying
financial statements.

Commitments to extend credit are agreements toreonky with fixed expiration dates or terminatidauses. The Company applies the s
credit standards used in the lending process whkiem@ing these commitments,
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and periodically reassesses the customer’s credhimess through ongoing credit reviews. Since soammitments are expected to expire
without being drawn upon, the total commitment antsulo not necessarily represent future cash rexpeints. Collateral is obtained base:
the Companys assessment of the transaction. Essentiallyttdi$eof credit issued have expiration dates withie year. At June 30, 2014 ¢
December 31, 2013, the Company’s commitments tenekeredit totaled approximately $50.9 million &&¥.1 million, respectively.

The Company is required to maintain average resavthe Federal Reserve Bank. There were apprtedyr$6.8 million and $4.6 million i
required reserves at June 30, 2014 and Decemb@033, respectively.

NOTE 9. SUBSEQUENT EVENTS

On July 3, 2014, the Company completed an initiddlic offering (the “Offering”) of 2,875,000 sharescommon stock at an initial offering
price of $14.00 per share, which generated netgads of approximately $37.6 million after deductimgierwriting discounts and
commissions payable by the Company in connectidh thie Offering. On July 17, 2014, the underwritexsrcised their option to purchase
an additional 410,300 shares of Company commork stothe Offering price, less underwriting discaiahd commissions.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This section presents management’s perspectiveeofinancial condition and results of operationdrofestar Holding Corporation (the
“Company,” “we,” “our,” or “us”) and its wholly-own ed subsidiary, Investar Bank (the “Bank”). The éolling discussion and analysis
should be read in conjunction with our unauditedsalidated financial statements and related ndteseto included herein, and the audited
consolidated financial statements and notes anddlaed Management’s Discussion and Analysis nhfRcial Conditions and Results of
Operations in the Registration Statement on ForintBat the Company originally filed with the Seties and Exchange Commission
(“SEC") on May 16, 2014, and subsequently amendeddiscussed in the Form S-1, in November 2013 timpany completed a share
exchange with the Bank’s shareholders, resultinthgnBank becoming a wholly-owned subsidiary ofGbmpany. Accordingly, references
below to financial condition or results of operat®or to events or circumstances relating to datetime periods prior to the share exchange
(even if “we,” “our,” or “us” is used) relate to tle Bank alone, while references below to finanataidition or results of operations or to
events or circumstances relating to dates or timeqals after the share exchange pertain to the Gomand the Bank on a consolidated
basis, unless the context explicitly dictates olise.

Overview

Our principal business is lending to and accepdiegosits from individuals and small to medium-sibedinesses. We generate our income
principally from interest on loans and, to a lessdent, our securities investments, as well as fiwes charged in connection with our vari
loan and deposit services and gains on the satmn$ and securities. Our principal expenses aeeeist expense on interest-bearing customet
deposits and borrowings, salaries, employee besneficupancy costs, data processing and operadpenses. We measure our performance
through our net interest margin, return on aveasgets, and return on average equity, among otbteics) while maintaining appropriate
regulatory leverage and risk-based capital ratios.

Discussion and Analysis of Financial Condition
Total assets were $729.1 million at June 30, 28h4ncrease of 14.8% from total assets of $634lomiat December 31, 2013.

Loans

General. Loans, excluding loans held for sale, constitutemost significant asset, comprising 77.3% and%0of our total assets at June
2014 and December 31, 2013, respectively. Loarduéixg loans held for sale, increased $59.9 mmijliar 11.9%, to $564.0 million at

June 30, 2014 from $504.1 million at December 31,3as a result of organic loan growth in our mexrkEhe table below sets forth the
balance of loans, excluding loans held for sal¢éstanding by loan type as of the dates presentetiiree percentage of each loan type to total
loans (dollars in thousands):

June 30, 201« December 31, 201
Percent of Tota Percent of Tota
Amount Loans Amount Loans

Mortgage loans on real esta

Construction and developme $ 60,33! 10.7(% $ 63,17( 12.5%

1-4 Family 125,24¢ 22.21 104,68! 20.77

Multifamily 17,70¢ 3.14 14,28¢ 2.8%

Farmland 2,28 0.4C 83C 0.17

Nonfarm, nonresidenti: 191,82( 34.01 157,36 31.2Z
Commercial and industri 34,77¢ 6.17 32,66¢ 6.4¢
Consumer installment loan

Auto loans 127,38: 22.5¢ 126,70 25.1¢

Other consumer installment loa 4,42¢ 0.7¢ 4,39 0.87

Total loans $563,97" 10C% $504,09! 10C%
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The following table sets forth loans outstandinduate 30, 2014, which, based on remaining schedafed/ments of principal, are due in the
periods indicated. Loans with balloon paymentslander amortizations are often repriced and extérmg/ond the initial maturity when
credit conditions remain satisfactory. Demand lpéwens having no stated schedule of repaymentsiarstiated maturity, and overdrafts are
reported below as due in one year or less.

After One After Five After Ten
One Year Years Years After
Year or Through Through Through Fifteen

(dollars in thousands Less Five Years Ten Years Fifteen Years Years Total
Mortgage loans on real esta

Construction and developme $37,89t $1781 $ 338 $ 124 $ — $ 60,33!

1-4 Family 8,51( 26,02¢ 32,30¢ 22,71¢ 35,68¢ 125,24¢

Multifamily 4,91« 9,54¢ 2,12( 1,127 — 17,70¢

Farmland 54 — 744 1,48¢ — 2,28:

Nonfarm, nonresidenti: 16,92: 63,54¢ 74,79 36,48( 72 191,82
Commercial and industri 10,92( 13,66: 7,531 2,66t — 34,77¢
Consumer installment loan

Auto loans 1,03¢ 47,77: 78,25: 32t — 127,38«

Other consumer installment loa 352 3,16¢ 88t 25 — 4,42¢

Total loans $80,60: $181,53: $200,01¢ $ 66,06« $35,757 $563,97!

Loans held for sal. Loans held for sale increased $27.1 million, 88.9%, to $32.1 million at June 30, 2014 from $Bilion at

December 31, 2013. The increase is primarily dugpgroximately $26.3 million of consumer loans @eting of indirect auto loans) being
classified as held for sale at June 30, 2014. Mswmer loans were classified as held for sale ae@ber 31, 2013. In the first six months of
2014, we originated $35.7 million in mortgage loforssale, as compared to $52.1 million in mortgkgeas for sale originated in the first six
months of 2013.

During the latter half of 2013 and continuing ithe second quarter of 2014, mortgage rates begacrease, resulting in a decline in
originations. As these rates are expected to remlairated in 2014 relative to their historic lowghe past two years, we do not expect
significant growth in mortgage originations andieipate that our originations of mortgage loangtel sale may continue to decline in the
future.

One-to-four family mortgage loans not held in oartfolio are typically sold on a “best efforts” iasvithin 30 days after the loan is funded.
This means that residential real estate originateme locked in at a contractual rate with a thadty investor or directly with government
sponsored agencies, and we are obligated to gethtrtgage only if it is closed and funded. Assulie the risk we assume is conditioned
upon loan underwriting and market conditions intlagonal mortgage market. Although loan fees amdesinterest income are derived from
mortgage loans held for sale, our largest souréecmime is gains from the sale of these loanseérstitondary market.

We also sell pools of our auto loans in order tomagge our concentration in auto loans as well geterate liquidity. During the three and six
months ended June 30, 2014, we recognized gaimstfre sales of auto loan pools of $0.5 million &3d7 million, respectively. We did not
begin selling auto loan pools until the second trasf 2013 where we recognized a gain of $52,000.

Loan concentration. Loan concentrations are considered to exist where are amounts loaned to multiple borrowers gedjan similar
activities that would cause them to be similarlpanted by economic or other conditions. At eachunfe 30, 2014 and December 31, 2013,
we had no concentrations of loans exceeding 108talf loans other than loans in the categoriesdigt the table above.
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I nvestment Securities

We purchase investment securities primarily to fplea source for meeting liquidity needs, with retan investment a secondary
consideration. We also use investment securitieolesteral for certain deposits and other typebBafowing. Investment securities totaled
$79.5 million at June 30, 2014, an increase of&dillion, or 26.8%, from $62.8 million at Decemls#, 2013. Our increase in investment
securities at June 30, 2014 compared to Decemh&03B was primarily due to our investment of cashused in our lending activities into
investment securities.

The securities portfolio consists primarily of Ughvernment agency obligations, mortgage-backedrgies and municipal securities,
although the Company also holds corporate bondeguoily mutual funds. The Asset Liability Commit{ALCQO”) reviews the investment
portfolio on an ongoing basis to ensure that testiments conform to the Company’s investment polic

The following table shows the carrying value of awestment securities portfolio by investment tyamel the percentage that such investment
type comprises of our entire portfolio at the datelicated (dollars in thousands):

June 30, 201¢ December 31, 201
Percent o Percent o
Balance Portfolio Balance Portfolio
Obligations of other U.S. government agencies amparations $ 6,46: 8.12% $ 6,18 9.85%
Mortgagebacked securitie 47,84¢ 60.1¢ 37,06¢ 59.0i
Obligations of state and political subdivisic 20,18: 25.3i 14,10( 22.4i
Equity mutual fund: 48~ 0.61 47¢ 0.7¢
Corporate bond 4,56¢ 5.74 4,92¢ 7.8t
Total $79,54: 100.0(% $62,75: 100.0(%

The investment portfolio consists of available$ate and held to maturity securities. Held to niptwecurities are stated at amortized cost.
The carrying values of the Company'’s availablesfale securities are adjusted for unrealized gaithssses as valuation allowances, and any
gains or losses are reported on an after-tax bassscomponent of other comprehensive income. Apgcted credit loss due to the inability
to collect all amounts due according to the segsritontractual terms is recognized as a chargasigearnings. Any remaining unrealized
loss related to other factors would be recognireather comprehensive income, net of taxes.

The following table sets forth the stated matusitd weighted average yields of our investment sieturities based on the amortized co
our investment portfolio as of June 30, 2014 (dslla thousands):

After One Year Through After Five Years Through
One Year or Less Five Years Ten Years After Ten Years
Amount Yield Amount Yield Amount Yield Amount Yield
Held to maturity:
Obligations of other U.S. government
agencies and corporatio $ — — $ — — $ — — $ 3,97¢ 2.21%
Mortgage-backed securitie — — — — — — 2,57( 2.352%
Obligations of states and political
subdivisions — — — — — — 7,47 4.3%%
Available for sale:
Obligations of other U.S. governme
agencies and corporatio — — — — 181 3.1% 2,301 1.8t%
Mortgage-backed securitie — — — — 3,11( 1.9€6% 41,93¢ 2.20%
Obligations of states and political
subdivisions 10z 1.21% 84C 2.31% 5,76¢ 3.22% 5,98( 3.45%
Corporate bond — — 89¢ 1.1¢% 3,667 1.8%% — —
$ 102 $ 1,73¢ $ 12,720 $64,23:
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The maturity of mortgage-backed securities reflscteeduled repayments based upon the contractuatities of the securities.

Premises and Equipment

Bank premises and equipment increased $3.0 milio2.1%, to $27.7 million at June 30, 2014 fro?4 $ million at December 31, 2013.
Our acquisition of a parcel of land in Lafayetteuisiana for a potential future branch location #m&construction of a new branch in Baton
Rouge, Louisiana opened during the third quart&0df4 are the primary reasons for this increase.

Deferred tax asset

At June 30, 2014, our deferred tax asset was $0lidmcompared to $1.2 million at December 31, 20The deferred tax asset is due to &
operating loss acquired in the FCB acquisition #iiednon-deductibility of the loan loss provisiom fax purposes. The Company assesses the
recoverability of its deferred tax asset quartealyd the current and projected level of taxablenme provides for the ultimate realization of
the carrying value of its deferred tax asset.

Deposits

The following table sets forth the composition af deposits and the percentage of each depositdyjo¢al deposits at June 30, 2014 and
December 31, 2013 (dollars in thousands):

June 30, 201« December 31, 201
Percent o Percent o
Total Total
Amount Deposits Amount Deposits
Noninteres-bearing demand deposits $ 69,80 12.0€6% $ 72,79 13.61%
NOW account: 98,88¢ 17.0¢ 77,19( 14.4¢
Money market deposit accout 70,16¢ 12.1: 67,00¢ 12.5¢
Savings accoun 52,43 9.0¢ 52,17% 9.8(
Time deposit: 287,37¢ 49.6¢ 263,43 49.4¢
Total deposit: $578,66° 100.0% $532,60t 100.0%

Total deposits at June 30, 2014 were $578.7 mjléonincrease of $46.1 million, or 8.7%, from Debem31, 2013. Total noninterest-bearing
demand deposits at December 31, 2013 were sligtithted by a $14.0 million short term deposit mégea commercial customer in late
December 2013 that was fully withdrawn in Janudi$£ With respect to the remainder of our depasitwh, the increase in total deposits
was driven primarily by an increase in NOW accowit$21.7 million, or 28.1%, an increase of $11illiam, or 18.7%, in noninterest-
bearing demand deposits after adjusting for the@adllion short term deposit, and an increasenretdeposits of $23.9 million, or 9.1%,
from December 31, 2013. We believe our depositscsed strategy has resulted in both nonintelbestring demand deposit and NOW acci
growth.

Our management is focused on growing and maintgiaistable source of funding, specifically corea$i{s, and allowing more costly
deposits to mature, within the context of mitiggtinterest rate risk and maintaining our net irdereargin and sufficient levels of liquidity.
As we have grown, our deposit mix has evolved feoptimary reliance on certificates of deposit, vatéce less relationship driven and less
dependent on the convenience of branch locatiars dkher types of deposit accounts. As our braetivark has expanded and the reach of
our relationship-driven approach to banking hasvgroour mix of deposits has shifted and is reldyilmlanced between transactional
accounts, such as checking, savings, money mankieN®W accounts, and certificates of deposits.
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The following table shows the maturity of certifiea of deposit and other time deposits of $100d@i0fore at June 30, 2014 and
December 31, 2013 (dollars in thousands):

June 30, 201+« December 31, 201
Certificates of Other Time Certificates of Other Time
Deposit Deposits Deposit Deposits
Time remaining until maturity
Three months or les $ 4,36 $ 23: $ 4,29¢ $ 134
Over three months through six mon 7,42 112 5,12: 10z
Over six months through twelve mont 6,681 — 6,45¢ 39¢€
Over one year through three ye 6,94¢ 23t 9,43¢ 30z
Over three year 1,982 122 2,861 141
$ 27,40 $ 70z $ 28,17 $ 1,07¢

Borrowings

Total borrowings include securities sold under egrents to repurchase, advances from the Federa¢Hoan Bank (“FHLB"), a line of
credit with First National Bankers Bankshares, FBB (“FNBB”), and junior subordinated debentur8gcurities sold under agreements to
repurchase increased $1.2 million to $11.4 milkwdune 30, 2014 from $10.2 million at December2®1.3. Our advances from the FHLB
were $68.4 million at June 30, 2014, an increask3@{6 million, or 121.9%, from FHLB advances oD$million at December 31, 2013.
The increase in borrowings was used primarily todfloan growth. The notes payable balance of $8l®mat June 30, 2014 includes a $5.0
million draw on our line of credit with FNBB, whichas repaid with the proceeds of our initial pulftering, and the junior subordinated
debentures that we assumed in connection with aguisition of FCB. The notes payable balance atbdser 31, 2013 included only the
junior subordinated debenturt

The average balances and cost of funds of shanterrowings at June 30, 2014 and at December@13 are summarized as follows
(dollars in thousands):

Average Balance: Cost of Funds
June 30, 201 December 31, 201 June 30, 201 December 31, 201
Federal funds purchased and other short-te
borrowings $ 12,93¢ $ 19 0.31% 0.7¢%
Securities sold under agreements to repurc 11,217 7,60¢ 0.54 0.1t
Total shor-term borrowings $ 24,15! $ 7,62 0.42% 0.15%

Results of Operations
Performance Summary

Three months ended June 30, 2014 vs. three momdesl dune 30, 2013 or the three months ended June 30, 2014, nemieevas $1.1
million, or $0.27 per basic share and $0.26 pered share, compared to net income of $1.7 millkw$0.47 per basic share and $0.44 per
diluted share, for the three months ended Jun2Q@IB. The decrease in our net income was due @oSandillion bargain purchase gain
recorded in the second quarter of 2013 as paheoFCB acquisition. Return on average assets @ectin0.61% for the three months ended
June 30, 2014 from 1.43% for three months ended 3002013 primarily due to the $0.9 million bargpurchase gain recorded during the
second quarter of 2013 as part of the FCB acquiisitncreases in our operational costs attributebt®ir de novo branch facilities also
contributed to this decline. Return on averagetggquas 7.45% for the three months ended June 304 88 compared to 13.41% for the three
months ended June 30, 2013.
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Six months ended June 30, 2014 vs. six months doded30, 2013 For the six months ended June 30, 2014, net irawas $1.9 million, or
$0.50 per basic share and $0.47 per diluted shangpared to net income of $2.3 million, or $0.68 Ip&sic share and $0.64 per diluted share,
for the six months ended June 30, 2013. The deeiieasur net income was due to a $0.9 million bergarchase gain recorded in the sec
quarter of 2013 as part of the FCB acquisitionuRebn average assets declined to 0.58% for theeiths ended June 30, 2014 from 1.09%
for six months ended June 30, 2013 due to the $achers noted above with respect to the quarter quarter comparison. Return on aver
equity was 6.89% for the six months ended Jun@304 as compared to 9.83% for the six months edded 30, 2013.

Net I nterest Income and Net | nterest Margin

Net interest income, which is the largest compowéiour earnings, is the difference between intezasned on assets and the cost of int-
bearing liabilities. The primary factors affectingt interest income are the volume, yield and nigur rate-sensitive assets and liabilities as
well as the amount of our nonperforming loans ddinterest rate environment.

The primary factors affecting net interest incomd aet interest margin are changes in interess ratenpetition and the shape of the interest
rate yield curve. The decline in interest ratesei®008 has put significant downward pressure oimterest margin over the past few years.
Each rate reduction in interest rate indices am@articular, the prime rate, rates paid on U.8a$ury securities and the London Interbank
Offering Rate, resulted in a reduction in the yietdour variable rate loans indexed to one of tlrediees. However, rates on our deposits and
other interest-bearing liabilities did not declipmportionally. To offset the effects on our ndenest income and net interest margin from the
prevailing interest rate environment, we have curgid to focus our interest-earning assets in laadsshift our interest-bearing liabilities

from higher-costing deposits, like certificatesleposit, to noninterest-bearing and other lowet deposits.

Three months ended June 30, 2014 vs. three momdesl dune 30, 201N et interest income increased 32.5% to $6.3 amilfor the three
months ended June 30, 2014 from $4.7 million ferdame period in 2013. Net interest margin was%8.8% the three months ended June
2014, down 43 basis points from 4.28% for the timeaths ended June 30, 2013. The increase in tegest income resulted from increases
in the volume of interest-earning assets and deeeei the cost of interest-bearing liabilitiessef by declines in the rate paid on interest-
earning assets and an increase in the volumeearksttbearing liabilities. For the three monthseehdune 30, 2014, average loans increased
approximately $188.2 million as compared to theeaeriod in 2013, while average investment seesriticreased approximately $19.0
million. Over the same comparative period, avelagerest-bearing liabilities increased approximat&197.5 million. All of these changes
were driven both by the impact of the assets aeduand liabilities assumed in connection with tRBFRacquisition as well as organic loan
and deposit growth.

Interest income was $7.4 million for the three nisrended June 30, 2014 compared to $5.5 millioth®ssame period in 2013 as a result of
an increase in the volume of interest-earning asséfset by a decrease in the rate paid on swsdtsasAs the average balances table below
illustrates, loan interest income made up substiyll of our interest income for the three madnded June 30, 2014 and 2013.
Competitive factors and the prolonged low interagt environment have contributed to a lower y@idcearning assets. The overall yield on
interest-earning assets decreased 48 basis poitt56% for the three months ended June 30, 20tdrapared to 5.04% for the same period
in 2013. The loan portfolio yielded 4.96% for thege months ended June 30, 2014 as compared % 3d88he three months ended June 30,
2013.

Interest expense was $1.2 million for the three ti@ended June 30, 2014, an increase of $0.4 milionpared to interest expense of $0.8
million for the three months ended June 30, 2083 eesult of an increase in the volume of intebestring liabilities, offset by a decrease in
cost of such liabilities. The cost of interest-legiiabilities decreased 9 basis points to 0.8b¥dlie three months ended June 30, 2014
compared to the same period in 2013. In partictifer weighted average rate paid on certificatetepbsit decreased 8 basis
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points during the three months ended June 30, 20d¥ared to same period in 2013. The decreasepivsidaates was driven by competitive
factors and the general interest rate environnasmivell as our strategy to cross-sell using lovest deposits.

Average Balances and Yiel. The following table sets forth average balaneseskata, including all major categories of intes=aning
assets and interest-bearing liabilities, togethiér the interest earned or paid and the averadd gierate paid on each such category for the
three months ended June 30, 2014 and 2013. Avepagesnted below are daily averages (dollars inghods):

Three months ended June 3(

2014 2013
Interest Interest
Average Income/ Average Income/
Balance Expense®) Yield/ Rate ®) Balance Expense®) Yield/ Rate (1)
Assets
Interes-earning asset:
Loans $575,97¢ $ 7,11¢ 4.9¢% $387,73t $ 5,391 5.58%
Securities
Taxable 58,08¢ 18¢ 1.3C 37,00: 6€ 0.7z
Tax-exempt 12,99t 90 2.7¢ 15,03¢ 9C 2.4C
Interes-bearing balances with ban 3,75( 10 1.07 2,46: 6 0.9¢
Total interes-earning asse! 650,81: 7,407 4.5¢ 442 ,24( 5,55: 5.04
Cash and due from ban 11,73¢ 6,03¢
Intangible asset 3,24( 3,131
Other asset 35,53¢ 25,87¢
Allowance for loan losse (3,61 (2,72))
Total asset $697,70¢ $474,56.
Liabilities and shareholders equity
Interes-bearing liabilities:
Deposits:
Interes-bearing deman $166,76: 262 0.62 $104,94: 167 0.64
Savings deposit 52,40% 89 0.6¢ 41,15¢ 68 0.6€
Time deposit: 281,55! 69¢ 1.0C 202,04 54k 1.0¢
Total interes-bearing deposit 500,72! 1,05(C 0.84 348,14: 78C 0.9C
Shor-term borrowings 33,10¢ 20 0.24 5,57¢ 4 0.2¢
Long-term debt 38,25! 88 0.92 20,90¢ 52 1.0C
Total interes-bearing liabilities 572,08: 1,15¢ 0.81 374,62¢ 83¢ 0.9C
Noninteres-bearing deposit 64,49« 46,23¢
Other liabilities 3,672 2,92t
Stockholder equity 57,45¢ 50,77¢
Total liability and stockholde’ equity $697,70¢ $474,56.
Net interest income/net interest mar $ 6,24¢ 3.85% $ 4,717 4.28%

(1 Interest income and net interest margin are essgas a percent of average interest-earningassstanding for the indicated periods.
Interest expense is expressed as a percentageraavintere-bearing liabilities for the indicated perioc

The average balances of nonaccruing assets awgl@ttin the table above.
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Volume/Rate AnalysisThe following table sets forth a summary of tharges in interest earned and interest paid regultom changes in
volume and rates for the three months ended Jun203@ compared to the same period in 2013 (ddltettsousands):

Three months ended June 30, 2014 \
three months ended June 30, 2013

Volume Rate Net®

Interest income:
Loans $ 2,617 $ (889 $ 1,72¢
Securities

Taxable 38 84 122

Tax-exempt (12 12 —
Interes-bearing balances with ban 3 1 4

Total interes-earning asse! 2,64¢ (792) 1,85¢
Interest expense
Interes-bearing demand depos 98 (©)] 95
Savings deposil 19 2 21
Time deposit: 214 (60) 154
Shor-term borrowings 20 (4) 16
Long-term debt 43 (7 36

Total interes-bearing liabilities 394 (72 32z
Change in net interest incor $ 2,257 $ (720 $ 1,53

(1) Changes in interest due to both volume and rate been allocated on a pro-rata basis using thawb ratio value of amounts
calculated

Six months ended June 30, 2014 vs. six months dnded30, 2013Net interest income increased 49.4% to $12.ligniflor the six months
ended June 30, 2014 from $8.1 million for the saer@od in 2013. Net interest margin was 3.89% ffier six months ended June 30, 2014,
down 21 basis points from 4.10% for the six morhded June 30, 2013. The increase in net interesirie resulted from increases in the
volume of interest-earning assets and decreadbs icost of interest-bearing liabilities, offsetdsclines in the rate paid on interest-earning
assets and an increase in the volume of interestragliabilities. For the six months ended JuneZil4, average loans increased
approximately $205.7 million as compared to theesaeriod in 2013, while average investment seesriticreased approximately $21.4
million. Over the same comparative period, aveiatgrest-bearing liabilities increased approxima®&215.4 million. All of these changes
were driven both by the impact of the assets aeduand liabilities assumed in connection with t@BFacquisition as well as organic loan
and deposit growth.

Interest income was $14.4 million for the six manémded June 30, 2014 compared to $9.6 millioth®isame period in 2013 as a result of
an increase in the volume of interest-earning asséfset by a decrease in the rate paid on swe#tasAs the average balances table below
illustrates, loan interest income made up substiyll of our interest income for the six mon#reded June 30, 2014 and 2013. Competitive
factors and the prolonged low interest rate enwirent contributed to a lower yield on earning assets overall yield on interest-earning
assets decreased 26 basis points to 4.61% fomtineosiths ended June 30, 2014 as compared to 4f@78#be same period in 2013. The loan
portfolio yielded 5.02% for the six months endedel80, 2014 as compared to 5.39% for the six mastded June 30, 2013.

Interest expense was $2.2 million for the six merghded June 30, 2014, an increase of $0.7 mibompared to interest expense of $1.5
million for the six months ended June 30, 2013 assult of an increase in the volume of intetessiring liabilities, offset by a decrease in
cost of such liabilities. The cost of interest-legiiabilities decreased 9 basis points to 0.82%tlie six months ended June 30, 2014
compared to the
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same period in 2013. In particular, the weighteerage rate paid on certificates of deposit dectka$easis points during the six months
ended June 30, 2014 compared to same period in ZB&3Jecrease in deposit rates was driven by ctiimpdactors and the general interest
rate environment, as well as our strategy to csefisising lower cost deposits.

Average Balances and Yiel. The following table sets forth average balanaeskata, including all major categories of inteeggning
assets and interest-bearing liabilities, togethiér the interest earned or paid and the averadd gierate paid on each such category for the
six months ended June 30, 2014 and 2013. Averagssmted below are daily averages (dollars in tods):

Six months ended June 3(

2014 2013
Interest Interest
Average Income/ Average Income/
Balance Expense®) Yield/ Rate ®) Balance Expense®) Yield/ Rate (1)
Assets
Interes-earning asset:
Loans $554,38: $ 13,79 5.02% $348,68: $ 9,317 5.3%
Securities
Taxable 55,85¢ 37¢ 1.37 34,21 141 0.8:
Tax-exempt 13,59: 171 2.5¢ 13,85( 167 2.4z
Interes-bearing balances with ban 4,77¢ 20 0.84 2,10¢ 11 1.0t
Total interes-earning asse! 628,61( 14,36 4.61 398,84¢ 9,63¢ 4.87
Cash and due from ban 11,30¢ 5,05¢
Intangible asset 3,24¢ 2,98(
Other asset 34,96 23,25(
Allowance for loan losse (3,509 (2,71))
Total asset $674,62: $427,42:
Liabilities and shareholders’ equity
Interes-bearing liabilities:
Deposits:
Interes-bearing deman $162,76( 50% 0.62 $ 97,20t 317 0.6€
Savings deposit 52,16¢ 17¢ 0.6¢ 35,84¢ 124 0.7¢C
Time deposit: 277,21¢ 1,37(C 1.0C 178,69( 981 1.11
Total interes-bearing deposit 492,14 2,05: 0.84 311,74( 1,422 0.92
Shor-term borrowings 24,15 25 0.21 5,32¢ 6 0.2:
Long-term debi 36,20: 16¢ 0.9t 20,03« 98 0.9¢
Total interes-bearing liabilities 552,50: 2,24 0.82 337,10: 1,52¢ 0.91
Noninteres-bearing deposit 61,84¢ 40,01:
Other liabilities 3,324 2,79¢
Stockholder equity 56,95 47,51(
Total liability and stockholde’ equity $674,62: $427,42:
Net interest income/net interest mar $ 12,117 3.89% $ 8,11( 4.1(%

(@) Interest income and net interest margin are e as a percent of average interest-earningamsgstanding for the indicated periods.
Interest expense is expressed as a percentageragavintere-bearing liabilities for the indicated periot

The average balances of nonaccruing assets atgl@ttin the table above.

37



Table of Contents

Volume/Rate AnalysisThe following table sets forth a summary of tharges in interest earned and interest paid regultom changes in
volume and rates for the six months ended Jun2@®D} compared to the same period in 2013 (doltatkdusands):

Six months ended June 30, 2014 v
six months ended June 30, 2013

Volume Rate Net®

Interest income:
Loans $ 5,49¢ $(1,019 $ 4,471
Securities

Taxable 8¢ 14¢ 23¢

Tax-exempt 2 7 5
Interes-bearing balances with ban 14 5 9

Total interes-earning asse! 5,591 (86¢) 4,72¢
Interest expense
Interes-bearing demand depos 214 (26) 18¢
Savings deposil 57 (2 55
Time deposit: 541 (152 38¢
Shor-term borrowings 21 (©)] 18
Long-term debt 79 @) 72

Total interes-bearing liabilities 912 (190 722
Change in net interest incor $ 4,68 $ (679 $ 4,007

(1) Changes in interest due to both volume and rate been allocated on a pro-rata basis using thawb ratio value of amounts
calculated

Noninterest |ncome

Nonr-interest income includes, among other things, égaerated from our deposit services and in coforeatith our mortgage loan
activities, securities gains, gains on sale of aorey loans and a non-recurring bargain purchasergaulting from an acquisition. We expect
to continue to develop new products that generateinterest income, and enhance our existing prigducorder to diversify our revenue
sources.

Three months ended June 30, 2014 vs. three momtlesl dune 30, 2013Total non-interest income decreased $0.7 mill@r81.2%, to $1.5
million for the three months ended June 30, 20IMpared to $2.2 million for the three months endate330, 2013. Noninterest income for
the three months ended June 30, 2013 includedt!®erillion bargain purchase gain recorded in cotioa with the FCB acquisition in May
2013. Excluding the bargain purchase gain, the 80llbn increase in noninterest income for thea&t quarter of 2014 compared to the
second quarter of 2013 resulted primarily fromrarease of $0.5 million in gain on sale of consuloans offset by a decrease of
approximately $0.3 million in fee income on mortgdgans held for sale.

Fee income on mortgage loans held for sale isatgest component of our noninterest income. These decreased $0.3 million to $0.6
million for the three months ended June 30, 20&f$0.9 million for the same period in 2013, agio@tions of mortgage loans held for sale
decreased. The decrease in such fee income, aasvalir originations of mortgage loans held foe sial due to an industry-wide increase in
mortgage loan rates in the latter half of 2013 ket continued into the second quarter of 2014n#ssest rates remain high relative to prior
years, we expect our mortgage loan originationsyelsas fee income on mortgage loans held for, $aleemain flat and possibly even dec
during the remainder of 2014.

Service charges on deposit accounts include maintenfees on accounts, account enhancement ctiargeklitional deposit account
features, per item charges and overdraft feesic&echarges on deposits increased
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25.9% to $73,000 for the three months ended Jun2@@ as compared to $58,000 for the same pari@813. The increase can be attribt
to increased deposits resulting from the FCB adiiurisas well as organic deposit growth.

Other operating income was $0.3 million for theethmonths ended June 30, 2014 compared to $0idmfiir the same period in 2013.
Other operating income consists of interchange, &M surcharge income, loan servicing fees andalencome.

Six months ended June 30, 2014 vs. six months doded30, 2013 Total noninterest income decreased $0.8 milliwr23.4%, to $2.6
million for the six months ended June 30, 2014 carag to $3.4 million for the six months ended J80e2013. Noninterest income for the
six months ended June 30, 2013 included the afargomed $0.9 million bargain purchase gain. Exalgdihe bargain purchase gain, the !
million increase in noninterest income was mairttyitautable to an increase in other operating ineom

Fee income on mortgage loans held for sale deate®6€ million to $1.1 million for the six monthaded June 30, 2014 from $1.7 million
for the same period in 2013, as originations oftgege loans held for sale decreased. The decreaselh fee income, as well as our
originations of mortgage loans held for sale, ie thuan industry-wide increase in mortgage loagsrat the latter half of 2013 that has
continued into the second quarter of 2014.

Gains on the sale of loans, other than mortgages|dar the six months ended June 30, 2014 werergdlion as compared to $52,000 for
six months ended June 30, 2013. These gains waeaed by sales of pools of our auto loans. Weebqo continue to sell pools of our a
loans quarterly as part of our ongoing loan poitfatanagement.

Service charges on deposit accounts include maintenfees on accounts, account enhancement ctiargeklitional deposit account
features, per item charges and overdraft feesicecharges on deposits increased 58.1% to $1360@0e six months ended June 30, 2014
as compared to $86,000 for the same period in ZDi&increase can be attributed to increased dspesulting from the FCB acquisition as
well as organic deposit growth.

Gains on the sale of investment securities fosthenonths ended June 30, 2014 decreased $144,006,6%, to $165,000 from $309,000
for the same period in 2013. The Company sellsstment securities held as available for sale td foan demand, manage its asset/liability
sensitivity or for other business purposes.

Other operating income was $0.5 million for the mignths ended June 30, 2014 compared to $0.2 mfthiothe same period in 2013. Other
operating income consists of interchange fees, Alktharge income, loan servicing fees and rentaire.

Noninterest Expense

Noninterest expense includes salaries and berefitother costs associated with the conduct obparations. We are committed
managing our costs within the framework of our afieg strategy. However, since we are focused owigig both organically and through
acquisition, we expect our expenses to continuedease as we add employees and physical locatcaxscommodate our growing
franchise.

Three months ended June 30, 2014 vs. three momdesl dune 30, 2013Total noninterest expense was $5.7 million farttree months
ended June 30, 2014, an increase of $1.1 millio@4d %, from $4.6 million for the same period B3. This increase was a result of
increased costs associated with our expanded apesats a result of the FCB acquisition, the opgifhour Lafayette branch and our orge
growth.

Salaries and employee benefits increased $0.6omilbr 22.1%, to $3.5 million for the three monémsled June 30, 2014, compared to $2.9
million for the same period in 2013. This increasses due to the 24 employees
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who joined the Bank upon the completion of the F€Buisition as well as employees hired in connaatigh the opening of the Lafayette
branch in the fourth quarter of 2013.

Net occupancy and equipment expense increased@m$llion for the three months ended June 30, Z8dvh $0.5 million for the thre
months ended June 30, 2013. This increase is phnadtributable to the costs associated with the branches we acquired in the FCB
acquisition and the costs associated with our nendh in Lafayette.

Data processing expenses increased to $0.3 mibiothe three months ended June 30, 2014 fromi®dldn for the three months ended
June 30, 2013. This increase is primarily a resuhe additional processing expenses associatixdtia increased size of our loan portfolio
resulting from the FCB acquisition as well as orgamic growth, particularly with respect to sermigiour consumer loan portfolio, the amc
of which fluctuates.

Other operating expenses include security, busidegslopment, charitable contributions, traininling fees and duplicating costs. Other
operating expenses increased $0.1 million to $Gllémfor the three months ended June 30, 201/ f®.5 million for the same period in
2013. The increase is primarily the result of tieBFacquisition and the opening of our Lafayettenbhaas well as our organic growth.

Six months ended June 30, 2014 vs. six months doded30, 2013 Total noninterest expense was $11.1 million figr $ix months ended
June 30, 2014, an increase of $2.9 million, or 85.Bom $8.2 million for the same period in 2018iTincrease in total noninterest expense,
as well as the increases of the components thatisicyssed below, were results of the same fadiscsissed above with respect to the qu
over quarter discussion.

Salaries and employee benefits increased $1.%millir 36.2%, to $7.0 million for the six monthsled June 30, 2014, compared to $5.1
million for the same period in 2013.

Net occupancy and equipment expense increased2aillion for the six months ended June 30, 20d4nf$0.8 million for the six montt
ended June 30, 2013.

Data processing expenses increased to $0.6 mibiotie six months ended June 30, 2014 from $0lHomifor the six months ended June
2013.

Software amortization and expenses increased $860090.2 million for the six months ended JuneZiIL4 from $162,000 for the same
period in 2013, which is also attributable to thereased servicing volume of consumer loans.

Other expenses include an increase in FDIC anda@$dssments of $89,000 to $0.2 million for thersixaths ended June 30, 2014 compared
to $0.1 million for the six months ended June 3112, due to the increase in average total assets.

Other operating expenses include security, busidegslopment, charitable contributions, traininling fees and duplicating costs. Other
operating expenses increased $0.2 million to $illiomfor the six months ended June 30, 2014 fi&0x® million for the same period in
2013.

Income Tax Expense

Income tax expense for the three months ended3r&014 was $0.5 million, an increase of $0.liatlfrom $0.4 million for the three
months ended June 30, 2013. The effective taxoatine three months ending June 30, 2014 and 2@E332.5% and 21.1%, respectively.
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Income tax expense for the six months ended Jun2(@@ was $0.9 million, an increase of $0.2 millfoom $0.7 million for the six months
ended June 30, 2013. The effective tax rate fosithenonths ending June 30, 2014 and 2013 was 32r&¥24.1%, respectively.

Risk Management

The primary risks associated with our operatiomscaedit, interest rate and liquidity risk. Credglitd interest rate risk are discussed below,
while liquidity risk is discussed in this sectionder the headingiquidity and Capital Resourcdmlow.

Credit Risk and the Allowance for Loan Losses

General. The risk of loss should a borrower default onanlis inherent in any lending activity. Our poliicand related credit risk are
monitored and managed on an ongoing basis by skintanagement department, the board of directoasi tommittee and the full board of
directors. We utilize a ten point risk-rating syatevhich assigns a risk grade to each borrowerchasex number of quantitative and
qualitative factors associated with a loan trarisaciThe risk grade categorizes the loan into drfese risk categories, based on information
about the ability of borrowers to service the délie information includes, among other factorsrentr financial information about the
borrower, historical payment experience, creditutheentation, public information and current econotrénids. These categories assist
management in monitoring our credit quality. Thiof@ing describes each of the risk categories, Wiaie consistent with the definitions u
in guidance promulgated by federal banking regusato

e Pass (Loan grades-6) — Loans not meeting the criteria below are considgrass. These loans have high credit charactsratid
financial strength. The borrowers at least gengradéits and cash flow that are in line with peed andustry standards and have
debt service coverage ratios above loan covenadtsar policy guidelines. For some of these loargiaranty from a financially
capable party mitigates characteristics of thedwer that might otherwise result in a lower gre

» Special Mention (grade A Loans classified as Special Mention possess sogdit deficiencies that need to be corrected tadcav
a greater risk of default in the future. For examfihancial ratios relating to the borrower maydaeteriorated. Often, a special
mention categorization is temporary while certaiatérs are analyzed or matters addressed befoteahés re-categorized as
either Pass or Substanda

e Substandard (grade 8)Loans rated as Substandard are inadequatelycfrdtby the current net worth and paying capadithe
borrower or the liquidation value of any collatetédeficiencies are not addressed, it is likélgttthis category of loan will result
in the Bank incurring a loss. Where a borroweresn unable to adjust to industry or general ecanoonditions, the borrowes’
loan is often categorized as Substand

» Doubtful (grade 9— Doubtful loans are Substandard loans with one aeradditional negative factors that makes fulledtiion o
amounts outstanding, either through repaymengaoidation of collateral, highly questionable angnobable

» Loss (grade 10- Loans classified as Loss have deteriorated th aymint that it is not practicable to defer wndtioff the loan.
For these loans, all efforts to remediate the leame@gative characteristics have failed and theevafuhe collateral, if any, has
severely deteriorated relative to the amount onthiey. Although some value may be recovered on auohn, it is not significant
in relation to the amount borrowe

At June 30, 2014 and December 31, 2013, there meteans classified as Doubtful or Loss, while ¢heere $4.2 million of loans classified
as Substandard at June 30, 2014 and December B3 a2d $0.7 million and $1.2 million, respectived§Joans classified as Special Mention
as of such dates. Of the $4.9 million in total
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Substandard and Special Mention loans at June(3@, 34.2 million was acquired in the FCB acqusitand marked to fair value at the time
of their acquisition, while $4.9 million of the $million of total Substandard and Special Mentmans at December 31, 2013 was acquired
in the FCB acquisition and marked to fair value.

An external loan review consultant is engaged alfynbg the risk management department to reviewaximately 40% of commercial loar
utilizing a risk-based approach designed to maxéntie effectiveness of the review. In additiondiranalysts periodically review smaller
dollar commercial loans to identify negative finedrends related to any one borrower, any relgt@dips of borrowers or an industry. For
collateral dependent loans, new appraisals arénaotan an annual basis. All loans not categoraeBass are put on an internal watch list,
with quarterly reports to the board of directorsatldition, a written status report is maintaingbr special assets division for all
commercial loans categorized as Substandard orewd's use this information in connection with oallection efforts.

If our collection efforts are unsuccessful, coltatesecuring loans may be repossessed and sdiof dwans secured by real estate, foreclosure
proceedings initiated. The collateral is sold dtljsuauction for fair market value (based upon ré@ppraisals), with fees associated with the
foreclosure being deducted from the sales price.gurchase price is applied to the outstanding b@dance. If the loan balance is greater
than the sales proceeds, the deficient balana@niste the board of directors’ loan committee foaige-off approval.

Allowance for Loan Losse. The allowance for loan losses is an amount ttetagement believes will be adequate to absorb pleh@sses
inherent in the entire loan portfolio. The apprateilevel of the allowance is based on an ongairadyais of the loan portfolio and represents
an amount that management deems adequate to pfovigderent losses, including collective impaimhas recognized under ASC 450,
Contingencies Collective impairment is calculated based on sogrouped by grade. Another component of the alhmeas losses on loans
assessed as impaired under ASC R eivables The balance of these loans and their relatesvahae is included in management’s
estimation and analysis of the allowance for lamsés. Other considerations in establishing tlogvathce for loan losses include the nature
and volume of the loan portfolio, overall portfotioality, historical loan loss, review of specifimblem loans and current economic
conditions that may affect the borrower’s abilibypay, as well as trends within each of these facthe allowance for loan losses is
established after input from management as walbasisk management department and our specialsassmmittee. We evaluate the
adequacy of the allowance for loan losses on atepyabasis. This evaluation is inherently subjegtas it requires estimates that are
susceptible to significant revision as more infatisTabecomes available. The allowance for loandssgas $3.9 million at June 30, 2014, an
increase from $3.4 million at December 31, 2013yasncreased our loan loss provisioning to reftagtorganic loan growth.

A loan is considered impaired when, based on cuinéormation and events, it is probable that w# lag¢ unable to collect the scheduled
payments of principal and interest when due acaogrth the contractual terms of the loan agreeniggtiermination of impairment is treated
the same across all classes of loans. Impairmenéasured on a loan-by-loan basis for, among gth#tl®ans of $500,000 or greater,
nonaccrual loans and a sample of loans between @256 $500,000. When we identify a loan as imphivee measure the extent of the
impairment based on the present value of expectede cash flows, discounted at the loan’s effectinterest rate, except when the sole
(remaining) source of repayment for the loans ésdperation or liquidation of the collateral. Iresle cases when foreclosure is probable, we
use the current fair value of the collateral, lesing costs, instead of discounted cash flows r&al estate collateral, the fair value of the
collateral is based upon a recent appraisal byadifepal and licensed appraiser. If we determine tha value of the impaired loan is less than
the recorded investment in the loan (net of previcharge-offs, deferred loan fees or costs and artazed premium or discount), we
recognize impairment through an allowance estiroatecharge-off to the allowance. When the ultintatectability of the total principal of
an impaired loan is in doubt and the loan is ornagorual, all payments are applied to principal,arttie cost recovery method. When the
ultimate collectability of the total principal ohampaired loan is not in doubt and the loan is\onaccrual, contractual interest is credited to
interest income when received, under the cash bastisod.
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Impaired loans at June 30, 2014 were $4.2 milliociuding impaired loans acquired in the FCB acijois in the amount of $3.9 million, ai
$4.2 million, including impaired loans acquiredtie FCB acquisition in the amount of $3.8 millian,December 31, 2013. At June 30, 2014
and December 31, 2013, $64,000 and $37,000, resplgcof the allowance for loan losses was spealfy allocated to impaired loans.

The provision for loan losses is a charge to incoma amount that management believes is necessargintain an adequate allowance for
loan losses. The provision is based on managemegigar evaluation of current economic conditioneur specific markets as well as
regionally and nationally, changes in the charaatet size of the loan portfolio, underlying collatevalues securing loans, and other factors
which deserve recognition in estimating loan losges the three months ended June 30, 2014 and g4 Brovision for loan losses was $
million and $0.1 million, respectively. For the snonths ended June 30, 2014, the provision for losses was $0.7 million, an increase of
$0.5 million from $0.2 million during the same prtiin 2013. The increases over both periods aregdoerily to the overall growth in our
loan portfolio, including our commercial real estédans.

Acquired loans that are accounted for under ASC3E1LQoans and Debt Securities Acquired with Deterioda@redit Quality, were marked

to market on the date we acquired the loans taegalthich, in management’s opinion, reflected thieneded future cash flows, based on the
facts and circumstances surrounding each respdotiveat the date of acquisition. Acquired FCB baad a carrying value of $78.4 million
and a fair value of $77.5 million on the acquisitiate. We continually monitor these loans as @iaour normal credit review and monitori
procedures for changes in the estimated future ftasks. Because ASC 310-30 does not permit cargr av recognition of an allowance for
loan losses, we may be required to reserve foetlwss in the allowance for loan losses througtréuprovision for loan losses if future ci
flows deteriorate below initial projections. Thevas no provision for loan losses charged to opagagkpense attributable to loans accounted
for under ASC 310-30 for the three and six montided June 30, 2014 and 2013.

The following table presents the allocation of #tilewance for loan losses by loan category at titeslindicated (dollars in thousands):

June 30, 201 December 31, 201
Mortgage loans on real esta
Construction and developme $ 467 $ 42C
1-4 family 67¢ 567
Multifamily 12C 101
Farmland 11 4
Nonfarm, nonresidentic 1,41¢ 997
Commercial and industri 292 397
Consumer installment loan
Auto loans 85¢ 831
Other consumer installment loa 36 68
Total loans $ 3,88 $ 3,38(
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The following table presents the amount of thevedlince for loan losses allocated to each loan catexgoa percentage of total loans at the

dates indicated:

Mortgage loans on real esta
Construction and developme
1-4 Family
Multifamily
Farmlanc
Nonfarm, nonresidenti:
Commercial and industri
Consumer installment loar
Auto loans
Other consumer installment loa
Total loans

June 30, 201

0.1¢
0.01

0.65%

December 31, 201

0.0e%
0.11
0.0z

0.2C
0.0¢
0.17%
0.01
0.61%

As discussed above, the balance in the allowarrdeda losses is principally influenced by the pstn for loan losses and by net loan loss
experience. Additions to the allowance are chatgetle provision for loan losses. Losses are clibrg¢he allowance as incurred and
recoveries on losses previously charged to thevalae are credited to the allowance at the timevexy is collected. The table below refle

the activity in the allowance for loan losses fog periods indicated (dollars in thousands):

Allowance at beginning of period
Provision for loan losse
Chargeoffs:
Mortgage loans on real esta
Construction and developme
1-4 Family
Multifamily
Farmlanc
Nonfarm, nonresidenti:
Commercial and industri
Consumer installment loar
Auto loans
Other consumer installment loa
Total charg-offs
Recoveries
Mortgage loans on real esta
Construction and developme
1-4 Family
Multifamily
Farmlanc
Nonfarm, nonresidenti:
Commercial and industri
Consumer installment loar
Auto loans
Other consumer installment loa
Total recoverie:
Net charg-offs
Balance at end of peric

Net charg-offs to:
Loansaverage
Allowance for loan losse

Allowance for loan losses t
Total loans
Nonperforming loan

Three months endec

June 30, 201
$ 3,53(
44¢

(96)
$ 3,88

0.02%
2.47%

0.6%%
296.2%
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June 30, 201
$ 2,652
142

AL N

3
$ 2,76(

n
~—

0.01%
1.27%

0.6€%
141.0%

Six months endec

June 30, 201
$ 3,38(
69¢

30

e
(19

(147)

(22)
(219)

(191)
$ 388

0.02%
4.92%

0.6%%
296.2%

June 30, 201
$ 2,72
232

9

(119

(67)
©)
(200)

(R LN SN

(194
$  2,76(

0.05%
7.0%

0.6€%
141.0%
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The allowance for loan losses to total loans raioeased to 0.69% at June 30, 2014 compared 689 June 30, 2013. The allowance for
loan losses to nonperforming loans ratio increas&t96.24% at June 30, 2014 from 141.01% at Jun2CBB.

Charge-offs reflect the realization of losses im plortfolio that were recognized previously throtigé provision for loan losses. Net charge-
offs for the three and six months ended June 304 2@ere $0.1 million and $0.2 million, respectivebgual to 0.02% and 0.03%,
respectively, of our average loan balance as df dates. Net charge-offs for the three and six hwahded June 30, 2013 were $35,000 and
$0.2 million, respectively, equal to 0.01% and @M)Bespectively, of our average loan balance asicli dates. For the three and six months
ended June 30, 2014 and June 30, 2013, the mapbrityr charge-offs were auto loans. Net chargs-offour auto loans as a percentage of
average auto loans for the three and six montheceddne 30, 2014 were 0.04% and 0.08% for botlog&rivhile net charge-offs of our auto
loans as a percentage of average auto loans fdinrse and six months ended June 30, 2013 wer&dab@l 0.06%, respectively. Through
June 30, 2014, we have charged off an aggreg&&m000 of loans that we acquired in connectioi wiir FCB acquisition.

Management believes the allowance for loan lossésre 30, 2014 is sufficient to provide adequatgégetion against losses in our portfolio.
Although the allowance for loan losses is considem@equate by management, there can be no asstinabhtieis allowance will prove to be
adequate over time to cover ultimate losses in ection with our loans. This allowance may provéédanadequate due to unanticipated
adverse changes in the economy or discrete evewntssely affecting specific customers or industri@sr results of operations and financial
condition could be materially, adversely affectedhe extent that the allowance is insufficientdeer such changes or events.

Nonperforming Assets and Restructured Lc. Nonperforming assets consist of nonperformingidoand real estate owned. Nonperforming
loans are those on which the accrual of interestsh@pped or loans which are contractually 90 gag$ due on which interest continues to
accrue. Loans are ordinarily placed on nonaccrimnia loan is specifically determined to be imphvewhen principal and interest is
delinquent for 90 days or more. However, managemmayt elect to continue the accrual when the eséichaét available value of collateral is
sufficient to cover the principal balance and aedrinterest. It is our policy to discontinue thera@l of interest income on any loan for wh
we have reasonable doubt as to the payment o&stter principal. Nonaccrual loans are returnegiceyual status when the financial position
of the borrower indicates there is no longer amgomable doubt as to the payment of principal terdast.

Another category of assets which contributes toooedit risk is troubled debt restructurings, @trectured loans. A restructured loan is a
loan for which a not-insignificant concession hasibgranted to the borrower due to a deterioratidhe borrower’s financial condition and
which is performing in accordance with the new ter@®uch concessions may include reduction in isteeges, deferral of interest or

principal payments, principal forgiveness and o#mtions intended to minimize the economic losstarai/oid foreclosure or repossession of
the collateral. We strive to identify borrowersfimancial difficulty early and work with them to rdidy to more affordable terms before such
loan reaches nonaccrual status. In evaluating whédhrestructure a loan, management analyzesftigeterm financial condition of the
borrower, including guarantor and collateral suppordetermine whether the proposed concessiohéatiease the likelihood of repayment
of principal and interest. Restructured loans #ratnot performing in accordance with their restiied terms and that are either contractually
90 days past due or placed on nonaccrual statugpoeted as nonperforming loans.

All of our restructured loans, consisting of siedits, were acquired from FCB. All six credits weomsidered restructured loans due to a
modification of term through adjustments to maguris of June 30, 2014, there have been no subeedeéaults on our restructured loans.
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The following table shows the principal amountsiohperforming and restructured loans as of Jun@@D4 and December 31, 2013. All
loans where information exists about possible ¢treaiblems that would cause us to have serioustd@iiout the borrower’s ability to
comply with the current repayment terms of the Ibaxe been reflected in the table below (dollathausands):

June 30, 201 December 31, 201
Nonaccrual loan $ 1,31C $ 1,48¢
Accruing loans past due 90 days or m — —
Total nonperforming loan 1,31C 1,48¢
Restructured loar 881 81E
Total nonperforming and restructured lo; $ 2191 $ 2,30
Interest income recognized on nonaccruing anduetstred loan: 32 10C
Interest income foregone on nonaccruing and retstred loans 79 281

Of our total nonaccrual loans at June 30, 2014Bewkember 31, 2013, $0.8 million and $1.2 millieespectively, were acquired in the FCB
acquisition. Nonperforming loans outstanding repnésd 0.23% of total loans at June 30, 2014. Ndapeing loans other than those
acquired through an acquisition represented 0.088manperforming acquired loans represented 0.14%ta loans at such date.
Nonperforming loans outstanding, including acquicehs, represented 0.30% of total loans at DeceBthe2013

Real estate owned consists of properties acquiretdigh foreclosure or acceptance of a deed indi¢areclosure. These properties are
carried at the lower of cost or fair market valaesdd on appraised value less estimated selling.dasdses arising at the time of foreclosure
of properties are charged against the allowanc#&or losses. Real estate owned with a cost b&$8.4 million and $0.5 million was sold
during the three and six months ended June 30,,2644dlting in a net loss of $5,000 and $7,00Qkerperiods. For the three and six months
ended June 30, 2013, real estate owned with eess of $0.6 million was sold resulting in a naingof $91,000.

At June 30, 2014, $1.5 million of our real estatmed was related to our acquisition of FCB compaoe$il.6 million at December 31, 2013.
In connection with our acquisition of FCB, the Baatkeed to share with the former FCB shareholderptoceeds that we receive in
connection with the sale of one piece of propentyich had a carrying value and a fair market vali$637,000 as of each of June 30, 2014
and December 31, 2013. Under this arrangemeftisiforoperty is sold within four years of the ctagidate of our acquisition of FCB, then
we are entitled to retain the first $714,000 of $h&e proceeds plus an amount necessary to covseling expenses, with the remaining
proceeds, if any, to be paid to former FCB shamidrsl After the fourth anniversary of the closimged which is May 1, 2017, we are entitled
to retain all sales proceeds arising upon thecfaleis property.

The following table provides details of our reaiats owned as of the dates indicated (dollarsonghnds):

June 30, 201 December 31, 201
Construction and development $ 2,54¢ $ 2,35:
1-4 Family 69E 812
Multifamily — 35C
Nonfarm, nonresidenti 18C —
Total real estate owne $ 3,42 $ 3,51¢
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Changes in real estate owned were as follows Bp#riods presented (dollars in thousands):

Six months ende:

Year ended

June 30, 201« December 31, 201
Balance, beginning of period $ 3,51¢ $ 2,27¢
Transfers from loan — 46E
Transfers from acquired loa 48( 822
Acquired real estate ownq — 1,71¢
Sales of real estate own (54¢€) (1,64%)
Write-downs (26) (121
Balance, end of peric $ 3,42 $ 3,61¢

Interest Rate Risk

Market risk is the risk of loss from adverse chanigemarket prices and rates. Since the majoritgusfassets and liabilities are monetary in
nature, our market risk arises primarily from ietgrrate risk inherent in our lending and dep@sitrg activities. A sudden and substantial
change in interest rates may adversely impact aunirgs and profitability because the interestséi@ne by assets and liabilities do not
change at the same speed, to the same extenttloe same basis. Accordingly, our ability to proaelly structure the volume and mix of our
assets and liabilities to address anticipated absiginterest rates, as well as to react quiakisuich fluctuations, can significantly impact
financial results. To that end, management actiweyitors and manages our interest rate risk exposu

The Asset Liability Committee has been authorizedhle board of directors to implement our assédilitg management policy, which
establishes guidelines with respect to our exposungterest rate fluctuations, liquidity, loan linas a percentage of funding sources,
exposure to correspondent banks and brokers aiadiecelon non-core deposits. The goal of the paticg enable us to maximize our interest
income and maintain our net interest margin witteydosing the Bank to excessive interest rate cigdit risk and liquidity risk. Within that
framework, the ALCO monitors our interest rate @@y and makes decisions relating to our askdility composition.

We monitor the impact of changes in interest ratesur net interest income using gap analysis.géperepresents the net position of our
assets and liabilities subject to repricing in $fiet time periods. During any given time perioidthe amount of rate-sensitive liabilities
exceeds the amount of rate-sensitive assets, racfadanstitution would generally be consideredhéve a negative gap position and would
benefit from falling rates over that period of tin@nversely, a financial institution with a posétigap position would generally benefit from
rising rates.

Within the gap position that management directsattempt to structure our assets and liabilitiesibeimize the risk of either a rising or
falling interest rate environment. We manage oyr g@sition for time horizons of one month, two mentthree months, 4-6 months, 7-12
months, 13-24 months, 25-36 months, 37-60 monttgrare than 60 months. The goal of our assetfitgbilanagement is for the Bank to
maintain a net interest income at risk in an ugawn 100 basis point environment at less than (8#dune 30, 2014 and December 31, 2
the bank was within the policy guidelines.
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The following table depicts the estimated impacheninterest income of immediate changes in istawes at the specified levels for the
period presented:

Six months ended June 30, 201

Changes in Interest Rate: Estimated Increase/Decrease i
(in basis points) Net Interest Income®
+400 (14.84)%
+300 (10.72)%
+200 (6.09)%
+100 (3.18)%

-100 0.88%

-200 (3.38)%

-300 (8.36)%

) The percentage change in this column represen{srtiiected net interest income for 12 months olatebalance sheet in a stable inte
rate environment versus the projected net intémesime in the various rate scenari

The computation of the prospective effects of higptital interest rate changes requires numerousmNns regarding characteristics of
new business and the behavior of existing positibhese business assumptions are based upon @renge, business plans and published
industry experience. Key assumptions include gasgtayment speeds, competitive factors, the relgtiice sensitivity of certain assets and
liabilities and the expected life of non-maturitgpabsits. However, there are a number of factottsitiflaence the effect of interest rate
fluctuations on us which are difficult to measunel gredict. For example, a rapid drop in interats might cause our loans to repay at a
more rapid pace and certain mortgage-related imegdis to prepay more quickly than projected. Thidd mitigate some of the benefits of
falling rates as are expected when we are in ativetyggapped position. Conversely, a rapid riseates could give us an opportunity to
increase our margins and stifle the rate of repayroe our mortgage-related loans which would inseeaur returns. As a result, because
these assumptions are inherently uncertain, actgalts will differ from simulated results.

Liquidity and Capital Resources

Liquidity . Liquidity is a measure of the ability to fund loeammitments and meet deposit maturities and withdlgin a timely and cost-
effective way. Cash flow requirements can be megdmyerating net income, attracting new depositsyeding assets to cash or borrowing
funds. While maturities and scheduled amortizatiblbans and securities are predictable sourcésnafs, deposit outflows, loan
prepayments, loan sales and borrowings are grigdlilenced by general interest rates, economic itimmd and the competitive environment
in which we operate. To minimize funding risks, @@sely monitor our liquidity position through pedic reviews of maturity profiles, yield
and rate behaviors, and loan and deposit foredastess short-term liquidity is usually investeairernight federal funds sold.

Our core deposits, which are deposits excluding tileposits greater than $250,000 and deposits oitipalities and other political entities,
are our most stable source of liquidity to meeteash flow needs due to the nature of the long-tetationships generally established with
our customers. Maintaining the ability to acquhlrese funds as needed in a variety of markets, @&hthvwALCO compliance targets, is
essential to ensuring our liquidity. At June 3012@nd December 31, 2013, 76.94% and 82.2% ofotalrdssets, respectively, were funded
by core deposits.

Our investment portfolio is another alternative fioeeting our cash flow requirements. Investmentisies generate cash flow through
principal payments and maturities, and they gehehalve readily available markets that allow fogithconversion to cash. Some securitiet
pledged to secure certain deposit types or short-b®rrowings (such as FHLB advances), which imp#uweir liquidity. At June 30, 2014,
securities with a carrying

value of $57.2 million were pledged to secure dépas borrowings, compared to $41.7 million inqded securities as of December 31,
2013.
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Other sources available for meeting liquidity neiedtude advances from the FHLB, repurchase agratsand other borrowings. FHLB
advances are primarily used to match-fund fixed la&ns in order to minimize interest rate risk afsh may be used to meet day to day
liquidity needs, particularly if the prevailing erest rate on an FHLB advance compares favoralihetoates that we would be required to
to attract deposits. At June 30, 2014, the balaficeir outstanding advances with the FHLB was $&&4on, an increase from $30.8 millic
at December 31, 2013. The total amount of the neimgicredit available to us from the FHLB at Jui®e 3014 was $158.5 million.
Repurchase agreements are contracts for the sagzofities which we own with a corresponding ageet to repurchase those securities at
an agreed upon price and date. Our policies lingituse of repurchase agreements to those collaestddy U.S. Treasury and agency
securities. We had $11.4 million of repurchase exgients outstanding as of June 30, 2014, compai®t@ million of outstanding
repurchase agreements as December 31, 2013. Fiwvellynaintain lines of credit with other commerdiahks totaling $33.6 million. One li
of credit, in the amount of $5.0 million, is seaditey all of the stock of the Bank, while the otliees of credit are unsecured, uncommitted
lines of credit. The lines of credit mature at vas times within the next twelve months. In Jun&£@ve borrowed $5.0 million on our
secured line of credit to support our balance spaetith while maintaining the Bank’s capital atéés/set by management until the
completion of the Offering. We used a portion & firoceeds of the Offering to repay in full amouwnisstanding under this line of credit.

Our liquidity strategy is focused on using the teastly funds available to us in the context of balance sheet composition and interest rate
risk position. Accordingly, we target growth of noterest-bearing deposits. Although we cannot diyeontrol the types of deposit
instruments our customers choose, we can infludrase choices with the interest rates and deppsdials we offer. We do not hold any
brokered deposits, as defined for federal regugtarposes, although we do hold QwikR&teposits which we obtain via the internet to
address liquidity needs when rates on such depasitpare favorably with deposit rates in our mazkat June 30, 2014, we held $56.8
million of QwikRate® deposits, an increase from $54.3 million at Decartie 2013.

The following tables presents, by type, our fundingrces, which consist of total average deposidsb@rrowed funds, as a percentage of
total funds and the total cost of each funding setior the three and six months ended June 30, 20d42013:

Percentage of Tota Cost of Funds Percentage of Tota Cost of Funds
Three months Three months Six months Six months
ended June 30, ended June 30, ended June 30, ended June 30,
2014 2013 2014 2013 2014 2013 2014 2013
Noninteres-bearing demand 10.2% 11.(% — % — % 10.1% 10.€% — % — %
Interes-bearing deman 26.2 24.¢ 0.6 0.€ 26.5 25.¢ 0.6 0.7
Savings 8.2 9.€ 0.7 0.7 8.5 9.t 0.7 0.7
Time deposit: 442 48.C 1.0 1.1 45.1 47.2 1.0 1.1
Shor-term borrowings 5.2 1.2 0.3 0.3 3.¢ 1.4 0.2 0.2
Borrowed funds 6.C 5.C 0.8 _1.C 5.¢ 5.2 1. 1.
Total deposits and borrowed fun 100.(% 100.%  3.5%  3.7% 100.(% 100.%  3.5%  3.7%
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Capital ManagementOur primary sources of capital include retainathangs, capital obtained through acquisitions pireteeds from the
sale of our capital stock. We are subject to varimgulatory capital requirements administerechieyRederal Reserve and the FDIC which
specify capital tiers, including the following ctfications:

Capital Tiers
Well capitalized

Adequately capitalize
Undercapitalizet

Tier 1 Capital to
Average Assets
(Leverage)

Tier 1 Capital to
Risk-Weighted
Assets

Total Capital to
Risk-Weighted
Assets

5% or above
4% or above
Less than 49
Less than 39

6% or above
4% or above
Less than 4%
Less than 3%

10% or above¢
8% or above
Less than 8%
Less than 6%

Significantly undercapitalize
Critically undercapitalize: 2% or les:

The Company and the Bank each were in compliantiealliregulatory capital requirements as of JubeZ®14 and December 31, 2013. The
Bank also was considered “well-capitalized” undher EDIC's prompt corrective action regulations as of athafse dates. The following tat
presents the actual capital amounts and regulaapial ratios for the Company and the Bank asiefdates presented (dollars in thousands):

Minimum Capital
Requirement to be

Actual Well Capitalized

Amount Ratio Amount Ratio
June 30, 201«
Investar Holding Corporation:
Tier 1 capital to average assets (lever: $58,01: 8.31% — —
Tier 1 capital to ris-weighted asse! $58,01: 9.81% — —
Total capital to ris-weighted asse! $61,89: 10.4€% — —
Investar Bank:
Tier 1 capital to average assets (lever: $62,28¢ 8.9%  34,64. 5.0(%
Tier 1 capital to ris-weighted asse! $62,28¢ 10.5400  35,44¢ 6.0(%

Total capital to ris-weighted asse!

December 31, 201.

Investar Holding Corporation:

Tier 1 capital to average assets (lever: $56,05¢ 9.52% — —
Tier 1 capital to ris-weighted asse! $56,05¢ 10.85% — —
Total capital to ris-weighted asse! $59,43¢ 11.51% — —
Investar Bank:

$66,16¢ 11.2(%  59,08( 10.0(%

Tier 1 capital to average assets (lever: $55,89¢ 9.5(% 29,42 5.0(%
Tier 1 capital to ris-weighted asse! $55,89¢ 10.8%% 31,17 6.0(%
Total capital to ris-weighted asse! $59,27: 11.4¢ 51,95 10.0(%

Off-Balance Sheet Transactions

The Bank enters into loan commitments and staneltigrk of credit in the normal course of its businé.oan commitments are made to meet
the financing needs of our customers, while stariéetigrs of credit commit the Bank to make paymemt®¥ehalf of customers when certain
specified future events occur. The credit risk®eaisdéed with loan commitments and standby lettégedit are essentially the same as those
involved in making loans to our customers. Accogdiinour normal credit policies apply to these agaments. Collateral (e.g., securities,
receivables, inventory, equipment, etc.) is obthibased on management’s credit assessment of shenwer.

Loan commitments and standby letters of credit atonecessarily represent future cash requirementisat while the customer typically has
the ability to draw upon these commitments at amg tthese commitments
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often expire without being drawn upon in full oradit Virtually all of our standby letters of créaixpire within one year. Our unfunded loan
commitments and standby letters of credit outstamuiere as follows at the dates indicated (dollathousands):

June 30, 201 December 31, 201
Commitments to extend credit:
Loan commitment $ 50,30¢ $ 66,69¢
Standby letters of crec 591 421

The Company closely monitors the amount of remagifitture commitments to borrowers in light of priéimg economic conditions and
adjusts these commitments as necessary. The Complogntinue this process as new commitmentseatered into or existing
commitments are renewed.

For the six months ended June 30, 2014 and foyaheended December 31, 2013, we engaged in nuatdfice sheet transactions reason
likely to have a material effect on our financiahdition, results of operations or cash flows.

Contractual Obligations

There have been no material changes outside tlimaoycdcourse of business in the contractual olibgatset forth in the table of contractual
obligations as of December 31, 2013 contained imRagistration Statement on Form S-1.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

Quantitative and qualitative disclosures about raarisk as of December 31, 2013 are set forthenGbmpany’s Registration Statement on
Form S-1 filed with the SEC on May 16, 2014, andssaguently amended. There have been no materiagjehan the Company’s market risk
since December 31, 2013. Please refer to the irgfoomin Item 2, ManagemestDiscussion and Analysis of Financial Conditiod &esults
of Operations, under the heading “Risk-Managemetgrést Rate Risk” for additional information abthg Company’s market risk.

Item 4. Controls and Procedures

Based on their evaluation as of the end of theodezovered by this quarterly report on Form 10H@, Companys Principal Executive Offict
and Principal Financial Officer have concluded that disclosure controls and procedures (as defim&iiles 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amendetféective for ensuring that information the Comp#s required to disclose in the reports
that it files or submits under the Securities Exgd®Act of 1934, as amended, is recorded, procesaatnarized and reported within the
time periods specified in the Securities and Exgea@ommission’s rules and forms. There were no @ésim the Compang’internal contrc
over financial reporting during the fiscal quantevered by this quarterly report that have matigreffected, or are reasonably likely to
materially affect, the Company’s internal contrgeofinancial reporting.

PART Il. OTHER INFORMATION
Iltem 1A. Risk Factors

There have been no material changes from the aistiorfs previously disclosed in the Registratioriéstent on Form S-1 filed by Investar
Holding Corporation (the “Company”) with the Seci@s and Exchange Commission (the “SEC”) on May2Dd,4, and subsequently
amended.
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Item 2. Unregistered Sales of Equity Securities andse of Proceeds
Unregistered Sales of Equity Securities

None.

Use of Proceeds

On June 30, 2014, the Company’s Registration Strteon Form S-1 (File No. 333-196014), which redateour initial public offering, was
declared effective by the SEC. Pursuant to thastegion statement, we registered the offer ahel abup to 3,306,250 shares of our comr
stock, $1.00 par value per share, at a price tptidic of $14.00 per share (for an aggregate inffegprice of $46.3 million). The offering
commenced on June 30, 2014, and we sold an aggreyaf285,300 shares of our common stock (whicludes 410,300 shares sold
pursuant to the underwriters’ purchase option). iJpompletion of the sale of our common stock reféto in the preceding sentence, our
initial public offering terminated. Sandler O'Nedl Partners, L.P. and Sterne, Agee & Leach, Inozextas underwriters for the offering. The
Company received net proceeds of $41.6 million ftbesale of such shares (the “Net Proceeds”) déducting approximately $3.0 million
in underwriting commissions and approximately $hillion in offering expenses payable by the Compémne of such expenses were
payable to our affiliates, officers, directors beit associates or to persons owning 10% or mooaio€ommon stock). There has been no
material change in the planned use of proceeds @rammitial public offering as described in ther@pany’s final prospectus filed with the
SEC on July 1, 2014 pursuant to Rule 424(b). Asriesd in the final prospectus, the Company useguiagimately $5.0 million of the Net
Proceeds to repay in full amounts outstanding utfteCompany’s line of credit.

Issuer Purchases of Equity Securities

The following table provides the information withispect to purchases made by the Company of shistescommon stock during each of the
months during the three month period ended Jun2®D}:

(c) Total Number of

Shares (or Units) (d) Maximum Number (or
Purchased as Part ¢ Approximate Dollar Value)
(a) Total Number of (b) Average Price of Shares (or Units) That
Publicly Announced May Be Purchased Under th
Shares (or Units) Paid per Share
Period Purchased (or Unit) Plans or Programs Plans or Programs
April 1, 2014 to April 30,
2014 — $ = — $ —
May 1, 2014 to May 31,
2014 82.71 16.0C — —
June 1, 2014 to June 30,
2014 85.0¢ 14.0( — —
167.7¢ $ 14.9¢ — $ —

The Company’s ability to pay dividends to its slmaeers may be limited on account of the juniorsdinated debentures that the Company
assumed in connection with its acquisition of F€smmunity Bank, which are senior to shares ofGbenpany’s common stock. The
Company must make payments on the junior subomlind¢bentures before any dividends can be paits @oimmon stock.

In addition, as a Louisiana corporation, the Conyfsastatus as a bank holding company also afféstshility to pay dividends, in two ways:

* As a holding company with no material businestivities, the Company’s ability to pay divideridsubstantially dependent upon
the ability of Investar Bank to transfer fundstie Company in the form of dividends, loans and adea. Investar Bank’s ability
to pay dividends and make other distributions aaghgents is itself subject to various legal, regqalataind other restriction
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As a holding company of a bank, the Compangignpent of dividends must comply with the policiesl @nforcement powers of
the Federal Reserve. Under Federal Reserve pglinigeneral a bank holding company should paydéivds only when (1) its n
income available to shareholders over the last doarters (net of dividends paid) has been suffidie fully fund the dividends,
(2) the prospective rate of earnings retention appt® be consistent with the capital needs andathvairrent and prospective

financial condition of the bank holding company atsdsubsidiaries and (3) the bank holding compaifiycontinue to meet
minimum regulatory capital adequacy rati
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Iltem 6. Exhibits

Exhibit No. Description of Exhibi
2.1 Agreement and Plan of Exchange dated August 1,,20818nd between Investar Holding Corporation anas$tar Bank, as
amended?d)
3.1 Restated Articles of Incorporation of Investar HotflCorporatior(?
3.2 By-laws of Investar Holding Corporation, as amen(®)
4.1 Specimen Common Stock Certificd®
31.1 Certification of the Principal Executive Officels eequired pursuant to Section 302 of the Sarl-Oxley Act of 200z
31.2 Certification of the Principal Financial Officers aequired pursuant to Section 302 of the Sarl-Oxley Act of 200z
32.1 Certification of the Principal Executive Officers eequired pursuant to Section 906 of the Sarl-Oxley Act of 200z
32.2 Certification of the Principal Financial Officers aequired pursuant to Section 906 of the Sarl-Oxley Act of 200z
101.INS XBRL Instance Documet
101.SCH XBRL Taxonomy Extension Schema Docum
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docutr
101.LAB XBRL Taxonomy Extension Label Linkbase Docum
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurh

() Filed as exhibit 2.1 to the Registration StatehoenForm S-1 of the Company filed with the SECQMey 16, 2014 and incorporated
herein by referenct

@  Filed as exhibit 3.1 to the Registration StateinoenForm S-1 of the Company filed with the SECMeay 16, 2014 and incorporated
herein by referenct

(®  Filed as exhibit 3.2 to the Pre-Effective Amendirido. 1 to Registration Statement on Form S-hef€@ompany filed with the SEC on
June 4, 2014 and incorporated herein by refere

@ Filed as exhibit 4.1 to the Registration StateinoenForm S-1 of the Company filed with the SECMay 16, 2014 and incorporated
herein by referenct

The Company does not have any long-term debt im&nts under which securities are authorized exngetl)% of the total assets of the
Company and its subsidiaries on a consolidatedb@ke Company will furnish to the Securities axdltange Commission, upon its request,
a copy of all long-term debt instruments.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

INVESTAR HOLDING CORPORATION

Date: August 14, 201 /s/ John J. D’Angelo
John J. I'Angelo
President and Chief Executive Offic
(Principal Executive Officer

Date: August 14, 201 /s/ Rachel P. Cherco
Rachel P. Cherc
Chief Financial Office
(Principal Financial Officer
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EXHIBIT INDEX
Exhibit No. Description of Exhibi
31.1 Certification of the Principal Executive Officers eequired pursuant to Section 302 of the Sarl-Oxley Act of 200z
31.2 Certification of the Principal Financial Officers aequired pursuant to Section 302 of the Sarl-Oxley Act of 200z
32.1 Certification of the Principal Executive Officers eequired pursuant to Section 906 of the Sarl-Oxley Act of 200z
32.2 Certification of the Principal Financial Officers aequired pursuant to Section 906 of the Sarl-Oxley Act of 200z
101.INS XBRL Instance Documer
101.SCH XBRL Taxonomy Extension Schema Docum
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docutr
101.LAB XBRL Taxonomy Extension Label Linkbase Docum
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF XBRL Taxonomy Extension Definition Linkbase Docurh
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Exhibit 31.1
CERTIFICATIONS

I, John J. D’Angelo, certify that:
1. I have reviewed this quarterly report on Formr€or the period ended June 30, 2014 of Investaddidg Corporation;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, niatadisg with respect to the period

covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to

us by others within those entities, particularlyidg the period in which this report is being pnegzh

b) Evaluated the effectiveness of the registratdisslosure controls and procedures and presentinisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such

evaluation; ant

c) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitecmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal corvel financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpahcial information; an

b)  Any fraud, whether or not material, that invadwaanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: August 14, 2014 /s/ John J. ' Angelo
John J. ' Angelo
President and Chief Executive Offic
(Principal Financial Officer




Exhibit 31.2
CERTIFICATIONS

I, Rachel P. Cherco, certify that:
1. I have reviewed this quarterly report on Formr€or the period ended June 30, 2014 of Investaddidg Corporation;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, niatadisg with respect to the period

covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to

us by others within those entities, particularlyidg the period in which this report is being pnegzh

b) Evaluated the effectiveness of the registratdisslosure controls and procedures and presentinisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such

evaluation; ant

c) Disclosed in this report any change in the tegig’s internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitecmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal corvel financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpahcial information; an

b)  Any fraud, whether or not material, that invadwaanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: August 14, 2014 /s/ Rachel P. Cherc
Rachel P. Cherc
Chief Financial Office
(Principal Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f Investar Holding Corporation (the “Companid) the period ended June 30, 201
filed with the Securities and Exchange Commissiohe date hereof (the “Report”), I, John J. D’Alag€hief Executive Officer of the
Company, certify pursuant to 18 U.S.C. Section 13580adopted pursuant to Section 906 of the Sasb@rkey Act of 2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934, as amended; &

(2) The information contained in the Report faphesents, in all material respects, the finan@aldition and results of operation of
the Company

Date: August 14, 2014 /s/ John J. ' Angelo
John J. ' Angelo
President and Chief Executive Offic
(Principal Financial Officer




Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on FormQ@f Investar Holding Corporation (the “Companid) the period ended June 30, 201
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), I, Rachel P. €beChief Financial Officer of the
Company, certify pursuant to 18 U.S.C. Section 1380adopted pursuant to Section 906 of the Sasb@rkey Act of 2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934, as amended; &

(2) The information contained in the Report faphesents, in all material respects, the finan@aldition and results of operation of
the Company

Date: August 14, 2014 /s/ Rachel P. Cherc

Rachel P. Cherc
Chief Financial Office
(Principal Financial Officer




