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The mission of Mercantile Bank Corporation is to provide financial value

in a highly professional and personalized manner.

We recognize that our most important partners are our CUSTOMERS.

We will satisfy our customers’ need for security
and achievement of their goals and dreams
by delivering top-quality service
that distinguishes us from our competitors.

Our EMPLOYEES are our most valuable asset.

Our exceptional team members are committed to cultivating
an environment of unique ideas, skills and backgrounds.
We also place a high value on
personal growth, development, equity and inclusion.

We recognize the importance of being strong supporters
of the diverse COMMUNITIES in which we live and serve.
We pledge to help make them stronger
through investments of time and resources.

We believe that by fulfilling our mission
to our customers, employees and communities,
we will provide our SHAREHOLDERS with an excellent return
on their investment in Mercantile Bank Corporation.



LETTER TO OUR SHAREHOLDERS

Mercantile and the financial services industry
filled an important role in helping businesses
and consumers in their efforts to survive the
economic challenges of 2020. Mercantile’s
strong preparedness plans provided a solid
framework for addressing the many issues
and concerns that emerged throughout the
year, and helped to keep our employees and
customers safe.

As reports of a contagious virus overseas
first started to surface in late January and
early February, Mercantile’s Pandemic
Response Team was activated and began
monitoring available information and
developed specific plans and responses.

As the magnitude of the seriousness of the
virus became more known, and with the
eventual declaration of the situation as a
pandemic, the Mercantile team reacted
purposefully to position our organization as
a source of strength and assistance for the
communities we serve and to protect the
safety and soundness of all of our stakeholders.

In mid-March, we closed our lobbies for in-
person customer service in compliance with
local requirements and Centers For Disease
Control guidance. At the same time, our
Operations and Information Systems teams
implemented remote working for the bulk
of our staff. By the end of March, we had
at least 85% of our employees working from
home each day.

Mercantile’s prior investments and focus
on alternative banking channels, including
digital methods, allowed a smooth transition
to the new safety measures which restricted
in-person service.

Our Virtual Banking Team was able to meet
complex customer needs by utilizing our
Video Banking Machines (we call them “Live

ATM Bankers”), which had been introduced
in recent years at several of our locations.
Our customers adapted very quickly to
these new banking methods.

Mercantile was proactive in its outreach and
communication regarding COVID-19 related
relief with its customers, as recommended
by the federal and state governments and
our regulatory agencies. We provided initial
payment relief for customers currently in
good standing who were concerned about
the effects of the crisis on their cash flow.

During the early weeks of the pandemic and
associated mandatory business closures,
Mercantile provided payment relief on over
$700 million in outstanding business and
personal loans.

The Paycheck Protection Program (“PPP”),
as authorized under the CARES Act,
afforded a significant opportunity to quickly
deliver additional relief to our business
customers. The Mercantile team sped into
action, developing an effective process
to offer a path to assistance through PPP
for customers who wanted to apply. The
government rolled out the PPP quickly,
and as a result, guidance was very limited
and circumstances forced the specific
rules governing the program to be rapidly
developed. Financial institutions played
a critical role in providing information on
the nuances of the program to customers,
many of whom had never participated in
a government lending opportunity of any
kind.

Over the course of the next month we
funded loans to over 2,000 businesses
totaling over $550 million, providing them
with the funding needed to allow the
continued remittance of payroll to their
employees.
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Additionally, the Mercantile team performed
inits characteristic customer-centric manner,
fulfilling the role of a trusted advisor for our
clients as they managed through the array of
challenges brought about by the pandemic.

Although our team devoted a significant
amount of time assisting both new and
existing customers in meeting pandemic-
related challenges, we still identified and
attracted new client relationships and
continued to meet the traditional needs of all
our customers. Additionally, numerous new
commercial relationships were developed
as a result of our team’s outstanding work
assisting some non-customers with PPP loan
requests where those clients experienced
slow responses from incumbent banks.

The Mercantile trusted advisor approach to
its client relationships is clearly effective
in any type of economic climate or market
condition.

As 2020 drew to a close, there was new
focus on PPP as we continued to work with
customers to facilitate the submission of their
forgiveness applications to the United States
Small Business Administration for first draw
loans funded earlier in the year. Additionally,
the approval of anew stimulus package by the
federal government introduced a new round
of PPP lending that would provide needed
relief to business customers continuing to
experience the impact of the pandemic as
the calendar turned to 2021.

As COVID-19 gained a foothold in the United
States in March, the Federal Open Market
Committee (“FOMC”) reduced interest rates
to historic lows to support the economy.
The low interest rates prompted a massive
rush of individuals seeking to refinance their
existing home mortgages or obtain new
loans for the purchase of homes.

Mercantile produced a record number of
mortgages in 2020.

Over the last five years, Mercantile had
rebuilt its mortgage banking operation with
the installment of new leadership, improved
processes and procedures, and a new
platform. Proven and experienced mortgage
lenders were also added to our teams
in most of our markets. These strategic
initiatives were developed and implemented
to create a significant retail revenue stream
to complement Mercantile’s traditionally
strong focus on the commercial segment.
In 2020, we opened mortgage production
offices in Midland, Michigan and in our first
venture outside of the state of Michigan
in Cincinnati, Ohio. The combination of all
these initiatives and the low interest rate
environment allowed us to generate a record
amount of real estate mortgage production
volume for our bank. For 2020, Mercantile had
mortgage production of 4,131 units totaling
$865 million for consumers throughout our
markets. Of that total, 2,851 units equaling
$567 million were for refinancing and 1,280
units equaling $298 million were for the
purpose of home purchase.

In addition to the great work done with
our mortgage production, development
continued in all areas of opportunity for
noninterest income.

The pandemic, however, dampened some
revenues during the peak period of the
mandated business closures in the late
winter and spring months. Revenue from
customer card usage dropped during March,
April and May from the same months in 2019,
but rebounded nicely from the summer
months through the end of the year to
demonstrate year over year growth in that
revenue category. Our MercForce Human
Capital Management Department also
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experienced some challenges with revenues
in 2020, as payroll reductions by employers
and temporary business closures caused a
reduction in payroll processing activities.
But once again by the end of the year, those
revenues had rebounded as many employers
returned to full staffing.

While the federal government, through the
FOMC moved quickly to try to support a
suddenly struggling economy with dramatic
cuts in short term interest rates in March,
net interest margins of financial institutions
including Mercantile came under significant
pressure. As the asset sensitive composition
of our balance sheet caused a reduction in
revenue, the large amount of excess liquidity
we carried due to increasing customer
deposits, stemming from stimulus program
disbursements and reduced customer
investing and spending, resulted in additional
net interest margin pressures. These factors
will also be present in 2021, and we will
continue to diligently work to lessen that
impact.

As economic uncertainty increased with
disruptions created by the pandemic,
Mercantile embarked on a process to build
its Allowance for Loan and Lease Losses
(“ALLL”), and by the end of the year, the
reserve increased to 1.18% of total loans.

While the performance of Mercantile’s loan
portfolio remained remarkably strong, we
believed an increase in the loan loss reserve
was warranted in light of the challenging
economic conditions.

Over the course of 2020, we increased
the ALLL by over $14 million, with the vast
majority of the increase occurring as a result
of changes to certain environmental factors
within our incurred loss model. As permitted
under the CARES Act, Mercantile elected

to postpone the adoption of the Current
Expected Credit Loss (“CECL”) accounting
standard, which had an original effective date
of January 1, 2020 per Financial Accounting
Standards Board guidance. With the
composition of Mercantile’s loan portfolio
weighted to shorter duration commercial
loans, we believed retention of the time
tested and proven incurred loan loss reserve
model would provide the best opportunity
for us to prudently build our reserve in view
of the possibility the economy would display
weakness for an extended period of time,
as the United States struggled to get the
pandemic under control. The Consolidated
Appropriations Act, 2021 which was signed
into law on December 27, 2020 extended the
deferment of CECL until January 1, 2022 for
financial institutions. While CECL adoption
continues to be deferred by our company,
the loan loss reserve calculation under that
framework is being run in tandem with the
incurred loan loss reserve model to ensure
that when adoption does occur, Mercantile
will be ready.

Throughout all of 2020, Mercantile’s asset
quality remained extremely strong. Past due
loans, nonperforming assets and loan losses
all remained at peer-leading levels during the
year, despite the challenging environment.

This is a demonstration of the disciplined
approach to credit underwriting and loan
administration by our lending teams, and
it also reflects the strength and resiliency
of our clients. By the end of the year, the
vast majority of loans that were granted
temporary relief through payment deferrals
had returned to contractual terms.

Ourstrategicinitiativesin2020 demonstrated
an ongoing focus on our people and
reinforced our commitment to the pursuit of
best practices in environmental, social and
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governance matters with particular emphasis
on the social component. Our Board of
Directors, our management team, and all of
our employees remain committed to fulfilling
continually evolving roles as purposeful and
dedicated community leaders.

Our 2020 Board included introductions of
Directors (for our Company and the Bank)
with diverse business experience and
perspectives.

During the year, as we worked to manage
through all the economic effects of the
pandemic, events around the country
regarding racial justice also impacted our
company. Many Mercantile employees were
deeply affected by these events, and desired
to increase their understanding of what was
happening and why. Mercantile’s Diversity,
Equity and Inclusion team worked to create
plans for conversations among groups
of employees to ask questions, express
opinions and share experiences with one
another about racial tensions in our country
and in our communities. These conversations
were fostered several times throughout our
company to ensure broad participation,
despite the remote work environment for
many employees. We also scheduled what
we refer to as “Lead & Learn” sessions,
where local and regional guest speakers
were introduced virtually to host talks with
groups of our team members about various
aspects of Diversity, Equity and Inclusion.

For 2021, we will be using the foundations
built during the past year as a platform
to continue our growth and the growth of
those in our communities in knowledge,
appreciation, respect and celebration of the
differences in each other.

As the needs of our customers and the
methods of engagement with them evolved

during the year, we continued to identify
opportunities to optimize our branch
network. During 2020, Mercantile replaced
three locations with more effective facilities
in the same markets and opened two
locations in new markets. As the choices
of consumers and businesses increase with
the entrance of new players into the market,
we fully understand that we must add value
to our clients as they seek the fulfillment of
their financial needs. In order to best serve
our clients as trusted financial advisors,
we seek to transform our branch locations
into relationship centers. In these forums,
the evolving primary focus of our branch
teams will be to engage clients and potential
clients with the development of strategies to
identify and fulfill current and future financial
needs. We believe that digital channels will
continue to evolve into the most efficient
and convenient method of conducting
traditional banking transactions for many of
our customers.

Another challenge created by the pandemic
was the limitation on our team’s community
involvement. Volunteer hours by our staff
were reduced to 12,420, offered to 523 non-
profit organizations in 2020. Limits on in-
person meetings plus social distancing
requirements dampened the direct impact
that we could make. Mercantile bankers
were still able to make a difference in our
communities, however, as our team members
helped lead and volunteer with these non-
profits to navigate the pandemic’s obstacles.
Additionally, in late 2020 our team decided
that we needed to take some bold action to
help address the food and shelter crises in our
communities. As a result, we partnered with
local non-profit agencies to invest $100,000
as direct donations for the purchase of items
to help support these basic human needs
across our markets.
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For all of 2020, Mercantile donated
over $800,000 in support of non-profit
organizations and other needs throughout
the communities we serve.

We challenge ourselves as an organization
and as individuals for continual improvement
and progress. We set a high bar as we engage
our diverse relationships in all facets of our
work. We are incredibly proud of our team’s
efforts in 2020 throughout all areas of our
operation, as we have built solid foundations
to sustain and continue the development of
these initiatives toward the collective future
success of all our constituents.

Finally, we congratulate Mr. Ed Grant and Ms.
Susan Jones on their retirement from board

IN 2020

service to our company in 2020. Mr. Grant
was a long-time member of the Boards of
Mercantile Bank Corporation and Mercantile
Bank of Michigan. He joined the Board of
Firstbank Corporation in 1988 and served in
that capacity for 26 years until the merger
with Mercantile in 2014 where he continued
as a Director until his retirement. Ms. Jones
was a long-time Director of Mercantile Bank
of Michigan, joining the Board in 1998 and
serving until her retirement in 2020 as well.
We thank Ed and Susan for their many years
of dedicated support and guidance to our
organization, and we wish them all the best
in the years ahead.

ROBERT B. KAMINSKI, JR.
PRESIDENT AND CHIEF EXECUTIVE OFFICER

Mercantile and its staff were bestowed the following awards:

(I I

101 Best & Brightest Companies to Work For® (16 years in a row)
Corp! Magazine Salute to Diversity Award — Diversity Focused Company
Q2 Software Customer of the Year (Bank)

Greater Ottawa County United Way — Community Builder Award

| Heart of West Michigan United Way — Gold Award (3 years in a row)

| Michigan Bankers Association Financial Literacy Award
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BOARD OF DIRECTORS

David M.Cassard

Retired
Real Estate Executive

Michael S. Davenport

Owner
Jireh Metal Products, Inc.

Jeff A. Gardner, CPM

Owner
Gardner Group

Michael H. Price

Chairman of the Board
Retired
Banking Executive

Edward J. Clark

Chairman and Chief
Executive Officer
American Seating
Company

Michelle L. Eldridge

Co-Owner
Clear Ridge Wealth
Management

Robert B. Kaminski, Jr.

President and
Chief Executive
Officer

David B. Ramaker

Retired
Banking Executive
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EXECUTIVE OFFICERS

Charles E. Christmas Robert B. Kaminski, Jr.
Executive Vice President President
Chief Financial Officer and Treasurer and Chief Executive Officer

Raymond E. Reitsma Lonna L. Wiersma
Executive Vice President Senior Vice President
President of Mercantile Bank of Michigan Human Resource Director

of Mercantile Bank of Michigan

Robert T. Worthington

Senior Vice President
Chief Operating Officer, General Counsel and Secretary
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L MERCBANK.COM -

Mercantile Bank Corporation does not discriminate on the basis of race, color, age, religion,
sex, sexual orientation, gender identity, national origin, disability or veteran status
in employment or the provision of services.
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PART1
Item 1. Business.
The Company

Mercantile Bank Corporation is a registered bank holding company under the Bank Holding Company Act of
1956, as amended (the “Bank Holding Company Act”). Unless the text clearly suggests otherwise, references to “us,”
“we,” “our,” or “the company” include Mercantile Bank Corporation and its wholly-owned subsidiaries. As a bank holding
company, we are subject to regulation by the Board of Governors of the Federal Reserve System (the “Federal Reserve
Board”). We were organized on July 15, 1997, under the laws of the State of Michigan, primarily for the purpose of
holding all of the stock of Mercantile Bank of Michigan (“our bank™), and of such other subsidiaries as we may acquire or
establish. Our bank commenced business on December 15, 1997. During the third quarter of 2013, we filed an election to

become a financial holding company, which election became effective April 14, 2014,

Mercantile Insurance Center, Inc. (“our insurance company”), a subsidiary of our bank, commenced operations
during 2002 to offer insurance products. Mercantile Bank Real Estate Co., L.L.C., (“our real estate company”), a
subsidiary of our bank, was organized on July 21, 2003, principally to develop, construct and own our facility in downtown
Grand Rapids which serves as our bank’s main office and Mercantile Bank Corporation’s headquarters.

Our expenses have generally been paid using cash dividends from our bank. Our principal source of future
operating funds is expected to be dividends from our bank.

Our Bank

Our bank is a state banking company that operates under the laws of the State of Michigan, pursuant to a charter
issued by the Michigan Department of Insurance and Financial Services. Our bank’s deposits are insured to the maximum
extent permitted by law by the Federal Deposit Insurance Corporation (“FDIC”). Our bank, through its 44 office locations,
provides commercial banking services primarily to small- to medium-sized businesses and retail banking services. Our
bank’s main office is located in Grand Rapids, and our operations are centered around the West and Central portions of
Michigan. We also have a banking office located in the metropolitan Detroit, Michigan area, and during 2020 we opened
residential mortgage loan production offices in Midland, Michigan and in the Cincinnati, Ohio metropolitan area. As part
of our bank’s branch rationalization efforts, we recently announced that our bank and Lake Trust Credit Union have entered
into an agreement for the sale of our banking office located in Hastings, Michigan, with the sale expected to be
consummated by March 31, 2021. Further, in late 2020 we closed banking offices located in the Lakeview, Alma and Ionia
downtown areas, consolidating the banking services with nearby banking office locations.

Our bank makes secured and unsecured commercial, construction, mortgage and consumer loans, and accepts
checking, savings and time deposits. Our bank owns 27 automated teller machines ("ATM") and 13 video banking
machines at a majority of our office locations that participate in the ACCEL/EXCHANGE and PLUS regional network
systems, as well as other ATM networks throughout the country. Our bank also enables customers to conduct certain loan
and deposit transactions by personal computer and through mobile applications. Courier service is provided to certain
commercial customers, and safe deposit facilities are available at a vast majority of our office locations. Our bank does not
have trust powers.

Our Insurance Company

Our insurance company acquired an existing shelf insurance agency effective April 15, 2002. An Agency and
Institution Agreement was entered into among our insurance company, our bank and Hub International for the purpose of
providing programs of mass marketed personal lines of insurance. Insurance product offerings include private passenger
automobile, homeowners, personal inland marine, boat owners, recreational vehicle, dwelling fire, umbrella policies, small
business and life insurance products, all of which are provided by and written through companies that have appointed Hub
International as their agent. To date, we have not provided the insurance products noted above and currently have no plans
to do so.




Our Real Estate Company

Our real estate company was organized on July 21, 2003, principally to develop, construct and own our facility in
downtown Grand Rapids that serves as our bank’s main office and Mercantile Bank Corporation’s headquarters. This
facility was placed into service during the second quarter of 2005. The facility was transferred to our bank and our real
estate company was dissolved on December 18, 2020. Our real estate company was 99% owned by our bank and 1%
owned by our insurance company.

Our Trusts

We have five business trusts that are wholly-owned subsidiaries of Mercantile Bank Corporation. Each of the
trusts was formed to issue preferred securities that were sold in private sales, as well as selling common securities to
Mercantile Bank Corporation. The proceeds from the preferred and common securities sales were used by the trusts to
purchase floating rate notes issued by Mercantile Bank Corporation. The rates of interest, interest payment dates, call
features and maturity dates of each floating rate note are identical to its respective preferred securities. The net proceeds
from the issuance of the floating rate notes were used for a variety of purposes, including contributions to our bank as
capital to provide support for asset growth and the funding of stock repurchase programs and certain acquisitions. The only
significant assets of our trusts are the floating rate notes, and the only significant liabilities of our trusts are the preferred
securities. The floating rate notes are categorized on our Consolidated Balance Sheets as subordinated debentures, and the
interest expense is recorded on our Consolidated Statements of Income under interest expense on other borrowings.

Effect of Government Monetary Policies

Our earnings are affected by domestic economic conditions and the monetary and fiscal policies of the United
States Government, its agencies, and the Federal Reserve Board. The Federal Reserve Board’s monetary policies have had,
and will likely continue to have, an important impact on the operating results of commercial banks through its power to
implement national monetary policy in order to, among other things, curb inflation, maintain or encourage employment,
and mitigate economic recessions. The policies of the Federal Reserve Board have a major effect upon the levels of bank
loans, investments and deposits through its open market operations in United States Government securities, and through its
regulation of, among other things, the discount rate on borrowings of member banks and the reserve requirements against
member bank deposits. Our bank maintains reserves directly with the Federal Reserve Bank of Chicago to the extent
required by law. It is not possible to predict the nature and impact of future changes in monetary and fiscal policies.

Regulation and Supervision

Banks and bank holding companies, among other financial institutions, are regulated under federal and state law.
These include, among others, minimum capital requirements, state usury laws, state laws relating to fiduciaries, the Dodd-
Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”), the Economic Growth, Regulatory Relief,
and Consumer Protection Act (“EGRRCPA”), the Truth in Lending Act, the Truth in Savings Act, the Equal Credit
Opportunity Act, the Fair Credit Reporting Act, the Expedited Funds Availability Act, the Community Reinvestment Act,
the Real Estate Settlement Procedures Act, the USA PATRIOT Act, the FACT Act, the Gramm-Leach-Bliley Act, the
Sarbanes Oxley Act, the Bank Secrecy Act, electronic funds transfer laws, redlining laws, predatory lending laws, antitrust
laws, environmental laws, money laundering laws and privacy laws. Our growth and earnings performance may be
impacted by the statutes administered by, and the regulations and policies of, various governmental regulatory authorities.
Those regulatory authorities include, but are not limited to, the Federal Reserve Board, the FDIC, the Michigan Department
of Insurance and Financial Services, the Internal Revenue Service and state taxing authorities. The effect of such statutes,
regulations and policies, and any changes thereto, can be significant and cannot necessarily be predicted.

As a registered bank holding company under the Bank Holding Company Act, we are required to file an annual
report with the Federal Reserve Board and such additional information as the Federal Reserve Board may require. We are
also subject to examination by the Federal Reserve Board.




The Bank Holding Company Act limits the activities of bank holding companies to banking and the management
of banking organizations, and to certain non-banking activities. The permitted non-banking activities include those limited
activities that the Federal Reserve Board found, by order or regulation as of the day prior to enactment of the Gramm-
Leach-Bliley Act, to be so closely related to banking as to be a proper incident to banking. These permitted non-banking
activities include, among other things: operating a mortgage company, finance company, or factoring company; performing
certain data processing operations; providing certain investment and financial advice; acting as an insurance agent for
certain types of credit-related insurance; leasing property on a full-payout, nonoperating basis; and providing discount
securities brokerage services for customers. Neither we nor any of our subsidiaries engage in any of the non-banking
activities listed above.

On April 14, 2014, our election to become a financial holding company, as permitted by the Bank Holding
Company Act, as amended by Title I of the Gramm-Leach-Bliley Act, was accepted by the Federal Reserve Board. In
order to continue as a financial holding company, we and our bank must satisfy statutory requirements regarding
capitalization, management and compliance with the Community Reinvestment Act. As a financial holding company, we
are permitted to engage in a broader range of activities under the Bank Holding Company Act than are permitted to bank
holding companies. Those expanded activities include any activity which the Federal Reserve Board (in certain instances
in consultation with the Department of the Treasury) determines, by order or by regulation, to be financial in nature or
incidental to such financial activity, or to be complementary to a financial activity, and not to pose a substantial risk to the
safety and soundness of depository institutions or the financial system generally. Such expanded activities include, among
others: insuring, guaranteeing, or indemnifying against loss, harm, damage, illness, disability or death, or issuing annuities,
and acting as principal, agent or broker for such purposes; providing financial, investment or economic advisory services,
including advising a mutual fund; and underwriting, dealing in, or making a market in securities. While our insurance
company is permitted to engage in the insurance agency activities described above by virtue of our financial holding
company status, neither we nor any of our subsidiaries currently engage in the expanded activities.

Our bank is subject to restrictions imposed by federal and state laws and regulations. Among other things, these
restrictions apply to any extension of credit to us or to our other subsidiaries, to securities borrowing or lending,
derivatives, and repurchase transactions with us or our other subsidiaries, to investments in stock or other securities that we
issue, to the taking of such stock or securities as collateral for loans to any borrower, and to acquisitions of assets or
services from, and sales of certain types of assets to, us or our other subsidiaries. Michigan banking laws place restrictions
on various aspects of banking, including branching, payment of dividends, loan interest rates and capital and surplus
requirements. Federal law restricts our ability to borrow from our bank by limiting the aggregate amount we may borrow
and by requiring that all loans to us be secured in designated amounts by specified forms of collateral.

With respect to the acquisition of banking organizations, we are generally required to obtain the prior approval of
the Federal Reserve Board before we can acquire all or substantially all of the assets of any bank, or acquire ownership or
control of any voting shares of any bank or bank holding company, if, after the acquisition, we would own or control more
than 5% of the voting shares of the bank or bank holding company. Acquisitions of banking organizations across state
lines are subject to restrictions imposed by federal and state laws and regulations.

The scope of regulations and supervision of various aspects of our business have expanded as a result of the
adoption in July, 2010 of the Dodd-Frank Act, and may continue to expand as the result of implementing regulations being
adopted by federal regulators. However, on May 24, 2018, EGRRCPA amended certain provisions of the Dodd-Frank Act
to tailor them to the specific circumstances of various categories of financial institutions and transactions. For additional
information on this legislation and its potential impact, refer to the Risk Factor entitled “The effect of financial services
legislation and regulations remains uncertain” in Item 1 A- Risk Factors in this Annual Report.

Employees

As of December 31, 2020, we employed 577 full-time and 88 part-time persons. Our employees are our most
valuable asset. Our exceptional team members are committed to maintaining an environment of personal growth and
development. Employees of our bank subscribe to a common goal: To make this the best bank it can possibly be.
Diversity is an asset in the pursuit of this goal. Employees with dissimilar backgrounds, perspectives, opinions and
lifestyles help us understand the motivations and desires of our many different customers. Thus, we will strive to maintain
a workforce that reflects the increasing diversity of the communities we serve. We believe that each member of our
workforce should be accorded the utmost respect and should be given equal opportunity and encouragement to achieve
their full potential. Cooperation and teamwork are valued as much as individual growth and contribution.




Lending Policy

As a routine part of our business, we make loans to businesses and individuals located within our market areas.
Our lending policy states that the function of the lending operation is twofold: to provide a means for the investment of
funds at a profitable rate of return with an acceptable degree of risk, and to meet the credit needs of the creditworthy
businesses and individuals who are our customers. We recognize that in the normal business of lending, some losses on
loans will be inevitable and should be considered a part of the normal cost of doing business.

Our lending policy anticipates that priorities in extending loans will be modified from time to time as interest
rates, market conditions and competitive factors change. The policy sets forth guidelines on a nondiscriminatory basis for
lending in accordance with applicable laws and regulations. The policy describes various criteria for granting loans,
including the ability to pay; the character of the customer; evidence of financial responsibility; purpose of the loan;
knowledge of collateral and its value; terms of repayment; source of repayment; payment history; and economic conditions.

The lending policy further limits the amount of funds that may be loaned against specified types of real estate
collateral. For certain loans secured by real estate, the policy requires an appraisal of the property offered as collateral by a
state certified independent appraiser. The policy also provides general guidelines for loan to value for other types of
collateral, such as accounts receivable and machinery and equipment. In addition, the policy provides general guidelines as
to environmental analysis, loans to employees, executive officers and directors, problem loan identification, maintenance of
an allowance for loan losses, loan review and grading, mortgage and consumer lending, and other matters relating to our
lending practices.

The Board of Directors has delegated significant lending authority to officers of our bank. The Board of Directors
believes this empowerment, supported by our strong credit culture and the significant experience of our commercial
lending staff, enables us to be responsive to our customers. The loan policy specifies lending authority for our lending
officers with amounts based on the experience level and ability of each lender. Our loan officers and loan managers are
generally able to approve loans ranging from $0.25 million and $2.5 million. We have established higher approval limits
for our bank’s Chief Lending Officer, President and Chief Executive Officer ranging from $4.0 million up to $10.0 million.
These lending authorities, however, are typically used only in rare circumstances where timing is of the essence. Loan
requests exceeding $2.5 million require approval by the Officers Loan Committee, and loan requests exceeding $7.5
million, up to the legal lending limit of approximately $80.1 million, require approval by our bank’s Board of Directors.
We generally apply an in-house lending limit that is significantly less than our bank’s legal lending limit.

Provisions of recent legislation, including the Dodd-Frank Act and EGRRCPA, when fully implemented by
regulations to be adopted by federal agencies, may have a significant impact on our lending policy, especially in the areas
of single-family residential real estate and other consumer lending. For additional information on this legislation and its
potential impact, refer to the Risk Factor entitled “The effect of financial services legislation and regulations remains
uncertain” in Item 1A- Risk Factors in this Annual Report.

Lending Activity

Commercial Loans. Our commercial lending group originates commercial loans primarily in our market areas.
Our commercial lenders have extensive commercial lending experience, with most having at least ten years’ experience.
Loans are originated for general business purposes, including working capital, accounts receivable financing, machinery
and equipment acquisition, and commercial real estate financing, including new construction and land development.

Working capital loans are often structured as a line of credit and are reviewed periodically in connection with the
borrower’s year-end financial reporting. These loans are generally secured by substantially all of the assets of the borrower
and have a floating interest rate tied to the Wall Street Journal Prime Rate or 30-Day Libor Rate. Loans for machinery and
equipment purposes typically have a maturity of three to five years and are fully amortizing, while commercial real estate
loans are usually written with a five-year maturity and amortize over a 10- to 20-year period. Commercial loans typically
have an interest rate that is fixed to maturity or is tied to the Wall Street Journal Prime Rate or 30-Day Libor Rate.




We evaluate many aspects of a commercial loan transaction in order to minimize credit and interest rate risk.
Underwriting includes an assessment of the management, products, markets, cash flow, capital, income and collateral of the
borrowing entity. This analysis includes a review of the borrower’s historical and projected financial results. Appraisals
are generally required to be performed by certified independent appraisers where real estate is the primary collateral, and in
some cases, where equipment is the primary collateral. In certain situations, for creditworthy customers, we may accept
title reports instead of requiring lenders’ policies of title insurance.

Commercial real estate lending involves more risk than residential lending because loan balances are typically
greater and repayment is dependent upon the borrower’s business operations. We attempt to minimize the risks associated
with these transactions by generally limiting our commercial real estate lending to owner-operated properties and to owners
of non-owner occupied properties who have an established profitable history and satisfactory tenant structure. In many
cases, risk is further reduced by requiring personal guarantees, limiting the amount of credit to any one borrower to an
amount considerably less than our legal lending limit and avoiding certain types of commercial real estate financings.

We have no material foreign loans, and only limited exposure to companies engaged in energy producing and
agricultural-related activities.

Single-Family Residential Real Estate Loans. We originate single-family residential real estate loans in our market
areas, generally according to secondary market underwriting standards. Loans not conforming to those standards are made
in certain circumstances. Single-family residential real estate loans provide borrowers with a fixed or adjustable interest
rate with terms up to 30 years, with the fixed interest rate loans generally sold to various investors.

Our bank has a home equity line of credit program. Home equity lines of credit are generally secured by either a
first or second mortgage on the borrower’s primary residence. The program provides revolving credit at a rate tied to the
Wall Street Journal Prime Rate.

Consumer Loans. We originate various types of consumer loans, including new and used automobile and boat
loans, credit cards and overdraft protection lines of credit for our checking account customers. Consumer loans generally
have shorter terms and higher interest rates and usually involve more credit risk than single-family residential real estate
loans because of the type and nature of the collateral.

We believe our consumer loans are underwritten carefully, with a strong emphasis on the amount of the down
payment, credit quality, employment stability and monthly income of the borrower. These loans are generally repaid on a
monthly repayment schedule with the source of repayment tied to the borrower’s periodic income. In addition, consumer
lending collections are dependent on the borrower’s continuing financial stability, and are thus likely to be adversely
affected by job loss, illness and personal bankruptcy. In many cases, repossessed collateral for a defaulted consumer loan
will not provide an adequate source of repayment of the outstanding loan balance because of depreciation of the underlying
collateral. We believe that the generally higher yields earned on consumer loans compensate for the increased credit risk
associated with such loans, and that consumer loans are important to our efforts to serve the credit needs of the
communities and customers that we serve.

Loan Portfolio Quality

We utilize a comprehensive grading system for our commercial loans, whereby all commercial loans are graded on
a ten grade rating system. The rating system utilizes standardized grade paradigms that analyze several critical factors such
as cash flow, operating performance, financial condition, collateral, industry condition and management. All commercial
loans are graded at inception and reviewed at various intervals.

Our independent loan review program is primarily responsible for the administration of the grading system and
ensuring adherence to established lending policies and procedures. The loan review program is an integral part of
maintaining our strong asset quality culture. The loan review function works closely with senior management, although it
functionally reports to the Board of Directors. Using a risk-based approach to selecting credits for review, our loan review
program covered approximately 52% of total commercial loans outstanding during 2020. In addition, a random sampling
of retail loans is reviewed each quarter. Our watch list credits are reviewed monthly by our Board of Directors and our
Watch List Committee, the latter of which is comprised of senior level officers from the administration, lending and loan
review functions.




Loans are placed in a nonaccrual status when, in our opinion, uncertainty exists as to the ultimate collection of all
principal and interest. As of December 31, 2020, loans placed in nonaccrual status totaled $3.4 million, or 0.1% of total
loans, compared to $2.3 million, or 0.1% of total loans, at December 31, 2019. No loans were past due 90 days or more
and still accruing interest at year-end 2020 or 2019.

Additional detail and information relative to the loan portfolio is incorporated by reference to Management’s
Discussion and Analysis of Financial Condition and Results of Operations (“Management’s Discussion and Analysis”) and
Note 3 of the Notes to Consolidated Financial Statements in this Annual Report.

Allowance for Loan Losses

In each accounting period, we adjust the allowance to the amount we believe is necessary to maintain the
allowance at an adequate level. Through the loan review and credit departments, we establish specific portions of the
allowance based on specifically identifiable problem loans. The evaluation of the allowance is further based on, but not
limited to, consideration of the internally prepared Allowance Analysis, loan loss migration analysis, composition of the
loan portfolio, third party analysis of the loan administration processes and portfolio, and general economic conditions.

The Allowance Analysis applies reserve allocation factors to non-impaired outstanding loan balances, the result of
which is combined with specific reserves to calculate an overall allowance amount. For non-impaired commercial loans,
reserve allocation factors are based on the loan ratings as determined by our standardized grade paradigms and by loan
purpose. Our commercial loan portfolio is segregated into five classes: 1) commercial and industrial loans; 2) vacant land,
land development and residential construction loans; 3) owner occupied real estate loans; 4) non-owner occupied real estate
loans; and 5) multi-family and residential rental property loans. The reserve allocation factors are primarily based on the
historical trends of net loan charge-offs through a migration analysis whereby net loan losses are tracked via assigned
grades over various time periods, with adjustments made for environmental factors reflecting the current status of, or recent
changes in, items such as: lending policies and procedures; economic conditions; nature and volume of the loan portfolio;
experience, ability and depth of management and lending staff; volume and severity of past due, nonaccrual and adversely
classified loans; effectiveness of the loan review program; value of underlying collateral; lending concentrations; and other
external factors, including competition and regulatory environment.

We established a Covid-19 reserve allocation factor to address the Coronavirus Pandemic and its potential impact
on the collectability of the loan portfolio during the second quarter of 2020. The creation of this factor reflected our belief
that the traditional nine environmental factors did not sufficiently capture and address the unique circumstances, challenges
and uncertainties associated with the Coronavirus Pandemic, which include unprecedented federal government stimulus
and interventions, statewide mandatory closures of nonessential businesses and periodic changes to such and our ability to
provide payment deferral programs to commercial and retail borrowers without the interjection of troubled debt
restructuring accounting rules. We review a myriad of items when assessing this new environmental factor, including virus
infection rates, economic outlooks, employment data, business closures, foreclosures, payment deferments and
government-sponsored stimulus programs. The Covid-19 reserve factor resulted in a $5.3 million increase to the allowance
as of December 31, 2020.

Adjustments for specific lending relationships, particularly impaired loans, are made on a case-by-case basis.
Non-impaired retail loan reserve allocations are determined in a similar fashion as those for non-impaired commercial
loans, except that retail loans are segmented by type of credit and not a grading system. We regularly review the
Allowance Analysis and make adjustments periodically based upon identifiable trends and experience.

A migration analysis is completed quarterly to assist us in determining appropriate reserve allocation factors for
non-impaired loans. Our migration takes into account various time periods; however, at year-end 2020 we placed most
weight on the period starting December 31, 2010 through December 31, 2020. We believe this period represents an
appropriate range of economic conditions, and that it provides for an appropriate basis in determining reserve allocation
factors given current economic conditions and the general market consensus of economic conditions in the near future.




Although the migration analysis provides an accurate historical accounting of our net loan losses, it is not able to
fully account for environmental factors that will also very likely impact the collectability of our loans as of any quarter-end
date. Therefore, we incorporate the environmental factors as adjustments to the historical data. Environmental factors
include both internal and external items. We believe the most significant internal environmental factor is our credit culture
and the relative aggressiveness in assigning and revising commercial loan risk ratings, with the most significant external
environmental factor being the assessment of the current economic environment and the resulting implications on our loan
portfolio.

The primary risk elements with respect to commercial loans are the financial condition of the borrower, the
sufficiency of collateral, and the timeliness of scheduled payments. We have a policy of requesting and reviewing periodic
financial statements from commercial loan customers, and we have a disciplined and formalized review of the existence of
collateral and its value. The primary risk element with respect to each residential real estate loan and consumer loan is the
timeliness of scheduled payments. We have a reporting system that monitors past due loans and have adopted policies to
pursue creditors’ rights in order to preserve our collateral position.

Financial institutions were not required to comply with the Current Expected Credit Loss (“CECL”) methodology
requirements from the enactment date of the Coronavirus Aid, Relief and Economic Security Act (“CARES Act”) until the
earlier of the end of the President’s declaration of a National Emergency or December 31, 2020. The Consolidated
Appropriations Act, 2021, that was enacted in December 2020, provided for an extension of the required CECL adoption
date to January 1, 2022, which is the date we expect to adopt. An economic forecast is a key component of the CECL
methodology. As we continue to experience an unprecedented economic environment whereby a sizable portion of the
economy has been significantly impacted by government-imposed activity limitations and similar reactions by businesses
and individuals, substantial government stimulus has been provided to businesses, individuals and state and local
governments and financial institutions have offered businesses and individuals payment relief options, economic forecasts
are regularly revised with no economic forecast consensus. Given the high degree of uncertainty surrounding economic
forecasting, we have elected to postpone the adoption of CECL, and will continue to use our incurred loan loss reserve model
as permitted.

Additional detail regarding the allowance is incorporated by reference to Management’s Discussion and Analysis
and Note 3 of the Notes to Consolidated Financial Statements included in this Annual Report.

Investments

Bank Holding Company Investments. The principal investments of our bank holding company are the investments in
the common stock of our bank and the common securities of our trusts. Other funds of our bank holding company may be
invested from time to time in various debt instruments.

Subject to the limitations of the Bank Holding Company Act, we are also permitted to make portfolio investments
in equity securities and to make equity investments in subsidiaries engaged in a variety of non-banking activities, which
include real estate-related activities such as community development, real estate appraisals, arranging equity financing for
commercial real estate, and owning and operating real estate used substantially by our bank or acquired for its future use.
Our bank holding company has no plans at this time to make directly any of these equity investments at the bank holding
company level. Our Board of Directors may, however, alter the investment policy at any time without shareholder
approval.

Our Bank’s Investments. Our bank may invest its funds in a wide variety of debt instruments and may participate
in the federal funds market with other depository institutions. Subject to certain exceptions, our bank is prohibited from
investing in equity securities. Among the equity investments permitted for our bank under various conditions and subject
in some instances to amount limitations, are shares of a subsidiary insurance agency, mortgage company, real estate
company, or Michigan business and industrial development company, such as our insurance company and our real estate
company. Under another such exception, in certain circumstances and with prior notice to or approval of the FDIC, our
bank could invest up to 10% of its total assets in the equity securities of a subsidiary corporation engaged in the acquisition
and development of real property for sale, or the improvement of real property by construction or rehabilitation of
residential or commercial units for sale or lease. Our bank has no present plans to make such an investment. Real estate
acquired by our bank in satisfaction of or foreclosure upon loans may be held by our bank for specified periods. Our bank
is also permitted to invest in such real estate as is necessary for the convenient transaction of its business. Our bank’s
Board of Directors may alter the bank’s investment policy without shareholder approval at any time.




Additional detail and information relative to the securities portfolio is incorporated by reference to Management’s
Discussion and Analysis and Note 2 of the Notes to Consolidated Financial Statements included in this Annual Report.

Competition

We face substantial competition in all phases of our operations from a variety of different competitors. We
compete for deposits, loans and other financial services with numerous Michigan-based and national and regional banks,
savings banks, thrifts, credit unions and other financial institutions as well as from other entities that provide financial
services. Some of the financial institutions and financial service organizations with which we compete are not subject to
the same degree of regulation as we are. Many of our primary competitors have been in business for many years, have
established customer bases, are larger, have substantially higher lending limits than we do, and offer larger branch networks
and other services which we do not. Most of these same entities have greater capital resources than we do, which, among
other things, may allow them to price their services at levels more favorable to the customer and to provide larger credit
facilities than we do. Under specified circumstances (that have been modified by the Dodd-Frank Act and EGRRCPA),
securities firms and insurance companies that elect to become financial holding companies under the Bank Holding
Company Act may acquire banks and other financial institutions. Federal banking law affects the competitive environment
in which we conduct our business. The financial services industry is also likely to become more competitive as further
technological advances enable more companies to provide financial services. We also face new competition as a result of
expansion into new markets.

Selected Statistical Information

Management’s Discussion and Analysis beginning on Page F-4 in this Annual Report includes selected statistical
information.

Return on Equity and Assets

Return on Equity and Asset information is included in Management’s Discussion and Analysis beginning on Page
F-4 in this Annual Report.

Available Information

We maintain an internet website at www.mercbank.com. We make available on or through our website, free of
charge, our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to
those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as soon as
reasonably practical after we electronically file such material with, or furnish it to, the Securities and Exchange
Commission. We do not intend the address of our website to be an active link or to otherwise incorporate the contents of
our website into this Annual Report.

Item 1A. Risk Factors.

The following risk factors could affect our business, financial condition or results of operations. These risk factors
should be considered in connection with evaluating the forward-looking statements contained in this Annual Report
because they could cause the actual results and conditions to differ materially from those projected in forward-looking
statements. Before you buy our common stock, you should know that investing in our common stock involves risks,
including the risks described below. The risks that are highlighted here are not the only ones we face. If the adverse
matters referred to in any of the risks actually occur, our business, financial condition or operations could be adversely
affected. In that case, the trading price of our common stock could decline, and you may lose all or part of your investment.



http://www.mercbank.com

Risks Related to Our Business

The Coronavirus Pandemic has impacted our business, financial condition and results of operations and will
continue to have an impact, the scope and duration of which is highly uncertain and dependent on factors that are
outside of our control.

The ongoing pandemic associated with the spread of Covid-19 has caused significant disruptions throughout the
State of Michigan and across the United States and global economies and financial markets. The Coronavirus Pandemic
has impacted our business, financial condition and results of operations and will continue to do so. For example, we derive
a large percentage of our net income from net interest income, which is derived from the yield on interest-earning assets
offset by our cost of funds. Our net interest income has been negatively impacted primarily due to reduced interest rates on
variable-rate commercial loans resulting from the Federal Open Market Committee (“FOMC”) significantly decreasing the
targeted federal funds rate by 225 basis points during the second half of 2019 and the first quarter of 2020. Due to the
Coronavirus Pandemic, the targeted federal funds rate is unlikely to be increased for the foreseeable future, resulting in
prolonged pressure on our net interest income, which could reduce our net income in future periods.

Our results may also be negatively impacted by a deterioration in the quality of our loan portfolio due to the impact
of the Coronavirus Pandemic on our loan customers. While we actively monitor the credit quality of our loan portfolio and
make adjustments to our allowance for loan losses accordingly, the Coronavirus Pandemic has created significant
disruptions in the United States economy, making it difficult to predict its impact with a high degree of certainty. While we
believe we have appropriately assessed and presented our loan portfolio and allowance for loan losses to date in accordance
with applicable accounting standards, we cannot be certain of that, nor can we be certain that we will adequately account
for the future negative impacts of the Coronavirus Pandemic. This could negatively impact our financial condition and
results of operations by increasing the amount of allowance for loan loss provisions reflected in our operating expenses,
decreasing our interest income as borrowers become unable to repay their loans and increasing our operating expenses due
to collection costs.

We are exposed to several additional risks associated with the Coronavirus Pandemic, including the risk that our
operating effectiveness will decrease as we adapt to new policies requiring that our employees work from home; that we
may temporarily lose the services of key members of our management team; that the economic downturn will negatively
impact demand for loans across our loan portfolio; that the collateral securing our loans will decline in value; that reduced
consumer spending will prolong the negative economic impacts of the Coronavirus Pandemic; that our portfolio of
securities available for sale will decrease in value; and that we may face litigation due to our handling of the challenges
associated with the Coronavirus Pandemic, including our participation in the Paycheck Protection Program.

While we believe that we have navigated the difficult environment associated with the Coronavirus Pandemic with
success thus far, we may not be able to continue to do so, and this could expose our business, financial condition and
results of operations to risks that could have a negative impact on your investment.

Adverse changes in economic conditions or interest rates may negatively affect our earnings, capital and liquidity.

The results of operations for financial institutions, including our bank, may be materially and adversely affected
by changes in prevailing local and national economic conditions, including declines in real estate market values and the
related declines in value of our real estate collateral, rapid increases or decreases in interest rates and changes in the
monetary and fiscal policies of the federal government. Our profitability is heavily influenced by the spread between the
interest rates we earn on loans and investments and the interest rates we pay on deposits and other interest-bearing
liabilities. Substantially all of our loans are to businesses and individuals in Western, Central, and Southeastern Michigan,
and any decline in the economy of these areas could adversely affect us. Like most banking institutions, our net interest
spread and margin will be affected by general economic conditions and other factors that influence market interest rates and
our ability to respond to changes in these rates. At any given time, our assets and liabilities may be such that they will be
affected differently by a given change in interest rates.
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Significant declines in the value of commercial real estate could adversely impact us.

Approximately 59% of our total commercial loans, or about 51% of our total loans, relate to commercial real
estate. Stressed economic conditions may reduce the value of commercial real estate and strain the financial condition of
our commercial real estate borrowers, especially in the land development and non-owner occupied commercial real estate
segments of our loan portfolio. Those difficulties could adversely affect us and could produce losses and other adverse
effects on our business.

Market volatility may adversely affect us.

The capital and credit markets may experience volatility and disruption. In some cases, the markets have
produced downward pressure on stock prices and credit availability for certain issuers without apparent regard to those
issuers’ underlying financial strength. Future levels of market disruption and volatility may have an adverse effect, which
may be material, on our ability to access capital and on our business, financial condition and results of operations.

Our future success is dependent on our ability to compete effectively in the highly competitive banking industry.

We face substantial competition in all phases of our operations from a variety of different competitors. Our future
growth and success will depend on our ability to compete effectively in this highly competitive environment. We compete
for deposits, loans and other financial services with numerous Michigan-based and national and regional banks, thrifts, credit
unions and other financial institutions as well as other entities that provide financial services, including securities firms and
mutual funds. Some of the financial institutions and financial service organizations with which we compete are not subject
to the same degree of regulation as we are. Many of our competitors have been in business for many years, have established
customer bases, are larger, have substantially higher lending limits than we do and offer larger branch networks and other
services which we do not, including trust and international banking services. Most of these entities have greater capital and
other resources than we do, which, among other things, may allow them to price their services at levels more favorable to the
customer and to provide larger credit facilities than we do. This competition may limit our growth or earnings. Under
specified circumstances (that have been modified by the Dodd-Frank Act and EGRRCPA), securities firms and insurance
companies that elect to become financial holding companies under the Bank Holding Company Act may acquire banks and
other financial institutions. Federal banking law affects the competitive environment in which we conduct our business. The
financial services industry is also likely to become more competitive as further technological advances enable more
companies to provide financial services. These technological advances may diminish the importance of depository
institutions and other financial intermediaries in the transfer of funds between parties.

Our risk management systems may fall short of their intended objectives.

We seek to monitor and control our risk exposure through a risk and control framework encompassing a variety of
separate but complementary financial, credit, operational, compliance and legal reporting systems, internal controls,
management review processes and other mechanisms. Our risk management process seeks to balance our ability to profit
from investing or lending positions with our exposure to potential losses. While we employ a broad and diversified set of
risk monitoring and risk mitigation techniques, those techniques and the judgments that accompany their application cannot
anticipate every economic and financial outcome or the specifics and timing of such outcomes. Thus, we may, in the
course of our activities, incur losses.

We may not be able to successfully adapt to evolving industry standards and market pressures.

Our success depends, in part, on the ability to adapt products and services to evolving industry standards. There is
increasing pressure to provide products and services at lower prices. This can reduce net interest income and noninterest
income from fee-based products and services. In addition, the widespread adoption of new technologies could require us to
make substantial capital expenditures to modify or adapt existing products and services or develop new products and
services. We may not be successful in introducing new products and services in response to industry trends or
developments in technology, or those new products may not achieve market acceptance. As a result, we could lose
business, be forced to price products and services on less advantageous terms to retain or attract clients, or be subject to
cost increases. As a result, our business, financial condition, or results of operations may be adversely affected.
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Our inability to execute or integrate potential future acquisitions successfully could impede us from realizing all of
the benefits of the acquisitions, which could weaken our operations.

In addition to pursuing organic growth, we may also pursue strategic acquisition opportunities that we believe will
fit our core philosophy and culture, enhance our profitability and provide appropriate risk-adjusted returns. These
acquisition opportunities could be material to our business and involve a number of risks, including the following:

° intense competition from other banking organizations and other acquirers for potential merger candidates
drives market pricing;

° time and expense associated with identifying and evaluating potential acquisitions and negotiating potential
transactions may divert human and capital resources without producing the desired returns;

° estimates and judgments used to evaluate credit, operations, management and market risks with respect to the
target institution or assets are inherently complex and may be inaccurate;

° potential exposure to unknown or contingent liabilities of targets; and

° regulatory timeframes for review of applications may limit the number and frequency of transactions we may
be able to consummate.

If we are unable to successfully integrate potential future acquisitions, we could be impeded from realizing all of
the benefits of those acquisitions and could weaken our business operations. The integration process may disrupt our
business and, if implemented ineffectively, may preclude realization of the full benefits expected by us and could harm our
results of operations. In addition, the overall integration of the combining companies may result in unanticipated problems,
expenses, liabilities and competitive responses, and may cause our stock price to decline. The difficulties of integrating an
acquisition include, among others:

° unanticipated issues in integration of information, communications and other systems;

° unanticipated incompatibility of logistics, marketing and administrative methods;

° maintaining employee morale and retaining key employees;

° integrating the business cultures of both companies;

° preserving important strategic client relationships;

° coordinating geographically diverse organizations; and

° consolidating corporate and administrative infrastructures and eliminating duplicative operations.

Finally, even if the operations of an acquisition are integrated successfully, we may not realize the full benefits of
the acquisition, including the synergies, cost savings or growth opportunities we expect. These benefits may not be
achieved within the anticipated time frame as well.

Our inability to overcome these risks could have an adverse effect on our ability to implement our business
strategy, which, in turn, could have an adverse effect on our business, financial condition and results of operations.

The soundness of other financial institutions could adversely affect us.

Our ability to engage in routine funding transactions could be adversely affected by the actions and commercial
soundness of other financial institutions. Financial services institutions are interrelated as a result of trading, clearing,
counterparty or other relationships. We have exposure to many different industries and counterparties, and we routinely
execute transactions with counterparties in the financial industry. As a result, defaults by, or even rumors or questions
about, one or more financial services institutions, or the financial services industry generally, have led to market-wide
liquidity problems and could lead to losses or defaults by us or by other institutions. Even routine funding transactions
expose us to credit risk in the event of default of our counterparty or client. In addition, our credit risk may be exacerbated
when the collateral held by us cannot be realized upon or is liquidated at prices not sufficient to recover the full amount of
the financial instrument exposure due us. There is no assurance that any such losses would not materially and adversely
affect our results of operations.
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Our credit losses could increase and our allowance may not be adequate to cover actual loan losses.

The risk of nonpayment of loans is inherent in all lending activities, and nonpayment, when it occurs, may have a
materially adverse effect on our earnings and overall financial condition as well as the value of our common stock. Our
focus on commercial lending may result in a larger concentration of loans to small businesses. As a result, we may assume
different or greater lending risks than other banks. We make various assumptions and judgments about the collectability of
our loan portfolio and provide an allowance for losses based on several factors. If our assumptions are wrong, our
allowance may not be sufficient to cover our losses, which would have an adverse effect on our operating results. The
actual amounts of future provisions for loan losses cannot be determined at this time and may exceed the amounts of past
provisions. Additions to our allowance decrease our net income.

We rely heavily on our management and other key personnel, and the loss of any of them may adversely affect our
operations.

We are and will continue to be dependent upon the services of our management team, including our executive
officers and our other senior managers. The unanticipated loss of our executive officers, or any of our other senior
managers, could have an adverse effect on our growth and performance.

In addition, we continue to depend on our key commercial loan officers. Several of our commercial loan officers
are responsible, or share responsibility, for generating and managing a significant portion of our commercial loan portfolio.
Our success can be attributed in large part to the relationships these officers as well as members of our management team
have developed and are able to maintain with our customers as we continue to implement our community banking
philosophy. The loss of any of these commercial loan officers could adversely affect our loan portfolio and performance,
and our ability to generate new loans. Many of our key employees have signed agreements with us agreeing not to compete
with us in one or more of our markets for specified time periods if they leave employment with us. However, we may not
be able to effectively enforce such agreements.

Some of the other financial institutions in our markets also require their key employees to sign agreements that
preclude or limit their ability to leave their employment and compete with them or solicit their customers. These
agreements make it more difficult for us to hire loan officers with experience in our markets who can immediately solicit
their former or new customers on our behalf.

Changes in the method of determining Libor, or the replacement of Libor with an alternative reference rate, may
adversely affect interest income or expense.

Many of the commercial loans we make bear interest at a floating rate based on Libor, the London inter-bank
offered rate. We pay interest on certain subordinated notes related to our trust preferred securities at rates based on Libor.

On July 27, 2017, the United Kingdom Financial Conduct Authority (“FCA”), which oversees Libor, formally
announced that it could not assure the continued existence of Libor in its current form beyond the end of 2021, and that an
orderly transition process to one or more alternative benchmarks should begin. In June 2017, the Alternative Reference
Rates Committee (“ARRC”), a steering committee comprised of large U.S. financial institutions organized by the Federal
Reserve, announced that it had selected a modified version of the unpublished Broad Treasuries Financing Rate as the
preferred alternative reference rate for U.S. dollar obligations. That rate, now referred to as the Secured Overnight Funding
Rate (“SOFR”), is determined based upon actual transactions in certain portions of the bi-lateral and tri-party overnight
repurchase agreement markets for certain U.S. Treasury obligations. The Federal Reserve Bank of New York (“FRBNY”)
began publication of the SOFR in April 2018.

In May 2018, the Chicago Mercantile Exchange began trading SOFR futures contracts. The existence of a futures
market may permit the development of a SOFR term curve. In July 2018, the Federal National Mortgage Association
(“FNMA”) issued bonds using SOFR (an overnight rate) as a pricing mechanism. This was possible because of an unusual
bond structure, in which interest was payable quarterly, but the interest reset period was daily. By the end of 2020, each of
FNMA and the Federal Home Loan Mortgage Corporation (“FHLMC”) had issued more than $125 billion in SOFR-
indexed debt instruments in the capital markets.
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In January 2019, ICE Benchmark Administration, the current provider of Libor, proposed for comment to market
participants a U.S. Dollar ICE Bank Yield Index. This index would be based on two types of U.S. dollar-denominated
transaction data: primary market wholesale, unsecured funding transactions for large, internationally active banks; and
secondary market transactions in wholesale, unsecured bonds issued by large, internationally active banks. These data
would be used to construct a yield curve from which one-month, three-month and six-month settings could be obtained.
Following comments from market participants, the ICE Benchmark Administration modified the methodology of
calculation of its index (which it is continuing to test). In May 2020, it announced that the index may be made available as
a credit-spread supplement to the SOFR. If the index was accepted by market participants, it might furnish commercial
bank-based term rates more directly comparable to the existing structure of Libor than the government securities-based
SOFR.

During 2019 and 2020, among other things, the ARRC published a white paper on ways in which market
participants could use SOFR in cash markets, conducted surveys of market participants, engaged with cognizant U.S.
government agencies and private sector groups regarding tax, securities, and derivatives issues presented by the transition
from Libor, published sample transition provisions for a variety of types of loan and note agreements, and investigated
methods by which a forward-looking term SOFR index could be established. To facilitate the development of a generally-
recognized forward-looking SOFR index, on March 2, 2020 the FRBNY began publication of 30-, 90-, and 180-day SOFR
Averages, as well as a SOFR Index, on each business day. The FRBNY has stated that it will consider the potential
benefits of introducing calendar month-based rates and/or adding further tenors as additional reference rates.

In July 2019, both FNMA and FHLMC announced their intention to develop new adjustable-rate mortgage loan
products based on SOFR. In February 2020, FNMA and FHLMC each announced that they would: (i) require inclusion of
ARRC-recommended transition language in all single-family adjustable rate mortgage (“ARM”) loans closed on or after
June 1, 2020; (ii) require all Libor-based single-family and multi-family ARM loans to have loan application dates on or
before September 30, 2020 in order to be eligible for acquisition; and (iii) cease acquisition of single-family and multi-
family Libor ARM loans on or before December 31, 2020. During the fourth quarter of 2020, each of FNMA and FHLMC
began acquiring SOFR ARM loans and ceased purchasing Libor-based products.

In November 2020, the ICE Benchmark Administration announced a consultation regarding the cessation of the
publication of Libor. The consultation proposed a December 31, 2021 cessation for all tenors of various foreign currencies
and for the one week and two-month U.S. dollar Libor, and a June 30, 2023 cessation for the remaining overnight, one-
month, three-month, six-month and twelve-month U.S. dollar Libor tenors. This represented an 18-month extension of
Libor publication for the most frequently used tenors of U.S. dollar Libor from the cessation date originally proposed in
2017. The consultation period closed on January 25, 2021. ICE Benchmark Administration indicated that it would share
the results of the consultation with the FCA, and subsequently publish further guidance.

In coordinated announcements on November 30, 2020, the FCA and each of the U.S. federal banking agencies
recognized the proposed extension of Libor publication for the identified tenors of U.S. dollar Libor. The federal banking
agencies noted that this would allow most legacy U.S. dollar Libor contracts to mature before Libor experiences
disruptions. At the same time, the agencies stated that entry into new contracts using Libor as a reference rate after
December 31, 2021 by supervised banking organizations would create safety and soundness risks. Accordingly, the federal
banking agencies encouraged supervised banking organizations to cease using Libor as a reference rate in their agreements
as soon as possible, but in any event by December 31, 2021. They also stated that new contracts entered into before
December 31, 2021 should either utilize a reference rate other than Libor or have robust fallback language that includes a
clearly defined alternative reference rate after Libor’s discontinuation. Certain limited exceptions to that guidance were
included by the federal banking agencies, in the event that the ICE Benchmark Administration does continue to publish
Libor U.S. dollar tenors after December 31, 2021.

On January 19, 2021, Governor Mario Cuomo presented the 2022 Executive Budget for the State of New York.
The Executive Budget included a draft Libor-fallback statute proposed by the ARRC. The draft statute is intended to
minimize legal uncertainty in Libor contracts governed by New York law, which includes many derivative contracts.
There can be no assurance whether, or in what form, such draft legislation may be enacted in New York.
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On January 25, 2021, the International Swaps and Derivatives Association’s IBOR (interbank offered rates)
Fallbacks Protocol (“Protocol”) and IBOR Fallbacks Supplement (“Supplement”) each took effect. Effectiveness of the
Protocol means that existing swaps and other derivative contracts will incorporate the new ISDA fallbacks if both
counterparties have accepted the Protocol. Effectiveness of the Supplement means that new derivatives contracts that
incorporate standard ISDA definitions and reference a relevant IBOR will also incorporate the new fallbacks. These
measures are intended to provide greater certainty with respect to derivative contracts.

It is unclear whether, or in what form, Libor will continue to exist after 2021. Any transition to an alternative
benchmark will require careful consideration and implementation so as not to disrupt the stability of financial markets. If
Libor ceases to exist, we may need to take a variety of actions, including negotiating certain of our agreements based on an
alternative benchmark that may be established, if any. There is no guarantee that a transition from Libor to an alternative
benchmark will not result in financial market disruptions, significant changes in benchmark rates, or adverse changes in the
value of certain of our loans, and our income and expense.

Our accounting policies and methods are the basis for how we prepare our consolidated financial statements, and
they require management to make estimates about matters that are inherently uncertain.

Accounting policies and processes are fundamental to how we record and report our financial condition and results
of operations. We must exercise judgment in selecting and applying many of these accounting policies and processes so
they comply with U.S. GAAP. In some cases, we must select the accounting policy or method to apply from two or more
alternatives, any of which may be reasonable under the circumstances, yet may result in our reporting materially different
results than would have been reported under a different alternative.

We have identified certain accounting policies as being critical because they require us to make difficult,
subjective or complex judgments about matters that are uncertain. Materially different amounts could be reported under
different conditions or using different assumptions or estimates. We have established detailed policies and control
procedures that are intended to ensure these critical accounting estimates and judgments are well controlled and applied
consistently. In addition, the policies and procedures are intended to ensure that the process for changing methodologies
occurs in an appropriate manner. Because of the uncertainty surrounding management’s judgments and the estimates
pertaining to these matters, we cannot guarantee that we will not be required to adjust accounting policies or restate prior
period financial statements. For additional information, see “Critical Accounting Policies and Estimates” beginning on
page F-4 of this Annual Report and “Note 1 — Summary of Significant Accounting Policies” beginning on page F-47 of this
Annual Report.

We continually encounter technological change, and we may have fewer resources than our competitors to continue
to invest in technological improvements.

The banking industry is undergoing technological changes with frequent introductions of new technology-driven
products and services. In addition to better serving customers, the effective use of technology increases efficiency and
enables financial institutions to reduce costs. Our future success will depend, in part, on our ability to address the needs of
our customers by using technology to provide products and services that will satisfy customer demands for convenience as
well as create additional efficiencies in our operations. Many of our competitors have substantially greater resources to
invest in technological improvements than we do. There can be no assurance that we will be able to effectively implement
new technology-driven products and services or be successful in marketing these products and services to our customers.

Damage to our reputation could materially harm our business.

Our relationship with many of our clients is predicated upon our reputation as a fiduciary and a service provider
that adheres to the highest standards of ethics, service quality and regulatory compliance. Adverse publicity, regulatory
actions, litigation, operational failures, the failure to meet client expectations and other issues with respect to one or more
of our businesses could materially and adversely affect our reputation, our ability to attract and retain clients or our sources
of funding for the same or other businesses. Preserving and enhancing our reputation also depends on maintaining systems
and procedures that address known risks and regulatory requirements, as well as our ability to identify and mitigate
additional risks that arise due to changes in our businesses and the marketplaces in which we operate, the regulatory
environment and client expectations. If any of these developments has a material effect on our reputation, our business will
suffer.
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Our business is subject to operational risks.

We, like most financial institutions, are exposed to many types of operational risks, including the risk of fraud by
employees or outsiders, unauthorized transactions by employees or operational errors. Operational errors may include
clerical or record keeping errors or those resulting from faulty or disabled computer or telecommunications systems. Given
our volume of transactions, certain errors may be repeated or compounded before they are discovered and successfully
corrected. Our necessary dependence upon automated systems to record and process our transaction volume may further
increase the risk that technical system flaws or employee tampering or manipulation of those systems will result in losses
that are difficult to detect.

We may also be subject to disruptions of our operating systems arising from events that are wholly or partially
beyond our control, including, for example, computer viruses or electrical or telecommunications outages, which may give
rise to losses in service to customers and to loss or liability to us. We are further exposed to the risk that our external
vendors may be unable to fulfill their contractual obligations to us, or will be subject to the same risk of fraud or
operational errors by their respective employees as are we, and to the risk that our or our vendors’ business continuity and
data security systems prove not to be adequate. We also face the risk that the design of our controls and procedures proves
inadequate or is circumvented, causing delays in detection or errors in information. Although we maintain a system of
controls designed to keep operational risks at appropriate levels, there can be no assurance that we will not suffer losses
from operational risks in the future that may be material in amount.

We face the risk of cyber-attack to our computer systems.

In the ordinary course of business, we collect and store sensitive data, including proprietary business information
and personally identifiable information of our customers and employees in systems and on networks. The secure
processing, maintenance and use of this information is critical to our operations. To date, we have not experienced a
significant compromise, significant data loss or any material financial losses related to cybersecurity attacks, but our
systems and those of our customers and third-party service providers are under constant threat, and it is possible that we
could experience a significant event in the future. Cybersecurity threats include unauthorized access, loss or destruction of
data (including confidential client information), account takeovers, unavailability of service, computer viruses or other
malicious code, cyber-attacks and other events. Remote working of employees during the Coronavirus Pandemic
introduces additional potential cybersecurity risks due to the use of home networks, video conferencing and other remote
work technologies over which we do not have as much control as our internal systems. Cyber threats may derive from
human error, fraud or malice on the part of employees or third parties, or may result from accidental technological failure.
If one or more of these events occurs, it could result in the disclosure of confidential client information, damage to our
reputation with our clients and the market, additional costs to us (such as repairing systems or adding new personnel or
protection technologies), regulatory penalties and financial losses, to both us and our clients and customers. Such events
could also cause interruptions or malfunctions in our operations (such as the lack of availability of our online banking
system), as well as the operations of our clients, customers or other third parties. Risks and exposures related to
cybersecurity attacks are expected to remain high for the foreseeable future due to the rapidly evolving nature and
sophistication of these threats, as well as due to the expanding use of internet banking, mobile banking and other
technology-based products and services by us and our customers. Although we maintain safeguards to protect against these
risks, there can be no assurance that we will not suffer losses in the future that may be material in amount.
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In March 2015, federal regulators issued two related statements regarding cybersecurity. One statement indicates
that financial institutions should design multiple layers of security controls to establish lines of defense and to ensure that
their risk management processes also address the risk posed by compromised customer credentials, including security
measures to reliably authenticate customers accessing internet-based services of the financial institution. The other
statement indicates that a financial institution’s management is expected to maintain sufficient business continuity planning
processes to ensure the rapid recovery, resumption and maintenance of the institution’s operations after a cyber-attack
involving destructive malware. A financial institution is also expected to develop appropriate processes to enable recovery
of data and business operations and address rebuilding network capabilities and restoring data if the institution or its critical
service providers fall victim to this type of cyber-attack. In August 2019, the federal bank regulatory agencies issued a
statement recommending that banking organizations use a standardized approach to assess and improve cybersecurity
preparedness. The agencies noted that the use of standardized tools, such as the FFIEC Cybersecurity Assessment Tool,
makes firms better able to track their progress over time, and to share information and best practices with other financial
institutions, a behavior which the bank regulatory agencies encourage. In April 2020, the federal banking agencies issued a
statement highlighting the risks presented by banking organizations’ use of cloud computing services in their business. The
statement noted specific risks unique to the cloud computing environment, and the importance of ongoing controls of
virtual infrastructure, care in the use of containers for data, and the sensitivity of use of managed security services, among
other things. Although guidance of this nature does not have the full force and effect of law, it sets out supervisory
priorities and expectations regarding safe and sound operation. Failure to observe such guidance may result in supervisory
identification of unsafe or unsound practices or other deficiencies in risk management or other areas that do not constitute
violations of law or regulation.

Regulatory Risks

The timing and effect of Federal Reserve Board policy normalization remains uncertain.

In September 2014, the Federal Reserve Board announced principles it would follow to implement monetary
policy normalization, that is, to raise the federal funds rate and other short-term interest rates to more historically normal
levels and to reduce the Federal Reserve’s securities holdings, so as to promote its statutory mandate of maximum
employment and price stability. The Federal Open Market Committee (“FOMC”) took the initial step in that process by
raising the federal funds rate by 25 basis points in December 2015, the first such action since December 2008.
Subsequently, the FOMC refined the normalization principles and announced greater detail about its planned approach. In
September 2017, the FOMC announced the start of a gradual reduction in the Federal Reserve’s securities holdings,
commencing in October 2017. In each of March, June, September and December 2018, the FOMC raised the federal funds
rate by 25 basis points, and announced its intention to continue to raise the federal funds rate gradually over the next few
years. In January 2019, the FOMC announced its intention to continue to implement monetary policy in a regime in which
an ample supply of reserves ensures that control of the federal funds and other short-term interest rates is exercised
primarily through adjustment of its administered rates. The FOMC stated that it was prepared to adjust the details of the
reduction of its balance sheet in light of economic and financial developments, and would be prepared to use its full range
of tools, including changing the size and composition of its balance sheet, if future economic conditions warranted a more
accommodative monetary policy than could be achieved solely by reducing the federal funds rate.

In July 2019, the FOMC announced the cessation of the reduction in its securities portfolio and reduced the federal
funds rate by 25 basis points. In August 2019, the FOMC commenced reinvestment of principal payments received from
agency debt and agency mortgage-backed securities in Treasury securities and agency mortgage-backed securities, as well
as the rollover of maturing Treasury securities in its portfolio. In September 2019, the FOMC again lowered the federal
funds rate by 25 basis points. In October 2019, the FOMC issued a reaffirmation of its January 2019 statement, and
announced that in light of recent and expected increases in the Federal Reserve’s non-reserve liabilities and in order to
maintain ample reserve balances over time at or above levels prevailing in early September 2019, the Federal Reserve
would purchase Treasury bills at least into the second quarter of 2020. The statement also announced that the Federal
Reserve would conduct term and overnight repurchase agreement operations at least through January 2020 to ensure that
the supply of reserves remained ample, even during periods of sharp increases in non-reserve liabilities, and to mitigate the
risk of money market pressures. At its regular October 2019 meeting, the FOMC again lowered the federal funds rate by
25 basis points.
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In light of the evolving risks to economic activity posed by the Coronavirus Pandemic, the FOMC took five
separate actions in March, 2020. Taken together, those actions reduced the federal funds target range to 0.00% to 0.25%,
directed expanded purchases of U.S. Treasury securities and agency mortgage-backed securities and large scale overnight
and term repurchase operations, committed the FOMC to use its full range of tools to support the U.S. economy, and
provided U.S. dollar swap lines and repurchase facilities to certain foreign central banks and international organizations.

On August 27, 2020, the FOMC announced revisions to its Statement on Longer-Run Goals and Monetary Policy
Strategy (“Statement”). Under the revised Statement, the FOMC emphasized that its statutory mandate of maximum
employment is a broad-based and inclusive goal, and that its policy decisions would be informed by its assessment of the
shortfall from maximum employment. Regarding price stability, the Statement provides that the FOMC seeks to achieve
inflation that averages 2% over time. Accordingly, when inflation has been persistently below 2%, the FOMC will likely
aim to achieve inflation moderately above 2% for some time. The revised Statement has been reflected in subsequent
actions by the FOMC.

At its meeting on January 27, 2021, the FOMC kept the target range for the federal funds rate at 0.00% to 0.25%,
and stated that it expects to maintain this target range until labor market conditions have reached levels consistent with the
FOMC’s assessment of maximum employment and inflation has risen to 2% and is on track to moderately exceed 2% for
some time. To foster smooth market functioning and accommodative monetary conditions, at the same time the FOMC
directed continued monthly increases in its holdings of U.S. Treasury securities of at least $80 billion, and of agency
mortgage-backed securities of at least $40 billion. There can be no assurance that the operations announced in January
2021 will continue, that they will be effective to accomplish their stated policy goals, or as to the actual impact of those
operations and policies on the financial markets, the broader economy, or on our business, financial condition, results of
operations, access to credit or the trading price of our common stock.

The effect of financial services legislation and regulations remains uncertain.

In response to the 2008 financial crisis, on July 21, 2010, President Obama signed the Dodd-Frank Act, the most
comprehensive reform of the regulation of the financial services industry since the Great Depression of the 1930’s. Among
many other things, the Dodd-Frank Act provides for increased supervision of financial institutions by regulatory agencies,
more stringent capital requirements for financial institutions, major changes to deposit insurance assessments by the FDIC,
prohibitions on proprietary trading and sponsorship or investment in hedge funds and private equity funds by insured
depository institutions, holding companies, and their affiliates, heightened regulation of hedging and derivatives activities,
a greater focus on consumer protection issues, in part through the formation of a new Consumer Financial Protection
Bureau (“CFPB”) having powers formerly split among different regulatory agencies, extensive changes to the regulation of
residential mortgage lending, imposition of limits on interchange transaction and network fees for electronic debit
transactions and repeal of the prohibition on payment of interest on demand deposits. Many of the Dodd-Frank Act’s
provisions have delayed effective dates, while other provisions require implementing regulations of various federal
agencies, some of which have not yet been adopted in final form.

On February 3, 2017, however, President Trump signed Executive Order 13772, specifying new core principles
for regulating the U.S. financial system. Among other things, the President directed the Secretary of the Treasury, in
consultation with federal regulatory agencies, to review existing laws and regulations and report on the extent to which they
were consistent with the core principles. The Treasury Department has published several reports in response to the
Executive Order. In addition, beginning in February 2017, Congress passed, and the President signed, more than a dozen
resolutions under the Congressional Review Act, repealing various federal regulations, including regulations adopted by the
CFPB.

On May 24, 2018, EGRRCPA was enacted, amending numerous provisions of the Dodd-Frank Act. While some
of the changes affect only much larger institutions, a number of provisions relax or eliminate restrictions applicable to us
and our bank. Among these latter changes are: simplified capital adequacy requirements; exemption from the proprietary
trading and other restrictions of the Volcker Rule; less frequent periodic supervisory examinations; reductions in certain
periodic reporting requirements; exclusion of specified amounts of reciprocal deposits, received by our bank from other
insured depository institutions, from the “brokered deposit” limitations of the Federal Deposit Insurance Act; revised
capital treatment for certain high volatility commercial real estate loans; and relaxation of certain requirements applicable
to residential mortgage loans made to our customers.
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While some of those EGRRCPA changes became effective immediately upon enactment, many others required
implementing regulations by the federal banking agencies before becoming effective. At the dates indicated, the federal
banking agencies adopted regulations in final form, applicable to us and our bank, implementing EGRRCPA provisions
simplifying capital adequacy requirements (September 2019), granting exemption from the proprietary trading and other
restrictions of the Volcker Rule (July 2019), reducing the frequency of periodic supervisory examinations (December
2018), reducing certain periodic reporting requirements (June 2019), excluding specified amounts of reciprocal deposits,
received by our bank from other insured depository institutions, from the “brokered deposit” limitations of the Federal
Deposit Insurance Act (March 2019), providing clarifications and revised capital treatment for certain high volatility
commercial real estate loans as well as clarifying the capital treatment of certain financings of one-to-four family
residential properties and the development of land (November 2019), and relaxing appraisal requirements for certain real
property mortgage transactions (September 2019).

In December 2019, the FDIC (which regulates our bank) and the Office of the Comptroller of the Currency (“OCC”)
jointly proposed significant revisions to their respective versions of the existing uniform regulations (jointly adopted by the
Federal Reserve, FDIC, and the OCC) that implement the Community Reinvestment Act. On May 20, 2020, the OCC
adopted a final revised rule, but the Chair of the FDIC announced that the FDIC was not prepared to do so at that time. The
Federal Reserve (which regulates our company) did not participate in the OCC/FDIC proposal. Rather, the Federal
Reserve published an advance notice of proposed rulemaking, requesting feedback on different approaches to modernizing
its Community Reinvestment Act regulation. The comment period has expired. There can be no assurance whether or
when any proposed changes in the existing regulations will be adopted by the FDIC or the Federal Reserve.

On January 20, 2021, President Biden signed a Memorandum on Modernizing Regulatory Review, and Executive
Order No. 13992, revoking a number of Executive Orders concerning federal regulation. Also, the President’s chief of staff
issued a Memorandum to all Executive Departments and Agencies directing, subject to certain exceptions, a temporary
freeze on proposal or issuance of new or pending regulations until a designee of President Biden reviews and approves the
rule.

Thus, the effect of financial services legislation and regulations remains uncertain. The implementation,
amendment, or repeal of federal financial services laws or regulations may limit our business opportunities, impose
additional 