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PART I-FINANCIAL INFORMATION
Item 1. Financial Statements.

AMERICAN RIVER BANKSHARES
CONSOLIDATED BALANCE SHEETS

(Unaudited)
(dollars in thousands) June 30, 2010
ASSETS
Cash and due from banks $ 39,581 $

Investment securities:

Available-for-sale (amortized cost: 2010—$127,806;

2009—$96,305) 131,392
Held-to-maturity (fair value: 2010—$8,893; 2009—$12,889) 8,445
Loans and leases, less allowance for loan and lease

losses of $7,441 at June 30, 2010 and $7,909 at

December 31, 2009 353,409
Premises and equipment, net 1,947
Federal Home Loan Bank stock 3,776
Goodwill and other intangible assets 16,843
Other real estate owned 3,219
Accrued interest receivable and other assets 20,431
$ 579,043 $

LIABILITIES AND SHAREHOLDERS’ EQUITY

Deposits:

Noninterest bearing $ 122,960 $
Interest-bearing 340,648

Total deposits 463,608

Short-term borrowings 9,500

Long-term borrowings 12,000

Accrued interest payable and other liabilities 4,190

Total liabilities 489,298

Commitments and contingencies

Shareholders’ equity:

Preferred stock, no par value; 20,000,000 shares

authorized; none outstanding

Common stock, no par value; 20,000,000 shares

authorized; issued and outstanding — 9,845,533 shares at

June 30, 2010 and December 31, 2009 71,688
Retained earnings 15,905
Accumulated other comprehensive income, net of taxes 2,152

December 31, 2009

58,493

96,682
12,331

376,322
2,094
3,922
16,965
2,508
25,101
594,418

118,328
351,427
469,755

14,500
17,000
5,818

507,073

71,578
15,545
222
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Total shareholders’ equity 89,745 87,345
$ 579,043 $ 594,418

See Notes to Unaudited Consolidated Financial Statements
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AMERICAN RIVER BANKSHARES

CONSOLIDATED STATEMENT OF OPERATIONS

(dollars in thousands, except per share
data)
For the periods ended June 30,

Interest income:

Interest and fees on loans

Interest on deposits in banks
Interest and dividends on investment
securities:

Taxable

Exempt from Federal income taxes
Dividends

Total interest income

Interest expense:

Interest on deposits

Interest on borrowings

Total interest expense

Net interest income
Provision for loan and lease losses

Net interest income after provision for
loan and lease losses

Noninterest income:

Service charges on deposit accounts
(Loss) gain sale of securities

Other noninterest income

Total noninterest income

Noninterest expense:

Salaries and employee benefits
Occupancy

Furniture and equipment

Federal Deposit Insurance Corporation
assessments

Other expense

Total noninterest expense

(Loss) income before provision for income
taxes

(Benefit from) provision for income taxes

(Unaudited)

2010

5,580

726
162

6,473
761
130
891
5,582

2,011

3,571

232
@

235
460

1,980
334
179

359
1,203
4,055

(24

(78

Three months

$

2009

6,364
20

676
256
7,321
998
305
1,303
6,018

3,800

2,218

251
160
238
649

1,826
344
184

335
1,550
4,239

(1,372

(668

)

Six months
2010

$ 11,417

1,434
331

13,187
1,559
274
1,833
11,354

3,652

7,702

465
S

461
921

3,974
665
377

678
2,546
8,240

383

23

2009

13,082
53

1,411
521
15,072
2,079
636
2,715
12,357

5,029

7,328

493
160
506
1,159

3,699
702
375

409
2,655
7,840

647

68
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Net income (loss) $ 54

Basic earnings (loss) per share $ 001
Diluted earnings (loss) per share $ 001
Cash dividends per share $ 0.00

See notes to Unaudited Consolidated Financial Statements

$

$
$

(704

(0.12
(0.12

0.14

)

)
)

$
$
$

$

360

0.04
0.04

0.00

579

0.10
0.10

0.29
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AMERICAN RIVER BANKSHARES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

(Unaudited)

Common Stock

(dollars in thousands) Shares Amount
Balance, January 1,

2009 5,792,283 $ 47433
Comprehensive

income:

Net income

Other comprehensive

(loss), net of tax:

Net change in

unrealized gains on

available-for-sale

investment securities

Total comprehensive
income

Cash dividends ($0.29
per share)

Stock options exercised
and related tax benefit
Stock option
compensation expense
Issuance of new shares,
net of costs

5,250 34
210

4,048,000 23,901
Balance, December 31,
2009 9,845,533 71,578
Comprehensive

income:

Net income

Other comprehensive

income, net of tax:

Net change in

unrealized gains on

available-for-sale

investment securities

Total comprehensive
income

Retained
Earnings

$

15,617

1,586

(1,658 )

15,545

360

Accumulated
Other Total Total
ComprehensiveéShareholders” Comprehensive
Income Equity Income
$ 397 $ 63,447
1,586 $ 1,586
a7s ) (175 ) a7zs )
$ 1411
(1,658 )
34
210
23,901
222 87,345
360 $ 360
1,930 1,930 1,930
$ 2,290
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Stock option
compensation expense 110 110

Balance, June 30, 2010 9,845,533 $ 71,688 $ 15,905 $ 2,152 $ 89,745

See Notes to Unaudited Consolidated Financial Statements
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AMERICAN RIVER BANKSHARES
CONSOLIDATED STATEMENT OF CASH FLOWS

(Unaudited)
(dollars in thousands)
For the six months ended June 30, 2010
Cash flows from operating activities:
Net income $360
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for loan and lease losses 3,652
(Decrease) increase in deferred loan origination fees, net 97
Depreciation and amortization 420
Loss (gain) on sale and call of investment securities 5
Amortization of investment security premiums and discounts, net 1,131
Decrease in provision for accounts receivable servicing receivable losses 4
Increase in cash surrender value of life insurance policies (127
Stock option compensation expense 110
Tax benefit from exercise of stock options —
Loss on sale and write-down of other real estate owned 405
Decrease (increase) in accrued interest receivable and other assets 3,482
Decrease in accrued interest payable and other liabilities (1,628
Net cash provided by operating activities 7,709
Cash flows from investing activities:
Proceeds from the sale of available-for-sale investment securities 3,451
Proceeds from matured and called available-for-sale investment securities 3,120
Purchases of available-for-sale investment securities (47,185
Proceeds from principal repayments for available-for-sale investment securities 7,896
Proceeds from principal repayments for held-to-maturity investment securities 3,967
Net decrease in interest-bearing deposits in banks —
Net decrease in loans 16,740
Proceeds from sale of other real estate 1,502
Net decrease in accounts receivable servicing receivables 40
Purchases of equipment (151
Net decrease in FHLB stock 146
Net cash (used in) provided by investing activities (10,474
6

2009

$579

5,029
24
418
(160
114
(36
(116
108
(12
301
(847
(1,493

3,909

4,836
575
(13,351
5,942
6,463
3,357
5,675
1,947
1,192
(334

16,302

10
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AMERICAN RIVER BANKSHARES
CONSOLIDATED STATEMENT OF CASH FLOWS (Continued)

(Unaudited)
(dollars in thousands)
For the six months ended June 30, 2010 2009
Cash flows from financing activities:
Net increase in demand, interest-bearing and savings deposits $9,219 $10,774
Net (decrease) increase in time deposits (15,366 ) 1,774
Net decrease in short-term borrowings (5,000 ) (28,731
Net (decrease) increase in long-term borrowings (5,000 ) 7,500
Payment of cash dividends — (1,658
Exercise of stock options — 22
Tax benefit from exercise of stock options — 12
Net cash used in financing activities $(16,147 ) $(10,307
(Decrease) increase in cash and cash equivalents (18,912 ) 9,904
Cash and cash equivalents at beginning of year 58,493 15,170
Cash and cash equivalents at end of period $39,581 $25,074

See Notes to Unaudited Consolidated Financial Statements

)

11



Edgar Filing: AMERICAN RIVER BANKSHARES - Form 10-Q

AMERICAN RIVER BANKSHARES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2010

1. CONSOLIDATED FINANCIAL STATEMENTS

In the opinion of management, the unaudited consolidated financial statements contain all adjustments (consisting of
only normal recurring adjustments) necessary to present fairly the consolidated financial position of American River
Bankshares (the “Company”) at June 30, 2010 and December 31, 2009, and the results of its operations and its cash
flows for the three-month and six-month periods ended June 30, 2010 and 2009 in conformity with accounting
principles generally accepted in the United States of America.

Certain disclosures normally presented in the notes to the annual consolidated financial statements prepared in
accordance with accounting principles generally accepted in the United States of America have been omitted. The
Company believes that the disclosures are adequate to make the information not misleading. These interim
consolidated financial statements should be read in conjunction with the consolidated financial statements and notes
thereto included in the Company’s 2009 annual report on Form 10-K. The results of operations for the three-month and
six-month periods ended June 30, 2010 may not necessarily be indicative of the operating results for the full year.

In preparing such financial statements, management is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities as of the date of the balance sheet and revenues and expenses for the period.
Actual results could differ significantly from those estimates. Material estimates that are particularly susceptible to
significant changes in the near term relate to the determination of the allowance for loan and lease losses, the
provision for taxes, the valuation of goodwill and the estimated fair value of investment securities and other real estate
owned.

Management has determined that since all of the banking products and services offered by the Company are available
in each branch office of American River Bank, all branch offices are located within the same economic environment
and management does not allocate resources based on the performance of different lending or transaction activities, it
is appropriate to aggregate all of the branch offices and report them as a single operating segment. No client accounts
for more than ten percent (10%) of revenues for the Company or American River Bank.

2. STOCK-BASED COMPENSATION
Equity Plans

On March 17, 2010, the Board of Directors adopted the 2010 Equity Incentive Plan (the “2010 Plan”). The 2010 Plan
was approved by the Company’s shareholders on May 20, 2010. In 2000, the Board of Directors adopted and the
Company’s shareholders approved a stock option plan (the “2000 Plan”). The total authorized shares that are available
for issuance under the 2010 Plan is 1,476,829. The 2010 Plan provides for the following types of stock-based awards:
incentive stock options; nonqualified stock options; stock appreciation rights; restricted stock; restricted performance
stock; unrestricted Company stock; and performance units. The 2000 Plan provides for incentive stock options and
nonqualified stock options. Under the 2010 Plan and the 2000 Plan (collectively the “Plans”) the awards may be granted
to employees and directors under incentive and nonstatutory agreements. The Plans require that the option price may
not be less than the fair market value of the stock at the date the option is granted. The option awards under the Plans
expire on dates determined by the Board of Directors, but not later than ten years from the date of award. The vesting
period is generally five years; however, the vesting period can be modified at the discretion of the Company’s Board of
Directors. Outstanding option awards under the Plans are exercisable until their expiration, however, no new options
will be awarded under the 2000 Plan. New shares are issued upon exercise of an option. As of June 30, 2010, there

12
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have not been any awards issued under the 2010 Plan.

13
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Stock Option Compensation

There were no stock options awarded during the three-month periods ended June 30, 2010 and June 30, 2009. For the
three-month periods ended June 30, 2010 and 2009, the compensation cost recognized for stock option compensation
was $55,000 and $53,000, respectively. For the six-month periods ended June 30, 2010 and 2009, the compensation
cost recognized for stock option compensation was $110,000 and $108,000, respectively. The recognized tax benefit
for stock option compensation expense was $7,000 and $14,000, for the three-month periods ended June 30, 2010 and
2009, respectively. The recognized tax benefit for stock option compensation expense was $17,000 and $27,000, for
the six-month periods ended June 30, 2010 and 2009, respectively.

At June 30, 2010, the total compensation cost related to nonvested stock option awards not yet recorded is expected to
be $267,000. This amount will be recognized over the next four years and the weighted average period of recognizing
these costs is expected to be 1.5 years.

Stock Option Activity

A summary of option activity under the stock option plan as of June 30, 2010 and changes during the period then
ended is presented below:

Weighted
Average
Weighted Remaining Aggregate
Average Contractual Intrinsic Value
Options Shares Exercise Price Term ($000)
Outstanding at January 1, 2010 381,021 $ 17.20 5.3 years $ —
Granted — — — —
Exercised — — — —
Cancelled (714 ) $ 2259 — —
Outstanding at June 30, 2010 380,307 $ 17.19 6.0 years S —
Exercisable at June 30, 2010 254,052 $ 18.16 5.2 years S —

The intrinsic value was derived from the market price of the Company’s common stock of $7.47 as of June 30, 2010.
3. COMMITMENTS AND CONTINGENCIES

In the normal course of business there are outstanding various commitments to extend credit which are not reflected in
the financial statements, including loan commitments of approximately $59,125,000 and standby letters of credit of
approximately $10,261,000 at June 30, 2010. Such loans relate primarily to real estate construction loans, revolving
lines of credit and other commercial loans. However, all such commitments will not necessarily culminate in actual
extensions of credit by the Company during 2010 as some of these are expected to expire without being fully drawn
upon.

Standby letters of credit are commitments issued to guarantee the performance or financial obligation of a client to a
third party. These guarantees are issued primarily relating to purchases of inventory or as security for real estate rents
by commercial clients and are typically short-term in nature. Credit risk is similar to that involved in extending loan
commitments to clients and accordingly, evaluation and collateral requirements similar to those for loan commitments
are used. The majority of all such commitments are collateralized. The fair value of the liability related to these

14
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standby letters of credit, which represents the fees received for issuing the guarantees, was not significant at June 30,
2010 or June 30, 2009.

15
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4. EARNINGS PER SHARE COMPUTATION

Basic earnings per share is computed by dividing net income by the weighted average common shares outstanding for
the period (9,845,533 shares for the three-month and six-month periods ended June 30, 2010, and 5,797,533 and
5,796,025 shares for the three-month and six-month periods ended June 30, 2009). Diluted earnings per share reflect
the potential dilution that could occur if outstanding stock options were exercised. Diluted earnings per share is
computed by dividing net income by the weighted average common shares outstanding for the period plus the dilutive
effect of options. When a loss occurs there is no effect on the calculation of diluted loss per share for common stock
equivalents because the conversion is anti-dilutive, as a result of the loss for the three months ended June 30, 2009
there are no diluted shares reported for that period. There were zero diluted shares for the three-month and six-month
periods ended June 30, 2010 and zero and 46,044 shares, respectively, for the three-month and six-month periods
ended June 30, 2009. Earnings per share is retroactively adjusted for stock dividends and stock splits, if applicable, for
all periods presented.

5. COMPREHENSIVE INCOME (LOSS)

Comprehensive income (loss) is reported in addition to net income (loss) for all periods presented. Comprehensive
income (loss) is comprised of net income (loss) plus other comprehensive income (loss). Other comprehensive income
(loss), net of taxes, was comprised of the unrealized gains (losses) on available-for-sale investment securities of
$964,000 and $1,930,000, respectively, for the three-month and six-month periods ended June 30, 2010 and
$(173,000) and $(234,000), respectively, for the three-month and six month periods ended June 30, 2009.
Comprehensive income (loss) was $1,018,000 and $2,290,000, respectively, for the three-month and six-month
periods ended June 30, 2010 and $(877,000) and $345,000, respectively, for the three-month and six-month periods
ended June 30, 2009. Reclassification adjustments resulting from realized gains or loss on sale of investment
securities were $(7,000) and $(5,000), respectively, for the three-month and six-month periods ending June 30, 2010
and $160,000 for both the three three-month and six-month periods ending June 30, 2009.

6. INVESTMENT SECURITIES

The amortized cost and estimated fair value of investment securities at June 30, 2010 and December 31, 2009
consisted of the following (dollars in thousands):

Available-for-Sale
June 30, 2010

Gross Gross Estimated

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
Debt securities:
Mortgage-backed securities $110,911 $3,201 $(68 ) $114,044
Obligations of states and political subdivisions 16,817 470 (18 ) 17,269
Equity securities:
Corporate stock 78 8 (7 ) 79

$127,806 $3,679 $(93 ) $131,392
10

16
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December 31, 2009

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Debt securities:
Mortgage-backed securities $75,823 $772 $(586 )  $76,009
Obligations of states and political subdivisions 20,400 347 (160 ) 20,587
Equity securities:
Corporate stock 82 11 (7 ) 86
$96,305 $1,130 $(753 ) $96,682

Net unrealized gains on available-for-sale investment securities totaling $3,586,000 were recorded, net of $1,434,000
in tax liabilities, as accumulated other comprehensive income within shareholders’ equity at June 30, 2010. Proceeds
and gross realized gains (losses) from the sale and call of available-for-sale investment securities for the six-month
period ended June 30, 2010 totaled $3,843,000 and $(5,000), respectively. There were no transfers of
available-for-sale investment securities for the six-month period ended June 30, 2010.

During 2008, management determined that one equity security (FNMA Preferred Stock) had a loss considered to be
other-than-temporary and the Company recorded an impairment charge of $245,000. The security had a remaining
balance of $5,000 at June 30, 2010 and December 31, 2009.

Net unrealized gains on available-for-sale investment securities totaling $377,000 were recorded, net of $155,000 in
tax liabilities, as accumulated other comprehensive income within shareholders’ equity at December 31, 2009.
Proceeds and gross realized gains from the sale and call of available-for-sale investment securities for the six-month
period ended June 30, 2009 totaled $4,836,000 and $160,000, respectively. There were no transfers of
available-for-sale investment securities during the year ended December 31, 2009.

Held-to-Maturity
June 30, 2010

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Debt securities:
Mortgage-backed securities $ 8,445 $ 448 $ — $ 8,893
December 31, 2009
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Debt securities:
Mortgage-backed securities $ 12,331 $ 558 $ — $ 12,889

There were no sales of held-to-maturity investment securities for the periods ended June 30, 2010 and December 31,
2009 and no transfers of held-to-maturity investment securities for the periods ended June 30, 2010 and December 31,
2009.

11
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Investment securities with unrealized losses at June 30, 2010 and December 31, 2009 are summarized and classified
according to the duration of the loss period as follows (dollars in thousands):

2010
Less than 12 Months 12 Months or More Total
Fair Unrealized  Fair Unrealized  Fair Unrealized
Value Losses Value Losses Value Losses
Available-for-Sale
Debt securities:
Mortgage-backed
securities $ 9,580 $ 48) $ 1,682 $ 200 $ 11,262 $ (68)
Obligations of states and
political subdivisions 892 (15) 292 3) 1,184 (18)
Corporate stock 4 3) 5 4 9 (7)
$ 10476 $ 66) $ 1,979 $ 27 ) $ 12455 $ O3 )
2009
Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Available-for-Sale
Debt securities:
Mortgage-backed
securities $ 41,046 $ 527 ) $ 27752 $ 39 ) $ 43,798 $ (586 )
Obligations of states and
political subdivisions 4,081 80 ) 2,641 &0 ) 6,722 (160 )
Corporate stock 5 3 ) 3 4 ) 8 (7 )

$ 45,132 $ 610 ) $ 5,396 $ (143 ) $ 50,528 $ (753 )

There were no held-to-maturity investment securities with unrealized losses as of June 30, 2010 or December 31,
2009.

At June 30, 2010, the Company held 165 securities of which 11 were in a loss position for less than twelve months
and 9 were in a loss position for twelve months or more. Of the 20 securities in a loss position, 9 are corporate stocks,
8 are mortgage-backed securities and 3 are obligations of states and political subdivisions. At December 31, 2009, the
Company held 155 securities of which 32 were in a loss position for less than twelve months and 10 were in a loss
position for twelve months or more. Of the 42 securities in a loss position, 23 are mortgage-backed securities, 10 are
obligations of states and political subdivisions and 9 are corporate stocks.

The unrealized loss on the Company’s investments in mortgage-backed securities and obligations of states and political
subdivisions is primarily driven by interest rates. Because the decline in market value is attributable to a change in
interest rates and not credit quality, and because the Company has the ability and intent to hold these investments until
recovery of fair value, which may be until maturity, management does not consider these investments to be
other-than-temporarily impaired.

12
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The amortized cost and estimated fair value of investment securities at June 30, 2010 by contractual maturity are
shown below (dollars in thousands).

Available-for-Sale Held-to-Maturity
Estimated Estimated
Amortized Fair Amortized Fair
Cost Value Cost Value
Within one year $ 771 $ 776
After one year through five years 7,058 7,252
After five years through ten
years 4,416 4,576
After ten years 4,572 4,665
16,817 17,269
Investment securities not due at
a single maturity date:
Mortgage-backed securities 110,911 114,044 $ 8,445 $ 8,893
Corporate stock 78 79

$ 127,806 $ 131,392 $ 8,445 $ 8,893

Expected maturities will differ from contractual maturities because the issuers of the securities may have the right to
call or prepay obligations with or without call or prepayment penalties.

7. IMPAIRED AND NONPERFORMING LOANS AND LEASES AND OTHER REAL ESTATE OWNED

At June 30, 2010 and December 31, 2009, the recorded investment in nonperforming loans and leases was
approximately $19,259,000 and $20,964,000, respectively. Nonperforming loans and leases include all such loans and
leases that are either placed on nonaccrual status or are 90 days past due as to principal or interest but still accrue
interest because such loans are well-secured and in the process of collection. The Company considers a loan to be
impaired when, based on current information and events, it is probable that it will be unable to collect all amounts due
(principal and interest) according to the original contractual terms of the loan agreement. At June 30, 2010, the
recorded investment in loans and leases that were considered to be impaired totaled $35,829,000, which includes loans
and leases considered to be nonperforming and $17,665,000 in performing loans and leases. Of the total impaired
loans of $35,829,000, loans totaling $26,375,000 were deemed to require no specific reserve and loans totaling
$9,454,000 were deemed to require a related valuation allowance of $2,395,000. At June 30, 2010, there were sixteen
loans and leases that were modified and are currently performing (less than ninety days past due) totaling $11,462,000
and eleven loans and leases that are considered nonperforming (and included in $18,164,000 noted above), totaling
$3,040,000, that are considered troubled debt restructures. At June 30, 2010 and December 31, 2009, there were no
unfunded commitments on those loans considered troubled debt restructures. At December 31, 2009, the recorded
investment in loans and leases that were considered to be impaired totaled $41,937,000 and had a related valuation
allowance of $3,810,000. If interest had been accruing on the nonperforming loans, such income would have
approximated $401,000 and $712,000, respectively, for the three months and six-month periods ended June 30, 2010
and $378,000 and $559,000, respectively, for the three months and six-month periods ended June 30, 2009.
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At June 30, 2010 and December 31, 2009, the recorded investment in other real estate owned (“OREQO”) was $3,219,000
and $2,508,000, respectively. At March 31, 2010, the Company had $3,271,000 in OREO. For the three months ended
June 30, 2010, the Company transferred property from five loans in the amount of $1,000,000 to OREO (and adjusted
the balances through charges to the allowance for loan and lease losses in the amount of $141,000), sold six properties
with balances of $866,000 for a net loss of $53,000, and recorded $45,000 in writedowns of OREO in other

noninterest expense. The June 30, 2010 OREO balance of $3,219,000 consists of seventeen properties with five being
residential real estate in the amount of $1,405,000 and twelve properties representing residential land, totaling
$1,814,000. Nonperforming loans and leases and OREO at June 30, 2010 and December 31, 2009 are summarized as
follows:

(in thousands) June 30, 2010 December 31, 2009
Nonaccrual loans and leases that are current to terms $ 2,284 $ 2,133

Nonaccrual loans and leases that are past due 16,975 18,831

Loans and leases past due 90 days and accruing

interest — —

Other real estate owned 3,219 2,508

Total nonperforming assets $ 22,478 $ 23.472
Nonperforming loans and leases to total loans and

leases 5.34 % 5.46 %
Total nonperforming assets to total assets 3.88 % 3.95 %

8. BORROWING ARRANGEMENTS

At June 30, 2010, the Company had $20,000,000 of unsecured short-term borrowing arrangements with two of its
correspondent banks. There were no advances under the borrowing arrangements as of June 30, 2010 or December 31,
2009.

The Company has a line of credit available with the Federal Home Loan Bank of San Francisco (the “FHLB”’) which is
secured by pledged mortgage loans and investment securities. Borrowings may include overnight advances as well as
loans with terms of up to thirty years. Advances (both short-term and long-term) totaling $21,500,000 were
outstanding from the FHLB at June 30, 2010, bearing interest rates ranging from 1.60% to 3.78% and maturing
between August 20, 2010 and January 13, 2014. Advances totaling $31,500,000 were outstanding from the FHLB at
December 31, 2009, bearing interest rates ranging from 1.60% to 3.78% and maturing between January 19, 2010 and
January 13, 2014. Remaining amounts available under the borrowing arrangement with the FHLB at June 30, 2010
and December 31, 2009 totaled $62,691,000 and $54,047,000, respectively. In addition, the Company has a secured
borrowing agreement with the Federal Reserve Bank of San Francisco. The borrowing can be secured by pledging
selected loans and investment securities. Borrowings generally are short-term including overnight advances as well as
loans with terms up to ninety days. Amounts available under this borrowing arrangement at June 30, 2010 and
December 31, 2009 were $33,714,000 and $36,353,000, respectively. There were no advances outstanding under this
borrowing arrangement as of June 30, 2010 and December 31, 2009.

9. INCOME TAXES

The Company files its income taxes on a consolidated basis with its subsidiaries. The allocation of income tax expense
(benefit) represents each entity’s proportionate share of the consolidated provision (benefit from) for income taxes.
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The Company accounts for income taxes using the balance sheet method, under which deferred tax assets and
liabilities are recognized for the tax consequences of temporary differences between the reported amounts of assets
and liabilities and their tax bases. Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws
and rates on the date of enactment. On the consolidated balance sheet, net deferred tax assets are included in accrued
interest receivable and other assets.

The benefit of a tax position is recognized in the financial statements in the period during which, based on all
available evidence, management believes it is more likely than not that the position will be sustained upon
examination, including the resolution of appeals or litigation processes, if any. Tax positions that meet the
more-likely-than-not recognition threshold are measured as the largest amount of tax benefit that is more than 50
percent likely of being realized upon settlement with the applicable taxing authority. The portion of the benefits
associated with tax positions taken that exceeds the amount measured as described above is reflected as a liability for
unrecognized tax benefits in the accompanying balance sheet along with any associated interest and penalties that
would be payable to the taxing authorities upon examination. The Company recognizes accrued interest and penalties
related to unrecognized tax benefits, if applicable, as a component of interest expense in the consolidated statements
of operations. There have been no significant changes to unrecognized tax benefits or accrued interest and penalties
for the three and six-month periods ended June 30, 2010.
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10. FAIR VALUE MEASUREMENTS

The carrying amounts and estimated fair values of the Company’s financial instruments are as follows (dollars in
thousands):

June 30, 2010 December 31, 2009
Estimated Estimated

Carrying Fair Carrying Fair

Amount Value Amount Value
Financial assets:
Cash and cash equivalents $39,581 $39,581 $58,493 $58,493
Investment securities 139,837 140,285 109,013 109,571
Loans and leases, net 353,409 347,883 376,322 370,057
FHLB stock 3,776 3,776 3,922 3,922
Accounts receivable servicing receivables — — 35 35
Accrued interest receivable 1,879 1,879 1,941 1,941
Cash surrender value of life insurance policies 10,869 10,869 10,742 10,742
Financial liabilities:
Deposits $463,608 $464,313 $469,755 $470,530
Short-term borrowings 9,500 9,500 14,500 14,500
Long-term borrowings 12,000 12,482 17,000 17,816
Accrued interest payable 326 326 344 344

Estimated fair values are disclosed for financial instruments for which it is practicable to estimate fair value. These
estimates are made at a specific point in time based on relevant market data and information about the financial
instruments. These estimates do not reflect any premium or discount that could result from offering the Company’s
entire holdings of a particular financial instrument for sale at one time, nor do they attempt to estimate the value of
anticipated future business related to the instruments. In addition, the tax ramifications related to the realization of
unrealized gains and losses can have a significant effect on fair value estimates and have not been considered in any of
these estimates.

Because no market exists for a significant portion of the Company’s financial instruments, fair value estimates are
based on judgments regarding current economic conditions, risk characteristics of various financial instruments and
other factors. These estimates are subjective in nature and involve uncertainties and matters of significant judgment
and therefore cannot be determined with precision. Changes in assumptions could significantly affect the fair values
presented.

The following methods and assumptions were used by the Company to estimate the fair value of its financial
instruments at June 30, 2010 and December 31, 2009:

Cash and cash equivalents: For cash and cash equivalents, the carrying amount is estimated to be fair value.
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Investment securities: For investment securities, fair values are based on quoted market prices, where available. If
quoted market prices are not available, fair values are estimated using quoted market prices for similar securities and
indications of value provided by brokers.

Loans and leases: For variable-rate loans and leases that reprice frequently with no significant change in credit risk,
fair values are based on carrying values. The fair values for other loans and leases are estimated using discounted cash
flow analyses, using interest rates being offered at each reporting date for loans and leases with similar terms to
borrowers of comparable creditworthiness. The carrying amount of accrued interest receivable approximates its fair
value.

FHLB stock: The carrying amount of FHLB stock approximates its fair value. This investment is carried at cost and is
redeemable at par with certain restrictions.

Accounts receivable servicing receivables: The carrying amount of accounts receivable servicing receivables
approximates their fair value because of the relatively short period of time between the origination of the receivables
and their expected collection.

Cash surrender value of life insurance policies: The fair value of life insurance policies are based on cash surrender
values at each reporting date as provided by insurers.

Deposits: The fair values for non-maturing deposits are, by definition, equal to the amount payable on demand at the
reporting date represented by their carrying amount. Fair values for fixed-rate certificates of deposit are estimated
using a discounted cash flow analysis using interest rates offered at each reporting date for certificates with similar
remaining maturities. The carrying amount of accrued interest payable approximates its fair value.

Short-term and long-term borrowings: The fair value of short-term borrowings is estimated to be the carrying amount.
The fair value of long-term borrowings is estimated using a discounted cash flow analysis using interest rates
currently available for similar debt instruments.

Commitments to extend credit: The fair value of commitments is based on fees currently charged to enter into similar

agreements, net of origination fees. These fees were not material at June 30, 2010 and December 31, 2009.
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The following table presents information about the Company’s assets and liabilities measured at fair value on a
recurring and nonrecurring basis as of June 30, 2010, and indicates the fair value hierarchy of the valuation techniques
utilized by the Company to determine such fair value. In general, fair values determined by Level 1 inputs utilize
quoted prices (unadjusted) in active markets for identical assets or liabilities that the Company has the ability to
access. Fair values determined by Level 2 inputs utilize information other than the quoted prices included in Level 1
that are observable for the asset or liability, either directly or indirectly. Level 2 inputs include quoted prices for
similar assets and liabilities in active markets, and inputs other than quoted prices that are observable for the asset or
liability, such as interest rates and yield curves that are observable at commonly quoted intervals. Level 3 inputs are
unobservable inputs for the asset or liability, and include situations where there is little, if any, market activity for the
asset or liability. In certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, the level in the fair value hierarchy within which the fair value measurement, in its entirety,
falls has been determined based on the lowest level input that is significant to the fair value measurement. The
Company’s assessment of the significance of a particular input to the fair value measurement in its entirety requires
judgment, and considers factors specific to the asset or liability.

Fair Value Measurements Using

Quoted
Prices in
Active
Markets for Other Significant
Identical Observable Unobservable
Description Assets Inputs Inputs (Level Total
(dollars in thousands)  Fair Value (Level 1) (Level 2) 3) Losses
June 30, 2010
Assets and liabilities
measured on a
recurring basis:
Available-for-sale
securities $ 131,392 $ 75 $ 131,317 $ — N/A
Assets and liabilities
measured on a
nonrecurring basis:
Impaired loans $ 17,854 $ — $ 16,210 $ 1,644 $ (2,144 )
Other real estate
owned 3,219 — 3,219 — 405 )
Total $ 21,073 $ — $ 19,429 $ 1,644 $ (2,549 )
December 31, 2009
Assets and liabilities
measured on a
recurring basis:
Available-for-sale
securities $ 96,682 $ 78 $ 96,604 $ — N/A
Assets and liabilities
measured on a
nonrecurring basis:
Impaired loans $ 18,461 $ — $ 16,081 $ 2,380 $ (3,633 )
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Other real estate
owned 2,508 — 2,508 — (1,089 )
Total $ 20,969 $ — $ 18,859 $ 2,380 $ 4,722 )

There were no recurring items valued using significant unobservable inputs (level 3) for available-for-sale securities
as of June 30, 2010 and December 31, 2009. There were no transfers between level 1 and level 2 during the six
months ended June 30, 2010 or the twelve months ended December 31, 2009.

The following methods were used to estimate the fair value of each class of financial instrument above:

Available-for-sale securities - Fair values for investment securities are based on evaluated pricing models that vary by
asset class and incorporate available trade, bid and other market information. Evaluated pricing applications apply
available information, as applicable, through processes such as benchmark curves, benchmarking to like securities,
sector groupings, and matrix pricing.

Impaired Loans - The fair value of impaired loans is based on the fair value of the collateral for all collateral
dependent loans and for other impaired loans is estimated using a discounted cash flow model.

Other real estate owned - Other real estate owned (“OREQO”) represents real estate which the Company has title to in
partial or full satisfaction of loans. At or near the time of foreclosure the Company obtains an appraisal and the OREO
is recorded at the fair value of the real estate less costs to sell, which becomes the property’s new basis. The value of
the OREO properties is periodically assessed by performing a property valuation, which could include a full or partial
appraisal.
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11. RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In July 2010, Financial Accounting Standards Board (the “FASB”) issued Accounting Standards Update 2010-20,
Disclosures about the Credit Quality of Financing Receivables and the Allowance for Credit Losses. This standard
expands disclosures about credit quality of financing receivables and the allowance for loan and lease losses. The
standard will require the Company to expand disclosures about the credit quality of our loans and leases and the
related reserves against them. The extra disclosures will include disaggregated matters related to our past due loans,
credit quality indicators, and modifications of loans and leases. The Company will adopt the standard beginning with
our December 31, 2010 financial statements. Management does not currently believe that the adoption of this standard
will have a material impact on the Company’s financial position, results of operation, or cash flows.

12. OTHER MATTERS

In February 2010, in connection with American River Bank’s (the “Bank”) regularly scheduled 2009 FDIC examination,
the Bank entered into a Memorandum of Understanding (the “Memorandum’”) with the FDIC and the California
Commissioner of Financial Institutions. The Memorandum covers actions to be taken by the Board of Directors and
management to enhance BSA compliance; reduce the Bank’s level of classified assets and further strengthen and
improve the Bank’s asset quality; requesting regulatory approval prior to paying any cash dividends; and maintaining
the Bank’s Tier 1 Leverage capital ratio at not less than 8% and a Total Risk-Based capital ratio of not less than 11%.
As of June 30, 2010, the foregoing ratios for the Bank were 11.7% and 18.5%, respectively. The Company believes
that the Bank is currently in compliance in all material respects with the actions described in the Memorandum.
Consequently, the Company does not expect these actions to significantly change its business strategy in any material
respect; however, noncompliance with provisions of the Memorandum could result in regulatory enforcement actions
that could have a material adverse effect upon the Company.

On July 21, 2010, President Obama signed the Dodd-Frank Wall Street Reform and Consumer Protection Act (the
“Act”). Provisions of the Act that will affect the Company and Bank depositors include a permanent increase to
$250,000 as the maximum FDIC insurance limit per depositor retroactive to January 1, 2008 and the extension of
unlimited FDIC insurance for noninterest-bearing transaction accounts effective December 31, 2010 through
December 31, 2012. It is uncertain whether these changes will result in increased FDIC insurance assessments in the
future. It is also uncertain how and to what extent other provisions of the Act and regulations promulgated thereunder
will impact the results of operations of the Company in the future.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following is management’s discussion and analysis of the significant changes in American River Bankshares’ (the
“Company”’) balance sheet accounts between December 31, 2009 and June 30, 2010 and its income and expense
accounts for the three-month and six-month periods ended June 30, 2010 and 2009. The discussion is designed to
provide a better understanding of significant trends related to the Company’s financial condition, results of operations,
liquidity, capital resources and interest rate sensitivity. This discussion and supporting tables and the consolidated
financial statements and related notes appearing elsewhere in this report are unaudited. Interest income and net interest
income are presented on a fully taxable equivalent basis (“FTE”) within management’s discussion and analysis.

Certain matters discussed or incorporated by reference in this Quarterly Report on Form 10-Q including, but not

limited to, matters described in “Item 2 - Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” are “forward-looking statements” within the meaning of Section 21E of the Securities Exchange Act of

1934, as amended, Section 27A of the Securities Act of 1933, as amended, and subject to the safe-harbor provisions of

the Private Securities Litigation Reform Act of 1995. Such forward-looking statements may contain words related to

future projections including, but not limited to, words such as “believe,” “expect,” “anticipate,” “intend,” “may,” “will,” “shou
“could,” “would,” and variations of those words and similar words that are subject to risks, uncertainties and other factors

that could cause actual results to differ materially from those projected. Factors that could cause or contribute to such

differences include, but are not limited to, the following:

EEINT3 99 ¢

the duration of financial and economic volatility and decline and actions taken by the United States
Congress and governmental agencies, including the United States Department of the Treasury, to deal
with challenges to the U.S. financial system;

the risks presented by a continued economic recession, which could adversely affect credit quality,
collateral values, including real estate collateral, investment values, liquidity and loan originations and
loan portfolio delinquency rates;

variances in the actual versus projected growth in assets and return on assets;

potential continued or increasing loan and lease losses;

potential increasing levels of expenses associated with resolving nonperforming assets as well as
regulatory changes;

changes in the interest rate environment including interest rates charged on loans, earned on securities
investments and paid on deposits and other borrowed funds;

competitive effects;

potential declines in fee and other noninterest income earned associated with economic factors as well
as regulatory changes;

general economic conditions nationally, regionally, and within our operating markets could be less
favorable than expected or could have a more direct and pronounced effect on us than expected and
adversely affect our ability to continue internal growth at historical rates and maintain the quality of our
earning assets;

changes in the regulatory environment including government intervention in the U.S. financial system;
changes in business conditions and inflation;

changes in securities markets, public debt markets, and other capital markets;

potential data processing and other operational systems failures or fraud;

potential continued decline in real estate values in our operating markets;

the effects of uncontrollable events such as terrorism, the threat of terrorism or the impact of the current
military conflicts in Afghanistan and Iraq and the conduct of the war on terrorism by the United States
and its allies, worsening financial and economic conditions, natural disasters, and disruption of power
supplies and communications;
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changes in accounting standards, tax laws or regulations and interpretations of such standards, laws or
regulations;

projected business increases following any future strategic expansion could be lower than expected;

the goodwill we have recorded in connection with acquisitions could become impaired, which may have
an adverse impact on our earnings;

the reputation of the financial services industry could experience further deterioration, which could
adversely affect our ability to access markets for funding and to acquire and retain customers; and

the efficiencies we may expect to receive from any investments in personnel and infrastructure may not
be realized.

The factors set forth under “Item 1A - Risk Factors” in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2009, and other cautionary statements and information set forth in this Quarterly Report on Form 10-Q
should be carefully considered and understood as being applicable to all related forward-looking statements contained
in this Quarterly Report on Form 10-Q, when evaluating the business prospects of the Company and its subsidiaries.

Forward-looking statements are not guarantees of performance. By their nature, they involve risks, uncertainties and
assumptions. The future results and shareholder values may differ significantly from those expressed in these
forward-looking statements. You are cautioned not to put undue reliance on any forward-looking statement. Any such
statement speaks only as of the date of this report, and in the case of any documents that may be incorporated by
reference, as of the date of those documents. We do not undertake any obligation to update or release any revisions to
any forward-looking statements, to report any new information, future event or other circumstances after the date of
this report or to reflect the occurrence of unanticipated events, except as required by law. However, your attention is
directed to any further disclosures made on related subjects in our subsequent reports filed with the Securities and
Exchange Commission (the “SEC”) on Forms 10-K, 10-Q and 8-K.

Critical Accounting Policies
General

The Company’s financial statements are prepared in accordance with accounting principles generally accepted in the
United States of America (“GAAP”). The financial information contained within our statements is, to a significant
extent, financial information that is based on measures of the financial effects of transactions and events that have
already occurred. We use historical loss data and the economic environment as factors, among others, in determining
the inherent loss that may be present in our loan and lease portfolio. Actual losses could differ significantly from the
factors that we use. In addition, GAAP itself may change from one previously acceptable method to another method.
Although the economics of our transactions would be the same, the timing of events that would impact our
transactions could change.

Allowance for Loan and Lease Losses

The allowance for loan and lease losses is an estimate of the credit loss risk in our loan and lease portfolio. The
allowance is based on two basic principles of accounting: (1) “Accounting for Contingencies,” which requires that losses
be accrued when it is probable that a loss has occurred at the balance sheet date and such loss can be reasonably
estimated; and (2) “Accounting by Creditors for Impairment of a Loan,” which requires that losses be accrued on
impaired loans based on the differences between the value of collateral, present value of future cash flows or values

that are observable in the secondary market and the loan balance.

The allowance for loan and lease losses is determined based upon estimates that can and do change when the actual
risk, loss events, or changes in other factors, occur. The analysis of the allowance uses an historical loss view as an
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indicator of future losses and as a result could differ from the loss incurred in the future. If the allowance for loan and
lease losses falls below that deemed adequate (by reason of loan and lease growth, actual losses, the effect of changes
in risk factors, or some combination of these), the Company has a strategy for supplementing the allowance for loan
and lease losses, over the short-term. For further information regarding our allowance for loan and lease losses, see
“Allowance for Loan and Lease Losses Activity” discussion later in this Item 2.
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Stock-Based Compensation

The Company recognizes compensation expense in an amount equal to the fair value of the share-based payments
such as stock options granted to employees. The Company records compensation expense (as previous awards
continue to vest) for the unvested portion of previously granted awards that were outstanding on January 1, 2006 and
for all awards granted after that date as they vest. The fair value of each option is estimated on the date of grant and
amortized over the service period using an option-pricing model. Critical assumptions that affect the estimated fair
value of each option include expected stock price volatility, dividend yields, option life and the risk-free interest rate.

Goodwill

Business combinations involving the Company’s acquisition of the equity interests or net assets of another enterprise
or the assumption of net liabilities in an acquisition of branch offices constituting a business may give rise to
goodwill. Goodwill represents the excess of the cost of an acquired entity over the net of the amounts assigned to
assets acquired and liabilities assumed in transactions accounted for under the purchase method of accounting. The
value of goodwill is ultimately derived from the Company’s ability to generate net earnings after the acquisition. A
decline in net earnings could be indicative of a decline in the fair value of goodwill and result in impairment. For that
reason, goodwill is assessed for impairment at a reporting unit level at least annually following the year of acquisition.
The Company performed an evaluation of the goodwill, recorded as a result of the Bank of Amador acquisition,
during the fourth quarter of 2009 and determined that there was no impairment. While the Company believes all
assumptions utilized in its assessment of goodwill for impairment are reasonable and appropriate, changes in earnings,
the effective tax rate, historical earnings multiples and the cost of capital could all cause different results for the
calculation of the present value of future cash flows.

Fair Value

Effective January 1, 2008, the Company adopted the accounting principles of “Fair Value Measurements,” which among
other things, requires enhanced disclosures about financial instruments carried at fair value. “Fair Value Measurements”
establishes a hierarchical disclosure framework associated with the level of observable pricing scenarios utilized in
measuring financial instruments at fair value. The degree of judgment utilized in measuring the fair value of financial
instruments generally correlates to the level of the observable pricing scenario. Financial instruments with readily
available active quoted prices or for which fair value can be measured from actively quoted prices generally will have

a higher degree of observable pricing and a lesser degree of judgment utilized in measuring fair value. Conversely,
financial instruments rarely traded or not quoted will generally have little or no observable pricing and a higher degree
of judgment utilized in measuring fair value. Observable pricing scenarios are impacted by a number of factors,
including the type of financial instrument, whether the financial instrument is new to the market and not yet

established and the characteristics specific to the transaction.

General Development of Business

The Company is a bank holding company registered under the Bank Holding Company Act of 1956, as amended. The
Company was incorporated under the laws of the State of California in 1995. As a bank holding company, the
Company is authorized to engage in the activities permitted under the Bank Holding Company Act of 1956, as
amended, and regulations thereunder. Its principal office is located at 3100 Zinfandel Drive, Suite 450, Rancho
Cordova, California 95670 and its telephone number is (916) 854-0123. The Company employed an equivalent of 114
full-time employees as of June 30, 2010.
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The Company owns 100% of the issued and outstanding common shares of its banking subsidiary, American River
Bank (the “Bank”), and American River Financial, a California corporation which has been inactive since its
incorporation in 2003.

American River Bank was incorporated and commenced business in Fair Oaks, California, in 1983 and thereafter
moved its headquarters to Sacramento, California in 1985. The Bank operates: (1) five full service offices in
Sacramento and Placer Counties including the head office located at 1545 River Park Drive, Suite 107, Sacramento,
and branch offices located at 520 Capitol Mall, Suite 100, Sacramento, 9750 Business Park Drive, Sacramento, 10123
Fair Oaks Boulevard, Fair Oaks and 2240 Douglas Boulevard, Roseville, (2) two full service offices in Sonoma
County located at 412 Center Street, Healdsburg and 90 South E Street, Suite 110, Santa Rosa, operated under the
name ‘“North Coast Bank, a division of American River Bank,” and (3) ) three full service offices in Amador County
located at 422 Sutter Street, Jackson, 26395 Buckhorn Ridge Drive, Pioneer, and 66 Main Street, Ione, operated under
the name “Bank of Amador, a division of American River Bank.” North Coast Bank was acquired by the Company in
2000 as a separate bank subsidiary and was merged with and into American River Bank in 2003. The Company
acquired Bank of Amador in 2004 and was merged with and into American River Bank.

The Bank’s deposits are insured by the Federal Deposit Insurance Corporation (the “FDIC”) up to applicable legal limits.
The Bank is also participating in the FDIC Transaction Account Guarantee Program (the “TAGP”). Under the TAGP, all
noninterest-bearing transaction accounts are fully guaranteed by the FDIC for the entire amount. This coverage was in
effect until June 30, 2010 for banks that continued to participate in the TAGP and on June 22, 2010, the FDIC adopted

a final rule to further extend the program to December 31, 2010. The final rule included the possibility of an

additional 12-month extension through December 31, 2011, without further rulemaking, at the discretion of the FDIC
based on evaluation of economic factors. Coverage under the TAGP is in addition to and separate from the coverage
available under the FDIC’s general deposit insurance rules. FDIC insurance coverage and assessments are discussed
under “Item 1A--Risk Factors” in the Company’s Annual Report on Form 10-K for the year ended December 31, 2009.
In addition to the TAGP, on July 21, 2010, President Obama signed the Dodd-Frank Wall Street Reform and

Consumer Protection Act (the “Act”). The Act includes a permanent increase to $250,000 as the maximum FDIC
insurance limit per depositor retroactive to January 1, 2008 and the extension of unlimited FDIC insurance for
noninterest-bearing transaction accounts effective December 31, 2010 through December 31, 2012.

The Bank’s primary business is serving the commercial banking needs of small to mid-sized businesses within those
counties listed above. The Bank accepts checking and savings deposits, offers money market deposit accounts and
certificates of deposit, makes secured and unsecured commercial, secured real estate, and other installment and
revolving credit loans and offers other customary banking services. The Bank does not offer trust services or
international banking services and does not plan to do so in the near future. The Bank also conducts lease financing
for most types of business equipment, from computer software to heavy earth-moving equipment. The Bank owns
100% of two inactive companies, ARBCO and American River Mortgage. ARBCO was formed in 1984 to conduct
real estate development and has been inactive since 1995. American River Mortgage has been inactive since its
formation in 1994. During 2010, the Company conducted no significant activities other than holding the shares of its
subsidiaries. However, it is authorized, with the prior approval of the Board of Governors of the Federal Reserve
System (the “Federal Reserve Board”), the Company’s principal regulator, to engage in a variety of activities which are
deemed closely related to the business of banking. The common stock of the Company is registered under the
Securities Exchange Act of 1934, as amended, and is listed and traded on the Nasdaq Global Select Market under the
symbol “AMRB.”

Overview

The Company recorded net income of $54,000 for the quarter ended June 30, 2010, which was an increase of
$758,000 compared to the $704,000 loss reported for the same period of 2009. Diluted earnings per share for the
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second quarter of 2010 were $0.01 compared to a loss of $0.12 recorded in the second quarter of 2009. The return on
average equity (ROAE) and the return on average assets (ROAA) for the second quarter of 2010 were 0.24% and
0.04%, respectively, as compared to -4.41% and -0.50%, respectively, for the same period in 2009.
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Net income for the six months ended June 30, 2010 and 2009 was $360,000 and $579,000, respectively, with diluted
earnings per share of $0.04 and $0.10, respectively. For the first six months of 2010, ROAE was 0.82% and ROAA
was 0.12% compared to 1.83% and 0.20%, respectively, for the same period in 2009.

Total assets of the Company decreased by $15,375,000 (2.6%) from $594,418,000 at December 31, 2009 to
$579,043,000 at June 30, 2010. Net loans totaled $353,409,000 at June 30, 2010, down $22,913,000 (6.1%) from
$376,322,000 at December 31, 2009. Deposit balances at June 30, 2010 totaled $463,608,000, down $6,147,000
(1.3%) from $469,755,000 at December 31, 2009.

The Company ended the second quarter of 2010 with a Tier 1 capital ratio of 12.5% and a total risk-based capital ratio
of 19.6% compared to 12.4% and 18.4%, respectively, at December 31, 2009. Table One below provides a summary
of the components of net income for the periods indicated (See the “Results of Operations” section that follows for an
explanation of the fluctuations in the individual components).

Table One: Components of Net Income

For the three months For the six months

ended June 30, ended June 30,
(dollars in thousands) 2010 2009 2010 2009
Net interest income* $5,635 $6,102 $11,464 $12,527
Provision for loan and lease losses (2,011 ) (3,800 ) (3,652 ) (5,029 )
Noninterest income 460 649 921 1,159
Noninterest expense (4,055 ) (4,239 ) (8,240 ) (7,840 )
Benefit (provision) for income taxes 78 668 (23 ) (68 )
Tax equivalent adjustment (53 ) (84 ) (110 ) (170 )
Net income (loss) $54 $(704 ) $360 $579
Average total assets $584,511 $569,098 $584,428 $573,322
Net income (loss) (annualized) as a
percentage of average total assets 0.04 % (0.50 %) 0.12 % 0.20 %

* Fully taxable equivalent basis
Results of Operations
Net Interest Income and Net Interest Margin

Net interest income represents the excess of interest and fees earned on interest earning assets (loans and leases,
securities, Federal funds sold and investments in time deposits) over the interest paid on interest-bearing deposits and
borrowed funds. Net interest margin is net interest income expressed as a percentage of average earning assets. The
Company’s net interest margin was 4.52% for the three months ended June 30, 2010, 4.87% for the three months ended
June 30, 2009, 4.62% for the six months ended June 30, 2010 and 4.98% for the six months ended June 30, 2009.

The fully taxable equivalent interest income component for the second quarter of 2010 decreased $879,000 (11.9%) to
$6,526,000 compared to $7,405,000 for the three months ended June 30, 2009. The decrease in the fully taxable
equivalent interest income for the second quarter of 2010 compared to the same period in 2009 is broken down by rate
(down $611,000) and volume (down $268,000). The rate decrease can be attributed to the overall lower interest rate

36



Edgar Filing: AMERICAN RIVER BANKSHARES - Form 10-Q

environment, forgone interest on nonaccrual loans, and lower average loans replaced with higher average investment
securities. During the second quarter of 2010, foregone interest income on nonaccrual loans was approximately
$401,000, compared to foregone interest of $378,000 during the second quarter of 2009. The foregone interest of
$378,000 had a 32 basis point negative impact on the yield on earning assets. The average balance of earning assets
decreased 0.5% from $502,455,000 in the second quarter of 2009 to $499,975,000 in the second quarter of 2010. The
overall decrease in average assets during the three month period was predominately related to the decrease in loans.
The decrease in loans was substantially offset by an increase in investment securities. When compared to the second
quarter of 2009, average loan balances were down $45,571,000 (11.1%) to $365,388,000 for the second quarter of
2010 and average investment securities were up $45,526,000 (51.1%) to $134,587,000 for the second quarter of 2010.
The overall low interest rate environment, the negative effect of the foregone interest on loans, and the change in the
asset mix resulted in a 67 basis point decrease in the yield on average earning assets from 5.91% for 2009 to 5.24%
for 2010. The volume decrease of $268,000 occurred mainly as a result of the decrease in average loans. The market
in which the Company operates continues to see a slowdown in new loan volume as existing and potential new
borrowers continue to pay down debt and delay expansion plans.
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Total fully taxable equivalent interest income for the six months ended June 30, 2010 decreased $1,945,000 (12.8%)
to $13,297,000 compared to $15,242,000 for the six months ended June 30, 2009. The breakdown of the fully taxable
equivalent interest income for the six months ended June 30, 2010 over the same period in 2009 resulted from
decreases in rate (down $1,345,000) and a decrease in volume (down $600,000). Average earning assets decreased
$7,368,000 (1.5%) during the first six months of 2010 as compared to the same period in 2009. Average loan balances
decreased $42,531,000 (10.3%) during that same period and average investment securities balances increased
$38,128,000 (42.3%).

Interest expense was $412,000 (31.6%) lower in the second quarter of 2010 versus the prior year period. The average
balances on interest bearing liabilities were $14,005,000 (3.7%) lower in the second quarter of 2010 compared to the
same quarter in 2009. The lower balances accounted for an $183,000 decrease in interest expense for the same
periods. Average borrowings were down $32,428,000 (59.8%) as the Company replaced higher cost borrowings with
lower cost checking and money market accounts. Average deposit balances increased $24,145,000 or 5.4% from
$444,945,000 during the second quarter of 2009 to $469,090,000 during the second quarter of 2010. The Company
continues to have success attracting new deposit relationships, as a direct result of its business development efforts. As
a result of the lower overall interest rate environment, the decrease in rates accounted for a $229,000 reduction in
interest expense for the three-month period ended June 30, 2010 compared to the same quarter in 2009. Rates paid on
interest bearing liabilities decreased 39 basis points from the second quarter of 2009 to the second quarter of 2010
from 1.36% to 0.97%. Despite the lower overall rate environment, the average rate paid on our borrowings increased
from 2.26% in the second quarter of 2009 to 2.39% during the second quarter of 2010. This increase is the result of
low rate short-term borrowings maturing leaving just longer-term higher rate borrowings. See the section titled “Other
Borrowed Funds” later in the section for more information on the Company’s borrowings.

Interest expense was $882,000 (32.5%) lower in the six-month period ended June 30, 2010 versus the prior year
period. The average balances on interest-bearing liabilities were $18,268,000 (4.7%) lower in the six-month period
ended June 30, 2010 compared to the same period in 2009. The lower balances, especially in the level of average
borrowings and time deposits accounted for a $376,000 decrease in interest expense. The decrease in interest expense
was also aided by lower rates, which accounted for a $506,000 decrease in interest expense for the six-month period.
Rates paid on interest-bearing liabilities decreased 41 basis points from the first six months of 2009 to the first six
months of 2010 from 1.41% to 1.00%.

Table Two, Analysis of Net Interest Margin on Earning Assets, and Table Three, Analysis of Volume and Rate
Changes on Net Interest Income and Expenses, are provided to enable the reader to understand the components and
trends of the Company’s interest income and expenses. Table Two provides an analysis of net interest margin on
earning assets setting forth average assets, liabilities and shareholders’ equity; interest income earned and interest
expense paid and average rates earned and paid; and the net interest margin on earning assets. Table Three sets forth a
summary of the changes in interest income and interest expense from changes in average asset and liability balances
(volume) and changes in average interest rates.
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Table Two: Analysis of Net Interest Margin on Earning Assets

Three Months Ended
June 30, 2010 2009
(Taxable Equivalent Avg Avg
Basis) Avg Yield Avg Yield
(dollars in thousands) Balance Interest €)) Balance Interest @)
Assets
Earning assets:
Loans and leases (1) $ 365,388 $ 5,580 6.13 % $ 410,959 $ 6,364 621 %
Taxable investment
securities 118,768 726 245 % 63,584 676 426 %
Tax-exempt
investment securities
2) 15,793 215 546 % 25,450 339 534 %
Corporate stock (2) 26 5 7713 % 27 6 89.13 %
Federal funds sold — — — 6 — 000 %
Investments in time
deposits — — — 2,429 20 330 %
Total earning assets 499,975 6,526 524 % 502,455 7,405 591 %
Cash & due from
banks 49,838 34,679
Other assets 43,414 38,122
Allowance for loan &
lease losses (8,716 ) (6,158 )

$ 584,511 $ 569,098
Liabilities &
Shareholders’ Equity
Interest bearing
liabilities:
Interest checking and
money market $ 181,892 343 076 % $ 155,630 323 083 %
Savings 40,783 58 057 % 33,380 54 0.65 %
Time deposits 124,612 360 1.16 % 139,844 621 1.78 %
Other borrowings 21,775 130 239 % 54,213 305 226 %
Total interest bearing
liabilities 369,062 891 097 % 383,067 1,303 1.36 %
Noninterest bearing
demand deposits 121,803 116,091
Other liabilities 4,743 5,842
Total liabilities 495,608 505,000
Shareholders’ equity 88,903 64,098

$ 584,511 $ 569,098
Net interest income & % %
margin (3) $ 5,635 4.52 $ 6,102 4.87

(1) Loan interest includes loan fees of $3,000 and loan costs of $7,000, respectively, during three months ending
June 30, 2010 and June 30, 2009. Average loan balances include non-performing loans.
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Includes taxable-equivalent adjustments that primarily relate to income on certain securities that is exempt from
federal income taxes. The effective federal statutory tax rate was 34% for 2010 and 20009.

Net interest margin is computed by dividing net interest income by total average earning assets.

Average yield is calculated based on actual days in the quarter (91 days) and annualized to actual days in the
year (365 days).
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Six Months Ended June 30, 2010 2009
Avg Avg

(Taxable Equivalent Basis) Avg Yield Avg Yield
(dollars in thousands) Balance Interest 4 Balance Interest 4
Assets
Earning assets:
Loans and leases (1) $ 371,816 $ 11,417 6.19 % $ 414,347 $ 13,082 637 %
Taxable investment
securities 112,133 1,434 2.58 % 64,113 1,411 444 %
Tax-exempt investment
securities (2) 16,082 440 552 % 25,981 690 536 %
Corporate stock (2) 26 6 46.54 % 19 6 63.68 %
Federal funds sold — — 0.00 % 22 — 0.00 %
Interest-bearing deposits in
banks — — 0.00 % 2,943 53 363 %
Total earning assets 500,057 13,297 536 % 507,425 15,242 6.06 %
Cash & due from banks 48,398 29,843
Other assets 44,482 42,037
Allowance for loan & lease
losses (8,509 ) (5,983 )

$ 584,428 $ 573,322

Liabilities & Shareholders’
Equity

Interest-bearing liabilities:
Interest checking and

money market $ 181,751 693 077 % $ 153,033 641 084 %
Savings 39,437 115 059 % 32,904 108 0.66 %
Time deposits 126,480 751 1.20 % 136,767 1,330 1.96 %
Other borrowings 22,633 274 244 % 65,865 636 1.95 %
Total interest-bearing
liabilities 370,301 1,833 1.00 % 388,569 2,715 141 %
Noninterest-bearing
demand deposits 119,998 114,844
Other liabilities 5,629 5,949
Total liabilities 495,928 509,362
Shareholders’ equity 88,500 63,960

$ 584,428 $ 573,322

Net interest income &
margin (3) $ 11,464 462 % $ 12,527 498 %

(1) Loan interest includes loan fees of $24,000 and $3,000, respectively, during the six months ending June 30,
2010 and June 30, 2009. Average loan balances include non-performing loans.

(2) Includes taxable-equivalent adjustments that primarily relate to income on certain securities that is exempt from
federal income taxes. The effective federal statutory tax rate was 34% for 2010 and 2009.

(3) Net interest margin is computed by dividing net interest income by total average earning assets.

(4) Average yield is calculated based on actual days in the period (181days) and annualized to actual days in the
year (365 days).
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Table Three: Analysis of Volume and Rate Changes on Net Interest Income and Expenses
Three Months Ended June 30, 2010 over 2009 (dollars in thousands)
Increase (decrease) due to change in:

Volume Rate (4) Net Change

Interest-earning assets:
Net loans (1)(2) $(706 ) $(78 ) $(784 )
Taxable investment securities 587 (537 ) 50
Tax exempt investment securities (3) (129 ) 5 (124 )
Corporate stock — (1 ) (1 )
Federal funds sold — — —
Interest-bearing deposits in banks (20 ) — (20 )
Total (268 ) (611 ) (879 )
Interest-bearing liabilities:
Interest checking and money market 55 (35 ) 20
Savings deposits 12 8 ) 4
Time deposits (68 ) (193 ) (261 )
Other borrowings (182 ) 7 (175 )
Total (183 ) (229 ) 412 )
Interest differential $(85 )  $(382 ) $467 )
Six Months Ended June 30, 2010 over 2009 (dollars in thousands)
Increase (decrease) due to change in:

Volume Rate (4) Net Change
Interest-earning assets:
Net loans (1)(2) $ (1,343 ) $ (322 ) $ (1,665 )
Taxable investment securities 1,057 (1,034 ) 23
Tax exempt investment securities (3) (263 ) 13 (250 )
Corporate stock 2 2 ) —
Federal funds sold — — —
Interest-bearing deposits in banks (53 ) — (53 )
Total (600 ) (1,345 ) (1,945 )
Interest-bearing liabilities:
Interest checking and money market 120 (68 ) 52
Savings deposits 21 (14 ) 7
Time deposits (100 ) 479 ) (579 )
Other borrowings 417 ) 55 (362 )
Total (376 ) (506 ) (882 )
Interest differential $ (224 ) $ (839 ) $ (1,063 )

(1) The average balance of non-accruing loans is immaterial as a percentage of total loans and, as such, has been
included in net loans.

(2) Loan fees of $3,000 and loan costs of $7,000, respectively, during the three months ending June 30, 2010 and
June 30, 2009, and loan fees of $24,000 and $3,000, respectively, during the six months ending June 30, 2010
and June 30, 2009, have been included in the interest income computation.

(3) Includes taxable-equivalent adjustments that primarily relate to income on certain securities that is exempt from
federal income taxes. The effective federal statutory tax rate was 34% for 2010 and 2009.

43



)

27

Edgar Filing: AMERICAN RIVER BANKSHARES - Form 10-Q

The rate/volume variance has been included in the rate variance.
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Provision for Loan and Lease Losses

The Company provided $2,011,000 for loan and lease losses for the second quarter of 2010 as compared to
$3,800,000 for the second quarter of 2009. Net loan and lease losses for the three months ended June 30, 2010 were
$2,950,000 or 3.24% (on an annualized basis) of average loans and leases as compared to $1,881,000 or 1.84% (on an
annualized basis) of average loans and leases for the three months ended June 30, 2009. For the first six months of
2010, the Company made provisions for loan and lease losses of $3,652,000 and net loan and lease losses were
$4,120,000 or 2.23% (on an annualized basis) of average loans and leases outstanding. This compares to provisions
for loan and lease losses of $5,029,000 and net loan and lease losses of $3,189,000 for the first six months of 2009 or
1.55% (on an annualized basis) of average loans and leases outstanding. The increase in the loan and lease losses for
2010 results from a continued high level of nonperforming loans and leases, due mainly to the overall challenging
economy in the Company’s market areas and the United States, overall. Although the chargeoffs increased from 2009
to 2010, the provision for loan and lease losses for the six months ended June 2010 compared to the six months ended
June 2009 was less. The majority of the chargeoffs in the first half of 2010 previously had specific reserves and those
reserves were reduced as the loans were charged down. At June 30, 2010, specific reserves were $2,395,000 compared
to $3,810,000 as of December 31, 2009. For additional information see the “Allowance for Loan and Lease Losses
Activity.”

Noninterest Income

Table Four below provides a summary of the components of noninterest income for the periods indicated (dollars in
thousands):

Table Four: Components of Noninterest Income

Three Months Six Months

Ended June 30, Ended June 30,

2010 2009 2010 2009
Service charges on deposit accounts $232 $251 $465 $493
Gain (loss) on sale of securities (7 ) 160 ® ) 160
Merchant fee income 104 112 201 221
Bank owned life insurance 69 59 127 116
Other 62 67 133 169
Total noninterest income $460 $649 $921 $1,159

Noninterest income decreased $18