Table of Contents

As filed with the Securities and Exchange Commission on April 14, 2014

Registration No. 333-[

]

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM S-1
REGISTRATION STATEMENT
UNDER
THE SECURITIES ACT OF 1933

LIVE OAK BANCSHARES, INC.
(Exact name of registrant as specified in its charter)

North Carolina
(State or other jurisdiction of
incorporation or organization)

6022

26-4596286

(Primary Standard Industrial
Classification Code Number)

(I.R.S. Employer
Identification Number)

1741 Tiburon Drive
Wilmington, North Carolina 28403
(910) 790-5867

(Address, including zip code, and telephone number, including area code, of registrant’s principal executive offices)

James S. Mahan, III
Chairman and Chief Executive Officer
Live Oak Bancshares, Inc.
1741 Tiburon Drive
Wilmington, North Carolina 28403
(910) 790-5867

(Name, address, including zip code, and telephone number, including area code, of agent for service)

Copies of all communications to:
Frank M. Conner III, Esq.
Michael Paul Reed, Esq.

Todd H. Eveson, Esq.
Alexander M. Donaldson, Esq.
Jonathan A. Greene, Esq.
Wyrick Robbins Yates & Ponton LLP

Covington & Burling LLP
1201 Pennsylvania Avenue, NW
Washington, DC 20004-2401

4101 Lake Boone Trail, Suite 300
Raleigh, North Carolina 27607

(202) 662-6000

(919) 781-4000

Approximate date of commencement of proposed sale to the public: As soon as practicable after this Registration Statement becomes effective.

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities Act of 1933 check the following
box: ¨
If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, please check the following box and list the Securities Act
registration statement number of the earlier effective registration statement for the same offering. ¨
If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the Securities Act registration statement number of
the earlier effective registration statement for the same offering. ¨

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the Securities Act registration statement number of
the earlier effective registration statement for the same offering. ¨
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the definitions of “large
accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer

¨

Accelerated filer

¨

Non-accelerated filer

¨ (Do not check if a smaller reporting company)

Smaller reporting company

x

CALCULATION OF REGISTRATION FEE
Proposed

Title of Each Class of
Securities to be Registered

Common Stock, no par value per share
(1)

(2)
(3)

Maximum
Aggregate
Offering Price (1)(2)

Amount of
Registration Fee (3)

$86,250,000

$11,109

Includes the aggregate offering price of additional shares that the underwriters have the right to purchase from the Registrant, if any.
Estimated solely for the purpose of calculating the registration fee in accordance with Rule 457(o) under the Securities Act of 1933, as amended.
Calculated in accordance with Rule 457(o) under the Securities Act of 1933, based on an estimate of the proposed maximum aggregate offering price.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR DATES AS MAY BE NECESSARY TO DELAY ITS
EFFECTIVE DATE UNTIL THE REGISTRANT SHALL FILE A FURTHER AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION
STATEMENT SHALL THEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8(a) OF THE SECURITIES ACT OF 1933, AS AMENDED, OR
UNTIL THE REGISTRATION STATEMENT SHALL BECOME EFFECTIVE ON SUCH DATE AS THE COMMISSION, ACTING PURSUANT TO SAID SECTION
8(a), MAY DETERMINE.

Table of Contents

SUBJECT TO COMPLETION, DATED APRIL 14, 2014
The information in this preliminary prospectus is not complete and may be changed. We may not sell these securities until the registration statement filed with the Securities and
Exchange Commission is effective. This preliminary prospectus is not an offer to sell these securities and we are not soliciting an offer to buy these securities in any jurisdiction
where the offer or sale is not permitted.

PRELIMINARY PROSPECTUS

Shares of Common Stock
$

Per Share

We are Live Oak Bancshares, Inc., the parent company and registered bank holding company of Live Oak Banking Company in Wilmington, North Carolina. We are offering
shares of our common stock, no par value per share, and the selling shareholders identified in this prospectus are offering
shares of our common stock
in a fully underwritten initial public offering. We will not receive any proceeds from sales by the selling shareholders. The underwriters have an option to purchase
additional shares of our common stock from us in this offering.

Prior to this offering, there has been no public market for our common stock. It is currently estimated that the initial public offering price per share will be between $
$
. We intend to apply to list our common stock on the NASDAQ Global Market under the symbol “LOB.”

and

Investing in our common stock involves risks. See “ Risk Factors ” beginning on page 25 to read about factors you should consider before buying
our common stock.
We are an “emerging growth company” under the federal securities laws and are eligible for reduced public company reporting requirements.
Neither the Securities and Exchange Commission nor any state securities commission or other regulatory body has approved or disapproved of these
securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.
The shares of our common stock that you purchase in this offering will not be savings accounts, deposits or other obligations of any of our bank or non-bank subsidiaries and
are not insured or guaranteed by the Federal Deposit Insurance Corporation or any other governmental agency.

Per Share

$

Initial public offering price
Underwriting discounts and commissions(1)

Total

$

Proceeds to us, before expenses
Proceeds to selling shareholders, before expenses
(1)

The underwriters will also be reimbursed for certain expenses incurred in this offering. See “Underwriting” for details of the compensation payable to the underwriters.

The underwriters expect to deliver the common stock offered hereby in New York, New York on or about
We have granted the underwriters an option to purchase up to an additional
discount, within 30 days from the date of this prospectus.

, 2014, subject to customary closing conditions.

shares of our common stock at the initial public offering price less the underwriting

SunTrust Robinson Humphrey

SunTrust Robinson Humphrey
Prospectus dated [ —], 2014.
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ABOUT THIS PROSPECTUS
You should rely only on the information contained in this prospectus. We, the selling shareholders, and the underwriters have not authorized any person to
provide you with different or inconsistent information. If anyone provides you with different or inconsistent information, you should not rely on it. We, the
selling shareholders, and the underwriters are not making an offer to sell these securities in any jurisdiction where the offer or sale is not permitted. You should
assume that the information appearing in this prospectus is accurate only as of the date on the front of this prospectus. Our business, financial condition,
results of operations and prospects may have changed since that date.
For investors outside the United States: neither we nor any of the underwriters have done anything that would permit this offering or possession or
distribution of this prospectus in any jurisdiction where action for that purpose is required, other than in the United States. You are required to inform
yourselves about and to observe any restrictions relating to this offering and the distribution of this prospectus outside of the United States.

Unless otherwise indicated or unless the context requires otherwise, all references in this prospectus to “LOB,” “we,” “us,” “our,” the “Company,” or
similar references, mean Live Oak Bancshares, Inc. and its subsidiaries on a consolidated basis. References to “Live Oak Bank” or the “Bank” mean our
wholly-owned banking subsidiary, Live Oak Banking Company.

INDUSTRY AND MARKET DATA
Industry and market data used in this prospectus has been obtained from independent industry sources and publications available to the public, sometimes
with a subscription fee, as well as from research reports prepared for other purposes. We did not commission the preparation of any of the sources or
publications referred to in this prospectus. Industry publications and surveys and forecasts generally state that the information contained therein has been
obtained from sources believed to be reliable. We have not independently verified the data obtained from these sources. Forward-looking information obtained
from these sources is subject to the same qualifications and the additional uncertainties regarding the other forward-looking statements in this prospectus.
Trademarks used in this prospectus are the property of their respective owners, although for presentational convenience we may not use the ® or the ™
symbols to identify such trademarks.

IMPLICATIONS OF BEING AN EMERGING GROWTH COMPANY
As a company with less than $1.0 billion in gross revenue during our last fiscal year, we qualify as an “emerging growth company” as defined in the
Jumpstart Our Business Startups Act of 2012, or the JOBS Act. An emerging growth company may take advantage of reduced regulatory and reporting
requirements that are otherwise generally applicable to public companies. As an emerging growth company:

• we may present only two years of audited financial statements and only two years of related “Management’s Discussion and Analysis of Financial
Condition and Results of Operations”;
• we are exempt from the requirement to obtain an attestation and report from our auditors on the assessment of our internal control over financial reporting
pursuant to the Sarbanes-Oxley Act;
• we are permitted to provide less extensive disclosure about our executive compensation arrangements;
• we are not required to hold non-binding advisory votes on executive compensation or golden parachute arrangements; and
• we can delay the adoption of new or revised accounting standards affecting public companies until those standards would otherwise apply to private
companies.
ii
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We may take advantage of these provisions for up to five years unless we earlier cease to be an emerging growth company. We will cease to be an emerging
growth company if we have more than $1.0 billion in annual gross revenues, have more than $700.0 million in market value of our common stock held by
non-affiliates as of any June 30 before that time, or issue more than $1.0 billion of non-convertible debt in a three-year period. We may choose to take
advantage of some but not all of these reduced regulatory and reporting requirements. We have elected in this prospectus to take advantage of scaled disclosure
relating to executive compensation arrangements. However, we have elected to include the audited consolidated balance sheets, statements of income,
comprehensive income, changes in shareholders’ equity and cash flows for the year ended December 31, 2011. We believe that the 2011 financial information
provides relevant information regarding the Company’s growth and strategic trajectory.

Following this offering, we may continue to take advantage of some or all of the reduced regulatory, accounting and reporting requirements that will be
available to us as long as we continue to qualify as an emerging growth company. Under the JOBS Act, emerging growth companies can delay adopting new or
revised accounting standards until such time as those standards apply to private companies. We have elected to avail ourselves of this extended transition
period for complying with new or revised accounting standards and, therefore, we will not be subject to the same new or revised accounting standards as other
public companies that are not emerging growth companies. It is possible that some investors could find our common stock less attractive because we may take
advantage of these exemptions. If some investors find our common stock less attractive, there may be a less active trading market for our common stock and
our stock price may be more volatile.

DEVELOPMENTS AFFECTING OUR BUSINESS AFTER THE OFFERING
In connection with the completion of this offering, we intend to take the following significant corporate actions which will affect our financial condition and
results of operations after the offering:

• nCino Spin-Off: spin-off the ownership interests in our investment in nCino, Inc. to our shareholders as of a record date prior to completion of this
offering, which we refer to in this prospectus as the “nCino Spin-Off”;
• Cash Dividend: pay a cash distribution to our existing shareholders prior to our conversion from a “Subchapter S” corporation to a “C corporation” to
offset the estimated tax liability of our shareholders created by the nCino Spin-Off and for any undistributed 2014 tax amounts related to shareholders’
allocable share of 2014 S corporation taxable income, which we refer to in this prospectus as the “Cash Dividend”; and
• C Corporation Conversion: voluntarily terminate our status as a “Subchapter S” corporation and convert to a C corporation for federal income tax
purposes, which we refer to in this prospectus as the “C Corporation Conversion.”
For an explanation of each of these developments and their impact on our operations, see “Prospectus Summary – Developments Affecting Our Business
After the Offering” and “Unaudited Pro Forma Consolidated Financial Data.”
iii
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PROSPECTUS SUMMARY

This summary highlights selected information contained in greater detail elsewhere in this prospectus and does not contain all the information
that you need to consider in making your investment decision. You should carefully read this entire prospectus before deciding whether to invest in
our common stock. You should pay special attention to, among other things, our consolidated financial statements and the related notes thereto
and the “Risk Factors” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” sections of this
prospectus to determine whether an investment in our common stock is appropriate for you.
Although we intend to effect the nCino Spin-Off, the Cash Dividend, and the C Corporation Conversion immediately prior to the completion of
this offering, except where we indicate otherwise, our discussion of our financial condition and results of operations does not reflect these
transactions.

Our Company
We are a nationwide lender to small businesses in niche industries. We leverage industry expertise and a unique technology platform to optimize the
credit extension, administration process and borrowing experience for our customers. We have developed a business model we believe mitigates credit risk
and capitalizes on technology that facilitates efficient and prudent loan generation and portfolio management. Our guiding principles, in order of priority,
are soundness, profitability, and growth.

We originate loans partially guaranteed by the U.S. Small Business Administration, or the SBA, to small businesses and professionals in a select
group of industries with low risk characteristics. We refer to these carefully selected industries as “verticals.” Within each vertical we have developed indepth expertise by retaining officers who possess extensive industry lending experience in these sectors and who continue to deepen trade knowledge by
participating in a variety of sector-focused educational and marketing events.
Our tactical immersion into industry verticals is coupled with our focus on developing detailed knowledge of our customers’ businesses through
regular visits to their operations wherever they are located to provide us and our customers with an in-depth and personalized experience throughout the
loan relationships. We believe our industry and customer-focused approach provides us greater insight into our customers’ credit characteristics and
needs and furthers our knowledge base of the vertical in which the customer operates. In turn, we are able to provide our borrowers valuable insight into
trends and developments in their industry verticals and within their operations. We are able to service our customers efficiently throughout the loan
process and monitor their performance by means of our integrated proprietary technology platform. As a result, we have no need to maintain any
traditional branch locations or ATMs and we do not employ any tellers, thus eliminating a significant component of the overhead expense associated with
the traditional banking franchise.
We typically sell the SBA-guaranteed portion (generally 75% of the principal balance) of the loans we originate at a premium in the secondary market.
We also generally sell participation interests in the remaining portion of our loans while retaining a 10% unguaranteed interest and the servicing rights to
the entire loan. As a result of our business model, our net income is driven primarily by non-interest income rather than net interest income.
Our focus on originating SBA guaranteed loans in select verticals nationwide has allowed us to organically develop loan portfolio credit characteristics
that we believe are attractive. Our portfolio is geographically dispersed throughout all U.S. regions (Southeast, Northeast, Midwest, Southwest, and West)
with each region representing between 14% and 27% of our total loan portfolio during 2013. Only one state (California at 14%) represented more than 10%
of our aggregate held-for-investment loan portfolio at year-end 2013. Additionally, during 2013 our average unguaranteed exposure per loan was
approximately $125 thousand compared to an average outstanding principal loan balance of approximately $800 thousand.

1
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Our ability to develop and execute on our business model has yielded a compounded growth rate in loan production of 25% since 2008. For the U.S.
government’s 2013 fiscal year (the four quarters ended September 30, 2013), we were the third most active SBA 7(a) lender in the United States by gross
approval amount, behind only Wells Fargo Bank and U.S. Bank.

Vertical Immersion Strategy
We have focused our lending to small businesses and professionals in specific industry segments, or verticals, in which we build deep industry
expertise. Our seven existing industry verticals consist of the following:

• Veterinary Practices
• Healthcare Services (medical/dental/optometry)
• Independent Pharmacies
• Death Care Management (funeral/crematory)
• Investment Advisors
• Family Entertainment Centers
• Poultry Agriculture
We are engaged and active in each of the industries we serve by attending conventions and trade shows, and by speaking at universities and industry
events. Each vertical is staffed by personnel with industry-specific knowledge, experience and contacts. For example, our senior lender in the Independent
Pharmacies vertical is a third-generation pharmacist who brings broad experience and expertise to his position as a loan officer responsible for examining,
evaluating and closing extensions of credit to independent pharmacies. Our Death Care Management vertical expertise includes the former president and
chief operating officer of Service Corporation International (a company that operates a network of more than 2,000 funeral homes and cemeteries), and
another individual who began his career in the funeral services industry over 32 years ago. Our Veterinary Practices vertical benefits from the experience
of a licensed veterinarian and attorney who provides an informed perspective to our Veterinary Practices vertical team and customers.
This industry-specific expertise and participation increases our visibility within our verticals. It is also helpful in identifying and selecting creditworthy borrowers and attractive financing projects prior to the formal underwriting process. Our familiarity with and participation in our verticals allows
us to provide ongoing customer service that is relevant for each business owner’s specific industry segment.
We attempt to identify verticals with a statistical history of performance and a low risk profile. It is our intent to add a new industry to our portfolio
every 12 months. Potential industries are identified and researched by our “Emerging Markets” division. We have chosen verticals that display some or
all of the following characteristics:

• Stable cash flows
• Barriers to entry
• Granular customer bases
• Collateral shortfall
• Limited to no foreign competition
• Growing demand
• Rapid cash cycles
• Recession resistant

2
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• Limited malpractice risk
• Underserved by other/traditional banking models
Through our industry expertise, speed-to-market, and differentiated level of borrower experience and customer service, we have increased annual
production in each year since inception. The growth in production has been due to the maturity of certain industry verticals, the establishment of new
industry verticals and our origination of loans that are generally larger than the average SBA loan. The following table summarizes our annual production
by industry vertical:

2007

2008

2009

Years Ended December 31,
2010
2011

2012

2013

$ 174,768
81,363
103,358
54,075
—

$ 147,661
109,317
106,391
101,736
33,647
—
$ 498,752

Total

(dollars in thousands)

Veterinary Practices
Healthcare Services
Independent Pharmacies
Death Care Management
Investment Advisors
Other
Total

$ 40,226
—
—
—
—
775
$ 41,001

$ 161,230
150

—
—
—
1,209
$ 162,589

$ 145,920
13,385
—
—
—
1,275
$ 160,580

$ 150,788
56,580
48,919
—
—
30

$ 256,317

$ 149,485
69,860
86,757
—
—
535
$ 306,637

199

$ 413,763

$

970,078
330,655
345,425
155,811
33,647
4,023
$ 1,839,639

In January 2014, we hired a team of five commercial lenders who have decades of experience in the poultry agriculture industry. The addition of these
professionals provides us with an experienced team of poultry industry lenders who have a close understanding of agricultural businesses. We expect
loans extended in this vertical to primarily fund the following agricultural-related activities: the construction of new poultry farms, the purchase or
refinancing of existing operations, and the purchase of new equipment or supplies.

Our vertical immersion strategy and our commitment to sound credit underwriting and credit administration are reflected in the credit quality of our
loan portfolio. Our borrowers have historically had an average Fair Isaac Corporation, or FICO, score in excess of 700 using the lowest of scores provided
by three credit bureaus at the time of underwriting and an average debt service coverage ratio of approximately 200% using the most current borrower
financial statements available as of February 2014. To date, we have never had a denial or repair of any SBA guarantee submitted for payment.
We do not pay our lenders commissions. Our management believes that incentivizing our lenders to produce more loans through the payment of
commissions creates an inherent conflict with sound credit administration. By choosing not to implement a commission-based payment structure, we
believe we generate loans of greater credit quality, enhancing overall portfolio performance and aligning lenders’ interests with those of the entire company.
We believe this alignment of interests is a strategic differentiator at Live Oak.
Technology

We have created a technology-based platform to facilitate lending to the small business community on a national basis and we have leveraged this
technology to optimize our loan origination process, customer experience, reporting metrics, and servicing activity. In 2012, we formed nCino, Inc., or
nCino, to develop this technology, known as nCino’s Bank Operating System. The nCino Bank Operating System is a fully integrated operating system
built on Salesforce.com, Inc.’s Force.com cloud computing infrastructure platform. It provides a real-time view of our loan pipeline, as well as additional
process, borrower and credit data. The integration of this system into our day-to-day operations has improved work flow efficiency, minimized loan file
and documentation exceptions, and provided clarity into our loan portfolio. For example, we are able to segregate production data by vertical, geography,
lender, participating bank, or referral source. We can examine loans by their status in our pipeline and determine what outstanding documents are
required prior to submission to the SBA.
3
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The technology we utilize also streamlines the paperwork that typically accompanies SBA loans. A typical SBA loan under the 7(a) program may
require up to 150 separate loan documents to be submitted. Through our partnership with nCino, we collect, track, and organize these documents in a
manner that maximizes efficiency and minimizes unnecessary customer contact, and we have staffed the Bank with software developers to further
enhance and optimize the software. This technology has ultimately transformed the traditional means of loan servicing into one of our strongest
competitive advantages by accelerating our ability to issue proposals, complete due diligence and finalize commitments. Our customers are also able to
benefit from our technology, as it allows borrowers the ability to track a loan’s progress towards approval and funding through a secure online portal.
While the nCino Spin-Off will occur prior to completion of this offering, it is anticipated that the Company and nCino will remain closely aligned for
the foreseeable future. Immediately after the nCino Spin-Off, directors, officers and employees of the Company and the Bank will own approximately
52% of nCino’s outstanding common stock. In addition, our executive officers, Messrs. James “Chip” S. Mahan III, Neil L. Underwood and David G.
Lucht, will continue as members of the board of directors of nCino. Transactions between the Company or the Bank and nCino, including an existing
software license agreement and the lease agreement for commercial office space, are anticipated to remain in effect without modification. Our transactions
with nCino are at arm’s length and comply with the quantitative and qualitative requirements of Sections 23A and 23B of the Federal Reserve Act, as
amended, and Regulation W of the Board of Governors of the Federal Reserve System.

Our History and Performance
Live Oak Lending Company, our predecessor company, began originating loans to small businesses in May 2007. During this time, we began the
application process to become a state-chartered financial institution insured by the Federal Deposit Insurance Corporation, or FDIC. We currently operate
through Live Oak Bancshares, Inc., a North Carolina business corporation and registered bank holding company subject to regulation by the Board of
Governors of the Federal Reserve System, or the Federal Reserve, and the North Carolina Commissioner of Banks. Our principal subsidiary is Live Oak
Banking Company, a North Carolina chartered commercial bank that commenced operations on May 12, 2008, and is subject to regulation by the FDIC
and the North Carolina Commissioner of Banks.
We have experienced significant growth in assets, loans, deposits and earnings during the last five years, all of which has been achieved organically,
as we have not acquired any banks, thrifts, branches, or loans. At December 31, 2013, we had total assets of $430.4 million, loans of $300.8 million,
deposits of $356.6 million, and shareholders’ equity of $48.4 million. Since December 31, 2009, our assets have grown at a compounded annual growth
rate of 35.1%, and our net interest income, noninterest income, noninterest expense and net income have grown at a compounded annual growth rate of
71.5%, 54.6%, 51.8% and 102.3%, respectively. For the year ended December 31, 2013, our net interest income, noninterest income, noninterest expense
and net income were $10.8 million, $56.5 million, $40.2 million and $28.1 million, respectively, and grew by 33.1%, 32.9%, 19.3% and 74.4%,
respectively, from the year ended December 31, 2012. Our net income available to our common shareholders and diluted earnings per share grew by
66.8% and 71.8%, respectively, from 2012.
Credit quality and on-going credit administration are cornerstones of our franchise. Non-performing loans represented 2.02% of total assets at
December 31, 2013. Adjusting for the portion of nonperforming loans that carry a U.S. Government guarantee, the ratio becomes 0.40%. Our ratio of net
charge-offs to average total loans on book was 0.66% for the year ended December 31, 2013. Our ratio of allowance for loan losses to loans was 1.93% at
December 31, 2013 and our ratio of allowance for loan losses to nonperforming loans not guaranteed by the U.S. government was 158.8% at
December 31, 2013. In evaluating our credit quality we focus on the unguaranteed portion of our loan portfolio. As of December 31, 2013, approximately
$86.5 million of our assets or approximately 20% were guaranteed by the SBA.
4
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Our principal executive office is located at 1741 Tiburon Drive, Wilmington, North Carolina 28403 and our telephone number is (910) 790-5867.
Our Internet address is www.liveoakbank.com. Information on or accessible through our website is not incorporated by reference into and is not part of
this prospectus.

Our Executive Management Team and Board of Directors
Our executive management team has a combined 154 years of banking and financial experience, as well as extensive experience in developing
technologies to support online and Internet operations and within our industry verticals.

James “Chip” S. Mahan III, Chief Executive Officer and Chairman of the Board, has more than 40 years of banking experience and has founded
multiple banks, including Cardinal Bancshares, which he took public in 2002, and Security First Network Bank, the nation’s first Internet-only bank
and predecessor of S1 Corporation.

William “Lee” L. Williams III is the Vice Chairman of the Company and one of the original founders of the Bank. Prior to starting Live Oak Bank,
Williams spent 19 years in corporate banking at Wachovia and worked for 14 years at Vine Street Financial engaged in SBA lending.

Neil L. Underwood, President, has significant banking and technology experience, and was instrumental in the development of both nCino and S1
Corporation.

David G. Lucht, Chief Risk Officer, joined the Live Oak team in May 2007 as a founding member. Prior to joining Live Oak, Mr. Lucht was the
Chief Credit Officer, Executive Vice President and Director for First Merit Bank in Akron, Ohio, where he was responsible for leading the turnaround in
credit culture and performance of the $10.5 billion bank.
S. Brett Caines, Chief Financial Officer, joined the Live Oak team in June 2007. Prior to the Bank, Mr. Caines worked as a Production Engineer for
INVISTA and as a Process Engineer for Shell Chemical Company.
Our board of directors consists of experienced individuals, many of whom have direct connections with our chosen industry verticals, allowing them
to understand and provide meaningful contributions to both our operations and strategy.

Developments Affecting Our Business After the Offering
We intend to take the following significant corporate actions which will affect our financial condition and results of operations after the offering:

nCino Spin-Off
Immediately prior to the completion of this offering, we intend to spin off the shares of common stock we own in nCino to our shareholders as of a
record date prior to completion of this offering. nCino commenced operations in early 2012 and was a consolidated subsidiary of the Company until
January 2013, when our ownership interest declined to a level that no longer allowed for consolidation. Since January 28, 2013, our interest in nCino has
been accounted for as an equity method investment. The distribution of nCino’s shares will be taxable as if nCino shares had been sold for their fair
market value, and any gain will flow through to our existing shareholders for income tax purposes, not creating a tax liability to the Company. In
addition, for income tax purposes, the nCino Spin-Off will be treated as a distribution of property to our existing shareholders. The nCino Spin-Off will
be accounted for at book value for financial reporting purposes. Accordingly, no gain or loss will be recorded in the statement of income related to the
nCino Spin-Off. In addition, we do not expect to record any impairment related to the nCino Spin-Off based on our last valuation of the entity on the
effective date of the
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aforementioned deconsolidation, performed in the first quarter of 2013. Because of the timing of the last valuation, no subsequent impairment analysis
has been performed. Because the nCino Spin-Off will be taxable to our current shareholders, a valuation of nCino will be performed immediately prior to
the nCino Spin-Off. Any impairment resulting from the book value of the net assets exceeding their fair value at the time of the nCino Spin-Off, although
not anticipated, will be recorded on our books to the extent of our ownership at that time.
As shown in the Unaudited Pro Forma Consolidated Financial Data beginning on page 10, nCino will no longer be our affiliate as a result of the nCino
Spin-Off, and we will no longer report our respective share of nCino’s earnings (loss). For the years ended December 31, 2013, 2012, and 2011, nCino
generated net losses of $6.7 million, $3.6 million, and $0, respectively. After the nCino Spin-Off, we will no longer recognize our allocated portion of
these net losses, however, we will continue to receive income from nCino for rental income on shared office space as well as certain administrative
services we provide. For the years ended December 31, 2013, 2012, and 2011, the allocated net losses we reported from nCino were $0.2 million $2.3
million, and $0, respectively.

In addition to the effect on our net earnings, the nCino Spin-Off will reduce our assets by approximately $11.3 million, based upon the December 31,
2013 carrying amount of this equity method investment.

Cash Dividend
We intend to pay a cash distribution of approximately $6.0 million to our existing shareholders prior to our conversion from a “Subchapter S”
corporation to a C corporation to offset the estimated tax liability of our shareholders created by the nCino Spin-Off and for any undistributed 2014 tax
amounts related to shareholders’ allocable share of 2014 S corporation taxable income. Our final determination of the amount of the cash distribution will
be largely dependent upon the fair value of our investment in nCino at the time of the nCino Spin-Off.

C Corporation Conversion
We intend to voluntarily terminate our status as a “Subchapter S” corporation and convert to a C corporation for income tax purposes. As a
“Subchapter S” corporation, our earnings were not subject to income tax at the corporate level but were passed through to our shareholders, who incurred
income tax liability for a portion of our earnings proportionate to their percentage of common stock ownership. Accordingly, we have not paid any income
tax on our earnings since inception. As a C corporation, we will be subject to income tax at the corporate level at an estimated effective rate of 38.5%.

6
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THE OFFERING
Common stock offered

By us

shares of our common stock.

By the selling shareholders

shares of our common stock.
shares of our common stock.

Total

The underwriters will have an option to purchase up to
additional shares of our common stock in this offering, exercisable
within 30 days from the date of this prospectus.
shares (
if the underwriters exercise their option
in full).

Option to purchase additional shares

Common stock to be outstanding immediately after this offering

We will pay dividends on our common stock, when, as, and if
declared by our board of directors or a duly authorized committee
thereof. Our ability to declare and pay dividends is limited by state
law and by applicable federal and state regulatory restrictions,
including the regulations and guidelines of the Federal Reserve
applicable to bank holding companies.

Dividends

In addition, because we are a bank holding company, our ability to
pay dividends on our common stock will be highly dependent upon
the receipt of dividends, fees and other amounts from the Bank,
which, in turn, will be highly dependent upon the Bank’s historical
and projected results of operations, liquidity, cash flows and
financial condition, as well as various legal and regulatory
prohibitions and other restrictions on the ability of the Bank to pay
dividends, extend credit or otherwise transfer funds to us. For
additional information, see “Dividend Policy.”
Listing

We intend to apply to list our common stock on the NASDAQ
Global Market under the symbol “LOB.”

Risk factors

Investing in our common stock involves risks. See “Risk Factors”
for a discussion of factors you should consider carefully before
making a decision to invest in our common stock.
The material U.S. federal income tax consequences of purchasing,
owning and disposing of our common stock are described in
“Material U.S. Federal Income Tax Considerations.” You should
consult your tax advisor with respect to the U.S. federal income tax
consequences of owning our common stock in light of your own
particular situation and with respect to any tax consequences arising
under the laws of any state, local, foreign or other taxing jurisdiction.

Tax consequences

7
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Since inception, we have been taxable for federal income tax
purposes as an “S corporation” under the Internal Revenue Code of
1986, as amended. As a result, our net income has not been subject
to, and we have not paid, U.S. federal income taxes, and no
provision or liability for federal or state income tax has been included
in our consolidated financial statements. Shortly before the
consummation of this offering, our status as an S corporation will
terminate, and our net income will thereafter be subject to U.S.
federal income taxes and state income taxes.

Assuming an initial public offering price of $
per share, which
is the midpoint of the estimated price range set forth on the cover
page of this prospectus, we expect to receive net proceeds from this
offering of approximately $
million (or $
million if the
underwriters exercise their option in full), after deducting estimated
underwriting discounts and commissions and estimated offering
expenses payable by us.

Use of proceeds

We intend to use the net proceeds of this offering to pay off
outstanding debt of the Company estimated to be $8.0 million at the
time of the offering, to support the growth and expansion of our
franchise and for general corporate purposes such as investments in
the development of new technology platforms. We may also use net
proceeds for possible acquisitions of, or investments in, bank or
permissible non-bank entities, including opportunities to enhance
and optimize our internal operations. In addition, proceeds from this
offering may be used for investments in additional subsidiaries to
take advantage of potential start-up opportunities that we believe we
have created or identified through the use of technology to enhance
and optimize our internal operations and observations of the banking
industry in general. However, no agreements or understandings
presently exist with respect to any acquisitions or investments.
Before we apply any of the proceeds for any of these uses, the
proceeds likely will be temporarily invested in short-term investment
securities. See “Use of Proceeds.”

Transfer agent and registrar

Broadridge Corporate Issuer Solutions, Inc., Brentwood, New York.

8
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Unless expressly indicated or the context otherwise requires, all information in this prospectus:

• assumes no exercise by the underwriters of their option to purchase up to an additional

shares of our common stock in this offering;

• does not include as outstanding 22,500 shares of our common stock issuable upon the exercise of outstanding stock options as of December 31,
2013 at a weighted average exercise price of $16.77 per share;
• does not include as outstanding 141,000 shares of our common stock and 59,999 shares of restricted stock reserved for issuance in connection
with stock awards that remain available for issuance under our stock incentive plans.

9
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Summary Selected Historical Consolidated Financial Data and
Unaudited Pro Forma Consolidated Financial Data
The table below sets forth selected historical consolidated financial data and other information for the periods presented. We have derived the selected
financial data as of and for the years ended December 31, 2013, 2012 and 2011 from our audited consolidated financial statements included elsewhere in
this prospectus. We have derived the selected financial data as of and for the year ended December 31, 2010 from our audited consolidated financial
statements not included in this prospectus. Our historical results are not necessarily indicative of the results that may be expected in the future.

The selected consolidated historical financial information should be read in conjunction with:

• our audited consolidated financial statements as of and for the years ended December 31, 2013, 2012 and 2011 and related notes included in this
prospectus, as well as the section entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in this
prospectus; and
• the section entitled “Risk Factors” in this prospectus.
The unaudited pro forma consolidated financial data as of and for the years ended December 31, 2013 and 2012 are presented to show the impact on
our historical financial position and results of operations from the nCino Spin-Off, the Cash Dividend and the C Corporation Conversion.
The unaudited pro forma consolidated balance sheet data reflects our historical position as of December 31, 2013 and 2012 with pro forma
adjustments based on the assumption that the nCino Spin-Off, the Cash Dividend and the C Corporation Conversion were effective as of January 1,
2013 and 2012, respectively. The unaudited pro forma consolidated statements of operations data assume that each such transaction was consummated
on January 1 of the earliest indicated period. The adjustments are based on information available and certain assumptions that we believe are reasonable.

The following information should be read in conjunction with and is qualified in its entirety by our consolidated financial statements and
accompanying notes included in this prospectus.
The unaudited pro forma consolidated financial data are intended for informational purposes and are not necessarily indicative of our future financial
position or future operating results or of our financial position or operating results that would have actually occurred had the nCino Spin-Off, the Cash
Dividend and the C Corporation Conversion been in effect as of the date or for the period presented. The unaudited pro forma consolidated financial data
will be adjusted based on the actual initial public offering price and other terms of this offering determined at pricing.
10
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Summary Selected Historical Consolidated Financial Data

2013

As of and for the years ended December 31,
2012
2011

2010

(dollars in thousands except per share)
Selected Period End Balance Sheet Data
Total assets
Cash and due from banks
Investment securities available for sale, at fair value
Loans held for sale
Loans held for investment
Total loans held for sale and investment
Allowance for loan losses
Servicing assets
Deposits
Long-term borrowings
Total shareholders’ equity
Tangible shareholders’ equity(1)

$ 430,355
37,244
19,446
159,438
141,349
300,787
(2,723)
29,053
356,620
12,325
48,390
47,963

$ 342,468
44,173
15,416
145,183
92,669
237,852
(5,108)
24,220
286,674
12,205
33,057
33,057

$ 266,157
27,536
16,842
111,877
85,721
197,598
(4,617)
18,731
222,163
8,659
27,583
27,583

$ 245,336
25,977
6,134
81,884
60,730
142,614
(3,438)
15,250
167,964
4,200
17,162
17,162

$ 15,302
4,521
10,781
(858)
11,639
56,467
40,164

$ 11,725
3,628
8,097

$

$

$ 28,062
$ 17,258

5,987
42,480
33,669
1,297
$ 16,095
$ 9,899

8,744
2,737
6,007
2,855
3,152
32,127
20,967
—
$ 14,312
$ 8,802

$

$

$

$

Selected Income Statement Data
Interest income

Interest expense
Net interest income
Provision for loan losses

Net interest income after provision for loan losses
Noninterest income
Noninterest expense
Net income attributable to noncontrolling interest

120

Net income attributable to Live Oak Bancshares, Inc.
Net income (net of tax effect)(2)

2,110

6,636
3,339
3,297
2,619
678
20,932
13,365
—
$ 8,245
$ 5,070

Per Share Data (Common Stock) Attributable to the Company
Earnings:
Basic
Diluted(3)
Earnings (net of tax effect)(2):
Basic
Diluted(3)
Dividends(4)
Book value(5)
Tangible book value(1)

Selected Performance Metrics
Return on average assets
Return on average equity
Return on average assets (net of tax effect) (2)(6)
Return on average equity (net of tax effect) (2)(6)
Average yield on loans(7)
Average cost of deposits(7)
Net interest margin(7)
Efficiency ratio(8)
Noninterest income to total revenue(9)
Average equity to average assets
Dividend payout ratio(10)
Dividend payout ratio (net of tax effect)(2)(10)
Employees at year end(11)

13.79
13.73

8.48
8.44
4.81
23.82
23.61

16.30
16.30

6.53%
62.82
4.02
38.63
5.04

50.62
3.08
31.13
4.91

5.08
4.92
5.91

5.01%

1.13

1.10

2.95
59.73
83.97

2.83
66.57
83.99
9.89
33.56
54.57
94

10.40
10.65
17.32
141

11

8.27
7.99

8.15
6.97
5.01

4.29
5.48
14.64
14.64
5.75%
61.64
3.54
37.91
4.82
1.22
2.81
54.98
84.25
9.33
20.70
33.66
62

5.66
4.88
3.48
3.00

2.70
11.01
11.01

4.13%
59.63
2.54
36.67
4.92
2.03
2.16
55.16
86.39
6.93
—
—
44
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Summary Selected Historical Consolidated Financial Data (continued)

2013

As of and for the years ended December 31,
2012
2011

2010

(dollars in thousands except per share)
Selected Loan Metrics
Annual number of loans originated(12)
Annual amount of loans originated(12)
Outstanding borrowers’ principal balance
Percent of total loans held for sale and investment guaranteed by the U.S.
government(13)
U.S. government guaranteed loans sold at a premium(14)
U.S. government guaranteed loans sold at par for excess servicing(14)
Loans sold not guaranteed by U.S. government(14)
Total loans sold and serviced for others(14)
Outstanding balance of guaranteed loans sold(15)
Number of loans serviced(16)
Average net gain on sale of loans(17)
Average servicing fee on sale of loans(18)
Average servicing fee on sale of loans guaranteed by the U.S. government(18)
Weighted average servicing fee of sold loans guaranteed by the U.S.
government(19)
Average outstanding loan size(20)
Average balance of loans on balance sheet(21)
Average balance of loans on balance sheet not guaranteed by U.S. government(22)

524
$ 498,752
1,446,772

447
$ 413,764
1,104,160

322
$ 306,637
802,653

277
$ 256,317
551,203

28.72%
$ 339,342
—
42,932
382,274
1,005,764
1,780
$
99.99
0.89%

33.96%
$ 276,676
—
52,574
329,250
767,721
1,323
$ 101.85
0.84%

32.86%
$ 238,442
—
12,680
251,122
550,622
929
$
90.05
0.95%

35.56%
$ 169,251
—
9,907
179,158
350,649
623
$ 80.56
0.94%

1.00

1.00

1.16

$

812.8
173.9

$

124.0

Asset Quality Ratios
Nonperforming loans and foreclosed assets guaranteed by the U.S. government(23)

$

Nonperforming loans to total assets(23)
Nonperforming loans not guaranteed by the U.S. government to total assets(23)
Nonperforming loans to loans held for investment(23)
Nonperforming loans not guaranteed by the
U.S. government to loans held for investment(23)
Allowance for loan losses to nonperforming loans not guaranteed by the U.S.
government(23)
Allowance for loan losses to loans held for investment
Net charge-offs
Net charge-offs to average loans on book outstanding(24)

$

6,983
2.02%

$

1.24
834.6
185.1
122.2

5,062
2.51%

$

$

1.00

1.00

1.39
864.0
214.2
143.8

1.67
$ 884.8
232.4
149.8

6,791
3.71%

$

0.40

1.03

6.15

9.27

1.16
11.52

1.21

3.81

3.59

158.83
1.93
1,887
0.66%

144.66
5.51
1,860
0.82%

$

7.46

149.90

$

5.39
1,461
0.85%

—
1.85%
1.85
7.46

$

75.93
5.66
1,062
0.83%

Capital Ratios
10.39%
15.09
15.95
11.24
11.16

Tier 1 leverage ratio (Bank)
Tier 1 risk-based capital ratio (Bank)(25)
Total risk-based capital ratio (Bank)(25)
Total equity to total assets
Tangible common equity to tangible assets(26)

12

10.63%
16.65
17.91
9.65
9.65

11.84%
17.13
18.40
10.36
10.36

8.84%
14.72
15.99
7.00
7.00
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Unaudited Pro Forma Consolidated Financial Data
As of and for the years ended December 31,
2012
Actual
Pro Forma

2013
Pro Forma

Actual

(dollars in thousands except per share)
Selected Period End Balance Sheet Data
Total assets
Cash and due from banks
Investment securities available for sale, at fair value
Loans held for sale
Loans held for investment
Total loans held for sale and investment
Allowance for loan losses
Servicing assets
Deposits
Long-term borrowings
Total shareholders’ equity(27)

$ 413,030
31,244
19,446
159,438
141,349
300,787
(2,723)
29,053
356,620
12,325
29,880

$ 430,355
37,244
19,446
159,438
141,349
300,787
(2,723)
29,053
356,620
12,325
48,390

$ 340,460
37,795
15,416
145,183
92,669
237,852
(5,108)
24,220
287,198
12,205
30,234

$ 342,468
44,173
15,416
145,183
92,669
237,852
(5,108)
24,220
286,674
12,205
33,057

$ 15,332
4,521
10,811
(858)
11,669
46,738
39,692
$ 18,715
(8,390)
—
$ 10,325
$ 10,325

$ 15,302
4,521
10,781
(858)
11,639
56,467
40,164
$ 27,942
—

$ 12,087
3,628
8,459

$ 11,725
3,628
8,097

$

Selected Income Statement Data
Interest income

Interest expense
Net interest income
Provision for (recovery of) loan losses

Net interest income after provision for loan losses
Noninterest income
Noninterest expense
Net income before income tax & noncontrolling interest
Provision for income tax expense
Net income attributable to noncontrolling interest

Net income attributable to Live Oak Bancshares, Inc.
Net income (net of tax effect)(2)

2,110

2,110

$ 28,062
$ 17,258

6,349
41,938
29,850
$ 18,437
(6,263)
—
$ 12,174
$ 12,174

5,987
42,480
33,669
$ 14,798
—
1,297
$ 16,095
$ 9,899

$

$

$

120

Per Share Data (Common Stock) Attributable to the Company
Earnings:
Basic
Diluted(3)
Earnings (net of tax effect)(2):
Basic
Diluted(3)
Dividends(4)
Book value(5)

5.07
5.05

13.79
13.73

8.48
8.44
4.81
23.82

5.07
5.05
13.32
14.71

6.25
6.05

8.27
7.99

6.25
6.05
7.79

5.08
4.92
5.91

14.91

16.30

59.23%
83.22

66.57%
83.99

Selected Performance Metrics

68.98%
81.21

Efficiency ratio(8)
Noninterest income to total revenue(9)

Asset Quality Ratios
Nonperforming loans and foreclosed assets guaranteed by the U.S. government(23)

$

6,983
2.11%
0.42
6.15

Nonperforming loans to total assets(23)
Nonperforming loans not guaranteed by the U.S. government to total assets(23)
Nonperforming loans to loans held for investment(23)
Nonperforming loans not guaranteed by the U.S. government to loans held for
investment(23)
Allowance for loan losses to nonperforming
Loans not guaranteed by the U.S. government(23)
Allowance for loan losses to loans held for investment
Net charge-offs

13

59.73%
83.97
$

6,983
2.02%

$

5,062
2.52%

$

5,062
2.51%

0.40

1.04

1.03

6.15

9.27

9.27

1.21

1.21

3.81

3.81

158.83
1.93
$ 1,887

158.83
1.93
$ 1,887

144.66
5.51
$ 1,860

144.66
5.51
$ 1,860
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Unaudited Pro Forma Consolidated Statement of Income
For the Year Ended December 31, 2013

Live
Oak
Historical

nCino
Spin-Off(28)

Cash Dividend
and
C Corporation
Conversion

Live Oak
Pro Forma

( in thousands except per share )
Interest income
Loans and fees on loans
Investment securities
Other interest earning assets

$ 14,481

$

—
—
—
—

$ 14,481

—
—
—
—

3,947
574
4,521
10,811

—
—

(858)
11,669

—
—
—
—
—
—
—

7,926
38,225
—

849
56,467

—
—
(12,212)
2,648
—
(165)
(9,729)

20,766
4,458
2,237
2,316
1,678
1,749
1,042
5,918
40,164

(349)
(16)
(56)
(11)
(2)
(1)
—
(37)
(472)

—
—
—
—
—
—
—
—
—

20,417
4,442
2,181
2,305
1,676
1,748
1,042
5,881
39,692

391
430

Total interest income

—
—

$

30

15,302

30

3,947
574
4,521
10,781

—
—
—

(858)
11,639

—

391
460

15,332

Interest expense
Deposits
Borrowings
Total interest expense
Net interest income

Provision for (recovery of) loan losses
Net interest income after provision for loan losses

Noninterest income
Loan servicing revenue & revaluation

30

30

7,926
38,225
12,212
(2,756)

Net gains on sales of loans
Gain on deconsolidation of subsidiary
Income from equity method investments
Gain on sale of securities available for sale
Other noninterest income
Total noninterest income

11

(108)
11

684
46,738

Noninterest expense
Salaries and employee benefits
Travel expense
Professional services expense
Advertising and Marketing expense
Occupancy expense
Data processing expense
Equipment expense
Other expense
Total noninterest expense
Net income before income tax & noncontrolling interest
Provision for income tax expense
Net Income
Net loss attributable to noncontrolling interest

$ 27,942
—
27,942

Net income attributable to Live Oak Bancshares, Inc.

$ 28,062

$

(9,227)
—
(9,227)
(120)

$

—
(8,390)
(8,390)
—

$ 18,715
(8,390)
10,325
—

$

(9,347)

$

(8,390)

$ 10,325

120

Earnings per common share:

Basic
Diluted
Weighted average shares outstanding:
Basic
Diluted

$ 13.79
13.73
2,035
2,044

14

$

5.07
5.05

2,035
2,044
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Unaudited Pro Forma Consolidated Balance Sheet
As of December 31, 2013

Live Oak
Historical

nCino
Spin-Off(28)

Cash Dividend
and
C Corporation
Conversion

Live Oak
Pro Forma

(dollars in thousands)
Assets

$ 37,244
19,446
159,438

Cash and due from banks
Investment securities available for sale, at fair value
Loans held for sale

$

1,842
25,036

Accrued interest receivable
Premises and equipment, net
Foreclosed real estate
Servicing assets
Investments in non-consolidated affiliates
Other assets
Total Assets

341

29,053
11,467
7,862
$ 430,355

$

$

—
—
—
—
(11,325)
—
(11,325)

(6,000)

—
—

—
—
—

141,349
(2,723)
138,626

Loans held for investment
Allowance for loan losses
Net Loans

—
—
—

$

$ 31,244
19,446
159,438

—
—
—

141,349
(2,723)
138,626

—
—
—
—
—
—

1,842
25,036

(6,000)

341

29,053
142

7,862
$ 413,030

Liabilities and Shareholders’ Equity

Deposits
Noninterest-bearing
Interest-bearing
Total Deposits

$ 13,022
343,598
356,620

$

12,325
9,415
378,360
3,605

Long-term borrowings
Other liabilities
Total Liabilities

Redeemable equity securities
Shareholders’ Equity
Common stock, no par value; 2,750,000 shares authorized; 2,031,833,
shares issued and outstanding at December 31, 2013
Retained earnings (deficit)
Accumulated other comprehensive

(191)

48,390
—
48,390

Total Shareholders’ Equity
Noncontrolling interest
Total equity
Total Liabilities and Shareholders’
Equity

$ 430,355

15

$

—
—
—
—

18,319
30,262

Income (loss)

—
—
—

$

—
—
—

$ 13,022
343,598
356,620

—
1,185
1,185
—

12,325
10,600

379,545
3,605

—
(11,325)

—
(7,185)

18,319
11,752

—
(11,325)
—
(11,325)

—
(7,185)
—
(7,185)

29,880
—
29,880

(6,000)

$ 413,030

(11,325)

$

(191)
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Unaudited Pro Forma Consolidated Statement of Income
For the Year Ended December 31, 2012

Live
Oak
Historical

nCino
Spin-Off(28)

Cash
Dividend
and
C Corporation
Conversion

Live Oak
Pro Forma

( in thousands except per share )
Interest income
Loans and fees on loans
Investment securities
Other interest earning assets
Total interest income

$ 11,178
467
80
11,725

$

—
—
362
362

$

—
—
—
—

$ 11,178
467
442
12,087

Interest expense
Deposits
Borrowings
Total interest expense

2,975
653
3,628

—
—
—

—
—
—

2,975
653
3,628

Net interest income

8,097

362

—

8,459

2,110

5,987

—
362

—
—

6,349

Net gains on sales of loans

8,346
33,535

—
—

—
—

8,346
33,535

Gain on sale of securities available for sale
Other noninterest income
Total noninterest income

—
599
42,480

—
(542)
(542)

—
—
—

—
57
41,938

17,968
3,115
2,580
2,181
679
1,420
738
4,988
33,669

(2,211)
(290)
(768)
(206)
(13)
555
(31)
(855)
(3,819)

—
—
—
—
—
—
—
—
—

15,757
2,825
1,812
1,975
666
1,975

Provision for (recovery of) loan losses
Net interest income after provision for loan losses

Noninterest income
Loan servicing revenue & revaluation

2,110

Noninterest expense
Salaries and employee benefits
Travel expense
Professional services expense
Advertising and Marketing expense
Occupancy expense
Data processing expense
Equipment expense
Other expense
Total noninterest expense

707

4,133
29,850

Net income before income tax expense & noncontrolling interest
Provision for income tax expense
Net income
Net loss attributable to noncontrolling interest

$ 14,798
—
14,798
1,297

$

3,639
—
3,639
(1,297)

$

—
(6,263)
(6,263)
—

$ 18,437
(6,263)
12,174
—

Net income attributable to Live Oak Bancshares, Inc.

$ 16,095

$

2,342

$

(6,263)

$ 12,174

Earnings per common share:
Basic
Diluted
Weighted average shares outstanding:
Basic
Diluted

$

8.27
7.99
1,947
2,014

16

$

6.25
6.05
1,947
2,014
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Unaudited Pro Forma Consolidated Balance Sheet
As of December 31, 2012

Live Oak
Historical

nCino
Spin-Off(28)

Cash
Dividend
and
C Corporation
Conversion

Live Oak
Pro Forma

(dollars in thousands)
Assets
Cash and due from banks
Investment securities available for sale, at fair value

$ 44,173
15,416
145,183

Loans held for sale

Loans held for investment
Allowance for loan losses
Net Loans

92,669
(5,108)
87,561

Accrued interest receivable
Premises and equipment, net
Foreclosed real estate
Servicing assets
Other assets

1,457
18,951
232
24,220
5,275

Total Assets

$

(378)
—
—

$

(6,000)

—
—

$ 37,795
15,416
145,183

—
—
—

—
—
—

92,669
(5,108)
87,561

—
—
—
—
3,535

—
—
—
—
835

1,457
18,951
232
24,220
9,645

$ 342,468

$

3,157

$

$

$

524
—
524

$

(5,165)

$ 340,460

Liabilities and Shareholders’ Equity
Deposits
Noninterest-bearing
Interest-bearing
Total Deposits

2,479
284,195
286,674

—

12,205
10,668
309,547

Long-term borrowings
Other liabilities
Total Liabilities

Redeemable equity securities

20,535
11,980
542
33,057
(1,297)
31,760
$ 342,468

Noncontrolling interest

Total equity
Total Liabilities and Shareholders’ Equity

17

$

$

3,003
284,195
287,198

(482)

—
—
—

12,205
9,662
309,065

—

—

1,161

(1,006)

1,161

Shareholders’ Equity
Common stock, no par value; 2,750,000 shares authorized; 2,027,495 shares
issued and outstanding at December 31, 2012
Retained earnings (deficit)
Accumulated other comprehensive income
Total Shareholders’ Equity

—
—
—

—
2,342
—
2,342
1,297
3,639
3,157

$

—
(5,165)
—
(5,165)
—
(5,165)
(5,165)

20,535
9,157
542
30,234
—
30,234
$ 340,460
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NOTES TO SELECTED HISTORICAL CONSOLIDATED AND PRO FORMA FINANCIAL DATA
(1)

We calculate tangible book value per share as total shareholders’ equity less goodwill and other intangible assets to determine “tangible
shareholders equity” and then tangible shareholders’ equity is divided by the outstanding number of shares of our common stock at the end
of the relevant year. Tangible book value is not a financial measure recognized by generally accepted accounting principles in the United
States, or GAAP, and, as we calculate tangible book value, the most directly comparable GAAP financial measure is total shareholders’
equity. See our reconciliation of non-GAAP financial measures to their most directly comparable GAAP financial measures under the caption
“GAAP Reconciliation and Management Explanation of Non-GAAP Financial Measures” set forth below.

(2)

We have calculated our net income (net of tax effect), earnings per share (net of tax effect) on a basic and diluted basis, return on average
assets (net of tax effect), return on average equity (net of tax effect) and dividend payout ratio (net of tax effect) for each year shown by
calculating a provision for income taxes using an assumed annual effective income tax rate of 38.5% for the years ended December 31, 2013,
2012, 2011 and 2010, respectively, and adjusting our historical net income for each year to give effect to the pro forma provision for federal
and state income taxes for such year. The unaudited pro forma consolidated statements of income for 2013 and 2012 reflect provision for
income tax expense in the column entitled “Cash Dividend and C Corporation Conversion”. Pro forma income tax expense for fiscal 2013 and
2012 includes the aforementioned computed income tax effect in addition to the effect of estimated deferred tax assets or liabilities associated
with conversion to a C corporation.

(3)

We calculated our diluted earnings per share for each year shown as our net income divided by the weighted-average number of our common
shares outstanding during the relevant year adjusted for the dilutive effect of outstanding options to purchase shares of common stock. See
Note 1 to our consolidated financial statements appearing elsewhere in this prospectus for more information regarding the dilutive effect of our
outstanding options. The number of pro forma shares outstanding 2013 and 2012 are equal to historical, or stated, shares outstanding in each
respective year. Earnings per share on a basic and diluted basis and pro forma earnings per share on a basic and diluted basis were calculated
using the following outstanding share amounts:
2013

2012

2011

2010

2,034,766
2,043,913
2,031,833

1,946,730
2,013,836
2,027,495

1,756,751
2,073,219
1,883,541

1,455,368
1,760,943
1,559,260

Share Data
Weighted average shares outstanding (basic)
Weighted average shares outstanding (diluted)
Shares outstanding at end of period

(4)

Dividends declared include the cash distributions paid to our shareholders in the relevant year to provide them with funds to pay their income
tax liabilities incurred as a result of the pass-through of our net taxable income for such year to our shareholders as holders of shares in an S
corporation for income tax purposes. The aggregate amounts of such cash distributions relating to the payment of tax liabilities were $3.34 per
share, $3.13 per share, $3.80 per share, $2.70 per share and $0.69 per share for the years ended December 31, 2013, 2012, 2011 and 2010,
respectively.

(5)

Book value per share equals our total shareholders’ equity as of the date presented divided by the number of shares of our common stock
outstanding as of the date presented. The number of shares of our common stock outstanding as of December 31, 2013, 2012, 2011 and
2010 has been presented in note (3) above.
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(6)

We have calculated our pro forma return on average assets and pro forma return on average equity for a year by calculating our pro forma net
income for that year as described in note 2 above and dividing that by our average assets and average equity, as the case may be, for that year.
We calculate our average assets and average equity for a year by dividing the sum of our total asset balance or total shareholder’s equity
balance, as the case may be, as of the close of business on each day in the relevant year and dividing by the number of days in the year.

(7)

We calculate average yield on loans by taking loan interest income divided by average loans. We calculate average cost of deposits by taking
deposit expense divided by average interest-earning deposits. Net interest margin represents net interest income divided by average interestearning assets.

(8)

Efficiency ratio represents noninterest expenses divided by the sum of net interest income and noninterest income, excluding realized gains or
losses from sales of investment securities. Efficiency ratio is a non-GAAP financial measure. See our reconciliation of non-GAAP financial
measures to their most directly comparable GAAP financial measures under the caption “GAAP Reconciliation and Management Explanation
of Non-GAAP Financial Measures” set forth below.

(9)

We calculate the ratio of noninterest income to total revenue as noninterest income (excluding securities gains or losses) divided by the sum of
net interest income plus noninterest income (excluding securities gains or losses).

(10) We calculate our dividend payout ratio for each year presented as the dividends paid per share for such period (excluding cash distributions
made to shareholders in connection with tax liabilities as described in note (4) above) divided by our basic earnings per share and earnings
(net of tax) for such year.

(11) Employees exclude employees of nCino for periods when nCino was a consolidated subsidiary. There were six non-Bank employees as of
December 31, 2013. There were no non-Bank employees as of December 31, 2012, 2011 and 2010.
(12) Includes the number of notes and amount of the entire note with note dates in the respective year.
(13) We primarily originate loans through the SBA 7(a) program. Typically, 75% of the note amount of loans originated through the SBA 7(a)
program is guaranteed by the U.S. government. Total loans include the gross loans held for sale and held for investment.
(14) We operate an originate-sell-and-service model. We primarily sell the U.S. government guaranteed portion of loans at a premium with a 1%
servicing fee. Prior to 2010, we primarily sold the guaranteed portion of loans at par for servicing in excess of 1%. Additionally, we sell
portions of our loans not guaranteed by the U.S. government. These loans are typically sold at par.

(15) The outstanding principal balance of guaranteed loans, as of December 31 of the applicable year that have been sold into the secondary
market.
(16) The number of loans outstanding as of December 31 of the applicable year that we service. We service all of the loans we originate.
(17) Average net gain on sale of loans is calculated by taking net gains on sales of loans divided by total loans sold and serviced for others
multiplied by 1,000. This ratio represents the average net gain on sale generated from every $1 million of loan sales. Net gain on sale for our
guaranteed loans is comprised primarily of four components: premium cash, establishment of the servicing asset related to that sale, a
discount on the retained unguaranteed portion of the loan and the recognition into income of deferred costs and fees associated with the loan
relative to the portion sold.
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Average net gain on sale of loans (dollars in
thousands)

U.S. government guaranteed loans sold at a premium
U.S. government guaranteed loans sold at par for excess

2013
$ 113.11

2012
$ 121.28

2011

2010

$ 91.94

$ 83.35

—
54.41

—
32.76

—
(3.70)

(0.40)

2013
$ 103.12
24.88
(8.23)
(6.47)
(0.19)

2012
$ 108.11
23.17
(4.30)
(5.68)
(0.02)

2011

2010

$ 93.44
20.98
(18.25)
(4.23)
—

$ 82.05
20.33
(13.45)
(5.55)
(0.03)

$ 113.11

$ 121.28

$

$ 83.35

servicing

Loans sold not guaranteed by U.S. government

—

Average net gain on sale of U.S. government
guaranteed loans sold at a premium (dollars
in thousands)
Premium cash received
Servicing asset established
Discount on retained portion
Deferred fees and costs

Other adjustments

91.94

(18) We calculate average servicing retained by taking the total of the servicing percentage multiplied by the amount sold for each loan divided by
the total loans sold and serviced for others.

(19) We calculate the weighted average servicing fee of sold loans guaranteed by the U.S. government by taking the servicing fee multiplied by the
total outstanding guaranteed amount sold for each loan divided by the total outstanding guaranteed amount of loans sold and serviced for
others.
(20) We calculate average outstanding loan size by taking the outstanding borrower principal balance divided by the number of loans.

(21) We calculate average balance of loans by taking total loans (gross) divided by the number of loans. We exclude any loans that have been
completely charged off.
(22) We calculate average balance of loans not guaranteed by the U.S. government by taking the portion of total loans (gross) not guaranteed by the
U.S. government divided by the number of loans. We exclude any loans that have been completely charged off.
(23) Nonperforming loans include nonaccrual loans.
(24) Average loans on book outstanding includes held for sale and held for investment loans.

(25) We calculate our risk-weighted assets using the standardized method of the Basel II Framework, as implemented by the Federal Reserve and
the FDIC.

(26) We calculate tangible common equity as total shareholders’ equity less goodwill and other intangible assets and we calculate tangible assets as
total assets less goodwill and other intangible assets. Tangible common equity to tangible assets is a non-GAAP financial measure. See our
reconciliation of non-GAAP financial measures to their most directly comparable GAAP financial measures under the caption “GAAP
Reconciliation and Management Explanation of Non-GAAP Financial Measures” set forth below.

(27) We have declared and will pay certain dividends subsequent to December 31, 2013, that are discussed under “Dividend Policy” on page 48 of
this prospectus and in Note 2 beginning on page F-17 to our consolidated financial statements appearing elsewhere in this prospectus. In
addition, the pro forma balance sheet in our consolidated financial statements includes the effect of recording a deferred tax liability resulting
from the difference between the financial statement carrying amounts of assets and liabilities and their
20
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respective tax bases we as a C Corporation rather than an S Corporation. As of December 31, 2013, we would have recorded an estimated
deferred tax liability of $1.2 million, which is reflected as a decrease in retained earnings of $1.2 million. As of December 31, 2012, we
would have recorded an estimated deferred tax asset of $835 thousand, which is reflected as an increase in retained earnings of $835
thousand. As a result of the dividends described above and the recording of the deferred tax assets and liabilities, the pro forma adjusted
amount of total shareholders’ equity would have been $29.9 million and $30.2 million as of December 31, 2013 and 2012, respectively. The
pro forma adjusted amount of total shareholders’ equity does not include any earnings subsequent to December 31, 2013.

(28) The nCino Spin-Off on the Pro Forma Balance Sheet as of December 31, 2012 includes $3.6 million note receivable from nCino that will no
longer be eliminated upon a spin-off. There was no note receivable from nCino as of December 31, 2013. A reconciliation of the nCino SpinOff found on the Pro Forma Income Statements as of December 31, 2013 and 2012 can be found below:

nCino
Financials

2013 nCino Spin-Off reconciliation

Elmininating
Entries

Income
from nonconsolidated
nCino

nCino SpinOff

(dollars in thousands)
Interest income
Other interest earning assets

$

Total interest income

—
—

$

30

$

30

—
—

$

30
30

Interest expense
Borrowings

Total interest expense
Net interest income

Provision for loan losses
Net interest income after provision for loan losses

(30)

30

(30)

30

30

—
30

—
—

—

—
—
—

—
—

—
—

—

30

30

Noninterest income
—
—

Gain on deconsolidation of subsidiary
Income from equity method investments
Other noninterest income
Total noninterest income

(165)
(165)

—
—
—
—

(12,212)
2,648
—
(9,564)

(12,212)
2,648
(165)
(9,729)

—
—
—
—
—
—
—
—
—
—
—
—
—

—
—
—
—
—
—
—
—
(9,564)

(349)
(16)
(56)
(11)
(2)
(1)
(37)
(472)
(9,227)
(120)
(9,347)
—
(9,347)

Noninterest expense
(349)
(16)
(56)
(11)
(2)
(1)
(37)
(472)
337
(120)
217

Salaries and employee benefits
Travel expense
Professional services expense
Advertising and Marketing expense
Occupancy expense
Data processing expense
Other expense
Total noninterest expense
Net income
Net (income) loss attributable to noncontrolling interest
Earnings before income tax expense
Income tax expense — current period
Net earnings

$

21

217

$

$

(9,564)
—
(9,564)

$
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nCino
Financials

2012 nCino Spin-Off reconciliation

Elmininating
Entries

Income from
nonconsolidated
nCino

nCino SpinOff

(dollars in thousands)
Interest income
Other interest earning assets

$

Total interest income

—
—

$

362
362

$

—
—

$

362
362

Interest expense
Borrowings

Total interest expense
Net interest income

Provision for loan losses
Net interest income after provision for loan losses

(362)
(362)
362

362
362
—

—
—
—

—
—
362

—
362

—
—

—
—

—
362

(1,112)
(1,112)

570

—
—

(542)
(542)

(2,211)
(290)
(768)
(206)
(13)
(15)
(31)
(855)
(4,389)
3,639
(1,297)
2,342
—
$ 2,342

—
—
—
—
—

—
—
—
—
—
—
—
—
—
—
—
—
—
—

(2,211)
(290)
(768)
(206)
(13)
555
(31)
(855)
(3,819)
3,639
(1,297)
2,342
—
2,342

Noninterest income
Other noninterest income
Total noninterest income

570

Noninterest expense
Salaries and employee benefits
Travel expense
Professional services expense
Advertising and Marketing expense
Occupancy expense
Data processing expense
Equipment expense
Other expense
Total noninterest expense
Net income
Net (income) loss attributable to noncontrolling interest
Earnings before income tax expense
Income tax expense — current period
Net earnings
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570

—
—
570

$

—
—
—
—
—

$

$
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GAAP Reconciliation and Management Explanation of Non-GAAP Financial Measures
Some of the financial measures included in our selected consolidated financial data are not measures of financial performance recognized by GAAP.
These non-GAAP financial measures are “tangible shareholders’ equity,” “tangible book value per share,” “tangible average equity to tangible average
assets,” and “efficiency ratio.” Our management uses these non-GAAP financial measures in its analysis of our performance.

• “Tangible shareholders’ equity” is shareholders’ equity less goodwill and other intangible assets. We have not considered loan servicing rights as an
intangible asset for purposes of this calculation.
• “Tangible book value per share” is defined as total equity reduced by goodwill and other intangible assets divided by total common shares
outstanding. This measure is important to investors interested in changes from period-to-period in book value per share exclusive of changes in
intangible assets. We have not considered loan servicing rights as an intangible asset for purposes of this calculation.
• “Tangible average equity to tangible average assets” is defined as the ratio of average shareholders’ equity less average goodwill and average other
intangible assets, divided by average total assets. This measure is important to investors interested in relative changes from period to period in
equity and total assets, each exclusive of changes in intangible assets. We have not considered average loan servicing rights as an intangible asset for
purposes of this calculation.
• “Efficiency ratio” is defined as total noninterest expense divided by the sum of net interest income and noninterest income. This measure is
important to investors looking for a measure of efficiency in the Company’s productivity measured by the amount of revenue generated for each
dollar spent. While the efficiency ratio is a measure of productivity its value is mitigated by the unique attributes of a high-touch business model
employed by the Company.
We believe these non-GAAP financial measures provide useful information to management and investors that is supplementary to our financial
condition, results of operations and cash flows computed in accordance with GAAP; however, we acknowledge that our non-GAAP financial measures
have a number of limitations. As such, you should not view these disclosures as a substitute for results determined in accordance with GAAP, and they
are not necessarily comparable to non-GAAP financial measures that other companies use. The following reconciliation table provides a more detailed
analysis of these non-GAAP financial measures:
Years ended December 31,
2012
2011

2013
$

Total shareholders’ equity

48,390

(dollars in thousands, except per share data)
$
33,057
$ 27,583

2010

$

17,162

$

—
—
17,162

Less:

272

Goodwill

Other intangible assets
Tangible shareholders’ equity

155

$

Shares outstanding
Tangible book value per share
Average assets
Average equity
Average goodwill and other intangible assets
Tangible average equity to tangible average assets

$

47,963
2,031,833
23.61
429,634
44,671
156
10.36%

23

$

—
—
33,057

$

2,027,495
$

16.30

321,489
31,799
—
9.89%

$

—
—
27,583
1,883,541
14.64
248,779
23,220
—
9.33%

1,559,260
$

11.01

199,591
13,825
—
6.93%

Table of Contents

Years ended December 31,
2012
2011

2013

2010

(dollars in thousands)
Efficiency ratio
Noninterest expense
Net interest taxable equivalent income
Noninterest taxable equivalent income (loss)
Less gain (loss) on sale of securities

$ 40,164
10,781
56,467

$ 33,669
8,097
42,480
—
$ 50,577
66.57%

11

$ 67,237
59.73%

Adjusted operating revenue
Efficiency ratio

$ 20,967
6,007
32,127
—
$ 38,134
54.98%

$ 13,365
3,297
20,932
—
$ 24,228
55.16%

As of and for the years ended December 31,

2013
Pro Forma

Total shareholders’ equity

$

29,880

2012

Actual
Pro Forma
(dollars in thousands)
$ 48,390
$
30,234

Actual

$

33,057

$

—
—
33,057

Less:
Goodwill

Other intangible assets
Tangible shareholders’ equity

Shares outstanding
Tangible book value per share
Average assets
Average equity
Average goodwill and other intangible assets
Tangible average equity to tangible average assets
Efficiency ratio
Noninterest expense
Net interest taxable equivalent income
Noninterest taxable equivalent income (loss)
Less gain (loss) on sale of securities

Adjusted operating revenue
Efficiency ratio

$

272

272

155

155

29,453

$

2,031,833
$

14.50

$

415,486
29,338
156
7.02%

$

39,692
10,811
46,738

$

57,538

24

2,031,833
23.61
429,634
44,671

$

2,027,495
$

$

40,164
10,781
56,467

$

67,237

$

11

59.73%

14.91

2,027,495
$

313,897
27,387
—
8.72%

156
10.36%

11

68.98%

47,963

—
—
30,234

$

29,850
8,459
41,938
—
50,397
59.23%

16.30

321,489
31,799
—
9.89%
$

$

33,669
8,097
42,480
—
50,577
66.57%
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RISK FACTORS

An investment in our common stock involves certain risks. You should carefully consider the risks described below, as well as the other information
included in this prospectus, before making an investment decision. Our business, financial condition and results of operations could be materially
adversely affected by any of these risks. The trading price of our common stock could decline due to any of these risks, and you may lose all or part of
your investment. This prospectus also contains forward-looking statements that involve risks and uncertainties. Our actual results could differ
materially from those anticipated in these forward-looking statements as a result of certain factors, including the risks faced by us described below and
elsewhere in this prospectus.
Risks Related to Our Business

We may experience increased delinquencies and credit losses, which could have a material adverse effect on our capital, financial condition,
and results of operations.
Like other lenders, we face the risk that our customers will not repay their loans. A customer’s failure to repay us is usually preceded by missed monthly
payments. In some instances, however, a customer may declare bankruptcy prior to missing payments, and, following a borrower filing bankruptcy, a
lender’s recovery of the credit extended is often limited. Since many of our loans are secured by collateral, we may attempt to seize the collateral if and when a
customer defaults on a loan. However, the value of the collateral may not equal the amount of the unpaid loan, and we may be unsuccessful in recovering the
remaining balance from our customer. The resolution of nonperforming assets, including the initiation of foreclosure proceedings, requires significant
commitments of time from management, which can be detrimental to the performance of their other responsibilities, and will expose us to additional legal costs.
Elevated levels of loan delinquencies and bankruptcies in our market area, generally, and among our customers, specifically, can be precursors of future
charge-offs and may require us to increase our allowance for loan and lease losses, or ALLL. Higher charge-off rates, delays in the foreclosure process or in
obtaining judgments against defaulting borrowers or an increase in our ALLL may hurt our overall financial performance if we are unable to increase revenue
to compensate for these losses, may increase our cost of funds, and could materially adversely affect our capital, financial condition, results of operations and
the value of the common stock.

SBA lending is an important part of our business. Our SBA lending program is dependent upon the federal government, and we face specific
risks associated with originating SBA loans.
Our SBA lending program is dependent upon the federal government. As an SBA Preferred Lender, we enable our clients to obtain SBA loans without
being subject to the potentially lengthy SBA approval process necessary for lenders that are not SBA Preferred Lenders. The SBA periodically reviews the
lending operations of participating lenders to assess, among other things, whether the lender exhibits prudent risk management. When weaknesses are
identified, the SBA may request corrective actions or impose enforcement actions, including revocation of the lender’s Preferred Lender status. If we lose our
status as a Preferred Lender, we may lose some or all of our customers to lenders who are SBA Preferred Lenders, and as a result we could experience a
material adverse effect to our financial results. Any changes to the SBA program, including changes to the level of guarantee provided by the federal
government on SBA loans, may also have a material adverse effect on our business.

We generally sell the guaranteed portion of our SBA 7(a) loans in the secondary market. These sales have resulted in both premium income for us at the
time of sale, and created a stream of future servicing income. There can be no assurance that we will be able to continue originating these loans, that a
secondary market for these loans will continue to exist or that we will continue to realize premiums upon the sale of the guaranteed portion of these loans. When
we sell the guaranteed portion of our SBA 7(a) loans, we incur credit risk on the non-guaranteed portion of the loans, and if a customer defaults on the nonguaranteed portion of a loan, we share
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any loss and recovery related to the loan pro-rata with the SBA. If the SBA establishes that a loss on an SBA guaranteed loan is attributable to significant
technical deficiencies in the manner in which the loan was originated, funded or serviced by us, the SBA may seek recovery of the principal loss related to the
deficiency from us, which could materially adversely affect our results of operations as well as the value of our common stock.

A return of recessionary conditions could result in increases in our level of nonperforming loans and/or reduce demand for our products and
services, which could have a material adverse effect on our results of operations.
All financial institutions are subject to similar risks resulting from a weakened economy, such as increased charge-offs and levels of past-due loans and
nonperforming assets. Although the U.S. economy has emerged from the severe recession that occurred from 2007 to 2009, economic growth has been slow
and uneven, and unemployment levels remain high in many areas of the country. In addition, recovery by many businesses has been impaired by lower
consumer spending. A return of prolonged deteriorating economic conditions could adversely affect the ability of our customers to repay their loans, the value
of our investments, and our ongoing operations, costs and profitability. These events may cause us to incur losses and may materially adversely affect our
financial condition and results of operations.

Our loan portfolio mix, which includes owner-occupied commercial real estate loans, could result in increased credit risk in a challenging
economy.
Our loan portfolio is concentrated in owner-occupied commercial real estate and owner-occupied commercial business loans. These types of loans generally
are viewed as carrying more risk of default than residential real estate loans or certain other types of loans or investments. In fact, the FDIC has issued
pronouncements alerting banks of its concern about heavy loan concentrations in certain types of commercial real estate loans, including acquisition,
construction and development loans, and heavy loan concentrations in certain geographic segments. Because a portion of our loan portfolio is composed of
these types of higher-risk loans, we face an increased risk of nonperforming loans that could result in a loss of earnings from these loans, an increase in the
provision for loan losses, or an increase in loan charge-offs, any of which could have a material adverse impact on our results of operations and financial
condition.

The current economic environment and any deterioration or downturn in the economies or real estate values in the markets we serve could have a material
adverse effect on both borrowers’ ability to repay their loans and the value of the real property securing those loans. Our ability to recover on defaulted loans
would then be diminished, and we would be more likely to suffer losses on defaulted loans. Any of these developments could materially adversely affect our
business, financial condition, results of operations and prospects, as well as the value of our common stock.

The fair value of our investment securities can fluctuate due to factors outside of our control.
As of December 31, 2013, the fair value of our investment securities portfolio was approximately $19.4 million. Factors beyond our control can
significantly influence the fair value of securities in our portfolio and can cause potential adverse changes to the fair value of these securities. These factors
include, but are not limited to, rating agency actions in respect of the securities, defaults by the issuer or with respect to the underlying securities, monetary
tapering actions by the Federal Reserve, and changes in market interest rates and continued instability in the capital markets. Any of these factors, among
others, could cause other-than-temporary impairments and realized or unrealized losses in future periods and declines in other comprehensive income, which
could materially and adversely affect our business, results of operations, financial condition and prospects, as well as the value of our common stock. The
process for determining whether impairment of a security is other-than-temporary usually requires complex, subjective judgments about the future financial
performance and liquidity of the issuer and any collateral underlying the security in order to assess the probability of receiving all contractual principal and
interest payments on the security.
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Our allowance for loan losses may prove to be insufficient to cover actual loan losses, which could have a material adverse effect on our
financial condition and results of operations.
Our success depends to a significant extent upon the quality of our assets, particularly loans. In originating loans, there is a substantial likelihood that we
will experience credit losses. The risk of loss will vary with, among other things, general economic conditions, including the current economic environment
and real estate market, the type of loan, the creditworthiness of the borrower over the term of the loan, and, in the case of a collateralized loan, the quality of the
collateral for the loan.
Our loan customers may not repay their loans according to the terms of these loans, and the collateral securing the payment of these loans may be
insufficient to assure repayment. As a result, we may experience significant loan losses, which could have a material adverse effect on our operating
results. Our management makes various assumptions and judgments about the collectability of our loan portfolio, including the creditworthiness of our
borrowers and the value of the real estate and other assets serving as collateral for the repayment of many of our loans. We maintain an allowance for loan
losses in an attempt to cover any loan losses that may occur. In determining the size of the allowance, we rely on an analysis of our loan portfolio based on
historical loss experience, volume and types of loans, trends in classification, volume and trends in delinquencies and non-accruals, national and local
economic conditions, and other pertinent information.

If our assumptions are wrong, our current allowance may not be sufficient to cover future loan losses, and we may need to make adjustments to allow for
different economic conditions or adverse developments in our loan portfolio. Material additions to our allowance would materially decrease our net income. We
expect our allowance to continue to fluctuate; however, given current and future market conditions, we can make no assurance that our allowance will be
adequate to cover future loan losses.
In addition, federal and state regulators periodically review our allowance for loan losses and may require us to increase our provision for loan losses or
recognize further loan charge-offs, based on judgments different than those of our management. Any increase in our allowance for loan losses or loan chargeoffs as required by these regulators could have a negative effect on our operating results and could materially adversely affect the value of the common stock.

The amount of other real estate owned, or OREO, may increase significantly, resulting in additional losses, and costs and expenses that will
negatively affect our operations.
As the amount of OREO increases, our losses, and the costs and expenses to maintain the real estate, likewise increase. The amount of OREO we hold may
increase due to various economic conditions or other factors. Any additional increase in losses and maintenance costs and expenses due to OREO may have
material adverse effects on our business, financial condition, and results of operations. Such effects may be particularly pronounced in a market of reduced
real estate values and excess inventory, which may make the disposition of OREO properties more difficult, increase maintenance costs and expenses, and
may reduce our ultimate realization from any OREO sales. In addition, at the time of acquisition of the OREO we are required to reflect the fair market value in
our financial statements. If the OREO declines in value subsequent to its acquisition, we are required to recognize a loss. As a result, declines in the value of
our OREO have a negative effect on our results of operations and financial condition, and could materially adversely affect the value of our common stock.

We are subject to environmental liability risk associated with lending activities.
A significant portion of our loan portfolio is secured by real property. During the ordinary course of business, we may foreclose on and take title to
properties securing certain loans. In doing so, there is a risk that hazardous or toxic substances could be found on these properties. If hazardous or toxic
substances are found, we may be liable for remediation costs, as well as for personal injury and property damage. Environmental laws may require
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us to incur substantial expenses and may materially reduce the affected property’s value or limit our ability to use or sell the affected property. In addition,
future laws or more stringent interpretations or enforcement policies with respect to existing laws may increase our exposure to environmental liability. The
remediation costs and any other financial liabilities associated with an environmental hazard could have a material adverse effect on our financial condition
and results of operations and could materially adversely affect the value of the common stock.

Our use of appraisals in deciding whether to make a loan secured by real property or how to value the loan in the future may not accurately
describe the net value of the collateral that we can realize.
In considering whether to make a loan secured by real property, we generally require an appraisal of the property. However, an appraisal is only an estimate
of the value of the property at the time the appraisal is made, and, as real estate values may experience changes in value in relatively short periods of time,
especially given heightened economic uncertainty, this estimate might not accurately describe the net value of the real property collateral after the loan has been
closed. If the appraisal does not reflect the amount that may be obtained upon any sale or foreclosure of the property, we may not realize an amount equal to the
indebtedness secured by the property. In addition, we rely on appraisals and other valuation techniques to establish the value of our OREO and to determine
certain loan impairments. If any of these valuations are inaccurate, our consolidated financial statements may not reflect the correct value of OREO, and our
ALLL may not reflect accurate loan impairments. The valuation of the properties securing the loans in our portfolio may negatively impact the continuing
value of those loans and could materially adversely affect our results of operations and financial condition, as well as the value of the common stock.

We could be subject to losses, regulatory action or reputational harm due to fraudulent and negligent acts on the part of loan applicants, our
borrowers, our employees and vendors.
In deciding whether to extend credit or enter into other transactions with clients and counterparties, we may rely on information furnished by or on behalf of
clients and counterparties, including financial statements, property appraisals, title information, employment and income documentation, account information
and other financial information. We may also rely on representations of clients and counterparties as to the accuracy and completeness of such information
and, with respect to financial statements, on reports of independent auditors. Any such misrepresentation or incorrect or incomplete information may not be
detected prior to funding a loan or during our ongoing monitoring of outstanding loans. In addition, one or more of our employees or vendors could cause a
significant operational breakdown or failure, either as a result of human error or where an individual purposefully sabotages or fraudulently manipulates our
loan documentation, operations or systems. Any of these developments could have a material adverse effect on our business, financial condition, results of
operations and future prospects.

We may fail to realize all of the anticipated benefits, including estimated cost savings, of potential future acquisitions.
In the future, we may encounter difficulties in obtaining required regulatory approvals or unexpected contingent liabilities from businesses we may acquire.
Integration of an acquired business can be complex and costly, sometimes including combining relevant accounting and data processing systems and
management controls, as well as managing relevant relationships with employees, clients, suppliers and other business partners. Integration efforts could
divert management attention and resources, which could adversely affect our operations or results. Additionally, given continued market volatility and
uncertainty, we may also experience increased credit costs or need to take additional markdowns and allowances for loan losses on assets and loans we may
acquire. These increased credit costs, markdowns and allowances could materially adversely affect our financial condition and results of operations, as well
as the value of our common stock.

Changes in the interest rate environment could reduce our net interest income, which could reduce our profitability.
As a financial institution, our earnings depend on our net interest income, which is the difference between the interest income that we earn on interestearning assets, such as investment securities and loans, and
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the interest expense that we pay on interest-bearing liabilities, such as deposits and borrowings. Additionally, changes in interest rates affect the premium
market for SBA 7(a) loans. Therefore, any change in general market interest rates, including changes in federal fiscal and monetary policies, affects us more
than non-financial companies and can have a significant effect on our net interest income and total income. Our assets and liabilities may react differently to
changes in overall market rates or conditions because there may be mismatches between the repricing or maturity characteristics of the assets and liabilities. As
a result, an increase or decrease in market interest rates could have material adverse effects on our net interest margin, noninterest income, and results of
operations.

We face strong competition from larger, more established competitors.
The banking business is highly competitive, and we experience strong competition from many other financial institutions, including some of the largest
commercial banks in the United States as well as other bank and non-bank lenders that operate in the United States.

We compete with these institutions both in attracting deposits and in making loans, primarily on the basis of the interest rates we pay and yield on these
products. Many of our competitors are well-established, much larger financial institutions. While we believe we can and do successfully compete with these
other financial institutions in our industry verticals, we may face a competitive disadvantage as a result of our smaller size. In addition, many of our nonbank competitors have fewer regulatory constraints and may have lower cost structures. We expect competition to continue to intensify due to financial
institution consolidation, legislative, regulatory and technological changes, and the emergence of alternative banking sources.

Our ability to compete successfully will depend on a number of factors, including, among other things:

• our ability to build and maintain long-term customer relationships while ensuring high ethical standards and safe and sound banking practices;
• the scope, relevance and pricing of products and services that we offer;
• customer satisfaction with our products and services;
• industry and general economic trends; and
• our ability to keep pace with technological advances and to invest in new technology.
Increased competition could require us to increase the rates we pay on deposits or lower the rates we offer on loans, which could reduce our profitability.
Our failure to compete effectively in our primary markets could cause us to lose market share and could have a material adverse effect on our business,
financial condition, results of operations and future prospects.

Prior to this offering, we were treated as an S corporation under the Internal Revenue Code, and claims of taxing authorities related to our
prior status as an S corporation could harm us.
Upon consummation of this offering, our S corporation status will terminate, and we will be treated as a C corporation under “Subchapter C” of the
income tax provisions of the Internal Revenue Code of 1986, as amended, which is applicable to most corporations and treats the corporation as an entity that
is separate and distinct from its shareholders. If the open tax years in which we were an S corporation were audited by the Internal Revenue Service, and we are
determined not to have qualified for, or to have violated, our S corporation status, we will be obligated to pay back taxes, interest and penalties, and we do not
have the right to reclaim tax distributions that we have made to our shareholders during those periods. These amounts could include taxes on all of our taxable
income while we were an S corporation. Any such claims could result in additional costs to us and could have a material adverse effect on our results of
operations and financial condition.
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We are subject to increased regulatory requirements and supervision due to our de novo status.
The Bank was chartered in 2008 and is accordingly subject to more stringent regulatory requirements and supervision than banks that have been
established for a longer period of time. In 2009, the FDIC extended the period of heightened supervision for newly insured FDIC-supervised institutions from
three to seven years. Our seven-year de novo period will expire in 2015. Until that time, the Bank will be subject to enhanced supervision and any material
change in its business plan will require FDIC approval. These enhanced supervisory requirements could restrain our growth or limit our ability to engage in
activities that are outside the scope of our business plan, which in turn could have a material adverse effect on our business, results of operations, financial
condition and future prospects.

Our loan portfolio may be affected by deterioration in real estate markets, including declines in the performance of loans.
Deterioration in real estate markets could result in declining prices and excess inventories. As a result, developers may experience financial deterioration and
banking institutions may experience declines in the performance of construction, development and commercial loans. We make credit and reserve decisions
based on the current conditions of borrowers or projects combined with our expectations for the future. If conditions are worse than forecast, we could
experience higher charge-offs and delinquencies than is provided in the allowance for loan losses, which could materially adversely affect our earnings.

A prolonged U.S. government shutdown or default by the U.S. on government obligations could harm our results of operations.
Our results of operations, including revenue, non-interest income, expenses and net interest income, would likely be adversely affected in the event of
widespread financial and business disruption on account of a default by the U.S. on U.S. government obligations or a prolonged failure to maintain
significant U.S. government operations, particularly those pertaining to the SBA or the FDIC.

Deterioration in the fiscal position of the U.S. federal government and downgrades in U.S. Treasury and federal agency securities could
adversely affect us and our subsidiary’s banking operations.
The long-term outlook for the fiscal position of the U.S. federal government is uncertain, as illustrated by the 2011 downgrade by certain rating agencies of
the credit rating of the U.S. government and federal agencies. In addition to causing economic and financial market disruptions, any future downgrade, failure
to raise the U.S. statutory debt limit, or deterioration in the fiscal outlook of the U.S. federal government, could, among other things, materially adversely
affect the market value of the U.S. government and federal agency securities that we hold, the availability of those securities as collateral for borrowing, and
our ability to access capital markets on favorable terms. In particular, it could increase interest rates and disrupt payment systems, money markets, and longterm or short-term fixed income markets, adversely affecting the cost and availability of funding, which could negatively affect our profitability. Also, the
adverse consequences could extend to those to whom we extend credit and could adversely affect their ability to repay their loans. Any of these developments
could materially adversely affect our business, financial condition, results of operations and prospects, as well as the value of our common stock.

Deterioration in the commercial soundness of our counterparties 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, 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, could create another market-wide liquidity crisis similar
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to that experienced in late 2008 and early 2009 and could lead to losses or defaults by us or by other institutions. There is no assurance that the deterioration or
failure of our counterparties would not materially adversely affect our results of operations.

We have different lending risks than larger, more diversified banks.
Our ability to diversify our economic risks is limited. We lend primarily to small businesses in selected industries, which may expose us to greater lending
risks than those of banks lending to larger, better-capitalized businesses with longer operating histories. Small businesses generally have fewer financial
resources in terms of capital or borrowing capacity than larger entities. If economic conditions negatively impact the verticals in which we operate, our results
of operations and financial condition may be adversely affected.
We manage our credit exposure through careful monitoring of loan applicants and through loan approval and review procedures. We have established an
evaluation process designed to determine the adequacy of our allowance for loan losses. While this evaluation process uses historical and other objective
information, the classification of loans and the establishment of loan losses is an estimate based on experience, judgment and expectations regarding our
borrowers, and the economies in which we and our borrowers operate, as well as the judgment of our regulators. This is an inherently uncertain process, and
we cannot assure you that our loan loss reserves will be sufficient to absorb future loan losses or prevent a material adverse effect on our business,
profitability or financial condition.

We are subject to liquidity risk in our operations.
Liquidity risk is the possibility of being unable, at a reasonable cost and within acceptable risk tolerances, to pay obligations as they come due, to
capitalize on growth opportunities as they arise, or to pay regular dividends because of an inability to liquidate assets or obtain adequate funding on a timely
basis. Liquidity is required to fund various obligations, including credit obligations to borrowers, loan originations, withdrawals by depositors, repayment of
debt, dividends to shareholders, operating expenses, and capital expenditures. Liquidity is derived primarily from the sale of loans in the 7(a) secondary
market, retail deposit growth and retention, principal and interest payments on loans and investment securities, net cash provided from operations, and access
to other funding sources. Historically, we have relied on brokered and Internet funds as a large portion of our deposit base. Our access to funding sources in
amounts adequate to finance our activities could be impaired by factors that affect us specifically or the financial services industry in general. Factors that
could detrimentally affect our access to liquidity sources include a decrease in the level of our business activity due to a market downturn or adverse regulatory
action against us. Our ability to borrow could also be impaired by factors that are not specific to us, such as a severe disruption in the financial markets or
negative views and expectations about the prospects for the financial services industry as a whole. Our access to borrowed funds could become limited in the
future, and we may be required to pay above market rates for additional borrowed funds, if we are able to obtain them at all, which may adversely affect our
results of operations.

A failure in or breach of our operational or security systems, or those of our third party service providers, including as a result of cyberattacks, could disrupt our business, result in unintentional disclosure or misuse of confidential or proprietary information, damage our
reputation, increase our costs and cause losses.
As a financial institution, our operations rely heavily on the secure data processing, storage and transmission of confidential and other information on our
computer systems and networks. Any failure, interruption or breach in security or operational integrity of these systems could result in failures or disruptions
in our online banking system, customer relationship management, general ledger, deposit and loan servicing and other systems. The security and integrity of
our systems could be threatened by a variety of interruptions or information security breaches, including those caused by computer hacking, cyber-attacks,
electronic fraudulent activity or attempted theft of financial assets. We cannot assure you that any such failures, interruptions or security breaches will not
occur, or if they do occur, that they will be adequately addressed. While we have certain protective policies and
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procedures in place, the nature and sophistication of the threats continue to evolve. We may be required to expend significant additional resources in the future
to modify and enhance our protective measures.

Additionally, we face the risk of operational disruption, failure, termination or capacity constraints of any of the third parties that facilitate our business
activities, including exchanges, clearing agents, clearing houses or other financial intermediaries. Such parties could also be the source of an attack on, or
breach of, our operational systems. Any failures, interruptions or security breaches in our information systems could damage our reputation, result in a loss
of customer business, result in a violation of privacy or other laws, or expose us to civil litigation, regulatory fines or losses not covered by insurance.
Our business is dependent on the successful and uninterrupted functioning of our information technology and telecommunications systems and third-party
providers. The failure of these systems, or the termination of a third-party software license or service agreement on which any of these systems is based, could
interrupt our operations. Because our information technology and telecommunications systems interface with and depend on third-party systems, we could
experience service denials if demand for such services exceeds capacity or such third-party systems fail or experience interruptions. If significant, sustained or
repeated, a system failure or service denial could compromise our ability to operate effectively, damage our reputation, result in a loss of customer business,
and/or subject us to additional regulatory scrutiny and possible financial liability, any of which could materially adversely affect our business, financial
condition, results of operations and prospects, as well as the value of our common stock.

Hurricanes or other adverse weather events could disrupt our operations, which could have an adverse effect on our business or results of
operations.
North Carolina’s coastal region is affected, from time to time, by adverse weather events, particularly hurricanes. We cannot predict whether, or to what
extent, damage caused by future hurricanes will affect our operations. Weather events could cause a disruption in our day-to-day business activities and could
have a material adverse effect on the value of our common stock.

We rely heavily on our management team and the unexpected loss of any of those personnel could adversely affect our operations; we depend
on our ability to attract and retain key personnel.
We are a customer-focused and relationship-driven organization. We expect our future growth to be driven in a large part by the relationships maintained
with our customers by our chief executive officer, president, and other senior officers. The unexpected loss of any of our key employees could have an adverse
effect on our business and possibly result in reduced revenues and earnings. The implementation of our business strategy will also require us to continue to
attract, hire, motivate and retain skilled personnel to develop new customer relationships as well as new financial products and services. We are not party to
non-compete or non-solicitation agreements with any of our officers or employees. The market for our personnel is competitive, and we cannot assure you that
we will be successful in attracting, hiring or retaining key personnel.

Our risk management framework may not be effective in mitigating risks and/or losses to us.
We have implemented a risk management framework to manage our risk exposure. This framework is comprised of various processes, systems and
strategies, and is designed to manage the types of risk to which we are subject, including, among others, credit, market, liquidity, interest rate and
compliance. Our framework also includes financial and other modeling methodologies which involve management assumptions and judgment. There can be
no assurance that our risk management framework will be effective under all circumstances or that it will adequately mitigate any risk or loss to us. If our
framework is not effective, we could suffer unexpected losses and be subject to potentially adverse regulatory consequences, and our business, financial
condition, results of operations or prospects could be materially and adversely affected.
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If we fail to maintain an effective system of internal control over financial reporting, we may not be able to accurately report our financial
results. As a result, current and potential shareholders could lose confidence in our financial reporting which would harm our business and
the trading price of our securities.
If we identify material weaknesses in our internal control over financial reporting or are otherwise required to restate our financial statements, we could be
required to implement expensive and time-consuming remedial measures and could lose investor confidence in the accuracy and completeness of our financial
reports. We may also face regulatory enforcement or other actions, including the potential delisting of our securities from NASDAQ. This could have an
adverse effect on our business, financial condition and results of operations, including our stock price, and could potentially subject us to litigation.

Changes in accounting standards and management’s selection of accounting methods, including assumptions and estimates, could materially
impact our financial statements.
From time to time the SEC and the Financial Accounting Standards Board, or FASB, change the financial accounting and reporting standards that govern
the preparation of our financial statements. These changes can be hard to predict and can materially impact how we record and report our financial condition
and results of operations. In some cases, we could be required to apply a new or revised standard retroactively, resulting in changes to previously reported
financial results, or a cumulative charge to retained earnings. In addition, management is required to use certain assumptions and estimates in preparing our
financial statements, including determining the fair value of certain assets and liabilities, among other items. If the assumptions or estimates are incorrect, we
may experience unexpected material adverse consequences.

Our business reputation is important and any damage to it could have a material adverse effect on our business.
Our reputation, including the intellectual property associated with our reputation, is very important to sustain our business, as we rely on our relationships
with our current, former and potential clients and shareholders, and the industries that we serve. Any damage to our reputation, whether arising from legal,
regulatory, supervisory or enforcement actions, matters affecting our financial reporting or compliance with SEC and exchange listing requirements, negative
publicity, the conduct of our business or otherwise could have a material adverse effect on our business.

Insiders have substantial control over us, and this control may limit our shareholders’ ability to influence corporate matters and may delay or
prevent a third party from acquiring control over us.
Our directors and executive officers and their related entities currently beneficially own, in the aggregate, approximately 45.82% of our outstanding common
stock. Further, we anticipate that our directors and executive officers and their related entities will beneficially own an aggregate of approximately % of our
common stock following this offering (without giving effect to the exercise of the overallotment option granted to the underwriters). The significant
concentration of stock ownership may adversely affect the trading price of our common stock due to investors’ perception that conflicts of interest may exist or
arise. In addition, these shareholders will be able to exercise influence over all matters requiring shareholder approval, including the election of directors and
approval of corporate transactions, such as a merger or other sale of our company or its assets. This concentration of ownership could limit your ability to
influence corporate matters and may have the effect of delaying or preventing a change in control, including a merger, consolidation or other business
combination involving us, or discouraging a potential acquirer from making a tender offer or otherwise attempting to obtain control, even if that change in
control would benefit our other shareholders. For information regarding the ownership of our outstanding stock by our executive officers and directors and
their affiliates, see the section titled “Principal and Selling Shareholders.”
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Risks Related to Our Regulatory Environment

We are subject to extensive regulation that could limit or restrict our activities.
We operate in a highly regulated industry and are subject to examination, supervision, and comprehensive regulation by various regulatory agencies. Our
compliance with these regulations is costly and restricts certain of our activities, including the declaration and payment of cash dividends to shareholders,
mergers and acquisitions, investments, loans and interest rates charged, interest rates paid on deposits, and locations of offices. We are also subject to
capitalization guidelines established by our regulators, which require us to maintain adequate capital to support our growth and operations. Should we fail to
comply with these regulatory requirements, federal and state regulators could impose additional restrictions on the activities of the Company and the Bank,
which could materially adversely affect our growth strategy and operating results in the future.

The laws and regulations applicable to the banking industry have recently changed and may continue to change, and we cannot predict the effects of these
changes on our business and profitability. Because government regulation greatly affects the business and financial results of all commercial banks and bank
holding companies, our cost of compliance could adversely affect our ability to operate profitably.

The Dodd-Frank Wall Street Reform and Consumer Protection Act, or the Dodd-Frank Act, was enacted on July 21, 2010. The provisions of the DoddFrank Act, and its implementing regulations, on our business remain somewhat uncertain at this time, but they may adversely affect our business, results of
operations, and the underlying value of our securities, including our common stock. The full effect of this legislation will not be reasonably certain until all
implementing regulations are promulgated, which could take several years in some cases.
Some or all of the changes, including the new rulemaking authority granted to the Consumer Financial Protection Bureau, or the CFPB, may result in
greater reporting requirements, assessment fees, operational restrictions, capital requirements, and other regulatory burdens applicable to us, and many of our
non-bank competitors may remain free from such limitations. This could adversely affect our ability to attract and maintain depositors, to offer competitive
products and services, and to expand our business.

Congress may consider additional proposals to change substantially the financial institution regulatory system and to expand or contract the powers of
banking institutions and bank holding companies. Such legislation may change existing banking statutes and regulations, as well as our current operating
environment significantly. If enacted, such legislation could increase or decrease the cost of doing business, limit or expand our permissible activities, or affect
the competitive balance among banks, savings associations, credit unions, and other financial institutions. We cannot predict whether new legislation will be
enacted and, if enacted, the effect that it, or any regulations, would have on our business, financial condition, or results of operations.
Our financial condition and results of operations are affected by credit policies of monetary authorities, particularly the Federal Reserve. Actions by
monetary and fiscal authorities, including the Federal Reserve, could have an adverse effect on our deposit levels, loan demand, or business and earnings, as
well as the value of the common stock.

We may be required to raise additional capital in the future, including to comply with new increased minimum capital thresholds established by
our regulators as part of their implementation of Basel III, but that capital may not be available when it is needed and could be dilutive to our
existing shareholders, which could adversely affect our financial condition and results of operations.
On July 2, 2013, the Federal Reserve approved a final rule that establishes an integrated regulatory capital framework that addresses shortcomings in
certain capital requirements. The rule implements in the United States the Basel III regulatory capital reforms from the Basel Committee on Banking
Supervision and certain changes required by the Dodd-Frank Act.
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The major provisions of the new rule applicable to us are:

• The new rule implements higher minimum capital requirements, includes a new common equity Tier 1 capital requirement, and establishes criteria that
instruments must meet in order to be considered common equity Tier 1 capital, additional Tier 1 capital, or Tier 2 capital. These enhancements will
both improve the quality and increase the quantity of capital required to be held by banking organizations, better equipping the U.S. banking system to
deal with adverse economic conditions. The new minimum capital to risk-weighted assets, or RWA, requirements are a common equity Tier 1 capital
ratio of 4.5 percent and a Tier 1 capital ratio of 6.0 percent, which is an increase from 4.0 percent, and a total capital ratio that remains at 8.0 percent.
The minimum leverage ratio (Tier 1 capital to total consolidated assets) is 4.0 percent. The new rule maintains the general structure of the current prompt
corrective action, or PCA, framework while incorporating these increased minimum requirements.
• The new rule improves the quality of capital by implementing changes to the definition of capital. Among the most important changes are stricter
eligibility criteria for regulatory capital instruments that would disallow the inclusion of instruments such as trust preferred securities in Tier 1 capital
going forward, and new constraints on the inclusion of minority interests, mortgage-servicing assets, or MSAs, deferred tax assets, or DTAs, and
certain investments in the capital of unconsolidated financial institutions. In addition, the new rule requires that most regulatory capital deductions be
made from common equity Tier 1 capital.
• Under the new rule, in order to avoid limitations on capital distributions, including dividend payments and certain discretionary bonus payments to
executive officers, a banking organization must hold a capital conservation buffer composed of common equity Tier 1 capital above its minimum riskbased capital requirements. This buffer will help to ensure that banking organizations conserve capital when it is most needed, allowing them to better
weather periods of economic stress. The buffer is measured relative to RWA. Phase-in of the capital conservation buffer requirements, and corresponding
limits on capital distributions and discretionary bonus payments, will begin on January 1, 2016. After the capital conservation buffer is fully phased
in, a banking organization with a buffer greater than 2.5 percent would not be subject to limits on capital distributions or discretionary bonus
payments; however, a banking organization with a buffer of less than 2.5 percent would be subject to increasingly stringent limitations as the buffer
approaches zero. When the new rule is fully phased in, it would prohibit a banking organization from making distributions or discretionary bonus
payments during any quarter if its eligible retained income is negative in that quarter and its capital conservation buffer ratio was less than 2.5 percent
at the beginning of the quarter. When the new rule is fully phased in, the minimum capital requirements plus the capital conservation buffer will exceed
the PCA well-capitalized thresholds.
• The new rule also increases the risk weights for past-due loans, certain commercial real estate loans, and some equity exposures, and makes selected
other changes in risk weights and credit conversion factors.
On July 9, 2013, the FDIC issued an “interim final rule” applicable to the Bank that is identical in substance to the final rules issued by the Federal
Reserve described above. The Bank is required to comply with the interim final rule on January 1, 2015.
In order to support the operations at the Bank, we may need to raise capital in the future. Our ability to raise capital, if needed, will depend in part on
conditions in the capital markets at that time, which are outside our control. Accordingly, we cannot assure you of our ability to raise capital, if needed, on
terms acceptable to us. If we cannot raise capital when needed, our ability to operate or further expand our operations could be materially impaired. In addition,
if we decide to raise equity capital under such conditions, the interests of our shareholders could be diluted.

The FDIC Deposit Insurance assessments that we are required to pay may continue to materially increase in the future, which would have an
adverse effect on our earnings.
As a member institution of the FDIC, we are assessed a quarterly deposit insurance premium. Failed banks nationwide have significantly depleted the
insurance fund and reduced the ratio of reserves to insured deposits.
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As a result, we may be required to pay significantly higher premiums or additional special assessments that could adversely affect our earnings.
On October 19, 2010, the FDIC adopted a Deposit Insurance Fund, or DIF, Restoration Plan, which requires the DIF to attain a 1.35 percent reserve ratio
by September 30, 2020. In addition, the FDIC modified the method by which assessments are determined and, effective April 1, 2011, adjusted assessment
rates, which will range from 2.5 to 45 basis points (annualized), subject to adjustments for unsecured debt and, in the case of small institutions outside the
lowest risk category and certain large and highly complex institutions, brokered deposits. Further increased FDIC assessment premiums, due to our risk
classification, emergency assessments, or implementation of the modified DIF reserve ratio, could adversely impact our earnings.

Risks Related to this Offering and our Common Stock

An active, liquid, and orderly market for our common stock may not develop.
Prior to this offering, there was no market for shares of our common stock. An active trading market for our common stock might never develop or be
sustained, which could depress the market price of our common stock and affect your ability to sell our shares. The initial public offering price was
determined through negotiations between us and the representative of the underwriters and might bear no relationship to the price at which our common stock
will trade following the completion of this offering. The trading price of our common stock following this offering is likely to be highly volatile and could be
subject to wide fluctuations in response to various factors, some of which may be beyond our control. These factors include:

• our operating performance and the operating performance of similar companies;
• the overall performance of the equity markets;
• prevailing interest rates;
• economic, financial, geopolitical, regulatory or judicial events affecting us or the financial markets generally;
• the market for similar securities;
• announcements by us or our competitors of acquisitions, business plans, or commercial relationships;
• threatened or actual litigation;
• any major change in our board of directors or management;
• publication of research reports or news stories about us, our competitors, or our industry, or positive or negative recommendations or withdrawal of
research coverage by securities analysts;
• whether we declare dividends on our common stock from time to time;
• our creditworthiness;
• the ratings given to our securities by credit rating agencies, if any;
• large volumes of sales of our shares of common stock by existing shareholders; and
• general political and economic conditions.
In addition, the stock market in general, and the market for banks and financial services companies in particular, has experienced extreme price and
volume fluctuations that have often been unrelated or disproportionate to the operating performance of those companies. These fluctuations might be even more
pronounced in the trading market for our stock shortly following this offering. Securities class action litigation has often been instituted against companies
following periods of volatility in the overall market and in the market price of a company’s securities. This litigation, if instituted against us, could result in
substantial costs, divert our management’s attention and resources, and harm our business, operating results, and financial condition.
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Additional expenses following the offering from operating as a public company will adversely affect our profitability.
Following the offering, our noninterest expenses will increase as a result of the additional accounting, legal and various other additional expenses usually
associated with operating as a public company and complying with public company disclosure obligations, particularly those obligations imposed by the
Sarbanes-Oxley Act of 2002, or the Sarbanes-Oxley Act, and the Dodd-Frank Act.

We are an “emerging growth company,” and the reduced reporting requirements applicable to emerging growth companies may make our
common stock less attractive to investors.
We are an “emerging growth company,” as defined in the federal securities laws. For as long as we continue to be an emerging growth company, we may
take advantage of exemptions from various reporting requirements that are applicable to other public companies that are not emerging growth companies,
including reduced disclosure obligations regarding executive compensation in our periodic reports and proxy statements and exemptions from the requirements
of holding a nonbinding advisory vote on executive compensation and shareholder approval of any golden parachute payments not previously approved. We
could be an emerging growth company for up to five years, although we could lose that status sooner if our gross revenues exceed $1.0 billion, if we issue
more than $1.0 billion in non-convertible debt in a three-year period, or if the market value of our common stock held by non-affiliates exceeds $700 million as
of any June 30 before that time, in which case we would no longer be an emerging growth company as of the following December 31. We cannot predict if
investors will find our common stock less attractive because we may rely on these exemptions, or if we choose to rely on additional exemptions in the future. If
some investors find our common stock less attractive as a result, there may be a less active trading market for our common stock and our stock price may be
more volatile.

We have broad discretion in the use of the net proceeds from this offering, and our use of those proceeds may not yield a favorable return on
your investment.
We expect to use the net proceeds of this offering to support our long-term growth by enhancing our capital ratios to permit growth initiatives and for general
working capital and other corporate purposes, which may include, among other things, funding loans and purchasing investment securities through the

Bank.
Our management has broad discretion over how these proceeds are used and could spend the proceeds in ways with which you may not agree. In addition,
we may not use the proceeds of this offering effectively or in a manner that increases our market value or enhances our profitability. We have not established a
timetable for the effective deployment of the proceeds, and we cannot predict how long it will take to deploy the proceeds. Investing the offering proceeds in
securities until we are able to deploy the proceeds will provide lower margins that we generally earn on loans, potentially adversely affecting shareholder
returns, including earnings per share, return on assets and return on equity.

You will experience immediate and substantial dilution.
The initial public offering price will be substantially higher than the net tangible book value of each outstanding share of common stock immediately after
this offering. If you purchase common stock in this offering, you will suffer immediate and substantial dilution. At the assumed initial public offering price of
$
per share, which is the midpoint of the estimated price range set forth on the cover page of this prospectus with net proceeds to us of $
million,
after deducting estimated underwriting discounts and commissions and estimated offering expenses, investors who purchase shares in this offering from us
will have contributed approximately % of the total amount of funding we have received to date, but the shares purchased from us in this offering will
represent only approximately % of the total voting rights. The dilution will be $
per share in the net tangible book value of the common stock from the
assumed initial public offering price. In addition, if outstanding options or warrants to purchase shares of our common stock are exercised, there could be
further dilution. For more information refer to “Dilution.”
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Securities analysts may not initiate or continue coverage on our common stock.
The trading market for our common stock will depend in part on the research and reports that securities analysts publish about us and our business. We
do not have any control over these securities analysts, and they may not cover our common stock. If securities analysts do not cover our common stock, the
lack of research coverage may adversely affect its market price. If we are covered by securities analysts, and our common stock is the subject of an
unfavorable report, the price of our common stock may decline. If one or more of these analysts cease to cover us or fail to publish regular reports on us, we
could lose visibility in the financial markets, which could cause the price or trading volume of our common stock to decline.

Future sales of shares of our common stock by existing shareholders could depress the market price of our common stock.
Upon completion of this offering, there will be
shares of our common stock outstanding. The
shares being sold in this offering will
be freely tradeable immediately after this offering (except for shares purchased by affiliates) and of the remaining
shares outstanding on a pro forma
as adjusted basis as of
, 2014 (assuming no exercise of outstanding options after
, 2014),
shares may be resold under
Rule 144 as of the date of this prospectus,
shares may be sold 90 days after the date of this prospectus, and
shares may be sold upon
expiration of lock-up agreements 180 days after the date of this offering (subject in some cases to volume limitations). In addition, as of
, 2014,
there were outstanding options to purchase
shares of our common stock that, if exercised, will result in these additional shares becoming available
for sale upon expiration of the lock-up agreements. A large portion of these shares and options are held by a small number of persons. Sales by these
shareholders or option holders of a substantial number of shares after this offering could significantly reduce the market price of our common stock. We also
intend to register all common stock that we may issue under our stock plans. Effective upon the completion of this offering, an aggregate of
shares
of our common stock will be reserved for future issuance under these plans (assuming no exercise of outstanding options after
, 2014). Once we
register these shares, which we plan to do shortly after the completion of this offering, they can be freely sold in the public market upon issuance, subject to
the lock-up agreements referred to above. If a large number of these shares are sold in the public market, the sales could reduce the trading price of our
common stock. See “Shares Eligible for Future Sale” for a more detailed description of sales that may occur in the future.

Our ability to pay cash dividends on our securities is limited and we may be unable to pay future dividends.
We make no assurances that we will pay any dividends on our securities, including our common stock, in the future. Any future determination relating to
dividend policy will be made at the discretion of our board of directors and will depend on a number of factors, including our future earnings, capital
requirements, financial condition, future prospects, regulatory restrictions, and other factors that our board of directors may deem relevant. The holders of our
capital stock are entitled to receive dividends when, and if, declared by our board of directors out of funds legally available for that purpose. As part of our
consideration to pay cash dividends, we intend to retain adequate funds from future earnings to support the development and growth of our business. In
addition, our ability to pay dividends is restricted by federal policies and regulations. It is the current policy of the Federal Reserve that bank holding
companies should pay cash dividends on capital stock only out of net income available over the past year and only if prospective earnings retention is
consistent with the organization’s expected future needs and financial condition. Further, our principal source of funds to pay dividends is cash dividends that
we receive from Live Oak Bank, which, in turn, will be highly dependent upon the Bank’s historical and projected results of operations, liquidity, cash flows
and financial condition, as well as various legal and regulatory prohibitions and other restrictions on the ability of the Bank to pay dividends, extend credit or
otherwise transfer funds to the Company.
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Additional issuances of common stock or securities convertible into common stock may dilute holders of our common stock.
We may, in the future, determine that it is advisable, or we may encounter circumstances where we determine it is necessary, to issue additional shares of
common stock, securities convertible into, exchangeable for or that represent an interest in common stock, or common stock-equivalent securities to fund
strategic initiatives or other business needs or to build additional capital. Our board of directors is authorized to cause us to issue additional shares of common
stock from time to time for adequate consideration without any additional action on the part of our shareholders. The market price of our common stock could
decline as a result of other offerings, as well as other sales of a large block of common stock or the perception that such sales could occur.

We are subject to extensive regulation, and ownership of the common stock may have regulatory implications for holders thereof.
We are subject to extensive federal and state banking laws, including the Bank Holding Company Act of 1956, as amended, or BHCA, and federal and
state banking regulations, that will impact the rights and obligations of owners of our common stock, including, for example, our ability to declare and pay
dividends on our common stock. Shares of our common stock are voting securities for purposes of the BHCA and any bank holding company or foreign
bank that is subject to the BHCA may need approval to acquire or retain more than 5% of the then outstanding shares of our common stock, and any holder
(or group of holders deemed to be acting in concert) may need regulatory approval to acquire or retain 10% or more of the shares of our common stock. A
holder or group of holders may also be deemed to control us if they own 25% or more of our total equity. Under certain limited circumstances, a holder or
group of holders acting in concert may exceed the 25% percent threshold and not be deemed to control us until they own 33% percent or more of our total
equity. The amount of total equity owned by a holder or group of holders acting in concert is calculated by aggregating all shares held by the holder or group,
whether as a combination of voting or non-voting shares or through other positions treated as equity for regulatory or accounting purposes and meeting certain
other conditions. Holders of our common stock should consult their own counsel with regard to regulatory implications.

Holders should not expect us to redeem outstanding shares of our common stock.
Our common stock is a perpetual equity security. This means that it has no maturity or mandatory redemption date and will not be redeemable at the option
of the holders. Any decision we may make at any time to propose the repurchase or redemption of shares of our common stock will depend upon, among other
things, our evaluation of our capital position, the composition of our shareholders’ equity, general market conditions at that time and other factors we deem
relevant. Our ability to redeem shares of our common stock is subject to regulatory restrictions and limitations, including those of the Federal Reserve Board.

Offerings of debt, which would rank senior to our common stock upon liquidation, may adversely affect the market price of our common stock.
We may attempt to increase our capital resources or, if our or the Bank’s regulatory capital ratios fall below the required minimums, we or the Bank could
be forced to raise additional capital by making additional offerings of debt or equity securities, senior or subordinated notes, preferred stock and common
stock. Upon liquidation, holders of our debt securities and lenders with respect to other borrowings will receive distributions of our available assets prior to the
holders of our common stock.

Anti-takeover provisions could adversely affect our shareholders.
In some cases, shareholders would receive a premium for their shares if we were acquired by another company. However, state and federal law and our
articles of incorporation and bylaws make it difficult for anyone to acquire us without approval of our board of directors. For example, our articles of
incorporation
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require a supermajority vote of two-thirds of our outstanding common stock in order to effect a sale or merger of the company in certain circumstances.
Consequently, a takeover attempt may prove difficult, and shareholders may not realize the highest possible price for their securities. See “Description of Our
Securities — Certain Provisions of Our Articles of Incorporation and Bylaws Having Potential Anti-Takeover Effects.”

Shares of our common stock are not insured deposits and may lose value.
Shares of our common stock will not be savings accounts, deposits or other obligations of any depository institution and will not be insured or guaranteed
by the FDIC or any other governmental agency or instrumentality, any other deposit insurance fund or by any other public or private entity. An investment in
our common stock is inherently risky for the reasons described in this “Risk Factors” section and elsewhere in this prospectus. As a result, if you acquire
shares of our common stock, you may lose some or all of your investment.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
Information set forth in this prospectus may contain various “forward-looking statements” within the meaning of Section 27A of the Securities Act of
1933, as amended, or the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act, which statements
represent our judgment concerning the future and are subject to business, economic, and other risks and uncertainties, both known and unknown, that could
cause our actual operating results and financial position to differ materially from the forward-looking statements. Such forward-looking statements can be
identified by the use of forward-looking terminology such as “may,” “will,” “expect,” “anticipate,” “estimate,” “believe,” or “continue,” or the negative thereof
or other variations thereof or comparable terminology.

We caution that any such forward-looking statements are further qualified by important factors that could cause our actual operating results to differ
materially from those in the forward-looking statements, including, without limitation:

• deterioration in the financial condition of borrowers resulting in significant increases in loan losses and provisions for those losses;
• changes in SBA loan products, including specifically the Section 7(a) program, or changes in SBA standard operating procedures;
• changes in interest rates or an extended period of record-low interest rates on the level and composition of deposits, loan demand and the values of loan
collateral, securities and interest sensitive assets and liabilities;
• the failure of assumptions underlying the establishment of reserves for possible loan losses;
• changes in loan underwriting, credit review or loss reserve policies associated with economic conditions, examination conclusions, or regulatory
developments;
• changes in financial market conditions, either internationally, nationally or locally in areas in which we conduct our operations, including, without
limitation, reduced rates of business formation and growth, commercial and residential real estate development, and real estate prices;
• changes in accounting principles, policies, and guidelines applicable to bank holding companies and banking;
• fluctuations in markets for equity, fixed-income, commercial paper and other securities, which could affect availability, market liquidity levels, and
pricing;
• effective on January 1, 2015 and subject to certain transition periods, changes in minimum capital requirements, adjustments to prompt corrective
action thresholds, increased quality of regulatory capital, revised risk-weighting of certain assets, and implementation of a “capital conservation
buffer,” included in the final rule promulgated by the Federal Reserve on July 2, 2013, to implement the so-called “Basel III” accords;
• the effects of competition from other commercial banks, thrifts, mortgage banking firms, consumer finance companies, credit unions, securities
brokerage firms, insurance companies, money market and other mutual funds and other financial institutions operating in our market area and
elsewhere, including institutions operating regionally, nationally and internationally, together with such competitors offering banking products and
services by mail, telephone and the Internet;
• governmental monetary and fiscal policies, including the effects of the Federal Reserve’s “Quantitative Easing” program, as well as other legislative and
regulatory changes;
• changes in political and economic conditions, including continuing political and economic effects of the global economic downturn and other major
developments;
• the impact of heightened regulatory scrutiny of financial products, primarily led by the CFPB;
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• our ability to comply with any requirements imposed on LOB or the Bank by our respective regulators, and the potential negative consequences that
may result;
• the effect of any mergers, acquisitions or other transactions, to which we or the Bank may from time to time be a party, including, without limitation,
our ability to successfully integrate any businesses that we acquire; and
• the risk factors described under the heading “Risk Factors” in this prospectus.
Given these risks, uncertainties and other factors, you should not place undue reliance on these forward-looking statements. Also, these forward-looking
statements represent our estimates and assumptions only as of the date such forward-looking statements are made.

You should read carefully this prospectus and the documents that we have filed as exhibits to the registration statement, of which this prospectus is a part,
completely and with the understanding that our actual future results may be materially different from what we expect. We hereby qualify all of our forwardlooking statements by these cautionary statements. Except as required by law, we assume no obligation to update these forward-looking statements publicly or
to update the reasons actual results could differ materially from those anticipated in these forward-looking statements, even if new information becomes
available in the future.
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USE OF PROCEEDS
We estimate that the net proceeds to us from the sale of the shares of common stock offered by us in this public offering will be approximately $
, or
if the underwriters elect to exercise their option in full, based on an assumed initial public offering price of $
per share, which is the midpoint of
the estimated price range set forth on the cover page of this prospectus, and after deducting estimated underwriting discounts and commissions and estimated
offering expenses payable by us. Each $1.00 increase (decrease) in the assumed initial public offering price of $
per share would increase (decrease) the
net proceeds to us from this offering by $
, or $
if the underwriters elect to exercise their option in full, assuming the number of shares offered by
us, as indicated on the cover page of this prospectus, remains the same and after deducting the estimated underwriting discounts and commissions and
estimated offering expenses payable by us. We will not receive any proceeds from the sale of common stock by the selling shareholders.

$

We intend to use the net proceeds of this offering to pay off outstanding debt of the Company with a third party lender estimated to be $8.0 million at the
time of this offering, to support the growth and expansion of our franchise and for general corporate purposes such as investments in the development of new
technology platforms. This debt will mature in the first quarter of 2015 and carries a variable rate of 4.0% on March 5, 2014, calculated based on the Wall
Street Journal prime rate plus 75 basis points. We may also use net proceeds for possible acquisitions of, or investments in, bank or permissible non-bank
entities, including opportunities to enhance and optimize our internal operations. In addition, proceeds from this offering may be used for investments in
additional subsidiaries to take advantage of potential start-up opportunities that we believe we have created or identified through the use of technology to
enhance and optimize our internal operations and observations of the banking industry in general. However, no agreements or understandings presently exist
with respect to any acquisitions or investments. Before we apply any of the proceeds for any of these uses, the proceeds likely will be temporarily invested in
short-term investment securities.
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CAPITALIZATION
The following table sets forth our consolidated capitalization, including regulatory capital ratios, at December 31, 2013 on:

• an actual basis;
• a pro forma basis to give effect to the nCino Spin-Off, the Cash Dividend and the C Corporation Conversion immediately prior to the completion of this
offering; and
• a pro forma as adjusted basis to give further effect to the net proceeds from the sale by us of
shares of common stock in this offering
(assuming the underwriters do not exercise their option in full) at an assumed initial public offering price of $
per share, which is the midpoint of
the estimated price range set forth on the cover page of this prospectus, and after deducting estimated underwriting discounts and commissions and
estimated offering expenses payable by us.
The pro forma consolidated capitalization information below is illustrative only, and our cash and due from banks, long-term debt, common stock,
retained earnings, accumulated other comprehensive income (loss), total shareholders’ equity, and total capitalization following the nCino Spin-Off, the Cash
Dividend and the C Corporation Conversion will be adjusted based on the actual initial public offering price and other terms of our initial public offering
determined at pricing. You should read the following table in conjunction with “Selected Historical Consolidated Financial Data,” “Unaudited Pro Forma
Consolidated Financial Data,” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated financial
statements and related notes thereto, which are included elsewhere in this prospectus.
December 31, 2013
Pro

Forma as
Pro
Forma

Actual

Adjusted
for the
Offering(1)

(dollars in thousands, except per
share data)

$ 37,244
12,325

Cash and due from banks
Long term debt
Shareholders’ equity:

Common stock, no par value, 2,750,000 shares authorized, 2,031,833 shares
issued and outstanding, actual; 2,031,833 shares issued and outstanding, pro
forma;
shares issues and outstanding, pro forma as adjusted
Retained earnings
Accumulated other comprehensive income (loss)
Total shareholders’ equity
Total capitalization
Book value per common share
Tangible book value per common share(2)

18,319
30,262
(191)
48,390
48,390
23.82
23.61

$ 31,244
12,325

$

18,319
11,752
(191)
29,880
29,880
14.71
14.50
Minimum

Regulatory
Requirement

Capital ratios:

11.16%

Tangible common equity to tangible assets(2)
Company regulatory capital ratios:
Tier 1 leverage capital
Tier 1 risk-based capital
Total risk-based capital
Bank regulatory capital ratios(3):
Tier 1 leverage capital
Tier 1 risk-based capital
Total risk-based capital

14.99
17.96

6.71
9.68
12.66

10.39
15.09
15.95

10.39
15.09
15.95

10.30
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%
4.00%
4.00

8.00
4.00
4.00

8.00

Table of Contents

(1)

Each $1.00 increase (decrease) in the assumed initial public offering price of $
per share, which is the midpoint of the estimated price range
reflected on the cover page of this prospectus, would increase (decrease) our pro forma as adjusted cash and due from banks, long-term debt, common
stock, retained earnings, accumulated other comprehensive income (loss) total shareholders’ equity, and total capitalization by approximately $
million, assuming that the number of shares offered by us, as set forth on the cover page of this prospectus, remains the same and after deducting the
estimated underwriting discounts and commissions and estimated offering expenses payable by us.

(2)

These measures are not measures recognized under GAAP and are therefore considered to be non-GAAP financial measures. See the information set forth
under the caption “GAAP Reconciliation and Management Explanation of Non-GAAP Financial Measures” in the section “summary Selected Historical
Consolidated Financial Data” for a reconciliation of these measures to their most directly comparable GAAP measures.

(3)

The pro forma as adjusted column assumes that $

million of net cash proceeds from the offering are pushed down to the Bank as common equity.
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DILUTION
If you invest in our common stock, your interest will be diluted to the extent of the difference between the public offering price per share of our common
stock and the pro forma net tangible book value per share of our common stock after this offering.

Net tangible book value per share is equal to the amount of our shareholders’ equity less intangible assets, divided by the number of shares of common
stock outstanding at December 31, 2013. The net tangible book value of our common stock at December 31, 2013 was approximately $48.0 million, or
$23.61 per share, based on the number of shares of common stock outstanding at December 31, 2013.
Pro forma net tangible book value per share of our common stock is equal to net tangible book value, divided by the number of shares of our common
stock outstanding, after giving effect to the nCino Spin-Off, the Cash Dividend and the C Corporation Conversion immediately prior to the completion of this
offering. At December 31, 2013, the pro forma net tangible book value of our common stock would have been $
per share. Pro forma as adjusted net
tangible book value per share gives further effect to the net proceeds from the sale by us of
shares of common stock in this offering (assuming the
underwriters do not exercise their option in full) at an assumed initial public offering price of $
per share, which is the midpoint of the estimated price
range set forth on the cover page of this prospectus, and after deducting estimated underwriting discounts and commissions and estimated offering expenses
payable by us. At December 31, 2013 the pro forma as adjusted net tangible book value of our common stock would have been approximately $
million,
or $
per share. This represents an immediate increase in pro forma as adjusted net tangible book value of $
per share to existing shareholders and
an immediate dilution of $
per share to new investors, or approximately % of the public offering price of $
per share. Dilution is determined by
subtracting pro forma as adjusted net tangible book value per share after this offering from the public offering price of $
per share. The following table
illustrates this per share dilution:

Assumed initial public offering price per share
Pro forma net tangible book value per share as of December 31, 2013
Increase in pro forma net tangible book value per share attributable to new investors in this offering
Pro forma as adjusted net tangible book value per share
Dilution per share to new investors in this offering

$
$

$

Each $1.00 increase (decrease) in the assumed initial public offering price of $
per share would increase (decrease) our pro forma as adjusted book
value by approximately $
million, or approximately $
per share, and the dilution per share to new investors in this offering by approximately
$
per share, assuming that the number of shares offered by us, as set forth on the cover page of this prospectus, remains the same and after deducting
estimated underwriting discounts and commissions and estimated offering expenses payable by us. We may also increase or decrease the number of shares we
are offering. An increase of 1.0 million in the number of shares offered by us, together with a $1.00 increase in the assumed initial public offering price of
$
per share, would result in pro forma as adjusted book value of approximately $
million, or $
per share, and the dilution per share to new
investors in this offering would be $
per share. Similarly, a decrease of 1.0 million in the number of shares offered by us, together with a $1.00 decrease
in the assumed initial public offering price of $
per share, would result in pro forma as adjusted book value of approximately $
million, or $
per share, and the dilution per share to new investors in this offering would be $
per share. The pro forma as adjusted information discussed above is
illustrative only and will adjust based on the actual public offering price and other terms of this offering determined at pricing.
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If the underwriters exercise their option in full, our pro forma as adjusted book value as of December 31, 2013, would have been $
million, or $
per share, representing an immediate increase in pro forma as adjusted book value to our existing shareholders of $
per share and immediate dilution to
new investors in this offering of $
per share.
The following table summarizes the total consideration paid to us and the average price paid per share by existing shareholders and new investors
purchasing common stock in this offering. This information is presented on a pro forma basis as of
, 2013, after giving effect to our sale of
shares of common stock in this offering (assuming the underwriters do not exercise their option) at an assumed initial public offering price of
$
per share, which is the midpoint of the estimated price range set forth on the cover page of this prospectus,.
Total Consideration
Amount
Percent

Shares Purchased
Number
Percent

Existing shareholders
New investors in this offering
Total

Average Price
Per Share

%

$

%

100.0%

$

100.0%

$

Assuming no shares are sold to existing shareholders in this offering and assuming the underwriters do not exercise their option in full, sales of shares of
our common stock by the selling shareholders in this offering will reduce the number of shares of common stock held by existing shareholders to
, or approximately % of the total shares of common stock outstanding after this offering, and will increase the number of shares held by new
investors in this offering to
, or approximately % of the total shares of common stock outstanding after this offering.
After giving effect to the sale of shares in this offering by us and the selling shareholders, if the underwriters’ exercise their option in full, our existing
shareholders would own approximately % and our new investors would own approximately % of the total number of shares of our common stock
outstanding after this offering.

The table above excludes 22,500 shares of our common stock issuable upon exercise of outstanding stock options at December 31, 2013 at a weightedaverage exercise price of $16.77 per share. To the extent that these stock options are exercised, investors participating in the offering will experience further
dilution.
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DIVIDEND POLICY
It has been our practice since inception to make distributions to our common shareholders. Historically, we have been an “electing small business
corporation” under “Subchapter S” of the Internal Revenue Code. As such, we have paid distributions to our shareholders to assist them in paying income
taxes on the pro rata portion of the Company’s taxable income that “passed through” to our shareholders. It has also been our historical practice to distribute
approximately 40.0% of our after tax earnings to our shareholders.
Prior to the consummation of this offering, we will declare a dividend to our shareholders for any undistributed 2014 tax amounts related to their allocable
share of 2014 S corporation taxable income to be payable after the offering. We estimate this dividend will be $1.0 million. In addition, shortly before the
consummation of this offering, we will distribute approximately $5.0 million to the shareholders for tax related to the S corporation taxable gain on the nCino
Spin-Off.

We are organized under the North Carolina Business Corporation Act, which prohibits the payment of a dividend if, after giving it effect, we would not be
able to pay our debts as they become due in the usual course of business or our total assets would be less than the sum of our total liabilities plus the amount
that would be needed, if we were to be dissolved, to satisfy the preferential rights upon dissolution of any preferred shareholders. In addition, because we are a
bank holding company, the Federal Reserve may impose restrictions on cash dividends paid by us. The Federal Reserve has issued a policy statement on the
payment of cash dividends by bank holding companies, which expresses the Federal Reserve’s view that a bank holding company should pay cash dividends
only to the extent that the holding company’s net income for the past year is sufficient to cover both the cash dividends and a rate of earning retention that is
consistent with the holding company’s capital needs, asset quality and overall financial condition. The Federal Reserve also indicated that it would be
inappropriate for a holding company experiencing serious financial problems to borrow funds to pay dividends. Furthermore, under the prompt corrective
action regulations adopted by the Federal Reserve, the Federal Reserve may prohibit a bank holding company from paying any dividends if any of the holding
company’s bank subsidiaries are classified as undercapitalized.

Our ability to pay dividends is largely dependent upon the amount of cash dividends that the Bank pays to us, which distributions are restricted under
North Carolina banking laws and regulations. The Bank may make distributions only to the extent that the Bank remains adequately capitalized. In addition,
regulatory authorities may limit payment of dividends by any bank when it is determined that such a limitation is in the public interest and is necessary to
ensure financial soundness of the bank. The Office of the North Carolina Commissioner of Banks and the FDIC also are authorized to prohibit the payment
of dividends by a bank under certain circumstances. Such requirements and policies may limit our ability to obtain dividends from the Bank for our cash
needs, including payment of dividends to our shareholders and the payment of operating expenses. For additional information on these limitations, see
“Supervision and Regulation — Regulation of the Company — Dividends” and “— Live Oak Bank — Dividends.”
Our dividend policy may change with respect to the payment of dividends as a return on investment, and our board of directors may change or eliminate
the payment of future dividends at its discretion, without notice to shareholders. Presently, we plan to pay dividends up to 40% of our after tax earnings,
however, the determination to pay future dividends to shareholders will be dependent upon our operational results, financial condition, capital requirements,
business projections, general business conditions, statutory and regulatory restrictions and any other factors that our board of directors deem appropriate.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with “Summary Selected
Historical Consolidated Financial Data” and our consolidated financial statements and the accompanying notes included elsewhere in this
prospectus. This discussion and analysis contains forward-looking statements that are subject to certain risks and uncertainties and are based on
certain assumptions that we believe are reasonable but may prove to be inaccurate. Certain risks, uncertainties and other factors, including those set
forth under “Cautionary Note Regarding Forward-Looking Statements,” “Risk Factors” and elsewhere in this prospectus, may cause actual results
to differ materially from those projected results discussed in the forward-looking statements appearing in this discussion and analysis. We assume no
obligation to update any of these forward-looking statements.
Overview of Company Operations
We are a nationwide lender to small business owners in niche industries. We leverage industry expertise and a comprehensive technology platform to
optimize the credit extension process and borrowing experience for our customers.

We are organized as a bank holding company headquartered in Wilmington, North Carolina and were incorporated under the laws of North Carolina in
December 2008. We conduct business operations primarily through our commercial bank subsidiary, Live Oak Banking Company. The Bank was
established in May 2008 as a North Carolina-chartered commercial bank. Our strategy centers on a business model that we believe mitigates credit risk while
capitalizing on technology unique to the financial services industry. In the execution of this strategy our emphasis is extending primarily variable rate loans that
are 75% guaranteed by the SBA, an independent agency of the U.S. federal government. The guaranteed portion of our loans is typically sold in the secondary
market while servicing is retained, with the remainder of each loan either participated out to a third party or retained on our books. Our proprietary cloudbased software allows us to maintain a streamlined loan delivery system on a national platform. Our compliance with SBA regulations is enhanced by lending
and credit professionals with strong SBA lending backgrounds and our technology platform. To maximize our business model, we focus on specific
industries with a series of low risk characteristics and substantial market size potential. This industry specific focus complements our status as an SBA 7(a)
Preferred Lender. We refer to the industries we specialize in as “verticals.”
We alleviate the need for traditional branch locations or ATMs to ensure a quality customer experience by leveraging technology and having an industry
vertical focus. As a result, the Bank has no brick-and-mortar branch locations and does not employ any tellers. Our headquarters serves as our sole deposit
gathering location for local customers seeking a more traditional interaction for their banking needs. While our principal business is lending to small business
owners in niche industries, we derive our income principally from the gains recognized on loans sold. Our revenue model results in noninterest income that has
historically been greater than four times net interest income. This is achieved through leveraging our originate-sell-and-service platform through the sale of
government guaranteed loans at a premium

S Corporation Status
Since our formation in 2008, we have elected to be taxed for income tax purposes as a “Subchapter S” corporation under the provisions of Section 1361
through 1379 of the Internal Revenue Code. As a result, our net income has not been subject to, and we have not paid, income taxes and we have not been
required to make any provision or recognize any liability for income tax in our financial statements. Immediately prior to the completion of this offering, we
plan to voluntarily terminate our status as an S corporation and convert to a C corporation under Subchapter C of the Internal Revenue Code for income tax
purposes. Upon the termination of our status as an S corporation, we will commence paying income taxes on our pre-tax net income and our net
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income for each fiscal year and each interim period will reflect a provision for income taxes. As a result of that change in our status under the income tax laws,
the net income and earnings per share data presented in our historical financial statements set forth elsewhere in this prospectus, which do not include any
provision for income taxes, will not be comparable with our future net income and earnings per share in periods after we commence to be taxed as a C
corporation, which will be calculated by including a provision for income taxes.

Depending on our effective income tax rate, the termination of our status as an S corporation may affect our financial condition or cash flows. We have
historically made periodic cash distributions to our shareholders in amounts estimated to be necessary for them to pay their estimated personal U.S. income
tax liabilities relating to the items of our income, gain, deductions and losses allocated to each of our shareholders. The aggregate amount of such cash
distributions has been approximately 40% of our net income. If our effective annual income tax rate were to be materially less than 40% of our net income for
any fiscal year, our cash flows and financial condition may improve commensurately compared with our historical cash flows and financial condition. On
the other hand, if our effective annual income tax rate were to be materially higher than 40% in future periods, our future cash flows and financial condition
would be adversely affected compared to our historical cash flows and financial condition.
Deferred tax assets and liabilities will be recognized for the future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of the
change in tax rates resulting from becoming a C corporation will be recognized in income in the quarter such change takes place. This difference between the
financial statement carrying amounts of assets and liabilities and their respective tax basis would have been recorded as a net deferred tax liability of $1.2
million if it had been recorded on our balance sheet as of December 31, 2013 and as a net deferred tax asset of $835 thousand if it had been recorded on our
balance sheet as of December 31, 2012. If we had become a C corporation as of December 31, 2013, there would be an income tax expense of approximately
$1.2 million, which would decrease after tax earnings and equity by the same amount.

Critical Accounting Policies and Estimates
We have identified accounting policies that are the most critical to fully understand and evaluate its reported financial results and require management’s
most difficult, subjective or complex judgments. Management has reviewed the following critical accounting policies and related disclosures with the Audit
Committee of the Board of Directors.

• Determination of the allowance for loan losses;
• Valuation of servicing assets; and
• Valuation of foreclosed assets.
For a full description of these critical accounting policies, see Note 1 “Organization and Summary of Significant Accounting Policies” in the “Notes to
Consolidated Financial Statements.”

Executive Overview of Recent Financial Performance

To date, we have originated loans in all 50 states and certain U.S. territories, primarily across five established industry verticals, which include veterinary
practices, healthcare services, independently owned pharmacies, death care management, and investment advisors. In 2013, we added family entertainment
centers as a vertical, followed by agriculture, with an initial focus on poultry farming, in 2014. We strive to achieve expertise not only in SBA lending, but
also within the specific industries in which our customers operate. Our commitment to serving the banking needs of small business clients, the use of an
integrated technology platform, and our level of
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servicing has contributed to growth in annual loan production since commencing operations. For the government’s 2013 fiscal year, or the four quarters ending
September 30, 2013, we were the third most active SBA 7(a) lender in the United States by gross approval amount, behind Wells Fargo Bank and U.S. Bank.
Since inception, we have extended over $1.8 billion of loans to small businesses in the United States.

Through our industry expertise, speed-to-market, and a highly focused level of customer service, we have achieved approximately a 25% CAGR in loan
production since inception. The growth in production has been due to the growth in established industry verticals and the establishment of new industry
verticals. The following table summarizes the annual production of the Bank by industry vertical since our inception:

2007

2008

2009

Years Ended December 31,
2010
2011

2012

2013

$174,768
81,363
103,358
54,075
—
199
$ 413,763

$147,661
109,317
106,391
101,736
33,647
—
$498,752

Total

(dollars in thousands)

Veterinary Practices
Healthcare Services
Independent Pharmacies
Death Care Management
Investment Advisors
Other
Total

$40,226
—
—
—
—
775
$ 41,001

$ 161,230
150
—
—
—
1,209
$162,589

$145,920
13,385
—
—
—
1,275
$160,580

$ 150,788
56,580
48,919
—
—
30

$256,317

$149,485
69,860
86,757
—
—
535
$ 306,637

$

970,078
330,655
345,425
155,811
33,647
4,023

$1,839,639

Credit quality and on-going credit administration are the foundation of our franchise. The composition of the $1.8 billion in loans originated from inception
through December 31, 2013 is reflected below to highlight the portion of loans sold versus the portion of loans retained, as well as the credit quality of those
originated loans:
Unguaranteed

Guaranteed

(dollars in thousands)
% of

Originated loans since inception
Sold loans since inception
Unfunded commitments at 12/31/13
Charge-offs since inception
Lost SBA guarantees
Composition of loans at December 31,2013:
Total loans held for sale
Total loans held for investment
Impaired nonaccrual loans
Impaired accrual loans
Potential problem loans(1)
(1)

% of

Dollars

Total

Dollars

Total

Total

$1,388,405
1,224,747
74,193
—
—

75.47
90.50
72.96
—
—

$ 451,234
128,517
27,491
7,383
—

24.53
9.50
27.04

$1,839,639
1,353,264
101,685
7,383
—

74,035
12,418
6,983
2,857
2,578

46.57
8.74
80.29
47.67
15.48

84,927
129,688
1,714
3,136
$ 14,081

$

100

—
53.43

91.26
19.71
52.33
84.52

158,963
142,106
8,697
5,993
$ 16,659

Potential problem loans are defined as currently unimpaired loans that management has identified as having possible credit problems that may cause the
borrowers difficulty in complying with current repayment terms.

The vertical approach we employ allows us to immerse ourselves in an industry, enabling clarity on both the business and the borrower, which we believe
augments our small business lending ability and the credit quality of our originated loan portfolio. Concentration factors are consistently managed across the
portfolio. The Bank closely monitors geographic concentration, industry concentration, and concentrations by customer (loan amount), among other factors.
Furthermore, we believe the Bank’s national lending footprint mitigates the risk of concentrated economic events.
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Results of Operations

Performance Summary

2013 vs. 2012
For the year ended December 31, 2013, we reported net income attributable to the Company of $28.1 million, an increase of $12.0 million, or 74.4%,
compared to net income of $16.1 million for the year ended December 31, 2012. The increase resulted primarily from the recognition of a one-time gain in
January 2013 in connection with the deconsolidation of our previously consolidated subsidiary, nCino in the amount of $12.2 million. Offsetting this one-time
gain were losses recognized for equity method investments of $2.8 million, principally related to allocated losses from nCino subsequent to deconsolidation.
For the year ended December 31, 2013, revenue generated from our core banking operations of net interest income and gain on sale of loans increased $2.7
million and $4.7 million, respectively, compared to the corresponding amounts for the year ended December 31, 2012. The net gain on sale of loans was
positively impacted by an increase in the volume of guaranteed loans sold of $62.7 million, and negatively impacted by a reduction in the revenue recognized
for each loan sold as the premium market for guaranteed 7(a) loans compressed from an average $121.3 thousand per million for fiscal year 2012 to an
average of $113.1 thousand per million for fiscal year 2013, due to changes in market rates. For the same period, servicing revenue and revaluation of
servicing rights decreased $420 thousand as the result of amortization of the serviced portfolio, changes in prepayment speeds, and prevailing market
conditions. As the current market improves or deteriorates, the value of the existing servicing asset responds accordingly. Noninterest expense increased $6.5
million, or 19.3%, compared to the year ended December 31, 2012, primarily as the result of increasing personnel and infrastructure to support growth in the
loan portfolio. For the year ended December 31, 2013, the allowance for loan loss provision expense decreased $3.0 million, or 140.7%, compared to the year
ended December 31, 2012, due to improving credit quality.

2012 vs. 2011
For the year ended December 31, 2012, we reported net income attributable to the Company of $16.1 million, an increase of $1.8 million, or 12.5%,
compared to net income of $14.3 million for the year ended December 31, 2011. For the year ended December 31, 2012, revenue generated from our core
banking operations of net interest income and gain on sale of loans increased $2.1 million and $10.9 million, respectively, compared to the corresponding
amounts for the year ended December 31, 2012. The net gain on sale of loans in fiscal year 2012 was positively impacted by an increase in the volume of
loans sold of $38.2 million and further enhanced by an increase in the revenue recognized for each loan sold as the premium market for guaranteed 7(a) loans
improved from an average $91.9 thousand per million for fiscal 2011 to an average of $121.3 thousand per million for fiscal year 2012. For the same period,
servicing revenue and revaluation of servicing rights decreased $1.2 million compared to the year ended December 31, 2011, primarily as the result of the
revaluation of our servicing asset having less of a positive impact in fiscal year 2012 compared to fiscal 2011. The value of the servicing asset is driven by
amortization of the serviced portfolio, changes in prepayment speeds, and prevailing market conditions. Noninterest expense for the year ended December 31,
2012 increased $12.7 million, or 60.6%, compared to the year ended December 31, 2011, primarily as the result of growth in year over year loan production
and infrastructure to support the growing loan portfolio. The majority of the increase was a $7.3 million change in salaries and benefits due to increased
staffing at both Live Oak Bank and nCino, as well as a result of a change to the incentive compensation plan at the Bank in fiscal year 2012. There were also
significant increases in data processing costs of $1.1 million as the Bank implemented and modified new technology to optimize workflow associated with the
lending process. For the year ended December 31, 2012, provision expense decreased $745 thousand compared to the year ended December 31, 2011, due to
improving credit quality and the application of bank specific loss rates for loans in the veterinary vertical, our largest and most mature loan segment, as a
factor for the calculation.
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Net Interest Income and Margin
Net interest income, a secondary contributor to our earnings, represents the difference between the income that we earn on our interest-earning assets and the
cost to us of our interest-bearing liabilities. Our net interest income depends upon the volume of interest-earning assets and interest-bearing liabilities and the
interest rates that we earn or pay on them. Net interest income is affected by changes in the amount and mix of interest-earning assets and interest-bearing
liabilities, referred to as “volume changes.” It is also affected by changes in yields earned on interest-earning assets and rates paid on interest-bearing deposits
and other borrowed funds, referred to as “rate changes.”

2013 vs. 2012
For the year ended December 31, 2013, net interest income increased $2.7 million, or 33.1%, to $10.8 million compared to the year ended December 31,
2012. This increase was due to growth in average interest earning assets combined with higher asset yields and a relatively stable cost of funds. Average
interest earning assets increased by $80.3 million, or 28.1%, from fiscal year 2012 to 2013, while the related yield on average interest earning assets increased
by 8 basis points to 4.18%, or an equivalent of $3.6 million. As a strategic initiative to develop market share as a de novo bank, loans were offered at highly
competitive market rates in the development phase of our business. As the business evolved, management began pricing loans commensurate with premium
market rates and the unique added value that accompanies each loan from our business advisory group, or BAG. The BAG was formed in 2010 to enhance
the borrower experience by focusing specifically on the needs of our borrowers within each vertical. The BAG provides complementary advisory service to
customers, such as receivables and inventory review, in conjunction with periodic financial health reviews which deepen existing relationships. While the
corresponding cost of funds on interest bearing liabilities for fiscal year 2013 declined slightly by 4 basis points to 1.25%, the average balance in interest
bearing liabilities increased by $80.1 million or 28.4%. As indicated in the below rate volume table, the slight drop in the cost of funds was outpaced by the
effects of the increased volumes of interest bearing liabilities resulting in increased interest expense for fiscal year 2013 of $893 thousand. The primary
mitigant to rising cost of funds was growth in money market funds in conjunction with lowering of money market rates by 13 basis points during fiscal year
2013. For the year ended December 31, 2013 compared to the year ended December 31, 2012, our net interest margin increased from 2.83% to 2.95% due to
the aforementioned affects. As a bank without a branch network, we gather deposits over the Internet and in the community in which the Company is
headquartered. Due to the unique nature of a branchless bank and low overhead required for deposit gathering, the rates we are able to offer are above the
industry average. The Bank began, on a limited basis, publicly promoting its deposit products in fiscal year 2012, which accounts for the increase in interest
bearing liabilities.

2012 vs. 2011
For the year ended December 31, 2012 , net interest income increased $2.1 million, or 34.8%, to $8.1 million compared to the year ended December 31,
2011. Our net interest income increase was due to growth in average interest earning assets, stable asset yields, and a slight reduction in the cost of funds.
Average interest earning assets increased by 33.6%, or $71.9 million from fiscal 2011 to fiscal year 2012, while the related yield on average interest earning
assets increased by 1 basis point to 4.10%, or an equivalent of $3.0 million. The Bank significantly increased its use of money market deposit accounts in
2012 as it moved to a more traditional funding source. While the corresponding cost of funds on interest bearing liabilities for fiscal year 2012 declined
slightly by 2 basis points to 1.29%, the average balance in interest bearing liabilities increased by $73.5 million, or 35.2%. As indicated in the below rate
volume table, the slight drop in the cost of funds was outpaced by the effects of the increased volume of interest bearing liabilities resulting in increased interest
expense for fiscal year 2012 of $891 thousand. Deposit rates decreased 12 basis points in fiscal year 2012; however, this reduction was largely offset by the
issuance of additional long term debt in fiscal year 2012 at a rate higher than the deposit base. Other long term debt included $6.8 million obtained via the
Small Business Lending Fund, or SBLF, and $3.6 million of Senior Notes issued by the Company. Overall, our net interest margin increased slightly to
2.83% in 2012 from 2.81% in 2011 due to the aforementioned affects.
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Average Balances and Yields. The following table presents information regarding average balances for assets and liabilities, the total dollar amounts of
interest income and dividends from average interest-earning assets, the total dollar amounts of interest expense on average interest-bearing liabilities, and the
resulting average yields and costs. The yields and costs for the periods indicated are derived by dividing the income or expense by the average balances for
assets or liabilities, respectively, for the periods presented. Loan fees are included in interest income on loans.

2013
Average
Balance

Interest

Average
Yield/
Rate

For the Year Ended December 31,
2012
Average
Average
Yield/
Balance
Interest
Rate

2011

Average
Balance

Interest

Average
Yield/
Rate

(dollars in thousands)
Interest earning assets:
Interest earning balances in other banks
Investment securities
Loans
Subsidiary note receivable

Total interest earning assets
Less: Allowance for loan losses
Non-interest earning assets

Total assets

$ 58,319
17,543
287,100
3,039
366,001
(5,146)
68,779
$ 429,634

$

$

$

126
391

0.22%
2.23

14,481

5.04

304

10.00

15,302

4.18

$ 42,259
15,726
227,770
—
285,755
(5,279)
41,013
$ 321,489

$

$

$

80
467

11,178
—
11,725

0.19%
2.97
4.91
0.00
4.10

$ 30,918
11,676
171,245
—
213,839
(4,283)
39,223
$ 248,779

$

1.09%
1.42

$

$

67

415
8,262
—
8,744

0.22%

3.55
4.82
0.00
4.09

Interest bearing liabilities:

Savings
Money market accounts
Certificates of deposit
Total Deposits
Small business lending fund
Notes payable to investors
Other borrowings
Total interest bearing liabilities

Non-interest bearing deposits
Non-interest bearing liabilities
Redeemable equity
Shareholders’ equity
Noncontrolling interest
Total liabilities and shareholders’ equity

Net interest income and interest rate spread

Net interest margin

—
186,265
163,686
349,951
6,800
3,623
1,826
362,200
15,732
4,350
2,681
44,671
—
$ 429,634

—
2,401
1,546
3,947

0.00%
1.29
0.94
1.13

102
362
110

1.50

4,521

1.25

9.99
6.02

275
107,513
161,826
269,614
6,800
3,623
2,044
282,081
5,265
2,775

3

1,530
1,442
2,975

0.89
1.10

102
362

1.50

189
3,628

9.25

9.99
1.29

2,766
20,541
181,418
204,725
2,040
—
1,806
208,571
—
16,988

9

295
2,203
2,507

0.33%
1.44
1.21
1.22

31

1.52

—

0.00
11.02
1.31

199

2,737

216

31,799

23,220
—
$ 248,779

(647)

$ 321,489
$ 10,781

2.93%

2.95

$ 8,097

2.82%
2.83

$ 6,007

2.78%
2.81

Ratio of average interest-earning assets to average
interest-bearing liabilities

101.05%
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Rate/Volume Analysis. The following table sets forth the effects of changing rates and volumes on our net interest income. The rate column shows the
effects attributable to changes in rate (changes in rate multiplied by current volume). The volume column shows the effects attributable to changes in volume
(changes in volume multiplied by prior rate). The net column represents the sum of the prior columns. For purposes of this table, changes attributable to
changes in both rate and volume that cannot be segregated have been allocated proportionally based on the changes due to rate and the changes due to volume.
For the Year Ended December 31,

2013

2012
Increase (Decrease) Due to
Increase (Decrease) Due to
Rate
Volume
Total
Rate
Volume
Total
(Dollars in thousands)

Interest income:
Interest earning balances in other banks
Investment securities
Loans
Subsidiary note receivable
Total interest income

$

13
(123)

351
152
393

Interest expense:
Savings
Money market accounts
Certificates of deposit
Small business lending fund
Notes payable to investors
Other borrowings
Total interest bearing liabilities
Net interest income

(1)
(197)
87
—
—
(62)
(173)
$ 566

$

33

47

2,952
152
3,184
(2)

1,068
17
—
—
(17)
1,066
$ 2,118

$

46
(76)
3,303
304

3,577
(3)

$ (10)
(80)
165
—
75
12

871

(8)

104

(555)
(1)
181
(34)
(405)

—
—
(79)
893
$2,684

$ 480

$

23
132

$

13

2,751
—
2,906

52
2,916
—
2,981

(18)
1,243
(206)
72
181
24
1,296
$ 1,610

(6)
1,235
(761)
71
362
(10)
891
$ 2,090

Provision for Loan Losses. The provision for loan losses represents our derivation of the amount necessary to be charged against the current period’s
earnings to maintain the allowance for loan losses at a level that is adequate in relation to the estimated losses inherent in the loan portfolio. We consider a
number of factors in determining the required level of our loan reserves and the provision required to achieve the appropriate reserve level, including loan
growth, credit risk rating trends, nonperforming loan levels, delinquencies, loan portfolio concentrations and economic and market trends.
Losses inherent in loan relationships are mitigated by the portion of the loan that is guaranteed by the U.S. government. A typical SBA 7(a) loan carries a
75% guarantee, which greatly reduces the risk profile of the loan portfolio. Our focus on compliance with regulations and guidance from the SBA is
paramount to our continued success within this space. As shown in the paragraphs below, we believe that the risk associated with our portfolio should be
assessed with greater emphasis placed on the unguaranteed exposure.

2013 vs. 2012 . For the year ended December 31, 2013, the provision for loan losses was recorded as a recovery of $858 thousand, a decrease of $3.0
million, or 140.7%, compared to the same period in 2012. The lower provision for loan losses in 2013 was the result of improving credit quality. Evidence of
the improving credit quality is reflected principally in the stabilization of net loan charge-offs for 2013. Net loan charge-offs were $1.89 million for the fiscal
year ended December 31, 2013, compared to $1.86 million for fiscal year 2012, equating to 0.66% and 0.82% of average loans held for investment for the
same respective periods. In addition, at December 31, 2013, nonperforming loans not guaranteed by the U.S. government totaled $1.7 million, which was
1.2% of our held for investment loan portfolio compared to $3.5 million, or 3.8%, of loans held for investment at December 31, 2012. Both the stabilization of
charge off experience, a significant increase in the loans held for
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investment portfolio and a drop in nonperforming loans not guaranteed by the U.S. government contributed to a lower provision in fiscal year 2013.

2012 vs. 2011
For the year ended December 31, 2012, the provision for loan losses was $2.1 million, a decrease of $745 thousand, or 26.1%, from the 2011 provision.
The decrease in the provision for loan losses in fiscal year 2012 was primarily due to a decline in loss experience combined with an increase in loans held for
investment. Net charge-offs as a percentage of average loans held for sale for fiscal year 2012 and 2013 was 0.82% and 1.54%, respectively. The lower
provision expense in fiscal year 2012 was also affected by an initial migration from industry to actual loss rates in the veterinary vertical, the Banks most
mature industry emphasis.

Noninterest Income. The following table shows the components of noninterest income and the dollar and percentage changes for the years ended
December 31, 2013, 2012 and 2011.
2012/2013 Increase
Amount
Percent

Years Ended December 31
2012
2011

2013

2011/2012 Increase
Amount
Percent

(dollars in thousands)

Noninterest income excluding nCino, LLC
Loan servicing revenue
Loan servicing revaluation
Net gains on sales of loans
Gain on deconsolidation of subsidiary
Equity in income (loss) of non-consolidated affiliates
Gain on sale of securities available for sale
Other noninterest income

Subtotal
Noninterest income nCino, LLC
Software professional services
Software subscription fee
Sales of support contracts

Subtotal
Total noninterest income

$ 10,272
(2,346)
38,225
12,212
(2,756)
11
684
$ 56,302

$ 8,310
36
33,535
—
—
—
57

$ 6,909
2,603
22,612
—
—
—

41,938

32,127

103

234

56
6
165

297
11
542

$ 56,467

42,480

—
—
—
—
32,127

$

3

$ 1,962
(2,382)
4,690
12,212
(2,756)
11
627
14,364

(131)
(241)

(5)
(377)
13,987

23.6%
(6,616.7)
14.0

1,100.0

$ 1,401
(2,567)
10,923
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34.3%

9,811

-56.0%
-81.1
-45.5
-69.6%
32.9%

297
11
542

234

10,353

20.3%

-98.6
48.3

1,800.0
30.5%

—%
—
—
32.2%

Noninterest Income

2013 vs. 2012
For the year ended December 31, 2013, noninterest income increased by $14.0 million, or 32.9%, compared to the year ended December 31, 2012. Increases
in loan production, the core component of our business, as well as the volume of loans sold in the 7(a) secondary market, contributed $6.7 million to
noninterest income growth, including $2 million of increased servicing revenue and $4.7 million of increased gains on sale of loans.

For the year ended December 31, 2013, net gains on sales of loans increased $4.7 million, or 14.0%, compared to the year ended December 31, 2012. The
increase was primarily due to an increase in the volume of guaranteed loans sold by $62.6 million, or 22.6%, from $276.7 million for the year ended
December 31, 2012 to $339.3 million for the year ended December 31, 2013. The increase was partially offset by a decrease in the volume of loans sold in the
premium market from an average of $121.8 thousand per $1 million for the year ended December 31, 2012 to an average of $113.5 thousand per $1.0
million sold for the year ended December 31, 2013. We believe the decrease in 2013 represented a return to premiums more in line with historical trends after an
overcorrection of the 7(a) premium market following the economic downturn that began in late 2007.
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For the year ended December 31, 2013, loan servicing revenue increased $2.0 million, or 23.6%, compared to the year ended December 31, 2012, as a
result of an increase in the average outstanding balance of guaranteed loans sold due to an increase in the volume of loans sold throughout the year. At year end
December 31, 2013, the outstanding balance of loans sold in the 7(a) secondary market was $1 billion, with a weighted average servicing rate of 1.16%. For
the year ended December 31, 2012, the outstanding balance of loans sold was $767.7 million, with a weighted average servicing rate of 1.24%. Prior to
January 2010, we sold loans for servicing in excess of 1.0%. As loans sold prior to fiscal 2010 amortize, the weighted average servicing rate should approach
and stabilize at 1.0%.

For the year ended December 31, 2013, the loan servicing revaluation revenue decreased $2.4 million, or 6,616.7%, compared to the year ended
December 31, 2012. Servicing rights retained are revalued quarterly and consider the amortization of the portfolio, current market conditions for premium loan
sales, and current prepayment speeds. Loans sold prior to 2010 resulted in a larger servicing asset component per loan sale as a function of the servicing
retained in excess of 1.0%. Accordingly, the amortization of servicing rights retained from periods prior to fiscal 2011results in significant decreases in the
servicing asset value in subsequent periods. Additionally, the progression into a higher interest rate environment results in a higher prepayment speed, as our
loans are primarily variable rate loans adjusting quarterly, which, therefore, reduces the servicing asset value.

We deconsolidated our partially owned subsidiary, nCino, effective January 31, 2013. The deconsolidation resulted in a one-time gain of $12.2 million by
marking our investment to fair value at the January 2013 market value. Subsequent to deconsolidation, the investment in nCino was accounted for under the
equity method.

For the year ended December 31, 2013, we had two equity method investments: nCino, and 504 Fund Advisors, LLC, or 504 Fund Advisors, which total
$11.5 million. Losses attributable to these entities for the year ended December 31, 2013 totaled $2.8 million. nCino will be spun off as part of this public
offering. For the year ended December 31, 2013, noninterest income related to nCino was $165 thousand, or $377 thousand less than the amount recognized
for the year ended December 31, 2012, primarily due to fiscal year 2013 reflecting only one month of operations prior to deconsolidation on January 28, 2013.

2012 vs. 2011
For the year ended December 31, 2012, noninterest income increased by $10.4 million, or 32.2%, compared to the year ended December 31, 2011. Increases
in loan production and the volume of loans sold in the 7(a) secondary market resulted in noninterest income growth of $12.3 million, including increased
gains on the sale of loans of $10.9 million and increased servicing revenue of $1.4 million.

For the year ended December 31, 2012, net gains on sales of loans increased $10.9 million, or 48.3%, compared to the year ended December 31, 2011. The
increase was primarily due to the volume of guaranteed sold loans increasing $38.3 million, or 16.0%, from $238.4 million sold in fiscal year 2011 to $276.7
million sold in fiscal year 2012. The revenue increase was further enhanced by the increase in the volume of loans sold in the premium market from an
average of $91.9 thousand per $1.0 million sold in the year ended December 31, 2011, to an average of $121.3 thousand per $1.0 million sold for the year
ended December 31, 2012.
For the year ended December 31, 2012, loan servicing revenue increased $1.4 million, or 20.3%, compared to the year ended December 31, 2011, as a
result of an increase in the average outstanding balance of guaranteed loans sold due to an increase in the volume of loans sold. At year end December 31,
2012, the outstanding balance of loans sold in the 7(a) secondary market was $767.7 million with a weighted average servicing rate of 1.24%. For the year
ended December 31, 2011, the outstanding balance of loans sold was $550.6 million with a weighted average serving of 1.39%. Prior to January 2010, we
sold loans for servicing in excess of 1.0%. As loans sold prior to fiscal 2010 amortize, the weighted average servicing rate should approach and stabilize at
1.0%.
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For the year ended December 31, 2012, the loan servicing revaluation revenue was reduced by $2.6 million, or 98.6%, compared to the year ended
December 31, 2011. The negative valuation adjustment to the servicing asset from fiscal 2011 to 2012 was driven principally by asset amortization and, to a
lesser extent, by changes in anticipated prepayment speeds derived from market conditions at that time, partially offset by an increase in noninterest income
contributed to by nCino. nCino was founded by the Company in January 2012. Total noninterest income for fiscal year 2012 related to nCino amounted to
$1.1 million.

Noninterest Expense. The following table shows the components of noninterest expense and the related dollar and percentage changes for the years ended
December 31, 2013, 2012 and 2011.
Years Ended December 31
2013
2012
2011

2012/2013

2011/2012

Increase (Decrease)
Amount
Percent

Increase (Decrease)
Amount
Percent

(dollars in thousands)

Noninterest expense — excluding nCino, Inc.:
Salaries and employee benefits
Non staff expenses:
Travel expense
Professional services expense
Advertising and Marketing expense
Occupancy expense
Data processing expense
Equipment expense
Other expense
Total non-staff expenses excluding nCino, Inc.
Total noninterest expense excluding nCino, Inc.
Noninterest expense — nCino, Inc.:
Salaries and employee benefits
Travel expense
Professional services expense
Advertising and Marketing expense
Occupancy expense
Data processing expense
Equipment expense
Other expense
Total noninterest expense of nCino, LLC
Total noninterest expense

$ 20,417

$15,757

$ 10,633

$ 4,660

4,442

2,825
1,812
1,975
666
1,405

2,558
1,206
2,279
638

1,617
369

284
201

343

2,181
2,305
1,676
1,748
1,042
5,881
19,275
39,692
349

16
56
11
2
1
—
37
472

$ 40,164

707
4,133

13,523
29,280
2,211
290
768
206
13

15
31

855
4,389
$ 33,669

330

1,010

29.57%
57.24
20.36
16.71
151.65

335

24.41
47.38

20,967

1,748
5,752
10,412

42.29
42.53
35.56

—
—
—
—
—
—
—
—
—
$20,967

(1,862)
(274)
(712)
(195)
(11)
(14)
(31)
(818)
(3,917)
$ 6,495

-84.22
-94.48

3,168
10,334

-94.75
-94.66
-84.62
-94.44
-100.00
-93.31

-89.25
19.29%

$ 5,124

48.19%

267
606

50.25

(304)

-13.34

10.44

28
1,121
506
965
3,189
8,313

4.39
394.72
251.74
30.46
36.38
39.65

2,211
290
768
206

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

13

15
31

855
4,389
$12,702

0.00

60.58%

2013 vs. 2012
For the year ended December 31, 2013, we recognized $40.2 million in total noninterest expense, an increase of $6.5 million, or 19.3%, compared to the
year ended December 31, 2012. Excluding nCino, total noninterest expense increased by $10.4 million, or 35.6%, for the year ended December 31, 2013
compared to the year ended December 31, 2012. The primary drivers of this increase are discussed below:
Salaries and employee benefits: For the year ended December 31, 2013, total personnel expense increased $2.8 million, or 15.6%, compared to the year
ended December 31, 2012. Excluding nCino, personnel expense
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increased by $4.7 million, or 29.6%, from the year ended December 31, 2012 to $20.4 million for the year ended December 31, 2013 and represented 51.4%
of our total noninterest expense for the year ended December 31, 2013. This increase primarily resulted from an increase in our full-time equivalent employees
from 94 at December 31, 2012 to 141 at December 31, 2013 to support our loan production, balance sheet, and income growth. Salaries and benefits expense
for nCino declined from fiscal year 2012 to 2013 by $1.9 million, or 84.2%, compared to the year ended December 31, 2012, due to the deconsolidation of
this investment in January of 2013.
Travel expense: For the year ended December 31, 2013, total travel costs increased by $1.3 million, or 43.1%, compared to the year ended December 31,
2012. Travel costs are a crucial element of our national footprint since we do not maintain brick and mortar locations. The increase in travel related expenses is
the result of growing loan production 20.5% from $413.8 million for the year ended December 31, 2012 to $498.8 million for the year ended December 31,
2013. Travel costs also increased due to our relationship management via our BAG, one of our primary differentiators, as a result of servicing a $1.4 billion
loan portfolio as of December 31, 2013 compared to a $1.1 billion loan portfolio as of December 31, 2012. Travel expense, excluding nCino, was $4.4 million
for fiscal year 2013 and represented 11.2% of total noninterest expense. Exclusive of nCino, travel expense increased $1.6 million, or 57.2%, from 2012 to
2013.
Professional service expense: For the year ended December 31, 2013, the total cost of professional services decreased by $343 thousand, or 13.3%,
compared to the year ended December 31, 2012. The primary basis for this decline in expenses is due to fees paid by nCino in the development of its
technology products. Professional service expense related solely to nCino declined by $712 thousand from fiscal year 2012 to 2013 as a result of the
deconsolidation in January of 2013.

2012 vs. 2011
For the year ended December 31, 2012, we recognized $33.7 million in total noninterest expense, an increase of $12.7 million, or 60.6%, compared to the
year ended December 31, 2011. Excluding nCino, total noninterest expense for the year ended December 31, 2012 increased by $8.3 million, or 36.7%,
compared to the year ended December 31, 2011. The primary drivers of this increase are discussed below:

Salaries and employee benefits: For the year ended December 31, 2012, total salaries and benefits expense increased $7.3 million, or 69.0%, compared to
the year ended December 31, 2011. The primary cause of this increase was an increase in our full-time equivalent employees from 62 at December 31, 2011,
to 94 at December 31, 2012, to support increased annual loan production and our balance sheet and revenue generation growth. Excluding nCino, salaries and
benefits expense for the year ended December 31, 2012 was $15.8 million and represented 53.8% of our total noninterest expense, an increase of $5.1 million,
or 48.2%, from the year ended December 31, 2011. In fiscal year 2012, nCino’s salaries and benefits expense was $2.2 million.

Travel expense: For the year ended December 31, 2012, total travel costs increased by $557 thousand, or 21.8%, compared to the year ended
December 31, 2011. Excluding nCino, travel costs are the second largest noninterest expense category following personnel. For the year ended December 31,
2012, travel expense was $2.8 million and represented 9.6% of total noninterest expense. Excluding nCino, this category increased $267 thousand, or 10.4%
compared to fiscal 2011. The increase in travel related expenses is the result of a 34.9% growth in loan production from $306.6 million in fiscal 2011 to
$413.8 million in fiscal year 2012. Travel related costs associated with BAG, one of our primary differentiators, increased as the result of managing a $1.1
billion loan portfolio at December 31, 2012, versus an $802.7 million loan portfolio at December 31, 2011.
Professional service expense: For the year ended December 31, 2012, the total cost of professional services increased by $1.4 million, or 113.9%, from the
year ended December 31, 2011. The primary basis for the increase in this expense category is due to nCino’s use of professional service providers.
Professional service expense attributable to nCino increased by $768 thousand from fiscal 2011 to 2012 as a result of the formation of the subsidiary in fiscal
year 2012.
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Discussion and Analysis of Financial Condition
We believe there is an exceptional opportunity in lending to small businesses nationwide. By focusing on credit quality in verticals where we have a deep
understanding, the Bank has the ability to fill a specific market niche. We believe that the niche focus combined with a national presence promotes the
origination of high-quality loans. We have never sought to grow for the sake of growth. Rather, we strive to establish ourselves as the preferred lender to, and
partner of, small business professionals in our chosen industries. As a result, we have provided financing totaling $1.8 billion since inception to fulfill the
needs of new and existing business across the U.S.

While our lending activity totaled $498.8 million in fiscal year 2013, we were able to maximize annual return on capital and assets by selling portions of
our loans for a premium. As a result, our total assets increased only $87.9 million, or 25.7%, to $430.4 million at December 31, 2013, from $342.5 million
at December 31, 2012, primarily due to growth in our combined held for investment and held for sale loan portfolios of $62.9 million. Our total assets
increased $76.3 million, or 28.7%, to $342.5 million at December 31, 2012, as compared to $266.2 million at December 31, 2011, primarily due to growth
of $40.3 million in our combined held for investment and held for sale loan portfolios.

Loans. As of December 31, 2013, 2012, and 2011, the outstanding principal balance of loans sold since inception totaled $1.4 billion, $1.1 billion, and
$802.7 million, respectively. A significant portion of our loans are subsequently sold in the 7(a) secondary market while we continue to service the loan in full.
As of December 31, 2013, 2012 and 2011, combined loans held for investment and held for sale totaled $300.8 million, $237.9 million, and $197.6 million,
respectively. Any loan or portion of a loan that we have the intent and ability to sell is carried as held for sale. As a result, as of December 31, 2013, 2012, and
2011, loans held for investment totaled $141.3 million, $92.7 million, and $85.7 million. The significant increase in loans held for investment as
December 31, 2013 compared to December 31, 2012 is the result of a change in the classification of loans held for investment. In fiscal year 2012, we were
granted permission by the SBA to sell an additional 5.0% of the unguaranteed balance on loans originated prior to June 30, 2012, resulting in a reclassification
of $35.1 million of loans from held for investment to held for sale during that year. Traditionally, the SBA requires the originating lender to retain 10% of the
outstanding loan balance comprised of unguaranteed dollars. Only with permission may an SBA lender sell down to a 5% retained unguaranteed balance. The
following table presents the balance and associated percentage of each category of loans held for investment within our loan portfolio at the three most recently
completed fiscal year ends.
2013

Total
Loans

Commercial & Industrial
Death Care Management
Healthcare
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other

% of Loans
in Category
of Total
Loans

40.36%

December 31
2012
% of Loans
in Category
Total
of Total
Loans
Loans
(dollars in thousands)

$ 57,359
1,782
8,739
24,026
2,817
19,978
17

1.25
6.15
16.91
1.98
14.06

10,286

989
4,997

0.70

3.52

315
3,136
637
4,163
252

36.66%

283

0.30

5.36

0.01

4,996
12,192
—
15,719
1,010

7.24

8,503

101

0.07

4,199
—

2.95
0.00

60

$ 34,200

13.07
0.00

16.85
1.08
9.12
0.34

3.36

0.68
4.46
0.27

2011

Total
Loans

% of Loans
in Category
of Total
Loans

$ 33,798
—
7,005
10,963
—
15,809
21

39.07%

12.67

1,989

2.30

—
595
255
1,139
—

0.69
0.29
1.32

0.00

8.10
0.00

18.28
0.02
0.00

0.00
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2013
% of Loans
Total
Loans

in Category
of Total
Loans

December 31
2012
% of Loans
in Category
Total
of Total
Loans
Loans
(dollars in thousands)

Total
Loans

2011
% of Loans
in Category
of Total
Loans

Owner Occupied

Commercial Real Estate

74,461

52.40

Death Care Management
Healthcare
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other

11,668
11,129
3,490
171
47,896

8.21
7.83
2.46
0.12

Total

107

$142,106

3,008

54.22
3.97
6.65
3.22

33.70
0.08

—
35,554
2,105

38.12
2.26

100.00%

$ 93,280

50,577
3,703

6,207

0.00

100.00%

50,711

—
4,996
1,329
—
43,518
868
$ 86,498

58.63
0.00

5.78
1.54
0.00

50.31
1.00
100.00%

Regardless of classification reflected above and discussed in more detail below, the loans originated by the Bank are generally to small business where
operating cash flow is the primary source of repayment, but may also include collateralization by real estate, inventory, accounts receivable, equipment and/or
personal guarantees. When collateral includes real estate it is typically owner-occupied. These common attributes among all loans the Bank funds is a product
of its specialization as a SBA lender.

Commercial & Industrial . Increases in Commercial and Industrial loans, or C&I, from December 31, 2012, to December 31, 2013 occurred in all of our
verticals, with most of the growth occurring in Independent Pharmacies. Overall, C&I loans increased $23.2 million, or 67.7%, from December 31, 2012, to
December 31, 2013. From December 31, 2011 to December 31, 2012, C&I loans increased $402 thousand, or 1.2%, mitigated by the aforementioned
reclassification of loans held for investment to held for sale in fiscal year 2012. Our growth in and expansion into verticals such as Independent Pharmacies
and Investment Advisors results in higher growth rates in the C&I portfolio. Real estate collateral on C&I loans is typically less than 50% of the loan balance
and is owner occupied. The premises for industries in C&I loans tend to have either a small real estate component or the business occupies a leasehold space.
Terms for C&I loans are generally 10 years.
Construction & Development . Construction and Development loans, or C&D, increased $1.8 million, or 21.0%, from December 31, 2012, to
December 31, 2013. The increase was the result of growth in the Death Care Management vertical and the Healthcare vertical. From December 31, 2011 to
December 31, 2012, C&D loans increased $6.5 million, or 327.5%, primarily as the result of financing new development in the Healthcare and Veterinary
verticals. Terms for C&D loans are generally 25 years.

Owner Occupied Commercial Real Estate . Loans categorized as Commercial Real Estate, or CRE, increased $23.9 million, or 47.2%, from
December 31, 2012, to December 31, 2013. The largest percentage increase was in the Death Care Management vertical, which grew 215.1% as we grew
market share in fiscal year 2013. Financing provided to this vertical tends to be for refinance or acquisition purposes, with very limited construction and
development. Loans classed as CRE loans in the Veterinary vertical increased $12.3 million, or 34.7%, in fiscal year 2013 as a result of increased production.
CRE loans declined $134 thousand from December 31, 2011, to December 31, 2012. This was primarily the result of the shift in held for investment
classification based on the ability to sell loans down to a level of 5.0% retained unguaranteed balance. Terms for CRE loans are generally 25 years.
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Loan Concentration
Loan concentrations may exist when there are borrowers engaged in similar activities or types of loans extended to a diverse group of borrowers that could
cause those borrowers or portfolios to be similarly impacted by economic or other conditions. The breakdown of total held for investment loans, as a
percentage of total loans by industry sector at December 31, 2013 is as follows:
December 31, 2013
Concentration Risk (SBA Guaranteed)
Unguaranteed
Guaranteed
Total
(dollars in thousands)

$

Commercial & Industrial

52,250

1,782
7,164
24,026
2,817
16,444
17

Death Care Management
Healthcare
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Owner Occupied
Death Care Management
Healthcare
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other

$ 57,359
1,782
8,739
24,026
2,817
19,978
17

4,199
67,152

7,309

74,461

11,668
10,329
3,490
171
41,387

—

11,668
11,129
3,490
171
47,896

989
4,997
101

$

5,109

—
1,575
—
—
3,534
—
—
—
—
—
—

10,286

Total

$

800

107

—
—
6,509
—

129,688

$ 12,418

10,286

989
4,997
101

4,199

107

$142,106

Loans to veterinarians represent $72.1 million, or 50.7%, of the total held for investment balance. The Veterinarian vertical was our original vertical and
formed the basis of our existing model. From inception through December 31, 2013, we have originated $970.1 million to small business professionals in the
Veterinarian vertical, with $734.7 million in outstanding principal remaining and $124.4 million on book. Loans to Independent Pharmacies represent the next
largest vertical at $27.6 million, or 19.4%, of the total held for investment balance. From inception through December 31, 2013, we have originated $345.4
million to small business professionals in the Independent Pharmacy vertical with $288.5 million in outstanding principal remaining in our servicing
portfolio and $52.8 million on book. We believe the risk associated with industry concentration is mitigated by the geographical diversity of our overall loan
portfolio with loans originated in each of the fifty U.S. states and certain U.S. territories. Additionally, we have demonstrated the ability to expand our lending
activities into selected new verticals and we intend to continue this expansion in the future. To the extent that we are successful in expanding into new verticals,
we believe our concentration within any one industry will be buffered.

62

Table of Contents

The following table provides a summary of total loans by size and category. The breakout of the categories is based on total held for investment balances at
December 31, 2013.
Less than $5 mm
Amount
Number

(dollars in thousands)

$ 57,359
1,782
8,739
24,026
2,817
19,978
17

Commercial & Industrial
Death Care Management
Healthcare
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Owner Occupied
Death Care Management
Healthcare
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other

10,286

989
4,997

18
121
289
43
333
3

130
10

4,199

65
2
53

74,461

776

101

11,668
11,129
3,490
171
47,896

Total

807

96
132

36
4

504

107

4

$142,106

1,713

The maximum loan size per the SBA 7(a) program is $5.0 million. The average loan size at origination for our portfolio in our chosen industries is $952
thousand. At December 31, 2013, no single loan had an outstanding borrower principal balance greater than $5.0 million. Outstanding principal balance
equaled or exceeded $5.0 million on four client relationships and cumulatively totaled $23.0 million. Of this $23.0 million in outstanding principal, $1.9
million was held for investment.

Loan Maturity
As of December 31, 2013, $1.32 billion, or 91.4%, of our borrowers’ total outstanding principal loans were variable rate loans that adjust at specified
dates based on our prime lending rate or other variable indices. The on book amount of variable rate loans comprised $268.2 million, or 89.1%, of our onbook portfolio at December 31, 2013. At December 31, 2013, $541 thousand, or 0.4%, of the held for investment balance matures in less than five years and
consists solely of variable rate loans. Loans maturing in greater than five years total
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$141.6 million of the total $142.1 million. The variable rate portion of the total held for investment loans is 91.8%, which reflects our strategy to minimize
interest rate risk through the use of variable rate products.
December 31, 2013

One Year
or Less

Remaining Contractual Maturity of Gross Loans
After One Year
and Through
After Five
Five Years
Years

Total

(dollars in thousands)

$

Fixed rate loans:
Commercial & Industrial
Death Care Management
Dental Industry
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other
Construction & Development
Death Care Management
Dental Industry
Veterinary Industry
Owner Occupied
Death Care Management
Dental Industry
Investment Advisors
Veterinary Industry
Other

Variable rate loans:
Commercial & Industrial
Death Care Management
Dental Industry
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other
Construction & Development
Death Care Management
Dental Industry
Independent Pharmacies
Veterinary Industry
Owner Occupied
Death Care Management
Dental Industry
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other

$

Total

64

—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—

$

—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—

$ 11,682

$ 11,682

3,535

3,535

926
745

926
745

541

744

744

305

305

815
—

815
—

882
230

882
230

614

614

38
7,265

38
7,265

3,205
1,115
25
2,920
—

3,205
1,115
25
2,920
—

129,883
53,442

130,424
53,824

—
16
90
—
276
—
—
—
—
—
—

856
7,978
23,192
2,512
18,887
17

856
7,994
23,282
2,512
19,163
17

9,404

9,404

4,161

4,161

159

67,037

67,196

382

—
—
—
—
56
$

759

759

4,383
101

4,383
101

8,463

8,463

10,014
3,490

10,014
3,490

146
44,920

146
44,976

103

4

107

541

$ 141,565

$142,106
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Investment Securities
Investment securities totaled $19.4 million at December 31, 2013, an increase of $4.0 million, or 26.1%, compared to $15.4 million at December 31, 2012.
Our investment securities portfolio decreased $1.4 million, or 8.5%, to $15.4 million at December 31, 2012, from $16.8 million at December 31, 2011. The
decrease in our investment portfolio in 2012 resulted from principal payments on mortgage-backed securities, and the increase in 2013 was based on our
decision to invest funds held for liquidity at higher yields, enhance diversification in our investment portfolio, and manage interest rate risk.
Our investment securities portfolio consists entirely of available-for-sale securities. We purchase securities for our investment securities portfolio to manage
interest rate risk, ensure a stable source of liquidity, and to provide a steady source of income in excess of our cost of funds.

The following table sets forth the amortized cost and fair values of our securities portfolio at the dates indicated.
At December 31,
2012

2013

Available-for-sale securities:
Agency direct obligations
Agency mortgage-backed securities
Total available-for-sale

Total securities

Amortized
Cost

$ 5,315
14,322
$19,637
$19,637

Fair

Value

Amortized
Cost

$ 5,262
14,184
$19,446
$19,446

$ 3,425
11,449
$ 14,874
$ 14,874

$ 3,517
11,899
$ 15,416
$ 15,416

Fair

2011

Value
(dollars in thousands)

Amortized
Cost

Value

$ 2,982
13,358
$ 16,340
$ 16,340

$ 3,082
13,760
$16,842
$16,842

Fair

The $19.4 million of U. S. agency direct obligations and agency mortgage-backed securities in the portfolio as of December 31, 2013 is spread across five
different issuers. There are 18 unique securities that have an average balance of $1.1 million, with the largest single security having a fair value of $1.5
million as of December 31, 2013.
At December 31, 2013, the duration of our overall available-for-sale securities portfolio was approximately 4.1 years.
The following table sets forth the stated maturities and weighted average yields of investment securities at December 31, 2013. Certain mortgage related
securities have adjustable interest rates and will reprice annually within the various maturity ranges. These repricing schedules are not reflected in the table
below.
December 31, 2013
Total
Amortized
Cost

After One
to Five Years
Amortized
Average
Cost
Yield

After Five
to Ten Years
Amortized
Average
Cost

Yield

After Ten Years
Average

Amortized
Cost

Yield

(Dollars in thousands)

Available-for sale-securities:
Agency direct obligations
Agency mortgage-backed securities
Total available for sale securities

Total securities

$ 5,315
14,322
$19,637
$19,637

$ 2,519
—
$ 2,519
$ 2,519
65

2.26%
—
2.26
2.26%

$ 2,796
1,795
$ 4,591
$ 4,591

1.81%
2.08
1.91
1.91%

$

—
12,527
$12,527
$12,527

—%
2.17
2.17
2.17%
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Deposits
The following table sets forth the composition of our deposits at December 31, 2013, 2012 and 2011.
At December 31,
2012

2013
Total

Total

Percent

2011
Total

Percent

Percent

(Dollars in thousands)

Period end:
Noninterest-bearing demand deposits
Interest-bearing deposits:
Savings
Money market
Time deposits
Total period end deposits

Average:
Noninterest-bearing demand deposits

$

13,022

—
191,041
152,557
$ 356,620
$ 15,732

3.65%
—
53.56
42.79
100.00%
4.30%

$

2,479

—
156,295
127,900
$ 286,674
$

5,265

0.86%
—
54.52
44.62
100.00%

$ 5,589
—
40,269
176,305
$222,163

1.92%

$

—

0.10

2,766
20,541
181,418
$ 204,725

2.52%
—
18.13
79.35
100.00%

—%

Interest-bearing deposits:

Savings
Money market
Time deposits
Total average deposits

—
186,265
163,686
$ 365,683

—
50.94
44.76
100.00%

275
107,513
161,826
$ 274,879

39.11
58.87
100.00%

1.35
10.03

88.62
100.00%

Our deposits increased to $356.6 million at December 31, 2013 from $286.7 million at December 31, 2012, an increase of $69.9 million, or 24.4%. This
increase was primarily due to the growth of our customer base, enhanced by increased advertising and attractive rates in a market with the continued lack of
attractive alternative investments for our customers. Our noninterest-bearing deposits increased $10.5 million, or 425.3%, during this period, and our interestbearing deposits increased $59.4 million, or 20.9%, during the same period. The growth in accounts during 2013 was primarily in core money market
deposits.
The Bank will be classified as a de novo bank until May 2015 and it is required to operate in material compliance with an FDIC approved business plan
until the expiration of this de novo period. Under the plan, limits of wholesale funding are phased in by quarter such that total wholesale funding will not
exceed 35% by the end of the plan period. Our wholesale deposit base changed dramatically from December 31, 2011 to December 31, 2013, as a result of
compliance with our de novo business plan; dropping from 79.9% at December 31, 2011 to 24.5% at December 31, 2013. We made a concerted effort to
change our deposit mix beginning in 2012 in favor of more core deposit money market accounts and reduce our wholesale funding percentages. During 2013,
our focus was to continue to increase our core deposits and sustain our percentage mix; money market accounts represented 53.6% of our deposit portfolio at
December 31, 2013. We are well ahead of our 2015 goals to reduce wholesale funding with a total wholesale funding percentage of 24.5% at December 31,
2013.
At December 31, 2013, the aggregate balance of time deposit accounts individually equal to or greater than $100,000 totaled $112.1 million. At
December 31, 2013, 66.6% of all time deposit accounts in amounts equal to

66

Table of Contents

or greater than $100,000 were scheduled to mature within one year. The maturity profile of our time deposits as of December 31, 2013 is as follows:
More than

Three
months
or less

Maturity Period at December 31, 2013

More than
three months

six months

to twelve

More than
twelve

to six months

months

months

(dollars in thousands)

$ 15,780
1,133
$16,913

Time deposits, $100,000 and over
Other time deposits
Total time deposits

$ 10,663
1,659
$ 12,322

$ 48,303
6,668
$54,971

$ 37,440
30,911
$68,351

Total long-term borrowings increased $120 thousand at December 31, 2013 from December 31, 2012, as a result of the assumption of a $250 thousand
note payable in connection with the acquisition of our wholly-owned subsidiary, Government Loan Solutions, Inc., or GLS; partially offset by net repayments
on a note payable from a previous airplane purchase through our wholly-owned subsidiary, Independence Aviation LLC, or Independence Aviation. The longterm borrowings associated with Independence Aviation from 2011 to 2012 decreased $77 thousand related to net repayments on the same airplane note. There
was no change in the $3.6 million outstanding balance on the senior notes payable to investors from December 31, 2012 to December 31, 2013 as the loan
requires interest only payments until maturity on December 31, 2016 when principal repayment will be due. We subsequently loaned the $3.6 million in
proceeds from our sale of senior notes to our majority-owned subsidiary, nCino, on January 1, 2012, at a fixed rate of 10% per annum with all principal and
accrued interest due on December 31, 2016. On December 2, 2013, the note plus accrued interest with an aggregate balance of $4.2 million due from nCino
was converted to equity in nCino at $2.58 per share.

On June 29, 2011, we financed the purchase of an airplane with Commerce Bank & Trust Company in the amount of $1.9 million, which carries a fixed
rate of 5.75% for a term of 59 months. Monthly payments are set at $16 thousand with all principal and accrued interest due on June 29, 2016.
With the acquisition of GLS on September 1, 2013, we assumed the liability for a note payable due to a former GLS partner with an outstanding balance of
$250 thousand at the time of acquisition. The outstanding balance includes all interest due. At December 31, 2013, the note has 20 months remaining with
equal monthly payments of $10 thousand until scheduled maturity on August 1, 2015.

Small Business Lending Fund
In April 2011, we elected to participate in the SBLF whereby the U.S. Treasury agreed to purchase $6.8 million in senior debt securities from us. During
the initial interest period the applicable interest rate is set at 1.5%. For all remaining interest periods, which commenced on September 13, 2011, upon receipt
of SBLF funds, the interest rate is determined based on a formula which encompasses the percentage change in qualified lending as well as a non-qualifying
portion percentage. This rate can range from 1.5% to 10.8%. Interest is payable quarterly in arrears. With the approval of our primary federal regulator, we
may exit the SBLF at any time simply by repaying the funding provided along with any accrued but unpaid interest. We may also repay our SBLF funding in
partial payments, as long as each partial payment is at least 25% of the original funding amount. All SBLF senior debt securities will mature on
September 13, 2021, at which time all principal and accrued but unpaid interest will be due. We intend to apply to the U.S. Treasury to convert the $6.8
million of debt into 6,800 shares of senior non-cumulative perpetual preferred stock having an aggregate liquidation value of $6.8 million. Subject to
completion of this offering, we anticipate that the $6.8 million of debt will be converted to preferred equity as permitted for “Subchapter C” corporations by

the U.S. Treasury.
Risk Management
Overview. Managing risk is an essential part of successfully managing a financial institution. Our most prominent risk exposures are credit risk, interest
rate risk and market risk. Credit risk is the risk of not collecting
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the interest and/or the principal balance of a loan or investment when it is due. Interest rate risk is the potential reduction of net interest income as a result of
changes in interest rates as well as a reduction in the value of our servicing asset based on a borrower’s propensity to refinance a variable rate loan in a rising
rate environment. Changes in interest rates may result in changes in the values of financial instruments, such as available for sale securities, which are
accounted for on a mark-to-market basis, and the value of our variable rate loans for sale in the 7(a) secondary market as prepayment speeds will increase for
variable rate loans in a rising rate environment

Other risks that we face are operational risks, liquidity risks and reputation risk. Operational risks include risks related to fraud, regulatory compliance,
processing errors, technology, and disaster recovery. Liquidity risk is the possible inability to fund obligations to depositors, lenders or borrowers due to
unforeseen circumstances. Reputation risk is the risk that negative publicity or press, whether true or not, could cause a decline in our customer base or
revenue.

Credit Risk

Analysis of Nonperforming and Classified Assets. We place loans that are 90 days or more past due as to principal or interest payments on nonaccrual
status, or prior to that, if we have determined based upon current information available to us that the timely collection of principal or interest is not probable.
When a loan is placed on nonaccrual status, any previously recorded interest is reversed and recorded as a reduction of loan interest and fee income.
Typically, collections of interest and principal received on a nonaccrual loan are applied to the outstanding principal as determined at the time of collection of
the loan.
Troubled debt restructurings occur when debtors are granted concessions that we would not otherwise consider because of economic or legal reasons
pertaining to the debtor’s financial difficulties. Such concessions would include, but are not limited to, the transfer of assets or the issuance of equity interests
by the debtor to satisfy all or part of the debt, modification of the terms of debt or the substitution or addition of debtor(s).

The following table provides information with respect to our nonperforming assets and troubled debt restructurings at the dates indicated.
2013

2012
(dollars in thousands)

2011

$ 4,099
772
3,327

$ 2,955
581
2,374

$ 1,643
538
1,105

Owner Occupied Commercial Real Estate

4,598

5,638

8,228

Healthcare
Veterinary Industry
Other Industries
Total nonperforming loans

58
4,540
—

—
4,935

—
8,228
—

$ 8,697
$
—
$ 341
$ 5,781
9,736
(5,781)
$ 12,993
6.15%
2.02%

$ 8,593
$
—
$ 232
$ 5,426
9,120
(5,426)
$ 12,519
9.27%
2.51%
3.65%

Nonaccrual loans:
Commercial & Industrial
Healthcare
Veterinary Industry

Total accruing loans past 90 days or more
Foreclosed assets
Nonaccrual troubled debt restructuring
Total troubled debt restructurings
Less nonaccrual troubled debt restructurings
Total nonperforming assets and troubled debt restructurings
Total nonperforming loans to total loans
Total nonperforming loans to total assets
Total nonperforming assets and troubled debt restructurings to total assets

3.02%
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$ 9,871
$
—
$
—
$ 5,161
6,459
(5,161)
$ 11,169
11.52%
3.71%
4.20%

Table of Contents

2013

Nonaccrual loans guaranteed by U.S. government:
Commercial & Industrial
Healthcare
Veterinary Industry
Owner Occupied Commercial Real Estate
Healthcare
Veterinary Industry
Other Industries
Total nonperforming loans guaranteed by U.S. government
Total accruing loans past 90 days or more guaranteed by the U.S. government
Foreclosed assets guaranteed by the U.S. government
Nonaccrual troubled debt restructuring guaranteed by the U.S. government
Total troubled debt restructurings guaranteed by the U.S. government
Less nonaccrual troubled debt restructurings guaranteed by the U.S. government
Total nonperforming assets and troubled debt restructurings guaranteed by the U.S. government
Total nonperforming loans not guaranteed by the U.S. government to total loans
Total nonperforming loans not guaranteed by the U.S. government to total assets
Total nonperforming assets and troubled debt restructurings not guaranteed by the U.S. government to
total assets

$ 3,849
660
3,189
3,134
—

December 31,
2012
(dollars in thousands)

1,954

$ 1,473
537
936

2,676

5,318

—
2,676
—

—
5,318
—

(4,814)
$ 8,308
1.21%

$ 5,062
$
—
$
—
3,097
4,476
(3,097)
$ 6,441
3.81%

0.40%

1.03%

$ 6,791
$
—
$
—
3,505
3,505
(3,505)
$ 6,791
3.59%
1.16%

1.09%

1.77%

1.64%

3,134

—
$ 6,983
$ —
$ —
4,814
6,139

$ 2,386

2011

432

As of December 31, 2013, our total nonperforming assets and troubled debt restructurings were $13.0 million, which represented a $0.5 million, or 3.8%,
increase from December 31, 2012. The nonperforming assets were comprised of $8.7 million of nonaccrual loans, $0.3 million of foreclosed assets, and $4.0
million of troubled debt restructuring performing within the terms of the restructuring. Of the $13.0 million of nonperforming assets, $8.3 million carried a
U.S. government guarantee which greatly mitigates the risk of the nonperforming asset yielding unguaranteed exposure of $4.7 million. Our unguaranteed
exposure relating to nonperforming assets at December 31, 2013 declined $1.4 million from the year ended December 31, 2012.
As a percentage of the Bank’s total capital, nonperforming loans represented 17.3% for the year ended December 31, 2013. This is a favorable change
compared to nonperforming loans at 21.1% of the Bank’s total capital for the year ended December 31, 2012. Considering that the greater magnitude of risk
resides in the unguaranteed portion of nonperforming loans and adjusting the ratio to include only the unguaranteed portion of nonperforming loans as a
percent of the Bank’s total capital results in ratios at December 31, 2013 and 2012 of 3.4% and 8.7%, respectively.

As of December 31, 2012, our total nonperforming assets and troubled debt restructurings totaled $12.5 million, a $1.4 million, or 12.1%, increase from
December 31, 2011. The nonperforming assets were comprised of $8.6 million of nonaccrual loans, $0.2 million of foreclosed assets, and $3.7 million of
troubled debt restructuring performing within the terms of the restructuring. Of the $12.5 million of nonperforming assets, $6.4 million carried a U.S.
government guarantee which greatly mitigates the risk of the nonperforming asset yielding unguaranteed exposure of $6.1 million.
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As a percentage of the Bank’s total capital, nonperforming loans represented 21.1% for the year ended December 31, 2012. This is a favorable change
compared to nonperforming assets at 30.1% of the Bank’s total capital for the year ended December 31, 2011. Adjusting the same measurement considering
that the greater magnitude of risk resides in the unguaranteed portion of nonperforming loans results in ratios to the Bank’s total capital at December 31, 2012
and 2011, of 8.7% and 9.4%, respectively.

As of December 31, 2013, our potential problem and impaired loans totaled $31.3 million. Risk Grades 5 through 8 represents the spectrum of criticized
and impaired loans. Loans in the Veterinary vertical comprise 40.6% of the total potential problem and impaired loans. The majority of the impaired loans in
this industry were originated in our early years. We believe that our underwriting and credit quality standards have improved as our business has matured.
The portion of criticized loans guaranteed by the U.S. government totaled $12.4 million resulting in unguaranteed exposure risk of $18.9 million, or 14.6% of
our total unguaranteed exposure. This compares to total criticized and impaired loans of $28.0 million at December 31, 2012, of which $12.0 million was
guaranteed by the U.S. government.
Management endeavors to be proactive in its approach to identify and resolve problem loans and is focused on working with the borrowers and guarantors
of these loans to provide loan modifications when warranted. We implement an aggressive approach to identifying and classifying loans as criticized, Risk
Grade 5. For example, for the years ended December 31, 2013 and 2012, Risk Grade 5 loans alone totaled $9.9 million and $8.3 million, respectively. At
December 31, 2013, none of the loans identified as Risk Grade 5, or criticized, were past due and all were accruing. Similarly, at December 31, 2012, one
loan totaling $0.1 million was greater than thirty days past due and all Risk Grade 5 loans were accruing. While the level of nonperforming assets fluctuates
in response to changing economic and market conditions, the relative size and composition of the loan portfolio, as well as management’s degree of success in
resolving problem assets, the aggressive stance to early identification and intervention is the key to successfully managing a small business loan portfolio.
Interest income that would have been recorded for the year ended December 31, 2013 and for the year ended December 31, 2012 had nonaccrual loans been
current throughout the period amounted to $0.2 million and $0.1 million, respectively.

Allowance for Loan Losses. The allowance for loan losses, a material estimate which could change significantly in the near-term in the event of rapidly
deteriorating credit quality, is established through a provision for loan losses charged to earnings to account for losses that are inherent in the loan portfolio and
estimated to occur, and is maintained at a level that management considers adequate to absorb losses in the loan portfolio. Loan losses are charged against the
allowance for loan losses when management believes that the collectability of the principal loan balance is unlikely. Subsequent recoveries, if any, are credited
to the allowance for loan losses when received.
Management’s judgment in determining the adequacy of the allowance is inherently subjective as it requires estimates that are susceptible to significant
revision as more information becomes available and as situations and information change.

The allowance for loan losses is evaluated on a monthly basis by management and takes into consideration such factors as changes in the nature and
volume of the loan portfolio, overall portfolio quality, review of specific problem loans and current economic conditions and trends that may affect the
borrower’s ability to repay.
The allowance for loan losses consists of the following key elements:

• Specific allowance for identified impaired loans. For such loans that are identified as impaired, an allowance is established when the discounted cash
flows (or collateral value if the loan is collateral dependent) or observable market price of the impaired loan are lower than the carrying value of that loan.
• General valuation allowance, which represents a valuation allowance on the remainder of the loan portfolio, after excluding impaired loans. For this
portion of the allowance, loans are reviewed based on industry,
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stage and structure and are assigned allowance percentages based on historical loan loss experience adjusted for qualitative factors. Qualitative factors
that, in management’s judgment, affect the collectability of the portfolio as of the evaluation date, may include changes in lending policies and
procedures; changes in national and local economic and business conditions, including the condition of various market segments; changes in the nature
and volume of the portfolio; changes in the experience, ability and depth of lending management and staff; changes in the volume and severity of past
due and classified loans and in the volume of nonaccruals, troubled debt restructurings, and other loan modifications; the existence and effect of any
concentrations of credit and changes in the level of such concentrations; and the effect of external factors, such as competition and legal and regulatory
requirements, on the level of estimated and inherent credit losses in the Bank’s current portfolio.
The following table sets forth the breakdown of the allowance for loan losses by loan category at the dates indicated.
As of December 31,

2013

Amount

Total
Loans

2012

% of Total

% of Loans
in Category
of Total

Allowance

Loans

Amount

Total
Loans

% of Total

% of Loans
in Category
of Total

Allowance

Loans

(dollars in thousands)

Commercial & Industrial
Death Care Management
Healthcare
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other
Owner Occupied
Death Care Management
Healthcare
Independent Pharmacies
Investment Advisors
Veterinary Industry
Other

Total

$ 862
2
334

132
74
304

16
350
10

$ 57,359
1,782
8,739
24,026
2,817
19,978
17
10,286

31.65%
0.08

12.25
4.86
2.74
11.17
0.55
12.84
0.36
8.90

40.36%

1.25
6.15
16.91
1.98
14.06

$ 2,275

$ 34,200

3

283

686
175
—
1,371

0.01

40

4,996
12,192
—
15,719
1,010

7.24

166

8,503

0.70

3.52

2
81

315
3,136
637
4,163
252

242

989
4,997

2
96
—

101

0.08

0.07

13

4,199
—

3.50

2.95

0.00

0.00

7
—

1,511

74,461

55.51

52.40

2,667

60

11,668
11,129
3,490
171
47,896

2.19
11.76

8.21
7.83
2.46
0.12

27
176

320

54
4

965
108

107

$2,723

$142,106

2.00

0.16
35.45
3.95
100.00%

71

33.70
0.08

100.00%

50,577
3,703

6,207

40

3,008

—
2,292
132

—
35,554
2,105

$ 5,108

93,280

44.54%
0.07
13.44
3.42
0.00

26.85
0.76
3.26
0.05
1.58
0.26
1.37
0.00

52.20
0.53
3.45
0.79

36.66%
0.30

5.36
13.07
0.00

16.85
1.08
9.12
0.34

3.36

0.68
4.46
0.28
54.22
3.97
6.65
3.22

0.00

0.00

44.87

38.12
2.26

2.56
100.00%

100.00%
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Analysis of Loan Loss Experience. The following table sets forth an analysis of the allowance for loan losses for the years indicated.
2013

Allowance for Loan & Lease Losses:
Beginning Balance
Provision
Charge offs
Commercial & Industrial
Healthcare
Veterinary Industry
Owner Occupied
Healthcare
Veterinary Industry
Other
Recoveries
Commercial & Industrial
Healthcare
Veterinary Industry
Owner Occupied
Veterinary Industry
Other
Net transfer to loans held for sale
Ending Balance

As of and for the Year Ended December 31,
2012
2011
2010
(dollars in thousands)

$5,108
(858)
(1,948)
(688)
(419)
(269)
(1,260)
(76)
(819)
(365)
60

27
2
25
33
32

1
361
$ 2,723

$ 4,617
2,110
(1,986)
(454)
(70)
(384)
(1,532)
—
(1,501)
(31)
126
120

8
112
6

6
—
241

$ 5,108

$ 3,438
2,855
(1,732)
(663)
(58)
(605)
(1,069)
—
(1,069)
—
271
225

—
225
46

46
—
(215)
$ 4,617

$ 2,267
2,619
(1,220)
(543)

—
(543)
(677)

—
(677)
—
158

1
—
1
157

157
—
(386)
$ 3,438

Interest Rate Risk and Market Risk
Interest rate risk is a significant market risk and can result from timing and volume differences in the repricing of our rate-sensitive assets and liabilities,
widening or tightening of credit spreads, changes in the general level of market interest rates and changes in the shape and level of market yield curves. We
manage the interest rate sensitivity of our interest-bearing liabilities and interest-earning assets in an effort to minimize the adverse effects of changes in the
interest rate environment. Management of interest rate risk is carried out primarily through strategies involving our available-for-sale securities, loan portfolio,
and available funding sources.
We have a total cumulative gap in interest-earning assets and interest-bearing liabilities of -0.009% as of December 31, 2013, indicating that, overall, our
assets and liabilities reprice very closely to one another. The majority of both our loans and deposits have short-term repricing capabilities. We have a funding
model which differs from that of traditional banks. The majority of our revenue is attributable to non-interest income so we are less dependent on net interest
income when compared to a traditional bank model. With our non-traditional funding model, we do not have the traditional bank branch network and can
operate with lower overhead costs to offset the higher cost of funds used to attract deposits.

We have an Asset/Liability Committee to communicate, coordinate and control all aspects involving interest rate risk management. The Asset/Liability
Committee, which includes four members of our board of directors, establishes and monitors the volume, maturities, pricing and mix of assets and funding
sources with the objective of managing assets and funding sources to provide results that are consistent with liquidity, growth, risk limits and profitability
goals. Adherence to relevant policies is monitored on an ongoing basis.
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The matching of assets and liabilities may be analyzed by examining the extent to which such assets and liabilities are “interest rate sensitive.” An asset or
liability is said to be interest rate sensitive within a specific time period if it will mature or reprice within that time period. We analyze our interest rate
sensitivity position to manage the risk associated with interest rate movements through the use of two simulation models: economic value of equity, or EVE,
and net interest income, or NII, simulations. The EVE simulation provides a long-term view of interest rate risk because it analyzes all of the Bank’s future
cash flows. EVE is defined as the present value of the Bank’s assets, less the present value of its liabilities, adjusted for any off-balance sheet items. The
results show a theoretical change in the economic value of our shareholders’ equity as interest rates change.
EVE and NII simulations are completed quarterly and presented to the Asset/Liability Committee. The simulations provide an estimate of the impact of
changes in interest rates on equity and net interest income under a range of assumptions. The numerous assumptions used in the simulation process are
reviewed by the Asset/Liability Committee on a quarterly basis. Changes to these assumptions can significantly affect the results of the simulation. The
simulation incorporates assumptions regarding the potential timing in the repricing of certain assets and liabilities when market rates change and the changes
in spreads between different market rates. The simulation analysis incorporates management’s current assessment of the risk that pricing margins will change
adversely over time due to competition or other factors.

Simulation analysis is only an estimate of our interest rate risk exposure at a particular point in time. We continually review the potential effect changes in
interest rates could have on the repayment of rate sensitive assets and funding requirements of rate sensitive liabilities.

The table below sets forth an approximation of our NII sensitivity exposure for the 12-month periods ending December 31, 2014 and 2015 and our EVE
sensitivity at December 31, 2014. The simulation uses projected repricing of assets and liabilities at December 31, 2013 on the basis of contractual maturities,
anticipated repayments and scheduled rate adjustments. Prepayment rates can have a significant impact on interest income simulation. Because of the large
percentage of variable rate loans and mortgage-backed securities we hold, rising or falling interest rates have a significant impact on the prepayment speeds of
our earning assets that in turn affect the rate sensitivity position. Our loan portfolio consists primarily of SBA 7(a) loans, 87.9% quarterly adjustable with the
prime rate, and our prepayment speeds react differently in a rising rate environment. Generally, when interest rates rise, our prepayments tend to increase; the
opposite reaction from typical bank loan portfolios. In a rising rate environment, our quarterly adjustable borrowers seek to fix their payments so the loans
prepay faster as borrowers refinance into fixed rate products with another lender. When interest rates fall, prepayments tend to slow down. Our asset
sensitivity would be reduced if prepayments slow and vice versa. While we believe such assumptions to be reasonable, there can be no assurance that
assumed prepayment rates will approximate actual future activity.
Estimated Increase/Decrease
in Net Interest Income

Estimated

Basis Point (“bp”) Change in
Interest Rates

12 Months Ending
December 31, 2014

12 Months Ending
December 31, 2015

+300
+200
+100
-100
-200

42.9%
28.5
(18.8)

38.6%
25.7
13.1
(18.2)

(38.0)

(37.0)

14.4

Percentage Change in EVE
As of
December 31, 2014

0.9%
1.5
2.7
(3.6)
(2.0)

Rates are increased instantaneously at the beginning of the projection. The results show that we are asset sensitive and that net interest income will increase
as rates rise and will decrease as rates decline. Sensitivity will increase in the second year of the projection due to interest rates increasing or decreasing for the
full year and also due to the other assumptions used in the analysis as noted previously. Interest rates do not normally move all at once or evenly over time, but
the analysis is useful to understanding the potential direction and magnitude of net interest income changes due to changing interest rates.
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The EVE analysis shows that we would theoretically gain market value in a rising rate environment. This is primarily due to our predominantly variablerate loan portfolio and some variable-rate securities in our investment portfolio, which will increase in value as rates rise. The analysis also assumes that
amortizing assets will experience higher prepayments as rates increase, also causing asset values to improve. The opposite will be true for a declining rate
environment, where we will expect to see our market value decrease as the variable-rate loans and securities in our portfolio decrease in value.

Liquidity Risk

Liquidity Management. Liquidity management is the ability to meet current and future financial obligations of a short-term nature. Our primary sources of
funds consist of loan sales in the 7(a) secondary market, deposit inflows, and the sale of unguaranteed loans. While maturities and scheduled amortization of
loans and securities are predictable sources of funds, deposit flows, loan prepayments, loan sales and security sales are greatly influenced by general interest
rates, economic conditions, and competition.
Our primary source of funds to originate new loans is derived from deposits, loans sales and premium cash received; and, since inception, we have relied
heavily on brokered and Internet deposits to supplement our funding needs. In early 2012, the Bank embarked on a course to increase relationship deposits in
the local area and among our existing customers. Deposits garnered in the local Wilmington market were obtained through above market rate offerings. There is
risk in using rate to attract depositor relationships. We believe this risk is mitigated to some degree by our ability to continue to offer higher rates due to the low
overhead of our deposit model. Tapping into the existing loan customer base as a deposit source has been less successful than our marketing efforts in our
local market. Due to the limited number of deposit products currently offered, there has not been a substantial attraction of our loan customer base.
Additionally, we do not have a source of low-cost, long term borrowings outside of our certificate of deposit offerings.
We regularly adjust our investment in liquid assets based upon our assessment of (1) expected loan demand, (2) expected deposit flows, (3) yields available
on interest-earning deposits and securities, and (4) the objectives of our asset/liability management, funds management and liquidity policies. The objective of
the liquidity policy is to reduce the risk to our earnings and capital arising from the inability to meet obligations in a timely manner without incurring
unacceptable losses. This entails ensuring sufficient funds are available at a reasonable cost to meet potential demands from both fund providers and
borrowers. Liquid assets, defined as cash, due from banks, federal funds sold, repurchase agreements, and available-for-sale securities, were 13.2% of total
assets at December 31, 2013. Excess liquid assets are generally invested in investment grade available-for-sale securities.

Our most liquid assets are cash and cash equivalents. The levels of these assets depend on our operating, financing, lending and investing activities during
any given period. At December 31, 2013, cash and cash equivalents totaled $56.6 million. Cash and due from banks totaled $37.2 million. Securities
classified as available-for-sale, which provide additional sources of liquidity, totaled $19.4 million at December 31, 2013. Additionally, at December 31,
2013, we had the ability to access $20.5 million from the Federal Reserve Bank’s Discount Window on a collateralized basis. We also maintain $17.5 million
of unsecured and $1.0 in secured line of credits from five financial institutions to access federal funds. We had no outstanding balances on the unsecured or
secured lines of credit as of December 31, 2013. In addition, we have a $5.0 million repurchase
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agreement in place with Raymond James at December 31, 2013. We believe that our liquid assets combined with the available lines provide adequate liquidity
to meet our current financial obligations.

Total

Payments Due by Period
Less than
One to
One
Three
Year
Years

Three to
Five

Years

More
Than Five
Years

(Dollars in thousands)

Contractual Obligations
Deposits without stated maturity
Time deposits
Long term borrowings

$ 204,063
152,557
12,325
395
$ 369,340

Operating lease obligations
Total

$ 204,063
84,207
221
294
$288,785

$

—
44,246
5,304
92
$49,642

$

—
24,104

—
9
$ 24,113

$

—
—
6,800
—
$ 6,800

Capital Management. Our management seeks to maintain adequate capital to support anticipated asset growth, operating needs and unexpected risks, and
to ensure that we and Live Oak Banking Company are in compliance with all current and anticipated regulatory capital guidelines. Our primary sources of
new capital include retained earnings and proceeds from the sale and issuance of capital stock or other securities. To date, we have employed a self-funding
capital model. Additions to capital have been via retained earnings and issuance of capital stock. Expected future use or activities for which capital may be set
aside include balance sheet growth and associated relative increases in market or credit exposure, investment activity, potential product and business
expansions, acquisitions and strategic or infrastructure investments.
Regulatory capital ratios for us and Live Oak Banking Company exceeded minimum federal regulatory guidelines for a well-capitalized depository
institution as of December 31, 2013, 2012 and 2011. See Note 13 to the consolidated financial statements for further information. Capital ratios for the
Company and Live Oak Bank, compared to the minimum regulatory ratios to be considered “well capitalized” and “adequately capitalized,” are set forth
below.
Minimum
Ratio to be

December 31,
2013

The Company:
Total risk-based capital ratio
Tier 1 risk-based capital ratio

17.96%
14.99

Tier 1 leverage ratio
Tangible equity to tangible assets ratio
Tangible equity to risk-weighted assets ratio

11.16
14.96

Live Oak Bank:
Total risk-based capital ratio
Tier 1 risk-based capital ratio
Tier 1 leverage ratio

December 31,
2012

17.21%
13.05
8.39
9.65

10.30

14.08

15.95
15.09
10.39

17.91
16.65
10.63

December 31,
2011

“Well
Capitalized

”

Minimum
Ratio to be
“Adequately
Capitalized”

19.03%
14.07
9.76
10.36
14.95

N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A

18.40
17.13
11.84

10.0

8.0

6.0
5.0

4.0
4.0

Off-Balance Sheet Arrangements
In the normal course of operations, we engage in a variety of financial transactions that, in accordance with accounting principles generally accepted in the
United States of America, are not recorded in our financial statements. These transactions involve, to varying degrees, elements of credit, interest rate and
liquidity risk. Such transactions are used primarily to manage customers’ requests for funding and take the form of loan commitments, lines of credit and
letters of credit.
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The contractual amounts of commitments to extend credit represent the amounts of potential accounting loss should the contract be fully drawn upon, the
customer defaults and any existing collateral has no value. We use the same credit policies in making commitments and conditional obligations as we do for
on-balance sheet instruments. Financial instruments whose contract amounts represent credit risk at December 31, 2013, 2012 and 2011 are as follows:

2013

$221,487

Commitments to extend credit(1)
Plexus Capital — Fund II investment commitment
Plexus Capital — Fund III investment commitment
Total commitments

(1)

December 31,
2012
(Dollars in thousands)

100
413

$ 222,000

$ 216,010
—
138

$216,148

2011

$ 43,142
—
275
$ 43,417

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in the contract.
Commitments may require payment of a fee and generally have fixed expiration dates or other termination clauses.

Impact of Recent Accounting Pronouncements

The information required by this item is included in Note 1 to the consolidated financial statements included in this prospectus.

Effect of Inflation and Changing Prices
The financial statements and related financial data presented in this prospectus have been prepared in accordance with U.S. generally accepted accounting
principles, which require the measurement of financial condition and operating results in terms of historical dollars without considering the change in the
relative purchasing power of money over time due to inflation. The primary impact of inflation on our operations is reflected in increased operating costs.
Unlike most industrial companies, virtually all the assets and liabilities of a financial institution are monetary in nature. As a result, interest rates generally
have a more significant impact on a financial institution’s performance than do general levels of inflation. Interest rates do not necessarily move in the same
direction or to the same extent as the prices of goods and services.
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BUSINESS

Our Company
We are a nationwide lender to small businesses in niche industries. We leverage industry expertise and a unique technology platform to optimize the credit
extension and administration process and borrowing experience for our customers. We have developed a business model that we believe mitigates credit risk
and capitalizes on technology that facilitates efficient and prudent loan generation and portfolio management. Our guiding principles, in order of priority, are
soundness, profitability, and growth.

We originate loans partially guaranteed by the U.S. Small Business Administration, or the SBA, to small businesses and professionals in a select group of
industries characterized by low risk characteristics. We refer to these carefully selected industries as “verticals.” Within each vertical we have developed indepth expertise by retaining loan officers who possess extensive lending experience in these sectors and by participating in a variety of sector-focused
educational and marketing events.
Our emphasis on industry verticals is coupled with our focus on developing detailed knowledge of our customers’ businesses through regular visits to their
operations wherever they are located to provide us and our customers with an in-depth and personalized experience throughout the credit process. We believe
our industry and customer-focused approach provides us greater insight into our customers’ credit characteristics and needs and furthers our knowledge base
of the vertical in which the customer operates. And in turn, we are able to provide our borrowers valuable insight into trends and developments in their
industry verticals and within their operations. We are able to service our customers efficiently throughout the loan process and monitor their performance by
means of our integrated technology platform. As a result, we have no need to maintain any traditional branch locations or ATMs and we do not employ any
tellers thus eliminating a significant component of the overhead expense associated with the traditional banking franchise.
We typically sell the SBA-guaranteed portion (generally 75% of the principal balance) of the loans we originate at a premium in the secondary market. We
also generally sell participation interests in the remaining portion of our loans while retaining a 5% to 15% unguaranteed interest and the accompanying
servicing rights to the entire loan. As a result of our business model, our net income is driven by non-interest income rather than net interest income.
Our focus on originating SBA-guaranteed loans in select verticals nationwide has allowed us to develop a loan portfolio with, we believe, attractive credit
characteristics. Our portfolio is geographically dispersed throughout all U.S. regions (Southeast, Northeast, Midwest, Southwest, and West) with each region
representing between 14% and 27% of our total loan portfolio during 2013. And only one state (California at 14%) represented more than 10% of our aggregate
held-for-investment loan portfolio at year-end 2013. Additionally, during 2013 our average unguaranteed exposure per loan was approximately $125 thousand
compared to an average loan balance of approximately $800 thousand.

Our ability to develop and execute on our business model has yielded growth in loan production every year since we commenced operations. For the U.S.
government’s 2013 fiscal year (the four quarters ended September 30, 2013), we were the third most active SBA 7(a) lender in the United States by gross
approval amount, behind only Wells Fargo Bank and U.S. Bank.

Vertical Immersion Strategy
We have focused our lending to small businesses and professionals in specific industry segments, or verticals, in which we build deep industry expertise.
Our seven existing industry verticals consist of the following:

• Veterinary Practices
• Healthcare Services (medical/dental/optometry)
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• Independent Pharmacies
• Death Care Management (funeral/crematory)
• Investment Advisors
• Family Entertainment Centers
• Poultry Agriculture
• Underserved by other/traditional banking models
We are engaged and active in each of the industries we serve by attending conventions and trade shows, and by speaking at universities and industry
events. Each vertical is staffed by personnel with industry-specific knowledge, experience and contacts. For example, our senior lender in the Independent
Pharmacies vertical is a third-generation pharmacist who brings broad experience and expertise to his position as a loan officer responsible for examining,
evaluating and closing extensions of credit to independent pharmacies. Our Death Care Management vertical expertise includes the former president and chief
operating officer of Service Corporation International (a New York Stock Exchange listed company that operates a network of more than 2,000 funeral homes
and cemeteries), and another individual who began his career in the funeral services industry over 32 years ago. Our Veterinary Practices vertical benefits from
the experience of a licensed veterinarian and attorney who provide an informed perspective to our Veterinary Practices vertical team and clients. This industryspecific expertise and participation increases our visibility within our verticals. It is also helpful in identifying and selecting credit-worthy borrowers and
attractive financing projects prior to the formal underwriting process. Our familiarity with and participation in our verticals allows us to provide ongoing
customer service that is relevant for each business owner’s specific industry segment.
We attempt to identify verticals with a statistical history of performance and a low risk profile. It is our intent to add a new industry to our portfolio every
12 months. Potential industries are identified and researched by our “Emerging Markets” division. We have chosen verticals that display the following
characteristics:

• Stable, recession resistant cash flows
• Barriers to entry
• Granular customer bases
• Collateral shortfall
• Limited to no foreign competition
• Growing demand
• Rapid cash cycles
• Recession resistant
• Limited malpractice risk
Once a vertical is selected based on this objective analysis, we leverage the experience of our personnel to evaluate the unique risks associated with each
industry in question.

Through our industry expertise, speed-to-market, and differentiated level of borrower experience and customer service, we have increased annual production
in each year since inception. The growth in production has been due to the maturity of certain industry verticals and the establishment of new industry
verticals. Additionally, we
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target loan amounts greater than that of the average SBA loan. The following table summarizes our annual production by industry vertical:

2007

2008

2009

Years Ended December 31,
2010
2011

2012

2013

$174,768
81,363
103,358
54,075
—
199
$ 413,763

$147,661
109,317
106,391
101,736
33,647
—
$498,752

Total

(dollars in thousands)

Veterinary Practices
Healthcare Services
Independent Pharmacies
Death Care Management
Investment Advisors
Other
Total

$40,226
—
—
—
—
775
$ 41,001

$ 161,230
150
—
—
—
1,209
$162,589

$145,920
13,385
—
—
—
1,275
$160,580

$ 150,788
56,580
48,919
—
—
30

$256,317

$149,485
69,860
86,757
—
—
535
$ 306,637

$

970,078
330,655
345,425
155,811
33,647
4,023

$1,839,639

In January 2014, we hired a team of five commercial lenders who have decades of experience in the poultry agriculture industry. The addition of these
professionals provides us with an experienced team of poultry lenders who have a close understanding of agricultural businesses. We expect loans extended in
this vertical to primarily fund the following agricultural-related activities: the construction of new poultry farms, the purchase or refinancing of existing
operations, and the purchase of new equipment or supplies.

Our vertical immersion strategy and our commitment to sound credit underwriting and credit administration are reflected in the credit quality of our loan
portfolio. Our borrowers have an average FICO score of in excess of 700 (using the lowest of scores provided by three credit bureaus at time of underwriting)
and an average debt service coverage ratio of approximately 2.0. To date, we have never had a denial or repair of any SBA guarantee submitted for payment.
Our management believes that incentivizing our lenders to produce more loans through the payment of commissions creates an inherent conflict with sound
credit administration. By choosing not to implement a commission-based payment structure, we believe we generate loans of greater credit quality, enhancing
overall portfolio performance and aligning lenders’ interests with those of the entire company. We believe this alignment of interests is a strategic differentiator
at Live Oak.
Technology

We have created a technology-based platform to facilitate lending to the national small business community and we have leveraged this technology to
optimize our loan origination process, customer experience, reporting metrics, and servicing activity. In 2012, we formed nCino to develop this technology,
known as nCino’s Bank Operating System. The nCino Bank Operating System is a fully integrated operating system built on Salesforce.com, Inc.’s
Force.com cloud computing infrastructure platform. It provides a real-time view of our loan pipeline, as well as additional process, borrower and credit data.
The integration of this system into our day-to-day operations has improved work flow efficiency, minimized loan file and documentation exceptions, and
provided clarity into our loan portfolio. For example, we are able to segregate production data by vertical, geography, lender, participating bank, or referral
source. We can examine loans by their status in our pipeline and determine what outstanding documents are required prior to submission to the SBA.

The technology we utilize also streamlines the paperwork that typically accompanies SBA loans. A typical SBA loan under the 7(a) program may require
up to 150 separate loan documents to be submitted. Through our partnership with nCino, we collect, track, and organize these documents in a manner that
maximizes efficiency and minimizes unnecessary customer contact. This technology has ultimately transformed the traditional means of loan servicing into
one of our strongest competitive advantages by accelerating our ability to issue proposals, complete due diligence and finalize commitments. Our customers are
also able to benefit from our technology, as it allows borrowers the ability to track a loan’s progress towards approval and funding through a secure online
portal.
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Our Executive Management Team and Board of Directors

James S. Mahan III — Chairman and Chief Executive Officer
James “Chip” S. Mahan III is the Founder, CEO and Chairman of the Board of Directors of the Company. Prior to Live Oak Bank, Mr. Mahan was the
Chief Executive Officer and Chairman of the Board for S1 Corporation and founder of Security First Network Bank, the world’s first Internet bank. Under
his leadership, S1 Corporation grew to become a $234 million software and services provider in only six years, averaging more than 200 percent growth year
over year. At its peak, S1 had a market capitalization of $7.8 billion. During his term as CEO, Mahan was ranked as one of the 10 Most Influential
Personalities in Financial Services by FutureBanker magazine. Prior to founding Security First Network Bank and S1 Corporation, Mahan launched
Cardinal Bancshares, where he served as Chairman and Chief Executive Officer. Mahan built Cardinal into an institution with $800 million in total assets
and took the company public in 1992. Before launching Cardinal, Mr. Mahan spent several years with Citizens Union National Bank & Trust Co., serving
as President, Chief Operating Officer and Vice Chairman and becoming Chairman and Chief Executive Officer in 1984. In 1986, Mr. Mahan formed an
investment group that purchased Citizens Union and subsequently sold it to BankOne Corp. of Columbus, Ohio. Mr. Mahan began his career in 1973 at
Wachovia Bank & Trust Co. in Winston-Salem, NC, after graduating with a Bachelor’s degree in finance from Washington & Lee University in Lexington,
VA.

William L. Williams III — Vice Chairman of the Board of Directors
William “Lee” L. Williams III is the Vice Chairman of the Company and one of the original founders of the Bank. Prior to starting Live Oak Bank,
Mr. Williams spent 19 years in corporate banking at Wachovia and worked for 14 years at Vine Street Financial doing SBA lending. Mr. Williams began his
banking career in 1973 at Wachovia, where he worked with Wachovia Services, Inc, then Wachovia Regional Corporate Lending, calling on and lending to
mid-market regional companies. In 1987, he relocated to Wilmington, NC, where he managed the Wachovia Corporate Lending group for the three county area
of Southeastern North Carolina. In 1992, he re-joined Mr. Mahan at Cardinal Bancshares as they began Vine Street Financial, a niche SBA lending division,
of Vine Street Trust Company. Mr. Williams held several positions within this group including President and Senior SBA lender. Through a series of
mergers/acquisitions, Vine Street Financial became a division of BB&T, where Mr. Williams served as a senior SBA lender, resigning in May of 2007 to
found Live Oak Bank. Mr. Williams graduated in 1973 from the University of North Carolina-Chapel Hill with a BS degree in Business Administration. He
has, and is currently serving on several private company boards, as Managing Member, and has served in the capacity of President and Treasurer on
numerous charitable and “not for profit” groups in Wilmington and elsewhere in North Carolina.

Neil L. Underwood — President and Director
Mr. Underwood currently serves as President of Live Oak Bank. Additionally, as cofounder of nCino, he invests time as an active board member helping
to shape the next generation Bank Operating System.

Prior to the bank, Underwood served as General Manager of S1 Corporation (SONE), where he was responsible for the S1 Enterprise division. S1, since
acquired by ACI Worldwide, Inc. (ACIW), built and deployed Financial Services systems such as online banking, payments and mobile solutions to over
3,000 financial institutions worldwide. Before S1, Mr. Underwood played a key role in launching the Americas division of Brokat Technologies AG, a global
financial services software supplier based in Stuttgart, Germany. Acting as Chief Operating Officer, he was responsible for Retail and Wholesale Banking
solutions for the Americas. Mr. Underwood came to Brokat as a principal of Transaction Software, which was acquired in May of 1999.

Underwood is a Director at the Company and a Director at nCino, Inc., both based in Wilmington, NC. A native of Miami, FL, Underwood holds a
Bachelor’s Degree of Science in Industrial Engineering from the Georgia Institute of Technology.
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David G. Lucht — Chief Risk Officer and Director
David Lucht is the Chief Risk Officer for Live Oak Bank. Before joining Live Oak Bank in May of 2007 as a founding member of executive management
and the board of directors, Mr. Lucht held executive positions with several different banking institutions, including Chief Credit Officer, Executive Vice
President and Director for First Merit Bank, Akron, OH, where he was responsible for leading a turnaround in credit culture and performance of the $10.5
billion bank. Prior to First Merit, Mr. Lucht served as Senior Credit Officer of National City Bank, Cleveland, OH.

A native of Ohio, Mr. Lucht began his banking career with National City Bank in 1985 after graduating from Kent State University with his Master’s in
Business Administration. He obtained his undergraduate Bachelor of Science degree in Finance at Miami University in Ohio.

S. Brett Caines — Chief Financial Officer
Brett Caines is the Chief Financial Officer for the Company and Live Oak Bank. Prior to Live Oak Bank, Mr. Caines worked as a Production Engineer
for INVISTA and as a Process Engineer for Shell Chemical Company. Mr. Caines holds a Bachelor of Science degree in Chemical Engineering from North
Carolina State University and an MBA from the University of North Carolina, Wilmington.

William H. Cameron — Director
William H. Cameron was appointed to the Company’s board of directors in November 2013 and chairs the Company’s nominating committee and serves
on both the audit and compensation committees. Mr. Cameron has extensive prior experience as a director of a financial institution, having served as a
founding director of Port City Capital Bank and as a director of Crescent Financial Corporation and Crescent State Bank following its acquisition of Port City
Capital Bank in 2006. Mr. Cameron has extensive executive experience in corporate and real estate finance, real estate development, and private equity. He has
been President of Cameron Management, Inc. since 2000 and has held leadership positions in a number of businesses over the last 25 years. Mr. Cameron
served as Chief Operating Officer of Atlantic Telecasting Corporation, the NBC television affiliate in Wilmington, North Carolina. Mr. Cameron holds a B.S.
in Business Administration and a Juris Doctor degree from the University of North Carolina at Chapel Hill. He has successfully completed the North Carolina
Bank Directors’ College and has participated in numerous Advanced Bank Directors’ College programs. As an active business, civic and charitable leader,
Mr. Cameron serves on the board of numerous organizations including Cape Fear Memorial Foundation and Champion McDowell Davis Foundation. He is
president of the Dan Cameron Family Foundation, Inc. which has made significant contributions to the economic and cultural development of the Wilmington
area.
We believe Mr. Cameron’s prior experience as a director of two FDIC insured financial institutions over a period of 10 years brings to our board critical
skills related to financial oversight of complex organizations, strategic planning and corporate governance and qualifies him to serve as one of our directors.

Glen F. Hoffsis — Director
Dr. Glen F. Hoffsis has served as a member of our board of directors since March 31, 2007. He serves on the nominating and governance committee and the
Bank’s Asset Liability Management Committee. He is a veterinarian who has devoted most of his career to veterinary colleges as a clinician, teacher, researcher
and administrator. Retiring in July 2013 as dean of the College of Veterinary Medicine at the University of Florida, he was recently appointed dean of the newly
established Lincoln Memorial University College of Veterinary Medicine. He has held many professional positions and currently serves on the board of
directors of Banfield Pet Hospitals of Portland, OR. He is a diplomate of the American College of Veterinary Internal Medicine.
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Dr. Hoffsis is well known and respected within the veterinary profession. We believe that his wide range of knowledge and perspective relative to the
business of veterinary medicine brings important skills to our board and qualifies him to serve on the board.

Howard K. Landis III — Director
H. Kel Landis III has served as a member of our board of directors since March 31, 2007. He serves on the audit committee and compensation
committee. Since 2005, Mr. Landis has been a general partner of Plexus Capital, a small business investment company. He has 25 years of experience in the
banking industry, which includes serving as the CEO of RBC Centura Bank’s US Operations from 2001 to 2004 after serving as Chief Credit Officer, Chief
Risk Officer, and President of Centura Bank. Mr. Landis graduated with a Bachelor of Science in Business Administration and a Master’s in Business
Administration from the University of North Carolina at Chapel Hill.

We believe Mr. Landis’ 25 years of prior experience in the banking industry, including his service as CEO of a FDIC-insured financial institution with
over $20 billion in total assets, bring to our board critical skills related to financial oversight of complex organizations, strategic planning and corporate
governance and qualify him to serve as one of our directors.

Miltom E. Petty — Director
Milt Petty has served as a member of our board of directors since August, 2010. He serves as the chair of our audit committee. Since June, 1977, Mr. Petty
has served as the Chief Financial Officer of Carolina Hosiery Mills, Inc., a privately held manufacturing and real estate development company. Since August,
2013, Mr. Petty has served as a director of Trust Company of the South. Mr. Petty graduated with a Bachelor of Science degree in Business Administration
from the University of North Carolina at Chapel Hill. He has held an active CPA license from the State of North Carolina for 40 years.
We believe Mr. Petty’s experience as a chief financial officer of Carolina Hosiery Mills, Inc., familiarity with accounting standards, and his ability to serve
as our audit committee financial expert, bring to our board important skills and qualify him to serve on our board.

Jerald L. Pullins — Director
Jerry Pullins has served as a member of our board of directors since October 14, 2011. He serves on the audit committee, the Bank’s Asset Liability
Management Committee and is chair of the compensation committee. Mr. Pullins brings nearly thirty-five years of experience in the healthcare, real estate,
mortgage banking, funeral, cemetery and insurance industries. This combined with his MS degree from the University of Kansas and MBA from the
University of Texas provides a wealth of financial expertise to the Board. He received an honorable discharge as a 1 st Lieutenant from the United States Army
after serving in Vietnam. Throughout his successful career, he has directed and managed finance, administration, accounting and operational functions at
companies across a range of industries.

Mr. Pullins serves on the board of U.S. Physical Therapy, Inc., is Chairman of the Board of Directors of PetPartners, LLC, and is a managing member of
SeniorCare Homes, LLC, which develops, owns and operates supervised residential homes for seniors with memory impairment conditions. We believe that
his wide range of knowledge of accounting, finance and administration across many business industries brings important skills to our board and qualifies
him to serve on the board.

U.S. Small Business Administration
The SBA was established in 1953 to aid, counsel, assist and protect the interests of small business concerns. The SBA operates as an independent agency
of the federal government and provides small businesses with the following four programmatic functions: (i) access to capital, (ii) entrepreneurial development,
(iii) government
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contracting and (iv) advocacy. The Office of Capital Access (the “OCA”) within the SBA helps small businesses access capital and obtain financing which
might not otherwise be available through traditional sources. In turn, the government provides a credit enhancement to lenders through a partial guarantee.
The OCA is primarily responsible for the 7(a) and 504 loan programs. All of the Bank’s loans that have been extended under the SBA 7(a) loan program
must meet a certain set of specified criteria. Under this program, the United States government guarantees 75% of each loan. To date, the Bank has received
the guaranteed portion on all originated loans.

Live Oak Banking Company has status as a member of the Preferred Lenders Program (“PLP”), as designated by the SBA. Through the PLP, the SBA
delegates the final credit extension decision to certain lending institutions, as well as most servicing and liquidation authority. To be considered for PLP status,
lenders must not only exhibit a strong record with the SBA, but also demonstrate clear proficiency in processing and servicing SBA loans. The Bank’s
technology platform has served as a contributing factor in demonstrating these proficiencies. Of the lenders actively extending SBA loans, approximately 15%
have the PLP designation.
Lending Activities

General. We provide a range of short- to medium-term commercial and construction loans with an emphasis on SBA 7(a) loans, mortgage, and
construction loans. Our loans are typically secured by mortgages on commercial property and in part by SBA guarantees. Management focuses on global cash
flow and the borrower’s ability to repay, which normally is measured as the cash flow generated from the borrower’s operations. Management’s minimum
coverage for global cash flow from recurring operational sources ranges from 1.15% to 1.25% of the borrower’s debt service requirements. Additionally,
management views collateral as a secondary or tertiary source of repayment necessary to meet regulatory loan -to-value guidelines. We have traditionally carried
a large percentage of variable rate loans in our portfolio. Variable rate loans accounted for 91.8% of the loan balances outstanding as of December 31, 2013
while fixed rate loans accounted for 8.2% of the balances.
Our loan policies and procedures establish the basic guidelines governing our lending operations. Generally, these guidelines address the types of loans that
we seek, target markets, underwriting and collateral requirements, terms, interest rate and yield considerations and compliance with laws and regulations. All
loans or credit lines are subject to approval procedures and amount limitations. Our policies are reviewed and approved at least annually by the board of
directors of our subsidiary bank. We supplement our own supervision of the loan underwriting and approval process with periodic loan audits by internal
personnel and outside professionals experienced in loan review work.

SBA 7(a) Loans.
• SBA 7(a) Guaranty Loan — The SBA 7(a) guaranty loan is a maximum loan amount of $5 million, which has a maximum guarantee from the SBA
of 75%. This loan is available to all eligible commercial borrowers for acquisition, construction, permanent financing, and in some cases, refinancing.
• SBA Express Loan — This SBA guaranty program provides for a smaller SBA loan, up to $350 thousand, with a 50% guaranty. This loan is
available to all SBA eligible borrowers for smaller needs, such as equipment financing and working capital needs.
• SBA 7(a) Pari-Passu Loan — This SBA 7(a) loan structure is used on the occasion when the loan requested amount exceeds the $5 million maximum
loan amount of the SBA 7(a) loan. The structure ties a conventional first mortgage loan with the SBA 7(a) $5 million (75% guaranteed) loan in a
second mortgage position for a total combined amount of greater than $5 million. These two loans share the collateral and the SBA guaranty on a “PariPassu” basis.
• SBA 504 Loan — This SBA loan program is used only for acquisitions, expansions, and new construction. This program is structured such that the
Bank provides for a conventional first mortgage and the SBA
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authorizes a second mortgage loan, fully funded by the SBA and fully subordinate to both payment and liquidation to the first mortgage. Further, the
SBA 504 second mortgage loan benefits the borrower by offering a 20-year fixed rate based approximately on the 10-year Treasury Note plus 110 basis
points.

Commercial Loans
The Bank also originates non-SBA-affiliated loans from time to time, including conventional commercial business loans to small- and medium-sized
businesses in the United States. Conventional commercial loans to borrowers are based on the soundness of the borrower’s historic financial statements and
business model and may include (by way of example and not limitation): (a) the release of the SBA 7(a) guaranty on an existing seasoned loan, where the
Bank has the opportunity to re-qualify the borrower for a new SBA 7(a) or SBA 504 loan financing a new project; or (b) standard conventional commercial
loans where loan characteristics place the loan in a very sound credit quality class and payment of SBA fees are unjustified.
The Bank does not engage in sub-prime lending or consumer finance and there are no plans to engage in any such activities in the future. Furthermore, it is
the Bank’s policy not to make loans to insiders that would come within the scope of Regulation O of the Federal Reserve Board of Governors.

Construction Loans
Due to the inherently risky nature of construction lending, the Bank maintains strict controls on loans involving funds to be used for the construction or
upfit of commercial space. Almost all of our construction loans are disbursed under the SBA 7(a) program, which typically carries a minimum U.S.
government guaranty of 75%.
During underwriting, construction loans are evaluated by Senior Lenders with considerable experience in the vertical. Each proposed loan is evaluated
based on cash-flow of the business relative to the total anticipated debt load, rather than pro-forma estimates for future growth or the liquidation of collateral in
the event of a default. The Bank does view collateral as a means of repayment in underwriting construction loans.

All of the Bank’s construction projects are for properties that are owner-occupied and non-speculative in nature. An experienced third party inspector
reviews the plans and specifications (and corresponding budget) of each project prior to closing, as well as monitors the draw process following regular site
visits after closing. In addition to evaluating each project, Live Oak underwrites each proposed general contractor to determine whether or not it is capable of
performing the proposed project. In some instances, Live Oak requires a “Completion Guaranty” from our third party monitoring firm to insure all entities
(Bank and Customer) that the deal will be completed on time and within budget.

Significant resources are dedicated to the management of this aspect of our business. All construction draws and corresponding documentation are managed
from our corporate headquarters in Wilmington, North Carolina. All draws require an inspection report performed by a third-party monitoring company.
Construction-specific technology is employed to create a transparent and viable portfolio that is monitored to mitigate risk.

Credit Underwriting and Loan Approval Process
Certain credit risks are inherent in making loans. These risks include prepayment risks, risks resulting from uncertainties in the future value of collateral,
risks resulting from changes in economic and industry conditions, and risks inherent in dealing with individual borrowers. We attempt to mitigate repayment
risks by adhering to internal credit limits, a multi-layered approval process for larger loans, documentation examination, and follow-up procedures for any
exceptions to credit policies.
The Live Oak Banking Company Board of Directors’ Credit Committee establishes policies to protect Live Oak Banking Company from excessive credit
risk. The committee meets at least quarterly and consists of the Chief Risk Officer, Chief Credit Officer, Senior Credit Officer, Credit Officer, President, and
a designated
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General Manager. A member of the Board of Directors may participate as a member of the committee. This committee approves any loan with over $750
thousand of unguaranteed credit exposure. A quorum will be a minimum of three members, one of which must be a co-chair (Chief Risk Officer, Chief Credit
Officer and Senior Credit Officer). A majority of the members must be in favor of the credit for approval. Any tie votes will be broken by either the chairman
or vice-chairman of the committee. Credit Administration approves loans with under $750 thousand of unguaranteed credit exposure. All credits with net
exposure between $500 thousand and $750 thousand are presented at Credit Committee for review while any credits under $500 thousand are available for
review at Credit Committee. Loan approvals will expire after 90 days. Any loan not closed within that time period needs to have the approval reaffirmed.

Preferred Lenders Program
Live Oak Banking Company has status as a member of the PLP, as designated by the SBA. The SBA established the Preferred Lenders Program “PLP” in
1983 to streamline the procedures necessary to provide financial assistance to small businesses. The preferred lender status allows Live Oak to expedite SBA
loan approval, closing and servicing functions through this delegated authority. Approximately 15% of active SBA lenders have PLP status; however, for
fiscal year 2013, PLP lenders accounted for 29% of the number of loans approved in the SBA 7(a) program and 58% of the approved amount.

Credit Administration and Loan Review
We emphasize a strong credit culture based on traditional credit measures and our knowledge of our identified industry verticals through experienced
relationship managers. We maintain a continuous internal loan review system and engage an independent consultant on a periodic basis to review loan files on
a test basis and assess our loan grading. Our policy requires credit review, internal and external, to review 30% of the bank’s loan portfolio on an annual basis.

Our dedication to a strong credit culture is based on a long-term view of our portfolio that is not driven by short-term earnings goals. Our organization’s
guiding principles are soundness, profitability and growth, in that order. The primacy of soundness as a guiding principle of our organization drives a focus
on credit administration processes. Credit administration processes were designed by our Chief Risk Officer, David G. Lucht. Mr. Lucht has 29 years of
experience in commercial banking, with a focus on credit underwriting, credit administration and SBA lending. Our credit administration, credit review and
loan operation systems focus on approving sound credits while meeting numerous regulatory requirements including compliance regulations. We established
performance limits in the areas of nonperforming assets, charge-offs, classified loans and past dues. These limits are established against the bank’s nonguaranteed portion of its SBA 7(a) portfolio, as these are considered to represent the assets with the majority of the risk contained within the loan portfolio. The
actual performance against these limits is reported to the Board quarterly. The maximum limits for nonperforming assets, charge-offs, classified loans and
past dues (over 30 days) are, as a percent of the bank’s total held for sale and held for investment loans not guaranteed by the U.S. government, 1.50%,
1.25%, 6.00% and 1.25%, respectively. The bank is below all four limits as of December 31, 2013. Our strong credit culture impacts the way we think about
loan officer compensation. The compensation of our loan officers is not based on origination. Instead, loan officers are incented based on the performance of
our organization as a whole and are further expected to make a significant investment in our common stock. This compensation structure drives credit
mindedness in our loan officers because they are incentivized by overall Company profitability rather than loan origination.

Lending Limits
Our lending activities are subject to a variety of lending limits imposed by federal and state law. In general, the Bank is subject to a legal limit on loans to a
single borrower equal to 15% of the Bank’s capital and unimpaired surplus, plus an additional 10% of the Bank’s capital and surplus if the amount that
exceeds the 15% limit is
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secured by readily marketable collateral. Based upon the capitalization of the Bank as of December 31, 2013, the Bank’s legal lending limit to any individual
borrower was $7.2 million. In addition, the Bank has imposed an internal lending limit of $1.5 million to any individual borrower.

Loan Participations and Sale of SBA Guaranteed Assets
We have sold over $1.2 billion in SBA guaranteed loan assets in the secondary market since inception. We also periodically sell participations in nonguaranteed loan assets to other financial institutions. The sale of loan assets to other financial institutions allows us to manage our balance sheet and achieve a
more granular loan portfolio.

Competition
Commercial banking in the United States is extremely competitive. We compete with national banking organizations including the largest commercial
banks headquartered in the country, all of which have small business lending divisions. We also compete with other federally and state chartered financial
institutions, finance companies and other non-bank lenders. Most of our competitors have higher legal lending limits than we do and are also able to provide
more services and make greater use of media advertising.
Despite the intense level of competition among small business lenders, we believe that we have certain competitive advantages that distinguish us from our
competition. One of our principal advantages is our technology platform, which has accelerated our ability to issue proposals, complete credit due diligence
and finalize commitments. We believe that our personnel also provide a competitive advantage, not only because they are industry participants with relevant
experience in our identified verticals but also because many have made meaningful equity investments in our company, fostering a sense of ownership.

Properties
The following table sets forth the location of our main office, as well as certain information relating to this facility.

Office

Address

Year Opened

Main Office
Atlanta Loan Production Office

1741 Tiburon Drive
3060 Peachtree Rd,
Suite 2050

2012
2010

Approximate
Square Footage

36,000

6,154

Owned or Leased

Owned
Leased

We believe that our properties are maintained in good operating condition and are suitable and adequate for our operational needs.

Employees
As of December 31, 2013, we had 141 full-time employees and 16 part-time employees. None of our employees is covered by a collective bargaining
agreement and we consider relations with our employees to be good.

Legal Proceedings

As of the date of this prospectus, we are not aware of any threatened or pending material legal proceedings against the company or its subsidiary bank.
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MANAGEMENT
General
The following table sets forth information concerning our directors and executive officers. Each member of our board of directors also serves as a member
of the board of directors of Live Oak Bank.

Name

With
Company
Since

Age

James S. Mahan III(2)
William L. Williams III(3)
Neil L. Underwood
David G. Lucht(3)
S. Brett Caines
William H. Cameron(1)(2)(3)
Glen F. Hoffsis(3)
Howard K. Landis III(1)(2)
Miltom E. Petty(1)
Jerald L. Pullins(1)(2)
(1)

Member of the audit committee.

(2)

Member of the compensation committee.

(3)

Member of the nominating and corporate governance committee.

62
62

2007
2007
2010
2007
2007
2013
2007
2007
2010
2010

44

56
35
59
72
57
62
71

Position

Chairman and Chief Executive Officer
Vice Chairman
President and Director
Chief Risk Officer and Director
Chief Financial Officer
Director
Director
Director
Director
Director

Executive Officers and Directors
A biographical summary of the experience of our executive officers and directors is set forth below:

James S. Mahan III — Chairman and Chief Executive Officer
James “Chip” S. Mahan III is the Founder, CEO and Chairman of the Board of Directors of Live Oak Bank and the Company. Prior to Live Oak Bank,
Mr. Mahan was the Chief Executive Officer and Chairman of the Board for S1 Corporation and founder of Security First Network Bank, the world’s first
Internet bank.

William L. Williams III — Vice Chairman of the Board of Directors
William “Lee” L. Williams III is the Vice Chairman of the Company and one of the original founders of the Bank.

Neil L. Underwood — President and Director
Mr. Underwood currently serves as President of Live Oak Bank. Additionally, as cofounder of nCino, he invests time as an active board member helping
to shape the next generation Bank Operating System.

David G. Lucht — Chief Risk Officer and Director
David Lucht is the Chief Risk Officer for Live Oak Bank. Before joining Live Oak Bank in May of 2007 as a founding member of executive management
and the board of directors, Mr. Lucht held executive positions with several different banking institutions, including Chief Credit Officer, Executive Vice
President and Director for First Merit Bank, Akron, OH, where he was responsible for leading a turnaround in credit culture and performance of the $10.5
billion bank.
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S. Brett Caines — Chief Financial Officer
Brett Caines is the Chief Financial Officer for the Company and Live Oak Bank. Prior to Live Oak Bank, Mr. Caines worked as a Production Engineer
for INVISTA and as a Process Engineer for Shell Chemical Company. Mr. Caines holds a Bachelor of Science degree in Chemical Engineering from North
Carolina State University and an MBA from the University of North Carolina, Wilmington.

William H. Cameron — Director
William H. Cameron was appointed to the Company’s board of directors in November 2013 and chairs the Company’s nominating committee and serves
on both the audit and compensation committees. Mr. Cameron has extensive prior experience as a director of a financial institution, having served as a
founding director of Port City Capital Bank and as a director of Crescent Financial Corporation and Crescent State Bank following its acquisition of Port City
Capital Bank in 2006. Mr. Cameron has extensive executive experience in corporate and real estate finance, real estate development, and private equity. He has
been President of Cameron Management, Inc. since 2000 and has held leadership positions in a number of businesses over the last 25 years.

Glen F. Hoffsis — Director
Dr. Glen F. Hoffsis has served as a member of our board of directors since March 31, 2009. He serves on the nominating and governance committee and the
Bank’s Asset Liability Management Committee. He is a veterinarian who has devoted most of his career to veterinary colleges as a clinician, teacher, researcher
and administrator. Retiring in July 2013 as dean of the College of Veterinary Medicine at the University of Florida, he was recently appointed dean of the newly
established Lincoln Memorial University College of Veterinary Medicine.

Howard K. Landis III — Director
H. Kel Landis III has served as a member of our board of directors since March 31, 2009. He serves on the audit committee and compensation
committee. Since 2005, Mr. Landis has been a general partner of Plexus Capital, a small business investment company. He has 25 years of experience in the
banking industry, which includes serving as the CEO of RBC Centura Bank’s US Operations from 2001 to 2004 after serving as Chief Credit Officer, Chief
Risk Officer, and President of Centura Bank.

Miltom E. Petty — Director
Milt Petty has served as a member of our board of directors since August, 2010. He serves as the chair of our audit committee. Since June, 1977, Mr. Petty
has served as the Chief Financial Officer of Carolina Hosiery Mills, Inc., a privately held manufacturing and real estate development company. Since August,
2013, Mr. Petty has served as a director of Trust Company of the South.

Jerald L. Pullins — Director
Jerry Pullins has served as a member of our board of directors since October 14, 2011. He serves on the audit committee, the Bank’s Asset Liability
Management Committee and is chair of the compensation committee. Mr. Pullins brings nearly thirty-five years of experience in the healthcare, real estate,
mortgage banking, funeral, cemetery and insurance industries.
Director Independence

In connection with this offering, we intend to list our common stock on the NASDAQ. Under the rules of NASDAQ, independent directors must comprise
a majority of a listed company’s board of directors within a specified period of the completion of this offering. In addition, the rules of the NASDAQ require
that, subject to
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specified exceptions, each member of a listed company’s audit, compensation, and nominating and corporate governance committees be independent, provided
however that, in accordance with the phase-in provisions set forth in the rules of NASDAQ, our audit committee will have at least one independent member by
the listing date of our initial public offering, at least two independent members within 90 days of the listing date of our initial public offering and at least three
independent members within one year of the listing date of our initial public offering. Under the rules of NASDAQ, a director will only qualify as an
“independent director” if, in the opinion of that company’s board of directors, that person does not have a relationship that would interfere with the exercise of
independent judgment in carrying out the responsibilities of a director. Audit committee members must also satisfy the independence criteria set forth in
Rule 10A-3 under the Exchange Act, and compensation committee members must also satisfy the independence criteria set forth in Rule 10C-1 under the
Exchange Act.
In order to be considered independent for purposes of Rule 10A-3 and Rule 10C-1, a member of an audit committee or compensation committee of a listed
company may not, other than in his or her capacity as a member of the committee, the board of directors, or any other board committee: (1) accept, directly or
indirectly, any consulting, advisory, or other compensatory fee from the listed company or any of its subsidiaries; or (2) be an affiliated person of the listed
company or any of its subsidiaries.

Our board of directors has undertaken a review of the independence of each director and considered whether each director has a material relationship with
us that could compromise his ability to exercise independent judgment in carrying out his responsibilities. As a result of this review, our board of directors
determined that all directors except Messrs. Mahan, Williams, Lucht, Underwood and Pullins are “independent directors” as defined under the applicable
rules and regulations of the SEC and the listing requirements and rules of NASDAQ.

Family Relationships
There is no family relationship between any of our directors, executive officers or persons nominated to become a director or executive officer.

Board of Directors

Composition of our Board of Directors upon the Closing of this Offering
Our bylaws provide that our board of directors must consist of between five and twelve directors, and such number of directors within this range may be
determined from time to time by resolution of our board of directors or our shareholders. As of the date of this prospectus and upon closing of this offering, we
will have nine directors.
Our articles of incorporation provide that our directors may be removed only for cause by the affirmative vote of the holders of at least a majority of the
votes that all our shareholders would be entitled to cast in an annual election of directors. Directors are elected at the annual meeting of our shareholders. Those
nominees who receive the highest number of votes are deemed to have been elected. Shareholders are not entitled to cumulative voting in the election of our
directors.

Committees of our Board of Directors
Our board of directors has the authority to appoint committees to perform certain management and administrative functions. Our board of directors has
three permanent committees: the audit committee, the compensation committee, and the nominating and corporate governance committee. The board adopted
written charters for each of these committees in February 2014, all of which will be available on our website, www.liveoakbank.com, upon the closing of this
offering. In addition, from time to time, special committees may be established under the direction of our board of directors when necessary to address specific

issues.

89

Table of Contents

Audit Committee
We have an audit committee consisting of Messrs. Petty (Chair), Landis, Cameron, and Pullins. Upon the closing of this offering, our audit committee will
be responsible for, among other things:

• appointing, terminating, compensating, and overseeing the work of any accounting firm engaged to prepare or issue an audit report or other audit, review
or attest services;
• reviewing and approving, in advance, all audit and non-audit services to be performed by the independent auditor, taking into consideration whether the
independent auditor’s provision of non-audit services to us is compatible with maintaining the independent auditor’s independence;
• reviewing and discussing the adequacy and effectiveness of our accounting and financial reporting processes and controls and the audits of our
financial statements;
• establishing and overseeing procedures for the receipt, retention, and treatment of complaints received by us regarding accounting, internal accounting
controls or auditing matters, including procedures for the confidential, anonymous submission by our employees regarding questionable accounting or
auditing matters;
• investigating any matter brought to its attention within the scope of its duties and engaging independent counsel and other advisors as the audit
committee deems necessary;
• determining compensation of the independent auditors and of advisors hired by the audit committee and ordinary administrative expenses;
• reviewing and discussing with management and the independent auditor the annual and quarterly financial statements prior to their release;
• monitoring and evaluating the independent auditor’s qualifications, performance, and independence on an ongoing basis;
• reviewing reports to management prepared by the internal audit function, as well as management’s response;
• reviewing and assessing the adequacy of the formal written charter on an annual basis;
• reviewing and approving related-party transactions for potential conflict of interest situations on an ongoing basis; and
• handling such other matters that are specifically delegated to the audit committee by our board from time to time.
Our board of directors has affirmatively determined that Mr. Petty satisfies the requirements for independence and financial literacy under the rules and
regulations of NASDAQ and the SEC, and that he qualifies as an “audit committee financial expert” as defined in the SEC rules and satisfies the financial
sophistication requirements of NASDAQ. As discussed above in “Management—Director Independence,” Messrs. Pullins, Landis and Cameron are not
independent for audit committee purposes under SEC rules, and we will rely on the phase-in rules of NASDAQ with respect to the independence of the audit
committee.

Compensation Committee
We have a compensation committee consisting of Messrs. Pullins (Chair), Landis, and Cameron, each of whom is a non-employee member of our board of
directors, and Mr. Mahan, Chairman and CEO who is an employee member of our board of directors. Upon the closing of this offering, our compensation
committee will be responsible for, among other things:

• reviewing and approving the compensation, employment agreements and severance arrangements, and other benefits of all of our executive officers and
key employees;
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• reviewing and approving, on an annual basis, the corporate goals and objectives relevant to the compensation of the executive officers, and evaluating
their performance in light thereof;
• reviewing and making recommendations, on an annual basis, to the board with respect to director compensation;
• reviewing any analysis or report on executive compensation required to be included in the annual proxy statement and periodic reports pursuant to
applicable federal securities rules and regulations, and recommending the inclusion of such analysis or report in our proxy statement and period reports;
• reviewing and assessing, periodically, the adequacy of the formal written charter; and
• such other matters that are specifically delegated to the compensation committee by our board from time to time.
Our board of directors has determined that each member of our compensation committee, other than Messrs. Mahan and Pullins, meet the requirements for
independence under the rules of NASDAQ and SEC rules and regulations, and qualifies as an “outside director” for purposes of Section 162(m) of the
Internal Revenue Code. We intend to rely on the phase-in rules of NASDAQ with respect to the independence of the compensation committee.

Nominating and Corporate Governance Committee
Upon the effectiveness of this registration statement, our nominating and corporate governance committee will consist of Messrs. Cameron (Chair) and
Hoffsis, each of whom is a non-employee member of our board of directors, and Messrs. Lucht and Williams, who are employee members of our board of
directors. Upon completion of this offering, our nominating and corporate governance committee will be responsible for, among other things:

• identifying and screening candidates for our board, and recommending nominees for election as directors;
• establishing procedures to exercise oversight of the evaluation of the board and management;
• developing and recommending to the board a set of corporate governance guidelines, as well as reviewing these guidelines and recommending any
changes to the board;
• reviewing the structure of the board’s committees and recommending to the board for its approval directors to serve as members of each committee, and
where appropriate, making recommendations regarding the removal of any member of any committee;
• developing and reviewing our code of conduct, evaluating management’s communication of the importance of our code of conduct, and monitoring
compliance with our code of conduct;
• reviewing and assessing the adequacy of the formal written charter on an annual basis; and
• generally advising our board on corporate governance and related matters.
Our board of directors has determined that each member of our nominating and corporate governance committee, other than Messrs. Lucht and Williams,
meet the requirements for independence under the rules of NASDAQ. We intend to rely on the phase-in rules of NASDAQ with respect to the independence of
the nominating and corporate governance committee.

Compensation Committee Interlocks and Insider Participation
With the exception of Mr. Mahan, none of the members of our compensation committee is or has been an officer or employee of our company. None of our
executive officers currently serves, or in the past year has served, as a member of the compensation committee or director (or other board committee performing
equivalent
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functions or, in the absence of any such committee, the entire board of directors) of any entity that has one or more executive officers serving on our
compensation committee or our board of directors.
Code of Conduct

In connection with this offering, we adopted a revised code of ethics relating to the conduct of our business by all of our employees, officers, and directors,
as well as a code of conduct specifically for our principal executive officer and senior financial officers. This policy will be posted on our website,
www.liveoakbank.com, upon completion of this offering.

92

Table of Contents

EXECUTIVE COMPENSATION AND OTHER MATTERS
The following summary compensation table shows all cash and non-cash compensation paid to or received or deferred by James S. Mahan III, Neil L.
Underwood and David G. Lucht, who we refer to as our “named executive officers,” for services rendered to the Company and the Bank in all capacities
during the fiscal year ended December 31, 2013. Compensation paid to our named executive officers consisted of cash salary, non-equity incentive plan
compensation paid in cash, 401(k) matching contributions, insurance premiums paid on behalf of each of the named executive officers and certain
perquisites.

SUMMARY COMPENSATION TABLE

Name and
Principal Position

Year

Salary

Bonus

Awards

Stock
Awards

James S. Mahan III
Chairman and Chief Executive Officer
Neil L. Underwood
President
David G. Lucht
Executive Vice President and Chief Risk

2013

$547,450

—

—

—

2013

424,200

—

—

2013

390,000

—

—

Option

Non-Equity
Incentive Plan
Compensation(1)

$

NonQualified
Deferred
Compensation
Earnings

All
Other
Compensation(2)

173,265

—

$

—

138,791

—

493,905(3)

—

127,601

—

41,676

35,160

Total

$ 755,875
1,056,896
559,277

Officer

(1)

Paid pursuant to the Company’s employee profit sharing plan.

(2)

Includes accrued but unused vacation time, 401(k) matching contributions and the dollar value of insurance premiums paid on behalf of the named officers for group term
life, health, dental and disability insurance. Also includes an automobile allowance, business travel allowance and country club dues paid to, or on behalf of, the named
executives

(3)

Also includes $455,448 in payments to cover taxes associated with a restricted stock award granted in 2010 and fully vested in 2013.

Employment Agreements
Our current and future executive officers and significant employees serve at the discretion of our board of directors and are not party to employment
agreements.
2008 Incentive Stock Option Plan

At the 2008 annual meeting of shareholders, the shareholders approved the adoption of the Live Oak Banking Company 2008 Incentive Stock Option Plan,
or the 2008 Plan.
Options granted under the 2008 Plan are intended to qualify as “incentive stock options” within the meaning of Section 422 of the Internal Revenue
Code. Under the Code, options are afforded favorable tax treatment to recipients upon compliance with certain restrictions but do not result in tax deductions to
the Company. The purpose of the 2008 Plan is to increase the performance incentive for employees of the Bank, to encourage the continued employment of
current employees and to attract new employees by facilitating their purchase of a stock interest in the Company.

The 2008 Plan is administered by the compensation committee of the board of directors. No member of the Board who is not also an employee of the
Company or the Bank is eligible to receive stock options under the 2008 Plan. Employees of the Bank are eligible to receive options under the 2008 Plan at no
cost to them other than the option exercise price. Any options granted under the 2008 Plan are subject to a three-year vesting
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schedule, whereby 33% of the total options granted vest on each anniversary of the date of grant until all options are vested. Generally, the exercise price for
options granted pursuant to the 2008 Plan may not be less than 100% of the fair market value of the shares on the date of grant. No option will be exercisable
more than ten years after the date that it is granted. In the case of an employee who owns more than 10% of the outstanding shares of common stock of the
Company at the time the stock option is granted, the option price may not be less than 110% of the fair market value of the shares on the date of the grant, and
the option shall not be exercisable more than five years from the date it is granted. The optionee cannot transfer or assign any option other than by will or in
accordance with the laws of descent and distribution. In the event the optionee is discharged for cause or voluntary separation on the part of an optionee (but
not separation due to retirement or disability) the options, vested and unvested will immediately terminate. In the event of an optionee’s retirement, any
unvested options will vest and the options will continue to be exercisable for three months following retirement. In the event an optionee becomes disabled or
dies, any unvested options will vest and the options will continue to be exercisable for twelve months following the date of disability or death.

Subject to alternative minimum tax rules under the Code, a recipient of a stock option under the 2008 Plan will not be taxed upon either the grant of the
option or on the date he or she exercises such option. Unless subject to the alternative minimum tax, a recipient will be taxed only upon the sale of the stock
underlying the option and will be taxed on the difference between the option price and the sales price of the stock. The taxable amount will be treated as capital
gain. If the incentive option requirements are satisfied, the Company will receive no corresponding deduction for any portion of the stock option.

In the event of increases, decreases or changes in the Company’s outstanding common stock resulting from a stock dividend, recapitalization,
reclassification, stock split, combination or similar event, or resulting from an exchange of shares or merger or other reorganization in which the Bank is the
surviving entity, the Board shall make equitable proportionate adjustments in the aggregate number and kind of shares available under the 2008 Plan, the
number and kind of shares which are covered by each then outstanding incentive stock option, and in the exercise price of each unexercised incentive stock
option. Unless amended by the Board, the standard option grant agreement shall be binding upon any successor to the Company. However, except upon a
“change in control” (as defined in the option grant agreement), the 2008 Plan and any options granted thereunder shall terminate upon the effective date of the
Company’s dissolution or liquidation.

The Board may, from time to time, amend, modify, suspend, terminate or discontinue the 2008 Plan without notice. However, no such action will
adversely affect any optionee’s rights under any then outstanding incentive stock option without such optionee’s prior written consent. In addition, approval of
the Company’s shareholders is required for any modification or amendment of the 2008 Plan that (a) increases the aggregate number of shares of common
stock available for issuance under the 2008 Plan, (b) changes the provisions of the 2008 Plan with respect to the determination of persons to whom incentive
stock options may be granted, or (c) otherwise materially increases the benefits accruing to optionees under the 2008 Plan. Consistent with the terms of the
2008 Plan, the Board may modify any outstanding incentive stock option pursuant to a written agreement with the optionee.
The 2008 Plan was adopted by the board of directors of the Company in connection with the reorganization of the Bank into the holding company form of
organization on March 31, 2009. Upon adoption of the 2008 Plan by the Company, all outstanding options to purchase shares of the Bank were converted into
options to purchase shares of the Company’s common stock.

A total of 125 thousand shares of the Company’s common stock are available for grant under the plan. In the event the outstanding shares of the
Company’s common stock are increased, decreased, changed into or exchanged for a different number or kind of securities as a result of a stock split, reverse
stock split, stock dividend, recapitalization, merger, share exchange, acquisition, combination, or reclassification, then appropriate proportionate adjustments
will be made in the aggregate number or kind of shares of stock that may be issued under the plan.
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Restricted Stock Plan
The board of directors has adopted and the shareholders have approved a restricted stock plan which provides for the grant of restricted common stock to
eligible employees. Under the plan, the Company may issue shares of its common stock to employees. The transfer of these shares is restricted such that the
employee cannot transfer the shares until the shares “vest” and the transfer restrictions lapse. The purpose of the plan is to encourage and motivate key
employees to contribute to the successful performance of the Company and to promote the growth of the value of the Company’s common stock. The plan
provides participating employees with an ownership interest in the Company and thus achieves a unity of purpose between employees and shareholders. The
plan also helps retain key employees.
The plan is administered by the compensation committee. In order to be eligible for participation in the plan, an individual must be a full-time employee of
the Company or one of its subsidiaries and must be identified by the compensation committee as an employee who is in a position to contribute to the long-term
success of the Company. In determining awards under the plan, the compensation committee takes into account the nature of the services rendered by the
eligible employees, their present and potential contributions to the success of the Company, and such other factors as the compensation committee deems
relevant.

A total of 110 thousand shares of the Company’s common stock are available for grant under the plan. In the event the outstanding shares of the
Company’s common stock are increased, decreased, changed into or exchanged for a different number or kind of securities as a result of a stock split, reverse
stock split, stock dividend, recapitalization, merger, share exchange, acquisition, combination, or reclassification, then appropriate proportionate adjustments
will be made in the aggregate number or kind of shares of stock that may be issued under the plan.
Each issuance of restricted stock is evidence by a restricted stock grant agreement between the Company and the employee. The grant agreement sets forth
the terms and conditions of the restrictions on the shares, including the vesting schedule, if any.

Outstanding Equity Awards at Fiscal Year-End
There were no outstanding equity awards held by any of our named executive officers at December 31, 2013. No stock options were exercised by the named
executive officers during 2013.

Employee Profit Sharing Plan
Our employee profit sharing plan allows eligible employees to participate in a profit sharing bonus pool based on our profitability. The plan awards each
participating employee a quarterly and annual bonus based on the ratio of the employee’s salary at the end of the period to the aggregate salaries of all
participating employees. For 2013 our board of directors agreed to pay 25% of our earnings above $7.0 million into the profit sharing pool, exclusive of
nCino’s results of operations.

Director Compensation
Each non-employee director is paid a retainer of $2 thousand per month. The chairman of the audit committee receives an additional monthly retainer of $1
thousand. Effective January 1, 2013, each non-employee director is eligible to participate in a discretionary incentive award based on their annualized fees in
the same quarterly percentage payout awarded under our employee profit sharing plan.
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The following table presents a summary of all compensation paid by us to our directors for their service as such during the year ended December 31, 2013.

Stock
Awards

Awards

Non-Equity
Incentive
Plan
Compensation

—
—
—
—
—
—
—
—
—

—
—
—
—
—
—
—
—
—

4,207
7,973
7,973
—
—
11,960
7,973
—
—

Fees

Name

William H. Cameron
Glen F. Hoffsis
Howard K. Landis III
David G. Lucht
James S. Mahan III
Miltom E. Petty
Jerald L. Pullins
Neil L. Underwood
William L. Williams III

Earned
or Paid
in Cash

$ 2,000(1)
24,000
24,000

—
—
36,000(2)
24,000

—
—

Option

Nonqualified
Deferred
Compensation
Earnings

—
—
—
—
—
—
—
—
—

(1)

Mr. Cameron joined the Board of Directors effective November 19, 2013.

(2)

Includes an additional monthly retainer of $1 thousand per month for service as chairman of the audit committee.

All Other
Compensation

—
—
—
—
—
—
121,000

—
—

Total

6,207
31,973
31,973
—
—
47,960
152,973
—
—

2008 Nonstatutory Stock Option Plan
At the 2008 annual meeting of shareholders, the shareholders approved the adoption of the Live Oak Banking Company 2008 Nonstatutory Stock Option
Plan, or the 2008 Directors’ Plan.
Options granted under the 2008 Directors’ Plan do no not qualify as “incentive stock options” within the meaning of Section 422 of the Internal Revenue
Code. The purpose of the 2008 Directors’ Plan is to encourage the continued participation of members of our board of directors, to align the interests of
directors with those of shareholders and to facilitate the recruitment of new members of the Board of Directors as necessary or desirable.

The 2008 Directors’ Plan is administered by the board of directors. Members of the board of directors of the Company and members of the board of
directors of its subsidiaries, including the Bank, are eligible to receive options under the 2008 Directors’ Plan at no cost to them other than the option exercise
price. Any options granted under the 2008 Directors’ Plan are subject to a three-year vesting schedule, whereby 33% of the total options granted vest on each
anniversary of the date of grant until all options are vested. Generally, the exercise price for options granted pursuant to the 2008 Directors’ Plan may not be
less than 100% of the fair market value of the shares on the date of grant. No option will be exercisable more than ten years after the date that it is granted. The
optionee cannot transfer or assign any option other than by will or in accordance with the laws of descent and distribution. In the event a director’s tenure as a
member of the board of directors terminates for any reason, options granted under the 2008 Directors’ Plan, vested and unvested, will immediately
terminate. In the event of an optionee’s retirement, any unvested options will vest and the options will continue to be exercisable for three months following
retirement. In the event an optionee becomes disabled or dies, any unvested options will vest and the options will continue to be exercisable for twelve months
following the date of disability or death.

In the event of increases, decreases or changes in the Company’s outstanding common stock resulting from a stock dividend, recapitalization,
reclassification, stock split, combination or similar event, or resulting from an exchange of shares or merger or other reorganization in which the Bank is the
surviving entity, the Board shall make equitable proportionate adjustments in the aggregate number and kind of shares available under the 2008 Directors’
Plan, the number and kind of shares which are covered by each then outstanding incentive stock option, and in the exercise price of each unexercised incentive
stock option. Unless amended by the Board, the standard option grant agreement shall be binding upon any successor to the Company. However, except upon
a
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“change in control” (as defined in the option grant agreement), the 2008 Directors’ Plan and any options granted thereunder shall terminate upon the effective
date of the Company’s dissolution or liquidation.

The Board may, from time to time, amend, modify, suspend, terminate or discontinue the 2008 Directors’ Plan without notice. However, no such action
will adversely affect any optionee’s rights under any then outstanding stock option without such optionee’s prior written consent. In addition, approval of the
Company’s shareholders is required for any modification or amendment of the 2008 Directors’ Plan that (a) increases the aggregate number of shares of
common stock available for issuance under the 2008 Directors’ Plan, (b) changes the provisions of the 2008 Directors’ Plan with respect to the determination
of persons to whom stock options may be granted, or (c) otherwise materially increases the benefits accruing to optionees under the 2008 Directors’
Plan. Consistent with the terms of the 2008 Directors’ Plan, the Board may modify any outstanding stock option pursuant to a written agreement with the
optionee.

The 2008 Directors’ Plan was adopted by the board of directors of the Company in connection with the reorganization of the Bank into the holding
company form of organization on March 31, 2009. Upon adoption of the 2008 Directors’ Plan by the Company, all outstanding options to purchase shares of
the Bank were converted into options to purchase shares of the Company’s common stock.

A total of 125 thousand shares of the Company’s common stock are available for grant under the plan. In the event the outstanding shares of the
Company’s common stock are increased, decreased, changed into or exchanged for a different number or kind of securities as a result of a stock split, reverse
stock split, stock dividend, recapitalization, merger, share exchange, acquisition, combination, or reclassification, then appropriate proportionate adjustments
will be made in the aggregate number or kind of shares of stock that may be issued under the plan.

Outside Director Profit Sharing Plan
Effective January 1, 2013, we adopted an outside director profit sharing plan. Eligible directors participate in a discretionary award based on their annual
director fees in the same quarterly percentage payout awarded under our employee profit sharing plan.
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CERTAIN RELATIONSHIPS AND RELATED-PARTY TRANSACTIONS

Transactions with Affiliates
The Company and the Bank have had, and expect to have in the future, banking transactions in the ordinary course of business with certain of their
current directors, nominees for director, executive officers and associates. The Bank has no outstanding loans to directors, executive officers or their related
interests that are subject to Regulation O of the Board of Governors of the Federal Reserve System.
The Bank leases the premises of its former main office from Cameron Management. William H. Cameron, a member of our board of directors, is a
principal of Cameron Management. The current lease for this facility has an initial term of one year with month-to-month renewals thereafter at the option of
the parties. Total lease payments of $29,680 were paid to Cameron Management by the Bank under this lease during 2013. In the opinion of management, the
terms of the lease are no less favorable to the Bank than would be available from an independent third party lessor and Mr. Cameron was not affiliated with
the Company or the Bank when the lease was originally executed in 2013.

The Bank currently leases office space to nCino, pursuant to a lease signed in November 2013. nCino is an affiliate of the Company and the Bank. As of
the date of this prospectus, the Company owned 37.06% of the outstanding common stock of nCino and directors, officers and employees of the Company
owned an additional amount of approximately 15% of nCino’s outstanding common stock. In addition, Messrs. Mahan, Underwood and Lucht are members
of the board of directors of nCino. In the opinion of management, the terms and conditions of nCino’s lease are no less favorable to the Bank than those that
would be available to an independent third party lessee. nCino paid the Bank total lease payments of $12,820 during 2013.
The Bank is currently party to a software license agreement with nCino. In the opinion of management, the terms of the Bank’s software license agreement
with nCino are no less favorable to the Bank than would be available from an independent third party software provider. Total software subscription
payments of approximately $1 million were paid to nCino by the Bank during 2013. The Bank’s transactions with nCino comply with the quantitative and
qualitative requirements of Sections 23A and 23B of the Federal Reserve Act, as amended, and Regulation W of the Board of Governors of the Federal Reserve
System.

As of December 31, 2013, the Bank had invested an aggregate of $487,500 in Plexus Fund II and Plexus Fund III, each of which are qualifying small
business investment funds managed by Plexus Capital, a registered small business investment company based in Raleigh, North Carolina. The Bank has
committed to invest an additional $512,500 in Plexus Fund III, upon capital call. Mr. Landis is a principal of Plexus Capital.
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PRINCIPAL AND SELLING SHAREHOLDERS
The following table sets forth certain information with respect to the beneficial ownership of our common stock as of
reflect the sale of common stock in this offering (assuming the underwriters do not exercise their option in full), for:

, 2014, as adjusted to

• each of our named executive officers;
• each of our directors;
• all of our named executive officers and directors as a group;
• each of our selling shareholders; and
• each person, or group of affiliated persons, known by us to be the beneficial owner of more than 5% of our outstanding shares of common stock.
Beneficial ownership is determined in accordance with the rules of the SEC and includes voting or investment power with respect to the securities. Shares
of common stock that may be acquired by an individual or group within 60 days of
, 2014, pursuant to the exercise of options, warrants or other
rights, are deemed to be outstanding for the purpose of computing the percentage ownership of such individual or group, but are not deemed to be outstanding
for the purpose of computing the percentage ownership of any other person shown in the table. The table below calculates the percentage of beneficial
ownership of our common stock based on
shares of common stock outstanding as of
, 2014 and
shares of common stock
outstanding upon the closing of this offering.
The information in the table below with respect to each selling shareholder has been obtained from that selling shareholder. Based on information provided
to us, none of the selling shareholders that is an affiliate of a broker-dealer purchased shares of our common stock outside the ordinary course of business or
with, at the time of its acquisition of shares of our common stock, any agreements, understandings, or arrangements with any other persons, directly or
indirectly, to dispose of the shares.
Except as indicated in footnotes to this table, we believe that the shareholders named in this table have sole voting and investment power with respect to all
shares of common stock shown to be beneficially owned by them, based on information provided to us by such shareholders. Unless otherwise indicated, the
address for each director and executive officer listed is: c/o Live Oak Bancshares, Inc., 1741 Tiburon Drive, Wilmington, NC 28403.

Shares Beneficially
Owned Prior to
this Offering
Number
%

Name

Directors and named executive officers:
James S. Mahan III(1)
William L. Williams III(2)
Neil L. Underwood
David G. Lucht(3)
William H. Cameron
Glen F. Hoffsis
Howard K. Landis III
Miltom E. Petty
Jerald L. Pullins
All directors and executive officers as a group (9 persons)

599,754
122,431
115,001
20,000
24,330

3,883
20,000
8,000

17,500
930,899
99

29.52
6.03
5.66
0.98
1.20
0.19
0.98
0.39
0.86
45.82

Shares
Offered
Number
%

Shares
Beneficially
Owned Prior
to this
Offering
Number
%
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Shares Beneficially
Owned Prior to
this Offering
Number
%

Name

Greater than 5% shareholders:
James S. Mahan III(1)
Maurice J. Koury
Bruce B. Cameron
William L. Williams III(2)
Neil L. Underwood

599,754
192,000
124,069
122,431
115,001

Shares
Offered
Number
%

Shares
Beneficially
Owned Prior
to this
Offering
Number
%

29.52
9.45
6.11
6.03
5.66

(1)

Includes 299,877 shares held by the James S. Mahan III Revocable Trust and 299,877 shares held by the Marguerite D. Mahan Revocable Trust

(2)

William L. Williams III has shared voting rights on 120,000 jointly-held shares and 65,000 shares are pledged as security for personal loans.

(3)

David G. Lucht has shared voting rights on 1,000 jointly-held shares.
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DESCRIPTION OF OUR SECURITIES
The following is a summary of the material provisions of our articles of incorporation and bylaws.

General
Our articles of incorporation authorize the issuance of 2,750,000 shares of common stock, no par value per share, of which there were 2,031,833 shares
outstanding on December 31, 2013.
Upon completion of this offering (assuming the underwriters do not exercise their option in full), there will be
shares of common stock
outstanding. Up to an additional
shares of common stock will be issuable upon exercise of outstanding options granted under our stock option
plans.

Common Stock

Dividend Rights
As a North Carolina corporation, we are not directly subject to the restrictions on the payment of cash dividends applicable to the Bank. The Federal
Reserve has issued a policy statement on the payment of cash dividends by bank holding companies, which expresses the Federal Reserve’s view that a bank
holding company should pay cash dividends only to the extent that the holding company’s net income for the past year is sufficient to cover both the cash
dividends and a rate of earning retention that is consistent with the holding company’s capital needs, asset quality and overall financial condition. See the
section entitled “Supervision and Regulation” for more information.
Holders of shares of our common stock are entitled to receive such cash dividends as the board of directors may declare out of legally available funds.
However, our payment of cash dividends will be subject to the restrictions of North Carolina law applicable to the declaration of distributions to shareholders
by a business corporation. Under such provisions, distributions, including cash dividends, may not be paid if, after giving effect to such cash dividend or
other distribution, a corporation would not be able to pay its debts as they become due in the usual course of business or the corporation’s total assets would be
less than the sum of its total liabilities plus the amount that would be needed to satisfy certain preferential liquidation rights. Our ability to pay cash dividends
to the holders of shares of our common stock is, at the present time and for the foreseeable future, largely dependent upon the amount of cash dividends that

our subsidiary bank pays to us.

Voting Rights
Each share of our common stock entitles the holder thereof to one vote on all matters upon which shareholders have the right to vote. Our shareholders are
not entitled to cumulate their votes for the election of directors.

Assessment and Redemption
Our common stock is not subject to redemption or any sinking fund and all outstanding shares are fully paid and non-assessable.

Liquidation Rights
In the event of any liquidation, dissolution or winding up of our affairs, the holders of shares of our common stock are entitled to receive, after payment of
all debts and liabilities, all of our remaining assets available for distribution in cash or in kind. In the event of any liquidation, dissolution or winding up of
our subsidiary bank, we, as the sole shareholder of such bank’s common stock, would be entitled to receive all remaining assets of the bank available for
distribution in cash or in kind after payment of all debts and liabilities of the bank including all deposits and accrued interest on deposits.
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Preemptive Rights; Redemption
Holders of shares of our common stock are not entitled to preemptive rights with respect to any shares that may be issued. Our common stock is not
subject to call or redemption.

Authorized But Unissued Shares
North Carolina law does not require shareholder approval for any issuance of authorized shares. Authorized but unissued shares may be used for a variety
of corporate purposes, including future public or private offerings to raise additional capital or to facilitate corporate acquisitions. One of the effects of the
existence of authorized but unissued shares may be to enable the board of directors to issue shares to persons friendly to current management, which issuance
could render more difficult or discourage an attempt to obtain control of us by means of a merger, tender offer, proxy contest or otherwise. This would protect
the continuity of our management and possibly deprive the shareholders of opportunities to sell their shares of common stock at prices higher than prevailing
market prices.

Certain Provisions of Our Articles of Incorporation and Bylaws Having Potential Anti-Takeover Effects

General
The following is a summary of the material provisions of our articles of incorporation and bylaws that address matters of corporate governance and the
rights of shareholders. Certain of these provisions may delay or prevent takeover attempts not first approved by our board of directors (including takeovers
which certain shareholders may deem to be in their best interests). These provisions also could delay or frustrate the removal of incumbent directors or the
assumption of control by shareholders. All references to the “articles of incorporation” and “bylaws” are to the articles of incorporation and bylaws of the
Company in effect at the date of this prospectus.

Removal of Directors; Filling Vacancies
Our articles of incorporation provide that shareholders may remove one or more of the directors with cause which includes: (i) criminal prosecution and
conviction during the course of a director’s service for an act of fraud, embezzlement, theft or personal dishonesty; (ii) the prosecution and conviction of any
criminal offense involving dishonesty or breach of trust; or (iii) the occurrence of any event resulting in a director being excluded from coverage, or having
coverage limited as to the director when compared to other covered directors under any of the fidelity bonds or insurance policies covering the directors, officers
or employees. Vacancies occurring in the board of directors may be filled by the shareholders, by a majority of the remaining directors even though such
majority constitutes less than a quorum, or by the sole remaining director. A director elected to fill a vacancy shall serve only until the next meeting of
shareholders at which directors are elected.

Amendment of Bylaws
Subject to certain restrictions described below, either a majority of the board of directors or our shareholders may amend or repeal the bylaws. A bylaw
adopted, amended or repealed by the shareholders may not be readopted, amended or repealed by the board. Generally, our shareholders may adopt, amend or
repeal the bylaws in accordance with the North Carolina Business Corporation Act.

Special Meetings of Shareholders
Our bylaws provide that special meetings of shareholders may be called only by our chairman, president or at the request of the board of directors.
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Supermajority Vote for Change-in-Control
Unless approved by a majority of the board of directors who are not affiliated with a proposed transaction, approval by holders of at least two-thirds of the
outstanding shares of our common stock is required to effect any agreement, plan or arrangement providing for a merger, consolidation, share exchange or any
other transaction requiring approval of the shareholders. With approval of the board of directors, the approval by holders of a majority of our voting securities
would be required to affect any such transaction.

Certain Provisions of North Carolina Law
Upon the completion of this offering, we will be subject to the North Carolina Shareholder Protection Act and the North Carolina Control Share Acquisition
Act, each of which, if applicable, would hinder the ability of a third party to acquire control of the company. The Shareholder Protection Act generally requires
that, unless certain “fair price” and other conditions are met, the affirmative vote of the holders of 95.0% of the voting shares of a corporation is necessary to
adopt or authorize a business combination with any other entity, if that entity is the beneficial owner, directly or indirectly, of more than 20.0% of the voting
shares of the company. The Control Share Acquisition Act provides that any person or party who acquires or makes a bona fide offer to acquire “control
shares” (defined as a number of shares which, when added to other shares held, gives the holder voting power in the election of directors equal to 20.0%, 33.3%
or a majority of all voting power) may only vote those shares if the remaining shareholders of the corporation, by resolution, permit those shares to be voted. If
the shareholders of the corporation permit the “control shares” to be accorded voting rights and the holder of the “control shares” has a majority of all voting
power for the election of directors, the other shareholders of the corporation have the right to the redemption of their shares at the fair value of the shares at the
date prior to the date on which the vote was taken which gave voting rights to the “control shares.” The provisions of the Shareholder Protection Act and the
Control Share Acquisition Act may have the effect of discouraging a change of control by allowing minority shareholders to prevent a transaction favored by a
majority of the shareholders. The primary purpose of these provisions is to encourage negotiations with our board of directors by groups or corporations
interested in acquiring control of us.

Certain Provisions of Federal Law
The acquisition of more than 10.0% of our outstanding common stock may, in certain circumstances, be subject to the provisions of the Change in Bank
Control Act of 1978. The FDIC has also adopted a regulation pursuant to the Change in Bank Control Act which generally requires persons who at any time
intend to acquire control of an FDIC-insured state-chartered non-member bank, either directly or indirectly through an acquisition of control of its holding
company, to provide 60 days prior written notice and certain financial and other information to the FDIC. Control for the purpose of this Act exists in
situations in which the acquiring party has voting control of at least 25.0% of any class of voting stock or the power to direct the management or policies of the
bank or the holding company. However, under FDIC regulations, control is presumed to exist where the acquiring party has voting control of at least 10.0% of
any class of voting securities if (a) the bank or holding company has a class of voting securities which is registered under Section 12 of the Exchange Act, or
(b) the acquiring party would be the largest holder of a class of voting shares of the bank or the holding company. The statute and underlying regulations
authorize the FDIC to disapprove a proposed acquisition on certain specified grounds.
Prior approval of the Federal Reserve Board would be required for any acquisition of control of the company or the bank by any bank holding company
under the Bank Holding Company Act. Control for purposes of the Bank Holding Company Act would be based on, among other factors, a 25.0% voting
stock test or on the ability of the holding company otherwise to control the election of a majority of our board of directors. As part of such acquisition, the
acquiring company (unless already so registered) would be required to register as a bank holding company under the Bank Holding Company Act.
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The Exchange Act requires that a purchaser of any class of a corporation’s securities registered under the Exchange Act notify the SEC and such
corporation within 10 days after its purchases exceed 5.0% of the outstanding shares of that class of securities. This notice must disclose the background and
identity of the purchaser, the source and amount of funds used for the purchase, the number of shares owned and, if the purpose of the transaction is to
acquire control of the corporation, any plans to materially alter the corporation’s business or corporate structure. In addition, any tender offer to acquire a
corporation’s securities is subject to the limitations and disclosure requirements of the Exchange Act.
Indemnification of Directors and Officers

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to our directors, officers and controlling persons under
the provisions discussed above or otherwise, we have been advised that, in the opinion of the SEC, such indemnification is against public policy as expressed
in the Securities Act and is, therefore, unenforceable.

Registration Rights

We have agreed to register our outstanding subordinated debt securities issued to the U.S. Treasury under the Small Business Lending Fund program
under certain circumstances. Holders of our outstanding SBLF debt securities have no right to exchange or convert such securities into any other of the
Company’s securities.

Transfer Agent and Securities Registrar
The transfer agent and securities registrar for our common stock is Broadridge Corporate Issuer Solutions, Inc., Brentwood, New York.
Exchange Listing

We intend to apply to list our common stock on the NASDAQ Global Market under the symbol “LOB.”
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SHARES ELIGIBLE FOR FUTURE SALE
Prior to this offering, there has been no public market for shares of our common stock. Future sales of substantial amounts of shares of our common
stock, including shares issued upon the exercise of outstanding options, in the public market after this offering, or the possibility of these sales occurring,
could adversely affect the prevailing market price for our common stock or impair our ability to raise equity capital.
Upon completion of this offering, we expect to have
shares of common stock outstanding (assuming the underwriters do not exercise their option
in full). Of these shares, the
shares of our common stock sold by us and the selling shareholders in this offering will be freely tradable without
further restriction or registration under the Securities Act, except that any shares purchased by our “affiliates” may generally only be resold in compliance with
Rule 144 under the Securities Act, which is described below. The remaining
outstanding shares, will be deemed to be “restricted securities” as that
term is defined in Rule 144. Restricted securities may be resold in the U.S. only if they are registered for resale under the Securities Act or exemption from
registration is available.

Lock-Up Agreements
Our executive officers and directors, certain executive officers and directors of Live Oak Bank, the selling shareholders, and certain other persons, who
will own in the aggregate approximately
shares of our common stock after this offering (assuming they do not purchase any shares in this
offering), are expected to enter into lock-up agreements under which they have generally agreed not to sell or otherwise transfer their shares for a period of 180
days after the closing of this offering. For additional information, see “Underwriting — Lock-Up Agreements.” As a result of these contractual restrictions,
shares of our common stock subject to lock-up agreements will not be eligible for sale until these agreements expire or the underwriters waive or release the
shares of our common stock from these restrictions.
Following the lock-up period, all of the shares of our common stock that are restricted securities or are held by our affiliates as of the date of this prospectus
will be eligible for resale in the U.S. only if they are registered for resale under the Securities Act or an exemption from registration, such as Rule 144, is
available.
Rule 144

All shares of our common stock held by our “affiliates,” as that term is defined in Rule 144 under the Securities Act, generally may be sold in the public
market only in compliance with Rule 144. Rule 144 defines an affiliate as any person who directly or indirectly controls, or is controlled by, or is under
common control with, the issuer, which generally includes our directors, executive officers, 10% shareholders and certain other related persons. Upon closing
of this offering, we expect that approximately % of our outstanding common stock will be held by “affiliates.”
Under Rule 144 under the Securities Act, a person (or persons whose shares are aggregated) who is deemed to be, or to have been during the three months
preceding the sale, an “affiliate” of ours would be entitled to sell within any three-month period a number of shares that does not exceed the greater of 1% of the
then outstanding shares of our common stock, which would be approximately
shares of our common stock immediately after this offering
assuming the underwriters do not elect to exercise their over-allotment option, or the average weekly trading volume of our common stock on NASDAQ during
the four calendar weeks preceding such sale. Sales under Rule 144 are also subject to a six-month holding period and requirements relating to manner of sale,
the availability of current public information about us and the filing of a form in certain circumstances.

Rule 144 also provides that a person who is not deemed to have been an affiliate of ours at any time during the three months preceding a sale, and who has
for at least six months beneficially owned shares of our common stock that are restricted securities, will be entitled to freely sell such shares of our common
stock subject only to
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the availability of current public information regarding us. A person who is not deemed to have been an affiliate of ours at any time during the three months
preceding a sale, and who has beneficially owned for at least one year shares of our common stock that are restricted securities, will be entitled to freely sell
such shares of our common stock under Rule 144 without regard to the current public information requirements of Rule 144.

Rule 701
Rule 701 generally allows a shareholder who purchased shares of our common stock pursuant to a written compensatory plan or contract and who is not
deemed to have been an affiliate of our company during the immediately preceding 90 days to sell these shares in reliance upon Rule 144 but without being
required to comply with the public information, holding period, volume limitation, or notice provisions of Rule 144. Rule 701 also permits affiliates of our
company to sell their Rule 701 shares under Rule 144 without complying with the holding period requirements of Rule 144. However, all holders of Rule 701
shares are required to wait until 90 days after the date of this prospectus before selling such shares pursuant to Rule 701.

Form S-8 Registration Statement
We intend to file with the SEC a registration statement on Form S-8 covering the shares of common stock reserved for issuance upon the exercise of stock
options under our stock incentive plan. That registration statement is expected to be filed and become effective as soon as practicable after the closing of this
offering. Upon effectiveness, the shares of common stock covered by that registration statement will be eligible for sale in the public market, subject to the
lock-up agreements and Rule 144 restrictions described above.

Registration Rights Agreement
We have agreed to register our outstanding subordinated debt securities issued to the U.S. Treasury under the Small Business Lending Fund program
under certain circumstances. Holders of our outstanding SBLF debt securities have no right to exchange or convert such securities into any other of the
Company’s securities.
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SUPERVISION AND REGULATION

Bank holding companies and state commercial banks are extensively regulated under both federal and state law. The following is a brief summary
of certain statutes and rules and regulations that affect or will affect the Company and Live Oak Bank. This summary contains what management
believes to be the material information related to the supervision and regulation of the Company and Live Oak Bank but is not intended to be an
exhaustive description of the statutes or regulations applicable to their respective businesses. Supervision, regulation and examination of the Company
and Live Oak Bank by the regulatory agencies are intended primarily for the protection of depositors rather than shareholders of the Company and
Live Oak Bank. We cannot predict whether or in what form any proposed statute or regulation will be adopted or the extent to which the business of the
Company and Live Oak Bank may be affected by a statute or regulation. The discussion is qualified in its entirety by reference to applicable laws and
regulations. Changes in such laws and regulations may have a material effect on our business and prospects.
Federal Bank Holding Company Regulation and Structure
As a registered bank holding company, we are subject to regulation under the BHCA and to the supervision, examination and reporting requirements of the
Federal Reserve System. Live Oak Bank has a North Carolina state charter and is subject to regulation, supervision and examination by the FDIC and the
North Carolina Commissioner of Banks, or NCCOB.
The BHCA requires every bank holding company to obtain the prior approval of the Federal Reserve before:

• it may acquire direct or indirect ownership or control of any voting shares of any bank if, after the acquisition, the bank holding company will directly
or indirectly own or control more than 5% of the voting shares of the bank;
• it or any of its subsidiaries, other than a bank, may acquire all or substantially all of the assets of any bank; or
• it may merge or consolidate with any other bank holding company.
The BHCA further provides that the Federal Reserve may not approve any transaction that would result in a monopoly or that would substantially lessen
competition in the banking business, unless the public interest in meeting the needs of the communities to be served outweighs the anti-competitive effects. The
Federal Reserve is also required to consider the financial and managerial resources and future prospects of the bank holding companies and banks involved
and the convenience and needs of the communities to be served. Consideration of financial resources generally focuses on capital adequacy, and consideration
of convenience and needs issues focuses, in part, on the performance under the Community Reinvestment Act of 1977, both of which are discussed elsewhere
in more detail.
Subject to various exceptions, the BHCA and the Change in Bank Control Act, together with related regulations, require Federal Reserve approval prior to
any person or company acquiring “control” of a bank holding company. Control is conclusively presumed to exist if an individual or company acquires 25%
or more of any class of voting securities of a bank holding company. Control is also presumed to exist, although rebuttable, if a person or company acquires
10% or more, but less than 25%, of any class of voting securities and either:

• the bank holding company has registered securities under Section 12 of the Securities Exchange Act of 1934, as amended, or the Exchange Act; or
• no other person owns a greater percentage of that class of voting securities immediately after the transaction.
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Our common stock will be registered under Section 12 of the Exchange Act following the conclusion of this offering. The regulations provide a procedure
for challenging rebuttable presumptions of control.

The BHCA generally prohibits a bank holding company from engaging in activities other than banking; managing or controlling banks or other
permissible subsidiaries; and acquiring or retaining direct or indirect control of any company engaged in any activities other than activities closely related to
banking or managing or controlling banks. In determining whether a particular activity is permissible, the Federal Reserve considers whether performing the
activity can be expected to produce benefits to the public that outweigh possible adverse effects, such as undue concentration of resources, decreased or unfair
competition, conflicts of interest or unsound banking practices. The Federal Reserve has the power to order a bank holding company or its subsidiaries to
terminate any activity or control of any subsidiary when the continuation of the activity or control constitutes a serious risk to the financial safety, soundness
or stability of any bank subsidiary of that bank holding company.
Under the BHCA, a bank holding company may file an election with the Federal Reserve to be treated as a financial holding company and engage in an
expanded list of financial activities. The election must be accompanied by a certification that all of the company’s insured depository institution subsidiaries
are “well capitalized” and “well managed.” Additionally, the Community Reinvestment Act of 1977 rating of each subsidiary bank must be satisfactory or
better. If, after becoming a financial holding company and undertaking activities not permissible for a bank holding company, the company fails to continue
to meet any of the prerequisites for financial holding company status, the company must enter into an agreement with the Federal Reserve to comply with all
applicable capital and management requirements. If the company does not return to compliance within 180 days, the Federal Reserve may order the company
to divest its subsidiary banks or the company may discontinue or divest investments in companies engaged in activities permissible only for a bank holding
company that has elected to be treated as a financial holding company. We have not filed an election to become a financial holding company.

Under Federal Reserve policy and as has been recently codified by the Dodd-Frank Act, the Company is expected to act as a source of financial strength for
Live Oak Bank and to commit resources to support Live Oak Bank. This support may be required at times when we might not be inclined to provide it or it
might not be in our best interests or the best interests of our shareholders. In addition, any capital loans made by the Company to Live Oak Bank will be
repaid only after its deposits and various other obligations are repaid in full.

Live Oak Bank is also subject to numerous state and federal statutes and regulations that affect its business, activities and operations and is supervised
and examined by state and federal bank regulatory agencies. The FDIC and the NCCOB regularly examine the operations of Live Oak Bank and are given the
authority to approve or disapprove mergers, consolidations, the establishment of branches and similar corporate actions. These agencies also have the power to
prevent the continuance or development of unsafe or unsound banking practices or other violations of law.

Bank Merger Act
Section 18(c) of the Federal Deposit Insurance Act, popularly known as the “Bank Merger Act,” requires the prior written approval of appropriate federal
bank regulatory agencies before any bank may (i) merge or consolidate with, (ii) purchase or otherwise acquire the assets of, or (iii) assume the deposit
liabilities of, another bank if the resulting institution is to be a state nonmember bank.

The Bank Merger Act prohibits the applicable federal bank regulatory agency from approving any proposed merger transaction that would result in a
monopoly, or would further a combination or conspiracy to monopolize or to attempt to monopolize the business of banking in any part of the United States.
Similarly, the Bank Merger Act prohibits the applicable federal bank regulatory agency from approving a proposed merger transaction whose effect in any
section of the country may be substantially to lessen competition, or to tend to create a monopoly, or
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which in any other manner would be in restraint of trade. An exception may be made in the case of a merger transaction whose effect would be to substantially
lessen competition, tend to create a monopoly, or otherwise restrain trade, if the applicable federal bank regulatory agency finds that the anticompetitive effects
of the proposed transaction are clearly outweighed in the public interest by the probable effect of the transaction in meeting the convenience and needs of the
community to be served.

In every proposed merger transaction, the applicable federal bank regulatory agency must also consider the financial and managerial resources and future
prospects of the existing and proposed institutions, the convenience and needs of the community to be served, and the effectiveness of each insured depository
institution involved in the proposed merger transaction in combating money-laundering activities, including in overseas branches.

State Law
Live Oak Bank is subject to extensive supervision and regulation by the NCCOB. The NCCOB oversees state laws that set specific requirements for bank
capital and that regulate deposits in, and loans and investments by, banks, including the amounts, types, and in some cases, rates. The NCCOB supervises
and performs periodic examinations of North Carolina-chartered banks to assure compliance with state banking statutes and regulations, and banks are
required to make regular reports to the NCCOB describing in detail their resources, assets, liabilities, and financial condition. Among other things, the
NCCOB regulates mergers and consolidations of state-chartered banks, capital requirements for banks, loans to officers and directors, record keeping, types
and amounts of loans and investments, and the establishment of branches.
The NCCOB has extensive enforcement authority over North Carolina banks. Such authority includes the ability to issue cease and desist orders and to
seek civil money penalties. The NCCOB may also take possession of a North Carolina bank in various circumstances, including for a violation of its charter
or of applicable laws, operating in an unsafe and unsound manner, or as a result of an impairment of its capital, and may appoint a receiver.

On October 1, 2012, the North Carolina Banking Law Modernization Act became effective and many of the state banking laws to which Live Oak Bank
is subject were amended. Under the revised banking laws, the NCCOB continues to enforce specific requirements for bank capital, the payment of dividends,
loans to officers and directors, record keeping, and types and amounts of loans and investments made by commercial banks. It is not possible to predict fully
the future effects that this legislation may have on the business and earnings of Live Oak Bank.

Payment of Dividends and Other Restrictions
The Company is a legal entity separate and distinct from the Bank. While there are various legal and regulatory limitations under federal and state law on
the extent to which banks can pay dividends or otherwise supply funds to holding companies, the principal source of cash revenues for the Company is
dividends from the Bank. The relevant federal and state regulatory agencies have authority to prohibit a state bank or bank holding company, which would
include the Company and the Bank, from engaging in what, in the opinion of such regulatory body, constitutes an unsafe or unsound practice in conducting
its business. The payment of dividends could, depending upon the financial condition of a bank, be deemed to constitute an unsafe or unsound practice in
conducting its business.

North Carolina commercial banks, such as Live Oak Bank, are subject to legal limitations on the amounts of dividends they are permitted to pay.
Specifically, an insured depository institution, such as Live Oak Bank, is prohibited from making capital distributions, including the payment of dividends,
if, after making such distribution, the institution would become “undercapitalized” (as such term is defined in the applicable law and regulations).
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The Federal Reserve has issued a policy statement on the payment of cash dividends by bank holding companies, which expresses the Federal Reserve’s
view that a bank holding company should pay cash dividends only to the extent that the holding company’s net income for the past four quarters is sufficient
to cover both the cash dividends and a rate of earning retention that is consistent with the holding company’s capital needs, asset quality and overall financial
condition. The Federal Reserve also indicated that it would be inappropriate for a holding company experiencing serious financial problems to borrow funds to
pay dividends. Furthermore, under the prompt corrective action regulations adopted by the Federal Reserve, the Federal Reserve may prohibit a bank holding
company from paying any dividends if any of the holding company’s bank subsidiaries are classified as undercapitalized.
A bank holding company is required to give the Federal Reserve prior written notice of any purchase or redemption of its outstanding equity securities if the
gross consideration for the purchase or redemption, when combined with the net consideration paid for all such purchases or redemptions during the preceding
12 months, is equal to 10% or more of its consolidated net worth. The Federal Reserve may disapprove such a purchase or redemption if it determines that the
proposal would constitute an unsafe or unsound practice or would violate any law, regulation, Federal Reserve order or any condition imposed by, or written
agreement with, the Federal Reserve.

Capital Adequacy
The Company must comply with the Federal Reserve’s established capital adequacy standards, and Live Oak Bank is required to comply with the capital
adequacy standards established by the FDIC. The Federal Reserve has promulgated two basic measures of capital adequacy for bank holding companies: a
risk-based measure and a leverage measure. A bank holding company must satisfy all applicable capital standards to be considered in compliance.
The risk-based capital standards are designed to make regulatory capital requirements more sensitive to differences in risk profile among banks and bank
holding companies, account for off-balance-sheet exposure and minimize disincentives for holding liquid assets.
Assets and off-balance-sheet items are assigned to broad risk categories, each with appropriate weights. The resulting capital ratios represent capital as a
percentage of total risk-weighted assets and off-balance-sheet items. The minimum guideline for the ratio of total capital to risk-weighted assets is 8%. At least
half of total capital must be comprised of Tier 1 Capital, which is common stock, undivided profits, minority interests in the equity accounts of consolidated
subsidiaries and noncumulative perpetual preferred stock, less goodwill and certain other intangible assets. The remainder may consist of Tier 2 Capital,
which is subordinated debt, other preferred stock and a limited amount of loan loss reserves.

At December 31, 2013, Live Oak Bank’s total risk-based capital ratio and its Tier 1 risk-based capital ratio were 15.95% and 15.09%, respectively. Live
Oak Bank has not been advised by any federal banking agency of any additional specific minimum capital ratio requirement applicable to it.
In addition, the Federal Reserve has established minimum leverage ratio guidelines for bank holding companies. These guidelines provide for a minimum
ratio of Tier 1 Capital to average assets, less goodwill and certain other intangible assets, of 3% for bank holding companies that meet specified criteria. All
other bank holding companies generally are required to maintain a minimum leverage ratio of 4%. The Company’s ratio at December 31, 2013 was 10.30%
compared to 8.39% at December 31, 2012. The guidelines also provide that bank holding companies experiencing internal growth or making acquisitions will
be expected to maintain strong capital positions substantially above the minimum supervisory levels without significant reliance on intangible assets.
Furthermore, the Federal Reserve has indicated that it will consider a “tangible Tier 1 Capital leverage ratio” and other indications of capital strength in
evaluating proposals for expansion or new activities. The Federal Reserve has not advised us of any additional specific minimum leverage ratio or tangible Tier
1 Capital leverage ratio applicable to the Company.
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Failure to meet capital guidelines could subject a bank to a variety of enforcement remedies, including issuance of a capital directive, the termination of
deposit insurance by the FDIC, a prohibition on taking brokered deposits and certain other restrictions on its business. As described below, the FDIC can
impose substantial additional restrictions upon FDIC-insured depository institutions that fail to meet applicable capital requirements.
The Federal Deposit Insurance Act, or FDI Act, requires the federal regulatory agencies to take “prompt corrective action” if a depository institution does not
meet minimum capital requirements. The FDI Act establishes five capital tiers: “well capitalized,” “adequately capitalized,” “undercapitalized,” “significantly
undercapitalized” and “critically undercapitalized.” A depository institution’s capital tier will depend upon how its capital levels compare to various relevant
capital measures and certain other factors, as established by regulation.

The federal bank regulatory agencies have adopted regulations establishing relevant capital measures and relevant capital levels applicable to FDIC-insured
banks. The relevant capital measures are the Total Risk-Based Capital ratio, Tier 1 Risk-Based Capital ratio and the leverage ratio. Under the regulations, a
FDIC-insured bank will be:

• “well capitalized” if it has a Total Risk-Based Capital ratio of 10% or greater, a Tier 1 Risk-Based Capital ratio of 6% or greater and a leverage ratio of
5% or greater and is not subject to any order or written directive by the appropriate regulatory authority to meet and maintain a specific capital level for
any capital measure;
• “adequately capitalized” if it has a Total Risk-Based Capital ratio of 8% or greater, a Tier 1 Risk-Based Capital ratio of 4% or greater and a leverage
ratio of 4% or greater (3% in certain circumstances) and is not “well capitalized”;
• “undercapitalized” if it has a Total Risk-Based Capital ratio of less than 8%, a Tier 1 Risk-Based Capital ratio of less than 4% or a leverage ratio of less
than 4% (3% in certain circumstances);
• “significantly undercapitalized” if it has a Total Risk-Based Capital ratio of less than 6%, a Tier 1 Risk-Based Capital ratio of less than 3% or a
leverage ratio of less than 3%; and
• “critically undercapitalized” if its tangible equity is equal to or less than 2% of average quarterly tangible assets.
An institution may be downgraded to, or deemed to be in, a capital category that is lower than is indicated by its capital ratios if it is determined to be in an
unsafe or unsound condition or if it receives an unsatisfactory examination rating with respect to certain matters. As of December 31, 2013, Live Oak Bank
had capital levels that qualify as “well capitalized” under such regulations.

The FDI Act generally prohibits an FDIC-insured bank from making a capital distribution (including payment of a dividend) or paying any management
fee to its holding company if the bank would thereafter be “undercapitalized.” “Undercapitalized” banks are subject to growth limitations and are required to
submit a capital restoration plan. The federal regulators may not accept a capital plan without determining, among other things, that the plan is based on
realistic assumptions and is likely to succeed in restoring the bank’s capital. In addition, for a capital restoration plan to be acceptable, the bank’s parent
holding company must guarantee that the institution will comply with such capital restoration plan. The aggregate liability of the parent holding company is
limited to the lesser of: (i) an amount equal to 5% of the bank’s total assets at the time it became “undercapitalized”; and (ii) the amount which is necessary (or
would have been necessary) to bring the institution into compliance with all capital standards applicable with respect to such institution as of the time it fails
to comply with the plan. If a bank fails to submit an acceptable plan, it is treated as if it is “significantly undercapitalized.”
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“Significantly undercapitalized” insured banks may be subject to a number of requirements and restrictions, including orders to sell sufficient voting
stock to become “adequately capitalized,” requirements to reduce total assets and the cessation of receipt of deposits from correspondent banks. “Critically
undercapitalized” institutions are subject to the appointment of a receiver or conservator. A bank that is not “well capitalized” is also subject to certain
limitations relating to brokered deposits.
The regulatory capital framework under which the Company and Live Oak Bank operate is expected to change in significant respects as a result of the
Dodd-Frank Act, which was enacted in July 2010, and other regulations, including the separate regulatory capital requirements put forth by the Basel
Committee on Banking Supervision, commonly known “Basel III.” Currently, the Company and Live Oak Bank are governed by a set of capital rules that
the Federal Reserve and the FDIC have had in place since 1988, with some subsequent amendments and revisions.
On July 2, 2013, the Federal Reserve approved a final rule that establishes an integrated regulatory capital framework that addresses shortcomings in
certain capital requirements. The rule implements in the United States the Basel III regulatory capital reforms from the Basel Committee on Banking
Supervision and certain changes required by the Dodd-Frank Act.
The major provisions of the new rule applicable to us are:

• The new rule implements higher minimum capital requirements, includes a new common equity Tier1 capital requirement, and establishes criteria that
instruments must meet in order to be considered common equity Tier 1 capital, additional Tier 1 capital, or Tier 2 capital. These enhancements will
both improve the quality and increase the quantity of capital required to be held by banking organizations, better equipping the U.S. banking system to
deal with adverse economic conditions. The new minimum capital to risk-weighted assets (RWA) requirements are a common equity Tier 1 capital ratio
of 4.5 percent and a Tier 1 capital ratio of 6.0 percent, which is an increase from 4.0 percent, and a total capital ratio that remains at 8.0 percent. The
minimum leverage ratio (Tier 1 capital to total assets) is 4.0 percent. The new rule maintains the general structure of the current prompt corrective action,
or PCA, framework while incorporating these increased minimum requirements.
• The new rule improves the quality of capital by implementing changes to the definition of capital. Among the most important changes are stricter
eligibility criteria for regulatory capital instruments that would disallow the inclusion of instruments such as trust preferred securities in Tier 1 capital
going forward, and new constraints on the inclusion of minority interests, mortgage-servicing assets (MSAs), deferred tax assets (DTAs), and certain
investments in the capital of unconsolidated financial institutions. In addition, the new rule requires that most regulatory capital deductions be made
from common equity Tier 1 capital.
• Under the new rule, in order to avoid limitations on capital distributions, including dividend payments and certain discretionary bonus payments to
executive officers, a banking organization must hold a capital conservation buffer composed of common equity Tier 1 capital above its minimum riskbased capital requirements. This buffer will help to ensure that banking organizations conserve capital when it is most needed, allowing them to better
weather periods of economic stress. The buffer is measured relative to RWA. Phase-in of the capital conservation buffer requirements will begin on
January 1, 2016. A banking organization with a buffer greater than 2.5 percent would not be subject to limits on capital distributions or discretionary
bonus payments; however, a banking organization with a buffer of less than 2.5 percent would be subject to increasingly stringent limitations as the
buffer approaches zero. The new rule also prohibits a banking organization from making distributions or discretionary bonus payments during any
quarter if its eligible retained income is negative in that quarter and its capital conservation buffer ratio was less than 2.5 percent at the beginning of the
quarter. When the new rule is fully phased in, the minimum capital requirements plus the capital conservation buffer will exceed the PCA wellcapitalized thresholds.
• The new rule also increases the risk weights for past-due loans, certain commercial real estate loans, and some equity exposures, and makes selected
other changes in risk weights and credit conversion factors.
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On July 9, 2013, the FDIC confirmed that it would join in the Basel III standards and, on September 10, 2013, issued an “interim final rule” applicable to
Live Oak Bank that is identical in substance to the final rules issued by the Federal Reserve described above. Live Oak Bank is required to comply with the
interim final rule on January 1, 2015.
Compliance by the Company and Live Oak Bank with these new capital requirements will likely affect their respective operations. However, the extent of
that impact cannot be known until there is greater clarity regarding the specific requirements applicable to them. While the Dodd-Frank Act was enacted in
2010, many of its provisions will require additional implementing rules before becoming effective, and the proposed federal banking agency regulations
implementing the Basel III standards, while recently promulgated, have not been implemented.

The Volcker Rule
Under provisions of the Dodd-Frank Act referred to as the “Volcker Rule,” certain limitations are placed on the ability of bank holding companies and their
affiliates to engage in sponsoring, investing in and transacting with certain investment funds, including hedge funds and private equity funds. The Volcker
Rule also places restrictions on proprietary trading, which could impact certain hedging activities. The Volcker Rule becomes fully effective in July 2015. The
Volcker Rule is not expected to have a material impact on us.

Acquisitions

We must comply with numerous laws related to any potential acquisition activity. Under the BHCA, a bank holding company may not directly or
indirectly acquire ownership or control of more than 5% of the voting shares or substantially all of the assets of any bank or merge or consolidate with another
bank holding company without the prior approval of the Federal Reserve. The acquisition of non-banking companies is also regulated by the Federal Reserve.
Current federal law authorizes interstate acquisitions of banks and bank holding companies without geographic limitation. Furthermore, a bank headquartered
in one state is authorized to merge with a bank headquartered in another state, as long as neither of the states has opted out of such interstate merger authority
prior to such date, and subject to any state requirement that the target bank shall have been in existence and operating for a minimum period of time, not to
exceed five years, and to certain deposit market-share limitations. After a bank has established branches in a state through an interstate merger transaction, the
bank may establish and acquire additional branches at any location in the state where a bank headquartered in that state could have established or acquired
branches under applicable federal or state law. Additionally, since passage of the Dodd-Frank Act, a bank is now permitted to open a de novo branch in any
state if that state would permit a bank organized in that state to open a branch.

FDIC Insurance Assessments
The assessment rate paid by each DIF member institution is based on its relative risks of default as measured by regulatory capital ratios and other factors.
Specifically, the assessment rate is based on the institution’s capitalization risk category and supervisory subgroup category. An institution’s capitalization
risk category is based on the FDIC’s determination of whether the institution is well capitalized, adequately capitalized or less than adequately capitalized. Live
Oak Bank’s insurance assessments during 2013 and 2012 were $263 thousand and $202 thousand, respectively. Because of the growing number of bank
failures and costs to the DIF, the FDIC required a special assessment during 2009 totaling $3.1 million and further required that Live Oak Bank prepay the
assessments that would normally have been paid during 2010 – 2012. The prepaid balance was depleted in fiscal 2012. An institution’s supervisory subgroup
category is based on the FDIC’s assessment of the financial condition of the institution and the probability that FDIC intervention or other corrective action will
be required. The FDIC may terminate insurance of deposits upon a finding that an institution has engaged in unsafe and unsound practices, is in an unsafe or
unsound condition to continue operations, or has violated any applicable law, regulation, rule, order or condition imposed by the FDIC.
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The Dodd-Frank Act expands the base for FDIC insurance assessments, requiring that assessments be based on the average consolidated total assets less
tangible equity capital of a financial institution. On February 7, 2011, the FDIC approved a final rule to implement the foregoing provision of the Dodd-Frank
Act. Among other things, the final rule revises the assessment rate schedule to provide assessments ranging from 5 to 35 basis points, with the initial
assessment rates subject to adjustments which could increase or decrease the total base assessment rates. The FDIC has three possible adjustments to an
institution’s initial base assessment rate: (1) a decrease of up to five basis points (or 50% of the initial base assessment rate) for long-term unsecured debt,
including senior unsecured debt (other than debt guaranteed under the Temporary Liquidity Guarantee Program) and subordinated debt; (2) an increase for
holding long-term unsecured or subordinated debt issued by other insured depository institutions known as the Depository Institution Debt Adjustment; and
(3) for institutions not well rated and well capitalized, an increase not to exceed 10 basis points for brokered deposits in excess of 10 percent of domestic
deposits.

Each of these changes may increase the rate of FDIC insurance assessments to maintain or replenish the DIF. This could, in turn, raise our future deposit
insurance assessment costs. On the other hand, the law changes the deposit insurance assessment base so that it will generally be equal to consolidated assets
less tangible equity. This change of the assessment base from an emphasis on deposits to an emphasis on assets is generally considered likely to cause larger
banking organizations to pay a disproportionately higher portion of future deposit insurance assessments, which may, correspondingly, lower the level of
deposit insurance assessments that smaller commercial banks such as Live Oak Bank may otherwise have to pay in the future. While it is likely that the new
law will increase our future deposit insurance assessment costs, the specific amount by which the new law’s combined changes will affect our deposit
insurance assessment costs is hard to predict, particularly because the new law gives the FDIC enhanced discretion to set assessment rate levels.
The FDIC also collects a deposit-based assessment from insured financial institutions on behalf of the Financing Corporation, or the FICO. The funds
from these assessments are used to service debt issued by FICO in its capacity as a financial vehicle for the Federal Savings & Loan Insurance Corporation.
The FICO assessment rate is set quarterly and in 2013 ranged from .0000160 basis points in the first quarter to .0000155 basis points in the fourth quarter per
$100 of assessable deposits. These assessments will continue until the debt matures in 2017 through 2019.

Community Reinvestment Act
The Community Reinvestment Act requires federal bank regulatory agencies to encourage financial institutions to meet the credit needs of low and moderateincome borrowers in their local communities. An institution’s size and business strategy determines the type of examination that it will receive. Large, retailoriented institutions are examined using a performance-based lending, investment and service test. Small institutions are examined using a streamlined
approach. All institutions may opt to be evaluated under a strategic plan formulated with community input and pre-approved by the bank regulatory agency.

The Community Reinvestment Act regulations provide for certain disclosure obligations. Each institution must post a notice advising the public of its right
to comment to the institution and its regulator on the institution’s Community Reinvestment Act performance and to review the institution’s Community
Reinvestment Act public file. Each lending institution must maintain for public inspection a file that includes a listing of branch locations and services, a
summary of lending activity, a map of its communities and any written comments from the public on its performance in meeting community credit needs. The
Community Reinvestment Act requires public disclosure of a financial institution’s written Community Reinvestment Act evaluations. This promotes
enforcement of Community Reinvestment Act requirements by providing the public with the status of a particular institution’s community reinvestment
record.
The Gramm-Leach-Bliley Act made various changes to the Community Reinvestment Act. Among other changes, Community Reinvestment Act agreements
with private parties must be disclosed and annual Community Reinvestment Act reports must be made available to a bank’s primary federal regulator. A bank
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holding company will not be permitted to become a financial holding company and no new activities authorized under the Gramm-Leach-Bliley Act may be
commenced by a holding company or by a bank financial subsidiary if any of its bank subsidiaries received less than a satisfactory Community
Reinvestment Act rating in its latest Community Reinvestment Act examination. Live Oak Bank operates under an approved CRA strategic plan and received
an “Outstanding” rating in its last CRA examination, which was conducted as of April 15, 2013.

Additional Legislative and Regulatory Matters
The Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001, or the USA PATRIOT
Act, requires each financial institution: (i) to establish an anti-money laundering program; (ii) to establish due diligence policies, procedures and controls with
respect to its private banking accounts involving foreign individuals and certain foreign banks; and (iii) to avoid establishing, maintaining, administering or
managing correspondent accounts in the United States for, or on behalf of, foreign banks that do not have a physical presence in any country. The USA
PATRIOT Act also requires the Secretary of the Treasury to prescribe by regulation minimum standards that financial institutions must follow to verify the
identity of customers, both foreign and domestic, when a customer opens an account. In addition, the USA PATRIOT Act contains a provision encouraging
cooperation among financial institutions, regulatory authorities and law enforcement authorities with respect to individuals, entities and organizations engaged
in, or reasonably suspected of engaging in, terrorist acts or money laundering activities.

Sarbanes-Oxley mandates for public companies, such as the Company following this offering, a variety of reforms intended to address corporate and
accounting fraud and provides for the establishment of the PCAOB, which enforces auditing, quality control and independence standards for firms that audit
SEC-reporting companies. Sarbanes-Oxley imposes higher standards for auditor independence and restricts the provision of consulting services by auditing
firms to companies they audit and requires that certain audit partners be rotated periodically. It also requires chief executive officers and chief financial
officers, or their equivalents, to certify the accuracy of periodic reports filed with the SEC, subject to civil and criminal penalties if they knowingly or
willfully violate this certification requirement, and increases the oversight and authority of audit committees of publicly traded companies.

Fiscal and Monetary Policy
Banking is a business which depends on interest rate differentials for success. In general, the difference between the interest paid by a bank on its deposits
and its other borrowings, and the interest received by a bank on its loans and securities holdings, constitutes the significant portion of a bank’s earnings.
Thus, our earnings and growth will be subject to the influence of economic conditions generally, both domestic and foreign, and also to the monetary and
fiscal policies of the United States and its agencies, particularly the Federal Reserve. The Federal Reserve regulates the supply of money through various
means, including open market dealings in United States government securities, the discount rate at which banks may borrow from the Federal Reserve and the
reserve requirements on deposits. The nature and timing of any changes in such policies and their effect on our business and results of operations cannot be
predicted.
Current and future legislation and the policies established by federal and state regulatory authorities will affect our future operations. Banking legislation
and regulations may limit our growth and the return to their investors by restricting certain of our activities.
In addition, capital requirements could be changed and have the effect of restricting the activities of the Company or requiring additional capital to be
maintained. We cannot predict with certainty what changes, if any, will be made to existing federal and state legislation and regulations or the effect that such
changes may have on our business and results of operations.
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Real Estate Lending Evaluations
The federal regulators have adopted uniform standards for evaluations of loans secured by real estate or made to finance improvements to real estate. Banks
are required to establish and maintain written internal real estate lending policies consistent with safe and sound banking practices and appropriate to the size
of the institution and the nature and scope of its operations. The regulations establish loan to value ratio limitations on real estate loans. Live Oak Bank’s
respective loan policies establish limits on loan to value ratios that are equal to or less than those established in such regulations.

Commercial Real Estate Concentrations
Lending operations of commercial banks may be subject to enhanced scrutiny by federal banking regulators based on a bank’s concentration of
commercial real estate loans. On December 6, 2006, the federal banking regulators issued final guidance to remind financial institutions of the risk posed by
commercial real estate, or CRE, lending concentrations. CRE loans generally include land development, construction loans, and loans secured by multifamily
property, and nonfarm, nonresidential real property where the primary source of repayment is derived from rental income associated with the property. The
guidance prescribes the following guidelines for its examiners to help identify institutions that are potentially exposed to significant CRE risk and may warrant
greater supervisory scrutiny:

• total reported loans for construction, land development and other land, or C&D, represent 100% or more of the institution’s total capital; or
• total CRE loans represent 300% or more of the institution’s total capital, and the outstanding balance of the institution’s CRE loan portfolio has increased
over 50% or more.
As of December 31, 2013, our C&D concentration as a percentage of capital totaled 17.6% and our CRE concentration, net of owner-occupied loans, as a
percentage of capital totaled 70.7%.

Limitations on Incentive Compensation
In October 2009, the Federal Reserve issued proposed guidance designed to help ensure that incentive compensation policies at banking organizations do not
encourage excessive risk-taking or undermine the safety and soundness of the organization. In connection with the proposed guidance, the Federal Reserve
announced that it would review incentive compensation arrangements of bank holding companies such as the Company as part of the regular, risk-focused
supervisory process.

In June 2010, the Federal Reserve issued the incentive compensation guidance in final form and was joined by the FDIC, and the Office of the Comptroller
of the Currency. The final guidance, which covers all employees that have the ability to materially affect the risk profile of an organization, either individually
or as part of a group, is based upon the key principles that a banking organization’s incentive compensation arrangements should (i) provide employees
incentives that appropriately balance risk and reward and, thus, do not encourage risk-taking beyond the organization’s ability to effectively identify and
manage risks, (ii) be compatible with effective internal controls and risk management, and (iii) be supported by strong corporate governance, including active
and effective oversight by the organization’s board of directors. Any deficiencies in compensation practices that are identified may be incorporated into the
organization’s supervisory ratings, which can affect its ability to make acquisitions or perform other actions. The guidance provides that enforcement actions
may be taken against a banking organization if its incentive compensation arrangements or related risk-management control or governance processes pose a
risk to the organization’s safety and soundness and the organization is not taking prompt and effective measures to correct the deficiencies.
Economic Environment

The policies of regulatory authorities, including the monetary policy of the Federal Reserve, have a significant effect on the operating results of bank
holding companies and their subsidiaries. Among the means available to
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the Federal Reserve to affect the money supply are open market operations in U.S. government securities, changes in the discount rate on member bank
borrowings and changes in reserve requirements against member bank deposits. These means are used in varying combinations to influence overall growth
and distribution of bank loans, investments and deposits, and their use may affect interest rates charged on loans or paid on deposits.
The Federal Reserve’s monetary policies have materially affected the operating results of commercial banks in the past and are expected to continue to do so
in the future. The nature of future monetary policies and the effect of these policies on our business and earnings cannot be predicted.

Evolving Legislation and Regulatory Action
In 2009, many emergency government programs enacted in 2008 in response to the financial crisis and the recession slowed or wound down, and global
regulatory and legislative focus has generally moved to a second phase of broader regulatory reform and a restructuring of the entire financial regulatory
system. The Dodd-Frank Act was signed into law in 2010 and implements many new changes in the way financial and banking operations are regulated in the
United States, including through the creation of a new resolution authority, mandating higher capital and liquidity requirements, requiring banks to pay
increased fees to regulatory agencies and numerous other provisions intended to strengthen the financial services sector. Pursuant to the Dodd-Frank Act the
Financial Stability Oversight Council, or the FSOC, was created and is charged with overseeing and coordinating the efforts of the primary U.S. financial
regulatory agencies (including the Federal Reserve, the FDIC and the SEC) in establishing regulations to address systemic financial stability concerns. Under
the Dodd-Frank Act the CFPB was also created as a new consumer financial services regulator. The CFPB is authorized to prevent unfair, deceptive and
abusive practices and ensure that consumers have access to markets for consumer financial products and services and that those such markets are fair,
transparent and competitive.
New laws or regulations or changes to existing laws and regulations, including changes in interpretation or enforcement, could materially adversely affect
our financial condition or results of operations. Many aspects of the Dodd-Frank Act are subject to further rulemaking and will take effect over several years.
As a result, the overall financial impact on the Company and Live Oak Bank cannot be anticipated at this time.

Small Business Lending Fund
The Small Business Jobs and Credit Act of 2010 created the Small Business Lending Fund to invest capital into community banking organizations.
Through the fund, the U.S. Treasury invested in financial institutions through the purchase of senior preferred stock or indebtedness. The U.S. Treasury
could invest up to 5% of risk-weighted assets for financial institutions with $1 billion of total assets or less as of December 31, 2009, or up to 3% of riskweighted assets for financial institutions with more than $1 billion, but less than $10 billion, in total assets on that date.

The starting point for interest rates on long term indebtedness issued by participants to the U.S. Treasury is 7.7% for S corporations. Financial institutions
could “buy down” the rate to as low as 1.5% by increasing the level of small business loans. The increase will be measured based on the increase over a
“baseline level,” which is generally the average amount of small business lending reported by that institution in its call report for the four full quarters
immediately preceding the date of enactment of the Small Business Jobs and Credit Act, less (a) net loan charge-offs with respect to small business lending,
and (b) gains realized from mergers, acquisitions or purchases of loans after origination. For every 2.5% by which the amount of small business lending has
increased, the dividend or interest rate on senior preferred stock is reduced. If, however, small business lending has remained the same or decreased relative to
the baseline level in the eighth quarter, the rate the participant would pay would increase to 10.8% beginning in the tenth quarter and continuing until the end of
the four-and-a-half year period from initial funding. After the four-and-a-half-year period from initial funding, the rate will increase to 13.8% until the long term
debt issued to the U.S. Treasury is redeemed.
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CERTAIN MATERIAL U.S. FEDERAL INCOME TAX CONSIDERATIONS
The following discussion summarizes certain material U.S. federal income tax consequences applicable to “U.S. holders” (as defined below) with respect to
the purchase, ownership and disposition of our common stock. This summary is limited to investors who will hold our common stock as a capital asset and
does not discuss all aspects of U.S. federal income taxation that may be important to particular investors in light of their individual circumstances. In
addition, this summary does not address any state, local or non-U.S. tax consequences or tax consequences applicable to any holders of common stock that
are not U.S. holders.

This discussion does not address the tax consequences to investors who are subject to special tax rules, including:

• banks and other financial institutions;
• insurance companies;
• governments and governmental entities;
• dealers in securities or currencies;
• traders in securities that elect to use a mark-to-market method of accounting;
• persons who will hold our common stock as part of a straddle, hedge, conversion, constructive sale, or other integrated security transaction for U.S.
federal income tax purposes;
• regulated investment companies;
• real estate investment trusts;
• thrift institutions;
• a person who purchases or sells our common stock as part of a wash sale for tax purposes;
• U.S. expatriates;
• tax-exempt organizations;
• persons whose functional currency is not the U.S. dollar;
• persons who are subject to alternative minimum tax;
• persons who acquired their shares of our commons stock through the exercise of an employee stock option or otherwise as compensation; and
• partnerships and other pass-through entities.
These investors may be subject to tax rules that differ significantly from those summarized below.

If a partnership (including any other entity treated as a partnership for U.S. federal income tax purposes) is a holder of our common stock, the U.S. federal
income tax treatment of a partner in the partnership will generally depend on the status of the partner and the activities of the partnership. If you are a
partnership or a partner of a partnership holding our common stock, you should consult your own tax advisors as to the particular U.S. federal income tax
consequences of the purchase, ownership and disposition of our common stock.
For purposes of this summary, you are a “U.S. holder” if you are a beneficial owner of our common stock and you are for U.S. federal income tax
purposes (i) an individual citizen or resident of the U.S., (ii) a corporation created or organized in the U.S. or under the laws of the U.S., any state thereof or
the District of Columbia, (iii) an estate the income of which is subject to U.S. federal income taxation regardless of its source, or (iv) a trust if it (A) is subject
to the primary supervision of a court within the U.S. and one or more U.S. persons have the authority to control all substantial decisions of the trust, or
(B) has a valid election in effect under applicable Treasury regulations to be treated as a U.S. person.
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This summary is based upon current provisions of the Code, U.S. Treasury regulations promulgated under the Code and judicial and administrative
authority, all of which are subject to differing interpretations or change, possibly with retroactive effect. Each prospective investor is urged to consult its own
tax advisor regarding the U.S. federal, state, local, and non-U.S. income and other tax considerations of the purchase, ownership, and disposition of our
common stock.

U.S. Holders

Distributions on Our Common Stock
In general, if distributions are made with respect to our common stock, the distributions will be treated as dividends to the extent of our current and
accumulated earnings and profits as determined for U.S. federal income tax purposes. Any portion of a distribution in excess of our current and accumulated
earnings and profits is treated first as a nontaxable return of capital reducing your tax basis in our common stock. Any amount in excess of your tax basis is
treated as capital gain, the tax treatment of which is discussed below under “U.S. Holders — Sale or Redemption of Our Common Stock.”

Under current law, distributions paid to a U.S. holder that is an individual or other non-corporate holder of our common stock will generally be subject to a
reduced maximum federal income tax rate, to the extent such distributions are treated as dividends and are treated as “qualified dividend income” for U.S.
federal income tax purposes. The maximum tax rates for qualified dividend income are based on such U.S. holder’s level of overall taxable income for the
year, and the applicable thresholds are adjusted annually for inflation.
Qualified dividend income will be subject to a maximum rate of 20% to the extent such a U.S. holder’s taxable income exceeds the threshold for the highest
marginal income tax bracket, which for 2014 is $457,600 for joint filers or surviving spouses, $432,200 for heads of household, $406,750 for single filers,
and $228,800 for married taxpayers filing separately. A zero percent income tax rate will apply to qualified dividend income to the extent such a U.S. holder’s
taxable income, exclusive of qualified dividend income, is less than other applicable thresholds, which for 2014 are $73,800 for joint filers or surviving
spouses, $49,400 for heads of household, $36,900 for single filers, and $36,900 for married taxpayers filing separately. All other qualified dividend income
for such a U.S. holder will be subject to a maximum tax rate of 15%.

The rate reduction does not apply to dividends that are paid to individual shareholders with respect to common stock that is held for 60 days or less during
the 121-day period beginning on the date that is 60 days before the date on which our common stock becomes ex-dividend. Furthermore, the rate reduction
does not apply to dividends received to the extent that an individual holder elects to treat the dividends as “investment income” for purposes of determining the
holder’s limit for the deduction of investment interest under Section 163(d) of the Code. In addition, see “Medicare Tax on Unearned Income” below for the
possible application of an additional 3.8% Medicare tax on certain dividends and other “net investment income.”
Dividends received by corporate holders of our common stock may be eligible for a dividends received deduction equal to 70% of the amount of the
distribution, subject to applicable limitations, including limitations related to “debt financed portfolio stock” under Section 246A of the Code and to the
holding period requirements of Section 246 of the Code. In addition, any amount received by a corporate holder that is treated as a dividend may, depending
on the circumstances, constitute an “extraordinary dividend” subject to the provisions of Section 1059 of the Code. Under Code Section 1059, a corporate
holder that has held shares for two years or less before the dividend announcement date generally must reduce the income tax basis of all of the holder’s shares
(but not below zero) by the “non-taxed portion” of any “extraordinary dividend” and, if the non-taxed portion exceeds the holder’s income tax basis for the
shares, must treat any excess as gain from the sale or exchange of the shares in the year the payment is received. Individual holders of our common stock who
receive any “extraordinary dividends” that are treated as “qualified dividend income” (as discussed above) will be required to treat any losses on the sale of
such common stock as long-term capital losses to the extent of such dividends. We
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strongly encourage you to consult your own tax advisor regarding the extent, if any, to which these provisions may apply to you in light of your particular
facts and circumstances.
In general, for purposes of meeting the holding period requirements for both the dividends received deduction and the reduced maximum tax rate on
qualified dividends described above, U.S. holders may not count towards their holding period any period in which they (i) have the option to sell, are under a
contractual obligation to sell, or have made (and not closed) a short sale of our common stock, or substantially identical stock or securities, (ii) are the grantor
of an option to buy our common stock, or substantially identical stock or securities or (iii) otherwise have diminished their risk of loss on our common stock
by holding one or more other positions with respect to substantially similar or related property. The U.S. Treasury regulations provide that a taxpayer has
diminished its risk of loss on stock by holding a position in substantially similar or related property if the taxpayer is, for example, the beneficiary of a
guarantee, surety agreement or similar arrangement that provides for payments that will substantially offset decreases in the fair market value of the stock.

In addition, the Code disallows the dividends received deduction as well as the reduced maximum tax rate on qualified dividend income if the recipient of a
dividend is obligated to make related payments with respect to positions in substantially similar or related property. This disallowance applies even if the
minimum holding period has been met. U.S. holders are advised to consult their own tax advisors regarding the implications of these rules in light of their
particular circumstances.

Sale or Redemption of Our Common Stock
On the sale, exchange, or other disposition of our common stock to a party other than us, you generally will realize capital gain or loss in an amount equal
to the difference between (i) the amount of cash and the fair market value of any property you receive on the sale (not including any amount attributable to
declared and unpaid dividends, which will be taxable as described above under “U.S. Holders – Distributions” on our common stock,” to U.S. holders of
record who have not previously included such dividends in income) and (ii) your adjusted income tax basis in the common stock. Any such capital gain or
loss will constitute long-term capital gain or loss if you have held (or are treated as having held) your common stock for more than one year as of the date of the
sale or exchange.

Under current law, if a U.S. holder is an individual or other non-corporate holder, net long-term capital gain realized by such U.S. holder is subject to a
reduced maximum tax rate of 20%, 15% or 0% depending upon the taxable income level of such U.S. holder. The applicable income threshold and applicable
maximum rates for long-term capital gain are the same as apply to qualified dividend income of an individual holder and are set forth above under
“Distributions of our Common Stock.” The deduction of capital losses is subject to limitations. See “Medicare Tax on Unearned Income” below for the
possible application of an additional Medicare tax on certain “net investment income.” We strongly encourage you to consult your own tax advisors regarding
applicable rates, holding periods and netting rules for capital gains and losses in light of your particular facts and circumstances. Certain limitations exist on
the deduction of capital losses by both corporate and non-corporate taxpayers.

Medicare Tax on Unearned Income
For taxable years beginning after December 31, 2012, a U.S holder that is an individual, an estate, or a trust that does not fall into a special class of trusts
that is exempt from such tax will be subject to a 3.8% Medicare tax on the lesser of (i) the U.S. holder’s “net investment income” for the relevant taxable year
and (ii) the excess of the U.S. holder’s modified adjusted gross income for the taxable year over a certain threshold (which in the case of individuals will be
$250,000 for joint filers or surviving spouses, $125,000 for married taxpayers filing separately, and $200,000 for other individuals). A U.S. holder’s net
investment income will generally include the dividend income and any net gains from the disposition of our common stock, unless such dividend income or
net gains are derived in the ordinary course of the conduct of a trade or business (other than a trade or business
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that consists of certain passive or trading activities). If you are a U.S. holder that is an individual, estate or trust, you are urged to consult your own tax
advisor regarding the applicability of the Medicare tax to your income and gains in respect of your investment in our common stock.

Information Reporting and Backup Withholding
Information reporting will generally apply to non-corporate U.S. holders with respect to payments of dividends on our common stock and to certain
payments of proceeds on the sale or other disposition of our common stock. Certain non-corporate U.S. holders may be subject to U.S. backup withholding
on payments of dividends on our common stock and certain payments of proceeds on the sale or other disposition of our common stock unless the beneficial
owner of our common stock furnishes the payor or its agent with a taxpayer identification number, certified under penalties of perjury, and certain other
information, or otherwise establishes, in the manner prescribed by law, an exemption from backup withholding. The applicable rate for backup withholder is
based on the individual income tax rates and for 2014 will be 28% of applicable proceeds.

U.S. backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules may be allowed as a credit against a U.S.
holder’s U.S. federal income tax liability, which may entitle the U.S. holder to a refund, provided the U.S. holder timely furnishes the required information to
the Internal Revenue Service.

THE FOREGOING DISCUSSION IS ONLY A SUMMARY. IT DOES NOT ADDRESS ALL ASPECTS OR DETAILS OF FEDERAL
TAXATION THAT MIGHT BE RELEVANT OR MATERIAL TO INVESTORS IN CONNECTION WITH AN INVESTMENT IN OUR
COMMON STOCK. THIS TAX DISCUSSION IS INCLUDED FOR GENERAL INFORMATION ONLY AND DOES NOT ADDRESS
SPECIFIC STATE, LOCAL, FOREIGN OR OTHER TAX LAWS. DUE TO THE INDIVIDUAL NATURE OF TAX CONSEQUENCES,
PROSPECTIVE INVESTORS ARE ENCOURAGED TO CONSULT THEIR OWN TAX ADVISORS REGARDING THE PARTICULAR TAX
CONSEQUENCES OF INVESTING IN OUR COMMON STOCK, INCLUDING THE EFFECT AND APPLICABILITY OF FEDERAL,
STATE, LOCAL, FOREIGN AND OTHER TAX LAWS.
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UNDERWRITING
We and the selling shareholders are offering the shares of our common stock described in this prospectus in an underwritten offering in which we, the
selling shareholders and Keefe, Bruyette & Woods, Inc., as representative for the underwriters named below, will enter into an underwriting agreement with
respect to the shares of our common stock being offered hereby. Subject to certain conditions, each underwriter has severally agreed to purchase, and we and
the selling shareholders have severally agreed to sell, the number of shares of our common stock indicated in the following table:
Underwriter

Number of Shares

Keefe, Bruyette & Woods, Inc.
SunTrust Robinson Humphrey, Inc.
Total
The underwriters are offering the shares of our common stock subject to a number of conditions, including receipt and acceptance of the common stock by
the underwriters. The obligations of the underwriters to pay for and accept delivery of the shares offered by this prospectus are subject to the approval of
certain legal matters by their counsel and to certain other conditions, including the listing of our common stock on NASDAQ.

Commission and Discounts
Shares of our common stock sold by the underwriters to the public will be offered at the initial public offering price set forth on the cover of this
prospectus. Any shares of our common stock sold by the underwriters to securities dealers may be sold at a discount of up to $
per share from the initial
public offering price. Any of these securities dealers may resell any shares of our common stock purchased from the underwriters to other brokers or dealers at
a discount of up to $
per share from the initial public offering price. If all of the shares of our common stock are not sold at the initial public offering
price, the representative may change the offering price and the other selling terms. Sales of shares of our common stock made outside of the United States may
be made by affiliates of the underwriters.
The following table shows the initial public offering price, underwriting discount and proceeds before expenses to us and to the selling shareholders. The
information assumes either no exercise or full exercise by the underwriters of their over-allotment option to purchase an additional
shares,
discussed below:

Public offering price
Underwriting discount
Proceeds to us (before expenses)
Proceeds to selling shareholders, before expenses

Per Share

No Exercise

Full Exercise

$

$

$

We and the selling shareholders estimate the expenses of this offering, not including the underwriting discounts, to be $
million and are payable by us.
We have agreed to reimburse the underwriters up to $[
] for certain of their offering expenses, including their FINRA counsel fee. In accordance with
FINRA Rule 5110, these reimbursed fees are deemed underwriting compensation for this offering.

Option to Purchase Additional Shares
We have granted the underwriters an option to buy up to
additional shares of our common stock, at the public offering price less underwriting
discounts, to cover over-allotments. The underwriters may exercise this option, in whole or from time to time in part, solely for the purpose of covering overallotments, if any, made in connection with this offering. The underwriters have 30 days from the date of this prospectus to exercise this option. If the
underwriters exercise this option, each underwriter will be obligated, subject to the conditions in the
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underwriting agreement, to purchase a number of additional shares of our common stock proportionate to such underwriter’s initial amount relative to the total
amount reflected next to their name in the table above.

Lock-Up Agreements
We, our executive officers and directors, certain executive officers and directors of Live Oak Bank, the selling shareholders and certain other persons are
expected to enter into lock-up agreements with the underwriters. Under these agreements, we and each of these persons may not, without the prior written
approval of the representative, subject to limited exceptions:

• offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase any option or contract to sell, grant any option, right or warrant for
the sale of, or otherwise dispose of or transfer any shares of our common stock or any securities convertible into or exchangeable or exercisable for our
common stock, whether now owned or hereafter acquired or with respect to which such person has or hereafter acquires the power of disposition, or
exercise any right with respect to the registration thereof, or file or cause to be filed any registration statement in connection therewith under the Securities
Act; or
• enter into any swap or any other agreement or any transaction that transfers, in whole or in part, directly or indirectly, the economic consequence of
ownership of the shares of our common stock or such other securities, whether any such swap or transaction is to be settled by delivery of shares of our
common stock or such other securities, in cash or otherwise.
These restrictions will be in effect for a period of 180 days after the date of the underwriting agreement. The representative may, in its sole discretion, waive
or release all or some of the securities from these lock-up agreements. However, as to any of our executive officers or directors, the representative has agreed to
notify us at least three business days before the effective date of any release or waiver, and we have agreed to announce the impending release or waiver by
press release through a major news service at least two business days before the effective date of the release or waiver.
Pricing of the Offering

Prior to this offering, there has been no established public market for our common stock. The initial public offering price will be determined by negotiations
among us, the selling shareholders, and the representative of the underwriters. In addition to prevailing market conditions, among the factors to be considered
in determining the initial public offering price of our common stock will be our historical performance, estimates of our business potential and our earnings
prospects, an assessment of our management and the consideration of the above factors in relation to market valuation of companies in related businesses. The
estimated initial public offering price range set forth on the cover page of this preliminary prospectus is subject to change as a result of market conditions and
other factors. An active trading market for the shares of our common stock may not develop. It is also possible that the shares will not trade in the public
market at or above the initial public offering price following the closing of this offering.
Exchange Quotation

We intend to apply to have our common stock approved for listing on the NASDAQ Global Market under the symbol “LOB.”
Indemnification and Contribution
We and the selling shareholders have agreed to indemnify the underwriters and their affiliates, selling agents and controlling persons against certain
liabilities, including certain liabilities under the Securities Act. If we are unable to provide this indemnification, we will contribute to the payments the
underwriters and their affiliates, selling agents and controlling persons may be required to make in respect of those liabilities.
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Price Stabilization, Short Positions and Penalty Bids
To facilitate this offering, the underwriters may engage in transactions that stabilize, maintain or otherwise affect the price of our common stock, including:

• stabilizing transactions;
• short sales; and
• purchases to cover positions created by short sales.
Stabilizing transactions consist of bids or purchases made for the purpose of preventing or retarding a decline in the market price of our common stock
while this offering is in progress. These transactions may also include making short sales of our common stock, which involve the sale by the underwriters of
a greater number of shares of common stock than they are required to purchase in this offering. Short sales may be “covered short sales,” which are short
positions in an amount not greater than the underwriters’ over-allotment option referred to above, or may be “naked short sales,” which are short positions in
excess of that amount.
The underwriters may close out any covered short position either by exercising their over-allotment option, in whole or in part, or by purchasing shares in
the open market. In making this determination, the underwriters will consider, among other things, the price of shares available for purchase in the open
market compared to the price at which they may purchase shares through the over-allotment option. The underwriters must close out any naked short position
by purchasing shares in the open market. A naked short position is more likely to be created if the underwriters are concerned that there may be downward
pressure on the price of the common stock in the open market that could adversely affect investors who purchased in this offering.

As an additional means of facilitating our initial public offering, the underwriters may bid for, and purchase, shares of our common stock in the open
market. The underwriting syndicate also may reclaim selling concessions allowed to an underwriter or a dealer for distributing shares of our common stock in
this offering, if the syndicate repurchases previously distributed shares of our common stock to cover syndicate short positions or to stabilize the price of our
common stock.
As a result of these activities, the price of our common stock may be higher than the price that otherwise might exist in the open market. If these activities
are commenced, they may be discontinued by the underwriters at any time without notice. The underwriters may carry out these transactions on NASDAQ,
in the over-the-counter market or otherwise.

Passive Market Making
In connection with this offering, the underwriters and selling group members may engage in passive market making transactions in our common stock on
NASDAQ in accordance with Rule 103 of Regulation M under the Exchange Act during a period before the commencement of offers or sales of our common
stock and extending through the completion of the distribution of this offering. A passive market maker must display its bid at a price not in excess of the
highest independent bid of that security. However, if all independent bids are lowered below the passive market maker’s bid, the bid must then be lowered
when specified purchase limits are exceeded. Passive market making may cause the price of our common stock to be higher than the price that otherwise would
exist in the open market in the absence of those transactions. The underwriters and dealers are not required to engage in a passive market making and may end
passive market making activities at any time.
Electronic Distribution
A prospectus in electronic format may be made available by e-mail or on the websites or through online services maintained by one or more of the
underwriters or their affiliates. In those cases, prospective investors may view offering terms online and may be allowed to place orders online. The
underwriters may agree with us
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to allocate a specific number of shares for sale to online brokerage account holders. Any such allocation for online distributions will be made by the
underwriters on the same basis as other allocations. Other than the prospectus in electronic format, the information on the underwriters’ websites and any
information contained on any other website maintained by any of the underwriters is not part of this prospectus, has not been approved and/or endorsed by the
underwriters or us and should not be relied upon by investors.

Affiliations
The underwriters and their respective affiliates are full service financial institutions engaged in various activities, which may include securities trading,
commercial and investment banking, financial advisory, investment management, investment advisory, investment research, principal investment, hedging,
financing, loan referrals, valuation and brokerage activities. From time to time, the underwriters and/or their respective affiliates have directly and indirectly
engaged, and may in the future engage, in various financial advisory, investment banking loan referrals and commercial banking services with us and our
affiliates, for which they received or paid, or may receive or pay, customary compensation, fees and expense reimbursement. In the ordinary course of their
various business activities, the underwriters and their respective affiliates may make or hold a broad array of investments and actively trade debt and equity
securities (or related derivative securities) and financial instruments (including bank loans) for their own account and for the accounts of their customers, and
those investment and securities activities may involve securities and/or instruments of ours. The underwriters and their respective affiliates may also make
investment recommendations and/or publish or express independent research views in respect of those securities or instruments and may at any time hold, or
recommend to clients that they acquire, long and/or short positions in those securities and instruments.
Selling Restrictions

European Economic Area
In relation to each Member State of the European Economic Area which has implemented the Prospectus Directive (each, a “Relevant Member State”), each
underwriter has represented and agreed that with effect from and including the date on which the Prospectus Directive is implemented in that Relevant Member
State (the “Relevant Implementation Date”) it has not made and will not make an offer of shares to the public in that Relevant Member State prior to the
publication of a prospectus in relation to the shares of common stock offered hereby which has been approved by the competent authority in that Relevant
Member State or, where appropriate, approved in another Relevant Member State and notified to the competent authority in that Relevant Member State, all in
accordance with the Prospectus Directive, except that it may, with effect from and including the Relevant Implementation Date, make an offer of shares to the
public in that Relevant Member State at any time:

• to legal entities which are authorized or regulated to operate in the financial markets or, if not so authorized or regulated, whose corporate purpose is
solely to invest in securities;
• to any legal entity which has two or more of (1) an average of at least 250 employees during the last financial year, (2) a total balance sheet of more than
€43,000,000 and (3) an annual net turnover of more than €50,000,000, as shown in its last annual or consolidated accounts;
• to fewer than 100 natural or legal persons (other than qualified investors, as defined in the Prospectus Directive) subject to obtaining the prior consent of
Keefe, Bruyette & Woods, Inc. for any such offer; or
• in any other circumstances which do not require the publication by us of a prospectus pursuant to Article 3 of the Prospectus Directive.
For the purposes of this provision, the expression “an offer of shares to the public” in relation to any shares in any Relevant Member State means the
communication in any form and by any means of sufficient information on the terms of the offer and the shares to be offered so as to enable an investor to
decide to purchase or
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subscribe for the shares, as the same may be varied in that Relevant Member State by any measure implementing the Prospectus Directive in that Relevant
Member State, and the expression “Prospectus Directive” means Directive 2003/71/EC and includes any relevant implementing measure in each Relevant
Member State.

United Kingdom
Each underwriter has represented and agreed that:

• it has only communicated or caused to be communicated and will only communicate or cause to be communicated an invitation or inducement to engage
in investment activity (within the meaning of Section 21 of the Financial Services and Markets Act 2000, as amended (the “FSMA”)) received by it in
connection with the issue or sale of the shares of common stock offered hereby in circumstances in which Section 21(1) of the FSMA does not apply to
us; and
• it has complied and will comply with all applicable provisions of the FSMA with respect to anything done by it in relation to the shares of common
stock offered hereby in, from or otherwise involving the United Kingdom.
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WHERE YOU CAN FIND MORE INFORMATION
We have filed with the SEC a registration statement on Form S-1, which includes exhibits, schedules and amendments, under the Securities Act with
respect to this offering of our common stock. Although this prospectus, which forms a part of the registration statement, contains all material information
included in the registration statement, parts of the registration statement have been omitted as permitted by rules and regulations of the SEC. We refer you to the
registration statement and its exhibits for further information about us, our securities, and this offering. The registration statement and its exhibits, as well as
any other documents that we have filed with the SEC, may be inspected and copied at the SEC’s public reference room at 100 F Street, N.E., Washington,
D.C. 20549-1004. The public may obtain information about the operation of the public reference room by calling the SEC at 1-800-SEC-0330. In addition, the
SEC maintains a website at http://www.sec.gov that contains the registration statement and its exhibits, schedules, and amendments.
After we have completed this offering, we will become subject to the information and reporting requirements of the Securities Exchange Act of 1934 and will
file annual, quarterly, and current reports, proxy statements, and other information with the SEC. We intend to make these filings available on our website
once the offering is completed. You may read and copy any reports, statements, or other information on file at the public reference rooms. You can also request
copies of these documents, for a copying fee, by writing to the SEC, or you can review these documents on the SEC’s website, as described above or via our
website at www.liveoakbank.com. In addition, we will provide electronic or paper copies of our filings free of charge upon request.

LEGAL MATTERS
The validity of the shares of common stock offered by this prospectus will be passed upon for us by Wyrick Robbins Yates & Ponton LLP, Raleigh,
North Carolina. Covington & Burling LLP, Washington, DC, is acting as counsel for the underwriters in this offering.

EXPERTS
Our consolidated financial statements have been included in this prospectus and in the registration statement in reliance upon the report of Dixon Hughes
Goodman LLP, independent registered public accounting firm, given upon the authority of said firm as experts in accounting and auditing.

127

Table of Contents

INDEX TO FINANCIAL STATEMENTS
Live Oak Bancshares, Inc.

Table of Contents
Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets
Consolidated Statements of Income
Consolidated Statements of Comprehensive Income
Consolidated Statements of Changes in Shareholders’ Equity
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements

F-1
F-2
F-3
F-4

F-5
F-6
F-7

Table of Contents

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Stockholders and the Board of Directors
Live Oak Bancshares, Inc.
Wilmington, North Carolina

We have audited the accompanying consolidated balance sheets of Live Oak Bancshares, Inc. (the “Company”) as of December 31, 2013, 2012 and 2011,
and the related consolidated statements of income, comprehensive income, changes in shareholders’ equity and cash flows for each of the years in the threeyear period ended December 31, 2013. These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Company’s internal control over financial reporting. Our audit included consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Live Oak Bancshares,
Inc. as of December 31, 2013, 2012 and 2011 and the results of their operations and their cash flows for each of the years in the three-year period ended
December 31, 2013, in conformity with accounting principles generally accepted in the United States of America.
/s/ Dixon Hughes Goodman LLP

Greenville, North Carolina
March 5, 2014
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Live Oak Bancshares, Inc.
Consolidated Balance Sheets
December 31, 2013, 2012 and 2011
December 31,

Proforma

December 31,
2013

2013

2012

(Unaudited)
(Note 1)

Assets
Cash and due from banks

$

31,244

19,446
159,438
141,349
(2,723)
138,626
25,036

Investment securities available-for-sale
Loans held for sale
Loans held for investment
Allowance for loan losses
Net loans
Premises and equipment, net
Foreclosed assets
Servicing assets
Investments in non-consolidated affiliates
Other assets
Total assets

$ 37,244
19,446
159,438
141,349
(2,723)
138,626
25,036

341

341

29,053

$

413,030

29,053
11,467
9,704
$ 430,355

$

13,022
343,598
356,620
5,525
10,600
372,745
3,605

$ 13,022
343,598
356,620
12,325
9,415
378,360
3,605

6,800

—

142

9,704

2011

(In thousands)

$ 44,173
15,416
145,183
92,669
(5,108)
87,561
18,951
232
24,220
—
6,732
$ 342,468

$ 27,536
16,842
111,877
85,721
(4,617)
81,104
5,464
—
18,731
—
4,603
$266,157

$

$

Liabilities and Shareholders’ Equity
Liabilities
Deposits:
Noninterest-bearing
Interest-bearing
Total deposits
Long term borrowings
Other liabilities
Total liabilities

Redeemable equity securities
Shareholders’ equity
Non-cumulative perpetual preferred stock (Series A), 6,800 shares authorized,
issued and outstanding
Common stock, no par value, 2,750,000 shares
Authorized, 2,031,833, 2,027,495 and 1,883,541 shares issued and outstanding,

18,319
11,752
(191)
36,680
—
36,680

respectively
Retained earnings
Accumulated other comprehensive income (loss)
Total shareholders’ equity, attributed to Live Oak Bancshares, Inc.
Noncontrolling interest
Total equity
Total liabilities and shareholders’ equity

$

413,030

See Notes to Consolidated Financial Statements
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18,319
30,262
(191)
48,390
—
48,390
$ 430,355

2,479
284,195
286,674
12,205
10,668
309,547
1,161
—

20,535
11,980
542
33,057
(1,297)
31,760
$ 342,468

5,589
216,574
222,163
8,659
7,752
238,574
—
—
19,696
7,384
503

27,583
—
27,583
$266,157
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Live Oak Bancshares, Inc.
Consolidated Statements of Income
For the years ended December 31, 2013, 2012 and 2011
December 31,
2012
(In thousands, except per share data)

2013

Interest income
Loans and fees on loans

$

Investment securities, taxable
Other interest earning assets
Total interest income

14,481
391

$

11,178
467

2011

$

8,262
415
67
8,744

430

80

15,302

11,725

3,947
574
4,521
10,781
(858)
11,639

2,975
653
3,628
8,097
2,110
5,987

7,926
38,225
12,212
(2,756)
11
849
56,467

8,346
33,535
—
—
—
599

9,512
22,612
—
—
—

42,480

32,127

20,766
4,458
2,237
2,316
1,678
1,749
1,042
5,918
40,164
27,942

17,968
3,115
2,580
2,181
679
1,420

Interest expense
Deposits
Borrowings
Total interest expense
Net interest income

Provision for (recovery of) loan losses
Net interest income after provision for loan losses

2,507
230

2,737
6,007
2,855
3,152

Noninterest income
Loan servicing revenue and revaluation
Net gains on sales of loans
Gain on deconsolidation of subsidiary
Equity in income (loss) of non-consolidated affiliates
Gain on sale of sale of securities available for sale
Other noninterest income
Total noninterest income

3

Noninterest expense
Salaries and employee benefits
Travel expense
Professional services expense
Advertising and marketing expense
Occupancy expense
Data processing expense
Equipment expense
Other expense
Total noninterest expense
Net income
Net loss attributable to noncontrolling interest
Net income attributable to Live Oak Bancshares, Inc.

$
$
$

4,988
33,669
14,798
1,297
16,095
8.27
7.99

$
$
$

10,633
2,558
1,206
2,279
638
284
201
3,168
20,967
14,312
—
14,312
8.15
6.97

$
$
$
$

6,196
9,899
5.08
4.92

$
$
$
$

5,510
8,802
5.01
4.29

738

120

$
$
$

Basic earnings per share
Diluted earnings per share
Pro Forma: (unaudited):

$
$
$
$

Income tax expense

Net income

Basic earnings per share
Diluted earnings per share

28,062
13.79
13.73

10,804

17,258
8.48
8.44

See Notes to Consolidated Financial Statements
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Live Oak Bancshares, Inc.
Consolidated Statements of Comprehensive Income
For the years ended December 31, 2013, 2012 and 2011
2013

December 31,
2012

2011

(In thousands)

Net income
Other comprehensive income (loss):
Net unrealized loss on investment securities arising during the period
Reclassification adjustment for gain on sale of securities available for sale included in noninterest income
Total
Total comprehensive income

See Notes to Consolidated Financial Statements
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$27,942

$14,798

$ 14,312

(722)
(11)
(733)
$27,209

39
—
39
$ 14,837

196
—
196
$14,508

Table of Contents

Live Oak Bancshares, Inc.
Consolidated Statements of Changes in Shareholders’ Equity
For the years ended December 31, 2013, 2012 and 2011
Accumulated

Common stock

Shares
Class B

Amount

1,417,527
—
—
51,020
236,868
6,943
—
—
—
1,712,358
—
—
23,818
94,550
12,530
—
—

$ 14,153
—
—
892
4,200

Class A

Balance at December 31, 2010
Net income
Other comprehensive income
Sales of common stock
Conversion of convertible debt to common stock
Employee stock purchase program
Stock option based compensation expense
Restricted stock expense
Dividends (distributions to shareholders)

Balance at December 31, 2011
Net income (loss)
Other comprehensive income
Sales of common stock
Stock option exercise
Employee stock purchase program
Reclass to redeemable equity securities
Stock option based compensation expense
Restricted stock expense
Dividends (distributions to shareholders)
Balance at December 31, 2012
Net income (loss)
Other comprehensive loss
Repurchase of common stock
Stock option exercise
Issuance of common stock on acquisition
Employee stock purchase program
Reclass to redeemable equity securities
Reclassification of all stock to single class
Deconsolidation of subsidiary
Stock option based compensation expense
Restricted stock expense
Dividends (distributions to shareholders)
Balance at December 31, 2013

141,733

—
—
5,101
23,674
675
—
—
—
171,183
—
—
2,379
9,450
1,227
—
—
—
—
184,239
—
—
(1,348)
456
454
810
—
1,847,222
—
—
—
—
2,031,833

—
1,843,256
—
—
(13,486)
4,544
4,546
8,362
—
(1,847,222 )
—
—
—
—

Retained
earnings
(In thousands)

107
94

250
—
19,696
—
—
588
792

289
(1,161)
81
250
—
20,535
—
—
(444)
100

150
234
(2,444)

—
—
38
150
—
$ 18,319

See Notes to Consolidated Financial Statements
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$ 2,702
14,312
—
—
—
—
—
—
(9,630)
7,384
16,095
—
—
—
—
—
—
—
(11,499)
11,980
28,062
—
—
—
—
—
—
—
—
—
—
(9,780)
$ 30,262

other
comprehensive
income

Noncontrolling
interest

$

$

307

—

—
196

—
—
—
—
—
—
503
—
39

—
—
—
—
—
—
—
542
—
(733)

—
—
—
—
—
—
—
—
—
—
$

(191)

—
—
—
—
—
—
—
—
(1,297)
—
—
—
—
—
—
—
—
(1,297)
(120)

—
—
—
—
—
—
1,417
—
—
—
$
—

Total
equity

$ 17,162
14,312
196

892
4,200
107
94

250
(9,630)

27,583
14,798
39

588
792

289
(1,161)
81
250
(11,499)
31,760
27,942
(733)
(444)
100

150
234
(2,444)

—
1,417
38
150
(9,780)
$ 48,390
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Live Oak Bancshares, Inc.
Consolidated Statements of Cash Flows
For the years ended December 31, 2013, 2012 and 2011
December 31,
2012

2013

2011

(In thousands)

Cash flows from operating activities
$ 27,942

Net income

Adjustments to reconcile net income to net cash provided (used) by operations:
Depreciation and amortization
Provision for (recovery of) loan losses
Amortization of premium on securities, net of accretion
Amortization (accretion) of discount on unguaranteed loans
Originations of loans held for sale
Proceeds from sales of loans held for sale
Net gains (loss) on sale of foreclosed assets
Net increase in servicing assets
Net gains on sale of loans held for sale
Gain on sale of securities available-for-sale
Net loss on sale of premises and equipment
Stock option based compensation expense
Restricted stock expense
Gain on deconsolidation of subsidiary
Equity in loss of non-consolidated affiliates
Non-cash basis recovery in deconsolidation of subsidiary
Changes in assets and liabilities:
Accounts receivable and other assets
Accrued expenses and other liabilities
Net cash provided (used) by operating activities
Cash flows from investing activities
Purchases of securities available-for-sale
Proceeds from maturities, calls, and principal paydown of securities available-for-sale
Proceeds from sale of foreclosed assets
Capital investments in non-consolidated affiliates
Net increase in loans held for investment
Proceeds from sale of premises and equipment
Purchases of premises and equipment
Net cash used in investing activities
Cash flows from financing activities
Net increase in deposits

$ 14,798

1,459
(858)

673
(136)

(315,372)
339,342
(37)
(4,833)
(38,225)
(11)

(276,447)
276,676
1

(5,489)
(33,535)
—

152

31

38

81

150

250

250

—
—
—

—
—
—

(12,212)
2,756
3,976

(2,077)
711

4,431
(11,858)
6,986
622
(4,570)
(52,743)

F-6

—
(29,314)
—
(5,201)
(44,369)

(10,960)

—
(14,191)

(22,775)

54,199
8,659
—
—
892
—

$

4,525

$

3,630

$

2,735

$

(733)
—
1,273
432
147

$

39
—
2,529
1,286
—
—
—
2,027

$

196
4,200
867

—
—

See Notes to Consolidated Financial Statements

702

(7,005)
56,852
1,559
25,977
$ 27,536

150

Dividends declared but not paid

(13,398)
2,842

—
(444)
234
(11,807)
57,899
(6,929)
44,173
$ 37,244

100

Unrealized holding gains on available-for-sale securities
Conversion of convertible subordinated debt into common stock
Transfers from loans to foreclosed real estate and other repossessions
Transfers from foreclosed real estate to SBA receivable
Loans to facilitate the sale of foreclosed assets
Issuance of common stock on acquisition
Transfers of loans accounted for as secured borrowings

(1,773)
3,139

64,511
3,623
(77)
792
588
—
289
(12,310)
57,416
16,637
27,536
$ 44,173

(130)

Supplemental disclosure of cash flow information
Interest paid
Supplemental disclosures of noncash operating, investing, and financing activities

3,203
3,322
(10,924)

—

30

69,946
—

(843)
3,727
(18,004)

1,010

(7,726)
(69,259)

Shareholder dividend distributions
Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning
Cash and cash equivalents, ending

331

99

120

14,312

2,855
43
465
(248,039)
238,442
(112)
(3,481)
(22,612)
—
3
94

2,110

1,410

Proceeds from long term borrowings
Repayment of long term borrowings
Stock option exercise
Sale of common stock
Repurchase of common stock
Employee stock purchase program

$

107

600

—
—
(54,205)
2,838
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Live Oak Bancshares, Inc.
Notes to Consolidated Financial Statements
Note 1. Organization and Summary of Significant Accounting Policies

Organization
Live Oak Banking Company (the “Bank”) was organized and incorporated under the laws of the State of North Carolina and commenced operations on
May 12, 2008. In the first quarter of 2009, Live Oak Bancshares (the “Company”) was formed to acquire all the outstanding shares of Live Oak Bank. The
Bank is headquartered in the city of Wilmington, North Carolina and has a sales office in Atlanta, Georgia. The Bank specializes in providing lending
services to small businesses nationwide in targeted industries. The Bank identifies and grows within credit-worthy industries through expertise within those
industries. A significant portion of the loans originated by the Bank are guaranteed by the Small Business Administration (“SBA”) under the 7(a) program.
The guaranteed portion of the loan is available for sale in the secondary market. The Bank routinely engages in the sale of participating interests of the
unguaranteed portion. As a state chartered bank, the Bank is subject to regulation by the State of North Carolina Banking Commission and the Federal
Deposit Insurance Corporation.

In 2010, the Bank formed Live Oak Number One, Inc. to hold properties foreclosed on by the Bank. Live Oak Number One is a wholly-owned subsidiary.
During 2011, the Company formed Independence Aviation, LLC, a wholly-owned subsidiary, for the purpose of purchasing an aircraft to be used for
business purposes by the Company.
In January 2012, the Company formed nCino, LLC (“nCino”) to further develop and sell cloud-based banking software that was built off of the Force.com
platform and transformed into a bank operating system used to streamline the lending process of financial institutions. In 2012 nCino was a majority-owned
subsidiary of the Company. In 2013 the Company’s ownership changed such that nCino became a minority-owned subsidiary of the Company. In December
2013 the legal structure of nCino converted from an LLC to a corporation. At year-end 2013, the Company owned 45.94% of nCino.
In September 2013, the Company acquired Government Loan Solutions (“GLS”) as a wholly-owned subsidiary. GLS is a management and technology
consulting firm that advises, and offers solutions and services to participants in the government guaranteed lending sector. GLS, which was founded in 2006,
primarily provides services in connection with the settlement, accounting, and securitization processes for government guaranteed loans, including loans
originated under the SBA 7(a) loan programs and USDA loans. The Company accounted for the transaction as a business combination under the acquisition
method of accounting, and as such the assets acquired and liabilities assumed in the transaction were recorded at their respective fair values as of the
acquisition date. The purchase price was $150 thousand comprised of common stock of the Company. The allocation of the purchase price resulted in
tangible assets of $35 thousand, a book of business and business model valued at $155 thousand, goodwill of $272 thousand and liabilities of $314
thousand.
In December 2013, the Company jointly formed 504 Fund Advisors, LLC (“504 Fund”) with Pennant Management, Inc. (“Pennant Management”). 504
Fund is a 50% owned investment established for the purpose of underwriting and managing SBA 504 loans held by The Pennant 504 Fund (“Pennant
504”). The portfolio managers of Pennant 504 are employees of GLS and an outside owner/manager of the 504 Fund. The Company’s wholly owned
subsidiaries, Live Oak Bank and GLS, provide various advisory and human resource services to Pennant 504, for which both are reimbursed. The services
provided to Pennant 504 do not result in either the Bank or GLS having the ability to directly influence management operations or decisions that directly
impact the financial standing of the Company or its subsidiaries. Pennant Management serves as 504 Fund’s investment advisor and has voting authority
with respect to 100% of the value of its outstanding interests. Accordingly, the
F-7
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Live Oak Bancshares, Inc.
Notes to Consolidated Financial Statements
Note 1. Organization and Summary of Significant Accounting Policies (Continued)

Company’s investment in the 504 Fund is accounted for under the equity method. The Company’s 2013 investment in the 504 Fund was $250 thousand.
See Note 3 for further disclosures related to investments in non-consolidated affiliates.

Basis of Presentation
All information in the Notes to Consolidated Financial Statements has been presented in thousands, except percentage, time period, stock option, share and
per share data. The accounting and reporting policies of the Company and the Bank follow generally accepted accounting principles and general practices
within the financial services industry. The following is a description of the significant accounting and reporting policies the Company follows in preparing
and presenting its consolidated financial statements.

Consolidation Policy
The consolidated financial statements include the financial statements of the Company and wholly-owned subsidiaries of Live Oak Banking Company,
Live Oak Number One, Independence Aviation and GLS. All significant intercompany balances and transactions have been eliminated in consolidation. In
addition, the Company evaluates its relationships with other entities to identify whether they are variable interest entities and to assess whether it is the primary
beneficiary of such entities. If the determination is made that the Company is the primary beneficiary, then that entity is included in the consolidated financial
statements. If an entity is not a variable interest entity, the Company also evaluates arrangements in which there is a general partner or managing member to
determine whether consolidation is appropriate.
Investments in unconsolidated subsidiaries representing ownership of at least 20% but less than or equal to 50%, are accounted for under the equity
method. For these investments, the Company records its investment in non-consolidated affiliates and the portion of income or loss in equity in income of nonconsolidated affiliates. The Company periodically evaluates these investments for impairment.

On January 28, 2013, the Company’s ownership in nCino declined by 21.54%, from 64.36% to 42.82%. This decrease in ownership and related influence
occurred as a result of nCino selling additional equity to outside investors for $7.5 million. As a result, the Company deconsolidated nCino, accounting for its
remaining 42.82% investment using the equity method. The gain on the deconsolidation of nCino holdings was $12.2 million, which arose from the
combination of a gain of $9.7 million related to the remeasurement of the retained investment in nCino at fair value and $2.5 million related to the recovery of
negative net assets in the investee at the date of transfer. The fair value of the investment is a Level 3 measurement (see Note 9) based upon the consideration
paid by outside investors for a 33.5% ownership interest in nCino. The Company’s investment in nCino is accounted for as an equity method investment.
The Company’s carrying value of its investment in nCino was $11.3 million as of December 31, 2013.
The Company will continue to be one of nCino’s customers; however, the power to direct the joint venture’s most significant activities is now controlled by
outside investors.

Business Segments
Operating segments are components of an enterprise about which separate financial information is available that is evaluated regularly by the chief operating
decision maker in deciding how to allocate resources and in
F-8
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Live Oak Bancshares, Inc.
Notes to Consolidated Financial Statements
Note 1. Organization and Summary of Significant Accounting Policies (Continued)
assessing performance. Management has determined that the Company has one significant operating segment, which is providing lending services to small
businesses nationwide in specific industries. In determining the appropriateness of segment definition, the Company considers the materiality of a potential
segment, the components of the business about which financial information is available and regularly evaluates relative to resource allocation and performance
assessment.

Use of Estimates
In preparing financial statements in conformity with accounting principles generally accepted in the United States of America (“GAAP”), 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 reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates. Material estimates that are particularly susceptible to
significant change in the near term relate to the determination of the allowance for loan losses and, valuations of servicing assets.

Cash and Cash Equivalents
For the purpose of presentation in the statement of cash flows, cash and cash equivalents are defined as those amounts included in the balance sheet caption
“cash and due from banks”.

To comply with banking regulations, the Company is required to maintain certain average cash reserve balances. The daily average cash reserve
requirement was approximately $11.9 million, $9.9 million and $7.2 million for the years ended December 31, 2013, 2012 and 2011, respectively.

Securities
Certain debt securities that management has the positive intent and ability to hold to maturity are classified as “held-to-maturity” and recorded at amortized
cost. Trading securities are recorded at fair value with changes in fair value included in earnings. Securities not classified as held-to-maturity or trading, are
classified as “available-for-sale” and recorded at fair value. Unrealized gains and losses are excluded from earnings and reported in other comprehensive
income. The Company’s entire portfolio for the periods presented is available-for-sale.
Purchase premiums and discounts are recognized in interest income using the interest method over the terms of the securities. At each reporting date, the
Company evaluates each investment security in a loss position for other than temporary impairment (“OTTI”). The Company evaluates declines in market
value below cost for debt securities by assessing the likelihood of selling the security prior to recovering its cost basis. If the Company intends to sell the debt
security or it is more-likely-than-not that the Company will be required to sell the debt security prior to recovering its cost basis, the Company will write down
the security to fair value with the full charge recorded in earnings. If the Company does not intend to sell the debt security and it is not more-likely-than-not
that the Company will be required to sell the debt security prior to recovery, the security will not be considered other-than-temporarily impaired unless there are
credit losses associated with the security. In that case: (1) where credit losses exist, the portion of the impairment related to those credit losses should be
recognized in earnings; (2) any remaining difference between the fair value and the cost basis should be recognized as part of other comprehensive income. For
equity securities, any other-than-temporary impairment is recognized with the full charge recorded in earnings. To determine whether an impairment of equity
securities is OTTI, the Company considers whether it has the ability and intent to hold the investment until there is a market price recovery and considers
whether evidence indicating the cost of the investment is recoverable outweighs evidence to the contrary.
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Live Oak Bancshares, Inc.
Notes to Consolidated Financial Statements
Note 1. Organization and Summary of Significant Accounting Policies (Continued)
In determining whether OTTI exists, management considers many factors, including (1) the length of time and the extent to which the fair value has been
less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability of the Company to retain its investment in the
issuer for a period of time sufficient to allow for any anticipated recovery in fair value. Gains and losses on the sales of securities are recorded on the trade date
and are determined using the specific identification method.

Loans Held For Sale
Management designates loans as held for sale based on its intent to sell guaranteed portions in the SBA Secondary Market and unguaranteed portions to
participant banks and credit unions. Salability requirements of the guaranteed portion include, but are not limited to, full disbursement of the loan
commitment amount. Loans originated and intended for sale are carried at the lower of cost or estimated fair value. The cost basis of loans held for sale
includes the deferral of loan origination fees and costs. Deferred fees and costs are accreted and amortized for loans classified held for sale until the sale occurs.
At loan settlement, the pro-rata portion, based on the percent of the total loan sold, of the remaining deferred fees and costs are recognized as an adjustment to
the gain on sale.

As part of our management of the loans held in our portfolio, we will occasionally transfer loans from held for investment to held for sale. Upon transfer,
any associated allowance for loan and lease loss is charged off and the carrying value of the loans is adjusted to the estimated fair value. The loans are
subsequently accounted for at the lower of cost or fair value, with valuation changes recorded in other non-interest income. Gains or losses on the sale of these
loans are also recorded in non-interest income. In certain circumstances, loans designated as held for sale may later be transferred back to the loan portfolio
based upon our intent and ability to hold the loans for the foreseeable future. We transfer these loans to loans held for investment at the lower of cost or fair
value.

In accordance with SBA regulation, the Bank is required to retain 10% of the principal balance of any SBA 7(a) loan comprised of unguaranteed dollars.
With written consent from the SBA, the Bank may sell down to a 5% exposure comprised of unguaranteed dollars. During 2012, the SBA approved the
Bank to sell to the 5% retention level participating interests of the unguaranteed portion of loans originated on or before June 30, 2012 that have been fully
funded for a period of eighteen months. This approval expired on December 31, 2013. Loans held for sale generally consists of guaranteed dollars and the
unguaranteed portion up to the SBA retention minimums discussed above. The gain on sale recognized in income is the sum of the premium on the guaranteed
loan, the fair value of the servicing assets recognized, less the discount recorded on the unguaranteed portion of the loan retained.
Generally, all guaranteed portions and unguaranteed portions that meet the required retention balances prescribed by the Small Business Administration and
meet salability requirements were classified as held for sale. A negative change in the credit quality of a loan results in the loan classification changing from
held for sale to held for investment.
The following summarizes the activity pertaining to loans held for sale for the year-ended December 31, 2013, 2012 and 2011:

Balance at beginning of year
Originations
Proceeds from sales
Gain on sale of loans
Balance at end of period

2013

2012

2011

$ 145,183
315,372

$ 111,877
276,447
(276,676)
33,535
$ 145,183

$ 79,668
248,039

(339,342)

38,225
$159,438
F-10

(238,442)

22,612
$111,877
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Live Oak Bancshares, Inc.
Notes to Consolidated Financial Statements
Note 1. Organization and Summary of Significant Accounting Policies (Continued)

Loans Held for Investment
Loans receivable that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off are reported at their outstanding
principal amount adjusted for any charge-offs, the allowance for loan losses, and any deferred fees or costs on originated loans and unamortized premium or
discount on purchased loans. Loan origination fees, net of certain direct origination costs, are deferred and recognized as an adjustment of the related loan yield
using the interest method. For sold loans, loan origination fees, net of certain direct origination costs, are recognized as a gain on sale of loans once the loan has
sold. Discounts and premiums on any purchased loans are amortized to income using the interest method over the remaining period to contractual maturity,
adjusted for anticipated prepayments. Loans designated as held for investment, include the required retention amount defined by the SBA comprised of
unguaranteed dollars and loans designated as troubled debt restructurings, nonaccrual, greater than thirty days past due, and risk grade at a 5 or worse as
defined by internal risk rating metrics.

Interest income on loans is recognized as earned on a daily accrual basis. The accrual of interest on loans is discontinued when principal or interest is past
due 90 days or the loan is determined to be impaired.

Allowance for Loan Losses
The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan losses charged to earnings. Loan losses are
charged against the allowance when management believes the un-collectability of a loan balance is confirmed. Subsequent recoveries, if any, are credited to the
allowance.
The allowance for loan loss is evaluated on a regular basis by management and is based upon management’s periodic review of the collectability of the
loans in light of historical experience, the nature and volume of the loan portfolio, adverse situations that may affect the borrower’s ability to repay, estimated
value of any underlying collateral and prevailing economic conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to
significant revision as more information becomes available.

A loan is considered impaired when, based on current information and events, it is probable that the Company will be unable to collect the scheduled
payments of principal or interest when due according to the contractual terms of the loan agreement. Factors considered by management in determining
impairment include payment status and other circumstances impacting the probability of collecting scheduled principal and interest payments when due.
Management determines the significance of payment delays and payment shortfalls on a case-by-case basis, taking into consideration all of the
circumstances surrounding the loan and the borrower, including the length of the delay, the reasons for the delay, the borrower’s prior payment record, and the
amount of the shortfall in relation to the principal and interest owed. Impairment is measured on a loan-by-loan basis for commercial and construction loans
by either the present value of expected future cash flows discounted at the loan’s effective interest rate, the loan’s obtainable market price, or the fair value of
the collateral if the loan is collateral dependent. Loans classified as troubled debt restructured (“TDR”) loans are considered impaired. Loans that experience
insignificant payment delays and payment shortfalls generally are not classified as impaired.

A TDR is a restructuring of a loan in which a concession is granted to a borrower experiencing financial difficulty. A loan is accounted for as a TDR if the
Company, for reasons related to the borrower’s financial
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difficulties, grants a concession to the borrower that it would not otherwise grant. A TDR typically involves a modification of terms such as a reduction of the
interest rate below the current market rate for a loan with similar risk characteristics or the waiving of certain financial loan covenants without corresponding
offsetting compensation or additional support. The Company measures the impairment loss of a TDR using the methodology for individually impaired loans.

Interest is accrued and credited to income based on the principal amount outstanding. The accrual of interest on impaired loans is discontinued when, in
management’s opinion, the borrower may be unable to meet payments as they become due or when the loan becomes ninety days past due. When interest
accrual is discontinued, all unpaid accrued interest for the current year is reversed. Interest income is subsequently recognized on the cash-basis or costrecovery method, as appropriate. When facts and circumstances indicate the borrower has regained the ability to meet the required payments, the loan is
returned to accrual status. Past due status of loans is determined based on contractual terms. Cash payments of interest on nonaccrual loans will be applied to
the principal balance of the loan. Interest accruals are resumed on nonaccrual loans only when the loan is brought current with respect to interest and principal
and when, in the judgment of management, the loans are estimated to be fully collectible as to all principal and interest. Management’s judgment is based on an
assessment of the borrower’s financial condition and a recent history of payment performance.
Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Company does not separately identify
individual consumer and residential loans for impairment disclosures, unless such loans were the subject of a restructuring agreement.

Foreclosed Assets
Real estate properties acquired through, or in lieu of, loan foreclosure are to be sold and are initially recorded at fair value less anticipated cost to sell at the
date of foreclosure, establishing a new cost basis. Any write down at the time of transfer to foreclosed assets is charged to the allowance for loan losses.
Subsequent write downs are charged to other expense. After foreclosure, valuations are periodically performed by management, and the real estate is carried at
the lower of carrying amount or fair value, less cost to sell. Costs relating to improvement of the property are capitalized while holding costs of the property are
charged to expense in the period incurred.

Premises and Equipment
Premises, furniture and equipment, land improvements and leasehold improvements are carried at cost, less accumulated depreciation. Land is carried at
cost. Additions and major replacements or improvements which extend useful lives of property or equipment are capitalized. Maintenance, repairs, and minor
improvements are expensed as incurred. Upon retirement or other disposition of the assets, the cost and related depreciation are removed and any resulting gain
or loss is reflected in income. Depreciation is computed by the straight-line method over the following estimated useful lives:
Years

Building
Transportation
Land Improvements
Furniture and equipment
Computers and software
Leasehold improvements

39
4-20

7-15
3-7
3-7
1-3
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Servicing Assets
All sales of the guaranteed portion of loans are executed on a servicing retained basis. The standard SBA loan sale agreement is structured to provide the
Company with a “servicing spread” paid from a portion of the interest cash flow of the loan. SBA regulations require the Bank to retain a portion of the cash
flow from the interest payments received for a sold loan. This retention requirement is at least 100 basis points in servicing spread with the sale of a guaranteed
loan. The portion of the servicing spread that exceeds adequate compensation for the servicing function is recognized as a servicing asset. Industry practice
recognizes adequate compensation for servicing SBA loans as 40 basis points. The fair value of the servicing asset is measured at the discounted present value
of the excess servicing spread over the expected life of the related loan using appropriate discount rates and assumptions based on industry statistics for
prepayment speeds.

Servicing assets are recognized as separate assets when rights are acquired through purchase or through sale of financial assets and are carried at fair value.
Generally, purchased servicing rights are capitalized at the cost to acquire the rights. For sales of loans, a portion of the cost of originating the loan is allocated
to the servicing right based on fair value. Fair value is based on market prices for comparable servicing contracts, when available, or alternatively, is based on
a valuation model that calculates the present value of estimated future net servicing income. The valuation model incorporates assumptions that market
participants would use in estimating future net servicing income, such as adequate compensation for servicing, the discount rate, the custodial earnings rate,
an inflation rate, ancillary income, prepayment speeds and default rates and losses. Capitalized servicing rights are carried at fair value as of the reporting
date. Changes to fair value are reported in net gains on sales of loans.
Servicing fee income is recorded for fees earned for servicing loans. The fees are based on a contractual percentage of the outstanding principal or a fixed
amount per loan and are recorded as income when earned.

The Company’s investment in a loan is allocated between the retained portion of the loan, the servicing asset, and the sold portion of the loan on the date the
loan is sold.

When only a portion of a loan is sold, GAAP requires the Company to reallocate the carrying basis between the portion of the loan sold and the portion of
the loan retained based on the relative fair value of the respective portions as of the date of sale. The maximum gain on sale that can be recognized is the
difference between the fair value of the guaranteed portion sold and the reallocated basis of the portion of the loan sold. The Company measures the fair value
of the guaranteed portion of the loan by the cash premium at which the sale was consummated. The limitation on the maximum gain allowed to be recognized
results in a discount recorded on the unguaranteed dollars retained. The carrying value of the retained portion of the loan is discounted based in part on the
estimates derived from the Company’s comparable nonguaranteed loan sales.

Common Stock
On November 26, 2013, The Company amended its Articles of Incorporation to combine its Class A Voting Common Stock and its Class B Non-Voting
Common Stock into a single class of Voting Common Stock with no par value. The combination of the two classes of stock had no effect on the total number
of shares outstanding or total equity. Previously the Company had Class A and Class B Common Stock with no par value issued at a 1:10 ratio. The rights,
preferences and privileges of Class A and Class B Common Stock were identical in all respects, except that Class A Common Stock entitled the holder to one
vote per share, whereas Class B Common Stock was non-voting, except to the extent otherwise required by law.
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Advertising Expense
Due to the Company’s presence at annual trade shows and the significant discounts received for prepaid print advertising, the Company has a high volume
of prepaid marketing expenses, totaling $396 thousand, $605 thousand and none at December 31, 2013, 2012 and 2011, respectively. Marketing costs are
recognized in the month the event or advertisement takes place. These costs are included in marketing and advertising expense as presented in the statement of
operations.

Income Taxes
The Company has elected to be taxed under sections of federal income tax law which provide that, in lieu of corporation income taxes, the shareholders
separately account for their pro rata shares of the Company’s items of income, deductions, losses and credits. Because the Company’s shareholders are
obligated to pay federal income tax on the earnings of the Company, the Company has declared cash dividends sufficient to fund shareholders’ tax payments
as they come due.

The Company has determined that it does not have any material unrecognized tax benefits or obligations as of December 31, 2013. Fiscal years ending on or
after December 31, 2010 remain subject to examination by federal and state tax authorities.

Comprehensive Income
Annual comprehensive income reflects the change in the Company’s equity during the year arising from transactions and events other than investment by
and distributions to shareholders. The only components of other comprehensive income consist of realized and unrealized gains and losses related to
investment securities. Due the Company being a pass through entity, adjustments to comprehensive income are not tax effected.

Stock Compensation Plans
The Company recognizes compensation cost relating to share-based payment transactions in the financial statements in accordance with GAAP. The cost is
measured based on the fair value of the equity or liability instruments issued. The expense measures the cost of employee services received in exchange for
stock options and restricted stock based on the grant-date fair value of the award, and recognizes the cost over the vesting period as indicated in the option
agreement.

Fair Value of Financial Instruments
GAAP defines fair value as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date. The Company determines the
fair values of its financial instruments based on the fair value hierarchy established per GAAP which requires an entity to maximize the use of observable
inputs and minimize the use of unobservable inputs when measuring fair value. Investment securities available-for-sale and servicing assets are recorded at
fair value on a recurring basis. Loans held for sale, certain impaired loans and foreclosed assets are carried at fair value on a non-recurring basis.
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nCino Revenue Recognition
After formation in 2012, the investment in nCino was consolidated until deconsolidation occurred in January 2013. Accordingly, the following disclosure
applies to the year ended December 31, 2012. nCino enters into arrangements to deliver multiple products or services (multiple-elements). nCino applies
software revenue recognition rules and allocates the total revenues among elements based on vendor-specific objective evidence (“VSOE”) of fair value of each
element.

Revenues are derived from three sources:
(i)

Seat License fees, related to term (or time-based) software license revenue;

(ii)

Customer Support and Maintenance fees, related to email and phone support, bug fixes and unspecified software updates and upgrades released
when, and if available during the maintenance term; and

(iii)

Professional Services fees, related to professional services related to implementation of the Company’s software, reimbursable travel and training.

Revenues are recognized when all of the following criteria are met:

• Persuasive evidence of an arrangement exists. Evidence of an arrangement consists of a written contract signed by both the customer and management
prior to the end of the period.
• Delivery or performance has occurred . nCino’s software is delivered to the customer. Delivery is considered to have occurred when all of a customer’s
users (number as defined in the MSA contract) have been granted access by the Company to the system and are using it to process Loans.
• Fees are fixed or determinable. Arrangements where a significant portion of the fee is due beyond 90 days from delivery are not considered to be fixed
or determinable. Revenues from such arrangements is recognized as payments become due, assuming all other revenue recognition criteria have been met.
Fees from seat licenses are generally due in monthly installments or, in certain cases, in advance via annual installments over the term of the agreement
beginning on the effective date of the license. Accordingly, fees from seat licenses are not considered to be fixed or determinable until they become due.
• Collectability is probable. Collectability is assessed on a customer-by-customer basis, based primarily on creditworthiness as determined by credit
checks and analysis, as well as customer payment history. Payment terms generally range from 30 to 90 days from invoice date. If it is determined prior
to revenue recognition that collection of an arrangement fee is not probable, revenues are deferred until collection becomes probable or cash is collected,
assuming all other revenue recognition criteria are satisfied.
Professional services related to the implementation of nCino’s software products are generally performed on a fixed fee basis. Professional services revenue
is recognized as the terms of the professional services contracts are completed and culminated with acceptance by the customer.

nCino Unearned Revenue
Unearned revenue represents revenues collected from sales of the nCino’s professional service fees, seat licenses, and customer support and annual
maintenance services fees that have not been earned as of the balance sheet date. The unearned revenue balance does not represent the total contract value of all
noncancelable license agreements in effect. See above nCino Revenue Recognition narrative regarding periods to which this policy applies.
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Earnings per share
Basic and diluted earnings per share are computed based on the weighted average number of shares outstanding during each period. Diluted earnings per
share reflects the potential dilution that could occur if convertible debt, stock options or restricted stock grants were exercised, resulting in the issuance of
common stock that then shared in the net income of the Company.

2013

Basic earnings per share:
Net income available to common shareholders
Weighted-average basic shares outstanding
Basic earnings per share
Diluted earnings per share:

Total weighted-average basic shares outstanding
Add effect of dilutive stock options and restricted grants
Add effect of dilutive convertible subordinated debenture(1)
Total weighted-average diluted shares outstanding
Diluted earnings per share

Anti-dilutive participating securities
(1)

2011

$

28,062
2,034,766
$
13.79

$

16,095
1,946,730
$
8.27

$

$

$

$

28,062
—
$ 28,062
$2,034,766
9,147
—
2,043,913
$
13.73
—

Net Income available to common shareholders
Interest applicable to subordinated debt(1)
Net income available to common shareholders, for diluted EPS

December 31,
2012

16,095
—
$ 16,095
$1,946,730
67,106
—
2,013,836
$
7.99
—

14,312
1,756,751
$
8.15
14,312
146
$
14,458
$1,756,751
55,926
260,542
2,073,219
$
6.97
27,500

Interest through May 2011 on 8.5% convertible subordinated capital debentures is added to net income, since this interest would not be paid if the
debentures were converted to common stock. Shares are assumed to have been converted since the beginning of the period.

Reclassification
Certain reclassifications have been made to the prior period’s financial statements to place them on a comparable basis with the current year. Net income
and shareholders’ equity previously reported were not affected by these reclassifications.

Recent Accounting Pronouncements
The following is a summary of recent authoritative pronouncements that could impact the accounting, reporting, and/or disclosure of financial information
by the Company.

ASU-Accounting Standards Update (2012-02), Intangibles — Goodwill and Other (Topic 350): Testing Indefinite-Lived Intangible Assets for
Impairment. The amendments in this Update will allow an entity to first assess qualitative factors to determine whether it is necessary to perform a
quantitative impairment test. Under these amendments, an entity would not be required to calculate the fair value of an indefinite-lived intangible assets unless
the entity determines, based on qualitative assessment, that it is not more likely than not, the
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indefinite-lived intangible asset is impaired. The amendments include a number of events and circumstances for an entity to consider in conducting the
qualitative assessment. The amendments are effective for annual and interim impairment tests performed for fiscal year beginning after September 15, 2012.
The adoption of this ASU did not have a significant impact to the Company’s financial statements.

ASU — Accounting Standards Update (2013-02), Comprehensive Income (Topic 220): Reporting of Amounts Reclassified Out of Accumulated Other
Comprehensive Income. The amendments in this Update do not change the current reporting requirements for net income or other comprehensive income
(OCI), but finalize reporting requirements related to reclassifications out of accumulated other comprehensive income (AOCI). Presentation requirements were
originally addressed in ASU 2011-05, but delayed by ASU 2011-12 as a result of feedback received and have been modified in this Update to address those
concerns. This Update requires entities to provide information about significant amounts reclassified out of AOCI. If the reclassified amount is required to be
reclassified in its entirety to net income in the same reporting period, the entity is required to present, either on the face of the income statement or in the notes,
the impact of the reclassification on the respective line items of net income. For other amounts that are reclassified partially to the balance sheet and partially to
the income statement (i.e. those amounts that are not reclassified in their entirety to net income in the same reporting period), the entity must cross-reference to
other disclosures that provide additional detail about those amounts. For public entities, the amendments in this Update are effective prospectively for reporting
periods beginning after December 15, 2012. The adoption of this standard did not have a material impact on the consolidated financial statements.

Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies are not expected to have a material impact on
the Company’s financial position, results of operations and cash flows.

Note 2. Pro Forma Statements (Unaudited)
As of the effective date of the initial public offering discussed in Note 15, the Company will terminate its S-Corporation status and become a taxable
corporate entity (“C Corporation”). The pro forma balance sheet includes the effect of recording a deferred tax asset resulting from the difference between the
financial statement carrying amounts of assets and liabilities and their respective tax bases of the Company as a C Corporation. As of December 31, 2013, the
Company would record an estimated net deferred tax liability of $1.2 million, which is reflected as a decrease in retained earnings of the same amount.

In addition, the pro forma balance sheet includes a planned dividend of approximately $6 million that will be paid to current shareholders to make their
estimated tax payments on the S-Corporation taxable earnings through the date the 2014 S-Corporation status is terminated. The pro forma balance sheet does
not reflect any earnings subsequent to December 31, 2013.
Also as of the effective date of the initial public offering, the Company will divest of its ownership in nCino, a minority-owned subsidiary accounted for
under the equity method. The pro forma balance sheet reflects the effect of this divesture at book value of $11.3 million.

Also upon conversion to a “C” corporation, the Company will apply to the U.S. Treasury to convert its $6.8 million in long term debt to the Small
Business Lending Fund into 6,800 shares of senior non-cumulative perpetual preferred stock for $6.8 million. The pro forma balance sheet reflects the effect
of this reclassification between loan term borrowings and equity.
Pro forma amounts for income tax expense and basic and diluted earnings per share have been presented assuming the Company’s effective tax rate of
38.50% of net income for each of the three years ended
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December 31, 2013, 2012 and 2011 as if it had been a C Corporation during those periods. The effect of these assumptions on pro forma earnings per share is
reflected in the following table, as a continuation of earnings per share disclosures reflected in Note 1:
December 31,
2012

2013

Pro forma net income available to common shareholders, after tax(1)

$17,258
$ 8.48
$17,258
$ 8.44

Pro forma basic earnings per share
Pro forma net income available to common shareholders for diluted EPS, after tax(1)

Pro forma diluted earnings per share
(1)

$9,899
$ 5.08
$9,899
$ 4.92

2011

$ 8,802
$ 5.01
$8,891
$ 4.29

Pro forma net income after tax is presented assuming an effective tax rate of 38.50% for the Company for all years presented.

Note 3. Securities
The carrying amount of securities and their approximate fair values at December 31, 2013, 2012 and 2011 is:

2013
US government agencies
Residential mortgage-backed securities
2012
US government agencies
Residential mortgage-backed securities
2011
US government agencies
Residential mortgage-backed securities

Amortized
Cost

Unrealized
Gains

Unrealized
Losses

$ 5,315
14,322
$19,637

$

56
109
165

$

$ 3,425
11,449
$ 14,874

$

96
451
547

$

4

$

1
5

$ 3,517
11,899
$ 15,416

$ 2,982
13,358
$ 16,340

$

100

$

$

451
551

$

—
49
49

$ 3,082
13,760
$ 16,842

$

$

109
247

$

356

Fair

Value

$ 5,262
14,184
$ 19,446

There was one security called for $1.7 million during 2013. Four securities were sold for $1.6 million resulting in a net gain on sale of securities of $11
thousand during the year ending December 31, 2013. There were no investments sold during the years ended December 31, 2012 and 2011. Investments in an
unrealized loss position as of December 31, 2013, 2012 and 2011 were all in a continuous loss position for less than 12 months. The 2013 unrealized losses
pertain to three U. S. agency securities and nine mortgage-backed securities. These unrealized losses are primarily the result of volatility in the market and are
related to market interest rates. Since none of the unrealized losses relate to marketability of the securities or the issuer’s ability to honor redemption obligations,
none of the securities are deemed to be other than temporarily impaired.
All residential mortgage-backed securities in the Company’s portfolio at December 31, 2013, 2012 and 2011 were backed by U.S. government sponsored
enterprises (“GSEs”).
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The following is a summary of investment securities by maturity at December 31, 2013:
Available for sale
Amortized
Fair
cost
value

One to five years
Five to ten years
After 10 years

$ 2,519
4,591
12,527
$19,637

$ 2,567
4,506
12,373
$19,446

The table above reflects contractual maturities. Actual results will differ as the loans underlying the mortgage-backed securities may repay sooner than
scheduled.

At December 31, 2013, 2012 and 2011 investment securities with a fair market value of $1.3 million, $1.4 million and $1.1 million respectively, were
pledged to secure a line of credit with the Company’s correspondent bank.

Note 4. Loans and Allowance for Loan Losses

Loan Portfolio Segments
The following describe the risk characteristics relevant to each of the portfolio segments. Each loan category is assigned a risk grade during the origination
and closing process based on criteria described later in this section.

Commercial and Industrial
Commercial and industrial loans (C&I) receive similar underwriting treatment as commercial real estate loans in that the repayment source is analyzed to
determine its ability to meet cash flow coverage requirements as set forth by Bank policies. Repayment of the Bank’s C&I loans generally comes from the
generation of cash flow as the result of the borrower’s business operations. This business cycle itself brings a certain level of risk to the portfolio. In some
instances, these loans may carry a higher degree of risk due to a variety of reasons — illiquid collateral, specialized equipment, highly depreciable assets,
uncollectable accounts receivable, revolving balances, or simply being unsecured. As a result of these characteristics, the SBA guarantee on these loans is an
important factor in mitigating the risk.

Construction and Development
Construction and development loans are for the purpose of acquisition and development of land to be improved through the construction of commercial
buildings. Such loans are usually paid off through the conversion to permanent financing for the long-term benefit of the borrower’s ongoing operations. At the
completion of the project, if the loan is converted to permanent financing or if scheduled loan amortization begins, it is then reclassified to the Owner Occupied
Commercial Real Estate segment. Underwriting of construction and development loans typically includes analysis of not only the borrower’s financial
condition and ability to meet the required debt obligations, but also the general market conditions associated with the area and type of project being funded.

Owner Occupied Commercial Real Estate
Owner occupied commercial real estate loans are extensions of credit secured by owner occupied collateral. Underwriting generally involves intensive
analysis of the financial strength of the borrower and guarantor,

F-19

Table of Contents

Live Oak Bancshares, Inc.
Notes to Consolidated Financial Statements
Note 4. Loans and Allowance for Loan Losses (Continued)
liquidation value of the subject collateral, the associated unguaranteed exposure, and any available secondary sources of repayment, with the greatest emphasis
given to a borrower’s capacity to meet cash flow coverage requirements as set forth by Bank policies. Such repayment of owner-occupied loans is commonly
derived from the successful ongoing operations of the business occupying the property. These typically include small businesses and professional practices.
Each of the loan types referenced in the sections above is further segmented into verticals in which the Bank chooses to operate — Death Care, Healthcare
(medical, dental, optometry), Pharmacy, Investment Advisors, Veterinary, Family Entertainment and Agriculture. Both Family Entertainment and Agriculture
are new areas of emphasis for which there is no loan activity as of December 31, 2013. The Bank chooses to finance businesses operating in these industries
because of certain similarities. The similarities range from historical default and loss characteristics to business operations. However, there are differences that
create the necessity to underwrite these loans according to varying criteria and guidelines. When underwriting a loan, the Bank considers numerous factors
such as cash flow coverage, the credit scores of the guarantors, revenue growth, practice ownership experience and debt service capacity. Minimum guidelines
have been set with regard to these various factors and deviations from those guidelines requiring compensating strengths when considering a proposed loan.
Loans consist of the following:

Commercial & Industrial
Death Care Management
Healthcare
Independent Pharmacies
Registered Investment Advisors
Veterinary Industry
Other Industries
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries
Owner Occupied Commercial Real Estate
Death Care Management
Healthcare
Independent Pharmacies
Registered Investment Advisors
Veterinary Industry
Other Industries

2013

2012

2011

$ 57,359
1,782
8,739
24,026
2,817
19,978
17

$ 34,200
4,996
12,192
—
15,719
1,010

$ 33,798
—
7,005
10,963
—
15,809
21

10,286

8,503

1,989

989
4,997

315
3,136
637
4,163
252

—
595
255
1,139
—

50,577
3,703

50,711

101

4,199
—
74,461

11,668
11,129
3,490
171
47,896
107
142,106

Total Loans(2)

1,212
(1,969)

Net Deferred Fees

Discount on SBA 7(a) Unguaranteed(1)
Loans, Net of Unearned

$141,349
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—
35,554
2,105

—
4,996
1,329
—
43,518
868

93,280

86,498

6,207
3,008

592
(1,203)

$ 92,669

749
(1,526)
$ 85,721
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(1)

The Company measures the carrying value of the retained portion of loans sold at fair value under ASC Subtopic 825-10. The value of these retained
loan balances is discounted based on the estimates derived from comparable unguaranteed loan sales.

(2)

Total loans include $12.4 and $12.0 million of U.S. Government Guaranteed loans as of December 31, 2013 and 2012, respectively. There were no
U.S. Government Guaranteed loans held for investment as of December 31, 2011.

Credit Risk Profile
The Bank uses internal loan reviews to assess the performance of individual loans by industry segment. Annually, an independent review of the loan
portfolio is performed by an external firm. The Bank’s annual review of each borrower’s financial performance validates adequacy of the risk grade assigned.

The Bank uses a grading system to rank the quality of each loan. The grade is periodically evaluated and adjusted as performance dictates. Loan grades 1
through 4 are passing grades, grade 5 is special mention. Collectively, grades 6 through 8 represent classified loans in the Bank’s portfolio. The following
guidelines govern the assignment of these risk grades:
Exceptional Loans (1 Rated): These loans are of the highest quality, with strong, well-documented sources of repayment. Debt service coverage (“DSC”) is
over 1.75X based on historical results. Secondary source of repayment is strong, with a loan to value (“LTV”) of 65% or less if secured solely by commercial
real estate (“CRE”). Discounted collateral coverage from all sources should exceed 125%. Guarantors have credit scores above 740.

Quality Loans (2 Rated): These loans are of good quality, with good well-documented sources of repayment. DSC is over 1.25X based on historical or proforma results. Secondary source of repayment is good, with a LTV of 75% or less if secured solely by CRE. Discounted collateral coverage should exceed
100%. Guarantors have credit scores above 700.
Acceptable Loans (3 rated): These loans are of acceptable quality, with acceptable sources of repayment. DSC of over 1.00X based on historical or proforma results. Companies who do not meet these credit metrics must be evaluated to determine if they should be graded below this level.

Acceptable Loans (4 rated): These loans are considered very weak pass. These loans are riskier than a 3-rated credit, but due to various mitigates is not
considered a Special Mention or worse. The mitigating factors must clearly be identified to offset further downgrade. Examples of loans that may be put in this
category include start-up loans, loans with Sub 1:1 cash flow coverage with other sources of repayment.
Special mention (5 rated): These loans are to be considered as emerging problems, with potentially unsatisfactory characteristics. These loans require
greater management attention. A loan may be put into this category if the Bank is unable to obtain financial reporting from a company to fully evaluate its
position.

Substandard (6 rated): Loans graded Substandard are inadequately protected by current sound net worth, paying capacity of the borrower, or pledged
collateral. They typically have unsatisfactory characteristics causing more than acceptable levels of risk, and have one or more well-defined weaknesses that
could jeopardize the repayment of the debt.
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Doubtful (7 rated): Loans graded Doubtful have inherent weaknesses that make collection or liquidation in full questionable. Loans graded Doubtful must
be placed on non-accrual status.

Loss (8 rated): Loss rated loans are considered uncollectible and of such little value that their continuance as an active Bank asset is not warranted. The
asset should be charged off, even though partial recovery may be possible in the future.
The following tables summarize the risk grades of each category as of December 31, 2013, 2012 and 2011.

2013
Commercial & Industrial
Death Care Management

Risk Grades

Risk Grade

1-4

5

Risk Grades
6-8

4,769

$

$

Healthcare
Independent Pharmacies
Registered Investment Advisors
Veterinary Industry
Other Industries
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry

44,786

$

1,782
5,538
20,969
2,817
13,663
17

—
941
2,353
—
1,475
—

8,981

1,305

989
4,934

—
63
—
1,242
3,797
—

101

2,957

Owner Occupied Commercial Real Estate
Death Care Management

57,120

11,312
9,218
3,189
171
33,226

Healthcare
Independent Pharmacies
Registered Investment Advisors
Veterinary Industry
Other Industries

423

—
—
3,374

4

$ 110,887

Total
F-22

$

7,804

—
2,260
704

—
4,840

—
—
—
—
—
—

Total

$ 57,359
1,782
8,739
24,026
2,817
19,978
17
10,286

989
4,997
101

4,199

13,544

74,461

356
1,488

11,668
11,129
3,490
171
47,896

301

—
11,296

—

103

107

9,871

$ 21,348

$142,106
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Note 4. Loans and Allowance for Loan Losses (Continued)

2012
Commercial & Industrial
Death Care Management

Risk Grades
1- 4

Risk Grade

$

$

26,266
283

4,138
11,185
9,650
1,010

Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries

7,644

315
2,277
637
4,163
252
31,333

Owner Occupied Commercial Real Estate
Death Care Management

3,703

4,068
1,315
20,964
1,283

Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries

$

Total

65,243

$

5

Risk Grades
6-8

2,639

$

Total

5,295

$ 34,200

—
53
1,007
1,579
—
—
—
—
—
—
—

—
805
—
4,490
—

4,996
12,192
15,719
1,010

859

8,503

—
859
—
—
—

315
3,136
637
4,163
252

5,689

13,555

—
—
—
5,689
—

—
2,139
1,693
8,901
822

50,577
3,703

35,554
2,105

19,709

$ 93,280

8,328

Risk Grades

Risk Grade

1-4

5

$

Risk Grades
6-8

283

6,207
3,008

Total

2011

$ 31,075
—
6,590
10,478
13,986
21

Commercial & Industrial
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries
Owner Occupied Commercial Real Estate
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries

$

332

83

—
857
—
199

1,989

—
396
255
1,139

485
966
—
—
—
—
—
—

$ 33,798
—
7,005
10,963
15,809
21

—
199
—
—

—
595
255
1,139

40,086

4,983

5,642

50,711

—
4,847
1,014
33,357
868

—
149
—

—
—
315
5,327
—

—
4,996
1,329
43,518
868

6,781

$ 86,498

1,790

$ 72,951

Total
F-23

1,783
—

$

—

4,834

—
$

6,766

940

$
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Note 4. Loans and Allowance for Loan Losses (Continued)
Total loans include $12.4 million of U.S. Government Guaranteed loans as of December 31, 2013, segregated by risk grade as follows: Risk Grades 1 –
4 = $0, Risk Grade 5 = $1.1 million, Risk Grades 6 – 8 = $11.3 million. As of December 31, 2012, total loans include $12.0 million of U.S.
Government Guaranteed loans segregated by risk grade as follows: Risk Grades 1 – 4 = $0, Risk Grade 5 = $1.3 million, Risk Grades 6 – 8 = $10.7
million. There were no U.S. Government Guaranteed loans held for investment as of December 31, 2011.

(1)

Past Due Loans
Loans are considered past due if the required principal and interest payments have not been received as of the date such payments were due. Also, loans
less than 30 days past due and accruing are included within current loans shown below. The following table shows an age analysis of past due loans as of
December 31, 2013, 2012 and 2011.

2013
Commercial & Industrial
Death Care Management
Healthcare
Independent Pharmacies
Registered Investment Advisors
Veterinary Industry
Other Industries
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries
Owner Occupied Commercial Real Estate
Death Care Management
Healthcare
Independent Pharmacies
Registered Investment Advisors
Veterinary Industry
Other Industries

Total(1)

Less Than 30
Days Past
Due & Not
Accruing

$

Past Due
& Accruing

—
—

219
—
—
—
—

769

219

—
—
—
—
—
—

—
—
—
—
—
—

2,620
—
—
—
—
2,620
—
3,511

3,601
—
—
—
—
3,498

891
—
122

$

30-89 Days

$

F-24

Total Loans
Past Due

Current
Loans

Loans

388
—
—
—
—
388
—
—
—
—
—
—

$ 2,820

$ 4,318

$ 53,041

$ 57,359

—
650
—
—
2,170
—
—
—
—
—
—

—

1,782
7,967
24,026
2,817
16,432

1,782
8,739
24,026
2,817
19,978

438
—
—
—
—
438
—
826

1,540
—
58
—
—
1,482
—
$ 4,360

Not Accruing

$

103
$ 3,820

Greater
Than 90
Days Past
Due

30-89 Days
Past Due &

$

772

—
—
3,546
—
—
—
—
—
—
8,199
—
58
—
—
8,038

Loans 90
Days or More
Past Due &
Still Accruing

Total

17

17

10,286
989
4,997

10,286
989
4,997

101

101

4,199

4,199

66,262
11,668
11,071
3,490

74,461
11,668
11,129
3,490

171

171

39,858

47,896

103

4

107

$12,517

$129,589

$142,106

$

$

—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—

Table of Contents
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Note 4. Loans and Allowance for Loan Losses (Continued)
Less Than 30
Days Past
Due & Not
Accruing

2012
Commercial & Industrial
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries
Owner Occupied Commercial Real Estate
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries

Total(1)

2011
Commercial & Industrial
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries
Construction & Development
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries
Owner Occupied Commercial Real Estate
Death Care Management
Healthcare
Independent Pharmacies
Veterinary Industry
Other Industries

Total(1)

(1)

$

129
—
—
—

30-89 Days

30-89 Days

Past Due
& Accruing

Past Due &

Greater
Than 90
Days Past

Not Accruing

Due

Total Loans
Past Due

Current
Loans

Loans

$ 2,617

$ 3,028

$31,172

$ 34,200

—
509
—
2,108
—
—
—
—
—
—
—
3,590
—
—
—
2,887

—
654
—
2,374
—
—
—
—
—
—
—

283
4,342
12,192
13,345
1,010
8,503
315
3,136

283
4,996
12,192
15,719
1,010
8,503
315
3,136

$

129

$

—
—
—
—
—
—
—
2,048
—
—
—
2,048
—
2,177

73
—

$

73

72

—
—
—
—
—
—
—
—
—
412
—
—
—

—
137

412

—
$

209
—

485

$

—
—
—
—
—
—
—
—
—
—
—
—
—
209

$

141

—
—
—
—
—
—
—

21

1,989
—
595
255
1,139
—
50,711
—
4,996
1,329
43,518
868
$ 86,498

—
—
—
1,490
—
—
—
1,490
—
$ 1,549

—
—
—
596
—
611

$

21

1,989
—
595
255
1,139
—
46,832
—
4,996
1,329
39,639
868
$82,308

—
—
—
596

—

—
—
—
—
—
—
—
3,879
—
—
—
3,879
—
$ 4,190

$

—
—
—

$ 1,110

310

—
7,005
10,963
15,809

$

969

969

$ 33,798

—
7,004
10,963
15,499

15
—
—
—
15
—
—
—

$

96

$33,487

Total Loans
Past Due

$

—
—
—
—
—
—
—
824
—
—
—
824
—
920

Loans

Greater
Than 90
Days Past
Due

Not Accruing

$

Total

—
—
—
5,347
703

Accruing

141
—
—
—

Current
Loans

6,050

$ 9,078

30-89 Days
Past Due &

96

637

4,163
252
50,577
3,703
6,207
3,008
35,554
2,105
$ 93,280

703

30-89 Days
Past Due &

—
—
—

637

4,163
252
44,527
3,703
6,207
3,008
30,207
1,402
$ 84,202

$ 6,207

Less Than 30
Days Past
Due & Not
Accruing

59

—

Total

311
—

1

1

—
58
—
—
—

—

Loans 90
Days or More
Past Due &
Still Accruing

$

$

Loans 90
Days or More
Past Due &
Still Accruing

$

$

Total loans include $12.4 million of U.S. Government Guaranteed loans as of December 31, 2013, of which $4.1 million is greater than 90 days past
due, $2.6 million is 30-89 days past due and $5.8 million is
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—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—

—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
—
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Live Oak Bancshares, Inc.
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Note 4. Loans and Allowance for Loan Losses (Continued)
included in current loans as presented above. As of December 31, 2012, total loans include $12.0 million of U.S. Government Guaranteed loans of
which $4.7 million is greater than 90 days past due and $7.3 million is included in current loans as presented above. There were no U.S. Government
Guaranteed loans held for investment as of December 31, 2011.

Nonaccrual Loans
Loans that become 90 days delinquent, or in cases where there is evidence that the borrower’s ability to make the required payments is impaired, are placed
in nonaccrual status and interest accrual is discontinued. If interest on nonaccrual loans had been accrued in accordance with the original terms, interest
income would have increased by approximately $247 thousand, $119 thousand $507 thousand for the years ended December 31, 2013, 2012 and 2011,
respectively.

Nonaccrual loans as of December 31, 2013, 2012 and 2011 are as follows:
2013

Commercial & Industrial
Healthcare
Veterinary Industry

Owner Occupied Commercial Real Estate

Loan
Balance

Guaranteed
Balance

Unguaranteed
Exposure

$ 4,099
772
3,327

$

$

660
3,189
3,134
—

4,598

58
4,540

Healthcare
Veterinary Industry

3,849

3,134
6,983

250

112
138
1,464

Total

$ 8,697

$

2012

Loan
Balance

Guaranteed
Balance

Unguaranteed
Exposure

$ 2,955
581
2,374

$

$

Commercial & Industrial
Healthcare
Veterinary Industry

2,386
432

$

58
1,406
1,714

569

149

1,954

420
2,962

Owner Occupied Commercial Real Estate
Veterinary Industry
Other Industries
Total

$ 8,593

$

2011

Loan
Balance

Guaranteed
Balance(1)

Unguaranteed
Exposure

$ 1,643
538
1,105

$

$

2,676

4,935

2,676
—

703

Commercial & Industrial
Healthcare
Veterinary Industry

Owner Occupied Commercial Real Estate
Veterinary Industry
Other Industries
Total
(1)

5,638

8,228

8,228
—
$ 9,871

$

5,062

1,473
537
936
5,318
5,318
—
6,791

2,259
703

$

3,531

170

1
169
2,910

2,910
—
$

3,080

Nonaccrual U.S. Government Guaranteed loans as of December 31, 2011 were included in the held for sale portfolio. As of December 31, 2013 and
2012, U.S. Government Guaranteed loans on nonaccrual status are included in our held for investment portfolio.
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Allowance for Loan Loss Methodology
The methodology and the estimation process for calculating the Allowance for Loan Losses (“ALL”) is described below:

Estimated credit losses should meet the criteria for accrual of a loss contingency, i.e., a provision to the allowance for loan losses (“ALL”), set forth in
GAAP. The Company’s methodology for determining the ALL is based on the requirements of GAAP, the Interagency Policy Statement on the ALL and other
regulatory and accounting pronouncements. The ALL is determined by the sum of three separate components: (i) the impaired loan component, which
addresses specific reserves for impaired loans; (ii) the general reserve component, which addresses reserves for pools of homogeneous loans; and (iii) an
unallocated reserve component (if any) based on management’s judgment and experience. The loan pools and impaired loans are mutually exclusive; any loan
that is impaired is excluded from its homogenous pool for purposes of that pool’s reserve calculation, regardless of the level of impairment.
The ALL policy for pooled loans is governed in accordance with banking regulatory guidance for homogenous pools of non-impaired loans that have
similar risk characteristics. The Company follows a consistent and structured approach for assessing the need for reserves within each individual loan pool.

Loans are considered impaired when, based on current information and events, it is probable that the creditor will be unable to collect all interest and
principal payments due according to the originally contracted, or reasonably modified, terms of the loan agreement. The Company has determined that loans
that meet the criteria defined below must be reviewed quarterly to determine if they are impaired.

• All commercial loans classified substandard or worse.
• Any other delinquent loan that is in a nonaccrual status, or any loan that is delinquent more than 89 days and still accruing interest.
• Any loan which has been modified such that it meets the definition of a Troubled Debt Restructuring (TDR).
Any loan determined to be impaired is subjected to an impairment analysis, which is a calculation of the portion of the loan which is probable not to be
repaid. This portion is the loan’s “impairment”, and is established as a specific reserve against the loan, or charged against the ALL.

Individual specific reserve amounts imply probability of loss and may not be carried in the reserve indefinitely. When the amount of the actual loss
becomes reasonably quantifiable, the amount of the loss is charged off against the ALL, whether or not all liquidation and recovery efforts have been
completed. If the total amount of the individual specific reserve that will eventually be charged off cannot yet be sufficiently quantified, but some portion of the
impairment can be viewed as an imminent loss, that smaller portion should be charged off against the ALL and the individual specific reserve reduced by a
corresponding amount.
For loans that have a low probability of being repaid in full, impaired loans, the reserve amount is calculated on a loan-specific basis. There are three
methods of analyzing impaired loans:

• The Fair Market Value of Collateral utilizes the value at which the collateral could be sold considering the appraised value, appraisal discount rate, prior
liens and selling costs. The amount of the reserve is the Loan Balance less the Valuation Amount.
F-27
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Note 4. Loans and Allowance for Loan Losses (Continued)
• The Present Value of Future Cash Flows takes into account the amount and timing of cash flows and the effective interest rate used to discount the cash
flows.
• Loan Pricing uses observable market price. The amount, source and date of the observable market price is documented. The Bank does not use this
method as of December 31, 2012.
The allowance and the portion that relates to loans individually and collectively evaluated for impairment for year-end 2013, 2012 and 2011 is summarized
in the following tables:

Construction &
Development

December 31, 2013
Allowance for Loan Losses:
Beginning Balance
Charge offs

$

Recoveries

Provision
Net transfer from (to) loans held for sale
Ending Balance

166
—
—
198
(14)

350

Ending Balance Allocated to:
Loans individually evaluated for impairment
Loans collectively evaluated for impairment
Ending Balance

$

Loans Receivables(1):
Ending balance:
Loans individually evaluated for impairment
Loans collectively evaluated for impairment
Ending Balance

$
$
F-28

Owner
Occupied
Commercial
Real Estate

$ 2,667
(1,260)

Commercial &
Industrial

$

33

(847)

918
1,511

—

400

350
350

1,111
$ 1,511

—
10,286
10,286

$ 10,013
64,448
$ 74,461

$

$
$

2,275
(688)
27
(209)
(543)
862
254
608
862

4,677
52,682
57,359

Total

$

$

5,108
(1,948)
60
(858)
361
2,723
654
2,069
2,723

$ 14,690
127,416
$ 142,106

Table of Contents

Live Oak Bancshares, Inc.
Notes to Consolidated Financial Statements
Note 4. Loans and Allowance for Loan Losses (Continued)

Construction &
Development

December 31, 2012
Allowance for Loan Losses:
Beginning Balance
Charge offs

$

Recoveries

46
—
—
106

Owner
Occupied
Commercial
Real Estate

$ 3,299
(1,532)
6
862

Commercial &
Industrial

$

1,272
(454)
120

Total

$ 4,617
(1,986)
126
2,110

Provision
Net transfer from (to) loans held for sale
Ending Balance

14

32

166

2,667

1,142
195
2,275

Ending Balance Allocated to:
Loans individually evaluated for impairment
Loans collectively evaluated for impairment
Ending Balance

—
166
166

1,733
934
$ 2,667

1,054
1,221
2,275

2,787
2,321
$ 5,108

—
8,503
8,503

$ 8,945
41,632
$ 50,577

$

4,064
30,136

$

34,200

$ 13,009
80,271
$93,280

Construction &
Development

Owner
Occupied
Commercial
Real Estate

$

Loans Receivables(1):
Ending balance:
Loans individually evaluated for impairment
Loans collectively evaluated for impairment
Ending Balance

$
$

December 31, 2011
Allowance for Loan Losses:
Beginning Balance
Charge offs

$

Recoveries

Provision
Net transfer from (to) loans held for sale
Ending Balance

6
—
—
54

$

Loans Receivables(1):
Ending balance:
Loans individually evaluated for impairment
Loans collectively evaluated for impairment
Ending Balance

$
$
F-29

Commercial &
Industrial

46
—
46
46

2,143
1,156
$ 3,299

$

1,272

2,632
1,985
$ 4,617

$

$

545
33,253
33,798

$ 3,926
82,572
$86,498

—
1,989
1,989

3,381

$

Total

$ 2,546
(1,069)
46
1,860
(84)
3,299

(14)

Ending Balance Allocated to:
Loans individually evaluated for impairment
Loans collectively evaluated for impairment
Ending Balance

$

241

5,108

$ 3,438
(1,732)
271
2,855
(215)
4,617

489
783

47,330

$ 50,711

886
(663)
225
941
(117)
1,272

$
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Loans receivable includes $12.4 million of U.S. Government Guaranteed loans as of December 31, 2013, of which $9.8 million are included in loans
individually evaluated for impairment and $2.6 million are included in loans collectively evaluated for impairment, as presented above. As of
December 31, 2012, loans receivable includes $12.0 million of U.S. Government Guaranteed loans of which $7.0 million are included in loans
individually evaluated for impairment and $5.0 million are included in Loans collectively evaluated for impairment, as presented above. There were no
Government Guaranteed loans held for investment as of December 31, 2011.

(1)

Loans individually evaluated for impairment as of December 31, 2013, 2012 and 2011 are summarized in the following tables.
Unpaid
Principal

2013

Balance

Commercial & Industrial

$ 4,677
772
3,905

Healthcare
Veterinary Industry

Owner Occupied Commercial Real Estate
Healthcare
Veterinary Industry

Unguaranteed
Exposure

$

$

4,100

660

10,013

3,440
5,740

58
9,955

—
5,740

$ 14,690

Total

Guaranteed
Balance(1)

$

9,840

577

112
465
4,273
58
4,215
$

4,850

Unpaid

2012

Balance

Guaranteed
Balance(1)

Unguaranteed
Exposure

Commercial & Industrial

$ 4,064

$

$

Principal

714
3,350

Healthcare
Veterinary Industry

Owner Occupied Commercial Real Estate
Other
Veterinary Industry
Total

432

2,599
3,932
—
3,932

8,945
703

8,242
$13,009

3,031

$

6,963

1,033
282
751
5,013
703
4,310

$

6,046

Unpaid
Principal

2011

Balance

Commercial & Industrial

$ 2,399
538
1,861

Healthcare
Veterinary Industry

Owner Occupied Commercial Real Estate
Other
Veterinary Industry
Total
(1)

Guaranteed
Balance(1)

Unguaranteed
Exposure

$

$

536
1,316
5,317
—
5,317

8,697

—
8,697
$ 11,096

1,852

$

7,169

1
544
3,381

$

Loans individually evaluated for impairment as of December 31, 2013 and 2012 are included in the held for investment portfolio. Impaired loans,
evaluated for additional lower of cost or market valuation adjustments as of December 31, 2011, are included in the held for sale portfolio.
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The following table presents evaluated balances of loans classified as impaired at December 31, 2013, 2012 and 2011 that carried an associated reserve as
compared to those with no reserve. The recorded investment includes accrued interest, net deferred loan fees or costs and any non-accreted loan discount.
Average

Unpaid

2013

Balance

Recorded
Investment

Loans with no allowance
Commercial & Industrial

$

$

Principal

241

—
—

Healthcare

Owner Occupied Commercial Real Estate

241

58

334
24
24
310

Total
Reserve

Recorded
Investment

Interest
Income
Recognized

$

$

$

—
—
—
—
—
—

598

2
2

8

—
—

596

8

38

183

58
252

558

2
6

Loans with an allowance
Commercial & Industrial

14,449

14,912

654

13,041

389

4,677

4,910

254

4,486

86

Healthcare
Veterinary Industry

772
3,905
9,772
9,772

812
4,098

35
219

644
3,842

10,002
10,002
$ 15,246

400
400

8,555

$ 654

$ 13,639

Total
Reserve

Recorded
Investment

Interest
Income
Recognized

$

$

$

Healthcare
Veterinary Industry

Owner Occupied Commercial Real Estate
Veterinary Industry
Total

$14,690

2012

Balance

Recorded
Investment

Loans with no allowance
Owner Occupied

$

$

Other
Veterinary Industry

133
133
—

137
137
—

—
—
—
—
2,787

Loans with an allowance
Commercial & Industrial

12,876

137
13,513

4,064

4,414

1,054

Healthcare
Veterinary Industry

714
3,350
8,812

778
3,636

330

133

Owner Occupied Commercial Real Estate
Other
Veterinary Industry
Total
F-31

8,555

Average

Unpaid
Principal

6
80
303

284
284

303

$

—

397

—
—
—
—

284
10,911
3,571

199

724

525
3,046

7
58

65

9,099
730

1,733

7,340

134

703

73

8,109

8,369

134

$ 13,009

$ 13,650

1,660
$ 2,787

125
7,215
$ 11,195

—
$

199
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Note 4. Loans and Allowance for Loan Losses (Continued)
Average

Unpaid

2011

Balance

Recorded
Investment

Loans with no allowance
Commercial & Industrial
Veterinary Industry
Owner Occupied Commercial Real Estate
Veterinary Industry
Loans with an allowance
Commercial & Industrial

$ 1,018

$ 1,018

422
422

422
422

596

596

Principal

596
10,148
2,006

1,977
538
1,439
8,101
—
8,101

Healthcare
Veterinary Industry

Owner Occupied Commercial Real Estate
Other
Veterinary Industry
Total(1)
(1)

596
10,078

Recorded
Investment

Interest
Income
Recognized

$

$

$

—
—
—
—
—
2,632
489

1,463

6

543
8,142

483

2,143
—
2,143
$2,632

—
8,142

$ 11,096

Total
Reserve

$ 11,166

3,568

1,813
1,813
1,755
1,755
11,697
2,185
705
1,480
9,512
154
9,358

19
19

19
—
—
59

3
—
3
56

—
56

$ 15,265

$

78

Loans individually evaluated for impairment as of December 31, 2013 and 2012 are included in the held for investment portfolio. Impaired loans,
evaluated for additional lower of cost or market valuation adjustments as of December 31, 2011, are included in the held for sale portfolio.
The following tables represent the types of troubled debt restructurings (“TDR”) that were made during the twelve months ended
December 31, 2013:

Owner Occupied Commercial Real Estate
Veterinary Industry
Extend Amortization
Extend Amortization, Interest Only
Payment Deferral
Total Loans

Number of
Loans

Loan
Balance

Guaranteed
Balance

Unguaranteed
Exposure

$

$ 161
161

$

$

3
3

1
1
1
3
F-32

30

65
66
$ 161

$

—
—
—
—
—
—

161

161
30

65
66
$

161
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December 31, 2012:

Commercial & Industrial

Number of
Loans

Loan
Balance

Guaranteed
Balance

Unguaranteed
Exposure

$

8

$ 1,508

$

$

2
2
6
2
2
2
7
7
1
6

142
142

Healthcare

Extend Amortization
Veterinary Industry
Extend Amortization
Extend Amortization, Interest Only
Payment Deferral
Owner Occupied Commercial Real Estate
Veterinary Industry
Interest Only
Payment Deferral
Total Loans

$

1,015

—
—
1,015
776
—
239

1,366
845
137
384
3,615

15

351
69
137

145
2,572
2,572

1,043
1,043

3,615

493

142
142

430

—

430

3,185
$ 5,123

1,043
2,058

2,142

$

$

3,065

December 31, 2011:

Commercial & Industrial
Healthcare

Loan
Balance

Guaranteed
Balance

Unguaranteed
Exposure

$ 173

$

$

—
—
—
—
—
—

30
30

Extend Amortization
Veterinary Industry
Extend Amortization
Extend Amortization, Interest Only
Owner Occupied Commercial Real Estate
Veterinary Industry
Interest Only
Payment Deferral
Extend Amortization, Interest Rate Reduction
Total Loans

143

96
47
4,591

2,457

4,591
2,046
285
2,260

2,457
1,318
—
1,139

$ 4,764

$

173
30
30

143

96

$

2,457

47
2,134
2,134
728
285
1,121
2,307

The following tables represent the recorded investment in TDR loans entered into during the twelve months ended:
December 31, 2013:

Number of
Loans

Owner Occupied Commercial Real Estate
Veterinary Industry
Extend Amortization
Extend Amortization, Interest Only
Payment Deferral
Total Loans

3

Premodification

Post-modification

Recorded
Investment

Recorded
Investment

$

1
1
1
3
F-33

255

$

255
59

3

232

74

122
$

255

232

$

51
90
91
232
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December 31, 2012:

Commercial & Industrial

Premodification

Post-modification

Number of
Loans

Recorded
Investment

Recorded
Investment

$

$

8

2
2
6
2
2
2
7
7
1
6

Healthcare

Extend Amortization
Veterinary Industry
Extend Amortization
Extend Amortization, Interest Only
Payment Deferral
Owner Occupied Commercial Real Estate
Veterinary Industry
Interest Only
Payment Deferral
Total Loans

$

1,469

$

145
145
1,324
785
145

176
176
1,452
876
165
411

394
3,639

3,750

3,639

3,750
455
3,295

438

3,201

$

15

5,108

1,628

$

5,378

December 31, 2011:

Commercial & Industrial

Premodification

Post-modification

Recorded
Investment

Recorded
Investment

$

Healthcare

Extend Amortization
Veterinary Industry
Extend Amortization
Extend Amortization, Interest Only
Owner Occupied Commercial Real Estate
Veterinary Industry
Interest Only
Payment Deferral
Extend Amortization, Interest Rate Reduction
Total Loans

$
F-34

183
31
31

$

183
31
31

152

152

102

102

50

50

5,460

5,460

5,460
752
290
4,418

5,460
752
290
4,418

5,643

$

5,643
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Concessions made to improve a loan’s performance have varying degrees of success. The following tables present loans that were modified as TDRs within
the previous twelve months ending December 31, 2013, 2012 and 2011, for which there was a payment default:
December 31, 2013:
Post-modification

Number of
Loans

Default (Charge-off)
Commercial & Industrial
Veterinary Industry
Extend Amortization
Default (NonAccrual)
Owner Occupied Commercial Real Estate
Veterinary Industry
Extend Amortization, Interest Only
Payment Deferral
Total TDRs in default
Total TDRs paying as restructured
Total TDRs

1
1
1

$

Recorded
Investment

$

51
51
51

2
2
1
1

181
181
90
91

3

232

—
3

$

—
232

December 31, 2012:
Post-modification

Number of
Loans

Default (Charge-off)
Commercial & Industrial
Veterinary Industry
Extend Amortization
Default (NonAccrual)
Commercial & Industrial

2
2
2

Healthcare

Extend Amortization
Veterinary Industry
Extend Amortization, Interest Only
Owner Occupied Commercial Real Estate
Veterinary Industry
Interest Only
Payment Deferral
Total TDRs in default
No Defaults (paying as restructured)
Commercial & Industrial
Veterinary Industry
Payment Deferral
Owner Occupied Commercial Real Estate
Veterinary Industry
Payment Deferral
Total TDRs paying as restructured

Recorded
Investment

$

4

341

2
2
2
2

176
176
165
165
2,361
2,361
455
1,906
3,578

5

5
1
4

11
2
2
2
2
2
2
4

$

Total TDRs
F-35

876

876
876

15

$

411
411
411
1,389
1,389
1,389
1,800
5,378
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December 31, 2011:
Post-modification

Recorded
Investment

Default (NonAccrual)
Owner Occupied Commercial Real Estate
Veterinary Industry
Interest Only

$

2,960
2,960
2,091
530
339

Other

Payment Deferral
Total TDRs in default
No Defaults (paying as restructured)
Commercial & Industrial

2,960
183
31
31

Healthcare

Payment Deferral
Veterinary Industry
Extend Amortization
Extend Amortization, Interest Only
Owner Occupied Commercial Real Estate
Veterinary Industry
Interest Only
Extend Amortization, Interest Rate Reduction
Total TDRs paying as restructured

152
102

50
2,500

2,500
342

2,158
2,683
$

Total TDRs
(1)

5,643

Loan is interest only, interest rate reduction and extended amortization.

Note 5. Servicing Assets
Loans serviced for others are not included in the accompanying balance sheet. The unpaid principal balances of loans serviced for others were $1,006
million, $766.2 million, and $550.6 million at December 31, 2013, 2012, and 2011, respectively.

The fair value of servicing rights was determined using discount rates ranging 9.1% to 16.3% on December 31, 2013, 8.9% to 15.0% on December 31,
2012 and 5.9% to 17.3% on December 31, 2011. The fair value of servicing rights was determined using prepayment speeds ranging from 0% to 11.88% on
December 31, 2013 0% to 9.60% on December 31, 2012 and 0% to 15.04% on December 31, 2011, depending on the stratification of the specific right.
The following summarizes the activity pertaining to servicing rights:

Balance at beginning of year
Additions, net
Changes in fair value
Balance at end of period

2013

2012

2011

$ 24,220
7,180

$18,731
5,453
36
$ 24,220

$15,250
878
2,603
$ 18,731

(2,347)

$29,053
F-36
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During the year-ended December 31, 2011, the Company began valuing the discount on the retained portion of a sold loan at the time of the sale with
subsequent valuations performed on a quarterly basis. Previously, this valuation was only performed during the end of quarter servicing portfolio valuation
process. The intention of this change is to provide a more timely valuation of the discount on the retained portion of unguaranteed loans and to prevent
dramatic swings that result from delayed exposure to valuation.

Note 6. Premises, Equipment and Leases

Components of Premises and Equipment
Components of premises and equipment and total accumulated depreciation at December 31, 2013, 2012 and 2011 are as follows:
2013

Buildings
Land improvements
Furniture and equipment
Computers and software
Leasehold improvements
Land
Transportation
Deposits on fixed assets
Premises and equipment, total
Less accumulated depreciation
Premises and equipment, net of depreciation

$ 8,285
1,575
3,064
557
237

3,623
9,383
709
27,433

(2,397)
$25,036

2012

$

—
—
521
281
277
1,750
9,383
8,120
20,332
(1,381)

$18,951

2011

$

—
—
578
284

277
1,750
2,725
612
6,226
(762)
$ 5,464

Deposits on fixed assets consist of completion of residual items on the Company’s new headquarters building and construction in process on a new facility
that the Company will partially occupy along with space expected to be leased to other businesses. Depreciation expense for the years ended December 31,
2013, 2012 and 2011 amounted to $1.5 million, $673 thousand and $332 thousand, respectively.

Lease Obligations
Pursuant to the terms of non-cancelable lease agreements in effect at December 31, 2013 pertaining to Company premises and equipment, future minimum
rent commitments under various operating leases are as follows:
Year

Amount

2014

$ 294

2015
2016
2017

70
23

8
$ 395

Total

The Company’s total rent expense related to the aforementioned leases for 2013, 2012, and 2011 was $286 thousand, $459 thousand, and $427
thousand, respectively.
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Note 7. Deposits
The aggregate amount of time deposits in denominations of $100 thousand or more at December 31, 2013, 2012 and 2011 was approximately $112
thousand, $118 thousand, and $163 thousand, respectively. At December 31, 2013, the scheduled maturities of time deposits are as follows:
Amount

2014

$

84,207
29,623
14,623
22,129
1,975
$152,557

2015
2016
2017
2016

Note 8. Long Term Borrowings

As of December 31, 2013, total outstanding long-term borrowings totaled $12.3 million and were comprised of $6.8 million in Small Business Lending
Fund securities, $3.6 million in senior notes payable to investors and $1.9 million in other borrowings. Principal amounts due for the next five years on all
long-term debt at December 31, 2013 are as follows: 2014 — $221 thousand; 2015 — $184 thousand; 2016 — $5.1 million; 2017 — none; 2018 — none;
thereafter — $6.8 million.

Small Business Lending Fund
In April 2011, the Company elected to participate in the U.S. Treasury’s Small Business Lending Fund program (“SBLF”) whereby the U.S. Treasury
agreed to purchase $6.8 million in senior securities. During the initial interest period the applicable interest rate is set at 1.5%. For all remaining interest
periods, which commenced on January 1, 2012, the interest rate is determined based on a formula which encompasses the percentage change in qualified
lending as well as a non-qualifying portion percentage. This rate can range from 1.5% to 10.8%. At December 31, 2013 the interest rate was 1.50%. Interest is
payable quarterly in arrears. With the approval of the Bank’s regulator, the Bank may exit the Small Business Lending Fund at any time simply by repaying
the funding provided along with any accrued interest. If the institution wishes to repay its SBLF funding in partial payments, each partial payment must be at
least 25% of the original funding amount. All senior securities will mature on September 13, 2021 at which time all principal and accrued interest will be due.
For the year ended December 31, 2013, 2012, and 2011, the Bank recorded interest expense totaling $108 thousand, $191 thousand and $31 thousand,
respectively, associated with this borrowing.

Senior Notes Payable
Effective January 1, 2012, the Company issued $3.6 million in five-year 10% fixed rate Senior Notes payable to outside investors and existing
shareholders maturing on December 31, 2016. Interest payments are made quarterly beginning March 31, 2012, with principal repayment due at maturity.
The Company recorded interest expense totaling $362 thousand associated with this borrowing in both years ended December 31, 2013 and 2012. On
January 1, 2012 the Company loaned the proceeds received from this senior note payable totaling $3.6 million to its then majority-owned subsidiary, nCino,
at a fixed rate of 10% per annum with all principal and accrued interest due on December 31, 2016. On December 2, 2013 the note receivable plus accrued
interest with an aggregate balance of $4.2 million due from nCino was converted to equity in nCino at $2.58 per share.
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Convertible Subordinated Debt
On March 31, 2009, the Company issued $4.2 million of convertible subordinated notes with an interest rate of 8.5%. During the year ended December 31,
2011, the note holders converted the debt into shares of class A and class B stock, in accordance with the terms of their original subordinated notes. Shares of
stock issued in conjunction with this conversion were 23,674 shares of class A stock and 236,868 shares of class B stock for a total issuance of 260,542
shares at a conversion price of $16.12. As such, no subordinated debt remained as of December 31, 2011.

Other Borrowings
On June 29, 2011, the Bank financed the purchase of an airplane by entering into a promissory note with Commerce Bank & Trust Company in the
amount of $1.9 million which carries a fixed rate of 5.75% for a term of 59 months. Monthly payments are set at $16 thousand with all principal and
accrued interest due on June 29, 2016. For the years ended December 31, 2013, 2012 and 2011 the Bank recorded interest expense totaling $102 thousand,
$98 thousand and $54 thousand, respectively, associated with this borrowing.
With the acquisition of GLS on September 1, 2013, the Company assumed the obligation to pay a former GLS partner $250 thousand at $10 thousand a
month over a 24 month period. At December 31, 2013 this debt had a remaining balance of $208 thousand with 20 months remaining until the maturity on
August 1, 2015. For the year ended December 31, 2013, the Company made four payments totaling $42 thousand associated with this borrowing.

Lines of Credit
The Company has established credit facilities to provide additional liquidity as needed. Credit facilities consist of unused lines of credit with correspondent
banks totaling $44.0 million. As of and for the years ended December 31, 2013, 2012 and 2011, there were no amounts outstanding under these credit
facilities. All unused lines of credit are overnight facilities and rates are based upon current market rates at the time of usage.

Note 9. Fair Value of Financial Instruments

Fair Value Hierarchy
There are three levels of inputs in the fair value hierarchy that may be used to measure fair value. Financial instruments are considered Level 1 when
valuation can be based on quoted prices in active markets for identical assets or liabilities. Level 2 financial instruments are valued using quoted prices for
similar assets or liabilities; quoted prices in markets that are not active; or models using inputs that are observable or can be corroborated by observable
market data of substantially the full term of the assets or liabilities. Financial instruments are considered

Level 3 when their values are determined using pricing models, discounted cash flow methodologies or similar techniques and at least one significant model
assumption or input is unobservable and when determination of the fair value requires significant management judgment or estimation.
F-39

Table of Contents

Live Oak Bancshares, Inc.
Notes to Consolidated Financial Statements
Note 9. Fair Value of Financial Instruments (Continued)

Financial Instruments Measured at Fair Value
The following sections provide a description of the valuation methodologies used for instruments measured at fair value, as well as the general classification
of such instruments pursuant to the fair value hierarchy:

Securities : Where quoted prices are available in an active market, securities are classified within Level 1 of the valuation hierarchy. Level 1 securities
would include highly liquid government bonds, mortgage products and exchange traded equities. If quoted market prices are not available, then fair values are
estimated by using pricing models, quoted prices of securities with similar characteristics, or discounted cash flow. Level 2 securities would include U.S.
agency securities, mortgage-backed agency securities, obligations of states and political subdivisions and certain corporate, asset backed and other securities.
In certain cases where there is limited activity or less transparency around inputs to the valuation, securities are classified within Level 3 of the valuation
hierarchy.

Impaired Loans: Impairment of a loan is based on the fair value of the collateral of the loan for collateral-dependent loans. Fair value of the loan’s
collateral, when the loan is dependent on collateral, is determined by appraisals or independent valuation which is then adjusted for the cost related to
liquidation of the collateral. For non-collateral dependent loans impairment is determined by the present value of expected future cash flows.
Servicing Assets: Servicing rights do not trade in an active, open market with readily observable prices. While sales of servicing rights do occur, the
precise terms and conditions typically are not readily available. Accordingly, the Company estimates the fair value of servicing rights using discounted cash
flow models incorporating numerous assumptions from the perspective of market participant including servicing income, servicing costs, market discount
rates and prepayment speeds. Due to the nature of the valuation inputs, servicing rights are classified within Level 3 of the valuation hierarchy.

Foreclosed Assets: Foreclosed real estate is adjusted to fair value less selling costs upon transfer of the loans to foreclosed real estate. Subsequently,
foreclosed real estate is carried at the lower of carrying value or fair value less selling costs. Fair value is based upon independent market prices, appraised
values of the collateral or management’s estimation of the value of the collateral. When the fair value of the collateral is based on an observable market price or
a current appraised value, the Company records the foreclosed asset as nonrecurring Level 2. When an appraised value is not available or management
determines the fair value of the collateral is further impaired below the appraised value and there is no observable market price, the Company records
foreclosed real estate as nonrecurring Level 3.

Recurring Fair Value
The tables below present the recorded amount of assets and liabilities measured at fair value on a recurring basis.
December 31,
2013

Total

Investment securities available-for-sale
US government agencies
Residential mortgage backed securities
Servicing assets
Total assets at fair value

$ 5,262
14,184
29,053
$48,499
$
—

Total liabilities at fair value
F-40

Level 1

$

$
$

—
—
—
—
—

Level 2

$ 5,262
14,184
—
$19,446
$
—

Level 3

$

—
—
29,053
$29,053
$
—
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December 31, 2012

Total

Investment securities available-for-sale
US government agencies
Residential mortgage backed securities
Servicing assets
Total assets at fair value

$ 3,517
11,899
24,220
$ 39,636
$
—

Total liabilities at fair value
December 31, 2011

Total

Investment securities available-for-sale
US government agencies
Residential mortgage backed securities
Servicing assets
Total assets at fair value
Total liabilities at fair value

$ 3,081
13,761
18,731
$35,573
$
—

Level 1

$

$
$

—
—
—
—
—

Level 1

$

$
$

—
—
—
—
—

Level 2

$ 3,517
11,899
—
$ 15,416
$
—
Level 2

$ 3,082
13,760
—
$16,842
$
—

Level 3

$

—
—
24,220
$ 24,220
$
—
Level 3

$

—
—
18,731
$18,731
$
—

See Note 5 for a rollforward of recurring Level 3 fair values for servicing assets.

Non-recurring Fair Value
The tables below present the recorded amount of assets and liabilities measured at fair value on a non-recurring basis.
December 31, 2013

Total

Impaired loans
Foreclosed assets
Total assets at fair value

$13,907

Level 1

Level 2

$

$

341

$ 14,248
$
—

Total liabilities at fair value
December 31, 2012

Total

Impaired loans
Foreclosed assets
Total assets at fair value

$10,089

$
$

Total liabilities at fair value
December 31, 2011

Total

Impaired loans

$ 7,445
$ 7,445
$
—

Total assets at fair value
Total liabilities at fair value
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$
$

—
—
—
—

Level 1

Level 2

$

$

232

$ 10,321
$
—

—
—
—
—

$
$

—
—
—
—

$
$

—
—
—
—

Level 1

Level 2

$
$
$

$
$
$

—
—
—

—
—
—

Level 3

$13,907
341

$ 14,248
$
—
Level 3

$10,089
232

$ 10,321
$
—
Level 3

$ 7,445
$ 7,445
$
—
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Level 3 Analysis
For Level 3 assets and liabilities measured at fair value on a recurring or non-recurring basis as of December 31, 2013 and 2012, the significant
unobservable inputs used in the fair value measurements were as follows:
December 31, 2013
Level 3 Assets with Significant Unobservable
Inputs

Impaired Loans

Foreclosed Assets

Fair

Value

$13,907

$341

Valuation Technique
Discounted appraisals
Discounted expected
cash flows

Discounted appraisals

Significant
Unobservable
Inputs

Appraisal adjustments(1)
Interest rate &
repayment term

Appraisal adjustments (1)

Range

6% to 10%
Weighted Average
discount rate
4.42%
6% to 10%

December 31, 2012
Level 3 Assets with Significant
Unobservable Inputs

Impaired Loans
Foreclosed Assets

(1)

Fair

Value

$10,089
$232

Valuation Technique

Discounted appraisals
Discounted appraisals

Significant
Unobservable
Inputs

Appraisal adjustments (1)
Appraisal adjustments (1)

Range

6% to 10%
6% to 10%

Appraisals may be adjusted by management for customized discounting criteria, estimated sales costs, and proprietary qualitative adjustments. In
addition to the appraisal adjustments, management takes a $25 thousand reduction on each impaired loan the Company anticipates incurring as part of
the SBA’s required collection process.
Impaired loans and foreclosed assets classified as Level 3 are based on management’s judgment and estimation.

Estimated Fair Value of Other Financial Instruments
GAAP also requires disclosure of fair value information about financial instruments carried at book value in the balance sheet. In cases where quoted
market prices are not available, fair values are based on estimates using present value or other valuation techniques. Those techniques are significantly
affected by the assumptions used, including the discount rate and estimates of future cash flows. In that regard, the derived fair value estimates cannot be
substantiated by comparison to independent markets and, in many cases, could not be realized in immediate settlement of the instruments. Accordingly, the
aggregate fair value amounts presented do not represent the underlying value of the Company.

The following methods and assumptions were used by the Company in estimating its fair value disclosures for financial instruments not measured at fair
value on the balance sheets:

Cash and due from banks : The carrying amounts reported in the balance sheet for cash and due from banks approximate their fair values.
Loans: For variable-rate loans that reprice frequently and with no significant change in credit risk, fair values are based on carrying amounts. The fair
values for other loans are estimated using discounted cash flow analysis,
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based on interest rates currently being offered for loans with similar terms to borrowers of similar credit quality. Loan fair value estimates include judgments
regarding future expected loss experience and risk characteristics. Fair values for impaired loans are estimated using discounted cash flow analysis or
underlying collateral values, where applicable.

Loans held for sale: The fair values of loans held for sale are based on quoted market prices, where available, or are determined by discounting estimated
cash flows using interest rates approximating the Company’s current origination rates for similar loans adjusted to reflect the inherent credit risk.
Accrued Interest: The carrying amounts of accrued interest approximate fair value.

Servicing assets: The fair values of servicing asset are based upon discounted cash flows using market-based assumptions.

Deposits: The fair values disclosed for demand deposits (e.g., interest and non-interest checking, passbook savings, and certain types of money market
accounts) are, by definition, equal to the amount payable on demand at the reporting date (i.e., their carrying amounts). The carrying amounts of variable-rate,
fixed-term money market accounts and certificates of deposit approximate their fair values at the reporting date. Fair values for fixed-rate certificates of deposit
are estimated using a discounted cash flow calculation that applies interest rates currently being offered on certificates to a schedule of aggregated expected
monthly maturities on time deposits.
Long term borrowings: The fair values of the Company’s borrowings are estimated using discounted cash flow analyses based on the Company’s current
incremental debt rates for similar types of debt arrangements.
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The carrying amounts and estimated fair values of the Company’s financial instruments are as follows:

December 31, 2013

Financial assets
Cash and due from banks
Investment securities, available for sale
Loans held for sale
Loans, net of allowance for loan losses
Servicing assets
Accrued interest receivable
Financial liabilities
Deposits
Accrued interest payable
Long term borrowings
December 31, 2012

Financial assets
Cash and due from banks
Investment securities, available for sale
Loans held for sale
Loans, net of allowance for loan losses
Servicing assets
Accrued interest receivable
Financial liabilities
Deposits
Accrued interest payable
Long term borrowings

Carrying
Amount

$ 37,244
19,446
159,438
138,626
29,053
1,842

Quoted Price
In Active
Markets for
Identical Assets/
Liabilities
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs

$

$

$

37,244

—
—
—
—
1,842

356,620

—

107

107

12,325

—

$ 44,173
15,416
145,183
87,561
24,220
1,457
286,674
81
12,205

$

—
19,446
159,438
—
—
—
354,611
—
—

—
—
—
—
1,457

—
15,416
145,183
—
—
—

—
81
—

286,046
—
—

44,173

(Level 3)

$

$

Ending
Balance

—
—
—
146,835
29,053
—

$ 37,244
19,446
159,438
146,835
29,053
1,842

—
—

354,611

14,334

107
14,334

—
—
—
91,218
24,220
—

$ 44,173
15,416
145,183
91,218
24,220
1,457

—
—
14,560

286,046
81
14,560

December 31, 2011
Fair

Carrying

Financial assets
Cash and due from banks
Investment securities, available for sale
Loans held for sale
Loans, net of allowance for loan losses
Servicing assets
Accrued interest receivable
Financial liabilities
Deposits
Accrued interest payable
Long term borrowings
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Amount

Value

$ 27,536
16,842
111,877
81,104
18,731
1,209

$ 27,536
16,842
111,877
80,075
18,731
1,209

222,163

226,947

83

83

8,659

8,659
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Defined Contribution Plan
The Company maintains an employee benefit plan pursuant to Section 401(k) of the Internal Revenue Code. The plan covers substantially all employees
who are 21 years of age and have completed one month of service. Participants may contribute a percentage of compensation, subject to a maximum allowed
under the Code. In addition, the Company makes certain matching contributions and may make additional contributions at the discretion of the Board of
Directors. Company expense relating to the plan for the years ended December 31, 2013, 2012, and 2011 amounted to $602 thousand, $397 thousand and
$289 thousand, respectively.

Flexible Benefits Plan
The Company maintains a Flexible Benefits Plan which covers substantially all employees. Participants may set aside pre-tax dollars to provide for future
expenses such as health care.

Employee Stock Purchase Plan
In 2010, the Company adopted an Employee Stock Purchase Plan (ESPP). Under this plan, eligible employees were able to withhold post-tax dollars from
their monthly payroll to be placed in a money market account for bi-annual purchases of the Company’s Class A and Class B stock. In order for employees to
be eligible to contribute to this program, they must have completed one year of service with the Company. Eligible employees’ money market accounts were
swept on March 15 th and September 15 th each year, up to the amount that would purchase whole shares of stock, not to exceed $25 thousand per employee
per calendar year. In order to preserve the S-Corporation election, the Company discontinued the ESPP in October 2013.

Restricted Stock Plan
In 2010, the Company adopted a Restricted Stock Plan. Under this plan, a total of 100,000 shares of Common Stock are available for issuance to eligible
employees. Restricted stock grants vest in equal installments over a two to four year period from the date of the grant. In 2010, a total of 50,001 restricted
shares were issued at $15.00 per share and these shares fully vested in 2013. In 2013, 10,000 restricted shares were granted at $30 per share to an eligible
employee and 5,000 restricted shares were granted at $29.92 per share in connection with the GLS acquisition. Total recognized restricted stock expense was
$150 thousand, $250 thousand, and $250 thousand for the years ended December 31, 2013, 2012, and 2011, respectively. At December 31, 2013,
unrecognized restricted stock expense amounted to $362 thousand, associated with 15,000 unvested shares, to be recognized over the next four years.

Employee Profit Sharing Plan
The Employee Profit Sharing Plan allows eligible employees to participate in a profit sharing bonus pool based on the profitability of the Company. The
plan awards each participating employee a quarterly and annual bonus based on the ratio of the employee’s salary at the end of the period to the aggregate
salaries of all participating employees. Total expenses related to this plan were $4.0 million, $4.5 million and $1.6 million for the years ended December 31,
2013, 2012 and 2011, respectively.

Outside Director Profit Sharing Plan
Effective January 1, 2013, the Company adopted the Outside Director Profit Sharing Plan. Eligible directors participate in a discretionary award based on
their annual director fees in the same quarterly percentage payout
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awarded under the Company’s Employee Profit Sharing Plan. Total expenses related to this plan were $43 thousand for the year ended December 31, 2013.

Stock Option Plans
In 2008 the Company adopted both an Incentive Stock Option (ISO) Plan and a Non-Qualified Stock Option (NQSO) Plan. Options granted under both
plans expire no more than 10 years from date of grant. Exercise price under both plans shall be set by the Board of Directors at the date of grant, but shall not
be less than 100% of fair market value of the related stock at the date of the grant. Options vest over three year periods from the date of the grant for both plans.
Compensation cost relating to share-based payment transactions are recognized in the financial statements with measurement based upon the fair value of
the equity or liability instruments issued. For the years ended December 31, 2013, 2012, and 2011, the Company recognized $38 thousand, $81 thousand
and $94 thousand in compensation expense for stock options, respectively.

Activity under the stock option plan during the year ended December 31, 2013 is summarized below.
Weighted

Shares

Outstanding at December 31, 2012
Exercised

27,500
5,000
—
—
22,500
13,325

Forfeited

Granted
Outstanding at December 31, 2013
Exercisable at December 31, 2013

Weighted

Average

Average

Remaining
Contractual
Term

Aggregate

7.76 years
7.73 years

$ 295,800
$180,585

Exercise
Price

Intrinsic

Value

$ 17.36
20.00

—
—
$ 16.77
$ 16.37

The following is a summary of non-vested stock option activity for the Company.
Weighted

Shares

Non-vested at December 31, 2010
Granted
Vested
Forfeited
Non-vested at December 31, 2011
Granted
Vested
Forfeited
Non-vested at December 31, 2012
Granted
Vested
Forfeited
Non-vested at December 31, 2013
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Average
Grant Date
Fair Value

69,333
27,500
34,667
—
62,166
—
42,166
—

$

20,000

$

—
10,825
—
9,175

$

$

2.35
4.45
2.35
—
3.28
—
2.70
—
4.49
—
4.53
—
4.45
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At December 31, 2013, unrecognized compensation costs relating to stock options amounted to $31 thousand which will be expensed over the next 0.79
years.
The weighted average fair value of each stock option grant is estimated on the date of grant using the Black-Scholes option-pricing model. The expected
volatility is based on historical volatility. The risk-free interest rates for periods within the contractual life of the awards are based on the U.S. Treasury yield
curve in effect at the time of the grant. The expected life is based on historical exercise experience. The dividend yield assumption is based on the Company’s
history and expectation of dividend payouts, exclusive of dividends commensurate with shareholders tax burdens as a pass through entity. Assumptions used
for options granted during 2011 were as follows: risk free rate of 1.68%, dividend yield of 0%, volatility of 20% and average lives of 7 years. There were no
grants under the plans during 2013 or 2012.

Redeemable Equity Securities
The Company has entered into an agreement with a third party financial institution which provides personal loans to the Company’s employees. In this
arrangement the Company is obligated to repurchase its shares collateralizing personal employee loans only in the event of default. The repurchase of
Company stock in under this arrangement is at the greater of $30 per share or the price per share required to pay and satisfy in full each loan, including
without limitation the entire principal balance and any accrued unpaid interest and any applicable fees and costs owed with respect to the applicable loan until
paid in full. Due to this arrangement containing provisions allowing for a cash settlement, the intrinsic value was reflected as mezzanine equity.

Note 11. Commitments and Contingencies

Litigation
In the normal course of business the Company is involved in various legal proceedings. Management believes that the outcome of such proceedings will not
materially affect the financial position, results of operations or cash flows of the Company.

Financial Instruments with Off-balance-sheet Risk
The Company is party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing needs of its customers.
These financial instruments include commitments to extend credit and standby letters of credit. These instruments involve, to varying degrees, credit risk in
excess of the amount recognized in the balance sheet.
The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitments to extend credit and
standby letters of credit is represented by the contractual amount of those instruments. The Company uses the same credit policies in making commitments
and conditional obligations as for on-balance-sheet instruments. A summary of the Company’s commitments at December 31, 2013, 2012 and 2011 is as
follows:

Commitments to extend credit
Plexus Capital — Fund II Investment Commitment
Plexus Capital — Fund III Investment Commitment
Total unfunded off-balance sheet credit risk

2013

2012

2011

$221,487

$ 216,010
—

$ 43,142
—
275
$ 43,417

100
413

$ 222,000
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138

$216,148
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Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in the contract.
Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee. Since many of the commitments are
expected to expire without being drawn upon, the total commitment amounts do not necessarily represent future cash requirements. The Company evaluates
each customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by the Company upon extension of credit, is
based on management’s credit evaluation of the party. Collateral held varies, but may include accounts receivable, inventory, property and equipment,
residential real estate and income-producing commercial properties. In 2012, the Company began issuing commitment letters after approval of the loan by the
Credit Department. The commitment letter expires ninety days after the issuance.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a customer to a third party. Those guarantees
are primarily issued to support public and private borrowing arrangements. The credit risk involved in issuing letters of credit is essentially the same as that
involved in extending loan facilities to customers. Collateral held varies as specified above and is required in instances which the Company deems necessary.
There were no standby letters of credit for the periods presented.

Concentrations of Credit Risk
Although the Company is not subject to any geographic concentrations, a substantial amount of the Company’s loans and commitments to extend credit
have been granted to customers in the independent pharmacy and veterinary verticals. The concentrations of credit by type of loan are set forth in Note 3. The
distribution of commitments to extend credit approximates the distribution of loans outstanding. The Company does not have a significant number of credits
to any single borrower or group of related borrowers whereby their retained exposure exceeds $2.0 million.
The Company from time-to-time may have cash and cash equivalents on deposit with financial institutions that exceed federally-insured limits.

Note 12. Regulatory Matters

Dividends
The Company’s dividend payments will be made from dividends received from the Bank. The Bank, as a North Carolina banking corporation, may pay
dividends only out of undivided profits (retained earnings) as determined pursuant to North Carolina General Statutes Section 53-87. However, regulatory
authorities may limit payment of dividends by any bank when it is determined that such a limitation is in the public interest and is necessary to ensure
financial soundness of the bank.

Capital Requirements
The Company (on a consolidated basis) and the Bank are subject to various regulatory capital requirements administered by the federal banking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that, if undertaken,
could have a direct material effect on the Company’s and Bank’s financial statements. Under capital adequacy guidelines and the regulatory framework for
prompt corrective action, the Company and the Bank must meet specific capital guidelines that involve quantitative measures of their assets, liabilities and
certain off-balance-sheet items as calculated under regulatory accounting principles. The capital amounts and classification are also subject to
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qualitative judgments by the regulators about components, risk weightings, and other factors. Prompt corrective action provisions are not applicable to bank
holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to maintain minimum amounts and ratios
(set forth in the following table) of total and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined) and of Tier 1 capital (as defined)
to average assets (as defined). As prescribed by the FDIC, should the Company not be profitable in any calendar quarter, a minimum Tier 1 Capital
requirement of 15% will be required. The Company has remained profitable during all quarters since the aforementioned requirements were prescribed.
Management believes, as of December 31, 2013, 2012 and 2011, that the Company and the Bank meet all capital adequacy requirements to which they are
subject.
As of December 31, 2013, the most recent notification from the Federal Deposit Insurance Corporation categorized the Bank as well capitalized under the
regulatory framework for prompt corrective action. To be categorized as well capitalized, an institution must maintain minimum total risk-based, Tier 1 riskbased and Tier 1 leverage ratios as set forth in the following tables. There are no conditions or events since the notification that management believes have
changed the Bank’s category.

The Bank’s actual capital amounts and ratios as of December 31, 2013, 2012 and 2011, are presented in the table below.

Actual
Amount
Ratio

Minimum
Capital
Requirement
Amount
Ratio

Minimum To Be
Well Capitalized
Under Prompt
Corrective Action
Provisions

Amount

Ratio

December 31, 2013
Total Capital
(to Risk-Weighted Assets)
Tier I Capital
(to Risk-Weighted Assets)
Tier I Capital
(to Average Assets)
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$50,812

15.95%

$25,486

8.00%

$ 31,857

10.00%

$ 48,089

15.09%

$ 12,747

4.00%

$19,121

6.00%

$ 48,089

10.39%

$ 18,514

4.00%

$ 23,142

5.00%
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Actual
Amount
Ratio

Minimum
Capital
Requirement
Amount
Ratio

Minimum To Be
Well Capitalized
Under Prompt
Corrective Action
Provisions

Amount

Ratio

December 31, 2012
Total Capital
(to Risk-Weighted Assets)
Tier I Capital
(to Risk-Weighted Assets)
Tier I Capital
(to Average Assets)
December 31, 2011
Total Capital
(to Risk-Weighted Assets)
Tier I Capital
(to Risk-Weighted Assets)
Tier I Capital
(to Average Assets)

$ 41,438

17.91%

$18,505

8.00%

$ 22,593

10.00%

$ 38,514

16.65%

$ 13,900

4.00%

$17,529

6.00%

$ 38,514

10.63%

$17,990

4.00%

$ 20,889

5.00%

$ 33,471

18.40%

$ 14,550

8.00%

$ 18,187

10.00%

$31,161

17.13%

$ 7,275

4.00%

$ 10,912

6.00%

$31,161

11.84%

$ 14,531

4.00%

$ 13,164

5.00%

The Company’s most significant asset is its investment in the Bank. Consequently, the information concerning capital ratios is substantially the same for
the Company and the Bank.

Note 13. Transactions with Related Parties
The Company has entered into transactions with its directors, significant shareholders and their affiliates (related parties). Such transactions were made in
the ordinary course of business on substantially the same terms and conditions, including interest rates, as those prevailing at the same time for comparable
transactions with other customers, and did not, in the opinion of management, involve more than normal risk or present other unfavorable features.

Deposits from related parties held by the Bank at December 31, 2013, 2012, and 2011 amounted to $33.3 million, $25.8 million, and $3.4 million,
respectively. The Bank has no loans with related parties at December 31, 2013, 2012 and 2011.

During the years ended December 31, 2013, 2012 and 2011, the Company invested $125 thousand, $138 thousand and $50 thousand, respectively, in
Plexus Funds II and III, L.P. which is included in other assets at December 31, 2013, 2012 and 2011 with a balance of $1 million , $363 thousand and $225
thousand, respectively. A member of the Company’s Board of Directors is also a member of Plexus Capital, the administrator of Plexus Fund II, L.P.
During the year ended December 31, 2011, the Company formed the wholly-owned subsidiary, Independence Aviation, LLC for the purpose of purchasing
an aircraft which it was previously leasing from PeaPod LLC, owned by an executive officer of the Company. The Company financed the purchase of the
aircraft with an unrelated entity by entering into a promissory note in the amount of $1.9 million which carries an interest rate 5.75% fixed for a term of 59
months. During the years ended December 31, 2013, 2012 and 2011, the Bank paid lease fees to Independence Aviation, LLC, for use of the aircraft, in the
amount $257, $314 and $287 thousand, respectively, and were eliminated in consolidation.
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In January 2012, the Company formed nCino to further develop and sell cloud-based banking software that was initially built off of the Force.com
platform and transformed into a bank operating system used to streamline the lending process at the Bank. nCino was a majority-owned subsidiary of the
Company during the year ended December 31, 2012. During 2012, the Company loaned $3.6 million to nCino, at a fixed rate of 10% per annum with all
principal and accrued interest due on December 31, 2016. At December 31, 2012, the Company owned approximately 64% of nCino. As discussed in Note 1,
the investment in nCino was deconsolidated in January 2013 and subsequently accounted for under the equity method. In December 2013, the note receivable
from nCino and related accrued interest receivable totaling $4.2 million was converted to equity in nCino. In the 2013 period subsequent to deconsolidation, the
Company had business transactions with nCino amounting to $1 million for services purchased related to the Bank’s loan technology platform. The Bank
also recorded interest income of $304 thousand related to the aforementioned note receivable.

Note 14. Parent Company Only Financial Statements
The following balance sheets, statements of income and statements of cash flows for Live Oak Bancshares, Inc. should be reread in conjunction with the
consolidated financial statements and the notes thereto.

Balance Sheets

2013

December 31,
2012

2011

(In thousands)

Assets
Cash and cash equivalents

$

Investment in subsidiaries
Equity method investments in non-consolidated affiliates
Note receivable from subsidiary
Other assets
Total assets
Liabilities and Shareholders’ Equity
Long term borrowings
Dividends payable
Other liabilities
Total liabilities
Redeemable equity securities
Shareholders’ equity:
Common stock
Retained earnings
Accumulated other comprehensive income (loss)
Total shareholders’ equity attributed to Live Oak Bancshares, Inc.
Noncontrolling interest
Total equity
Total liabilities and shareholders’ equity

52
51,036
11,467
—

$

$ 62,990

$

3,566
37,886
—
3,624
362
45,438

$ 10,423
—
572
10,995
3,605

$

10,423

435

21,924
26,657
(191)
48,390
—
48,390
$ 62,990
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2,027
67
12,517
1,161

$

21,696
10,819
542
33,057
(1,297)
31,760
45,438

$

$

4,000

33,579
—
—
—
$ 37,579
6,800
—
3,196
9,996
—
19,696
7,384
503

27,583
—
27,583
$ 37,579
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Statements of Income

2013

Years Ended December 31,
2012
2011
(In thousands)

$

Interest income
Interest expense
Net interest loss
Noninterest income:

334

470

(136)

Dividends from banking subsidiary
Gain on deconsolidation of subsidiary
Equity in income (loss) of non-consolidated affiliates
Total noninterest income
Noninterest expense:
Salaries and employee benefits
Professional fees
Other
Total noninterest expense
Net income before equity in undistributed income of subsidiaries
Equity in undistributed income of subsidiaries in excess of dividends from subsidiaries
Net income
Net loss attributable to noncontrolling interest
Net income attributable to Live Oak Bancshares, Inc.
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9,780
12,212
(2,756)
19,236
232
284

89
605
18,495
9,447
27,942
120

$ 28,062

$

365
553
(188)

$

9
175
(166)

11,499
—
—
11,499

9,889
—
—
9,889

343

389
156

243

1
587
10,724
4,074

14,798
1,297
$16,095

84

629
9,094
5,218
14,312
—
$ 14,312
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Statements of Cash Flows
2013

Years Ended December 31,
2012
2011
(In thousands)

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Equity in undistributed net loss (income) of subsidiaries in excess of dividends of subsidiaries
Equity in loss of non-consolidated affiliates
Gain on deconsolidation of subsidiary
Stock option based compensation expense
Restricted stock expense
Net change in other assets
Net change in other liabilities
Net cash provided by operating activities

$ 27,942
(9,757)
2,756
(12,212)

(5,218)
—
—
94
250
—

505
9,349
—
(4,570)
3,624
(946)

(194)
—
(3,624)
(3,818)

(7,167)
—
—
(7,167)

3,623
(3,165)
—
792
289
588
(9,472)
(7,345)
(434)

9,965
—
—
—

38
(73)

Capital investment in non-consolidated affiliates
Net change in advances to subsidiaries
Net cash provided by (used in) investing activities

(4,074)

$ 14,312

—
—
81
250
(362)
36
10,729

150

Cash flows from investing activities
Capital investment in subsidiaries

$14,798

31

9,469

Cash flows from financing activities

—
—

Proceeds from borrowings
Repayments of borrowings
Repurchase of common stock
Stock options exercised
Employee stock purchase program
Proceeds from sale of common stock
Shareholder dividend distributions
Net cash provided by (used in) financing activities
Net change in cash and cash equivalents

(444)

100
234

—
(11,807)
(11,917)
(3,514)

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

$

107

892
(9,630)
(1,334)
3,636

3,566

4,000

364

52

$ 3,566

$ 4,000

Note 15. Subsequent Events
Live Oak Bancshares qualifies as an “emerging growth company” as defined by the Jumpstart Our Business Startups Act of 2012 (“JOBS Act”). In
February 2014, the Board of Directors of the Company approved a resolution for Live Oak Bancshares to sell shares of common stock to the public in an
initial public offering.
Management has evaluated subsequent events through the date the financial statements were available to be issued and determined that the following events
required disclosure:
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Construction Commitment
In January 2014, the Company entered into an agreement to construct an additional headquarters building to house growing resource needs. Estimated
construction cost is approximately $14 million. nCino is scheduled to be a primary lessee of a portion of this building as well.
F-54

Table of Contents

Shares

Common Stock

PROSPECTUS

SunTrust Robinson Humphrey

Through and including
, 2014 (the 25 th day after the date of this prospectus), all dealers effecting transactions in these securities, whether or not
participating in this offering, may be required to deliver a prospectus. This is in addition to the dealer’s obligation to deliver a prospectus when acting as
underwriters and with respect to their unsold allotments or subscriptions.
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PART II
INFORMATION NOT REQUIRED IN PROSPECTUS

Item 13.

Other Expenses of Issuance and Distribution .

The following table sets forth the fees and expenses, other than underwriting discounts and commissions, payable by us in connection with the issuance
and distribution of the common stock being registered hereunder, all of which will be borne by us. All amounts shown are estimates except the SEC
registration fee, the NASDAQ listing fee, and the FINRA filing fee.
Amount To
Be Paid

SEC registration fee
FINRA filing fee
NASDAQ listing fee
Accounting fees and expenses
Legal fees and expenses
Printing fees
Miscellaneous expenses
Total Expenses

$
$
$
$
$
$
$
$

*
*
*
*
*
*
*

* To be provided by amendment.
Item 14.

Indemnification of Directors and Officers .

Sections 55-8-50 through 55-8-58 of the North Carolina General Statutes permit a corporation to indemnify its directors, officers, employees or agents
under either or both a statutory or nonstatutory scheme of indemnification. Under the statutory scheme, a corporation may, with certain exceptions, indemnify
a director, officer, employee or agent of the corporation who was, is, or is threatened to be made, a party to any threatened, pending or completed legal action,
suit or proceeding, whether civil, criminal, administrative, or investigative, because of the fact that such person was a director, officer, agent or employee of
the corporation, or is or was serving at the request of such corporation as a director, officer, employee or agent of another corporation or enterprise. This
indemnity may include the obligation to pay any judgment, settlement, penalty, fine (including an excise tax assessed with respect to an employee benefit plan)
and reasonable expenses incurred in connection with a proceeding (including counsel fees), but no such indemnification may be granted unless such director,
officer, agent or employee (i) conducted himself in good faith, (ii) reasonably believed (a) that any action taken in his official capacity with the corporation was
in the best interest of the corporation or (b) that in all other cases his conduct at least was not opposed to the corporation’s best interest, and (iii) in the case of
any criminal proceeding, had no reasonable cause to believe his conduct was unlawful. Whether a director has met the requisite standard of conduct for the
type of indemnification set forth above is determined by the Board of Directors, a committee of directors, special legal counsel or the shareholders in
accordance with Section 55-8-55. A corporation may not indemnify a director under the statutory scheme in connection with a proceeding by or in the right of
the corporation in which the director was adjudged liable to the corporation or in connection with a proceeding in which a director was adjudged liable on the
basis of having received an improper personal benefit.
In addition to, and separate and apart from the indemnification described above under the statutory scheme, Section 55-8-57 of the North Carolina General
Statutes permits a corporation to indemnify or agree to indemnify any of its directors, officers, employees or agents against liability and expenses (including
attorney’s fees) in any proceeding (including proceedings brought by or on behalf of the corporation) arising out of their status as such or their activities in
such capacities, except for any liabilities or expenses incurred on account of activities that were, at the time taken, known or believed by the person to be
clearly in conflict with the best interests of the corporation. The bylaws of the Company provide for indemnification to the fullest extent permitted by law for
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persons who serve as a director, officer, agent or employee of the Company or at the request of the Company serve as a director, officer, agent or employee for
any other corporation, partnership, joint venture, trust or other enterprise, or as a trustee or administrator under an employee benefit plan. Accordingly, the
Company may indemnify its directors, officers, agents or employees in accordance with either the statutory or nonstatutory standards.

Sections 55-8-52 and 55-8-56 of the North Carolina General Statutes require a corporation, unless its articles of incorporation provide otherwise, to
indemnify a director or officer who has been wholly successful, on the merits or otherwise, in the defense of any proceeding to which such director or officer
was a party. Unless prohibited by the articles of incorporation, a director or officer also may make application and obtain court-ordered indemnification if the
court determines that such director or officer is fairly and reasonably entitled to such indemnification as provided in Sections 55-8-54 and 55-8-56.

Finally, Section 55-8-57 of the North Carolina General Statutes provides that a corporation may purchase and maintain insurance on behalf of an
individual who is or was a director, officer, employee or agent of the corporation against certain liabilities incurred by such persons, whether or not the
corporation is otherwise authorized by the North Carolina Business Corporation Act to indemnify such party. The Company has purchased a standard
directors’ and officers’ liability policy which will, subject to certain limitations, indemnify the Company and its officers and directors for damages they
become legally obligated to pay as a result of any negligent act, error, or omission committed by directors or officers while acting in their capacity as such.
As permitted by North Carolina law, Article VI of the Articles of Incorporation of the Company limits the personal liability of directors for monetary
damages for breaches of duty as a director arising out of any legal action whether by or in the right of the Company or otherwise, provided that such limitation
will not apply to (i) acts or omissions that the director at the time of such breach knew or believed were clearly in conflict with the best interests of the
Company, (ii) any liability under Section 55-8-33 of the General Statutes of North Carolina, or (iii) any transaction from which the director derived an
improper personal benefit (which does not include a director’s reasonable compensation or other reasonable incidental benefit for or on account of his service as
a director, officer, employee, independent contractor, attorney, or consultant of the Company).

Item 15.

Recent Sales of Unregistered Securities .

Between January 1, 2011 and December 31, 2013, we sold 494,338 shares of our common stock in a private placement to accredited investors and to
certain of our officers and directors, generating gross proceeds of approximately $7.6 million. There were no underwriting discounts or commissions on these
sales.
The issuances of securities described above were made in reliance upon exemptions from federal securities registration under Section 4(2) of the Securities
Act, and Rule 506 thereunder, as transactions not constituting a public offering of securities because the shares were issued privately without general
solicitation.
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Item 16.

Exhibits and Financial Statement Schedules .

(a) Exhibits
Exhibit
No.

Description

1.1*

Form of Underwriting Agreement

3.1

Articles of Incorporation of Live Oak Bancshares, Inc.

3.2

Bylaws of Live Oak Bancshares, Inc.

4.1*

Form of Common Stock Certificate

5.1*

Opinion of Wyrick Robbins Yates & Ponton LLP

10.1

2008 Incentive Stock Option Plan**

10.2

2008 Nonstatutory Stock Option Plan**

10.3

SBLF Letter Agreement, dated 9/13/2011, by and among Live Oak Bancshares, Inc. and the
Secretary of the United States Treasury
Tax Sharing Agreement, effective as of 2/6/2012, between Live Oak Bancshares, Inc. and

10.4

Live Oak Banking Company

10.5*

Employee Cash Profit Sharing Plan**

10.6*

Outside Director Profit Sharing Plan**

21.1

Subsidiaries

23.3*

Consent of Wyrick Robbins Yates & Ponton LLP (Included in its opinion filed as Exhibit 5.1)

24.1*

Power of Attorney

*

To be filed by amendment

**

Management contract or compensatory plan

Item 17.

Undertakings.

The undersigned registrant hereby undertakes to provide the underwriters at the closing specified in the underwriting agreement certificates in such
denominations and registered in such names as required by the underwriters to permit prompt delivery to each purchaser.

The undersigned registrant hereby undertakes that:
(1) for purposes of determining any liability under the Securities Act of 1933, the information omitted from the form of prospectus filed as part of this
registration statement in reliance upon Rule 430A and contained in a form of prospectus filed by the registrant pursuant to Rule 424(b)(1) or (4) or 497(h)
under the Securities Act shall be deemed to be part of this registration statement as of the time it was declared effective;
II-3

Table of Contents

(2) for the purpose of determining any liability under the Securities Act of 1933, each post-effective amendment that contains a form of prospectus shall be
deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at that time shall be deemed to be the initial
bona fide offering thereof; and
Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to directors, officers and controlling persons of the
registrant pursuant to the provisions described in Item 14, or otherwise, the registrant has been advised that in the opinion of the Securities and Exchange
Commission such indemnification is against public policy as expressed in the Act and is, therefore, unenforceable. In the event that a claim for
indemnification against such liabilities (other than the payment by the registrant of expenses incurred or paid by a director, officer or controlling person of the
registrant in the successful defense of any action, suit or proceeding) is asserted by such director, officer or controlling person in connection with the securities
being registered, the registrant will, unless in the opinion of its counsel the matter has been settled by controlling precedent, submit to a court of appropriate
jurisdiction the question whether such indemnification by it is against public policy as expressed in the Act and will be governed by the final adjudication of
such issue.
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SIGNATURES
Pursuant to the requirements of the Securities Act of 1933, as amended, the Registrant has duly caused this registration statement to be signed on its behalf
by the undersigned, thereunto duly authorized, in the City of Wilmington, State of North Carolina on April 14, 2014.

LIVE OAK BANCSHARES, INC. (Registrant)

By: /s/ James S. Mahan III
James S. Mahan III
Chairman and Chief Executive Officer
(Principal Executive Officer)

Pursuant to the requirements of the Securities Act of 1933, this registration statement has been signed by the following persons in the capacities indicated.
Date

/s/ James S. Mahan III
James S. Mahan III
Chairman and Chief Executive Officer (Principal Executive Officer)
/s/ S. Brett Caines
S. Brett Caines
Chief Financial Officer
(Principal Financial Officer and Principal Accounting Officer)
/s/ William L. Williams III
William L. Williams III
Vice Chairman of the Board of Directors
/s/ David G. Lucht
David G. Lucht
Chief Risk Officer and Director
/s/ Neil L. Underwood
Neil L. Underwood
President and Director
/s/ Miltom E. Petty*
Miltom E. Petty
Director
/s/ William H. Cameron*
William H. Cameron
Director
/s/ Howard K. Landis III*
Howard K. Landis III
Director
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April 14, 2014

April 14, 2014

April 14, 2014

April 14, 2014

April 14, 2014

April 14, 2014

April 14, 2014

Table of Contents

April 14, 2014

/s/ Jerald L. Pullins*
Jerald L. Pullins
Director

April 14, 2014

/s/ Glen F. Hoffsis*
Glen F. Hoffsis

*

Director
/s/ James S. Mahan III
By: James S. Mahan III
Attorney-in-Fact

April 14, 2014
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EXHIBIT INDEX
Exhibit
No.

Description

1.1*

Form of Underwriting Agreement

3.1

Articles of Incorporation of Live Oak Bancshares, Inc.

3.2

Bylaws of Live Oak Bancshares, Inc.

4.1*

Form of Common Stock Certificate

5.1*

Opinion of Wyrick Robbins Yates & Ponton LLP

10.1

2008 Incentive Stock Option Plan**

10.2

2008 Nonstatutory Stock Option Plan**

10.3

SBLF Letter Agreement, dated 9/13/2011, by and among Live Oak Bancshares, Inc. and the
Secretary of the United States Treasury

10.4

Tax Sharing Agreement, effective as of 2/6/2012, between Live Oak Bancshares, Inc. and

Live Oak Banking Company

10.5*

Employee Cash Profit Sharing Plan**

10.6*

Outside Director Profit Sharing Plan**

21.1

Subsidiaries

23.1

Consent of Dixon Hughes Goodman LLP

23.3*

Consent of Wyrick Robbins Yates & Ponton LLP (Included in its opinion filed as Exhibit 5.1)

24.1*

Power of Attorney

*

To be filed by amendment

**

Management contract or compensatory plan
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Exhibit 3.1
SOSID: 1076268
Date Filed: 12/18/2008 8:47:00 AM

Elaine F. Marshall
North Carolina Secretary of State
C200834700107

ARTICLES OF INCORPORATION
OF

LIVE OAK BANCSHARES, INC.
The undersigned hereby makes and acknowledges these Articles of Incorporation for the purpose of forming a business corporation under and by virtue of the
laws of the State of North Carolina as contained in Chapter 55 of the General Statutes of North Carolina, entitled “North Carolina Business Corporation
Act,” and the several amendments thereto, and to that end hereby sets forth the following:

ARTICLE I
The name of the corporation is Live Oak Bancshares, Inc. (herein referred to as the “Corporation”).

ARTICLE II
The Corporation shall have authority to issue a total of 2,650,000 shares of capital stock consisting of 150,000 shares of common stock designated as “Class
A Voting Common Stock,” no par value per share, 1,500,000 shares of common stock designated as “Class B Non-Voting Common Stock,” no par value per
share, and 1,000,000 shares of Preferred Stock, no par value per share. The Class A Voting Common Stock and Class B Non-Voting Common Stock shall
have equal rights as to dividends, liquidation proceeds, and all other matters, except the right to vote. Each share of the Class A Voting Common Stock shall
be entitled to one vote. The Class B Non-Voting Common Stock shall have no voting rights. The preferences, limitations and relative rights of the shares of
Preferred Stock shall be designated by the Board of Directors and may be issued in one or more series.

ARTICLE III
The street address of the initial registered office of the Corporation is 2605 Iron Gate Drive, Suite 100, Wilmington, New Hanover County, North Carolina
28412; the mailing address of the initial registered office of the Corporation is 2605 Iron Gate Drive, Suite 100, Wilmington, New Hanover County, North
Carolina 28412; and, the name of the initial registered agent at such address is David G. Lucht.

ARTICLE IV
The name of the incorporator is Todd H. Eveson, and the address of the incorporator is 8305 Falls of Neuse Road, Suite 203, Raleigh, Wake County, North
Carolina 27615.

ARTICLE V
The number of directors constituting the initial board of directors shall be one (1); and the name and address of the person who is to serve as director until the
first meeting of shareholders, or until his successor is elected and qualifies, are James S. Mahan, III, 2605 Iron Gate Drive, Suite 100, Wilmington, New
Hanover County, North Carolina 28412.

ARTICLE VI
To the fullest extent permitted by the North Carolina Business Corporation Act as it exists or may hereafter be amended, no person who is serving or who has
served as a director of the Corporation shall be personally liable to the Corporation or any of its shareholders or otherwise for monetary damages for breach of
any duty as a director. No amendment or repeal of this article, nor the adoption of any provision to these Articles of Incorporation inconsistent with this article,
shall eliminate or reduce the protection granted herein with respect to any matter that occurred prior to such amendment, repeal, or adoption.

ARTICLE VII
Any agreement, plan or arrangement providing for the merger, consolidation or exchange of shares of the Corporation with any other corporation, foreign or
domestic, or the sale, lease or exchange of all or substantially all of the assets of the Corporation which require prior shareholder approval under North
Carolina law shall only be effected after the prior approval of the holders of at least two-thirds of the outstanding shares of all classes of capital stock of the
Corporation, voting together as a single class, unless class voting rights are specifically permitted for any class of capital stock of the Corporation.
Notwithstanding the foregoing, the requirement of approval of at least two-thirds of the outstanding shares as set forth above shall not be applicable and only
such affirmative vote as is required by North Carolina law shall be required, if any such transaction shall have been approved by a majority of the members
of the Board of Directors unaffiliated with any other party to the proposed transaction.

ARTICLE VIII
Any person as a director of this Corporation may only be removed for “cause” by the shareholders represented by a majority of all shares entitled to vote at an
annual or special meeting of this Corporation. The term “cause” for the purposes of this paragraph shall mean (i) the criminal prosecution and conviction
during the course of the director’s service as a director of this Corporation of an act of fraud, embezzlement, theft or personal dishonesty (excepting minor
traffic and similar violations in the nature of a misdemeanor under North Carolina law), (ii) the prosecution and conviction of any criminal offense involving
dishonesty or breach of trust, or (iii) the occurrence of any event resulting in a director being excluded from coverage, or having coverage limited as to the
director when compared to other covered directors, under any of the Corporation’s fidelity bonds or insurance policies covering its directors, officers or
employees.

This 11th day of December 2008.

Todd H. Eveson, Incorporator

OFFICE OF THE COMMISSIONER OF BANKS

CERTIFICATE OF AUTHORITY
FOR
ARTICLES OF INCORPORATION

I, David B. Hanson, Chief Deputy Commissioner of Banks for the State of North Carolina, hereby certify that the foregoing ARTICLES OF
INCORPORATION OF LIVE OAK BANCSHARES, INC. having its principal office in Wilmington, New Hanover County, North Carolina, were approved
by the Office of the Commissioner of Banks on the 17 th day of December, 2008. Authority to record the Articles of Incorporation is hereby granted.

This the 17 th day of December, 2008.

David B. Hanson
Chief Deputy Commissioner of Banks

SOSID: 1076268
Date Filed: 5/19/2011 3:15:00 PM

Elaine F. Marshall
North Carolina Secretary of State
C201113900218
ARTICLES OF AMENDMENT
OF

LIVE OAK BANCSHARES, INC,
The undersigned corporation hereby submits these articles of amendment for the purpose of amending its articles of incorporation:

1. The name of the corporation is Live Oak Bancshares, Inc.
2. The following amendment to the articles of incorporation of the corporation hereby replaces article II in its entirety as follows:

ARTICLE II
The Corporation shall have authority to issue a total of 3,750,000 shares of capital stock consisting of 250,000 shares of common stock
designated as “Class A Voting Common Stock,” no par value per share, 2,500,000 shares of common stock designated as “Class B Non-Voting
Common Stock,” no par value per share, and 1,000,000 shares of Preferred Stock, no par value per share. The Class A Voting Common Stock
and Class B Non-Voting Common Stock shall have equal rights as to dividends, liquidation proceeds, and all other matters, except the right to
vote. Each share of the Class A Voting Common Stock shall be entitled to one vote. The Class B Non-Voting Common Stock shall have no voting
rights. The preferences, limitations and relative rights of the shares of Preferred Stock shall be designated by the Board of Directors and may be
issued in one or more series.
3. The foregoing amendment was duly adopted by a vote of the shareholders of the Class A Voting Common Stock and the Class B Non-Voting
Common Stock of the corporation on April 19, 2011, in the manner prescribed by law.
4. These articles will become effective upon filing with the North Carolina Secretary of State.

This the 17 th day of May, 2011.
LIVE OAK BANCSHARES, INC.

By:
David G. Lucht
President

SOSID: 1076268
Date Filed: 9/7/2011 4:56:00 PM

Elaine F. Marshall
North Carolina Secretary of State
C201125000356

ARTICLES OF AMENDMENT
OF

LIVE OAK BANCSHARES, INC.
The undersigned corporation hereby submits these articles of amendment for the purpose of amending its articles of incorporation:

1. The name of the corporation is Live Oak Bancshares, Inc.
2. The following amendment to the articles of incorporation of the corporation hereby replaces article II in its entirety as follows:

ARTICLE II
The Corporation shall have authority to issue a total of 2,750,000 shares of capital stock consisting of 250,000 shares of common stock
designated as “Class A Voting Common Stock,” no par value per share and 2,500,000 shares of common stock designated as “Class B NonVoting Common Stock,” no par value per share. The Class A Voting Common Stock and Class B Non-Voting Common Stock shall have equal
rights as to dividends, liquidation proceeds, and all other matters, except the right to vote. Each share of the Class A Voting Common Stock shall
be entitled to one vote. The Class B Non-Voting Common Stock shall have no voting rights.
3. The amendment was duly adopted by the Board of Directors without shareholder action as shareholder action was not required pursuant to
Section 55-6-02 of the North Carolina General Statutes.
4. These articles will become effective upon filing with the North Carolina Secretary of State.

This the 7 th day of September, 2011.
LIVE OAK BANCSHARES, INC.

By:
Neil Underwood
President

SOSID: 1076268
Date Filed: 11/26/2013 2:23:00 PM
Elaine F. Marshall
North Carolina Secretary of State
C2013 330 00140

ARTICLES OF AMENDMENT
OF

LIVE OAK BANCSHARES, INC,
The undersigned corporation hereby submits these articles of amendment for the purpose of amending its articles of incorporation:

1. The name of the corporation is Live Oak Bancshares, Inc.
2. The following amendment to the articles of incorporation of the corporation hereby replaces article II in its entirety as follows:

ARTICLE II
The Corporation shall have authority to issue a total of 2,750,000 shares of capital stock consisting of a single class of common stock, no par
value per share. Each share of the Corporation’s common stock shall have equal rights as to dividends, liquidation proceeds, and all other
matters, and shall be entitled to one vote per share on each matter voted on at a shareholders’ meeting.
3. The amendment was duly adopted by the Board of Directors and approved by the shareholders of the corporation in the manner required by Chapter
55 of the North Carolina General Statutes.
4. These articles will become effective upon filing with the North Carolina Secretary of State.

This the 20 th day of November, 2013.

LIVE OAK BANCSHARES, INC.

By:
Neil Underwood
President
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BYLAWS
OF

LIVE OAK BANCSHARES, INC.

BYLAWS
OF

LIVE OAK BANCSHARES, INC.
Index

ARTICLE I
Offices
Section 1.
Section 2.
Section 3.

Principal Office
Registered Office
Other Offices

ARTICLE II
Meetings of Shareholders

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.
Section 7.
Section 8.
Section 9.
Section 10.
Section 11.
Section 12.

Place of Meetings
Annual Meetings
Substitute Annual Meeting
Special Meetings
Notice of Meetings
Voting Lists
Voting Group

Quorum
Proxies
Voting of Shares
Fixing Record Date
Action of Shareholders Without Meeting

ARTICLE III
Directors

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.
Section 7.
Section 8.
Section 9.
Section 10.

General Powers

Number, Term and Qualifications
Nominations
Election of Directors
Removal
Vacancies
Chairman of the Board
Vice Chairman of the Board
Compensation
Appointment of Committees
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ARTICLE IV
Meetings of Directors

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.
Section 7.
Section 8.
Section 9.

Regular Meetings
Special Meetings
Notice of Meetings
Waiver of Notice

Quorum
Manner of Acting
Presumption of Assent
Informal Action by Directors
Minutes

ARTICLE V
Officers
Section 1.
Section 2.
Section 3.
Section 4.
Section 5.
Section 6.
Section 7.
Section 8.
Section 9.
Section 10.
Section 11.

Number
Election and Term
Removal and Resignation
Compensation
Chief Executive Officer and President
Vice Presidents
Assistant Vice Presidents
Secretary
Assistant Secretaries

Treasurer
Assistant Treasurers

ARTICLE VI
Contracts, Loans, Checks and Deposits
Section 1.
Section 2.
Section 3.
Section 4.

Contracts
Loans
Checks and Drafts
Deposits
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ARTICLE VII
Certificates for Shares and Their Transfer
Section 1.
Section 2.
Section 3.
Section 4.
Section 5.

Certificates for Shares
Transfer of Shares
Lost Certificates
Holder of Record
Reacquired Shares

ARTICLE VIII
General Provisions

Section 1.
Section 2.
Section 3.
Section 4.
Section 5.

Distributions
Seal
Amendments
Fiscal Year
Indemnification
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BYLAWS
OF

LIVE OAK BANCSHARES, INC.

ARTICLE I
Offices

Section 1. Principal Office: The principal office of the Corporation shall be located in Wilmington, North Carolina.
Section 2. Registered Office: The registered office of the Corporation required by law to be maintained in the State of North Carolina may be, but need
not be, identical with the principal office.
Section 3. Other Offices: The Corporation may have offices at such other places, either within or without the State of North Carolina, as the Board of
Directors from time to time may determine, or as the affairs of the Corporation from time to time may require.

ARTICLE II
Meetings of Shareholders

Section 1. Place of Meetings: All meetings of shareholders shall be held at the principal office of the Corporation or at such other place, either within or
without the State of North Carolina, as shall be designated in the notice of the meeting or agreed upon by a majority of the shareholders entitled to vote thereat.
Section 2. Annual Meetings: The annual meeting of shareholders of the Corporation, for the purpose of electing directors of the Corporation and for the
transaction of such other business as properly may be brought before the meeting, shall be held within 180 days of the end of the fiscal year on any day,
except Saturday, Sunday or a legal or banking holiday, as may be determined by the Board of Directors.
Section 3. Substitute Annual Meeting: If the annual meeting shall not be held as provided in Section 2 of this Article, a substitute annual meeting may be
called in accordance with the provisions of Section 4 of this Article. A meeting so called shall be designated and treated for all purposes as the annual meeting.
Section 4. Special Meetings: Special meetings of the shareholders may be called at any time by (a) the Chairman of the Board, (b) the President of the
Corporation, or (c) the Secretary of the Corporation at the request of the Board of Directors of the Corporation.

Section 5. Notice of Meetings: Written or printed notice stating the time, place and date of the meeting shall be delivered not less than ten (10) nor more
than sixty (60) days before the date thereof, either in person or by mail, by or at the direction of the President or other qualified person calling the meeting to
each shareholder of record entitled to vote at such meeting unless

1

applicable law or the Corporation’s articles of incorporation require that such notice shall be given to all shareholders with respect to such meeting. If mailed,
such notice shall be deemed to be effective when deposited in the United States mail, correctly addressed to the shareholder at the shareholder’s address as it
appears on the current record of shareholders of the Corporation, with postage thereon prepaid.

In the case of an annual or substitute annual meeting, the notice of meeting need not specifically state the business to be transacted thereat unless such a
statement expressly is required by the provisions of the North Carolina Business Corporation Act. In the case of a special meeting, the notice of meeting
specifically shall state the purpose or purposes for which the meeting is called.
If any meeting of shareholders is adjourned to a different date, time, or place, notice need not be given of the new date, time, or place if the new date,
time, or place is announced at the meeting before adjournment and if a new record date is not fixed for the adjourned meeting. If a new record date for the
adjourned meeting is or must be fixed pursuant to North Carolina law, notice of the adjourned meeting must be given as provided in this Section to persons
who are shareholders as of the new record date.

Section 6. Voting Lists: Before each meeting of shareholders, an alphabetical list of the shareholders entitled to notice of such meeting shall be prepared
by the Secretary of the Corporation. The list shall be arranged by voting group and within each voting group by class or series of shares and show the address
of and the number of shares held by each shareholder. The list shall be kept on file at the principal office of the Corporation for the period beginning two
(2) business days after notice of the meeting is given and continuing through the meeting, and shall be available for inspection by any shareholder or the agent
or attorney of any shareholder at any time prior to the meeting during regular business hours and at any time during the meeting or any adjournment thereof.
The list shall be prima facie evidence as to who are the shareholders entitled to examine the list and the shareholders of record entitled to vote at any meeting of
the shareholders.
Section 7. Voting Group: All shares of one or more classes or series that under the Corporation’s articles of incorporation or the North Carolina Business
Corporation Act are entitled to vote and be counted together collectively on a matter at a meeting of shareholders constitute a voting group. All shares entitled by
the Corporation’s articles of incorporation or the North Carolina Business Corporation Act to vote generally on a matter are for that purpose a single voting
group. Classes or series of shares shall not be entitled to vote separately by voting group unless expressly authorized by the Corporation’s articles of
incorporation or specifically required by law.
Section 8. Quorum: Shares entitled to vote as a separate voting group may take action on a matter at a meeting of shareholders only if a quorum of those
shares is present at the meeting. A majority of the votes entitled to be cast on the matter by the voting group shall constitute a quorum of that voting group for
action on that matter.
Once a share is represented for any purpose at a meeting, it is deemed present for quorum purposes for the remainder of the meeting and for any
adjournment of that meeting unless a new record date is or must be set for that adjourned meeting.
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In the absence of a quorum at the opening of any meeting of shareholders, such meeting may be adjourned from time to time by a vote of the majority of
the votes cast on the motion to adjourn; and at any adjourned meeting any business may be transacted which might have been transacted at the original
meeting if a quorum exists with respect to the matter proposed.

Section 9. Proxies: Shares may be voted either in person or by one or more agents authorized by a written proxy executed by the shareholder or by the
shareholder’s duly authorized attorney-in-fact. A proxy is not valid after the expiration of eleven (11) months from the date of its execution unless the person
executing it specifies therein the length of time for which it is to continue in force, or limits its use to a particular meeting.
Section 10. Voting of Shares: Subject to the provisions of the Corporation’s articles of incorporation, each outstanding share shall be entitled to one vote
on each matter submitted to a vote at a meeting of shareholders.
Except in the election of directors as provided in Section 4 of Article III, if a quorum exists, action on a matter by a voting group at a meeting of
shareholders is approved if the votes cast within the voting group favoring the action exceed the votes cast opposing the action, unless a greater vote is required
by law or by the Corporation’s articles of incorporation or these Bylaws.

Absent special circumstances, shares of the Corporation are not entitled to vote if they are owned, directly or indirectly, by another corporation in which
the Corporation owns, directly or indirectly, a majority of the shares entitled to vote for directors of the second corporation; provided that this provision does
not limit the power of the Corporation to vote its own shares held by it in a fiduciary capacity.

Section 11. Fixing Record Date: The Board of Directors of the Corporation may fix a future date as the record date for one or more voting groups in order
to determine (a) the shareholders entitled to notice of a meeting of shareholders, (b) the shareholders entitled to demand a special meeting, (c) the shareholders
entitled to vote, or (d) the shareholders entitled to take any other action. A record date fixed under this Section may not be more than seventy (70) days before
the meeting or action requiring a determination of shareholders.
A determination of shareholders entitled to notice of or to vote at a meeting of shareholders is effective for any adjournment of the meeting unless the
Board of Directors fixes a new record date for the adjourned meeting, which it must do if the meeting is adjourned to a date more than one hundred twenty
(120) days after the date fixed for the original meeting.

If no record date is fixed by the Board of Directors for the determination of shareholders entitled to notice of or to vote at a meeting of shareholders, the
close of business on the day before the first notice of the meeting is delivered to shareholders shall be the record date for such determination of shareholders.

Section 12. Action of Shareholders Without Meeting . Any action which may be taken at a meeting of the shareholders may be taken without a meeting if
the action is taken by all the shareholders entitled to vote on the action. The action must be evidenced by one or more written
3

consents signed by all the shareholders before or after such action, describing the action taken and delivered to the Corporation for inclusion in the minutes or
filing with the corporate records. A consent signed under this Section has the effect of a meeting vote and may be described as such in any document.

ARTICLE III
Directors

Section 1. General Powers: The business and affairs of the Corporation shall be directed by the Board of Directors or by such Executive Committee or
other committees as the Board may establish pursuant to these Bylaws.
Section 2. Number, Term and Qualifications : The number of directors constituting the Board of Directors of the Corporation shall be not less than five
(5) nor more than twelve (12) as from time to time may be fixed or changed within said minimum and maximum by the shareholders or by a majority of the
full Board of Directors. In the event of the death, resignation, retirement, removal or disqualification of a director, a successor shall be elected to serve only
until the next meeting of shareholders at which directors are elected.
Section 3. Nominations : Nominations for election to the Board of Directors may be made by the Board of Directors or a committee thereof, and, subject
to the conditions described below, any shareholder of common stock entitled to vote at that meeting for the election of directors. To be eligible for consideration
at the meeting of shareholders, all nominations for election to the Board of Directors, other than those made by the Board of Directors or its committee, shall be
in writing and must be delivered to the Secretary of the Corporation not less than one hundred and twenty (120) days prior to the meeting of shareholders at
which time nominees will be considered for election to the Board of Directors. Only shareholders may make recommendations for nominations. The
shareholder making such nomination shall submit a detailed resume of the nominee, stating the reasons why such person would be qualified to serve on the
Board of Directors and the written consent of the nominee that if elected, such nominee would serve as a member of the Board of Directors.
Section 4. Election of Directors : Except as provided in Section 5 of this Article, the directors shall be elected at the annual meeting of the shareholders;
and those persons who receive the highest number of votes at a meeting at which a quorum is present shall be deemed to have been elected.

Section 5. Removal: A director may be removed from office by a vote of shareholders whenever the number of votes cast in favor of removal of the
director exceeds the number of votes cast against such removal. If a director is elected by a voting group of shareholders, only the shareholders of that voting
group may participate in the vote to remove such director. A director may not be removed by the shareholders at a meeting unless the notice of the meeting states
that the purpose, or one of the purposes, of the meeting is removal of the director. If any directors are so removed, new directors may be elected at the same
meeting.
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Section 6. Vacancies: If a vacancy occurs in the Board of Directors, including without limitation a vacancy resulting from an increase in the number of
directors or from the failure by the shareholders to elect the full authorized number of directors, the shareholders may fill the vacancy or the Board of Directors
may fill the vacancy. If the directors remaining in office do not constitute a quorum of the Board, the directors may fill the vacancy by the affirmative vote of a
majority of the remaining directors, or by the sole remaining director, as the case may be. If the vacant directorship was held by a director elected by a voting
group, only the remaining directors or director elected by that voting group or the holders of shares of that voting group are entitled to fill the vacancy. The term
of a director elected to fill a vacancy expires at the next meeting of shareholders at which directors are elected.
Section 7. Chairman of the Board: There shall be a Chairman of the Board of Directors elected by the directors from their number at any meeting of the
Board. The Chairman shall preside at all meetings of the Board of Directors and perform such other duties as may be directed by the Board.
Section 8. Vice Chairman of the Board: There may be a Vice Chairman of the Board of Directors elected by the directors from their number at any
meeting of the Board. The Vice Chairman shall perform the duties of Chairman of the Board in the event that the Chairman is absent or unable to carry out the
functions of that position.

Section 9. Compensation : The Board of Directors may compensate directors for their services as such and may provide for the payment or
reimbursement of all expenses incurred by directors in attending regular and special meetings of the Board.
Section 10. Appointment of Committees : The Board of Directors, by resolution of a majority of the number of directors in office, may designate three or
more directors to constitute an Executive Committee. The Executive Committee shall be empowered and authorized to exercise the full authority of the Board of
Directors at any time that the Board of Directors is not in session. All actions so taken by the Executive Committee shall be reported to the Board of Directors
at its next regular meeting. The Board of Directors also may designate such other committees as the Board shall deem advisable, each of which, to the extent
authorized by law and provided in such resolution, shall have and may exercise such authority of the Board of Directors in the management of the Corporation
as the Board shall determine. The designation of any committee and the delegation thereto of authority shall not operate to relieve the Board of Directors, or any
member thereof, of any responsibility or liability imposed upon the Board of Directors, or any member thereof, by law.

ARTICLE IV
Meetings of Directors

Section 1. Regular Meetings: A regular meeting of the Board of Directors shall be held immediately after, and at the same place as, the annual meeting of
shareholders. In addition, the Board of Directors may provide, by resolution, the time and place, either within or without the State of North Carolina, for the
holding of additional regular meetings, provided that at least one meeting shall be held each quarter.
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Section 2. Special Meetings: Special meetings of the Board of Directors may be called by or at the request of the Chairman of the Board, the President or
a majority of the directors. Such meetings may be held either within or without the State of North Carolina.
Section 3. Notice of Meetings: Regular meetings of the Board of Directors may be held without notice. The person or persons calling a special meeting of
the Board of Directors, at least twenty-four (24) hours before the meeting, shall give notice thereof by any usual means of communication. Such notice need not
specify the purpose for which the meeting is called. Any duly convened regular or special meeting may be adjourned by the directors to a later time without
further notice.
Section 4. Waiver of Notice: Any director may waive notice of any meeting before or after the meeting. The waiver must be in writing, signed by the
director entitled to the notice, and delivered to the Corporation for inclusion in the minutes or filing with the corporate records. The attendance by a director at,
or the participation of a director in, a meeting shall constitute a waiver of any required notice of such meeting, unless the director, at the beginning of the
meeting (or promptly upon the director’s arrival thereat), objects to holding the meeting or to transacting any business at the meeting and does not thereafter vote
for or assent to action taken at the meeting.

Section 5. Quorum: Unless the Corporation’s articles of incorporation provide otherwise, a majority of the number of directors fixed by or pursuant to
these Bylaws shall constitute a quorum for the transaction of business at any meeting of the Board of Directors.
Section 6. Manner of Acting: Except as otherwise provided in the Corporation’s articles of incorporation or these Bylaws or by applicable law, the act of
the majority of the directors present at a meeting at which a quorum is present shall be the act of the Board of Directors. A director may not vote at a directors’
meeting by proxy or otherwise act by proxy at a meeting of the Board of Directors.
Section 7. Presumption of Assent: A director of the Corporation who is present at a meeting of the Board of Directors or at a meeting of any committee of
the Board of Directors at which action on any corporate matter is taken shall be presumed to have assented to the action taken unless (a) such director objects
at the beginning of the meeting (or promptly upon the director’s arrival thereat) to holding the meeting or to transacting any business at the meeting, or (b) such
director’s contrary vote is recorded or such director’s dissent or abstention from the action taken otherwise is entered in the minutes of the meeting, or (c) such
director files written notice of dissent or abstention to such action with the person presiding at the meeting before the adjournment thereof or forwards such
notice by registered mail to the Secretary of the Corporation immediately after the adjournment of the meeting. Such right of dissent or abstention is not
available to a director who voted in favor of the action taken.
Section 8. Informal Action by Directors : Action required or permitted to be taken at a meeting of the Board of Directors may be taken without a meeting
if the action is taken by all members of the Board and evidenced by one or more written consents signed by each director before or after such action,
describing the action taken, and delivered to the Secretary of the Corporation for inclusion in the minutes or filing with the corporate records.
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Section 9. Minutes: Minutes shall be kept of all meetings of the Board of Directors and any committee or committees as the Board may establish from
time to time. Such minutes shall show a record of all action taken by the Board of Directors and any committee or committees. Minutes shall be recorded in a
book or books and kept on file at the Corporation. Additionally, minutes of any committee or committees, since the last meeting of the Board of Directors,
shall be submitted to the Board of Directors at each meeting of the Board.

ARTICLE V
Officers
Section 1. Number: The officers of the Corporation shall consist of a Chief Executive Officer, a President, one or more Vice Presidents, a Secretary, a
Treasurer and such Assistant Vice Presidents, Secretaries, Treasurers and other officers. The Board of Directors shall elect the Chief Executive Officer and the
President and the Chief Executive Officer or the President may appoint, or the Board of Directors may elect, from time to time, such other officers as he or it
shall deem appropriate. Any two (2) or more offices may be held by the same person, except that no officer may act in more than one capacity where action of
two (2) or more officers is required.
Section 2. Election and Term: The Chief Executive Officer and the President of the Corporation shall each be elected by the Board of Directors. The
remaining officers of the Corporation shall be appointed or elected as set forth in Section 1 of this Article V. Any elections by the Board of Directors may be
held at any regular or special meeting of the Board. Each officer shall hold office until such officer’s death, resignation, retirement, removal or
disqualification, or until the election and qualification of such officer’s successor. If required by the Board of Directors or otherwise required by law, each
officer and employee of the Corporation shall give bond of suitable amount with security to be approved by the Board of Directors. Each bond shall be issued
upon such form as may be approved by the Commissioner of Banks of North Carolina by a bonding company authorized to do business in North Carolina
with the premium to be paid by the Corporation.
Section 3. Removal and Resignation : Any officer or agent elected or appointed by the Board of Directors may be removed by the Board with or without
cause; but such removal shall be without prejudice to the contract rights, if any, of the person so removed.

An officer may resign at any time by notifying the Corporation, orally or in writing, of such resignation. A resignation shall be effective upon receipt by
the Corporation unless it specifies in writing a later effective date. In the event a resignation so specifies a later effective date, the Board of Directors may fill the
pending vacancy prior to such date; however, the successor to the resigning officer may not take office until the effective date. An officer’s resignation does not
affect the Corporation’s contract rights, if any, with such officer.
Section 4. Compensation : The compensation of the Chief Executive Officer and President of the Corporation shall be fixed by the Board of Directors.
The Chief Executive Officer or the President shall have the authority to fix the compensation of all other officers and shall report such compensation of any
officer to the Board of Directors on a timely basis at its next regular or special meeting. The election of an officer does not of itself create any contract rights.
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Section 5. Chief Executive Officer and President: The office of the Chief Executive Officer and of the President may, but need not, be held by the same
individual. Subject to the control of the Board of Directors, the Chief Executive Officer and the President shall supervise and control the management of the
Corporation in accordance with these Bylaws.
The Chief Executive Officer, President or the Chairman, when present, shall preside at all meetings of shareholders. The Chief Executive Officer or the
President, with any other proper officer, may sign certificates for shares of the Corporation and any deeds, leases, mortgages, bonds, contracts or other
instruments which lawfully may be executed on behalf of the Corporation, except where required or permitted by law otherwise to be signed and executed and
except where the signing and execution thereof shall be delegated by the Board of Directors to some other officer or agent. In general, the Chief Executive Officer
and the President shall perform all duties incident to their respective offices and such other duties as from time to time may be assigned by the Board of
Directors.

Section 6. Vice Presidents : In the absence of the Chief Executive Officer and the President or in the event of the death, inability or refusal to act of the
Chief Executive Officer and the President, the Vice President designated by the Chairman of the Board, unless otherwise determined by the Board of Directors,
shall perform the duties of the President, and when so acting shall have all the powers of and be subject to all the restrictions upon the President. Any Vice
President, with any other proper officer, may sign certificates for shares of the Corporation and shall perform such other duties as from time to time may be
assigned by the President or by the Board of Directors.
Section 7. Assistant Vice Presidents : The Assistant Vice Presidents shall, in the absence or disability of their superior officers, perform the duties and
exercise the powers of those offices, and they shall, in general, perform such other duties as shall be assigned to them by the President or their superior
officers.
Section 8. Secretary : The Secretary shall keep accurate records of the acts and proceedings of all meetings of shareholders and directors. The Secretary
shall give all notices required by law and by these Bylaws. The Secretary shall have general charge of the corporate books and records and of the corporate
seal, and shall affix the corporate seal to any lawfully executed instrument requiring it. The Secretary shall keep all records required by law at the principal
office of the Corporation. The Secretary shall have general charge of the stock transfer books of the Corporation and shall keep, at the registered or principal
office of the Corporation, a record of shareholders showing the name and address of each shareholder and the number and class of the shares held by each.
The Secretary, with any other proper officer, may sign certificates for shares of the Corporation and shall sign such instruments as may require the
Secretary’s signature. In general, the Secretary shall perform all duties incident to the office of Secretary and such other duties as from time to time may be
assigned by the President or by the Board of Directors.

Section 9. Assistant Secretaries : In the absence of the Secretary or in the event of the Secretary’s death, inability or refusal to act, the Assistant
Secretaries in the order of their length
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of service as Assistant Secretaries, unless otherwise determined by the Board of Directors, shall perform the duties of the Secretary, and when so acting shall
have all the powers of and be subject to all the restrictions upon the Secretary. They shall perform such other duties as from time to time may be assigned by
the Secretary, by the President, or by the Board of Directors. Any Assistant Secretary, with any other proper officer, may sign certificates for shares of the
Corporation.
Section 10. Treasurer: The Treasurer shall have custody of all funds and securities belonging to the Corporation and shall receive, deposit or disburse
the same under the direction of the Board of Directors. The Treasurer shall maintain appropriate accounting records as required by law and shall prepare, or
cause to be prepared, annual financial statements of the Corporation that include a balance sheet as of the end of the fiscal year and an income and cash flow
statement for that year, which statements, or a written notice of their availability, shall be mailed to each shareholder within one hundred twenty (120) days
after the end of such fiscal year. The Treasurer, with any other proper officer, may sign certificates for shares of the Corporation. In general, the Treasurer
shall perform all duties incident to the office of Treasurer and such other duties as from time to time may be assigned by the President or by the Board of
Directors.

Section 11. Assistant Treasurers: In the absence of the Treasurer or in the event of the Treasurer’s death, inability or refusal to act, the Assistant
Treasurers in the order of their length of service as Assistant Treasurers, unless otherwise determined by the Board of Directors, shall perform the duties of the
Treasurer, and when so acting shall have all the powers of and be subject to all the restrictions upon the Treasurer. Any Assistant Treasurer, with any other
proper officer, may sign certificates for shares of the Corporation. They shall perform such other duties as from time to time may be assigned by the
Treasurer, by the President, or by the Board of Directors.
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ARTICLE VI
Contracts, Loans, Checks and Deposits
Section 1. Contracts : The Board of Directors may authorize any officer or officers or any agent or agents, to enter into any contract or to execute and
deliver any instrument in the name of and on behalf of the Corporation, and such authority may be general or confined to specific instances. The Board of
Directors may enter into employment contracts for any length of time it deems wise.
Section 2. Loans: No loans shall be contracted on behalf of the Corporation and no evidences of indebtedness shall be issued in its name unless
authorized by a resolution adopted by the Board of Directors. Such authority may be general or specific in nature and scope.
Section 3. Checks and Drafts: All checks, drafts or other orders for the payment of money issued in the name of the Corporation shall be signed by
such officer or officers or such agent or agents of the Corporation and in such manner as from time to time shall be determined by resolution of the Board of
Directors.
Section 4. Deposits: All funds of the Corporation not otherwise employed from time to time shall be deposited to the credit of the Corporation in such
depositories as the Board of Directors shall direct.

ARTICLE VII
Certificates for Shares and Their Transfer
Section 1. Certificates for Shares: Certificates representing shares of the Corporation may be issued in such form as the Board of Directors shall
determine to every shareholder for the fully paid shares owned thereby and shall indicate thereon or reference any and all restrictive conditions of said shares.
The certificates shall be in such form as required by law and as determined by the Board of Directors and shall be signed by the Chief Executive Officer, the
President or any Vice President and either the Secretary or an Assistant Secretary or the Treasurer or an Assistant Treasurer. All certificates for shares shall be
numbered consecutively or otherwise identified; and the name and address of the persons to whom they are issued, with the number of shares and the date of
issue, shall be entered on the stock transfer books of the Corporation.
Section 2. Transfer of Shares: Transfer of shares shall be made on the stock transfer books of the Corporation only upon surrender of the certificates
for the shares sought to be transferred by the record holder thereof or by such shareholder’s duly authorized agent, transferee or legal representative. All
certificates surrendered for transfer shall be canceled before new certificates for the transferred shares shall be issued. Transfer of shares may be restricted by
an agreement of the shareholder(s).
Section 3. Lost Certificates : The Board of Directors may authorize the issuance of a new share certificate in place of a certificate theretofore issued by the
Corporation claimed to have
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been lost or destroyed, upon receipt of an affidavit to such fact from the person claiming the loss or destruction. When authorizing such issuance of a new
certificate, the Board shall require the claimant to give the Corporation a bond in such sum as the Board may direct to indemnify the Corporation against loss
from any claim with respect to the certificate claimed to have been lost or destroyed; provided, however, that the Board, by resolution reciting the
circumstances justifying such action, may authorize the issuance of the new certificate without requiring such a bond.
Section 4. Holder of Record: Except as otherwise required by law, the Corporation may treat as absolute owner of shares and as the person exclusively
entitled to receive notification and distributions, to vote and otherwise to exercise the rights, powers and privileges of ownership of such shares, the person in
whose name the shares stand of record on its books.

Section 5. Reacquired Shares: Shares of the Corporation that have been issued and thereafter reacquired by the Corporation shall constitute authorized
but unissued shares.

ARTICLE VIII
General Provisions

Section 1. Distributions : The Board of Directors from time to time may authorize, and the Corporation may pay, distributions and share dividends on
the Corporation’s outstanding shares in the manner and upon the terms and conditions provided by law and by the Corporation’s articles of incorporation.
Section 2. Seal: The corporate seal of the Corporation shall consist of two concentric circles between which is the name of the Corporation and in the
center of which is inscribed SEAL; and such seal, in the form approved and adopted by the Board of Directors, shall be the corporate seal of the Corporation.
Section 3. Amendments : Except to the extent otherwise provided in the Corporation’s articles of incorporation or by law, these Bylaws may be amended
or repealed and new bylaws may be adopted by a vote of the Board of Directors. No bylaw adopted, amended or repealed by the shareholders shall be
readopted, amended or repealed by the Board of Directors unless the Corporation’s articles of incorporation or a bylaw adopted by the shareholders authorizes
the Board of Directors to adopt, amend or repeal that particular bylaw or the Bylaws generally.

The shareholders may amend or repeal these Bylaws even though these Bylaws also may be amended or repealed by the Board of Directors.
Section 4. Fiscal Year: The fiscal year of the Corporation shall be the calendar year ending December 31 of each year.

Section 5. Indemnification : The Corporation shall indemnify any person who is or was a party or is threatened to be made a party to any threatened,
pending or completed action, suit or proceeding (and any appeal therein), whether civil, criminal, administrative, arbitrative or investigative and whether or
not brought by or on behalf of the Corporation, by reason of the fact that such party is or was a director, officer, employee or agent of the Corporation, or is or
was
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serving at the request of the Corporation as a director, officer, partner, trustee, employee or agent of another corporation, partnership, joint venture, trust or
other enterprise or as a trustee or administrator under an employee benefit plan, or arising out of such party’s activities in any of the foregoing capacities,
against all liability and litigation expense, including reasonable attorneys’ fees; PROVIDED, however, that the Corporation shall not indemnify any such
person against liability or expense incurred on account of such person’s activities which were at the time taken known or believed by such person to be clearly
in conflict with the best interests of the Corporation. The Corporation likewise shall indemnify any such person for all reasonable costs and expenses
(including attorneys’ fees) incurred by such person in connection with the enforcement of such person’s right to indemnification granted herein. The
Corporation shall pay all expenses incurred by any director, officer, employee or agent in defending a civil or criminal action, suit or proceeding in advance of
the final disposition of such action, suit or proceeding upon receipt of an undertaking by or on behalf of such director, officer, employee or agent to repay
such amount unless it ultimately shall be determined that such party is entitled to be indemnified by the Corporation against such expenses.
The Board of Directors of the Corporation shall take all such action as may be necessary and appropriate to authorize the Corporation to pay the
indemnification required by this bylaw, including without limitation a determination by a majority vote of disinterested directors that the activities giving rise
to the liability or expense for which indemnification is requested were not, at the time taken, known or believed by the person requesting indemnification to be
clearly in conflict with the best interests of the Corporation.
Any person who at any time after the adoption of this bylaw serves or has served in any of the aforesaid capacities for or on behalf of the Corporation
shall be deemed to be doing or to have done so in reliance upon, and as consideration for, the right of indemnification provided herein. Such right shall inure to
the benefit of the legal representatives of any such person and shall not be exclusive of, but shall be in addition to, any rights to which such person may be
entitled apart from the provision of this bylaw.
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Exhibit 10.1

LIVE OAK BANCSHARES, INC.
INCENTIVE STOCK OPTION PLAN
Live Oak Bancshares, Inc., a North Carolina business corporation (hereinafter referred to as the “Company”), does herein set forth the terms of the Live
Oak Bancshares, Inc. Incentive Stock Option Plan (hereinafter referred to as this “Plan”) which was adopted by the Company’s Board of Directors
(hereinafter referred to as the “Board”) and approved by the shareholders.

1. Purpose of the Plan . The purpose of this Plan is to provide for the grant of Incentive Stock Options (hereinafter referred to as “Option” or
“Options”) qualifying for the tax treatment afforded by Section 422 of the Internal Revenue Code of 1986, as amended, to eligible officers and employees
(hereinafter referred to as “Eligible Employees”) of the Company and its wholly-owned subsidiary, Live Oak Bank (hereinafter referred to as the “Bank”),
who wish to invest in the Company’s common stock (hereinafter referred to as “Common Stock”). The Company believes that participation in the ownership
of the Company by Eligible Employees will be to the mutual benefit of the Company and Eligible Employees. The existence of this Plan will enhance the
Company’s ability to attract capable individuals to employment in key employee positions.
2. Administration of the Plan .
(a) This Plan shall be administered by the Compensation Committee of the Board (hereinafter referred to as the “Committee”). The Committee
shall consist of at least three (3) members of the Board. The members of the Committee shall be appointed by the Board and shall serve at the pleasure of the
Board, which may remove members from, add members to, or fill vacancies in the Committee.

(b) The Committee shall decide to whom Options shall be granted under this Plan, the number of shares as to which Options shall be granted
subject to the limitations set forth in Paragraph 11 of this Plan, the Option Price (as hereinafter defined) for such shares and such additional terms and
conditions for such Options as the Committee deems appropriate.
(c) A majority of the Committee shall constitute a quorum and the acts of a majority of the members present at any meeting at which a quorum is
present, or acts approved unanimously in writing by the Committee, shall be considered as valid actions by the Committee.

(d) The Committee may designate any officers or employees of the Company to assist in the administration of this Plan. The Committee may
authorize such individuals to execute documents on its behalf and may delegate to them such other ministerial and limited discretionary duties as the
Committee may deem fit.

3. Shares of Common Stock Subject to the Plan . The maximum number of shares of Common Stock that shall be available initially for Options
under this Plan is ONE

HUNDRED TWENTY-FIVE THOUSAND (125,000) shares, subject to adjustment as provided in Paragraph 15 hereof. Shares subject to Options which
expire or terminate prior to the issuance of the shares of Common Stock shall again be available for future grants of Options under this Plan.

4. Eligibility . Options under this Plan may be granted to any Eligible Employee as determined by the Committee. An individual may hold more than
one Option under this or other plans adopted by the Company or the Bank.
5. Grant of Options .
(a) The Committee shall authorize that Options for shares of Common Stock shall be granted to certain Eligible Employees which Options shall
be granted based upon the past service and the continued participation of those individuals in the operations of the Company and/or the Bank. The allocation
of said Options shall be as determined by a majority vote of the Committee at one or more meetings called for such purpose.
(b) Upon the forfeiture of an Option for whatever reason prior to the expiration of the Option Period (as defined in Paragraph 10 hereof) the shares
of Common Stock covered by a forfeited Option shall be available for the granting of additional Options to Eligible Employees during the remaining term of
this Plan upon such terms and conditions as may be determined by the Committee. The number of additional Options to be granted to specific Eligible
Employees during the term of this Plan shall be determined by the Committee as provided in Subparagraph 2(b) hereof.

6. Vesting of Options.
(a) Options granted under this Plan shall vest and the right of an Optionee to exercise an Option shall be nonforfeitable in accordance with the
following schedule:
Percentage of

Date When Such Options Become Vested

Such Options Vested

0%
33 1/3%
33 1/3%
33 1/3%

Date of grant
First Anniversary of the date of grant
Second Anniversary of the date of grant
Third Anniversary of the date of grant

(b) In determining the number of shares of Common Stock under each Option vested under the above vesting schedule, an Optionee shall not be entitled
to exercise an Option to purchase a fractional number of shares of the Common Stock. If the product resulting from multiplying the vested percentage times the
Option results in a fractional number of shares of Common Stock, then an Optionee’s vested right shall be to the whole number of shares of Common Stock
disregarding any fractional shares of Common Stock.
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(c) In the event that the employment of an Optionee terminates for any reason, other than the Optionee’s disability, death, retirement, or following a
“change in control” of the Company, the Optionee’s Options under this Plan shall be forfeited and shall be available again for grant to Eligible Employees as
may be determined by the Committee. Such forfeiture shall apply whether or not any such Options have been vested.
(d) In the event that the employment of an Optionee should terminate because of such Optionee’s disability, death, or retirement, or following a “change
in control” of the Company prior to the date when all Options allocated to the Optionee would be 100% vested in accordance with the applicable schedule in
subparagraph 6(a) above, then, notwithstanding the foregoing schedule in subparagraph 6(a) above, all Options allocated to such Optionee shall immediately
become fully vested and nonforfeitable. For purposes of this Plan, the term disability shall be defined in the same manner as such term is defined in
Section 22(e)(3) of the Internal Revenue Code of 1986, as amended. When used in this Plan, the phrase “change in control” refers to (i) the acquisition by any
person, group of persons or entity of the beneficial ownership or power to vote more than twenty-five (25%) percent of the Company’s outstanding stock,
(ii) during any period of two (2) consecutive years, a change in the majority of the Board unless the election of each new Director was approved by at least
two-thirds of the Directors then still in office who were Directors at the beginning of such two (2) year period, or (iii) a reorganization, merger, or consolidation
of the Company with one or more other entities in which the Company is not the surviving entity, or the transfer of all or substantially all of the assets or
shares of the Company to another person or entity. Notwithstanding anything else herein contained, a transaction or event shall not be considered a change in
control if, prior to the consummation or occurrence of such transaction or event, the Optionee and the Company agree in writing that the same shall not be
treated as a change in control for purposes of this Plan.

7. Option Price .
(a) The price per share of each Option granted under this Plan (hereinafter called the “Option Price”) shall be determined by the Committee as of
the effective date of grant of such Option, but in no event shall the Option Price be less than 100% of the fair market value of Common Stock on the date of
grant. If an Optionee (as hereinafter defined) at the time that an Option is granted owns stock possessing more than ten (10%) percent of the total combined
voting power of all classes of stock of the Company, then the Option Price per share of each Option granted under this Plan shall be no less than 110% of the
fair market value of Common Stock on the date of grant and such Option shall not be exercisable more than five (5) years from the date of grant. An Option
shall be considered as granted on the date that the Committee acts to grant such Option or such later date as the Committee shall specify in an Option
Agreement (as hereinafter defined).

(b) The fair market value of a share of Common Stock shall be determined as follows: (i) if on the date as of which such determination is being
made, Common Stock being valued is admitted to trading on a securities exchange or exchanges for which actual sale prices are regularly reported, or actual
sale prices are otherwise regularly published, the fair market value of a share of Common Stock shall be deemed to be equal to the closing sale price
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as reported on the date as of which such determination is made; provided, however, that, if a closing sale price is not reported for such date, then the fair
market value shall be equal to the closing sale price on the most recent trading day for which a closing sale price is available, or (ii) if on the date as of which
such determination is made, no such closing sale prices are reported, but quotations for Common Stock are regularly listed on the National Association of
Securities Dealers Automated Quotation System or another comparable system, the fair market value of a share of Common Stock shall be deemed to be equal
to the arithmetic mean of the bid and asked prices for such Common Stock quoted on such system as reported for the date as of which such determination is
made, but if bid and asked prices are not available for such date, then the fair market value shall be equal to the arithmetic mean of the bid and asked prices
on the most recent trading day for which such prices are available, or (iii) if no such quotations are available, the fair market value of a share of Common
Stock shall be deemed to be the average of the bid and asked prices furnished by a professional securities dealer making a market in such shares, as selected
by the Committee, for the most recent trading date practicable. In the event that none of the foregoing methods can be applied to establish the fair market value
of the Common Stock, the Board shall adopt a reasonable valuation method, which valuation method shall be documented in writing and shall take into
consideration all available information material to the valuation of the Common Stock, and shall apply such valuation method in a reasonable manner to fix
the fair market value of the Common Stock for the purposes of this Plan.

8. Payment of Option Price . Payment for shares subject to an Option may be made in cash or in issued and outstanding shares of Common Stock.
9. Terms and Conditions of Grant of Options . Each Option granted pursuant to this Plan shall be evidenced by a written Incentive Stock Option
Agreement (hereinafter referred to as “Option Agreement”) with each Eligible Employee (hereinafter referred to as “Optionee”) to whom an Option is granted;
such agreement shall be substantially in the form attached hereto as “Exhibit A,” unless the Committee shall adopt a different form and, in each case, may
contain such other, different, or additional terms and conditions as the Committee may determine. The Option shall terminate as provided in paragraph 13
hereof. In addition to any further conditions provided herein and in the Option Agreement, the right of an Optionee to exercise the Option to purchase the Option
Shares, either in whole or in part, shall be conditioned upon the completion by the Optionee of one (1) full year of service in the employment of the Company
and/or the Bank following the date of grant of the Option.
10. Option Period . Each Option Agreement shall set forth a period during which such Option may be exercised (hereinafter referred to as the “Option
Period”); provided, however, that the Option Period shall not exceed ten (10) years after the date of grant of such Option as specified in an Option Agreement.
11. Limitation on Grant of Incentive Stock Options . No one Optionee shall be granted more than 40% of the shares reserved for issuance under this
Plan pursuant to the provisions of Paragraph 3 hereof. Moreover, notwithstanding any other provision of this Plan, if any person shall be granted an Option
under this Plan which would cause such person’s “annual vesting amount” to exceed $100,000.00, then such Options as shall be found to exceed
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$100,000.00 in “annual vesting amount” shall be treated as Options which are not qualified incentive stock options pursuant to section 422(d) of the Internal
Revenue Code. With respect to any calendar year, a person’s “annual vesting amount” is the aggregate fair market value of stock subject to incentive stock
options with respect to which such options are first exercisable during such calendar year. For purposes of the foregoing, the aggregate fair market value of
stock with respect to which incentive stock options are first exercisable during any calendar year shall be determined by taking into account all such options
granted to such person under all incentive stock option plans of the Company or those of the Bank.

12. Exercise of Incentive Stock Options . An Option shall be exercised by written notice to the Committee signed by an Optionee or by such other
person as may be entitled to exercise such Option. In the exercise of an Option, the aggregate Option Price for the shares being purchased may be paid in cash
or in issued and outstanding shares of Common Stock and must be accompanied by a notice of exercise. The written notice shall state the number of shares
with respect to which an Option is being exercised and, shall either be accompanied by the payment of the aggregate Option Price for such shares or shall fix a
date (not more than ten (10) business days from the date of such notice) by which the payment of the aggregate Option Price will be made. An Optionee shall
not exercise an Option to purchase less than 100 shares, unless the Committee otherwise approves or unless the partial exercise is for the remaining shares
available under such Option. A certificate or certificates for the shares of Common Stock purchased by the exercise of an Option shall be issued in the regular
course of business subsequent to the exercise of such Option and the payment therefor. During the Option Period, no person entitled to exercise any Option
granted under this Plan shall have any of the rights or privileges of a shareholder with respect to any shares of Common Stock issuable upon exercise of such
Option, until certificates representing such shares shall have been issued and delivered and the individual’s name entered as a shareholder of record on the
books of the Company for such shares.
13. Effect of Termination of Employment, Retirement, Disability or Death .
(a) In the event of the termination of employment of an Optionee either by reason of (i) being discharged for cause or (ii) termination of employment
for a reason other than the Optionee’s death, retirement, disability, or following a “change in control” of the Company (as defined in Paragraph 6(d)), any
Option or Options granted to the Optionee under this Plan, to the extent not previously exercised or expired, and regardless of any vesting pursuant to
Paragraph 6 hereof, shall immediately terminate. The phrase “discharged for cause” shall include termination at the sole discretion of the Board because of
such Optionee’s personal dishonesty, incompetence, willful misconduct, breach of fiduciary duty involving personal profit, intentional failure to perform
stated duties, willful violation of any law, rule or regulation (other than traffic violations or similar offenses), a final cease and desist order, or material breach
of any provision of any employment agreement that such Optionee may have with the Company or the Bank.

(b) In the event of the termination of employment of an Optionee as a result of such Optionee’s retirement, all Options granted such Optionee shall
vest and such
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Optionee shall have the right to exercise an Option granted under this Plan, to the extent that it has not previously been exercised or expired, for a period of three
(3) months after the date of retirement, but in no event may any Option be exercised later than the end of the Option Period provided in such Option Agreement
in accordance with Paragraph 10 hereof. For purposes of this Plan, the term “retirement” shall mean, subject to Board approval in each instance,
(i) termination of an Optionee’s employment under conditions which would constitute retirement under any tax qualified retirement plan maintained by the
Company or any of its subsidiaries or (ii) attaining age 65.

(c) In the event of the termination of employment of an Optionee by reason of such Optionee’s disability, all Options granted such Optionee shall
vest and such Optionee shall have the right to exercise an Option granted under this Plan, to the extent that it has not previously been exercised or expired, at
any time within twelve (12) months after the last date on which such Optionee provides services as an officer or an employee of the Company or the Bank
before being disabled, but in no event may any Option be exercised later than the end of the Option Period provided in such Option Agreement in accordance
with Paragraph 10 hereof. For purposes of this Plan, the term “disability” shall be defined in the same manner as such term is defined in Section 22(e)(3) of
the Internal Revenue Code of 1986, as amended.

(d) Notwithstanding anything else herein, in the event that an Optionee should die (i) while employed by the Company or any of its subsidiaries,
(ii) within three (3) months after retirement, (iii) within three (3) months after Optionee’s termination following a change in control, or (iv) within twelve
(12) months after Optionee’s termination by reason of Optionee’s disability, any Option or Options granted to the Optionee under this Plan and not previously
exercised or expired shall vest and shall be exercisable, according to their respective terms, by the personal representative of such Optionee or by any person or
persons who acquired such Options by bequest or inheritance from such Optionee, notwithstanding any limitations placed on the exercise of such Options by
this Plan or an Option Agreement, immediately in full and at any time within twelve (12) months after the date of death of such Optionee, but in no event may
any Option be exercised later than the end of the Option Period provided in such Option Agreement in accordance with Paragraph 10 hereof. Any references
herein to an Optionee shall be deemed to include any person entitled to exercise an Option under the terms of this Plan after the death of such Optionee under the
terms of this Plan.
(e) In the event of the termination of employment of an Optionee following a “change in control” of the Company (as defined in Paragraph 6(d)),
all Options granted such Optionee shall vest and such Optionee shall have the right to exercise any Option or Options granted to the Optionee under this Plan,
to the extent they have not previously been exercised or expired, for a period of three (3) months after the date of termination, but in no event may any Option be
exercised later than the end of the Option Period provided in such Option Agreement in accordance with Paragraph 10 hereof.

14. Effect of Plan on Employment Status . The fact that the Committee has granted an Option to an Optionee under this Plan shall not confer on such
Optionee any right to employment with the Company or the Bank or to a position as an officer or an employee of the Company or the Bank, nor shall it limit
the right of the Company or the Bank to remove such Optionee from any position held by the Optionee or to terminate the Optionee’s employment at any time.
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15. Adjustment Upon Changes in Capitalization; Dissolution or Liquidation .
(a) In the event of a change in the number of shares of Common Stock outstanding by reason of a stock dividend, stock split, recapitalization,
reorganization, merger, exchange of shares, or other similar capital adjustment, prior to the termination of an Optionee’s rights under this Plan, equitable
proportionate adjustments shall be made by the Committee in (i) the number and kind of shares which remain available under this Plan and (ii) the number,
kind, and the Option Price of shares subject to unexercised Options under this Plan. The adjustments to be made shall be determined by the Committee and
shall be consistent with such change or changes in the Company’s total number of outstanding shares; provided, however, that no adjustment shall change the
aggregate Option Price for the exercise of Options granted under this Plan.
(b) The grant of Options under this Plan shall not affect in any way the right or power of the Company or its shareholders to make or authorize
any adjustment, recapitalization, reorganization, or other change in the Company’s capital structure or its business, or any merger or consolidation of the
Company, or to issue bonds, debentures, preferred or other preference stock ahead of or affecting Common Stock or the rights thereof, or the dissolution or
liquidation of the Company, or any sale or transfer of all or any part of the Company’s assets or business.
(c) Except upon a “change in control” as defined in Paragraph 6(d) hereof, upon the effective date of the dissolution or liquidation of the
Company, this Plan and any Options granted hereunder, shall terminate.

16. Non-Transferability. Any Option granted under this Plan shall not be assignable or transferable except, in the case of the death of an Optionee, by
will or by the laws of descent and distribution. In the event of the death of an Optionee, the personal representative, the executor or the administrator of such
Optionee’s estate, or the person or persons who acquired by bequest or inheritance the rights to exercise such Option, may exercise any Option or portion
thereof to the extent not previously exercised by an Optionee or expired, in accordance with its terms and Subparagraph 13(d) hereof.
17. Tax Withholding. The employer of a person granted an Option under this Plan shall have the right to deduct or otherwise effect a withholding of
any amount required by federal or state laws to be withheld with respect to the grant, exercise or the sale of stock acquired upon the exercise of an Option in
order for the employer to obtain a tax deduction otherwise available as a consequence of such grant, exercise or sale, as the case may be.
18. Listing and Registration of Option Shares . Any Option granted under the Plan shall be subject to the requirement that if at any time the
Committee shall determine, in its discretion, that the listing, registration, or qualification of the shares covered thereby upon
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any securities exchange or under any state or federal law or the consent or approval of any governmental regulatory body is necessary or desirable as a
condition of, or in connection with, the granting of such Option or the issuance or purchase of shares thereunder, such Option may not be exercised in whole
or in part unless and until such listing, registration, qualification, consent, or approval shall have been effected or obtained free of any conditions not
acceptable to the Committee.

19. Exculpation and Indemnification . In connection with this Plan, no member of the Committee shall be personally liable for any act or omission to
act in such person’s capacity as a member of the Committee, nor for any mistake in judgment made in good faith, unless arising out of, or resulting from,
such person’s own bad faith, gross negligence, willful misconduct, or criminal acts. To the extent permitted by applicable law and regulation, the Company
shall indemnify and hold harmless the members of the Committee, and each other officer or employee of the Company or of any subsidiary thereof to whom
any duty or power relating to the administration or interpretation of this Plan may be assigned or delegated, from and against any and all liabilities (including
any amount paid in settlement of a claim with the approval of the Board) and any costs or expenses (including counsel fees) incurred by such persons arising
out of, or as a result of, any act or omission to act in connection with the performance of such person’s duties, responsibilities, and obligations under this
Plan, other than such liabilities, costs, and expenses as may arise out of, or result from, the bad faith, gross negligence, willful misconduct, or criminal acts
of such persons.
20. Amendment and Modification of the Plan . The Board may at any time and from time to time amend or modify this Plan (including the form of
Option Agreement) in any respect consistent with applicable regulations; provided, however, that no amendment or modification shall be made that increases
the total number of shares of Common Stock covered by this Plan or effects any change in the categories of persons who may receive Options under this Plan
or materially increases the benefits accruing to Optionees under this Plan unless such change is approved by the requisite number of shareholders and
otherwise in accordance with law. Any amendment or modification of this Plan shall not materially reduce the benefits under any Option theretofore granted to
an Optionee under this Plan without the consent of such Optionee or the transferee thereof in the event of the death of such Optionee.
21. Termination and Expiration of the Plan . This Plan may be abandoned, suspended, or terminated at any time by the Board; provided, however,
that abandonment, suspension, or termination of this Plan shall not affect any Options then outstanding under this Plan. No Option shall be granted pursuant
to this Plan after ten (10) years from the effective date of this Plan as provided in Paragraph 22 hereof.
22. Effective Date; Shareholder Approval . This Plan shall not be effective until approved by the requisite number of shareholders at an annual or
special meeting (the “Effective Date”) and otherwise in accordance with law.
23. Captions and Headings; Gender and Number . Captions and paragraph headings used herein are for convenience only, do not modify or affect
the meaning of any provision herein, are not a part hereof, and shall not serve as a basis for interpretation or in construction of this Plan. As used herein, the
masculine gender shall include the feminine and neuter, the singular number the plural, and vice versa, whenever such meanings are appropriate.
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24. Expenses of Administration of Plan . All costs and expenses incurred in the operation and administration of this Plan shall be borne by the
Company or one or more of its subsidiaries.
25. Governing Law . Without regard to the principles of conflicts of laws, the laws of the State of North Carolina shall govern and control the validity,
interpretation, performance, and enforcement of this Plan.
26. Inspection of Plan . A copy of this Plan, and any amendments thereto or modification thereof, shall be maintained by the Secretary of the Company
and shall be shown to any proper person making inquiry about it.
STATE OF NORTH CAROLINA
COUNTY OF NEW HANOVER

EXHIBIT A

INCENTIVE STOCK OPTION AGREEMENT
THIS INCENTIVE STOCK OPTION AGREEMENT (hereinafter referred to as this “Agreement”) is made and entered into as of this day of
,
, between LIVE OAK BANCSHARES, INC., a North Carolina business corporation (hereinafter referred to as the “Company”), and
a resident of
County, North Carolina (hereinafter referred to as the “Optionee”).
WHEREAS, the Board of Directors of the Company (hereinafter referred to as the “Board”) has adopted the Live Oak Bancshares, Inc. Incentive Stock
Option Plan (hereinafter referred to as the “Plan”) subject to approval by the Company’s shareholders; and

WHEREAS, the shareholders of the Company at an annual meeting duly called and held on
Date”); and

, 2009, approved the Plan (the “Effective

WHEREAS, the Plan provides that the Compensation Committee (hereinafter referred to as the “Committee”) of the Board will make available to certain
officers and employees of the Company and its subsidiaries (the “Employer”) the right to purchase shares of the Company’s common stock (hereinafter
referred to as “Common Stock”); and

WHEREAS, the Committee has determined that the Optionee should be granted an option to purchase shares of Common Stock under the Plan;
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NOW, THEREFORE, the Company and the Optionee agree as follows:

1. Date of Grant of Option . The date of grant of the option granted under this Agreement is the

day of

,

.

2. Grant of Option . Pursuant to the Plan, the Company grants to the Optionee the right (hereinafter referred to as the “Option”) to purchase from the
Company all or any part of an aggregate of
(
) shares of Common Stock (hereinafter referred to as the “Option Shares”) which shall be
authorized but unissued shares.
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3. Vesting of Options.
(a) Periodic Vesting. Subject to subparagraphs 3(b) and 3(c) below, the Option shall vest and become exercisable in accordance with the following

schedule:
Percentage of Such
Vested Options

Date When Such Options Become Vested

0%
33 1/3%
33 1/3%
33 1/3%

Date of grant
First Anniversary of the date of grant
Second Anniversary of the date of grant
Third Anniversary of the date of grant

(b) Fractional Option Shares . In determining the number of Option Shares vested under the above vesting schedule, an Optionee shall not be
entitled to exercise an Option for a fractional number of Option Shares. If the product resulting from multiplying the vested percentage times the allocated
Option results in a fractional number of Option Shares, then the Optionee’s vested right shall be to the whole number of Option Shares, disregarding any
fractional number.
(c) Accelerated Vesting. Notwithstanding paragraph 3(a) above, all Options previously not vested and subject to forfeiture shall become 100%
vested and the right of the Optionee to exercise such Options shall become nonforfeitable upon the death, disability or retirement of the Optionee, or upon a
“change in control” of the Company. For purposes of this Agreement, the term “disability” shall be defined in the same manner as such term is defined in
Section 22(e)(3) of the Internal Revenue Code of 1986, as amended (the “Code”).

(d) Other Terminations of Employment. In the event any Optionee’s employment with the Company and/or the Bank terminates for any reason,
other than the Optionee’s death, disability, retirement, or following a change in control of the Company, then the Optionee’s Options, to the extent unexercised,
shall be forfeited and shall be available again for grant to other officers and employees as may be determined by the Committee. Such forfeiture shall apply
whether or not any such options have vested.

4. Option Price . The price to be paid for the Option Shares shall be
and /100 Dollars ($
) per share (hereinafter referred to as the
“Option Price”) which is the fair market value of the Option Shares as determined by the Committee as of the date of grant of this Option.
5. When and Extent to which Options may be Exercised . Subject to any further restrictions in this Agreement, the right of the Optionee to exercise the
Option to purchase the Option Shares, either in whole or in part, shall be conditioned upon the completion by the Optionee of one (1) full year of service in the
employment of the employer following the date of grant of the Option set forth in paragraph 1 hereof. At such time as the Option shall become exercisable in
accordance with this Agreement, the Optionee, in his discretion, may exercise all or any portion of the Option, subject to paragraphs 3 and 7 hereof. The
Option shall terminate as provided in paragraph 8 hereof.
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6. Change in Control . When used herein, the phrase “change in control” refers to (i) the acquisition by any person, group of persons or entity of the
beneficial ownership or power to vote more than twenty-five (25%) percent of the Company’s outstanding stock, (ii) during any period of two (2) consecutive
years, a change in the majority of the Board unless the election of each new Director was approved by at least two-thirds of the Directors then still in office who
were Directors at the beginning of such two (2) year period or (iii) a reorganization, merger, or consolidation of the Company with one or more other entities in
which the Company is not the surviving entity, or the transfer of all or substantially all of the assets or shares of the Company to another person or entity.
Notwithstanding anything else herein, a transaction or event shall not be considered a change in control if, prior to the consummation or occurrence of such
transaction or event, the Optionee and the Company agree in writing that the same shall not be treated as a change in control for purposes of this Agreement.
7. Method of Exercise . The Option shall be exercised by written notice to the Committee signed by the Optionee or by such other person as may be
entitled to exercise the Option. In the exercise of the Option, the aggregate Option Price for the shares being purchased may be paid in cash or in issued and
outstanding shares of Common Stock and must be accompanied by a notice of exercise. The written notice shall state the number of shares with respect to
which the Option is being exercised and, shall either be accompanied by the payment of the aggregate Option Price for such shares or shall fix a date (not more
than ten (10) business days from the date of such notice) by which the payment of the aggregate Option Price will be made. The Optionee shall not exercise the
Option to purchase less than one hundred (100) shares, unless the Committee otherwise approves or unless the partial exercise is for the remaining shares
available under the Option. A certificate or certificates for the shares of Common Stock purchased by the exercise of the Option shall be issued in the regular
course of business subsequent to the exercise of the Option and the payment therefor. During the Option Period, no person entitled to exercise the Option granted
under this Agreement shall have any of the rights or privileges of a shareholder with respect to any shares of Common Stock issuable upon exercise of the
Option, until certificates representing such shares shall have been issued and delivered and the individual’s name entered as a shareholder of record on the
books of the Company for such shares.
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8. Termination of Option. The Option shall terminate as follows:
(a) Except as provided in subparagraphs (b), (c), (d) and (e) below, the Option granted under this Agreement, to the extent that it has not been
exercised or expired, and regardless of any vesting pursuant to paragraph 3 hereof, shall terminate on the earlier of (i) the date that the Optionee is discharged
for cause, (ii) the date the Optionee gives notice that the Optionee terminates his or her employment with the employer for a reason other than retirement or
disability or following a “change in control” of the Company or (iii) the date which is ten (10) years from the date of grant of the Option set forth in paragraph
1 hereof. Options which terminate within ten (10) years from the date of grant set forth in paragraph 1 shall be available again for grant to certain officers and
employees as may be determined by the Committee. The phrase “discharged for cause” shall include termination at the sole discretion of the Board of Directors
of the Employer of the Optionee because of the Optionee’s personal dishonesty, incompetence, willful misconduct, breach of fiduciary duty involving personal
profit, intentional failure to perform stated duties, willful violation of any law, rule or regulation (other than traffic violations or similar offenses) or a final
cease and desist order, or material breach of any provision of any employment agreement that the Optionee may have with the Employer.
(b) In the event the Optionee retires prior to the date which is ten (10) years after the date of grant of the Option, the Optionee shall have the right to
exercise the Option, to the extent that it has not been exercised by the Optionee or expired, immediately in full and at any time within three (3) months after the
date of retirement, but in no event may the Option be exercised later than ten (10) years after the date of grant of the Option set forth in paragraph 1 hereof. For
purposes of this Agreement, the term “retirement” shall mean, subject to Board approval in each instance, (i) termination of the Optionee’s employment under
conditions which would constitute retirement under any tax qualified retirement plan maintained by the Employer or (ii) attaining age 65.

(c) In the event the Optionee becomes disabled prior to the date which is ten (10) years after the date of grant of the Option, the Optionee shall have
the right to exercise the Option, to the extent that it has not been exercised by the Optionee or expired, notwithstanding any limitation placed on the exercise of
the Option by the Plan or by this Agreement, immediately in full and at any time within twelve (12) months after the last date on which the Optionee provided
services as an officer or an employee of the Employer before being disabled, but in no event may the Option be exercised later than ten (10) years after the date
of grant of the Option set forth in paragraph 1 hereof. For purposes of this Agreement, the term “disability” shall be defined in the same manner as such term
is defined in Section 22(e)(3) of the Code.

(d) Notwithstanding anything else herein, in the event that an Optionee should die (i) while employed by the Company or any of its subsidiaries,
(ii) within three (3) months after retirement, (iii) within three (3) months after Optionee’s termination following a change in control, or (iv) within twelve
(12) months after Optionee’s termination by reason of Optionee’s disability, the Option, to the extent it has not been exercised by the Optionee or expired, shall
be exercisable, according to its terms, by the personal representative,
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the executor or administrator of the Optionee’s estate, or any person or persons who acquired the Option by bequest or inheritance from the Optionee,
notwithstanding any limitation placed on the exercise of the Option by the Plan or by this Agreement, immediately in full and at any time within twelve (12)
months after the date of death of the Optionee, but in no event may the Option be exercised later than ten (10) years from the date of grant of the Option as set
forth in paragraph 1 hereof.
(e) In the event the Optionee’s employment with the employer is terminated following a “change in control” of the Company, the Optionee shall
have the right to exercise the Option, to the extent that it has not been exercised by the Optionee or expired, immediately in full and at any time within three
(3) months after the date of termination, but in no event may the Option be exercised later than ten (10) years after the date of grant of the Options set forth in
paragraph 1 hereof.

9. Effect of Agreement on Employment Status of Optionee . The fact that the Committee has granted the Option to the Optionee under this Agreement
shall not confer on the Optionee any right to employment with the employer or to a position as an officer or an employee of the employer, nor shall it limit the
right of the employer to remove the Optionee from any position held by the Optionee or to terminate his or her employment at any time.
10. Listing and Registration of Option Shares .
(a) The Company’s obligation to issue shares of Common Stock upon exercise of the Option is expressly conditioned upon (i) the completion by
the Company of any registration or other qualification of such shares under any state or federal law or regulations or rulings of any government regulatory
body or (ii) the making of such investment representations or other representations and agreements by the Optionee or any person entitled to exercise the Option
in order to comply with the requirements of any exemption from any such registration or other qualification of the Option Shares which the Committee shall,
in its sole discretion, deem necessary or advisable. Notwithstanding the foregoing, the Company shall be under no obligation to register or qualify the Option
Shares under any state or federal law. The required representations and agreements referenced above may include representations and agreements that the
Optionee, or any other person entitled to exercise the Option, (i) is purchasing such shares on his or her own behalf as an investment and not with a present
intention of distribution or re-sale and (ii) agrees to have placed upon any certificates representing the Option Shares a legend setting forth any representations
and agreements which have been given to the Committee or a reference thereto and stating that such shares may not be transferred except in accordance with all
applicable state and federal securities laws and regulations, and further representing that, prior to making any sale or other disposition of the Option Shares,
the Optionee, or any other person entitled to exercise the Option, will give the Company notice of the intention to sell or dispose of such shares not less than
five (5) days prior to such sale or disposition.
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11. Adjustment Upon Change in Capitalization; Dissolution or Liquidation .
(a) In the event of a change in the number of shares of Common Stock outstanding by reason of a stock dividend, stock split, recapitalization,
reorganization, merger, exchange of shares, or other similar capital adjustment, prior to the termination of the Optionee’s rights under this Agreement, equitable
proportionate adjustments shall be made by the Committee in the number, kind, and the Option Price of shares subject to the unexercised portion of the Option
granted under this Agreement. The adjustments to be made shall be determined by the Committee and shall be consistent with such change or changes in the
Company’s total number of outstanding shares; provided, however, that no adjustment shall change the aggregate Option Price for the exercise of the Option
granted under this Agreement.
(b) The grant of the Option under this Agreement shall not affect in any way the right or power of the Company or its shareholders to make or
authorize any adjustment, recapitalization, reorganization, or other change in the Company’s capital structure or its business, or any merger or consolidation
of the Company, or to issue bonds, debentures, preferred or other preference stock ahead of or affecting Common Stock or the rights thereof, or the dissolution
or liquidation of the Company, or any sale or transfer of all or any part of the Company’s assets or business.

(c) Except upon a change in control as set forth in paragraph 6 hereof, upon the effective date of the dissolution or liquidation of the Company, the
Option granted under this Agreement shall terminate.

12. Nontransferability . The Option granted under this Agreement shall not be assignable or transferable except, in the event of the death of the
Optionee, by will or by the laws of descent and distribution. In the event of the death of the Optionee, the personal representative, the executor or the
administrator of the Optionee’s estate, or the person or persons who acquired by bequest or inheritance the right to exercise the Option may exercise the
unexercised Option or a portion thereof, in accordance with the terms of this Agreement, prior to the date which is ten (10) years after the date of grant of
Option as set forth in paragraph 1 hereof.
13. Notices. Any notice or other communications required or permitted to be given under this Agreement shall be in writing and shall be deemed to have
been sufficiently given when delivered personally or when deposited in the United States mail as Certified Mail, return receipt requested, properly addressed
with postage prepaid, if to the Company at its principal office at 2605 Iron Gate Drive, Suite 104, Wilmington, North Carolina 28412; and, if to the Optionee
to his or her last address appearing on the books of the Employer. The Employer and the Optionee may change their address or addresses by giving written
notice of such change as provided herein. Any notice or other communication hereunder shall be deemed to have been given on the date actually delivered or as
of the third (3rd) business day following the date mailed, as the case may be.
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14. Construction Controlled by Plan . This Agreement shall be construed so as to be consistent with the Plan; and the provisions of the Plan shall be
deemed to be controlling in the event that any provision hereof should appear to be inconsistent therewith. The Optionee hereby acknowledges receipt of a copy
of the Plan from the Company.
15. Severability . Whenever possible, each provision of this Agreement shall be interpreted in such a manner as to be valid and enforceable under
applicable law, but if any provision of this Agreement is determined to be unenforceable, invalid or illegal, the validity of any other provisions or part thereof,
shall not be affected thereby and this Agreement shall continue to be binding on the parties hereto as if such unenforceable, invalid or illegal provision or part
thereof had not been included herein.
16. Modification of Agreement; Waiver . This Agreement may be modified, amended, suspended, or terminated, and any terms, representations or
conditions may be waived, but only by written instrument signed by each of the parties hereto. No waiver hereunder shall constitute a waiver with respect to
any subsequent occurrence or other transaction hereunder or of any other provision hereof.
17. Captions and Headings; Gender and Number . Captions and paragraph headings used herein are for convenience only, do not modify or affect
the meaning of any provision herein, are not a part hereof, and shall not serve as a basis for interpretation or in construction of this Agreement. As used herein,
the masculine gender shall include the feminine and neuter, the singular number the plural, and vice versa, whenever such meanings are appropriate.
18. Governing Law; Venue and Jurisdiction. Without regard to the principles of conflicts of laws, the laws of the State of North Carolina shall
govern and control the validity, interpretation, performance, and enforcement of this Agreement. The parties hereto agree that any suit or action relating to this
Agreement shall be instituted and prosecuted in the courts of the County of New Hanover, State of North Carolina, and each party hereby does waive any
right or defense relating to such jurisdiction and venue.
19. Binding Effect . This Agreement shall be binding upon and shall inure to the benefit of the Company, its successors and assigns, and shall be
binding upon and inure to the benefit of the Optionee, his heirs, legatees, personal representatives, executors, and administrators.
20. Entire Agreement . This Agreement constitutes and embodies the entire understanding and agreement of the parties hereto and, except as otherwise
provided hereunder, there are no other agreements or understandings, written or oral, in effect between the parties hereto relating to the matters addressed herein.
21. Counterparts . This Agreement may be executed in any number of counterparts, each of which when executed and delivered shall be deemed an
original, but all of which taken together shall constitute one and the same instrument.
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IN WITNESS WHEREOF , the Company, has caused this instrument to be executed in its corporate name by its President, or one of its Vice
Presidents, and attested by its Secretary or one of its Assistant Secretaries, and its corporate seal to be hereto affixed, all by authority of its Board of Directors
first duly given, and the Optionee has hereunto set his or her hand and adopted as his or her seal the typewritten word “SEAL” appearing beside his or her
name, all done this the day and year first above written.

LIVE OAK BANCSHARES, INC.

By:

ATTEST:

, Corporate Secretary

[CORPORATE SEAL]
OPTIONEE

By:
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(SEAL)

EXHIBIT A

NOTICE OF EXERCISE OF
INCENTIVE STOCK OPTION
To:

The Compensation Committee of the Board of Directors of
Live Oak Bancshares, Inc.

The undersigned hereby elects to purchase
whole shares of Common Stock of Live Oak Bancshares, Inc. (the “Company”) pursuant to the Incentive
Stock Option granted to the undersigned in that certain Incentive Stock Option Agreement between the Company and the undersigned dated the
day of
,
. The aggregate purchase price for such Shares is $
, which amount is (i) being tendered herewith, (ii) will be tendered on or before
,
(cross out provision which does not apply) in cash. The effective date of this election shall be
,
, or the date of
receipt of this Notice by the Company if later.

Executed this

day of

,

, at

.

(Social Security Number)
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Exhibit 10.2

LIVE OAK BANCSHARES, INC .
NONSTATUTORY STOCK OPTION PLAN
Live Oak Bancshares, Inc., a North Carolina business corporation (hereinafter referred to as the “Company”), does herein set forth the terms of the Live
Oak Bancshares, Inc. Nonstatutory Stock Option Plan (hereinafter referred to as this “Plan”), which was adopted by the Board of Directors (hereinafter
referred to as the “Board”) of the Company subject to shareholder approval as provided in paragraph 21 hereof.

1. Purpose of this Plan . The purpose of this Plan is to provide for the grant of Nonstatutory Stock Options (hereinafter referred to as “Options” or
singularly, “Option”) to Eligible Directors (as hereinafter defined) of the Company who wish to invest in the Company’s common stock (hereinafter referred to
as “Common Stock”). The Board believes that participation in the ownership of the Company by the Eligible Directors will be to the mutual benefit of the
Company and the Eligible Directors. In addition, the existence of this Plan will make it possible for the Company to attract capable individuals to serve on the
Board. As used herein, the term “Eligible Directors” or singularly, “Eligible Director,” shall mean members of the Board of Directors of the Company serving
at the time of adoption of this Plan or who may serve thereon from time to time and those individuals holding the title “Director Emeritus” as conferred at the
election of the board.
2. Administration of this Plan.
(a) This Plan shall be administered by the Board. The Board shall have full power and authority to construe, interpret and administer this Plan.
All actions, decisions, determinations, or interpretations of the Board shall be final, conclusive, and binding upon all parties.
(b) The Board may designate any officers or employees of the Bank or of any of its subsidiaries to assist in the administration of this Plan. The
Board may authorize such individuals to execute documents on its behalf and may delegate to them such other ministerial and limited discretionary duties as
the Board may see fit.

3. Shares of Common Stock Subject to this Plan . The maximum number of shares of Common Stock that shall be offered under this Plan is ONE
HUNDRED TWENTY-FIVE THOUSAND (125,000) shares, subject to adjustment as provided in paragraph 14. Shares subject to Options which expire or
terminate prior to the issuance of the shares of Common Stock shall lapse and the shares of Common Stock originally subject to such Options shall again be
available for future grants of Options under this Plan.
4. Eligibility; Grant of Options . Each Eligible Director serving on the Board shall receive an Option to purchase shares of Common Stock in the
amount as shall be determined by the Board of Directors by a majority vote. Any Options not granted hereby may be reserved for future issuance by a
majority vote of the entire Board.

5. Vesting of Options.
(a) Options granted under this Plan shall vest and the right of an Eligible Director to exercise an Option shall be nonforfeitable in accordance with
the following schedule:
Percentage of

Date When Such Options Become Vested

Such Options Vested

0%
33 1/3%
33 1/3%
33 1/3%

Date of grant
First Anniversary of the date of grant
Second Anniversary of the date of grant
Third Anniversary of the date of grant

(b) In determining the number of shares of Common Stock under each Option vested under the above vesting schedule, an Eligible Director shall
not be entitled to exercise an Option to purchase a fractional number of shares of the Common Stock. If the product resulting from multiplying the vested
percentage times the Option results in a fractional number of shares of Common Stock, then an Eligible Director’s vested right shall be to the whole number of
shares of Common Stock disregarding any fractional shares of Common Stock.
(c) In the event that the directorship of an Eligible Director is terminated for “cause,” such Eligible Director’s Options under this Plan shall be
forfeited and shall be available again for grant to Eligible Directors as may be determined by the Committee. Such forfeiture shall apply whether or not any
such Options have been vested.
(d) In the event that the directorship of an Eligible Director should terminate for any reason other than for “cause,” retirement (including retirement
and designation as “director emeritus”), disability, death or following a “change in control” of the Company prior to the date when all Options allocated to the
Eligible Director would be 100% vested in accordance with the applicable schedule in Paragraph 3(a) hereof, the Eligible Director may exercise any vested
Options and all Options not already vested shall be forfeited and shall be available again for grant to Eligible Directors as may be determined by the Board.

(e) In the event that the directorship of an Eligible Director with the Company should terminate because of such Eligible Director’s disability,
death, or retirement, or following a “change in control” of the Company, as such terms are defined in paragraph 12 hereof, prior to the date when all Options
allocated to the Eligible Director would be 100% vested in accordance with the applicable schedule in paragraph 5(a) above, then, notwithstanding the
foregoing schedule in paragraph 5(a) above, all Options allocated to such Eligible Director shall immediately become fully vested and nonforfeitable.

6. Option Price .
(a) The price per share of each Option granted under this Plan (hereinafter called the “Option Price”) shall be determined by the Board as of the
effective date of grant of such Option, but in no event shall such Option Price be less than 100% of the fair market value
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of Common Stock on the date of grant. An Option shall be considered as granted on the later of (i) the date that the Board acts to grant such Option, or
(ii) such later date as the Board shall specify in an Option Agreement (as hereinafter defined).

(b) The fair market value of a share of Common Stock shall be determined as follows: (i) if on the date as of which such determination is being
made, Common Stock being valued is admitted to trading on a securities exchange or exchanges for which actual sale prices are regularly reported, or actual
sale prices are otherwise regularly published, the fair market value of a share of Common Stock shall be deemed to be equal to the closing sale price as
reported on the date as of which such determination is made; provided, however, that, if a closing sale price is not reported for such date, then the fair market
value shall be equal to the closing sale price on the most recent trading day for which a closing sale price is available, or (ii) if on the date as of which such
determination is made, no such closing sale prices are reported, but quotations for Common Stock are regularly listed on the National Association of Securities
Dealers Automated Quotation System or another comparable system, the fair market value of a share of Common Stock shall be deemed to be equal to the
arithmetic mean of the bid and asked prices for such Common Stock quoted on such system as reported for the date as of which such determination is made,
but if bid and asked prices are not available for such date, then the fair market value shall be equal to the arithmetic mean of the bid and asked prices on the
most recent trading day for which such prices are available, or (iii) if no such quotations are available, the fair market value of a share of Common Stock
shall be deemed to be the average of the bid and asked prices furnished by a professional securities dealer making a market in such shares, as selected by the
Board, for the most recent trading date practicable. In the event that none of the foregoing methods can be applied to establish the fair market value of the
Common Stock, the Board shall adopt a reasonable valuation method, which valuation method shall be documented in writing and shall take into
consideration all available information material to the valuation of the Common Stock, and shall apply such valuation method in a reasonable manner to fix
the fair market value of the Common Stock for the purposes of this Plan.

7. Payment of Option Price . Payment for shares subject to an Option may only be made in cash or in issued and outstanding shares of Common
Stock.
8. Terms and Conditions of Grant of Options . Each Option granted pursuant to this Plan shall be evidenced by a written Nonstatutory Stock Option
Agreement (hereinafter referred to as “Option Agreement”) with each Eligible Director (hereinafter referred to as “Eligible Director”) to whom an Option is
granted; such agreement shall be substantially in the form attached hereto as “Exhibit A,” unless the Board shall adopt a different form and, in each case,
may contain such other, different, or additional terms and conditions as the Board may determine. The Option shall terminate as provided in paragraph 12
hereof.
9. Option Period . Each Option Agreement shall set forth a period during which such Option may be exercised (hereinafter referred to as the “Option
Period”); provided, however, that the Option Period shall not exceed ten (10) years after the date of grant of such Option as specified in an Option Agreement.
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10. Limitation on Grant of Stock Options .
(a)

No one individual shall be granted Options under this Plan in excess of 40% of the shares reserved for issuance pursuant to
Paragraph 3 hereof.

(b)

No one individual shall be granted Options under this Plan in excess of the number of shares subscribed by such Eligible Director
during the organization of the Company.

11. Exercise of Options . An Option shall be exercised by written notice to the Board signed by an Eligible Director or by such other person as may be
entitled to exercise such Option. In the case of the exercise of an Option, the aggregate Option Price for the shares being purchased may be paid in cash or in
issued and outstanding shares of Common Stock and must be accompanied by a notice of exercise. The written notice shall state the number of shares with
respect to which an Option is being exercised and shall either be accompanied by the payment of the aggregate Option Price for such shares or shall fix a date
(not more than ten (10) business days after the date of such notice) by which the payment of the aggregate Option Price will be made. An Eligible Director shall
not exercise an Option to purchase less than 100 shares, unless the Board otherwise approves or unless the partial exercise is for the remaining shares available
under such Option. A certificate or certificates for the shares of Common Stock purchased by the exercise of an Option shall be issued in the regular course of
business subsequent to the exercise of such Option and the payment therefor. During the Option Period, no person entitled to exercise any Option granted under
this Plan shall have any of the rights or privileges of a shareholder with respect to any shares of Common Stock issuable upon exercise of such Option, until
certificates representing such shares shall have been issued and delivered and the individual’s name entered as a shareholder of record on the books of the
Company for such shares.
12. Effect of Leaving the Board .
(a) In the event that an Eligible Director is removed from the Board for “cause” (as defined in the Company’s Articles of Incorporation) any Option
granted to the Eligible Director under this Plan, to the extent not previously exercised by the Eligible Director or expired, and regardless of any vesting pursuant
to Paragraph 5 hereof, shall immediately terminate and shall be available again for the granting of additional options to Eligible Directors during the remaining
term of this Plan upon such terms and conditions as may be determined by the Board.

(b) In the event that an Eligible Director should leave the Board for any reason other than for “cause,” retirement, disability, death or following a
“change in control” of the Company (as defined in Paragraph 12(f) hereof), such Eligible Director shall have the right to exercise any vested Option granted to
the Eligible Director under this Plan, to the extent such Options have not been previously exercised by the Eligible Director or expired, for a period of not more
than ninety (90) days following the effective date that the Eligible Director leaves the Board but in no event may any option be exercised later than the end of the
Option Period provided in the Option Agreement in accordance with Paragraph 9 hereof.
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(c) In the event that an Eligible Director should leave the Board as a result of such Eligible Director’s retirement, such Eligible Director shall have
the right to exercise all Options granted to the Eligible Director under this Plan, to the extent such Options have not been previously exercised by the Eligible
Director or expired, for a period of not more than ninety (90) days following the effective date that the Eligible Director leaves the Board but in no event may
any option be exercised later than the end of the Option Period provided in the Option Agreement in accordance with Paragraph 9 hereof. For purposes of this
Plan, the term “retirement” shall mean termination of an Eligible Director’s membership on the Board (i) at any time after attaining age 65 with the approval of
the Board; or (ii) at the election of the Eligible Director, at any time after not less than three (3) years service as a member of the Board, such service shall be
computed cumulatively for purposes of this clause (ii).

(d) In the event that an Eligible Director should leave the Board as a result of such Eligible Director’s retirement and designation by the Board as a
“director emeritus,” all Options granted such Eligible Director shall vest and such Eligible Director shall have the right to exercise any Option granted under
this Plan, to the extent that it has not previously been exercised by the Eligible Director or expired, at any time after such Eligible Director’s retirement but in no
event may any option be exercised later than the end of the Option Period provided in the Option Agreement in accordance with Paragraph 9 hereof. For
purposes of this Plan, an Eligible Director shall be designated a “director emeritus” without further action from the Board if such Eligible Director retires and
has both (i) attained the age of 65 and (ii) served as a member of the Board for not less than three (3) years, such service being computed cumulatively for
purposes of this clause (ii).
(e) In the event that an Eligible Director should leave the Board by reason of such Eligible Director’s disability, such Eligible Director shall have
the right to exercise an Option granted under this Plan, to the extent that it has not previously been exercised or expired, for such period of time as may be
determined by the Board and specified in an Option Agreement, but in no event may any Option be exercised later than the end of the Option Period provided
in the Option Agreement in accordance with Paragraph 9 hereof. For purposes of this Plan, the term “disability” shall be defined as may be determined by the
Board, from time to time, or as determined at any time with respect to any individual Eligible Director.
(f) In the event that an Eligible Director should die while serving on the Board or after leaving by reason of disability or retirement or following a
“change in control” during the Option Period provided in an Option Agreement in accordance with Paragraph 9 hereof, an Option granted under this Plan, to
the extent that it has not previously been exercised or expired, shall be exercisable, in accordance with its terms, by the personal representative of such Eligible
Director, the executor or administrator of such Eligible Director’s estate, or by any person or persons who acquired such Option by bequest or inheritance from
such Eligible Director, notwithstanding any limitations placed on the exercise of such Option by this Plan or an Option Agreement, at any time within twelve
(12) months after the date of death of such Eligible Director, but in no event may an Option be exercised later than the end of the Option Period provided in an
Option Agreement in accordance with Paragraph 9 hereof. Any references herein to an Eligible Director shall be deemed to include any person entitled to exercise
an Option after the death of such Eligible Director under the terms of this Plan.
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(g) In the event an Eligible Director shall leave the Board as a result of a “change in control” of the Company, such Eligible Director shall have the
right to exercise the Option granted under this Plan, to the extent that it has not previously been exercised by the Eligible Director or expired, for such period of
time as may be determined by the Board as specified in an Option Agreement, but in no event may any Option be exercised later than the end of the Option
Period provided in the Option Agreement in accordance with Paragraph 9 hereof. For purposes of this Plan, the phrase “change in control” refers to (i) the
acquisition by any person, group of persons or entity of the beneficial ownership or power to vote more than twenty-five percent (25%) of the Company’s
outstanding stock, (ii) during any period of two (2) consecutive years, a change in the majority of the Board unless the election of each new Director was
approved by at least two-thirds of the Directors then still in office who were Directors at the beginning of such two (2) year period, or (iii) a reorganization,
merger, or consolidation of the Company with one or more other entities in which the Company is not the surviving entity, or the transfer of all or substantially
all of the assets or shares of the Company to another person or entity.

Notwithstanding anything else herein, for purposes of this Plan the term “change in control” shall not include a transaction approved by the Board
which results in the Company merging with, transferring its assets to or becoming the subsidiary of a corporation newly formed at the direction of the Board
for the purpose of such transaction or serving as a bank holding company for the Company, and in connection with which transaction the Company’s
shareholders (other than those who exercise statutory rights of dissent and appraisal) become the holders of substantially all of the voting stock of such
corporation. Further, notwithstanding anything else herein, a transaction or event shall not be considered a change in control if, prior to the consummation or
occurrence of such transaction or event, the Eligible Director and the Company agree in writing that the same shall not be treated as a change in control for
purposes of this Plan.

13. Effect of Plan on Status as Member of a Board . The fact that an Eligible Director has been granted an Option under this Plan shall not confer
on such Eligible Director any right to continued service on the Board, nor shall it limit the right of the Company to remove such Eligible Director from the
Board at any time in accordance with applicable federal and/or state law.
14. Adjustment Upon Changes in Capitalization; Dissolution or Liquidation .
(a) In the event of a change in the number of shares of Common Stock outstanding by reason of a stock dividend, stock split, recapitalization,
reorganization, merger, exchange of shares, or other similar capital adjustment prior to the termination of an Eligible Director’s rights under this Plan, equitable
proportionate adjustments shall be made by the Board in (i) the number and kind of shares which remain available under this Plan, and (ii) the number,
kind, and the Option Price of shares subject to the unexercised portion of an Option under this Plan. The adjustments to be made shall be determined by the
Board and shall be consistent with
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such change or changes in the Company’s total number of outstanding shares; provided, however, that no adjustment shall change the aggregate Option Price
for the exercise of Options granted under this Plan.
(b) The grant of Options under this Plan shall not affect in any way the right or power of the Company or its shareholders to make or authorize
any adjustment, recapitalization, reorganization, or other change in the Company’s capital structure or its business, or any merger or consolidation of the
Company, or to issue bonds, debentures, preferred or other preference stock ahead of or affecting Common Stock or the rights thereof, or the dissolution or
liquidation of the Company, or any sale or transfer of all or any part of the Company’s assets or business.
(c) Except upon a “change in control”, upon the effective date of the dissolution or liquidation of the Company, this Plan and any Options granted
hereunder, shall terminate.

15. Non-Transferability. An Option granted under this Plan shall not be assignable or transferable except, in the event of the death of an Eligible
Director, by will or by the laws of descent and distribution. In the event of the death of an Eligible Director, his personal representative, the executor or the
administrator of such Eligible Director’s estate, or the person or persons who acquired by bequest or inheritance the rights to exercise such Options, may
exercise any Option or portion thereof to the extent not previously exercisable or surrendered by an Eligible Director or expired, in accordance with its terms,
prior to the expiration of the exercise period as specified in subparagraph 12(e) hereof.
16. Tax Withholding. The Company or any of its subsidiaries shall have the right to deduct or otherwise effect a withholding of any amount required
by federal or state laws to be withheld with respect to the grant, exercise or the sale of stock acquired upon the exercise of an Option in order for the Company
or any of its subsidiaries to obtain a tax deduction otherwise available as a consequence of such grant, exercise or sale, as the case may be.
17. Listing and Registration of Option Shares . Any Option granted under this Plan shall be subject to the requirement that if at any time the Board
shall determine, in its discretion, that the listing, registration, or qualification of the shares covered thereby upon any securities exchange or under any state or
federal law or the consent or approval of any governmental regulatory body is necessary or desirable as a condition of, or in connection with, the granting of
such Option or the issuance or purchase of shares thereunder, such Option may not be exercised in whole or in part unless and until such listing, registration,
qualification, consent, or approval shall have been effected or obtained free of any conditions not acceptable to the Board.
18. Exculpation and Indemnification . In connection with this Plan, no member of the Board shall be personally liable for any act or omission to act in
such person’s capacity as a member of the Board, nor for any mistake in judgment made in good faith, unless arising out of, or resulting from, such person’s
own bad faith, gross negligence, willful misconduct, or criminal acts. To the extent permitted by applicable law and regulation, the Company shall indemnify
and hold harmless the members of the Board, and each other officer or employee of the
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Company or of any of its subsidiaries to whom any duty or power relating to the administration or interpretation of this Plan may be assigned or delegated,
from and against any and all liabilities (including any amount paid in settlement of a claim with the approval of the Board) and any costs or expenses
(including counsel fees) incurred by such persons arising out of or as a result of, any act or omission to act in connection with the performance of such
person’s duties, responsibilities, and obligations under this Plan, other than such liabilities, costs, and expenses as may arise out of, or result from, the bad
faith, gross negligence, willful misconduct, or criminal acts of such persons.

19. Amendment and Modification of this Plan . The Board may at any time, and from time to time, amend or modify this Plan (including the form
of Option Agreement) in any respect consistent with applicable regulations; provided, however, that no amendment or modification shall be made that
increases the total number of shares covered by this Plan or effects any change in the category of persons who may receive Options under this Plan or
materially increases the benefits accruing to Eligible Directors under this Plan unless such change is approved by the requisite number of shareholders and
otherwise in accordance with law. Any amendment or modification of this Plan shall not materially reduce the benefits under any Option theretofore granted to
an Eligible Director under this Plan without the consent of such Eligible Director or the transferee in the event of the death of such Eligible Director.
20. Termination and Expiration of this Plan . This Plan may be abandoned, suspended, or terminated at any time by the Board; provided, however,
that abandonment, suspension, or termination of this Plan shall not affect any Options then outstanding under this Plan. No Option shall be granted pursuant
to this Plan after ten (10) years from the effective date of this Plan as provided in paragraph 21 hereof.
21. Effective Date; Shareholder Approval; Regulatory Approval . This Plan shall not be effective until approved by the requisite number of
shareholders at an annual or special shareholders’ meeting (the “Effective Date”) and otherwise in accordance with law.
22. Captions and Headings; Gender and Number . Captions and paragraph headings used herein are for convenience only, do not modify or affect
the meaning of any provision herein, are not a part hereof, and shall not serve as a basis for interpretation or in construction of this Plan. As used herein, the
masculine gender shall include the feminine and neuter, the singular number, the plural, and vice versa, whenever such meanings are appropriate.
23. Expenses of Administration of Plan . All costs and expenses incurred in the operation and administration of this Plan shall be borne by the
Company or by one of its subsidiaries.
24. Governing Law . Without regard to the principles of conflicts of laws, the laws of the State of North Carolina shall govern and control the validity,
interpretation, performance, and enforcement of this Plan.
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25. Inspection of Plan . A copy of this Plan, and any amendments thereto or modifications thereof, shall be maintained by the Secretary of the
Company and shall be shown to any proper person making inquiry about it.
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STATE OF NORTH CAROLINA
COUNTY OF NEW HANOVER

EXHIBIT A

NONSTATUTORY STOCK OPTION AGREEMENT

day of

THIS NONSTATUTORY STOCK OPTION AGREEMENT (hereinafter referred to as this “Agreement”) is made and entered into as of this
,
, between LIVE OAK BANCSHARES, INC., a North Carolina business corporation (hereinafter referred to as the “Company”), and
, a resident of
County, North Carolina (hereinafter referred to as the “Eligible Director”).

WHEREAS, the Board of Directors of the Company (hereinafter referred to as the “Board”) has adopted the Live Oak Bancshares, Inc.
Nonstatutory Stock Option Plan (hereinafter referred to as the “Plan”) subject to approval by the Company’s shareholders as provided in the Plan; and

WHEREAS, the shareholders of the Company at an annual meeting duly called and held on

, 2009, approved the Plan (the “Effective

Date”); and
WHEREAS, the Plan provides that the Compensation Committee (hereinafter referred to as the “Committee”) will make available to the Eligible
Directors (as defined in the Plan) of the Company, the right to purchase shares of the Company’s common stock (hereinafter referred to as “Common Stock”);
and

WHEREAS, the Board has determined that the Eligible Director is entitled to purchase shares of Common Stock under the Plan;
NOW, THEREFORE, the Company and the Eligible Director agree as follows:

1. Date of Grant of Option . The date of grant of the option granted under this Agreement is the

day of

,

.

2. Grant of Option . Pursuant to the Plan, the Company grants to the Eligible Director the right (hereinafter referred to as the “Option”) to
purchase from the Company all or a portion of an aggregate number of
(
) shares of Common Stock (hereinafter referred to as the
“Option Shares”) which shall be authorized but unissued shares.
3. Vesting of Options.
(a) Options granted under this Plan shall vest and the right of an Eligible Director to exercise an Option shall be nonforfeitable, except as otherwise
provided in this Agreement or the Plan, in accordance with the following schedule:
Percentage of

Date When Such Options Become Vested

Date of grant
First Anniversary of the date of grant
Second Anniversary of the date of grant
Third Anniversary of the date of grant

Such Options Vested

0%
33 1/3%
33 1/3%
33 1/3%

(b) In determining the number of shares of Common Stock under each Option vested under the above vesting schedule, an Eligible Director shall
not be entitled to exercise an Option to purchase a fractional number of shares of the Common Stock. If the product resulting from multiplying the vested
percentage times the Option results in a fractional number of shares of Common Stock, then an Eligible Director’s vested right shall be to the whole number of
shares of Common Stock disregarding any fractional shares of Common Stock.
(c) In the event that the directorship of an Eligible Director is terminated for “cause,” such Eligible Director’s Options under this Plan shall be
forfeited and shall be available again for grant to Eligible Employees as may be determined by the Committee. Such forfeiture shall apply whether or not any
such Options have been vested.
(d) In the event that the directorship of an Eligible Director with the Company should terminate for any reason other than for “cause,” retirement
(including retirement and designation as “director emeritus”), disability, death or following a “change in control” of the Company prior to the date when all
Options allocated to the Eligible Director would be 100% vested in accordance with the applicable schedule in Paragraph 3(a) hereof, the Eligible Director may
exercise any vested Options and all Options not already vested shall be forfeited and shall be available again for grant to Eligible Directors as may be
determined by the Board.
(e) In the event that the directorship of an Eligible Director with the Company should terminate because of such Eligible Director’s disability,
death, or retirement, or following a “change in control” of the Company prior to the date when all Options allocated to the Eligible Director would be 100%
vested in accordance with the applicable schedule in Paragraph 3(a) above, then, notwithstanding the foregoing schedule in Paragraph 3(a) above, all Options
allocated to such Eligible Director shall immediately become fully vested and nonforfeitable. For purposes of this Agreement, the terms “disability,”
“retirement,” “director emeritus” and “change in control” have the same meanings as they have in the Plan. Notwithstanding anything else contained in this
Agreement and in the Plan, a transaction or event shall not be considered a “change in control” if, prior to the consummation or occurrence of such transaction
or event, the Eligible Director and the Company agree in writing that the same shall not be treated as a change in control for purposes of this Agreement and the
Plan.

4. Option Price . The price to be paid for the Option Shares shall be
Dollars ($
) per share (hereinafter referred to as the “Option
Price”) which is the fair market value of the Option Shares as determined by the Board as of the date of grant of this Option.
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5. When and Extent to Which Options may be Exercised . At such time as the Option shall become exercisable in accordance with this
Agreement, the Eligible Director, in his discretion, may exercise all or any portion of the Option, subject to paragraph 6 hereof. The Option shall terminate as
provided in paragraph 7 hereof. Furthermore, Options granted pursuant to this Plan shall be subject to the right of the North Carolina Commissioner of Banks
(the “Commissioner”) and the Federal Deposit Insurance Corporation (the “FDIC”) to direct the Company to require an Eligible Director to exercise or forfeit his
or her stock rights if the Company’s capital falls below the minimum requirements, as determined by the Commissioner or the FDIC.
6. Method of Exercise . The Option shall be exercised by written notice to the Board signed by the Eligible Director or by such other person as
may be entitled to exercise the Option. In the exercise of the Option, the aggregate Option Price for the shares being purchased may only be paid in cash and
must be accompanied by a notice of exercise. The written notice shall state the number of shares with respect to which the Option is being exercised and, shall
either be accompanied by the payment of the aggregate Option Price for such shares or shall fix a date (not more than ten (10) business days after the date of
such notice) by which the payment of the aggregate Option Price will be made. The Eligible Director shall not exercise the Option to purchase less than 100
shares, unless the Board otherwise approves or unless the partial exercise is for the remaining shares available under the Option. A certificate or certificates for
the shares of Common Stock purchased by the exercise of the Option shall be issued in the regular course of business subsequent to the exercise of the Option
and the payment therefor. Neither the Eligible Director, nor any other person who may be entitled to exercise the Option, shall have any of the rights or
privileges of a shareholder with respect to any shares of Common Stock issuable upon exercise of the Option, until certificates representing such shares shall
have been issued and delivered and the individual’s name entered as a shareholder of record on the books of the Company for such shares.
7. Termination of Option. The Option shall terminate, and shall thereupon be available again for grant to Eligible Directors as may be
determined by the Board, as follows:
(a) Except as provided in subparagraphs (b), (c), (d), (e) and (f) below, the Option, to the extent that it has not been exercised or expired,
shall terminate on the earlier of (i) the date the Eligible Director is removed from the Board for “cause” or (ii) the date which is ten (10) years after the date of
grant of the Option as set forth in paragraph 1 hereof.
(b) In the event that an Eligible Director should leave the Board for any reason other than for “cause,” retirement, disability, death or
following a “change in control” of the Company, such Eligible Director shall have the right to exercise any vested Option granted to the Eligible Director under
this Plan, to the extent such Options have not been previously exercised by the Eligible Director or expired, for a period of not more than ninety (90) days
following the effective date that the Eligible Director leaves the Board but in no event may any option be exercised later than the date which is ten (10) years
after the date of grant of the Option as set forth in paragraph 1 hereof.
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(c) In the event the Eligible Director retires prior to the date which is ten (10) years after the date of grant of the Option as set forth in
paragraph 1 hereof, the Eligible Director shall have the right to exercise all Options, to the extent not exercised or expired, for a period of ninety (90) days from
the effective date of retirement.
(d) In the event the Eligible Director retires and is designated a “director emeritus” prior to the date which is ten (10) years after the date of
grant of the option as set forth in paragraph 1 hereof, the Eligible Director shall have the right to exercise all Options, to the extent not exercised or expired, for
the remainder of such ten (10) year period.

(e) In the event the Eligible Director leaves the Board by reason of such Eligible Director’s disability prior to the date which is ten
(10) years after the date of grant of the Option as set forth in paragraph 1 hereof, the Eligible Director shall have the right to exercise all Options, to the extent
not exercised by him or expired, for the remainder of such ten (10) year period.
(f) In the event the Eligible Director dies while serving on the Board or after his or her retirement or after his or her leaving by reason of
disability or following a change in control and prior to the date which is ten (10) years after the date of grant of the Option as set forth in paragraph 1 hereof,
all Options, to the extent not exercised by the Eligible Director or expired, shall be exercisable, according to its terms, by the personal representative, the
executor or the administrator of the Eligible Director’s estate, or the person or persons who acquired the Option by bequest or inheritance from the Eligible
Director, at any time within twelve (12) months after the date of death of the Eligible Director, but in no event may the Option be exercised later than ten
(10) years after the date of grant of the Option as set forth in paragraph 1 hereof.
(g) In the event the Eligible Director leaves the Board following a change in control of the Company, prior to the date which is ten
(10) years after the date of grant of Options as set forth in paragraph 1 hereof, the Eligible Director shall have the right to exercise the Option, to the extent that
it has not been exercised by him or her or expired, for the remainder of such ten (10) year period.

8. Effect of Agreement on Status of Eligible Director . The fact that the Eligible Director has been granted the Option under the Plan shall not
confer on the Eligible Director any right to continued service on the Board, nor shall it limit the right of the Company to remove the Eligible Director from the
Board at any time.
9. Listing and Registration of Option Shares . The Company’s obligation to issue shares of Common Stock upon exercise of the Option is
expressly conditioned upon the completion by the Company of any registration or other qualification of such shares under any state or federal law or
regulations or rulings of any governmental regulatory body or the making of such investment representations or other representations and agreements by the
Eligible Director or any person entitled to exercise the Option in order to comply with the requirements
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of any exemption from any such registration or other qualification of the Option Shares which the Board shall, in its discretion, deem necessary or advisable.
Notwithstanding the foregoing, the Company shall be under no obligation to register or qualify the Option Shares under any state or federal law. The required
representations and agreements referenced above may include representations and agreements that the Eligible Director, or any other person entitled to exercise
the Option, (i) is purchasing such shares on his or her own behalf as an investment and not with a present intention of distribution or re-sale and (ii) agrees to
have placed upon any certificates representing the Option Shares a legend setting forth any representations and agreements which have been given to the Board
or a reference thereto and stating that such shares may not be transferred except in accordance with all applicable state and federal securities laws and
regulations, and further representing that, prior to making any sale or other disposition of the Option Shares, the Eligible Director, or any other person entitled
to exercise the Option, will give the Company notice of the intention to sell or dispose of such shares not less than five (5) days prior to such sale or
disposition.

10. Adjustment Upon Changes in Capitalization; Dissolution or Liquidation .
(a) In the event of a change in the number of shares of Common Stock outstanding by reason of a stock dividend, stock split,
recapitalization, reorganization, merger, exchange of shares, or other similar capital adjustment, prior to the termination of the Eligible Director’s rights under
this Agreement, equitable proportionate adjustments shall be made by the Board in the number, kind, and the Option Price of shares subject to the unexercised
portion of the Option. The adjustments to be made shall be determined by the Board and shall be consistent with such changes or changes in the Company’s
total number of outstanding shares; provided, however, that no adjustment shall change the aggregate Option Price for the exercise of the Option granted.
(b) The grant of the Option under this Agreement shall not affect in any way the right or power of the Company or its shareholders to
make or authorize any adjustment, recapitalization, reorganization, or other change in the Company’s capital structure or its business, or any merger or
consolidation of the Company, or to issue bonds, debentures, preferred or other preference stock ahead of or affecting Common Stock or the rights thereof, or
the dissolution or liquidation of the Company, or any sale or transfer of all or any part of the Company’s assets or business.
(c) Except upon a change in control as set forth in paragraph 6 hereof, upon the effective date of the dissolution or liquidation of the
Company, the Option granted under this Agreement shall terminate.

11. Non-Transferability. The Option granted under this Agreement shall not be assignable or transferable except, in the event of the death of the
Eligible Director, by will or by the laws of descent and distribution. In the event of the death of the Eligible Director, the personal representative, the executor or
the administrator of the Eligible Director’s estate, or the person or persons who acquired by bequest or inheritance the right to exercise the Option may exercise
the unexercised Option or portion thereof, in accordance with its terms and paragraph 7(e) hereof, prior to the date which is ten (10) years after the date of grant
of the Option as set forth in paragraph 1 hereof.
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12. Tax Withholding. The grant of the Option and Option Shares delivered pursuant to this Agreement, and any amounts distributed with
respect thereto, may be subject to applicable federal, state and local withholding for taxes. The Eligible Director expressly acknowledges and agrees to such
withholding, where applicable, without regard to whether the Option Shares may then be sold or otherwise transferred by the Eligible Director.
13. Notices. Any notices or other communications required or permitted to be given under this Agreement shall be in writing and shall be deemed
to have been sufficiently given if delivered personally or when deposited in the United States mail as Certified Mail, return receipt requested, properly
addressed and postage prepaid, if to the Company, at its principal office at 2605 Iron Gate Drive, Suite 104, Wilmington, North Carolina 28412; and, if to
the Eligible Director, at his or her last address appearing on the books of the Company. The Company and the Eligible Director may change their address or
addresses by giving written notice of such change as provided herein. Any notice or other communication hereunder shall be deemed to have been given on the
date actually delivered or as of the third (3rd) business day following the date mailed, as the case may be.
14. Construction Controlled by Plan . This Agreement shall be construed so as to be consistent with the Plan; and the provisions of the Plan
shall be deemed to be controlling in the event that any provision hereof should appear to be inconsistent therewith. The Eligible Director hereby acknowledges
receipt of a copy of the Plan from the Company.
15. Severability . Whenever possible, each provision of this Agreement shall be interpreted in such manner as to be valid and enforceable under
applicable law, but if any provision of this Agreement is determined to be unenforceable, invalid or illegal, the validity of any other provision or part thereof,
shall not be affected thereby and this Agreement shall continue to be binding on the parties hereto as if such unenforceable, invalid or illegal provision or part
thereof had not been included herein.
16. Modification of Agreement; Waiver . This Agreement may be modified, amended, suspended or terminated, and any terms, representations
or conditions may be waived, but only by a written instrument signed by each of the parties hereto. No waiver hereunder shall constitute a waiver with respect
to any subsequent occurrence or other transaction hereunder or of any other provision hereof.
17. Captions and Hearings; Gender and Number . Captions and paragraph headings used herein are for convenience only, do not modify or
affect the meaning of any provision herein, are not a part hereof, and shall not serve as a basis for interpretation or in construction of this Agreement. As used
herein, the masculine gender shall include the feminine and neuter, the singular number, the plural, and vice versa, whenever such meanings are appropriate.
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18. Governing Law; Venue and Jurisdiction. Without regard to the principles of conflicts of laws, the laws of the State of North Carolina shall
govern and control the validity, interpretation, performance, and enforcement of this Agreement. The parties hereto agree that any suit or action relating to this
Agreement shall be instituted and prosecuted in the courts of the County of New Hanover, State of North Carolina, and each party hereby does waive any
right or defense relating to such jurisdiction and venue.
19. Binding Effect . This Agreement shall be binding upon and shall inure to the benefit of the Company, its successors and assigns, and shall
be binding upon and inure to the benefit of the Eligible Director, his heirs, legatees, personal representatives, executors, and administrators.
20. Entire Agreement . This Agreement constitutes and embodies the entire understanding and agreement of the parties hereto and, except as
otherwise provided hereunder, there are no other agreements or understandings, written or oral, in effect between the parties hereto relating to the matters
addressed herein.
21. Counterparts . This Agreement may be executed in any number of counterparts, each of which when executed and delivered shall be deemed
an original, but all of which taken together shall constitute but one and the same instrument.
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IN WITNESS WHEREOF , the Company has caused this instrument to be executed in its corporate name by its President, or one of its Vice
Presidents, and attested by its Secretary or one of its Assistant Secretaries, and its corporate seal to be hereto affixed, all by authority of its Board of Directors
first duly given, and the Eligible Director has hereunto set his or her hand and adopted as his or her seal the typewritten word “SEAL” appearing beside his or
her name, all done this the day and year first above written.

LIVE OAK BANCSHARES, INC.

By:

ATTEST:

, Corporate Secretary

[CORPORATE SEAL]
(SEAL)

, Eligible Director

EXHIBIT A

NOTICE OF EXERCISE OF
NONSTATUTORY STOCK OPTION
To:

The Board of Directors of Live Oak Bancshares, Inc.

The undersigned hereby elects to purchase
whole shares of Common Stock of Live Oak Bancshares, Inc. (the “Company”) pursuant to the
Nonstatutory Stock Option granted to the undersigned in that certain Nonstatutory Stock Option Agreement between the Company and the undersigned dated
the day of
,
. The aggregate purchase price for such shares is $
, which amount is (i) being tendered herewith, (ii) will be tendered on or
before
,
, (cross out provision which does not apply) in cash. The effective date of this election shall be
,
, or the date of receipt
of this Notice by the Company if later.

Executed this

day of

,

, at

.

8

(Social Security Number)
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SMALL BUSINESS LENDING FUND – SECURITIES PURCHASE AGREEMENT
Live Oak Bancshares, Inc.
Name of Company
2605 Iron Gate Dr., Suite 100
Street Address for Notices
Wilmington
City

NC
State

0710

SBLF No.
Corporation

Organizational Form (e.g., corporation, national bank)
North Carolina
Jurisdiction of Organization

Zip Code

Brett Caines
Name of Contact Person to Receive Notices

(910) 790-5868
Fax Number for Notices

Federal Reserve

Appropriate Federal Banking Agency

(919) 790-5867
Phone Number for Notices

September 13, 2011
Effective Date

THIS SECURITIES PURCHASE AGREEMENT (the “Agreement”) is made as of the Effective Date set forth above (the “ Signing Date ”) between the
Secretary of the Treasury (“ Treasury”) and the Company named above (the “ Company ”), an entity existing under the laws of the Jurisdiction of Organization
stated above in the Organizational Form stated above. The Company has elected to participate in Treasury’s Small Business Lending Fund program (
“SBLF”). This Agreement contains the terms and conditions on which the Company intends to issue subordinated debentures to Treasury, which Treasury
will purchase using funds appropriated under SBLF.
This Agreement consists of the following attached parts, all of which together constitute the entire agreement of Treasury and the Company (the “ Parties”)
with respect to the subject matter hereof, superseding all prior written and oral agreements and understandings between the Parties with respect to such subject
matter:

Annex A:
Annex B:
Annex C:
Annex D:
Annex E:
Annex F:

Annex G:
Annex H:
Annex I:
Annex J:
Annex K:

Information Specific to
the Company and the Investment
Definitions
General Terms and Conditions
Disclosure Schedule
Registration Rights
Form of Senior Security

Form of Officer’s Certificate
Form of Supplemental Reports
Form of Annual Certification
Form of Opinion
Form of Repayment Document

This Agreement may be executed in any number of counterparts, each being deemed to be an original instrument, and all of which will together constitute the
same agreement. Executed signature pages to this Agreement may be delivered by facsimile or electronic mail attachment.

[Signatures follow]
Securities Purchase Agreement – Live Oak Bancshares, Inc. (SBLF – 0710)

(Subchapter S Corporation)
[Execution Copy]

IN WITNESS WHEREOF , this Agreement has been duly executed and delivered by the duly authorized representatives of the parties hereto as of the
Effective Date.

THE SECRETARY OF THE TREASURY

LIVE OAK BANCSHARES, INC.

By:
/s/ Don Graves
Name: Don Graves
Title: Deputy Assistant Secretary

By:
/s/ James S. Mahan, III
Name: James S. Mahan, III
Title: Chairman and Chief Executive Officer

Securities Purchase Agreement – Live Oak Bancshares, Inc. (SBLF – 0710)
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ANNEX A
INFORMATION SPECIFIC TO THE COMPANY AND THE INVESTMENT
Purchase Information
Terms of the Purchase:
Original Aggregate Principal Amount of Senior Securities in the form of
Annex F purchased:

$6,800,000

Interest Payment Dates:

Payable quarterly in arrears on January 1, April 1, July 1 and
October 1 of each year.

Purchase Price:

$6,800,000

Closing:
Location of Closing:

Virtual

Time of Closing:

10:00 a.m. (EST)

Date of Closing:

September 13, 2011

Redemption Information
(Only

complete if the Company was a CPP or CDCI participant; leave blank otherwise. )

Prior Program:

¨

CPP

¨

CDCI

Original Aggregate Principal Amount of Previously Acquired Securities:
Repayment Amount:

Residual Amount:
Annex A (Information Specific to the Company and the Investment)
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Matching Private Investment Information
Treasury investment is contingent on the Company raising Matching Private
Investment (check one):

¨

Yes

x

No

If Yes, complete the following (leave blank otherwise) :
Aggregate Dollar Amount of Matching Private Investment Required:
Aggregate Dollar Amount of Matching Private Investment Received:

Class of securities representing Matching Private Investment:
Date of issuance of Matching Private Investment:

Annex A (Information Specific to the Company and the Investment)
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ANNEX B
DEFINITIONS

1. Definitions . Except as otherwise specified herein or as the context may otherwise require, the following terms have the respective meanings set forth
below for all purposes of this Agreement.
“Acquiror,” in any Holding Company Transaction, means the surviving or resulting entity or its ultimate parent in the case of a merger or
consolidation or the transferee in the case of a sale, lease or other transfer in one transaction or a series of related transactions of all or substantially all of the
consolidated assets of the Company and its subsidiaries, taken as a whole.
“Affiliate” means, with respect to any person, any person directly or indirectly controlling, controlled by or under common control with, such
other person. For purposes of this definition, “ control” (including, with correlative meanings, the terms “ controlled by” and “under common control with ”)
when used with respect to any person, means the possession, directly or indirectly through one or more intermediaries, of the power to cause the direction of
management and/or policies of such person, whether through the ownership of voting securities by contract or otherwise.
“Application Date ” means the date of the Company’s completed application to participate in SBLF.
“Appropriate Federal Banking Agency ” means the “appropriate Federal banking agency” with respect to the Company or such Company
Subsidiaries, as applicable, as defined in Section 3(q) of the Federal Deposit Insurance Act (12 U.S.C. Section 1813(q)). The Appropriate Federal Banking
Agency is identified on the cover page of this Agreement.
“Appropriate State Banking Agency ” means, if the Company is a State-chartered bank, the Company’s State bank supervisor (as defined in
Section 3(r) of the Federal Deposit Insurance Act, 12 U.S.C. § 1813(q)).
“Bank Holding Company ” means a company registered as such with the Federal Reserve pursuant to 12 U.S.C. §1842 and the regulations of the
Federal Reserve promulgated thereunder.
“Bylaws” means the bylaws of the Company, as they may be amended from time to time.
“Call Report ” has the meaning assigned thereto in Section 4102(4) of the SBJA. If the Company is a Bank Holding Company or a Savings and
Loan Holding Company, unless the context clearly indicates otherwise: (a) the term “Call Report” shall mean the Call Report(s) (as defined in Section 4102(4)
of the SBJA) of the IDI Subsidiary(ies); and (b) if there are multiple IDI Subsidiaries, all references herein or in any document executed or delivered in
Annex B (Definitions)
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connection herewith (including the Senior Securities, the Initial Supplemental Report and all Quarterly Supplemental Reports) to any data reported in a Call
Report shall refer to the aggregate of such data across the Call Reports for all such IDI Subsidiaries.

“CDCI” means the Community Development Capital Initiative, as authorized under the Emergency Economic Stabilization Act of 2008.
“Charter” means the Company’s certificate or articles of incorporation, articles of association, or similar organizational document.
“Company Material Adverse Effect ” means a material adverse effect on (i) the business, results of operation or condition (financial or otherwise)
of the Company and its consolidated subsidiaries taken as a whole; provided, however, that Company Material Adverse Effect shall not be deemed to include
the effects of (A) changes after the Signing Date in general business, economic or market conditions (including changes generally in prevailing interest rates,
credit availability and liquidity, currency exchange rates and price levels or trading volumes in the United States or foreign securities or credit markets), or
any outbreak or escalation of hostilities, declared or undeclared acts of war or terrorism, in each case generally affecting the industries in which the Company
and its subsidiaries operate, (B) changes or proposed changes after the Signing Date in GAAP, or authoritative interpretations thereof, or (C) changes or
proposed changes after the Signing Date in securities, banking and other laws of general applicability or related policies or interpretations of Governmental
Entities (in the case of each of these clauses (A), (B) and (C), other than changes or occurrences to the extent that such changes or occurrences have or would
reasonably be expected to have a materially disproportionate adverse effect on the Company and its consolidated subsidiaries taken as a whole relative to
comparable U.S. banking or financial services organizations); or (ii) the ability of the Company to consummate the Purchase and other transactions
contemplated by this Agreement and perform its obligations hereunder and under the Senior Securities on a timely basis and declare and pay interest on the
Interest Payment Dates set forth in the Senior Securities.
“CPP” means the Capital Purchase Program, as authorized under the Emergency Economic Stabilization Act of 2008.
“Disclosure Schedule ” means that certain schedule to this Agreement delivered to Treasury on or prior to the Signing Date, setting forth, among
other things, items the disclosure of which is necessary or appropriate in response to an express disclosure requirement contained in a provision hereof. The
Disclosure Schedule is contained in Annex D of this Agreement.
“Executive Officers ” means the Company’s “executive officers” as defined in 12 C.F.R. § 215.2(e)(1) (regardless of whether or not such
regulation is applicable to the Company).
“Federal Reserve ” means the Board of Governors of the Federal Reserve System.
“GAAP” means generally accepted accounting principles in the United States.
Annex B (Definitions)
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“General Terms and Conditions” and “General T&C ” each mean Annex C of this Agreement.
“Holder” means a holder of the Senior Securities.
“Holding Company Transaction ” means the occurrence of (a) any transaction (including, without limitation, any acquisition, merger or
consolidation) the result of which is that a “person” or “group” within the meaning of Section 13(d) of the Securities Exchange Act of 1934, as amended,
(i) becomes the direct or indirect ultimate “beneficial owner,” as defined in Rule 13d-3 under that Act, of common equity of the Company representing more
than 50% of the voting power of the outstanding Common Stock or (ii) is otherwise required to consolidate the Company for purposes of generally accepted
accounting principles in the United States, or (b) any consolidation or merger of the Company or similar transaction or any sale, lease or other transfer in one
transaction or a series of related transactions of all or substantially all of the consolidated assets of the Company and its subsidiaries, taken as a whole, to any
Person other than one of the Company’s subsidiaries; provided that, in the case of either clause (a) or (b), the Company or the Acquiror is or becomes a Bank
Holding Company or Savings and Loan Holding Company.
“IDI Subsidiary ” means any Company Subsidiary that is an insured depository institution.
“Indebtedness ” shall mean, whether or not recourse is to all or a portion of the assets of the Company and whether or not contingent, (i) the
claims of the Company’s secured and general creditors; (ii) every obligation of the Company for money borrowed; (iii) every obligation of the Company
evidenced by bonds, debentures, notes or other similar instruments, including obligations incurred in connection with the acquisition of property, assets or
businesses; (iv) every reimbursement obligation of the Company, contingent or otherwise, with respect to letters of credit, bankers’ acceptances, security
purchase facilities or similar facilities issued for the account of the Company; (v) every obligation of the Company issued or assumed as the deferred purchase
price of property or services (but excluding trade accounts payable or accrued liabilities arising in the ordinary course of business); (vi) every capital lease
obligation of the Company; (vii) all indebtedness of the Company for claims in respect of derivative products, including interest rate, foreign exchange rate
and commodity forward contracts, options and swaps and similar arrangements; (viii) every obligation of the type referred to in clauses (i) through (vii) of
another person and all dividends of another person the payment of which, in either case, the Company has guaranteed or is responsible or liable for directly or
indirectly, as obligor or otherwise, and (ix) every obligation of the type referred to in clauses (i) through (vii) of another person and all dividends of another
person the payment of which, in either case, is secured by a lien on any property or assets of the Company.
“knowledge of the Company ” or “Company’s knowledge” means the actual knowledge after reasonable and due inquiry of the “ officers” (as
such term is defined in Rule 3b-2 under the Exchange Act) of the Company.
Annex B (Definitions)
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“Matching Private Investment-Supported, ” when used to describe the Company (if applicable), means the Company’s eligibility for
participation in the SBLF program is conditioned upon the Company or an Affiliate of the Company acceptable to Treasury receiving Matching Private
Investment, as contemplated by Section 4103(d)(3)(B) of the SBJA.
“Original Letter Agreement ” means, if applicable, the Letter Agreement (and all terms incorporated therein) pursuant to which Treasury
purchased from the Company, and the Company issued to Treasury, the Previously Acquired Securities or the securities exchanged for the Previously
Acquired Securities).
“Oversight Officials ” means, interchangeably and collectively as context requires, the Special Deputy Inspector General for SBLF Program
Oversight, the Inspector General of the Department of the Treasury, and the Comptroller General of the United States.
“Person” means a legal person, including any individual, corporation, estate, partnership, joint venture, association, joint-stock company,
limited liability company or trust.
“Previously Acquired Securities” means, if the Company participated in CPP or CDCI, the securities identified in the “Redemption Information”
section of Annex A .
“Previously Disclosed ” means information set forth on the Disclosure Schedule or the Disclosure Update, as applicable; provided, however ,
that disclosure in any section of such Disclosure Schedule or Disclosure Update, as applicable, shall apply only to the indicated section of this Agreement;
provided, further, that the existence of Previously Disclosed information, pursuant to a Disclosure Update, shall neither obligate Treasury to consummate the
Purchase nor limit or affect any rights of or remedies available to Treasury.
“Prior Program” means (a) CPP, if the Company is a participant in CPP immediately prior to the Closing, or (b) CDCI, if the Company is a
participant in CDCI immediately prior to the Closing.
“Publicly-traded ” means a company that (i) has a class of securities that is traded on a national securities exchange and (ii) is required to file
periodic reports with either the Securities and Exchange Commission or its primary federal bank regulator.
“Purchase” means the purchase of the Senior Securities by Treasury from the Company pursuant to this Agreement.

“Repayment ” means the repurchase set forth in the Repayment Document.
“Repayment Amount ” means, if the Company participated in CPP or CDCI, the aggregate amount payable by the Company as of the Closing
Date to redeem the Previously Acquired Securities in accordance with their terms, which amount is set forth in the “Redemption Information” section of Annex
A.
Annex B (Definitions)
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“Savings and Loan Holding Company ” means a company registered as such with the Office of Thrift Supervision or any successor thereto
pursuant to 12 U.S.C. §1467(a) and the regulations of the Office of Thrift Supervision promulgated thereunder.
“SBJA” means the Small Business Jobs Act of 2010, as it may be amended from time to time.
“Senior Indebtedness ” means, with respect to the Senior Securities, (i) all deposit liabilities of the Company, (ii) the principal of (and premium,
if any) and interest, if any (including interest accruing on or after the appointment of a receiver or conservator, or the filing of any petition in bankruptcy or
for reorganization, relating to the Company, whether or not such claim for post appointment or post petition interest is allowed in such proceedings), on all
Indebtedness, whether outstanding on the date of execution of this Agreement, or hereafter created, assumed or incurred, and any deferrals, renewals or
extensions of such Indebtedness, provided, however, that Senior Indebtedness shall not include (A) any other subordinated debt of the Company that by its
terms ranks pari passu or junior to the Senior Securities issued hereunder or (B) any obligation to holders of shares of equity in the Company arising as a
result of their status as holders of such Capital Interests or shares of equity.
“Senior Securities ” mean the unsecured subordinated debentures issued pursuant to this Agreement that do not constitute a class of stock or
represent any equity ownership in the Company. Each debenture representing a Senior Security shall be expressed in a principal amount that is a multiple of
$1,000.
“Signing Date Total Risk-Based Capital Amount ” means $24,761,518.50.
“Subsidiary ” means any corporation, partnership, joint venture, limited liability company or other entity (A) of which such person or a
subsidiary of such person is a general partner or (B) of which a majority of the voting securities or other voting interests, or a majority of the securities or other
interests of which having by their terms ordinary voting power to elect a majority of the board of directors or persons performing similar functions with respect
to such entity, is directly or indirectly owned by such person and/or one or more subsidiaries thereof.
“Tax” or “Taxes” means any federal, state, local or foreign income, gross receipts, property, sales, use, license, excise, franchise, employment,
payroll, withholding, alternative or add-on minimum, ad valorem, transfer or excise tax, or any other tax, custom, duty, governmental fee or other like
assessment or charge of any kind whatsoever, together with any interest, penalty or addition imposed by any Governmental Entity.
“Total Assets” means, with respect to an insured depository institution, the total assets of such insured depository institution.
“Total Risk Based Capital Dividend Threshold” means, as of any particular date, the result of the following formula:

( ( A + B – C – D ) * 0.9 ) – E
Annex B (Definitions)
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where:

A = Signing Date Total Risk-Based Capital Amount;

B = the Original Aggregate Principal Amount of the Senior Securities issued to Treasury;
C = the aggregate amount of Charge-Offs since the Signing Date;
D = the aggregate dollar amount of other instruments included in the Tier 2 capital of the Company or any IDI
Subsidiary that have been redeemed at maturity since the Signing Date; and

E = (i) beginning on the first day of the eleventh (11th) Interest Period, the amount equal to ten percent (10%) of the
Original Aggregate Principal Amount of the Senior Securities issued to Treasury as of the Effective Date (without
regard to any redemptions of Senior Securities that may have occurred thereafter) for every one percent (1%) of
positive Percentage Change in Qualified Small Business Lending between the ninth (9th) Interest Period and the
Baseline; and (ii) zero (0) at all other times.

“Total Risk-Based Capital” means, with respect to an insured depository institution, the total risk-based capital of such insured depository

institution.
“Total Risk-Weighted Assets” means, with respect to an insured depository institution, the risk-weighted assets of such insured depository

institution.
“Transaction Documents” means this Agreement, the Senior Securities, and all other instruments, documents and agreements executed by or on
behalf of the Company and delivered concurrently herewith or at any time hereafter to or for the benefit of any holder of any Senior Security in connection with
the transactions contemplated by this Agreement, all as amended, supplemented or modified from time to time.

2. Index of Definitions . The following table, which is provided solely for convenience of reference and shall not affect the interpretation of this
Agreement, identifies the location where capitalized terms are defined in this Agreement:

Term

Affiliate
Agreement
Appropriate Federal Banking Agency
Appropriate State Banking Agency

Bank Holding Company
Annex B (Definitions)

Location of
Definition

Annex B, §1
Cover Page

Annex B, §1
Annex B, §1
Annex B, §1
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Bankruptcy Exceptions
Board of Directors
Business Combination
business day
Call Report
Capitalization Date
CDCI
Closing
Closing Date
Closing Deadline
Code

Common Stock
Company
Company Financial Statements
Company Material Adverse Effect
Company Reports
Company Subsidiary; Company Subsidiaries
control; controlled by; under common control with
CPP
Disclosure Schedule
Disclosure Update
ERISA
Exchange Act
Federal Reserve
GAAP
Governmental Entities
Holder
Holding Company Senior Security

IDI Subsidiary
Indemnitee
Indebtedness
Information
Initial Supplemental Report

knowledge of the Company; Company’s knowledge
Majority Holders
Matching Private Investment
Matching Private Investment-Supported
Matching Private Investors
officers
Oversight Officials
Parties
Plan
Previously Acquired Securities
Previously Disclosed
Prior Program
Annex B (Definitions)

General T&C, §2.5(a)
General T&C, §2.6
General T&C, §5.8
General T&C, §7.12
Annex B, §1
General T&C, §2.2
Annex B, §1
General T&C, §1.2(a)
General T&C, §1.2(a)
General T&C, §5.1(a)(i)
General T&C, §2.14
General T&C, §2.2
Cover Page

General T&C, §1.3(h)
Annex B, §1
General T&C, §2.9
General T&C, §2.5(b)
Annex B, §1
Annex B, §1
Annex B, §1
General T&C, §1.3(g)
General T&C, §2.14
General T&C, §4.3
Annex B, §1
Annex B, §1
General T&C, §1.3(a)
Annex B, §1
General T&C, §5.12(f)
Annex B, §1
General T&C, §4.4(b)
Annex B, §1
General T&C, §3.1(c)(iii)
General T&C, §1.3(i)
Annex B, §1
General T&C, §4.3
General T&C, §1.3(k)
Annex B, § 1
General T&C, §1.3(k)
Annex B, §1
Annex B, §1
Cover Page

General T&C, §2.14
Annex B, §1
Annex B, §1
General T&C, §1.2(c)
Page 7

(Subchapter S Corporation)
[Execution Copy]
Proprietary Rights
Purchase
Purchase Price
Regulatory Agreement
Related Party
Repayment Document
Residual Amount
S-Corp
Savings and Loan Holding Company
SBJA

General T&C, §2.21
Annex B, §1
General T&C, §1.1(a)
General T&C, §2.19
General T&C, §2.25
General T&C, §1.2(b)(ii)(E)
General T&C, §1.2(b)(ii)(B)
General T&C, §2.28(a)
Annex B, §1
Annex B, §1

SBLF
SEC

Cover Page

Securities Act
Senior Indebtedness
Senior Securities Director(s)
Signing Date

Subsidiary
Quarterly Supplemental Report
Tax; Taxes
Transaction Documents

Transfer
Treasury

General T&C, §2.11
General T&C, §2.1
Annex B, §1
General T&C, §5.12(e)
Cover Page

Annex B, §1
General T&C, §3.1(d)(i)
Annex B, §1
Annex B, §1
General T&C, §4.3
Cover Page

3. Defined Terms in Annex K . Except for defined terms in Annex K that are expressly cross-referenced in another part of this Agreement, terms defined
in Annex K are defined therein solely for purposes of Annex K and are not applicable to other parts of this Agreement.
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ARTICLE I
PURCHASE; CLOSING

1.1 Purchase. On the terms and subject to the conditions set forth in this Agreement, the Company agrees to sell to Treasury, and Treasury agrees to
purchase from the Company, at the Closing, the Senior Securities for the aggregate price set forth on Annex A (the “Purchase Price”).
1.2 Closing. (a) On the terms and subject to the conditions set forth in this Agreement, the closing of the Purchase (the “ Closing”) will take place at the
location specified in Annex A , at the time and on the date set forth in Annex A or as soon as practicable thereafter, or at such other place, time and date as shall
be agreed between the Company and Treasury. The time and date on which the Closing occurs is referred to in this Agreement as the “ Closing Date ”.
(b) Subject to the fulfillment or waiver of the conditions to the Closing in Section 1.3, at the Closing:

(i) if Treasury holds Previously Acquired Securities:
(A) the Purchase Price shall first be applied to pay the Repayment Amount;
(B) if the Purchase Price is less than the Repayment Amount, the Company shall pay the positive difference (if any) between the
Repayment Amount and the Purchase Price (a “ Residual Amount ”) to Treasury’s Office of Financial Stability by wire transfer of immediately available
United States funds to an account designated in writing by Treasury; and

(C) upon receipt of the full Repayment Amount (by application of the Purchase Price and, if applicable, the Company’s payment of
the Residual Amount), Treasury and the Company will consummate the Repayment;

(D) if the Company issued a Warrant to Treasury in connection with the issuance of the Previously Acquired Securities, the
Company will deliver to Treasury a statement of adjustment as contemplated by Section 12 of the Warrant; and
(E) the Company and Treasury will execute and deliver a properly completed repurchase document in the form attached hereto as
Annex K, (the “Repayment Document ”).
(ii) the Company will deliver the Senior Securities as evidenced by one or more certificates dated the Closing Date and bearing appropriate
legends as hereinafter provided for, in exchange for payment in full of the Purchase Price by application of the Purchase Price to the Repayment and by wire
transfer of immediately available United States funds to a bank account designated by the Company in the Initial Supplemental Report.
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Page 4

(Subchapter S Corporation)
[Execution Copy]
1.3 Closing Conditions . The obligation of Treasury to consummate the Purchase is subject to the fulfillment (or waiver by Treasury) at or prior to the
Closing of each of the following conditions:
(a) (i) any approvals or authorizations of all United States federal, state, local, foreign and other governmental, regulatory or judicial authorities
(collectively, “Governmental Entities ”) required for the consummation of the Purchase shall have been obtained or made in form and substance reasonably
satisfactory to each party and shall be in full force and effect and all waiting periods required by United States and other applicable law, if any, shall have
expired and (ii) no provision of any applicable United States or other law and no judgment, injunction, order or decree of any Governmental Entity shall
prohibit the purchase and sale of the Senior Securities as contemplated by this Agreement;

(b) (i) the representations and warranties of the Company set forth in (A) Sections 2.7, 2.26, 2.27 and 2.28 shall be true and correct in all
respects as though made on and as of the Closing Date; (B) Sections 2.1, 2.2, 2.3, 2.4, 2.5, 2.6, 2.19, 2.22, 2.23, 2.24 and 2.25 shall be true and correct in
all material respects as though made on and as of the Closing Date (other than representations and warranties that by their terms speak as of another date,
which representations and warranties shall be true and correct in all respects as of such other date); and (C) Sections 2.8 through 2.18 and Sections 2.20
through 2.21 (disregarding all qualifications or limitations set forth in such representations and warranties as to “materiality”, “Company Material Adverse
Effect” and words of similar import) shall be true and correct as though made on and as of the Closing Date (other than representations and warranties that by
their terms speak as of another date, which representations and warranties shall be true and correct as of such other date), except to the extent that the failure of
such representations and warranties referred to in this Section 1.3(b)(i)(C) to be so true and correct, individually or in the aggregate, does not have and would
not reasonably be expected to have a Company Material Adverse Effect; and (ii) the Company shall have performed in all respects all obligations required to be
performed by it under this Agreement at or prior to the Closing;
(c) the Company shall have delivered to Treasury a certificate signed on behalf of the Company by an Executive Officer certifying to the effect
that the conditions set forth in Section 1.3(b) have been satisfied, in substantially the form of Annex G;

(d) the Company shall have delivered to Treasury true, complete and correct certified copies of the Charter and Bylaws;
(e) the Company shall have delivered to Treasury a written opinion from counsel to the Company (which may be internal counsel), addressed to
Treasury and dated as of the Closing Date, in substantially the form of Annex J;
(f) the Company shall have delivered physical certificated debentures in proper form evidencing the Senior Securities to Treasury or its
designee(s);
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(g) the Company shall have delivered to Treasury a copy of the Disclosure Schedule on or prior to the Signing Date and, to the extent that any
information set forth on the Disclosure Schedule needs to be updated or supplemented to make it true, complete and correct as of the Closing Date, (i) the
Company shall have delivered to Treasury an update to the Disclosure Schedule (the “ Disclosure Update”), setting forth any information necessary to make
the Disclosure Schedule true, correct and complete as of the Closing Date and (ii) Treasury, in its sole discretion, shall have approved the Disclosure Update,
provided, however, that the delivery and acceptance of the Disclosure Update shall not limit or affect any rights of or remedies available to Treasury;

(h) the Company shall have delivered to Treasury on or prior to the Signing Date each of the consolidated financial statements of the Company
and its consolidated subsidiaries for each of the last three completed fiscal years of the Company (which shall be audited to the extent audited financial
statements are available prior to the Signing Date) (together with the Call Reports filed by the Company or the IDI Subsidiary(ies) for each completed quarterly
period since the last completed fiscal year, the “ Company Financial Statements ”);

(i) the Company shall have delivered to Treasury, not later than five (5) business days prior to the Closing Date, a certificate (the “ Initial
Supplemental Report ”) in substantially the form attached hereto as Annex H setting forth a complete and accurate statement of loans held by the Company (or
if the Company is a Bank Holding Company or a Savings and Loan Holding Company, by the IDI Subsidiary(ies)) in each of the categories described
therein, for the time periods specified therein, (A) including a signed certification of the Chief Executive Officer, the Chief Financial Officer and all directors or
trustees of the Company or the IDI Subsidiary(ies) who attested to the Call Reports for the quarters covered by such certificate, that such certificate (x) has
been prepared in conformance with the instructions issued by Treasury and (y) is true and correct to the best of their knowledge and belief; and (B) completed
for March 31, 2011 and the four (4) quarters ended September 30, 2009, December 31, 2009, March 31, 2010 and June 30, 2010;

(j) prior to the Signing Date, the Company shall have delivered to Treasury, the Appropriate Federal Banking Agency and, if the Company is a
State-chartered bank, the Appropriate State Banking Agency, a small business lending plan describing how the Company’s business strategy and operating
goals will allow it to address the needs of small businesses in the area it serves, as well as a plan to provide linguistically and culturally appropriate outreach,
where appropriate; and
(k) if the Company is Matching Private Investment-Supported, on or after September 27, 2010 the Company or an Affiliate of the Company
acceptable to Treasury shall (i) have received equity capital (“ Matching Private Investment ”) from one or more non-governmental investors (“ Matching
Private Investors ”) (A) in an amount equal to or greater than the Aggregate Dollar Amount of Matching Private Investment Required set forth on Annex A (net
of all dividends and interest paid with respect to, and all repurchases and redemptions of, the Company’s capital stock or debt obligations expressly made
pari passu or subordinate to the Senior Securities), (B) that is subordinate in right of payment of dividends, principal and interest,
Annex C (General Terms and Conditions)
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liquidation preference and redemption rights to the Senior Securities and (C) that is acceptable in form and substance to Treasury, in its sole discretion and
(ii) have satisfied the following requirements reasonably in advance of the Closing Date: (A) delivery of copies of the definitive documentation for the Matching
Private Investment to Treasury, (B) delivery of the organizational charts of such non-governmental investors to Treasury, each certified by the applicable nongovernmental investor and demonstrating that such non-governmental investor is not an Affiliate of the Company, (C) delivery of any other documents or
information as Treasury may reasonably request, in its sole discretion and (D) any other terms and conditions imposed by Treasury or the Appropriate
Federal Banking Agency, in their sole discretion.

ARTICLE II
REPRESENTATIONS AND WARRANTIES
The Company represents and warrants to Treasury that as of the Signing Date and as of the Closing Date (or such other date specified herein):

2.1 Organization, Authority and Significant Subsidiaries . The Company has been duly incorporated and is validly existing and in good standing under
the laws of its jurisdiction of organization, with the necessary power and authority to own, operate and lease its properties and conduct its business as it is
being currently conducted, and except as has not, individually or in the aggregate, had and would not reasonably be expected to have a Company Material
Adverse Effect, has been duly qualified as a foreign corporation for the transaction of business and is in good standing under the laws of each other
jurisdiction in which it owns or leases properties or conducts any business so as to require such qualification; each subsidiary of the Company that would be
considered a “significant subsidiary” within the meaning of Rule 1-02(w) of Regulation S-X under the Securities Act of 1933 (the “ Securities Act”), has been
duly organized and is validly existing in good standing under the laws of its jurisdiction of organization. The Charter and Bylaws, copies of which have been
provided to Treasury prior to the Signing Date, are true, complete and correct copies of such documents as in full force and effect as of the Signing Date and
as of the Closing Date.
2.2 Capitalization . The Company maintains only one class of equity security. The outstanding shares of capital stock of the Company have been duly
authorized and are validly issued and outstanding, fully paid and nonassessable, and subject to no preemptive or similar rights (and were not issued in
violation of any preemptive rights). As of the Signing Date, the Company does not have outstanding any securities or other obligations providing the holder the
right to acquire its common stock (“ Common Stock ”) that are not reserved for issuance as specified in Part 2.2 of the Disclosure Schedule, and the Company
has not made any other commitment to authorize, issue or sell any Common Stock or other capital stock. Since the last day of the fiscal period covered by the
last Call Report filed by the Company or the IDI Subsidiary(ies) prior to the Application Date (the “ Capitalization Date ”), the Company has not (a) declared,
and has no present intention of declaring, any dividends on its Common Stock in a per-share amount greater than the per-share amount of declared dividends
that are reflected in such Call Report; or (b) issued any shares of Common Stock, other than (i) shares issued upon the exercise of stock options or delivered
under other equity-based awards or other convertible
Annex C (General Terms and Conditions)
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securities or warrants which were issued and outstanding on the Capitalization Date and disclosed in Part 2.2 of the Disclosure Schedule, (ii) shares disclosed
in Part 2.2 of the Disclosure Schedule, and (iii) if the Company is Matching Private Investment-Supported, shares representing Matching Private Investment
disclosed in the “Matching Private Investment” section of Annex A . Each holder of 5% or more of the Company and such holder’s primary address are set
forth in Part 2.2 of the Disclosure Schedule. The Company has received a representation from each Matching Private Investor that such Matching Private
Investor has not received or applied for any investment from the SBLF, and the Company has no reason to believe that any such representation is inaccurate.
If the Company is a Bank Holding Company or a Savings and Loan Holding Company, (x) the percentage of each IDI Subsidiary’s issued and outstanding
capital stock that is owned by the Company is set forth on Part 2.2 of the Disclosure Schedule; and (y) all shares of issued and outstanding capital stock of
the IDI Subsidiary(ies) owned by the Company are free and clear of all liens, security interests, charges or encumbrances. Since the Application Date, there
has been no change in the organizational hierarchy information regarding the Company that was available on the Application Date from the National
Information Center of the Federal Reserve System. Part 2.2 of the Disclosure Schedule contains a list of all equity and debt securities issued by the Company,
indicating in each case whether, upon issuance of the Senior Securities to Treasury in accordance herewith, such security will rank senior to, pari passu
with, or junior to the Senior Securities with respect to the payment of interest, dividends and other distributions and the distribution of assets in the event of
any dissolution, liquidation or winding up of the Company.

2.3 Senior Securities . The Senior Securities have been duly and validly authorized, and, when executed and delivered pursuant to this Agreement, such
Senior Securities will be duly and validly issued, will not be issued in violation of any preemptive rights, and will rank senior to the Common Stock and all
other series or classes of capital stock, whether or not designated, issued or outstanding, with respect to the payment of interest, dividends and other
distributions and the distribution of assets in the event of any dissolution, liquidation or winding up of the Company.
2.4 Compliance With Identity Verification Requirements. The Company and the Company Subsidiaries (to the extent such regulations are applicable to
the Company Subsidiaries) are in compliance with the requirements of Section 103.121 of title 31, Code of Federal Regulations.

2.5 Authorization, Enforceability .
(a) The Company has the corporate power and authority to execute and deliver this Agreement and to carry out its obligations hereunder (which
includes the issuance of the Senior Securities). The execution, delivery and performance by the Company of this Agreement and the consummation of the
transactions contemplated hereby have been duly authorized by all necessary corporate action on the part of the Company and its stockholders, and no further
approval or authorization is required on the part of the Company. This Agreement is a valid and binding obligation of the Company enforceable against the
Company in accordance with its terms, subject to any limitations of applicable bankruptcy, insolvency, reorganization, moratorium or similar laws affecting
the enforcement of creditors’ rights generally and general equitable principles, regardless of whether such enforceability is considered in a proceeding at law or
in equity (“ Bankruptcy Exceptions ”).
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(b) The execution, delivery and performance by the Company of this Agreement and the consummation of the transactions contemplated hereby
and compliance by the Company with the provisions hereof, will not (i) violate, conflict with, or result in a breach of any provision of, or constitute a default
(or an event which, with notice or lapse of time or both, would constitute a default) under, or result in the termination of, or accelerate the performance required
by, or result in a right of termination or acceleration of, or result in the creation of, any lien, security interest, charge or encumbrance upon any of the
properties or assets of the Company or any subsidiary of the Company (each subsidiary, a “ Company Subsidiary ” and, collectively, the “Company
Subsidiaries ”) under any of the terms, conditions or provisions of (A) its organizational documents or (B) any note, bond, mortgage, indenture, deed of trust,
license, lease, agreement or other instrument or obligation to which the Company or any Company Subsidiary is a party or by which it or any Company
Subsidiary may be bound, or to which the Company or any Company Subsidiary or any of the properties or assets of the Company or any Company
Subsidiary may be subject, or (ii) subject to compliance with the statutes and regulations referred to in the next paragraph, violate any statute, rule or
regulation or any judgment, ruling, order, writ, injunction or decree applicable to the Company or any Company Subsidiary or any of their respective
properties or assets except, in the case of clauses (i)(B) and (ii), for those occurrences that, individually or in the aggregate, have not had and would not
reasonably be expected to have a Company Material Adverse Effect.

(c) All filings and approvals as are required to be made or obtained under any state “blue sky” laws and such as have been made or obtained, no
notice to, filing with, exemption or review by, or authorization, consent or approval of, any Governmental Entity is required to be made or obtained by the
Company in connection with the consummation by the Company of the Purchase except for any such notices, filings, exemptions, reviews, authorizations,
consents and approvals the failure of which to make or obtain would not, individually or in the aggregate, reasonably be expected to have a Company Material
Adverse Effect.

2.6 Anti-takeover Provisions and Rights Plan . The Board of Directors of the Company (the “ Board of Directors”) has taken all necessary action to
ensure that the transactions contemplated by this Agreement and the consummation of the transactions contemplated hereby will be exempt from any antitakeover or similar provisions of the Charter and Bylaws, and any other provisions of any applicable “moratorium”, “control share”, “fair price”, “interested
stockholder” or other anti-takeover laws and regulations of any jurisdiction.
2.7 No Company Material Adverse Effect . Since the last day of the fiscal period covered by the last Call Report filed by the Company or the IDI
Subsidiary(ies) prior to the Application Date, no fact, circumstance, event, change, occurrence, condition or development has occurred that, individually or in
the aggregate, has had or would reasonably be expected to have a Company Material Adverse Effect.
Annex C (General Terms and Conditions)
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2.8 Company Financial Statements . The Company Financial Statements present fairly in all material respects the consolidated financial position of the
Company and its consolidated subsidiaries as of the dates indicated therein and the consolidated results of their operations for the periods specified therein;
and except as stated therein, such financial statements (a) were prepared in conformity with GAAP applied on a consistent basis (except as may be noted
therein) and (b) have been prepared from, and are in accordance with, the books and records of the Company and the Company Subsidiaries.
2.9 Reports.
(a) Since December 31, 2007, the Company and each Company Subsidiary has filed all reports, registrations, documents, filings, statements
and submissions, together with any amendments thereto, that it was required to file with any Governmental Entity (the foregoing, collectively, the “ Company
Reports”) and has paid all fees and assessments due and payable in connection therewith, except, in each case, as would not, individually or in the aggregate,
reasonably be expected to have a Company Material Adverse Effect. As of their respective dates of filing, the Company Reports complied in all material
respects with all statutes and applicable rules and regulations of the applicable Governmental Entities.

(b) The records, systems, controls, data and information of the Company and the Company Subsidiaries are recorded, stored, maintained and
operated under means (including any electronic, mechanical or photographic process, whether computerized or not) that are under the exclusive ownership and
direct control of the Company or the Company Subsidiaries or their accountants (including all means of access thereto and therefrom), except for any nonexclusive ownership and non-direct control that would not reasonably be expected to have a material adverse effect on the system of internal accounting controls
described below in this Section 2.9(b). The Company (i) has implemented and maintains adequate disclosure controls and procedures to ensure that material
information relating to the Company, including the consolidated Company Subsidiaries, is made known to the chief executive officer and the chief financial
officer of the Company by others within those entities, and (ii) has disclosed, based on its most recent evaluation prior to the Signing Date, to the Company’s
outside auditors and the audit committee of the Board of Directors (A) any significant deficiencies and material weaknesses in the design or operation of
internal controls that are reasonably likely to adversely affect the Company’s ability to record, process, summarize and report financial information and
(B) any fraud, whether or not material, that involves management or other employees who have a significant role in the Company’s internal controls over
financial reporting.

2.10 No Undisclosed Liabilities . Neither the Company nor any of the Company Subsidiaries has any liabilities or obligations of any nature (absolute,
accrued, contingent or otherwise) which are not properly reflected in the Company Financial Statements to the extent required to be so reflected and, if
applicable, reserved against in accordance with GAAP applied on a consistent basis, except for (a) liabilities that have arisen since the last fiscal year end in
the ordinary and usual course of business and consistent with past practice and (b) liabilities that, individually or in the aggregate, have not had and would
not reasonably be expected to have a Company Material Adverse Effect.
Annex C (General Terms and Conditions)
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2.11 Offering of Securities . Neither the Company nor any person acting on its behalf has taken any action (including any offering of any securities of
the Company under circumstances which would require the integration of such offering with the offering of any of the Senior Securities under the Securities
Act, and the rules and regulations of the Securities and Exchange Commission (the “ SEC”) promulgated thereunder), which might subject the offering,
issuance or sale of any of the Senior Securities to Treasury pursuant to this Agreement to the registration requirements of the Securities Act.
2.12 Litigation and Other Proceedings . Except as would not, individually or in the aggregate, reasonably be expected to have a Company Material
Adverse Effect, there is no (a) pending or, to the knowledge of the Company, threatened, claim, action, suit, investigation or proceeding, against the Company
or any Company Subsidiary or to which any of their assets are subject nor is the Company or any Company Subsidiary subject to any order, judgment or
decree or (b) unresolved violation, criticism or exception by any Governmental Entity with respect to any report or relating to any examinations or inspections
of the Company or any Company Subsidiaries. There is no claim, action, suit, investigation or proceeding pending or, to the Company’s knowledge,
threatened against any institution-affiliated party (as defined in 12 U.S.C. §1813(u)) of the Company or any of the IDI Subsidiaries that, if determined or
resolved in a manner adverse to such institution-affiliated party, could result in such institution-affiliated party being prohibited from participation in the
conduct of the affairs of any financial institution or holding company of any financial institution and, to the Company’s knowledge, there are no facts or
circumstances could reasonably be expected to provide a basis for any such claim, action, suit, investigation or proceeding.
2.13 Compliance with Laws . Except as would not, individually or in the aggregate, reasonably be expected to have a Company Material Adverse Effect,
the Company and the Company Subsidiaries have all permits, licenses, franchises, authorizations, orders and approvals of, and have made all filings,
applications and registrations with, Governmental Entities that are required in order to permit them to own or lease their properties and assets and to carry on
their business as presently conducted and that are material to the business of the Company or such Company Subsidiary. Except as set forth in Part 2.13 of
the Disclosure Schedule, the Company and the Company Subsidiaries have complied in all respects and are not in default or violation of, and none of them
is, to the knowledge of the Company, under investigation with respect to or, to the knowledge of the Company, have been threatened to be charged with or
given notice of any violation of, any applicable domestic (federal, state or local) or foreign law, statute, ordinance, license, rule, regulation, policy or guideline,
order, demand, writ, injunction, decree or judgment of any Governmental Entity, other than such noncompliance, defaults or violations that would not,
individually or in the aggregate, reasonably be expected to have a Company Material Adverse Effect. Except for statutory or regulatory restrictions of general
application, no Governmental Entity has placed any restriction on the business or properties of the Company or any Company Subsidiary that would,
individually or in the aggregate, reasonably be expected to have a Company Material Adverse Effect.
2.14 Employee Benefit Matters . Except as would not reasonably be expected to have, either individually or in the aggregate, a Company Material Adverse
Effect: (a) each “employee benefit plan” (within the meaning of Section 3(3) of the Employee Retirement Income Security
Annex C (General Terms and Conditions)
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Act of 1974, as amended (“ ERISA”)) providing benefits to any current or former employee, officer or director of the Company or any member of its
“Controlled Group” (defined as any organization which is a member of a controlled group of corporations within the meaning of Section 414 of the Internal
Revenue Code of 1986, as amended (the “ Code”)) that is sponsored, maintained or contributed to by the Company or any member of its Controlled Group
and for which the Company or any member of its Controlled Group would have any liability, whether actual or contingent (each, a “ Plan”) has been
maintained in compliance with its terms and with the requirements of all applicable statutes, rules and regulations, including ERISA and the Code; (b) with
respect to each Plan subject to Title IV of ERISA (including, for purposes of this clause (b), any plan subject to Title IV of ERISA that the Company or any
member of its Controlled Group previously maintained or contributed to in the six years prior to the Signing Date), (1) no “reportable event” (within the
meaning of Section 4043(c) of ERISA), other than a reportable event for which the notice period referred to in Section 4043(c) of ERISA has been waived, has
occurred in the three years prior to the Signing Date or is reasonably expected to occur, (2) no “accumulated funding deficiency” (within the meaning of
Section 302 of ERISA or Section 412 of the Code), whether or not waived, has occurred in the three years prior to the Signing Date or is reasonably expected to
occur, (3) the fair market value of the assets under each Plan exceeds the present value of all benefits accrued under such Plan (determined based on the
assumptions used to fund such Plan) and (4) neither the Company nor any member of its Controlled Group has incurred in the six years prior to the Signing
Date, or reasonably expects to incur, any liability under Title IV of ERISA (other than contributions to the Plan or premiums to the Pension Benefit Guaranty
Corporation in the ordinary course and without default) in respect of a Plan (including any Plan that is a “multiemployer plan”, within the meaning of
Section 4001(c)(3) of ERISA); and (c) each Plan that is intended to be qualified under Section 401(a) of the Code has received a favorable determination letter
from the Internal Revenue Service with respect to its qualified status that has not been revoked, or such a determination letter has been timely applied for but
not received by the Signing Date, and nothing has occurred, whether by action or by failure to act, which could reasonably be expected to cause the loss,
revocation or denial of such qualified status or favorable determination letter.

2.15 Taxes. Except as would not, individually or in the aggregate, reasonably be expected to have a Company Material Adverse Effect, (a) the Company
and the Company Subsidiaries have filed all federal, state, local and foreign income and franchise Tax returns (together with any schedules and attached
thereto) required to be filed through the Signing Date, subject to permitted extensions, and have paid all Taxes due thereon, (b) all such Tax returns (together
with any schedules and attached thereto) are true, complete and correct in all material respects and were prepared in compliance with all applicable laws and
(c) no Tax deficiency has been determined adversely to the Company or any of the Company Subsidiaries, nor does the Company have any knowledge of any
Tax deficiencies.
2.16 Properties and Leases . Except as would not, individually or in the aggregate, reasonably be expected to have a Company Material Adverse Effect,
the Company and the Company Subsidiaries have good and marketable title to all real properties and all other properties and assets owned by them, in each
case free from liens (including, without limitation, liens for Taxes), encumbrances, claims and defects that would affect the value thereof or
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interfere with the use made or to be made thereof by them. Except as would not, individually or in the aggregate, reasonably be expected to have a Company
Material Adverse Effect, the Company and the Company Subsidiaries hold all leased real or personal property under valid and enforceable leases with no
exceptions that would interfere with the use made or to be made thereof by them.

2.17 Environmental Liability . Except as would not, individually or in the aggregate, reasonably be expected to have a Company Material Adverse Effect:
(a) there is no legal, administrative, or other proceeding, claim or action of any nature seeking to impose, or that would reasonably be expected to
result in the imposition of, on the Company or any Company Subsidiary, any liability relating to the release of hazardous substances as defined under any
local, state or federal environmental statute, regulation or ordinance, including the Comprehensive Environmental Response, Compensation and Liability Act
of 1980, pending or, to the Company’s knowledge, threatened against the Company or any Company Subsidiary;

(b) to the Company’s knowledge, there is no reasonable basis for any such proceeding, claim or action; and
(c) neither the Company nor any Company Subsidiary is subject to any agreement, order, judgment or decree by or with any court, Governmental
Entity or third party imposing any such environmental liability.

2.18 Risk Management Instruments . Except as would not, individually or in the aggregate, reasonably be expected to have a Company Material Adverse
Effect, all derivative instruments, including, swaps, caps, floors and option agreements, whether entered into for the Company’s own account, or for the
account of one or more of the Company Subsidiaries or its or their customers, were entered into (i) only in the ordinary course of business, (ii) in accordance
with prudent practices and in all material respects with all applicable laws, rules, regulations and regulatory policies and (iii) with counterparties believed to be
financially responsible at the time; and each of such instruments constitutes the valid and legally binding obligation of the Company or one of the Company
Subsidiaries, enforceable in accordance with its terms, except as may be limited by the Bankruptcy Exceptions. Neither the Company or the Company
Subsidiaries, nor, to the knowledge of the Company, any other party thereto, is in breach of any of its obligations under any such agreement or arrangement
other than such breaches that would not, individually or in the aggregate, reasonably be expected to have a Company Material Adverse Effect.
2.19 Agreements with Regulatory Agencies . Except as set forth in Part 2.19 of the Disclosure Schedule, neither the Company nor any Company
Subsidiary is subject to any cease-and-desist or other similar order or enforcement action issued by, or is a party to any written agreement, consent agreement
or memorandum of understanding with, or is a party to any commitment letter or similar undertaking to, or is subject to any capital directive by, or since
December 31, 2007, has adopted any board resolutions at the request of, any Governmental Entity that currently restricts the conduct of its business or that in
any material manner relates to its capital adequacy, its liquidity and funding policies and practices, its ability to pay dividends,
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its credit, risk management or compliance policies or procedures, its internal controls, its management or its operations or business (each item in this sentence,
a “Regulatory Agreement”), nor has the Company or any Company Subsidiary been advised since December 31, 2007, by any such Governmental Entity
that it is considering issuing, initiating, ordering, or requesting any such Regulatory Agreement. The Company and each Company Subsidiary is in
compliance with each Regulatory Agreement to which it is party or subject, and neither the Company nor any Company Subsidiary has received any notice
from any Governmental Entity indicating that either the Company or any Company Subsidiary is not in compliance with any such Regulatory Agreement.

2.20 Insurance . The Company and the Company Subsidiaries are insured with reputable insurers against such risks and in such amounts as the
management of the Company reasonably has determined to be prudent and consistent with industry practice. The Company and the Company Subsidiaries
are in material compliance with their insurance policies and are not in default under any of the material terms thereof, each such policy is outstanding and in
full force and effect, all premiums and other payments due under any material policy have been paid, and all claims thereunder have been filed in due and
timely fashion, except, in each case, as would not, individually or in the aggregate, reasonably be expected to have a Company Material Adverse Effect.

2.21 Intellectual Property . Except as would not, individually or in the aggregate, reasonably be expected to have a Company Material Adverse Effect,
(i) the Company and each Company Subsidiary owns or otherwise has the right to use, all intellectual property rights, including all trademarks, trade dress,
trade names, service marks, domain names, patents, inventions, trade secrets, know-how, works of authorship and copyrights therein, that are used in the
conduct of their existing businesses and all rights relating to the plans, design and specifications of any of its branch facilities (“ Proprietary Rights”) free and
clear of all liens and any claims of ownership by current or former employees, contractors, designers or others and (ii) neither the Company nor any of the
Company Subsidiaries is materially infringing, diluting, misappropriating or violating, nor has the Company or any of the Company Subsidiaries received
any written (or, to the knowledge of the Company, oral) communications alleging that any of them has materially infringed, diluted, misappropriated or
violated, any of the Proprietary Rights owned by any other person. Except as would not, individually or in the aggregate, reasonably be expected to have a
Company Material Adverse Effect, to the Company’s knowledge, no other person is infringing, diluting, misappropriating or violating, nor has the Company
or any or the Company Subsidiaries sent any written communications since December 31, 2007, alleging that any person has infringed, diluted,
misappropriated or violated, any of the Proprietary Rights owned by the Company and the Company Subsidiaries.
2.22 Brokers and Finders . Treasury has no liability for any amounts that any broker, finder or investment banker is entitled to for any financial
advisory, brokerage, finder’s or other fee or commission in connection with this Agreement or the transactions contemplated hereby based upon arrangements
made by or on behalf of the Company or any Company Subsidiary.
2.23 Disclosure Schedule . The Company has delivered the Disclosure Schedule and, if applicable, the Disclosure Update to Treasury and the
information contained in the Disclosure Schedule, as modified by the information contained in the Disclosure Update, if applicable, is true, complete and
correct.
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2.24 Previously Acquired Securities . If Treasury holds Previously Acquired Securities:
(a) The Company has not breached any representation, warranty or covenant set forth in the Original Letter Agreement or any of the other
documents governing the Previously Acquired Securities.

(b) The Company has paid to Treasury all accrued and unpaid interest due on the Previously Acquired Securities for the fiscal quarter prior to the
Closing Date plus the accrued and unpaid interest due on the Previously Acquired Securities as of the Closing Date for the fiscal quarter in which the Closing
shall occur.

2.25 Related Party Transactions . Neither the Company nor any Company Subsidiary has made any extension of credit to any director or Executive
Officer of the Company or any Company Subsidiary, any holder of 5% or more of the Company’s issued and outstanding capital stock, or any of their
respective spouses or children or to any Affiliate of any of the foregoing (each, a “ Related Party ”), other than in compliance with 12 C.F.R Part 215
(Regulation O). Except as set forth in Part 2.25 of the Disclosure Schedule, to the Company’s knowledge, no Related Party has any (i) material commercial,
industrial, banking, consulting, legal, accounting, charitable or familial relationship with any vendor or material customer of the Company or any Company
Subsidiary that is not on arms-length terms, or (ii) direct or indirect ownership interest in any person or entity with which the Company or any Company
Subsidiary has a material business relationship that is not on arms-length terms (not including Publicly-traded entities in which such person owns less than
two percent (2%) of the outstanding capital stock).
2.26 Ability to Pay Interest . The Company has all permits, licenses, franchises, authorizations, orders and approvals of, and has made all filings,
applications and registrations with, Governmental Entities and third parties that are required in order to permit the Company to pay interest on the Senior
Securities on the Interest Payment Dates set forth in the Senior Securities.
2.27 Amendment to Charter and Other Documents to Effect Section 5.12(e) . The election, appointment, nomination or designation of Senior Securities
Directors by the Holders in accordance with, and upon the conditions set forth in Section 5.12(e) is permitted by the laws of the jurisdiction of organization of
the Company. The Company has taken all action necessary to permit the Holders to elect, appoint, nominate or designate the Senior Securities Directors, as
applicable, in accordance with, and upon the events set forth in, Section 5.12(e), including amending its Charter and any other applicable organizational
documents, agreements or arrangements as necessary.
2.28 Subchapter S Election . The Company (i) is a validly electing S corporation under Sections 1361 and 1362 of the Code (a “ S-Corp”), and each
Company Subsidiary is a “qualified subchapter S subsidiary” within the meaning of Section 1361(b)(3)(B) of the Code, and (ii) has not, and the Company
Subsidiaries and the shareholders of the Company have not, taken any action which would invalidate such elections.
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ARTICLE III
COVENANTS
3.1 Affirmative Covenants . The Company hereby covenants and agrees with Treasury that:
(a) Commercially Reasonable Efforts . Subject to the terms and conditions of this Agreement, each of the parties will use its commercially
reasonable efforts in good faith to take, or cause to be taken, all actions, and to do, or cause to be done, all things necessary, proper or desirable, or advisable
under applicable laws, so as to permit consummation of the Purchase as promptly as practicable and otherwise to enable consummation of the transactions
contemplated hereby and shall use commercially reasonable efforts to cooperate with the other party to that end.

(b) Certain Notifications Until Closing . From the Signing Date until the Closing, the Company shall promptly notify Treasury of (i) any fact,
event or circumstance of which it is aware and which would reasonably be expected to cause any representation or warranty of the Company contained in this
Agreement to be untrue or inaccurate in any material respect or to cause any covenant or agreement of the Company contained in this Agreement not to be
complied with or satisfied in any material respect and (ii) except as Previously Disclosed, any fact, circumstance, event, change, occurrence, condition or
development of which the Company is aware and which, individually or in the aggregate, has had or would reasonably be expected to have a Company
Material Adverse Effect; provided, however, that delivery of any notice pursuant to this Section 3.1(b) shall not limit or affect any rights of or remedies
available to Treasury.
(c) Access, Information and Confidentiality .

(i) From the Signing Date until the date on which all of the Senior Securities have been redeemed or paid in whole, the Company will
permit, and shall cause each of the Company’s Subsidiaries to permit, Treasury, the Oversight Officials and their respective agents, consultants, contractors
and advisors to (x) examine any books, papers, records, Tax returns (including all schedules attached thereto), data and other information; (y) make copies
thereof; and (z) discuss the affairs, finances and accounts of the Company and the Company Subsidiaries with the personnel of the Company and the
Company Subsidiaries, all upon reasonable notice; provided, that:
(A)

any examinations and discussions pursuant to this Section 3.1(c)(i) shall be conducted during normal business hours and in
such manner as not to interfere unreasonably with the conduct of the business of the Company;
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(B)

neither the Company nor any Company Subsidiary shall be required by this Section 3.1(c)(i) to disclose any information to
the extent (x) prohibited by applicable law or regulation, or (y) that such disclosure would reasonably be expected to cause a
violation of any agreement to which the Company or any Company Subsidiary is a party or would cause a risk of a loss of
privilege to the Company or any Company Subsidiary ( provided that the Company shall use commercially reasonable efforts
to make appropriate substitute disclosure arrangements under circumstances where the restrictions in this clause (B) apply);

(C)

the obligations of the Company and the Company Subsidiaries to disclose information pursuant to this Section 3.1(c)(i) to
any Oversight Official or any agent, consultant, contractor and advisor thereof, such Oversight Official shall have agreed,
with respect to documents obtained under this Section 3.1(c)(i), to follow applicable law and regulation (and the applicable
customary policies and procedures) regarding the dissemination of confidential materials, including redacting confidential
information from the public version of its reports and soliciting input from the Company as to information that should be
afforded confidentiality, as appropriate; and

(D)

for avoidance of doubt, such examinations and discussions may, at Treasury’s option, be conducted on site at any office of
the Company or any Company Subsidiary.

(ii) From the Signing Date until the date on which all of the Senior Securities have been paid or redeemed in whole, the Company will
deliver, or will cause to be delivered, to Treasury:
(A)

as soon as available after the end of each fiscal year of the Company, and in any event within 90 days thereafter, a
consolidated balance sheet of the Company as of the end of such fiscal year, and consolidated statements of income, retained
earnings and cash flows of the Company for such year, in each case prepared in accordance with GAAP applied on a
consistent basis and setting forth in each case in comparative form the figures for the previous fiscal year of the Company
and which shall be audited to the extent audited financial statements are available;

(B)

as soon as available after the end of the first, second and third quarterly periods in each fiscal year of the Company, a copy
of any quarterly reports provided to stockholders of the Company or Company management by the Company;
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(C)

as soon as available after the Company receives any assessment of the Company’s internal controls, a copy of such
assessment (other than assessments provided by the Appropriate Federal Banking Agency or the Appropriate State Banking
Agency that the Company is prohibited by applicable law or regulation from disclosing to Treasury);

(D)

annually on a date specified by Treasury, a completed survey, in a form specified by Treasury, providing, among other
things, a description of how the Company has utilized the funds the Company received hereunder in connection with the sale
of the Senior Securities and the effects of such funds on the operations and status of the Company;

(E)

as soon as such items become effective, any amendments to the Charter, Bylaws or other organizational documents of the
Company; and

(F)

at the same time as such items are sent to any stockholders of the Company, copies of any information or documents sent by
the Company to its stockholders.

(iii) Treasury will use reasonable best efforts to hold, and will use reasonable best efforts to cause its agents, consultants, contractors and
advisors and United States executive branch officials and employees, to hold, in confidence all non-public records, books, contracts, instruments, computer
data and other data and information (collectively, “ Information ”) concerning the Company furnished or made available to it by the Company or its
representatives pursuant to this Agreement (except to the extent that such information can be shown to have been (A) previously known by such party on a
non-confidential basis, (B) in the public domain through no fault of such party or (C) later lawfully acquired from other sources by the party to which it was
furnished (and without violation of any other confidentiality obligation)); provided that nothing herein shall prevent Treasury from disclosing any
Information to the extent required by applicable laws or regulations or by any subpoena or similar legal process. Treasury understands that the Information
may contain commercially sensitive confidential information entitled to an exception from a Freedom of Information Act request.

(iv) Treasury’s information rights pursuant to Section 3.1(c)(ii)(A), (B), (C), (E) and (F) and Treasury’s right to receive certifications
from the Company pursuant to Section 3.1(d)(i) may be assigned by Treasury to a transferee or assignee of the Senior Securities with a face value of no less
than 2% of the Original Aggregate Principal Amount of the Senior Securities.
(v) Nothing in this Section shall be construed to limit the authority that any Oversight Official or any other applicable regulatory authority

has under law.
(vi) The Company shall provide to Treasury all such information as Treasury may request from time to time for the purpose of carrying
out the study required by Section 4112 of the SBJA.
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(d) Quarterly Supplemental Reports and Annual Certifications .

(i) Concurrently with the submission of Call Reports by the Company or the IDI Subsidiary(ies) (as the case may be) for each quarter
ending after the Closing Date, the Company shall deliver to Treasury a certificate in substantially the form attached hereto as Annex H setting forth a complete
and accurate statement of loans held by the Company in each of the categories described therein, for the time periods specified therein, (A) including a signed
certification of the Chief Executive Officer, the Chief Financial Officer and all directors or trustees of the Company or the IDI Subsidiary(ies) who attested to
the Call Report for the quarter covered by such certificate, that such certificate (x) has been prepared in conformance with the instructions issued by Treasury
and (y) is true and correct to the best of their knowledge and belief; (B) completed for such quarter (each, a “ Quarterly Supplemental Report ”).
(ii) Within ninety (90) days after the end of each fiscal year of the Company during which the Initial Supplemental Report is submitted
pursuant to Section 1.3(i) or the first ten (10) Quarterly Supplemental Reports are submitted pursuant to Section 3.1(d)(i), the Company shall deliver to
Treasury a certification from the Company’s independent auditors that the Initial Supplemental Report and/or Quarterly Supplemental Reports during such
fiscal year are complete and accurate with respect to accounting matters, including policies and procedures and controls over such.
(iii) Until the date on which all of the Senior Securities have been paid or redeemed in whole, within ninety (90) days after the end of each
fiscal year of the Company, the Company shall deliver to Treasury a certificate in substantially the form attached hereto as Annex I, signed on behalf of the
Company by an Executive Officer.

(iv) If any Initial Supplemental Report or Quarterly Supplemental Report is inaccurate, Treasury shall be entitled to recover from the
Company, upon demand, the amount of any difference between (x) the amount of the interest payment(s) actually made to Treasury based on such inaccurate
report and (y) the correct amount of the interest payment(s) that should have been made, but for such inaccuracy. The Company shall provide Treasury with
a written description of any such inaccuracy within three (3) business days after the Company’s discovery thereof.

(v) Treasury shall have the right from time to time to modify Annex H, by posting an amended and restated version of Annex H on
Treasury’s web site, to conform Annex H to (A) reflect changes in GAAP, (B) reflect changes in the form or content of, or definitions used in, Call Reports, or
(C) to make clarifications and/or technical corrections as Treasury determines to be reasonably necessary. Notwithstanding anything herein to the contrary,
upon posting by Treasury on its web site, Annex H shall be deemed to be amended and restated as so posted, without the need for any further act on the part
of any person or entity. If any such modification includes a change to the caption or number of any line item of Annex H, any reference herein to such line item
shall thereafter be a reference to such re-captioned or re-numbered line item
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(e) Bank and Thrift Holding Company Status . If the Company is a Bank Holding Company or a Savings and Loan Holding Company on the
Signing Date, then the Company shall maintain its status as a Bank Holding Company or Savings and Loan Holding Company, as the case may be, for as
long as Treasury holds any Senior Securities. The Company shall redeem all Senior Securities held by Treasury prior to terminating its status as a Bank
Holding Company or Savings and Loan Holding Company, as applicable.

(f) Predominantly Financial . For as long as Treasury owns any Senior Securities, the Company, to the extent it is not itself an insured depository
institution, agrees to remain predominantly engaged in financial activities. A company is predominantly engaged in financial activities if the annual gross
revenues derived by the company and all subsidiaries of the company (excluding revenues derived from subsidiary depository institutions), on a consolidated
basis, from engaging in activities that are financial in nature or are incidental to a financial activity under subsection (k) of Section 4 of the Bank Holding
Company Act of 1956 (12 U.S.C. 1843(k)) represent at least 85 percent of the consolidated annual gross revenues of the company.
(g) Capital Covenant . From the Signing Date until the date on which all of the Senior Securities have been paid or redeemed in whole, the
Company and the Company Subsidiaries shall maintain such capital as may be necessary to meet the minimum capital requirements of the Appropriate
Federal Banking Agency, as in effect from time to time.

(h) Reporting Requirements . Prior to the date on which all of the Senior Securities have been paid or redeemed in whole, the Company covenants
and agrees that, at all times on or after the Closing Date, (i) to the extent it is subject to the reporting requirements of Section 13 or 15(d) of the Exchange Act, it
shall comply with the terms and conditions set forth in Annex E or (ii) as soon as practicable after the date that the Company becomes subject to the reporting
requirements of Section 13 or 15(d) of the Exchange Act, it shall comply with the terms and conditions set forth in Annex E.
(i) Transfer of Proceeds to Depository Institutions . If the Company is a Bank Holding Company or a Savings and Loan Holding Company, the
Company shall immediately transfer to the IDI Subsidiaries, as equity capital contributions (in a manner that will cause such equity capital contributions to
qualify for inclusion in the Tier 1 capital of the IDI Subsidiaries), ninety percent (90%) of the proceeds it receives in connection with the sale of Senior
Securities; provided, however, that:

(A) no IDI Subsidiary shall receive any amount pursuant to this Section 3.1(i) in excess of (A) three percent (3%) of the insured depository
institution’s Total Risk-Weighted Assets as reported in its Call Report filed immediately prior to the Application Date, if the insured depository
institution has Total Assets of more than $1,000,000,000 and less than $10,000,000,000 as of December 31, 2009 or (B) five percent (5%) of the
IDI Subsidiary’s Total Risk-Weighted Assets as reported in its Call Report filed immediately prior to the Application Date, if the IDI Subsidiary
has Total Assets of $1,000,000,000 or less as of December 31, 2009; and

(B) if Treasury held any Previously Acquired Securities immediately prior to the Closing Date, the amount required to be transferred
pursuant this Section 3.1(i) shall be ninety percent (90%) of the difference obtained by subtracting the Repayment Amount from the Purchase
Price (unless the Purchase Price is less than the Repayment Amount, in which case no amount shall be required to be transferred pursuant to this
Section 3.1(i)).
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(j) Outreach to Minorities, Women and Veterans. The Company shall comply with Section 4103(d)(8) of the SBJA.

(k) Certification Related to Sex Offender Registration and Notification Act . The Company shall obtain from any business to which it makes a
loan that is funded in whole or in part using funds from the Purchase Price a written certification that no principal of such business has been convicted of a
sex offense against a minor (as such terms are defined in section 111 of the Sex Offender Registration and Notification Act, 42 U.S.C. §16911). The
Company shall retain all such certifications in accordance with standard recordkeeping practices established by the Appropriate Federal Banking Agency.
3.2 Negative Covenants . The Company hereby covenants and agrees with Treasury that:
(a) Certain Transactions.

(i) The Company shall not merge or consolidate with, or sell, transfer or lease all or substantially all of its property or assets to, any other
party unless the successor, transferee or lessee party (or its ultimate parent entity), as the case may be (if not the Company), expressly assumes the due and
punctual performance and observance of each and every covenant, agreement and condition of this Agreement to be performed and observed by the Company.

(ii) Without the prior written consent of Treasury, until such time as Treasury shall cease to own any Senior Securities, the Company
shall not permit any of its “significant subsidiaries” (as such term is defined in Rule 12b-2 promulgated under the Exchange Act) to (A) engage in any merger,
consolidation, statutory share exchange or similar transaction following the consummation of which such significant subsidiary is not wholly-owned by the
Company, (B) dissolve or sell all or substantially all of its assets or property other than in connection with an internal reorganization or consolidation
involving wholly-owned subsidiaries of the Company or (C) issue or sell any shares of its capital stock or any securities convertible or exercisable for any
such shares, other than issuances or sales in connection with an internal reorganization or consolidation involving wholly-owned subsidiaries of the Company.
(b) Related Party Transactions . Until such time as Treasury ceases to own any debt or equity securities of the Company, including the Senior
Securities, the Company and
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the Company Subsidiaries shall not enter into transactions with Affiliates or related persons (within the meaning of Item 404 under the SEC’s Regulation S-K)
unless (A) such transactions are on terms no less favorable to the Company and the Company Subsidiaries than could be obtained from an unaffiliated third
party, and (B) have been approved by the audit committee of the Board of Directors or comparable body of independent directors of the Company, or if there
are no independent directors, the Board of Directors, provided that the Board of Directors shall maintain written documentation which supports its
determination that the transaction meets the requirements of clause (A) of this Section 3.2(b).

ARTICLE IV
REMEDIES OF THE HOLDERS UPON EVENT OF DEFAULT
4.1 Event of Default . “Event of Default ” shall mean the occurrence or existence of any one or more of the following:
(a) Bankruptcy, Receivership or Conservatorship . (i) A court having proper jurisdiction shall enter a decree or order for relief in respect of the
Company in an involuntary case under any applicable bankruptcy, insolvency or other similar law now or hereafter in effect, or appoints a receiver,
liquidator, assignee, custodian, trustee, sequestrator or other similar official of the Company or for any substantial part of its property, or orders the
winding-up or liquidation of its affairs and such decree, appointment or order shall remain unstayed and in effect for a period of sixty (60) days; or

(ii) The Company shall commence a voluntary case under any applicable bankruptcy, insolvency or other similar law now or hereafter in effect,
shall consent to the entry of an order for relief in an involuntary case under any such law, or shall consent to the appointment of or taking possession by
a receiver, liquidator, assignee, trustee, custodian, sequestrator or other similar official of the Company or of any substantial part of its property, or
shall make any general assignment for the benefit of creditors, or shall fail generally to pay its debts as they become due; or
(iii) A court or administrative or governmental agency or body shall enter a decree or order for the appointment of a receiver of the Company or an
IDI Subsidiary or all or substantially all of its property in any liquidation, insolvency or similar proceeding with respect to the Company or such IDI
Subsidiary or all or substantially all of its property; or

(iv) The Company or an IDI Subsidiary shall consent to the appointment of a receiver for it or all or substantially all of its property in any
liquidation, insolvency or similar proceeding with respect to it or all or substantially all of its property.
4.2 Acceleration and Other Remedies . When any Event of Default has occurred and is continuing, then the Senior Securities, including both principal
and interest, and all fees, charges and other obligations payable hereunder and under the Transaction Documents, shall immediately become due and payable
without presentment, demand, protest or notice of any kind. In addition, the Holders may exercise any and all remedies available to them under the
Transaction Documents or applicable law.
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4.3 Suits for Enforcement . In case any one or more Events of Default shall have occurred and be continuing, unless such Events of Default shall have
been waived in the manner provided in Section 4.5 hereof, the Holders holding more than fifty percent (50%) of the aggregate outstanding principal amount of
the Senior Securities (the “ Majority Holders ”), subject to the terms of Article VI hereof, may proceed to protect and enforce their rights under this Article IV
by suit in equity or action at law. It is agreed that in the event of such action, or any action between the Holders of the Senior Securities and the Company
(including its officers and agents) in connection with a breach or enforcement of this Agreement, the Holders of the Senior Securities shall be entitled to receive
all reasonable fees, costs and expenses incurred, including without limitation such reasonable fees and expenses of attorneys (whether or not litigation is
commenced) and reasonable fees, costs and expenses of appeals.
4.4 Holders May File Proofs of Claim . In case there shall be pending proceedings for the bankruptcy or for the reorganization of the Company or any
other obligor on the Senior Securities (other than the Company) under Title 11, United States Code, or any other applicable law, or in case a receiver,
conservator or trustee shall have been appointed for the Company or an IDI Subsidiary or such other obligor, or in the case of any other similar judicial
proceedings relative to the Company, IDI Subsidiary or other obligor upon the Senior Securities, or to the creditors or property of the Company, IDI Subsidiary
or such other obligor, any Holder, irrespective of whether the principal of the Senior Securities shall then be due and payable as therein expressed or by
declaration or otherwise and irrespective of whether any such Holder shall have made any demand pursuant to the provisions of this Section 4.4, shall be
entitled and empowered, by intervention in such proceedings or otherwise, to file and prove a claim or claims for the whole amount of principal and interest
owing and unpaid in respect of the Senior Securities held by any such Holder and, in case of any judicial proceedings, to file such proofs of claim and other
papers or documents as may be necessary or advisable in order to have the claims of any such Holder allowed in such judicial proceedings relative to the
Company, IDI Subsidiary or any other obligor on the Senior Securities, or to the creditors or property of the Company, IDI Subsidiary or such other obligor,
unless prohibited by applicable law and regulations, to vote in any election of a trustee or a standby trustee in arrangement, reorganization, liquidation or other
bankruptcy or insolvency proceedings or person performing similar functions in comparable proceedings, and to collect and receive any moneys or other
property payable or deliverable to any such Holder on any such claims.

4.5 Waiver of Past Defaults. The Holders of not less than a majority in aggregate principal amount of the outstanding Senior Securities may on behalf of
the Holders of all the Senior Securities waive any past default hereunder with respect such Senior Securities and its consequences. Upon any such waiver,
such default shall cease to exist, and any Event of Default arising therefrom shall be deemed to have been cured, for every purpose of this Agreement; but no
such waiver shall extend to any subsequent or other default or impair any right consequent thereon.
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ARTICLE V
ADDITIONAL AGREEMENTS

5.1 Purchase for Investment . Treasury acknowledges that the Senior Securities have not been registered under the Securities Act, or under any state
securities laws. Treasury acknowledges that the Senior Securities are not being sold pursuant to an indenture (an “ Indenture”) qualified under the Trust
Indenture Act of 1939, as amended (the “ Indenture Act”). Treasury (a) is acquiring the Senior Securities pursuant to an exemption from registration under the
Securities Act and an exemption from qualification of an indenture under the Indenture Act, and is acquiring the Senior Securities solely for investment with
no present intention to distribute them to any person in violation of the Securities Act or any applicable U.S. state securities laws, (b) will not sell or otherwise
dispose of any of the Senior Securities, except in compliance with the registration requirements or exemption provisions of the Securities Act and any
applicable U.S. state securities laws, and (c) has such knowledge and experience in financial and business matters and in investments of this type that it is
capable of evaluating the merits and risks of the Purchase and of making an informed investment decision.
5.2 Form of Senior Security . The Senior Security shall be substantially in the form of Annex F hereto, the terms of which are incorporated in and made
a part of this Agreement. The Senior Securities shall be issued, and may be transferred, only in denominations having an aggregate principal amount of not
less than $1,000 and integral multiples of $1,000 in excess thereof. The Senior Securities shall be in registered form without coupons and shall be numbered,
lettered or otherwise distinguished in such manner or in accordance with such plans as the officers executing the same may determine as evidenced by the
execution thereof.

5.3 Execution of Senior Securities . The Senior Securities shall be executed in the name and on behalf of the Company by the manual or facsimile
signature of its President, Chief Executive Officer, Chief Financial Officer or one of its Executive Vice Presidents under its corporate seal (if legally required)
which may be affixed thereto or printed, engraved or otherwise reproduced thereon, by facsimile or otherwise, and which need not be attested, unless otherwise
required by the Charter or Bylaws or applicable law. Every Senior Security shall be dated the date of its execution and delivery.
5.4 Computation of Interest . (a) The amount of interest payable for any Interest Period will be computed as provided in the Senior Securities.
(b) Each Senior Security delivered under this Agreement upon registration of transfer of or in exchange for or in lieu of any other Senior Security
shall carry the rights to interest accrued and unpaid, and to accrue, that were carried by such other Senior Security.
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5.5 Legends.
(a) Treasury agrees that all certificates or other instruments representing the Senior Securities will bear a legend substantially to the following
effect:

“THIS SENIOR SECURITY WILL BE ISSUED AND MAY BE TRANSFERRED ONLY IN MINIMUM DENOMINATIONS OF $1,000
AND MULTIPLES OF $1,000 IN EXCESS THEREOF. ANY ATTEMPTED TRANSFER OF SUCH SECURITIES IN A DENOMINATION
OF LESS THAN $1,000 AND MULTIPLES OF $1,000 IN EXCESS THEREOF SHALL BE DEEMED TO BE VOID AND OF NO LEGAL
EFFECT WHATSOEVER. ANY SUCH PURPORTED TRANSFEREE SHALL BE DEEMED NOT TO BE THE HOLDER OF SUCH
SECURITIES FOR ANY PURPOSE, INCLUDING, BUT NOT LIMITED TO, THE RECEIPT OF PAYMENTS ON SUCH SECURITIES,
AND SUCH PURPORTED TRANSFEREE SHALL BE DEEMED TO HAVE NO INTEREST WHATSOEVER IN SUCH SECURITIES.

THIS SECURITY IS SUBJECT TO THE TERMS AND CONDITIONS SET FORTH IN THE SECURITIES PURCHASE AGREEMENT
BY AND BETWEEN THE COMPANY AND THE SECRETARY OF THE TREASURY (THE “AGREEMENT ”), WHICH IS
INCORPORATED INTO THIS SENIOR SECURITY.
THIS SECURITY IS NOT A SAVINGS ACCOUNT OR DEPOSIT AND IT IS NOT INSURED OR GUARANTEED BY THE FEDERAL
DEPOSIT INSURANCE CORPORATION, THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM OR ANY OTHER
GOVERNMENTAL AGENCY.
THIS OBLIGATION IS SUBORDINATED AND JUNIOR IN RIGHT OF PAYMENT, AS TO PRINCIPAL, INTEREST AND PREMIUM,
TO ALL CLAIMS AGAINST THE COMPANY HAVING THE SAME PRIORITY AS SAVINGS ACCOUNT HOLDERS OR OTHER
DEPOSITORS, OR ANY HIGHER PRIORITY, INCLUDING GENERAL AND SECURED CREDITORS OF THE COMPANY. THIS
OBLIGATION IS NOT SECURED BY THE COMPANY’S ASSETS OR THE ASSETS OF ANY OF ITS AFFILIATES.
THE FOLLOWING NOTICES ARE APPLICABLE IF THE COMPANY IS A DEPOSITORY INSTITUTION: THIS OBLIGATION IS NOT
ELIGIBLE AS COLLATERAL FOR ANY LOAN BY THE COMPANY. PURSUANT TO 12 U.S.C. 1831o(h), THE COMPANY MAY NOT
MAKE ANY PAYMENT OF PRINCIPAL OR INTEREST ON THIS OBLIGATION BEGINNING 60 DAYS AFTER BECOMING
CRITICALLY UNDERCAPITALIZED, UNLESS THE FEDERAL DEPOSIT INSURANCE CORPORATION HAS MADE AN
EXCEPTION PURSUANT TO 12 U.S.C. 1831o(h)(2)(B).
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THIS SECURITY HAS NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED (THE “ SECURITIES
ACT”), OR THE SECURITIES LAWS OF ANY STATE AND MAY NOT BE TRANSFERRED, SOLD OR OTHERWISE DISPOSED OF
EXCEPT WHILE A REGISTRATION STATEMENT RELATING THERETO IS IN EFFECT UNDER SUCH ACT AND APPLICABLE
STATE SECURITIES LAWS OR PURSUANT TO AN EXEMPTION FROM REGISTRATION UNDER SUCH ACT OR SUCH LAWS.
EACH PURCHASER OF THIS SECURITY IS NOTIFIED THAT THE SELLER MAY BE RELYING ON THE EXEMPTION FROM
SECTION 5 OF THE SECURITIES ACT PROVIDED BY RULE 144A THEREUNDER (THE “144A EXEMPTION”). IF ANY
TRANSFEREE OF THIS SECURITY IS ADVISED BY THE TRANSFEROR THAT SUCH TRANSFEROR IS RELYING ON THE 144A
EXEMPTION, SUCH TRANSFEREE, BY ITS ACCEPTANCE HEREOF (1) REPRESENTS THAT IT IS A “QUALIFIED
INSTITUTIONAL BUYER” (AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT), (2) AGREES THAT IT WILL NOT
OFFER, SELL OR OTHERWISE TRANSFER THE SECURITIES REPRESENTED BY THIS INSTRUMENT EXCEPT (A) PURSUANT
TO A REGISTRATION STATEMENT WHICH IS THEN EFFECTIVE UNDER THE SECURITIES ACT, (B) FOR SO LONG AS THE
SECURITIES REPRESENTED BY THIS INSTRUMENT ARE ELIGIBLE FOR RESALE PURSUANT TO RULE 144A, TO A PERSON
IT REASONABLY BELIEVES IS A “QUALIFIED INSTITUTIONAL BUYER” AS DEFINED IN RULE 144A UNDER THE SECURITIES
ACT THAT PURCHASES FOR ITS OWN ACCOUNT OR FOR THE ACCOUNT OF A QUALIFIED INSTITUTIONAL BUYER TO
WHOM NOTICE IS GIVEN THAT THE TRANSFER IS BEING MADE IN RELIANCE ON RULE 144A, (C) TO THE COMPANY OR
(D) PURSUANT TO ANY OTHER AVAILABLE EXEMPTION FROM THE REGISTRATION REQUIREMENTS OF THE SECURITIES
ACT AND (3) AGREES THAT IT WILL GIVE TO EACH PERSON TO WHOM THIS SECURITY IS TRANSFERRED A NOTICE
SUBSTANTIALLY TO THE EFFECT OF THIS LEGEND.

THIS INSTRUMENT IS ISSUED SUBJECT TO THE RESTRICTIONS ON TRANSFER AND OTHER PROVISIONS
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OF THE AGREEMENT, A COPY OF WHICH IS ON FILE WITH THE COMPANY. THIS SECURITY MAY NOT BE SOLD OR
OTHERWISE TRANSFERRED EXCEPT IN COMPLIANCE WITH SAID AGREEMENT. ANY SALE OR OTHER TRANSFER NOT IN
COMPLIANCE WITH SAID AGREEMENT WILL BE VOID.”
(b) In the event that any Senior Securities (A) (i) become registered under the Securities Act or (ii) are eligible to be transferred without restriction in
accordance with Rule 144 or another exemption from registration under the Securities Act (other than Rule 144A), or (B) (i) become subject to an Indenture
qualified under the Indenture Act or (ii) are exempt from qualification under the Indenture Act, the Company shall issue new certificates or other instruments
representing such Senior Securities, which shall not contain the applicable legends in Section 5.5(a) above; provided that the Holder surrenders to the
Company the previously issued certificates or other instruments.

5.6 Transfer of Senior Securities .
(a) The Company or its duly appointed agent shall maintain a register (the “ Senior Securities Register ”) for the Senior Securities in which it
shall register the issuance and transfer of the Senior Securities. All transfers of the Senior Securities shall be recorded on the Senior Securities Register
maintained by the Company or its agent, and the Company shall be entitled to regard the registered Holder of such Senior Security as the actual owner of the
Senior Security so registered until the Company or its agent is required to record a transfer of such Senior Security on its Senior Securities Register. The
Company or its agent shall, subject to applicable securities laws, be required to record any such transfer when it receives the Senior Security to be transferred
duly and properly endorsed by the registered Holder or by its attorney duly authorized in writing.

(b) The Company shall at any time, upon written request of the Holder of a Senior Security and surrender of the Senior Security for such
purpose, at the expense of the Company, issue new Senior Securities in exchange therefor in such denominations of at least $1,000, as shall be specified by the
Holder of such Senior Security, in an aggregate principal amount equal to the then unpaid principal amount of the Senior Securities surrendered and
substantially in the form of Annex F, with appropriate insertions and variations, and bearing interest from the date to which interest has been paid on the
Senior Security surrendered. All Senior Securities issued upon any registration of transfer of exchange pursuant to this Section 5.6(b) shall be valid
obligations of the Company, evidencing the same debt, and entitled to the same benefits under this Agreement, as the Senior Securities surrendered upon such
registration of transfer or exchange.
(c) All Senior Securities presented for registration of transfer or for exchange or payment shall be duly endorsed by, or be accompanied by, a
written instrument or instruments of transfer in a form satisfactory to the Company duly executed by the Holder or such Holder’s attorney duly authorized in
writing.
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(d) No service charge shall be incurred for any exchange or registration of transfer of Senior Securities, but the Company may require payment of
a sum sufficient to cover any tax, fee or other governmental charge that may be imposed in connection therewith.

(e) Prior to due presentment for the registration of a transfer of any Senior Security, the Company and any agent of the Company may deem and
treat the person in whose name such Senior Security is registered as the absolute owner and Holder of such Senior Security for the purpose of receiving
payment of principal of and interest on such Senior Security and none of the Company or any agents of the Company shall be affected by notice to the
contrary.
(f) Subject to compliance with applicable securities laws, the Holder shall be permitted to transfer, sell, assign or otherwise dispose of (
“Transfer”) all or a portion of the Senior Securities at any time, and the Company shall take all steps as may be reasonably requested by Treasury to facilitate
the Transfer of the Senior Securities, including without limitation, as set forth in Section 5.9; provided that Treasury shall not Transfer any Senior
Securities if such transfer would require the Company to be subject to the periodic reporting requirements of Section 13 or 15(d) of the Securities Exchange Act
of 1934 (the “ Exchange Act”) and the Company was not already subject to such requirements. In furtherance of the foregoing, the Company shall provide
reasonable cooperation to facilitate any Transfers of the Senior Securities, including, as is reasonable under the circumstances, by furnishing such
information concerning the Company and its business as a proposed transferee may reasonably request (including such information as is required by
Section 3.1(c)(iv)) and making management of the Company reasonably available to respond to questions of a proposed transferee in accordance with
customary practice, subject in all cases to the proposed transferee agreeing to a customary confidentiality agreement.

5.7 Replacement of Senior Securities . Upon receipt of evidence reasonably satisfactory to the Company of the loss, theft, destruction or mutilation of
any Senior Security, and, in the case of any such loss, theft or destruction, upon delivery of a bond of indemnity reasonably satisfactory to the Company
(provided that Treasury or any institutional Holder of a Senior Security may instead deliver to the Company an indemnity agreement in form and substance
reasonably satisfactory to the Company), or, in the case of any such mutilation, upon surrender and cancellation of the Senior Security, as the case may be,
the Company will issue a new Senior Security of like tenor, in lieu of such lost, stolen, destroyed or mutilated Senior Security.
5.8 Cancellation . All Senior Securities surrendered for the purpose of payment, exchange or registration of transfer, shall be surrendered to the Company
and promptly canceled by it, and no Senior Securities shall be issued in lieu thereof except as expressly permitted by any of the provisions of this Agreement.
The Company shall destroy all canceled Senior Securities.
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5.9 Rule 144; Rule 144A; 4(1 1⁄2) Transactions.
(a) At all times after the Signing Date, the Company covenants that (1) it will, upon the request of Treasury or any subsequent Holder, use its
reasonable best efforts to (x), to the extent any Holder is relying on Rule 144 under the Securities Act to sell any of the Senior Securities, make “current public
information” available, as provided in Section (c)(1) of Rule 144 (if the Company is a “Reporting Issuer” within the meaning of Rule 144) or in Section (c)(2)
of Rule 144 (if the Company is a “Non-Reporting Issuer” within the meaning of Rule 144), in either case for such time period as necessary to permit sales
pursuant to Rule 144, (y), to the extent any Holder is relying on the so-called “Section 4(1 1⁄2)” exemption to sell any of its Senior Securities, prepare and
provide to such Holder such information, including the preparation of private offering memoranda or circulars or financial information, as the Holder may
reasonably request to enable the sale of the Senior Securities pursuant to such exemption, or (z) to the extent any Holder is relying on Rule 144A under the
Securities Act to sell any of its Senior Securities, prepare and provide to such Holder the information required pursuant to Rule 144A(d)(4), and (2) it will take
such further action as any Holder may reasonably request from time to time to enable such Holder to sell Senior Securities without registration under the
Securities Act within the limitations of the exemptions provided by (i) the provisions of the Securities Act or any interpretations thereof or related thereto by the
SEC, including transactions based on the so-called “Section 4(1 1⁄2)” and other similar transactions, (ii) Rule 144 or 144A under the Securities Act, as such
rules may be amended from time to time, or (iii) any similar rule or regulation hereafter adopted by the SEC; provided that the Company shall not be required
to take any action described in this Section 5.9(a) that would cause the Company to become subject to the reporting requirements of Section 13 or 15(d) of the
Exchange Act if the Company was not subject to such requirements prior to taking such action. Upon the request of any Holder, the Company will deliver to
such Holder a written statement as to whether it has complied with such requirements and, if not, the specifics thereof.

(b) The Company agrees to indemnify Treasury, Treasury’s officials, officers, employees, agents, representatives and Affiliates, and each
person, if any, that controls Treasury within the meaning of the Securities Act (each, an “ Indemnitee ”), against any and all losses, claims, damages, actions,
liabilities, costs and expenses (including reasonable fees, expenses and disbursements of attorneys and other professionals incurred in connection with
investigating, defending, settling, compromising or paying any such losses, claims, damages, actions, liabilities, costs and expenses), joint or several, arising
out of or based upon any untrue statement or alleged untrue statement of material fact contained in any document or report provided by the Company pursuant
to this Section 5.9 or any omission to state therein a material fact required to be stated therein or necessary to make the statements therein, in light of the
circumstances under which they were made, not misleading.
(c) If the indemnification provided for in Section 5.9(b) is unavailable to an Indemnitee with respect to any losses, claims, damages, actions,
liabilities, costs or expenses referred to therein or is insufficient to hold the Indemnitee harmless as contemplated therein, then the Company, in lieu of
indemnifying such Indemnitee, shall contribute to the amount paid or payable by such Indemnitee as a result of such losses, claims, damages, actions,
liabilities, costs or expenses in such proportion as is appropriate to reflect the relative fault of the Indemnitee, on the one hand, and the Company, on the other
hand, in connection with the
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statements or omissions which resulted in such losses, claims, damages, actions, liabilities, costs or expenses as well as any other relevant equitable
considerations. The relative fault of the Company, on the one hand, and of the Indemnitee, on the other hand, shall be determined by reference to, among other
factors, whether the untrue statement of a material fact or omission to state a material fact relates to information supplied by the Company or by the Indemnitee
and the parties’ relative intent, knowledge, access to information and opportunity to correct or prevent such statement or omission; the Company and
Treasury agree that it would not be just and equitable if contribution pursuant to this Section 5.9(c) were determined by pro rata allocation or by any other
method of allocation that does not take account of the equitable considerations referred to in Section 5.9(b). No Indemnitee guilty of fraudulent
misrepresentation (within the meaning of Section 11(f) of the Securities Act) shall be entitled to contribution from the Company if the Company was not guilty
of such fraudulent misrepresentation.

5.10 Depository Senior Securities . Upon request by Treasury at any time following the Closing Date, the Company shall promptly enter into a
depositary arrangement, pursuant to customary agreements reasonably satisfactory to Treasury and with a depositary reasonably acceptable to Treasury,
pursuant to which the Senior Securities may be deposited.
5.11 Redemption .
(a) The Senior Securities at the time outstanding may be redeemed by the Company at its option, subject to the approval of the Appropriate Federal
Banking Agency, in whole or in part and subject to Section 5.11(e), at any time and from time to time, out of funds legally available therefor, upon notice
given as provided in Section 5.11(d) below, on any Interest Payment Date (the “ Redemption Date ”) at a redemption price equal to the sum of (i) 100% of the
principal amount thereof being called for redemption ( provided that, if less than all of the outstanding Senior Securities are then being redeemed, such amount
shall not be less than 25% of the Original Aggregate Principal Amount of the Senior Securities), (ii) any accrued and unpaid interest and CPP Lending
Incentive Fees, and (iii) the pro-rata amount of CPP Lending Incentive Fees for the then-current Interest Period.
(b) The redemption price for any Senior Securities shall be payable on the Redemption Date to the Holder of such Senior Securities against
surrender thereof to the Company or its agent. Interest shall be paid at the then Applicable Interest Rate from the date of the last Interest Payment Date up to but
not including the Redemption Date.
(c) No Sinking Fund . The Senior Securities will not be subject to any mandatory redemption, sinking fund or other similar provisions. Holders
of Senior Securities will have no right to require redemption or repurchase of any of the Senior Securities.

(d) Notice of Redemption . Notice of redemption of the Senior Securities shall be given by first class mail, postage prepaid, addressed to the
Holders of record of the Senior Securities to be redeemed at their respective last addresses appearing on the Senior Securities Register. Such mailing shall be at
least 30 days and not more than 60 days before the Redemption Date. Any notice mailed as provided in this subsection shall be conclusively
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presumed to have been duly given, whether or not the Holder receives such notice, but failure duly to give such notice by mail, or any defect in such notice or
in the mailing thereof, to any Holder of Senior Securities designated for redemption shall not affect the validity of the proceedings for the redemption of any
other Senior Securities. Notwithstanding the foregoing, if Senior Securities are issued in book-entry form through The Depository Trust Company or any
other similar facility, notice of redemption may be given to the Holders of Senior Securities at such time and in any manner permitted by such facility. Each
notice of redemption given to a Holder shall state: (1) the Redemption Date; (2) the amount of Senior Securities to be redeemed by such Holder; (3) the
redemption price; and (4) the place or places where such Senior Securities are to be surrendered for payment of the redemption price.
(e) Partial Redemption . The Company may redeem less than all of the outstanding Senior Securities, provided that the amount called for
redemption at any time is not less than 25% of the amount of the outstanding principal amount of the Senior Securities. Subject to the provisions hereof, the
Board of Directors or a duly authorized committee thereof shall have full power and authority to prescribe the terms and conditions upon which Senior
Securities shall be redeemed from time to time. If less than the full aggregate principal amount of any Senior Security is redeemed, the Company shall issue a
new Senior Security in the unredeemed aggregate principal amount thereof without charge to the Holder thereof. Senior Securities may be redeemed in part only
on a pro rata basis and only in minimum denominations of $1,000 and integral multiples thereof.

(f) Effectiveness of Redemption . If notice of redemption has been duly given and if on or before the Redemption Date specified in the notice all
funds necessary for the redemption have been deposited by the Company, in trust for the pro rata benefit of the Holders of the Senior Securities called for
redemption, with a bank or trust company doing business in the Borough of Manhattan, The City of New York, and having a capital and surplus of at least
$500 million and selected by the Board of Directors, so as to be and continue to be available solely therefor, then, notwithstanding that any Senior Security so
called for redemption has not been surrendered for cancellation, on and after the Redemption Date interest shall cease to accrue on the aggregate principal
amount of such Senior Securities so called for redemption, the aggregate principal amount of such Senior Securities so called for redemption shall no longer be
deemed outstanding and shall cease to bear interest from and after the Redemption Date. All rights with respect to such Senior Securities (or the portion thereof
so called for redemption) shall forthwith on such Redemption Date cease and terminate, except only the right of the Holders thereof to receive the redemption
price payable on such redemption from such bank or trust company, without interest. Any funds unclaimed at the end of three years from the Redemption
Date shall, to the extent permitted by applicable law, be released to the Company, after which time the Holders of such Senior Securities (or portion thereof so
called for redemption) shall look only to the Company for payment of the redemption price of such Senior Securities.
(g) Status of Redeemed Securities . Senior Securities that are redeemed, repurchased or otherwise acquired by the Company shall be cancelled and
shall not thereafter be reissued by the Company.

(h) Conversion . Holders of Senior Securities shall have no right to exchange or convert any Senior Securities into any other securities.
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5.12 Provisions for Nonpayment of Interest and Voting Rights .
(a) General. The Holders of Senior Securities shall not have any voting rights except as set forth below or as otherwise from time to time required

by law.
(b) Restrictions For Any Missed Payment . The following restrictions will apply whenever interest payable on the Senior Securities has not been
paid for any quarterly interest period:
(i)

The Chief Executive Officer and Chief Financial Officer of the Company will be required to provide written notice, in a form
reasonably satisfactory to Treasury, which is to include the rationale of the Company’s board of directors for not paying interest;

(ii)

No repurchases may be effected and no dividends may be declared or paid on the Company’s securities except in accordance with
Section 5.13(b); and

(iii)

No interest may be paid on any Indebtedness that ranks pari passu with, or junior to, the Senior Securities with respect to the
payment of interest.

(c) Obligations of the Board of Directors After Four Missed Payments . Whenever interest on the Senior Securities has not been paid for four
quarterly interest periods or more, whether or not consecutive, and during such time the Company was not subject to a regulatory determination that prohibits
the payment of interest, the board of directors of the Company must certify, in writing, that the Company used best efforts to pay such quarterly interest in a
manner consistent with safe and sound banking practices and the directors’ fiduciary obligations.

(d) Board Observation Rights . Whenever, at any time or times, interest on the Senior Securities has not been paid in full within five (5) business
days after each Interest Payment Date for an aggregate of five (5) Interest Periods or more, whether or not consecutive, the Company shall invite a representative
selected by the holders of a majority of the outstanding Senior Securities, voting as a single class, to attend all meetings of its Board of Directors in a
nonvoting observer capacity and, in this respect, shall give such representative copies of all notices, minutes, consents, and other materials that it provides to
its directors in connection with such meetings; provided, that the holders of the Senior Securities shall not be obligated to select such a representative, nor
shall such representative, if selected, be obligated to attend any meeting to which he/she is invited. The rights of the holders of the Senior Securities set forth in
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this Section 5.12(d) shall terminate when full dividends have been timely paid on the Senior Securities for at least four consecutive Interest Periods, subject to
revesting in the event of each and every subsequent default of the character above mentioned.
(e) Senior Securities Directors . Whenever, at any time or times, (i) interest on the Senior Securities has not been paid in full within five
(5) business days after each Interest Payment Date for an aggregate of six (6) Interest Periods or more, whether or not consecutive, and (ii) the aggregate
principal amount of the then-outstanding Senior Securities is greater than or equal to $25,000,000, the authorized number of directors of the Company shall
automatically be increased by two and the Holders of a majority of the aggregate principal amount of the Senior Securities, voting as a class, shall have the
right, but not the obligation, to elect two directors to fill such newly created directorships (such directors, hereinafter the “ Senior Securities Directors ” and
each a “Senior Securities Director ”) at the Company’s next annual meeting of stockholders (or, if the next annual meeting is not yet scheduled or is scheduled
to occur more than thirty days later, the President of the Company shall promptly call a special meeting for that purpose) and at each subsequent annual
meeting of stockholders until all accrued but unpaid interest for four (4) consecutive Interest Periods on all outstanding Senior Securities has been timely paid
in full, at which time such right shall terminate with respect to the Senior Securities, except as herein or by law expressly provided, subject to revesting in the
event of each and every subsequent default of the character above mentioned. Upon any termination of the right of the Holders of Senior Securities (as a class)
to vote for directors as provided above, the Senior Securities Directors shall cease to be qualified as directors, the term of office of all Senior Securities
Directors then in office shall terminate immediately and the authorized number of directors shall be reduced by the number of Senior Securities Directors
elected pursuant hereto. Any Senior Securities Director may be removed at any time, with or without cause, and any vacancy created thereby may be filled,
only by the affirmative vote of the Holders of a majority of the aggregate principal amount of the Senior Securities at the time outstanding voting separately as a
class. If the office of any Senior Securities Director becomes vacant for any reason other than removal from office as aforesaid, the Holders of a majority of the
aggregate principal amount of the outstanding Senior Securities, voting as a class, may choose a successor who shall hold office for the unexpired term in
respect of which such vacancy occurred.

(f) Class Voting Rights as to Particular Matters. So long as any Senior Securities are outstanding, in addition to any other vote or consent of
stockholders required by law or by the Charter, the written consent of (x) Treasury, if Treasury holds any Senior Securities, or (y) the holders of a majority of
the outstanding Senior Securities, voting as a single class, if Treasury does not hold any Senior Securities, shall be necessary for effecting or validating:
(i) Authorization of Senior Stock . Any amendment or alteration of the Charter to authorize or create or increase the authorized amount of,
or any issuance of, any shares of, or any securities convertible into or exchangeable or exercisable for shares of, any class or series of capital stock of the
Company ranking senior to Senior Securities with respect to either or both the payment of dividends or interest and/or the distribution of assets on any
liquidation, dissolution or winding up of the Company;

Annex C (General Terms and Conditions)

Page 33

(Subchapter S Corporation)
[Execution Copy]
(ii) Amendment of Senior Securities . Any amendment, alteration or repeal of any provision of the Senior Securities or the Charter
(including, unless no vote on such merger or consolidation is required by Section 5.12(f)(iii) below, any amendment, alteration or repeal by means of a
merger, consolidation or otherwise) so as to adversely affect the rights, preferences, privileges or voting powers of the Senior Securities;
(iii) Share Exchanges, Reclassifications, Mergers and Consolidations . Subject to Section 5.12(f)(v) below, any consummation of a
binding share exchange or reclassification involving the Senior Securities, or of a merger or consolidation of the Company with another corporation or other
entity, unless in each case (x) the Senior Securities remain outstanding or, in the case of any such merger or consolidation with respect to which the Company
is not the surviving or resulting entity, are converted into or exchanged for securities of the surviving or resulting entity or its ultimate parent, and (y) such
Senior Securities remaining outstanding or such securities of the surviving or resulting entity or its ultimate parent, as the case may be, have such terms,
conditions, rights, preferences, privileges and voting powers, and limitations and restrictions thereof that are the same as the terms, conditions, rights,
preferences, privileges and voting powers, and limitations and restrictions thereof, of Senior Securities immediately prior to such consummation, taken as a
whole; provided, that in all cases, the obligations of the Company are assumed (by operation of law or by express written assumption) by the resulting entity
or its ultimate parent;

(iv) Certain Asset Sales . Any sale of all, substantially all, or any material portion of, the assets of the Company, if the Senior Securities
will not be redeemed in full contemporaneously with the consummation of such sale; and

(v) Holding Company Transactions . Any consummation of a Holding Company Transaction, unless as a result of the Holding Company
Transaction each Senior Security shall be converted into or exchanged for securities having equal face amount, rank and preferences of the Company or the
Acquiror (a “ Holding Company Senior Security ”). Any such Holding Company Senior Security shall entitle holders thereof to interest from the date of
issuance of such Holding Company Senior Security on terms that are equivalent to the terms set forth herein, and shall have such other rights, preferences,
privileges and voting powers, and limitations and restrictions thereof that are the same as the rights, preferences, privileges and voting powers, and limitations
and restrictions thereof, of Senior Securities immediately prior to such conversion or exchange, taken as a whole;
(g) Changes after Provision for Redemption . No vote or consent of the Holders of Senior Securities shall be required pursuant to Section 5.12(f)
above if, at or prior to the time when any such vote or consent would otherwise be required pursuant to such Section, all outstanding Senior Securities shall
have been redeemed, or shall have been called for redemption upon proper notice and sufficient funds shall have been deposited in trust for such redemption,
in each case pursuant to Section 5.11 above.

(h) Procedures for Voting and Consents. The rules and procedures for calling and conducting any meeting of the Holders of Senior Securities, the
solicitation and use of proxies at such a meeting, the obtaining of written consents and any other aspect or matter with regard to such a meeting or such
consents shall be governed by any rules of the Board of Directors or any duly authorized committee of the Board of Directors, in its discretion, may adopt
from time to time, which rules and/or procedures shall conform to the requirements of the Charter, the Bylaws, and applicable law and the rules of any
national securities exchange or other trading facility on which the Senior Securities are listed or traded at the time.

Annex C (General Terms and Conditions)

Page 34

(Subchapter S Corporation)
[Execution Copy]

5.13 Right to Pay Dividends; Restriction on Dividends and Repurchases .
(a) Subject to Sections 5.13(b) and (c) and any restrictions imposed by the Appropriate Federal Banking Agency or, if applicable, the Appropriate
State Banking Agency, so long as any Senior Securities are outstanding, the Company may declare and pay dividends on shares of Common Stock, or
repurchase or redeem any shares of Common Stock, in each case only if after giving effect to such dividend, repurchase or redemption, the Company’s (or if
the Company is a Bank Holding Company or a Savings and Loan Holding Company, its IDI Subsidiaries’) Total Risk-Based Capital would be at least equal
to the Total Risk-Based Capital Dividend Threshold.
(b) If interest is not paid on the Senior Securities in respect of any Interest Period, then until all accrued interest on the Senior Securities has been
paid in full, neither the Company nor any Company Subsidiary shall, redeem, purchase or acquire, or pay any dividends on, any shares of Common Stock
or other capital stock or other equity securities of any kind of the Company or any Company Subsidiary, or any trust preferred securities issued by the
Company or any Affiliate of the Company, (other than (i) redemptions, purchases, repurchases or other acquisitions of the Senior Securities (ii) redemptions
of securities held by the Company or any wholly-owned Company Subsidiary or (iii) redemptions, purchases or other acquisitions of capital stock or other
equity securities of any kind of any Company Subsidiary required pursuant to binding contractual agreements entered into prior to (x) if Treasury held
Previously Acquired Securities immediately prior to the Original Issue Date, the original issue date of such Previously Acquired Securities, or (y) otherwise,
the Signing Date).

(c) After the tenth (10th) anniversary of the Signing Date, so long as any Senior Securities are outstanding, (i) no Common Stock or other capital
stock or other equity securities of any kind of the Company or any Company Subsidiary shall be, directly or indirectly, purchased, redeemed or otherwise
acquired for consideration by the Company or any Company Subsidiary; and (ii) neither the Company nor any Company Subsidiary shall pay any
dividends on any shares of Common Stock or other capital stock or other equity securities of any kind of the Company or any Company Subsidiary.

5.14 No Preemptive Rights . No Senior Securities shall have any rights of preemption whatsoever as to any securities of the Company, or any warrants,
rights or options issued or granted with respect thereto, regardless of how such securities, or such warrants, rights or options, may be designated, issued or
granted.
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5.15 References to Line Items of Supplemental Reports . If Treasury modifies the form of Supplemental Report, pursuant to its rights under the
Agreement, and any such modification includes a change to the caption or number of any line item on the Supplemental Report, then any reference herein to
such line item shall thereafter be a reference to such re-captioned or re-numbered line item
5.16 Record Holders . To the fullest extent permitted by applicable law, the Company and the transfer agent for Senior Securities may deem and treat the
record holder of any Senior Securities as the true and lawful owner thereof for all purposes, and neither the Company nor such transfer agent shall be affected
by any notice to the contrary.
5.17 Notices. All notices or communications in respect of Senior Securities shall be sufficiently given if given in writing and delivered in person or by
first class mail, postage prepaid, or if given in such other manner as may be permitted in this Agreement, in the Charter or Bylaws or by applicable law.
Notwithstanding the foregoing, if Senior Securities are issued in book-entry form through The Depository Trust Company or any similar facility, such
notices may be given to the holders of such Senior Securities in any manner permitted by such facility.
5.18 Expenses and Further Assurances .
(a) Unless otherwise provided in this Agreement, each of the parties hereto will bear and pay all costs and expenses incurred by it or on its behalf
in connection with the transactions contemplated under this Agreement, including fees and expenses of its own financial or other consultants, investment
bankers, accountants and counsel.

(b) The Company shall, at the Company’s sole cost and expense, (i) furnish to Treasury all instruments, documents and other agreements
required to be furnished by the Company pursuant to the terms of this Agreement, including, without limitation, any documents required to be delivered
pursuant to Section 5.9 above, or which are reasonably requested by Treasury in connection therewith; (ii) execute and deliver to Treasury such documents,
instruments, certificates, assignments and other writings, and do such other acts necessary or desirable, to evidence, preserve and/or protect the Senior
Securities purchased by Treasury, as Treasury may reasonably require; and (iii) do and execute all and such further lawful and reasonable acts, conveyances
and assurances for the better and more effective carrying out of the intents and purposes of this Agreement, as Treasury shall reasonably require from time to
time.

5.19 Communications to Holders . Any Holder shall have the right, upon five (5) business days prior written notice to the Company or its duly
appointed agent to obtain a complete list of Holders. In addition, any Holder shall have the right to request that the Company or its duly appointed agent send a
notice on behalf of such Holder to all other Holders at the addresses set forth on the Senior Securities Register or, to the extent the Company has entered into a
depositary arrangement, by means of any procedures applicable to such depositary arrangement.
5.20 Other Rights . The Senior Securities shall not have any rights, preferences, privileges or voting powers or relative, participating, optional or other
special rights, or qualifications, limitations or restrictions thereof, other than as set forth herein or in the Charter or as provided by applicable law.
Annex C (General Terms and Conditions)

Page 36

(Subchapter S Corporation)
[Execution Copy]

ARTICLE VI
SUBORDINATION OF THE SENIOR SECURITIES

6.1 Agreement to Subordinate .
(a) The Company covenants and agrees, and each Holder of Senior Securities issued hereunder likewise covenants and agrees, that the Senior
Securities shall be issued subject to the provisions of this Article VI; and each Holder of a Senior Security, whether upon original issue or upon transfer or
assignment thereof, accepts and agrees to be bound by such provisions.

(b) The payment by the Company of the principal of and interest on all Senior Securities issued hereunder shall, to the extent and in the manner
hereinafter set forth, be subordinated and subject in right of payment to the prior payment in full of all amounts then due and payable in respect of (i) with
respect to Senior Securities issued by a bank or savings association, all claims of the Company’s depositors, if applicable, and Senior Indebtedness, whether
outstanding at the date of this Agreement or thereafter incurred or (ii) with respect to Senior Securities issued by a Bank Holding Company or Savings and
Loan Holding Company, any Senior Indebtedness of the Company in accordance with applicable regulations governing Bank Holding Companies or Savings
and Loan Holding Companies.
(c) No provision of this Article VI shall prevent the occurrence of any Event of Default (or any event which, after notice or the lapse of time or
both would become, an Event of Default) with respect to the Senior Securities hereunder.

6.2 Default on Senior Indebtedness .
(a) In the event and during the continuation of any default by the Company in the payment of principal, premium, interest or any other payment
due on any Senior Indebtedness, no payment shall be made by the Company with respect to the principal or interest on the Senior Securities or any other
amounts which may be due on the Senior Securities pursuant to the terms hereof or thereof.
(b) In the event of the acceleration of the maturity of the Senior Indebtedness, then no payment shall be made by the Company with respect to the
principal or interest on the Senior Securities or any other amounts which may be due on the Senior Securities pursuant to the terms hereof or thereof until the
holders of all Senior Indebtedness outstanding at the time of such acceleration shall receive payment, in full, of all amounts due on or in respect of such Senior
Indebtedness (including any amounts due upon acceleration).

Annex C (General Terms and Conditions)

Page 37

(Subchapter S Corporation)
[Execution Copy]
(c) In the event that, notwithstanding the foregoing, any payment is received by any Holder of a Senior Security, when such payment is prohibited
by the preceding paragraphs of this Section 6.2, such payment shall be held in trust for the benefit of, and shall be paid over or delivered by the Holder of the
Senior Securities to the holders of Senior Indebtedness or their respective representatives, or to the trustee or trustees under any indenture pursuant to which
any of such Senior Indebtedness may have been issued, as their respective interests may appear, but only to the extent of the amounts in respect of such Senior
Indebtedness and to the extent that the holders of the Senior Indebtedness (or their representative or representatives or a trustee) notify the Company in writing
within 90 days of such payment of the amounts then due and owing on such Senior Indebtedness, and only the amounts specified in such notice to the
Company shall be paid to the holders of such Senior Indebtedness. The Company shall, within ten (10) business days of receipt of such notice, provide
Treasury with (i) a copy of such notice delivered to the Company and (ii) a certificate signed on behalf of the Company by an Executive Officer certifying that
the information set forth in such notice is true and correct and confirming that the Holder of the Senior Securities should pay or deliver the amounts specified
in such notice in the manner specified therein.

6.3 Liquidation; Dissolution .
(a) Upon any payment by the Company or distribution of assets of the Company of any kind or character, whether in cash, property or
securities, to creditors upon any dissolution, winding-up, liquidation or reorganization of the Company, whether voluntary or involuntary or in insolvency,
receivership or other proceedings, the holders of all Senior Indebtedness of the Company will first be entitled to receive payment in full of amounts due on or in
respect of such Senior Indebtedness, before any payment is made by the Company on account of the principal of or interest on the Senior Securities or any
other amounts which may be due on the Senior Securities pursuant to the terms hereof or thereof); and upon any such dissolution, winding-up, liquidation or
reorganization, any payment by the Company, or distribution of assets of the Company of any kind or character, whether in cash, property or securities,
which the Holder of the Senior Securities would be entitled to receive from the Company, except for the provisions of this Article VI, shall be paid by the
Company or by any receiver, liquidating trustee, agent or other person making such payment or distribution, or by the Holder of the Senior Securities under
this Agreement if received by them or it, directly to the holders of Senior Indebtedness of the Company ( pro rata to such holders on the basis of the respective
amounts of Senior Indebtedness held by such holders, as calculated by the Company) or their representative or representatives, or to the trustee or trustees
under any indenture pursuant to which any instruments evidencing such Senior Indebtedness may have been issued, as their respective interests may appear,
to the extent necessary to pay all such amounts of Senior Indebtedness in full, in money or money’s worth, after giving effect to any concurrent payment or
distribution to or for the holders of such Senior Indebtedness, before any payment or distribution is made to the Holder of the Senior Securities.
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(b) In the event that, notwithstanding the foregoing, any payment or distribution of assets of the Company of any kind or character prohibited by
Section 6.3(a), whether in cash, property or securities, shall be received by any Holder of the Senior Securities, before the amounts of all Senior Indebtedness
is paid in full, or provision is made for such payment in money in accordance with its terms, such payment or distribution shall be held in trust for the
benefit of and shall be paid over or delivered by any Holder of a Senior Security, to the holders of such Senior Indebtedness or their representative or
representatives, or to the trustee or trustees under any indenture pursuant to which any instruments evidencing such Senior Indebtedness may have been
issued, as their respective interests may appear, as calculated by the Company, for application to the payment of all amounts of Senior Indebtedness
remaining unpaid to the extent necessary to pay all amounts due on or in respect of such Senior Indebtedness in full in money in accordance with its terms,
after giving effect to any concurrent payment or distribution to or for the benefit of the holders of such Senior Indebtedness. In such event, the Company shall
provide Treasury with a certificate signed on behalf of the Company by an Executive Officer confirming that the Holder of the Senior Securities should pay or
deliver such amounts to the holders of such Senior Indebtedness.
(c) For purposes of this Article VI, the words “ cash, property or securities ” shall not be deemed to include shares of stock of the Company as
reorganized or readjusted, or securities of the Company or any other corporation provided for by a plan of reorganization or readjustment, the payment of
which is subordinated at least to the extent provided in this Article VI with respect to the Senior Securities to the payment of Senior Indebtedness that may at
the time be outstanding, provided that (i) such Senior Indebtedness is assumed by the new corporation, if any, resulting from any such reorganization or
readjustment, and (ii) the rights of the holders of such Senior Indebtedness are not, without the consent of such holders, altered by such reorganization or
readjustment. The consolidation of the Company with, or the merger of the Company into, another person or the liquidation or dissolution of the Company
following the sale, conveyance, transfer or lease of its property as an entirety, or substantially as an entirety, to another person upon the terms and conditions
provided for in Section 3.2(a)(i) shall not be deemed a dissolution, winding-up, liquidation or reorganization for the purposes of this Section 6.3 if such other
person shall, as a part of such consolidation, merger, sale, conveyance, transfer or lease, comply with the conditions stated in Section 3.2(a)(i).

6.4 Merger, Consolidation and Sale of Assets Is Not Liquidation . For purposes of this Article VI, the merger or consolidation of the Company with any
other corporation or other entity, including a merger or consolidation in which the holders of Senior Securities receive cash, securities or other property for their
shares, or the sale, lease or exchange (for cash, securities or other property) of all or substantially all of the assets of the Company, shall not constitute a
liquidation, dissolution or winding up of the Company.
6.5 Subrogation .
(a) Subject to the payment in full of all of Senior Indebtedness, the rights of the Holders of the Senior Securities shall be subrogated to the rights of
the holders of such Senior Indebtedness to receive payments or distributions of cash, property or securities of the
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Company, as the case may be, applicable to such Senior Indebtedness until the principal of and interest on the Senior Securities shall be paid in full; and, for
the purposes of such subrogation, no payments or distributions to the holders of such Senior Indebtedness of any cash, property or securities to which the
Holders of the Senior Securities would be entitled except for the provisions of this Article VI, and no payment pursuant to the provisions of this Article VI to or
for the benefit of the holders of such Senior Indebtedness by the Holders of the Senior Securities shall, as between the Company, its creditors other than
holders of Senior Indebtedness of the Company, and the Holders of the Senior Securities, be deemed to be a payment by the Company to or on account of such
Senior Indebtedness. It is understood that the provisions of this Article VI are intended solely for the purposes of defining the relative rights of the Holders of
the Senior Securities, on the one hand, and the holders of such Senior Indebtedness on the other hand.
(b) Nothing contained in this Article VI or elsewhere in this Agreement or in the Senior Securities is intended to or shall impair, as between the
Company, its creditors other than the holders of Senior Indebtedness of the Company, and the Holders of the Senior Securities, the obligation of the Company,
which is absolute and unconditional, to pay to the Holders of the Senior Securities the principal of and interest on the Senior Securities as and when the same
shall become due and payable in accordance with their terms, or is intended to or shall affect the relative rights of the Holders of the Senior Securities and
creditors of the Company, as the case may be, other than the holders of Senior Indebtedness of the Company, as the case may be, nor shall anything herein or
therein prevent the Holder of any Senior Securities from exercising all remedies otherwise permitted by applicable law upon default under this Agreement,
subject to the rights, if any, under this Article VI of the holders of such Senior Indebtedness in respect of cash, property or securities of the Company, as the
case may be, received upon the exercise of any such remedy.

6.6 Notice by the Company .
(a) The Company shall give prompt written notice to the Holders of the Senior Securities of any fact known to the Company that would prohibit
the making of any payment of monies in respect of the Senior Securities pursuant to the provisions of this Article VI.
(b) Upon any payment or distribution of assets of the Company referred to in this Article VI, the Holders of the Senior Securities shall be entitled
to conclusively rely upon any order or decree entered by any court of competent jurisdiction in which such insolvency, bankruptcy, receivership, liquidation,
reorganization, dissolution, winding-up or similar case or proceeding is pending, or a certificate of the trustee in bankruptcy, liquidating trustee, custodian,
receiver, assignee for the benefit of creditors, agent or other person making such payment or distribution, delivered to the Holders of the Senior Securities, for
the purpose of ascertaining the persons entitled to participate in such payment or distribution, the holders of Senior Indebtedness and other indebtedness of the
Company, the amount thereof or payable thereon, the amount or amounts paid or distributed thereon and all other facts pertinent thereto or to this Article VI.
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6.7 Subordination May Not Be Impaired .
(a) No right of any present or future holder of any Senior Indebtedness of the Company to enforce subordination as herein provided shall at any
time in any way be prejudiced or impaired by any act or failure to act on the part of the Company, as the case may be, or by any act or failure to act, in good
faith, by any such holder, or by any noncompliance by the Company, as the case may be, with the terms, provisions and covenants of this Agreement,
regardless of any knowledge thereof that any such holder may have or otherwise be charged with.
(b) Without in any way limiting the generality of the foregoing paragraph, the holders of Senior Indebtedness of the Company may, at any time
and from time to time, without the consent of or notice to the Holders of the Senior Securities, without incurring responsibility to the Holders of the Senior
Securities and without impairing or releasing the subordination provided in this Article VI or the obligations hereunder of the Holders of the Senior Securities to
the holders of such Senior Indebtedness, do any one or more of the following: (i) change the manner, place or terms of payment or extend the time of payment
of, or renew or alter, such Senior Indebtedness, or otherwise amend or supplement in any manner such Senior Indebtedness or any instrument evidencing the
same or any agreement under which such Senior Indebtedness is outstanding; (ii) sell, exchange, release or otherwise deal with any property pledged,
mortgaged or otherwise securing such Senior Indebtedness; (iii) release any person liable in any manner for the collection of such Senior Indebtedness; and
(iv) exercise or refrain from exercising any rights against the Company, as the case may be, and any other person.

ARTICLE VII
MISCELLANEOUS

7.1 Termination. This Agreement shall terminate upon the earliest to occur of:
(a) termination at any time prior to the Closing:

(i) by either Treasury or the Company if the Closing shall not have occurred on or before the 30th calendar day following the date on
which Treasury issued its preliminary approval of the Company’s application to participate in SBLF (the “ Closing Deadline ”); provided, however, that in
the event the Closing has not occurred by the Closing Deadline, the parties will consult in good faith to determine whether to extend the term of this Agreement,
it being understood that the parties shall be required to consult only until the fifth calendar day after the Closing Deadline and not be under any obligation to
extend the term of this Agreement thereafter; provided, further, that the right to terminate this Agreement under this Section 5.1(a)(i) shall not be available to
any party whose breach of any representation or warranty or failure to perform any obligation under this Agreement shall have caused or resulted in the failure
of the Closing to occur on or prior to such date; or

(ii) by either Treasury or the Company in the event that any Governmental Entity shall have issued an order, decree or ruling or taken any
other action restraining, enjoining or otherwise prohibiting the transactions contemplated by this Agreement, and such order, decree, ruling or other action shall
have become final and nonappealable; or

(iii) by the mutual written consent of Treasury and the Company; or
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(b) the date on which all of the Senior Securities have been paid or redeemed in whole; or

(c) the date on which Treasury has transferred all of the Senior Securities to third parties which are not Affiliates of Treasury.
In the event of termination of this Agreement as provided in this Section 7.1, this Agreement shall forthwith become void and there shall be no
liability on the part of either party hereto except that nothing herein shall relieve either party from liability for any breach of this Agreement.

7.2 Survival.
(a) This Agreement and all representations, warranties, covenants and agreements made herein shall survive the Closing without limitation.
(b) The covenants set forth in Article III and Annex E and the agreements set forth in Article V shall, to the extent such covenants do not explicitly
terminate at such time as Treasury no longer owns any Senior Securities, survive the termination of this Agreement pursuant to Section 7.1(c) without
limitation until the date on which all of the Senior Securities have been redeemed in whole.

(c) The rights and remedies of Treasury with respect to the representations, warranties, covenants and obligations of the Company herein shall
not be affected by any investigation conducted with respect to, or any knowledge acquired (or capable of being acquired) at any time by Treasury or any of its
personnel or agents with respect to the accuracy or inaccuracy of, or compliance with, any such representation, warranty, covenant or obligation.

7.3 Amendment . No amendment of any provision of this Agreement will be effective unless made in writing and signed by an officer or a duly
authorized representative of each party, except as set forth in Section 3.1(d)(v). No failure or delay by any party in exercising any right, power or privilege
hereunder shall operate as a waiver thereof nor shall any single or partial exercise thereof preclude any other or further exercise of any other right, power or
privilege. The rights and remedies herein provided shall be cumulative of any rights or remedies provided by law.
7.4 Waiver of Conditions. The conditions to each party’s obligation to consummate the Purchase are for the sole benefit of such party and may be
waived by such party in whole or in part to the extent permitted by applicable law. No waiver will be effective unless it is in a writing signed by a duly
authorized officer of the waiving party that makes express reference to the provision or provisions subject to such waiver.

7.5 Governing Law; Submission to Jurisdiction, etc . This Agreement and any claim, controversy or dispute arising under or related to this Agreement,
the relationship of the parties, and/or the interpretation and enforcement of the rights and duties of the parties shall be enforced,
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governed, and construed in all respects (whether in contract or in tort) in accordance with the federal law of the United States if and to the extent such law is
applicable, and otherwise in accordance with the laws of the State of New York applicable to contracts made and to be performed entirely within such State.
Each of the parties hereto agrees (a) to submit to the exclusive jurisdiction and venue of the United States District Court for the District of Columbia and the
United States Court of Federal Claims for any and all civil actions, suits or proceedings arising out of or relating to this Agreement or the Purchase
contemplated hereby and (b) that notice may be served upon (i) the Company at the address and in the manner set forth for notices to the Company in
Section 7.7 and (ii) Treasury at the address and in the manner set forth for notices to the Company in Section 7.7, but otherwise in accordance with federal
law. TO THE EXTENT PERMITTED BY APPLICABLE LAW, EACH OF THE PARTIES HERETO HEREBY UNCONDITIONALLY WAIVES TRIAL
BY JURY IN ANY CIVIL LEGAL ACTION OR PROCEEDING RELATING TO THIS AGREEMENT OR THE PURCHASE CONTEMPLATED
HEREBY.

7.6 No Relationship to TARP. The parties acknowledge and agree that (i) the SBLF program is separate and distinct from the Troubled Asset Relief
Program established by the Emergency Economic Stabilization Act of 2008; and (ii) the Company shall not, by virtue of the investment contemplated hereby,
be considered a recipient under the Troubled Asset Relief Program.
7.7 Notices. Any notice, request, instruction or other document to be given hereunder by any party to the other will be in writing and will be deemed to
have been duly given (a) on the date of delivery if delivered personally, or by facsimile, upon confirmation of receipt, or (b) on the second business day
following the date of dispatch if delivered by a recognized next day courier service. All notices to the Company shall be delivered as set forth on the cover page
of this Agreement, or pursuant to such other instruction as may be designated in writing by the Company to Treasury. All notices to Treasury shall be
delivered as set forth below, or pursuant to such other instructions as may be designated in writing by Treasury to the Company.
If to Treasury:
United States Department of the Treasury
1500 Pennsylvania Avenue, NW
Washington, D.C. 20220
Attention: Small Business Lending Fund, Office of Domestic Finance

E-mail: SBLFComplSubmissions@treasury.gov

7.8 Assignment . Neither this Agreement nor any right, remedy, obligation nor liability arising hereunder or by reason hereof shall be assignable by any
party hereto without the prior written consent of the other party, and any attempt to assign any right, remedy, obligation or liability hereunder without such
consent shall be void, except (a) an assignment, in the case of a merger, consolidation, statutory share exchange or similar transaction that requires the
approval of the Company’s stockholders (a “ Business Combination ”) where such party is not the surviving entity, or a sale of substantially all of its assets,
to the entity which is the survivor of such
Annex C (General Terms and Conditions)

Page 43

(Subchapter S Corporation)
[Execution Copy]

Business Combination or the purchaser in such sale, (b) an assignment of certain rights as provided in Sections 3.1(c) or Annex E or (c) an assignment by
Treasury of this Agreement to an Affiliate of Treasury; provided that if Treasury assigns this Agreement to an Affiliate, Treasury shall be relieved of its
obligations under this Agreement but (i) all rights, remedies and obligations of Treasury hereunder shall continue and be enforceable by such Affiliate, (ii) the
Company’s obligations and liabilities hereunder shall continue to be outstanding and (iii) all references to Treasury herein shall be deemed to be references to
such Affiliate.

7.9 Severability . If any provision of this Agreement, or the application thereof to any person or circumstance, is determined by a court of competent
jurisdiction to be invalid, void or unenforceable, the remaining provisions hereof, or the application of such provision to persons or circumstances other than
those as to which it has been held invalid or unenforceable, will remain in full force and effect and shall in no way be affected, impaired or invalidated
thereby, so long as the economic or legal substance of the transactions contemplated hereby is not affected in any manner materially adverse to any party.
Upon such determination, the parties shall negotiate in good faith in an effort to agree upon a suitable and equitable substitute provision to effect the original
intent of the parties.
7.10 No Third Party Beneficiaries . Other than as expressly provided herein, nothing contained in this Agreement, expressed or implied, is intended to
confer upon any person or entity other than the Company and Treasury (and any Indemnitee) any benefit, right or remedies.

7.11 Specific Performance . The parties agree that irreparable damage would occur in the event that any of the provisions of this Agreement were not
performed in accordance with their specific terms. It is accordingly agreed that the parties shall be entitled (without the necessity of posting a bond) to specific
performance of the terms hereof, this being in addition to any other remedies to which they are entitled at law or equity.
7.12 Interpretation . When a reference is made in this Agreement to “Articles” or “Sections” such reference shall be to an Article or Section of the Annex of
this Agreement in which such reference is contained, unless otherwise indicated. When a reference is made in this Agreement to an “Annex”, such reference
shall be to an Annex to this Agreement, unless otherwise indicated. The terms defined in the singular have a comparable meaning when used in the plural, and
vice versa. References to “herein”, “hereof”, “hereunder” and the like refer to this Agreement as a whole and not to any particular section or provision, unless
the context requires otherwise. The table of contents and headings contained in this Agreement are for reference purposes only and are not part of this
Agreement. Whenever the words “include”, “includes” or “including” are used in this Agreement, they shall be deemed to be followed by the words “without
limitation”. No rule of construction against the draftsperson shall be applied in connection with the interpretation or enforcement of this Agreement, as this
Agreement is entered into between sophisticated parties advised by counsel. All references to “ $” or “dollars” mean the lawful currency of the United States of
America. Except as expressly stated in this Agreement, all references to any statute, rule or regulation are to the statute, rule or regulation as amended,
modified, supplemented or replaced from time to time (and, in the case of statutes, include any rules and regulations promulgated under the statute) and to any
section of any statute, rule or regulation include any successor to the section. References to a “ business day ”
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shall mean any day except Saturday, Sunday and any day on which banking institutions in the State of New York or the District of Columbia generally are
authorized or required by law or other governmental actions to close.
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ANNEX D
DISCLOSURE SCHEDULE

Part 2.2

Capitalization

Common Stock reserved for issuance in connection with securities or obligations
giving the holder thereof the right to acquire such Common Stock:

The Company has 119,000 shares of common stock reserved for
issuance upon the exercise of stock options outstanding or authorized for
issuance under the Company’s stock option plans.
The Company’s Employee Stock Purchase Plan has a remaining reserved
plan pool of 95,849 shares of common stock.

Shares issued since the Capitalization Date upon exercise of options or pursuant
to equity-based awards, warrants, or convertible securities:

There have been 23,674 shares of the Company’s class A voting common
stock and 236,868 shares of the Company’s class B non-voting common
stock issued since the Capitalization Date, all of which shares were issued
on May 27, 2011 in connection with the conversion of the Company’s
outstanding convertible subordinated debt securities.

All other shares issued since the Capitalization Date:

The Company issued 833 shares of its class A voting common stock and
8,334 shares of its class B non-voting common stock on May 23, 2011 in
connection with a subscription offer to purchase newly issued shares.
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Holders of 5% or more of any class of capital stock

Mahan, III James S. Trustee of the James S.
Mahan, III Revocable Trust under agreement
dated August 22, 2006
1931 S. Live Oak Parkway
Wilmington, NC 28403
Mahan, Marguerite D. Trustee of the Marguerite
D. Mahan Revocable Trust under agreement
dated August 22, 2006
1931 S. Live Oak Parkway
Wilmington, NC 28403

Maurice J. Koury
P.O. Box 850
Burlington, NC 27216-0850
Ronald A. Tetenbaum

4619 Traywick Drive
Marietta, GA 30062

Bruce B Cameron
P.O. Box 3649
Wilmington, NC 28406

W. Lee Williams, III and Elizabeth L. Williams
2114 S. Canterbury Road
Wilmington, NC 28403
Neil Lawrence Underwood
2201 Mimosa Place
Wilmington, NC 28403

If the Company is a Bank Holding Company or Savings and Loan Holding Company, complete the following (leave blank otherwise):

Name of IDI Subsidiary

Percentage of IDI Subsidiary’s capital stock owned by the Company

Live Oak Banking Company

100%

The Company has voting common stock and non-voting common stock, which, aside from voting rights, are identical in all respects. The Company refers to
its voting common stock and non-voting common stock as class A voting common stock and class B non-voting common stock, however, such stock
constitutes one class of capital stock for purposes of the Company’s election to be taxed under subchapter S of the Internal Revenue Code of 1986.
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Part 2.13

Compliance With Laws

List any exceptions to the representation and warranty in the second sentence of Section 2.13 of the General Terms and Conditions. If none, please so
indicate by checking the box: x.
List any exceptions to the representation and warranty in the last sentence of Section 2.13 of the General Terms and Conditions. If none, please so
indicate by checking the box: x.
Annex D (Disclosure Schedule)
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Part 2.19

Regulatory Agreements

List any exceptions to the representation and warranty in Section 2.19 of the General Terms and Conditions. If none, please so indicate by checking the
box: ¨.
The Company’s wholly owned subsidiary, Live Oak Banking Company, adopted a board resolution in September, 2010 at the request of the FDIC. The
Board Resolution does not impose any current or future restrictions on the payment of dividends or interest by the Company or by Live Oak Banking
Company.

The Board Resolution included certain conditions and restrictions on Live Oak Banking Company’s business plan, all of which expired on May 12, 2011.
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Part 2.25

Related Party Transactions

List any exceptions to the representation and warranty in Section 2.25 of the General Terms and Conditions. If none, please so indicate by checking the
box: x.
Annex D (Disclosure Schedule)
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ANNEX E
REGISTRATION RIGHTS

1. Definitions . Terms not defined in this Annex shall have the meaning ascribed to such terms in the Agreement. As used in this Annex E, the following
terms shall have the following respective meanings:
(a) “Holder” means Treasury and any other holder of Registrable Securities to whom the registration rights conferred by this Agreement have been
transferred in compliance with Section 9 of this Annex E.

(b) “Holders’ Counsel” means one counsel for the selling Holders chosen by Holders holding a majority interest in the Registrable Securities
being registered.
(c) “Pending Underwritten Offering ” means, with respect to any Holder forfeiting its rights pursuant to Section 11 of this Annex E, any
underwritten offering of Registrable Securities in which such Holder has advised the Company of its intent to register its Registrable Securities either pursuant
to Section 2(b) or 2(d) of this Annex E prior to the date of such Holder’s forfeiture.

(d) “Register”, “registered”, and “registration” shall refer to a registration effected by preparing and (A) filing a registration statement or
amendment thereto in compliance with the Securities Act and applicable rules and regulations thereunder, and the declaration or ordering of effectiveness of
such registration statement or amendment thereto or (B) filing a prospectus and/or prospectus supplement in respect of an appropriate effective registration
statement on Form S-3.
(e) “Registrable Securities ” means (A) all Senior Securities and (B) any securities issued or issuable directly or indirectly with respect to the
securities referred to in the foregoing clause (A) by way of conversion, exercise or exchange thereof, or share dividend or share split or in connection with a
combination of shares, recapitalization, reclassification, merger, amalgamation, arrangement, consolidation or other reorganization, provided that, once
issued, such securities will not be Registrable Securities when (1) they are sold pursuant to an effective registration statement under the Securities Act, (2) they
shall have ceased to be outstanding or (3) they have been sold in any transaction in which the transferor’s rights under this Agreement are not assigned to the
transferee of the securities. No Registrable Securities may be registered under more than one registration statement at any one time.

(f) “Registration Expenses ” mean all expenses incurred by the Company in effecting any registration pursuant to this Agreement (whether or not
any registration or prospectus becomes effective or final) or otherwise complying with its obligations under this Annex E, including all registration, filing and
listing fees, printing expenses, fees and disbursements of counsel for the Company, blue sky fees and expenses, expenses incurred in connection with any
“road show”, the reasonable fees and disbursements of Holders’ Counsel,
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and expenses of the Company’s independent accountants in connection with any regular or special reviews or audits incident to or required by any such
registration, but shall not include Selling Expenses.
(g) “Rule 144 ”, “Rule 144A ”, “Rule 159A ”, “Rule 405 ” and “Rule 415 ” mean, in each case, such rule promulgated under the Securities Act (or
any successor provision), as the same shall be amended from time to time.

(h) “Selling Expenses ” mean all discounts, selling commissions and stock transfer taxes applicable to the sale of Registrable Securities and fees
and disbursements of counsel for any Holder (other than the fees and disbursements of Holders’ Counsel included in Registration Expenses).
(i) “Special Registration ” means the registration of (A) equity securities and/or options or other rights in respect thereof solely registered on Form
S-4 or Form S-8 (or successor form) or (B) shares of equity securities and/or options or other rights in respect thereof to be offered to directors, members of
management, employees, consultants, customers, lenders or vendors of the Company or Company Subsidiaries or in connection with dividend reinvestment

plans.

2. Registration .
(a) The Company covenants and agrees that as promptly as practicable after the date that the Company becomes subject to the reporting
requirements of Section 13 or 15(d) of the Exchange Act (and in any event no later than 30 days thereafter), the Company shall prepare and file with the SEC a
Shelf Registration Statement covering all Registrable Securities (or otherwise designate an existing shelf registration on an appropriate form under Rule 415
under the Securities Act (a “ Shelf Registration Statement ”) filed with the SEC to cover the Registrable Securities), and, to the extent the Shelf Registration
Statement has not theretofore been declared effective or is not automatically effective upon such filing, the Company shall use reasonable best efforts to cause
such Shelf Registration Statement to be declared or become effective and to keep such Shelf Registration Statement continuously effective and in compliance
with the Securities Act and usable for resale of such Registrable Securities for a period from the date of its initial effectiveness until such time as there are no
Registrable Securities remaining (including by refiling such Shelf Registration Statement (or a new Shelf Registration Statement) if the initial Shelf Registration
Statement expires). Notwithstanding the foregoing, if the Company is not eligible to file a registration statement on Form S-3, then the Company shall not be
obligated to file a Shelf Registration Statement unless and until requested to do so in writing by Treasury.

(b) Any registration pursuant to Section 2(a) of this Annex E shall be effected by means of a Shelf Registration Statement on an appropriate form
under Rule 415 under the Securities Act (a “ Shelf Registration Statement ”). If any Holder intends to distribute any Registrable Securities by means of an
underwritten offering it shall promptly so advise the Company and the Company shall take all reasonable steps to facilitate such distribution, including the
actions required pursuant to Section 2(d) of this Annex E; provided that the Company shall not be required to facilitate an underwritten offering of Registrable
Securities
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unless (i) the expected gross proceeds from such offering exceed $200,000 or (ii) such underwritten offering includes all of the outstanding Registrable
Securities held by such Holder. The lead underwriters in any such distribution shall be selected by the Holders of a majority of the Registrable Securities to be
distributed.

(c) The Company shall not be required to effect a registration (including a resale of Registrable Securities from an effective Shelf Registration
Statement) or an underwritten offering pursuant to Section 2 of this Annex E: (A) with respect to securities that are not Registrable Securities; or (B) if the
Company has notified all Holders that in the good faith judgment of the Board of Directors, it would be materially detrimental to the Company or its security
holders for such registration or underwritten offering to be effected at such time, in which event the Company shall have the right to defer such registration for
a period of not more than 45 days after receipt of the request of any Holder; provided that such right to delay a registration or underwritten offering shall be
exercised by the Company (1) only if the Company has generally exercised (or is concurrently exercising) similar black-out rights against holders of similar
securities that have registration rights and (2) not more than three times in any 12-month period and not more than 90 days in the aggregate in any 12-month
period.

(d) If during any period when an effective Shelf Registration Statement is not available, the Company proposes to register any of its equity
securities, other than a registration pursuant to Section 2(a) of this Annex E or a Special Registration, and the registration form to be filed may be used for the
registration or qualification for distribution of Registrable Securities, the Company will give prompt written notice to all Holders of its intention to effect such a
registration (but in no event less than ten days prior to the anticipated filing date) and will include in such registration all Registrable Securities with respect to
which the Company has received written requests for inclusion therein within ten business days after the date of the Company’s notice (a “ Piggyback
Registration ”). Any such person that has made such a written request may withdraw its Registrable Securities from such Piggyback Registration by giving
written notice to the Company and the managing underwriter, if any, on or before the fifth business day prior to the planned effective date of such Piggyback
Registration. The Company may terminate or withdraw any registration under this Section 2(d) of this Annex E prior to the effectiveness of such registration,
whether or not any Holders have elected to include Registrable Securities in such registration.
(e) If the registration referred to in Section 2(d) of this Annex E is proposed to be underwritten, the Company will so advise all Holders as a part of
the written notice given pursuant to Section 2(d) of this Annex E. In such event, the right of all Holders to registration pursuant to Section 2 of this Annex E
will be conditioned upon such persons’ participation in such underwriting and the inclusion of such person’s Registrable Securities in the underwriting if
such securities are of the same class of securities as the securities to be offered in the underwritten offering, and each such person will (together with the
Company and the other persons distributing their securities through such underwriting) enter into an underwriting agreement in customary form with the
underwriter or underwriters selected for such underwriting by the Company; provided that Treasury (as opposed to other Holders) shall not be required to
indemnify any person in connection with any registration. If any participating person disapproves of the terms of the underwriting, such person may elect to
withdraw therefrom by written notice to the Company, the managing underwriters and Treasury (if Treasury is participating in the underwriting).
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(f) If either (x) the Company grants “piggyback” registration rights to one or more third parties to include their securities in an underwritten
offering under the Shelf Registration Statement pursuant to Section 2(b) of this Annex E or (y) a Piggyback Registration under Section 2(d) of this Annex E
relates to an underwritten offering on behalf of the Company, and in either case the managing underwriters advise the Company that in their reasonable opinion
the number of securities requested to be included in such offering exceeds the number which can be sold without adversely affecting the marketability of such
offering (including an adverse effect on the per share offering price), the Company will include in such offering only such number of securities that in the
reasonable opinion of such managing underwriters can be sold without adversely affecting the marketability of the offering (including an adverse effect on the
per share offering price), which securities will be so included in the following order of priority: (A) first, in the case of a Piggyback Registration under
Section 2(d) of this Annex E, the securities the Company proposes to sell, (B) then the Registrable Securities of all Holders who have requested inclusion of
Registrable Securities pursuant to Section 2(b) or Section 2(d) of this Annex E, as applicable, pro rata on the basis of the aggregate number of such securities
or shares owned by each such Holder and (C) lastly, any other securities of the Company that have been requested to be so included, subject to the terms of
this Agreement; provided, however, that if the Company has, prior to the Signing Date, entered into an agreement with respect to its securities that is
inconsistent with the order of priority contemplated hereby then it shall apply the order of priority in such conflicting agreement to the extent that it would
otherwise result in a breach under such agreement.
3. Expenses of Registration . All Registration Expenses incurred in connection with any registration, qualification or compliance hereunder shall be borne
by the Company. All Selling Expenses incurred in connection with any registrations hereunder shall be borne by the holders of the securities so registered pro
rata on the basis of the aggregate offering or sale price of the securities so registered.
4. Obligations of the Company . Whenever required to effect the registration of any Registrable Securities or facilitate the distribution of Registrable
Securities pursuant to an effective Shelf Registration Statement, the Company shall, as expeditiously as reasonably practicable:

(a) Prepare and file with the SEC a prospectus supplement or post-effective amendment with respect to a proposed offering of Registrable
Securities pursuant to an effective registration statement, subject to Section 4 of this Annex E, keep such registration statement effective and keep such
prospectus supplement current until the securities described therein are no longer Registrable Securities.

(b) Prepare and file with the SEC such amendments and supplements to the applicable registration statement and the prospectus or prospectus
supplement used in connection with such registration statement as may be necessary to comply with the provisions of the Securities Act with respect to the
disposition of all securities covered by such registration statement.
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(c) Furnish to the Holders and any underwriters such number of copies of the applicable registration statement and each such amendment and
supplement thereto (including in each case all exhibits) and of a prospectus, including a preliminary prospectus, in conformity with the requirements of the
Securities Act, and such other documents as they may reasonably request in order to facilitate the disposition of Registrable Securities owned or to be
distributed by them.
(d) Use its reasonable best efforts to register and qualify the securities covered by such registration statement under such other securities or Blue
Sky laws of such jurisdictions as shall be reasonably requested by the Holders or any managing underwriter(s), to keep such registration or qualification in
effect for so long as such registration statement remains in effect, and to take any other action which may be reasonably necessary to enable such seller to
consummate the disposition in such jurisdictions of the securities owned by such Holder; provided that the Company shall not be required in connection
therewith or as a condition thereto to qualify to do business or to file a general consent to service of process in any such states or jurisdictions.
(e) Notify each Holder of Registrable Securities at any time when a prospectus relating thereto is required to be delivered under the Securities Act of
the happening of any event as a result of which the applicable prospectus, as then in effect, includes an untrue statement of a material fact or omits to state a
material fact required to be stated therein or necessary to make the statements therein not misleading in light of the circumstances then existing.
(f) Give written notice to the Holders:

(i) when any registration statement or any amendment thereto has been filed with the SEC (except for any amendment effected by the filing
of a document with the SEC pursuant to the Exchange Act) and when such registration statement or any post-effective amendment thereto has become effective;

(ii) of any request by the SEC for amendments or supplements to any registration statement or the prospectus included therein or for
additional information;
(iii) of the issuance by the SEC of any stop order suspending the effectiveness of any registration statement or the initiation of any
proceedings for that purpose;
(iv) of the receipt by the Company or its legal counsel of any notification with respect to the suspension of the qualification of the
applicable Registrable Securities for sale in any jurisdiction or the initiation or threatening of any proceeding for such purpose;

(v) of the happening of any event that requires the Company to make changes in any effective registration statement or the prospectus
related to the registration statement in order to make the statements therein not misleading (which notice shall be accompanied by an instruction to suspend the
use of the prospectus until the requisite changes have been made); and

(vi) if at any time the representations and warranties of the Company contained in any underwriting agreement contemplated by
Section 4(j) of this Annex E cease to be true and correct.
Annex E (Registration Rights)

Page 5

(Subchapter S Corporation)
[Execution Copy]
(g) Use its reasonable best efforts to prevent the issuance or obtain the withdrawal of any order suspending the effectiveness of any registration
statement referred to in Section 4(f)(iii) of this Annex E at the earliest practicable time.
(h) Upon the occurrence of any event contemplated by Section 4(e) or 4(f)(v) of this Annex E, promptly prepare a post-effective amendment to
such registration statement or a supplement to the related prospectus or file any other required document so that, as thereafter delivered to the Holders and any
underwriters, the prospectus will not contain an untrue statement of a material fact or omit to state any material fact necessary to make the statements therein,
in light of the circumstances under which they were made, not misleading. If the Company notifies the Holders in accordance with Section 4(f)(v) to suspend
the use of the prospectus until the requisite changes to the prospectus have been made, then the Holders and any underwriters shall suspend use of such
prospectus and use their reasonable best efforts to return to the Company all copies of such prospectus (at the Company’s expense) other than permanent file
copies then in such Holders’ or underwriters’ possession. The total number of days that any such suspension may be in effect in any 12-month period shall
not exceed 90 days.

(i) Use reasonable best efforts to procure the cooperation of the Company’s transfer agent in settling any offering or sale of Registrable Securities,
including with respect to the transfer of physical stock certificates into book-entry form in accordance with any procedures reasonably requested by the
Holders or any managing underwriter(s).

(j) If an underwritten offering is requested pursuant to Section 2(b) of this Annex E, enter into an underwriting agreement in customary form,
scope and substance and take all such other actions reasonably requested by the Holders of a majority of the Registrable Securities being sold in connection
therewith or by the managing underwriter(s), if any, to expedite or facilitate the underwritten disposition of such Registrable Securities, and in connection
therewith in any underwritten offering (including making members of management and executives of the Company available to participate in “road shows”,
similar sales events and other marketing activities), (A) make such representations and warranties to the Holders that are selling stockholders and the
managing underwriter(s), if any, with respect to the business of the Company and its subsidiaries, and the Shelf Registration Statement, prospectus and
documents, if any, incorporated or deemed to be incorporated by reference therein, in each case, in customary form, substance and scope, and, if true,
confirm the same if and when requested, (B) use its reasonable best efforts to furnish the underwriters with opinions of counsel to the Company, addressed to
the managing underwriter(s), if any, covering the matters customarily covered in such opinions requested in underwritten offerings, (C) use its reasonable best
efforts to obtain “cold comfort” letters from the independent certified public accountants of the Company (and, if necessary, any other independent certified
public accountants of any business
Annex E (Registration Rights)

Page 6

(Subchapter S Corporation)
[Execution Copy]
acquired by the Company for which financial statements and financial data are included in the Shelf Registration Statement) who have certified the financial
statements included in such Shelf Registration Statement, addressed to each of the managing underwriter(s), if any, such letters to be in customary form and
covering matters of the type customarily covered in “cold comfort” letters, (D) if an underwriting agreement is entered into, the same shall contain
indemnification provisions and procedures customary in underwritten offerings ( provided that Treasury shall not be obligated to provide any indemnity), and
(E) deliver such documents and certificates as may be reasonably requested by the Holders of a majority of the Registrable Securities being sold in connection
therewith, their counsel and the managing underwriter(s), if any, to evidence the continued validity of the representations and warranties made pursuant to
clause (A) above and to evidence compliance with any customary conditions contained in the underwriting agreement or other agreement entered into by the
Company.

(k) Make available for inspection by a representative of Holders that are selling stockholders, the managing underwriter(s), if any, and any
attorneys or accountants retained by such Holders or managing underwriter(s), at the offices where normally kept, during reasonable business hours,
financial and other records, pertinent corporate documents and properties of the Company, and cause the officers, directors and employees of the Company to
supply all information in each case reasonably requested (and of the type customarily provided in connection with due diligence conducted in connection with
a registered public offering of securities) by any such representative, managing underwriter(s), attorney or accountant in connection with such Shelf
Registration Statement.
(l) Use reasonable best efforts to cause all such Registrable Securities to be listed on each national securities exchange on which similar securities
issued by the Company are then listed or, if no similar securities issued by the Company are then listed on any national securities exchange, use its reasonable
best efforts to cause all such Registrable Securities to be listed on such securities exchange as Treasury may designate.
(m) If requested by Holders of a majority of the Registrable Securities being registered and/or sold in connection therewith, or the managing
underwriter(s), if any, promptly include in a prospectus supplement or amendment such information as the Holders of a majority of the Registrable Securities
being registered and/or sold in connection therewith or managing underwriter(s), if any, may reasonably request in order to permit the intended method of
distribution of such securities and make all required filings of such prospectus supplement or such amendment as soon as practicable after the Company has
received such request.

(n) Timely provide to its security holders earning statements satisfying the provisions of Section 11(a) of the Securities Act and Rule 158
thereunder.

5. Suspension of Sales . Upon receipt of written notice from the Company that a registration statement, prospectus or prospectus supplement contains or
may contain an untrue statement of a material fact or omits or may omit to state a material fact required to be stated therein or necessary to make the statements
therein not misleading or that circumstances exist that make inadvisable use of such registration statement, prospectus or prospectus supplement, each Holder
of Registrable Securities shall forthwith discontinue disposition of Registrable
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Securities until such Holder has received copies of a supplemented or amended prospectus or prospectus supplement, or until such Holder is advised in
writing by the Company that the use of the prospectus and, if applicable, prospectus supplement may be resumed, and, if so directed by the Company, such
Holder shall deliver to the Company (at the Company’s expense) all copies, other than permanent file copies then in such Holder’s possession, of the
prospectus and, if applicable, prospectus supplement covering such Registrable Securities current at the time of receipt of such notice. The total number of
days that any such suspension may be in effect in any 12-month period shall not exceed 90 days.

6. Termination of Registration Rights . A Holder’s registration rights as to any securities held by such Holder (and its Affiliates, partners, members and
former members) shall not be available unless such securities are Registrable Securities.
7. Furnishing Information .
(a) No Holder shall use any free writing prospectus (as defined in Rule 405) in connection with the sale of Registrable Securities without the prior
written consent of the Company.

(b) It shall be a condition precedent to the obligations of the Company to take any action pursuant to Section 4 of this Annex E that the selling
Holders and the underwriters, if any, shall furnish to the Company such information regarding themselves, the Registrable Securities held by them and the
intended method of disposition of such securities as shall be required to effect the registered offering of their Registrable Securities.

8. Indemnification .
(a) The Company agrees to indemnify each Holder and, if a Holder is a person other than an individual, such Holder’s officers, directors,
employees, agents, representatives and Affiliates, and in the case of Treasury, Treasury’s officials, and each person, if any, that controls a Holder within the
meaning of the Securities Act (each, an “ Indemnitee ”), against any and all losses, claims, damages, actions, liabilities, costs and expenses (including
reasonable fees, expenses and disbursements of attorneys and other professionals incurred in connection with investigating, defending, settling, compromising
or paying any such losses, claims, damages, actions, liabilities, costs and expenses), joint or several, arising out of or based upon any untrue statement or
alleged untrue statement of material fact contained in any registration statement, including any preliminary prospectus or final prospectus contained therein or
any amendments or supplements thereto or any documents incorporated therein by reference or contained in any free writing prospectus (as such term is
defined in Rule 405) prepared by the Company or authorized by it in writing for use by such Holder (or any amendment or supplement thereto); or any
omission to state therein a material fact required to be stated therein or necessary to make the statements therein, in light of the circumstances under which they
were made, not misleading; provided, that the Company shall not be liable to such Indemnitee in any such case to the extent that any such loss, claim,
damage, liability (or action or proceeding in respect thereof) or expense arises out of or is based upon (A) an untrue statement or omission made in such
registration statement, including any such preliminary prospectus or final prospectus contained therein or any
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such amendments or supplements thereto or contained in any free writing prospectus (as such term is defined in Rule 405) prepared by the Company or
authorized by it in writing for use by such Holder (or any amendment or supplement thereto), in reliance upon and in conformity with information regarding
such Indemnitee or its plan of distribution or ownership interests which was furnished in writing to the Company by such Indemnitee for use in connection
with such registration statement, including any such preliminary prospectus or final prospectus contained therein or any such amendments or supplements
thereto, or (B) offers or sales effected by or on behalf of such Indemnitee “by means of” (as defined in Rule 159A) a “free writing prospectus” (as defined in
Rule 405) that was not authorized in writing by the Company.
(b) If the indemnification provided for in Section 8(a) of this Annex E is unavailable to an Indemnitee with respect to any losses, claims,
damages, actions, liabilities, costs or expenses referred to therein or is insufficient to hold the Indemnitee harmless as contemplated therein, then the Company,
in lieu of indemnifying such Indemnitee, shall contribute to the amount paid or payable by such Indemnitee as a result of such losses, claims, damages,
actions, liabilities, costs or expenses in such proportion as is appropriate to reflect the relative fault of the Indemnitee, on the one hand, and the Company, on
the other hand, in connection with the statements or omissions which resulted in such losses, claims, damages, actions, liabilities, costs or expenses as well
as any other relevant equitable considerations. The relative fault of the Company, on the one hand, and of the Indemnitee, on the other hand, shall be
determined by reference to, among other factors, whether the untrue statement of a material fact or omission to state a material fact relates to information
supplied by the Company or by the Indemnitee and the parties’ relative intent, knowledge, access to information and opportunity to correct or prevent such
statement or omission; the Company and each Holder agree that it would not be just and equitable if contribution pursuant to this Section 8(b) of this Annex E
were determined by pro rata allocation or by any other method of allocation that does not take account of the equitable considerations referred to in
Section 8(a) of this Annex E. No Indemnitee guilty of fraudulent misrepresentation (within the meaning of Section 11(f) of the Securities Act) shall be entitled
to contribution from the Company if the Company was not guilty of such fraudulent misrepresentation.

9. Assignment of Registration Rights . The rights of Treasury to registration of Registrable Securities pursuant to Section 2 of this Annex E may be
assigned by Treasury to a transferee or assignee of Registrable Securities; provided, however, the transferor shall, within ten days after such transfer,
furnish to the Company written notice of the name and address of such transferee or assignee and the number and type of Registrable Securities that are being
assigned.
10. Clear Market . With respect to any underwritten offering of Registrable Securities by Holders pursuant to this Annex E, the Company agrees not to
effect (other than pursuant to such registration or pursuant to a Special Registration) any public sale or distribution, or to file any Shelf Registration Statement
(other than such registration or a Special Registration) covering any senior securities of the Company or any securities convertible into or exchangeable or
exercisable for senior securities of the Company, during the period not to exceed ten days prior and 60 days following the effective date of such offering or such
longer period up to 90 days as may be requested by the managing underwriter for such underwritten offering. The Company
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also agrees to cause such of its directors and senior executive officers to execute and deliver customary lock-up agreements in such form and for such time
period up to 90 days as may be requested by the managing underwriter.

11. Forfeiture of Rights . At any time, any holder of Registrable Securities (including any Holder) may elect to forfeit its rights set forth in this Annex E
from that date forward; provided, that a Holder forfeiting such rights shall nonetheless be entitled to participate under Section 2(d) – (f) of this Annex E in
any Pending Underwritten Offering to the same extent that such Holder would have been entitled to if the Holder had not withdrawn; and provided, further,
that no such forfeiture shall terminate a Holder’s rights or obligations under Section 7 of this Annex E with respect to any prior registration or Pending
Underwritten Offering.
12. Specific Performance . The parties hereto acknowledge that there would be no adequate remedy at law if the Company fails to perform any of its
obligations under this Annex E and that Holders from time to time may be irreparably harmed by any such failure, and accordingly agree that such Holders,
in addition to any other remedy to which they may be entitled at law or in equity, to the fullest extent permitted and enforceable under applicable law shall be
entitled to compel specific performance of the obligations of the Company under this Annex E in accordance with the terms and conditions of this Annex E.
13. No Inconsistent Agreements . The Company shall not, on or after the Signing Date, enter into any agreement with respect to its securities that may
impair the rights granted to Holders under this Annex E or that otherwise conflicts with the provisions hereof in any manner that may impair the rights granted
to Holders under this Annex E. In the event the Company has, prior to the Signing Date, entered into any agreement with respect to its securities that is
inconsistent with the rights granted to Holders under this Annex E (including agreements that are inconsistent with the order of priority contemplated by
Section 2(f) of Annex E) or that may otherwise conflict with the provisions hereof, the Company shall use its reasonable best efforts to amend such agreements
to ensure they are consistent with the provisions of this Annex E.
14. Certain Offerings by Treasury. An “underwritten” offering or other disposition shall include any distribution of such securities on behalf of
Treasury by one or more broker-dealers, an “underwriting agreement” shall include any purchase agreement entered into by such broker-dealers, and any
“registration statement” or “prospectus” shall include any offering document approved by the Company and used in connection with such distribution.
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ANNEX F
FORM OF SENIOR SECURITY

[SEE ATTACHED]
Annex F (Form of Senior Securities)
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ANNEX G
FORM OF OFFICER’S CERTIFICATE

OFFICER’S CERTIFICATE
OF

[COMPANY]
In connection with that certain Securities Purchase Agreement, dated [
] , 2011 (the “Agreement”) by and between [COMPANY] (the
“Company ”) and the Secretary of the Treasury, the undersigned does hereby certify as follows:

1. I am a duly elected/appointed [

] of the Company.

2. Attached as Exhibit A hereto is a true, complete and correct copy of the articles of incorporation, articles of association, or similar organizational
document of the Company and any amendments thereto as presently on file with the [Secretary of State] of the State of [State].
3. Attached as Exhibit B hereto is a true, complete and correct copy of the by-laws of the Company as presently in effect.
4. Attached as Exhibit C hereto is a true, complete and correct copy of resolutions adopted [at a duly convened meeting at which a quorum was present
and acting /by unanimous written consent] of the Board of Directors of the Company (the “ Board”). Such resolutions are now in full force and effect and
have not been modified, amended or revoked and are the only resolutions of the Board relating to the Agreement.

5. The representations and warranties of the Company set forth in Article II of Annex C of the Agreement are true and correct in all respects as though as
of the date hereof (other than representations and warranties that by their terms speak as of another date, which representations and warranties shall be true
and correct in all respects as of such other date) and the Company has performed in all material respects all obligations required to be performed by it under
the Agreement.

The foregoing certifications are made and delivered as of [

] pursuant to Section 1.3 of Annex C of the Agreement.

Capitalized terms used and not otherwise defined herein shall have the meanings assigned to them in the Agreement.

[SIGNATURE PAGE FOLLOWS]
Annex G (Form of Officer’s Certificate)
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[Execution Copy]
IN WITNESS WHEREOF, this Officer’s Certificate has been duly executed and delivered as of the [

] day of [

], 2011.

[COMPANY]

By:
Name:
Title:
Annex G (Form of Officer’s Certificate)
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EXHIBIT A
Annex G (Form of Officer’s Certificate)
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EXHIBIT B
Annex G (Form of Officer’s Certificate)
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EXHIBIT C
Annex G (Form of Officer’s Certificate)
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ANNEX H
FORM OF SUPPLEMENTAL REPORTS
[SEE ATTACHED FORM OF INITIAL SUPPLEMENTAL REPORT]
Annex H (Form of Supplemental Reports)
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[SEE ATTACHED FORM OF QUARTERLY SUPPLEMENTAL REPORT]
Annex H (Form of Supplemental Reports)
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ANNEX I
FORM OF ANNUAL CERTIFICATION

ANNUAL CERTIFICATION
OF

LIVE OAK BANCSHARES, INC.
In connection with that certain Securities Purchase Agreement, dated September 13, 2011, 2011 (the “ Agreement”) by and between Live Oak
Bancshares, Inc. (the “ Company ”) and the Secretary of the Treasury (“ Treasury”), the undersigned does hereby certify as follows:

1. I am a duly appointed Executive Officer of the Company.

2. For each loan originated by the Company or any of its Affiliates that was funded in whole or in part using funds from the Purchase Price, the
Company has obtained from the business to which it made such loan a written certification that no principal of such business has been convicted of a sex
offense against a minor (as such terms are defined in section 111 of the Sex Offender Registration and Notification Act, 42 U.S.C. §16911). The Company
shall retain all such certifications in accordance with standard recordkeeping practices established by the Appropriate Federal Banking Agency.
3. The Company is in compliance with the requirements of Section 103.121 of title 31, Code of Federal Regulations.
The foregoing certifications are made and delivered as of [

] pursuant to Section 3.1(d)(iii) of Annex C of the Agreement.

Capitalized terms used and not otherwise defined herein shall have the meanings assigned to them in the Agreement.

[SIGNATURE PAGE FOLLOWS]
Annex I (Form of Annual Certification)
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IN WITNESS WHEREOF, this Certificate has been duly executed and delivered as of the [

] day of [

], 20[

].

[COMPANY]

By:
Name:
Title:
Annex I (Form of Annual Certification)
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ANNEX J
FORM OF OPINION

Secretary of the Treasury
1500 Pennsylvania Avenue, NW
Washington, D.C. 20220
Attention: Small Business Lending Fund, Office of Domestic Finance
Re:

[Institution Name]
[SBLF Identification No.]

Ladies and/or Gentlemen:

We have acted as counsel for [insert Institution Name] (the “Company”) in connection with the sale and issuance of [insert number] unsecured
subordinated debentures (the “Senior Securities”) to the Secretary of the Treasury (the “Treasury”) pursuant to and in accordance with the terms of that certain
Small Business Lending Fund - Securities Purchase Agreement, dated [
, 2011] (the “Agreement”). This letter is rendered to you pursuant to
Section 1.3(e) of the Agreement and Annex J attached thereto. Unless otherwise defined herein, capitalized terms used herein shall have the meaning set forth in
the Agreement.

(a) The Company has been duly formed and is validly existing as a corporation and is in good standing under the laws of the jurisdiction of its
organization. The Company has all necessary power and authority to own, operate and lease its properties and to carry on its business as it is being
conducted.

[

(b) The Company has been duly qualified as a foreign entity for the transaction of business and is in good standing under the laws of
], [
] and [
].

(c) The Senior Securities have been duly and validly authorized, and, when executed and delivered pursuant to the Agreement, the Senior
Securities will be duly and validly issued, will not be issued in violation of any preemptive rights, and will rank senior to the Common Stock and all other
series or classes of capital stock whether or not designated, issued or outstanding, with respect to the payment of dividends and other distributions (except to
the extent such dividends and distributions are permitted by Section 5.13 of the Securities Purchase Agreement) and the distribution of assets in the event of
any dissolution, liquidation or winding up of the Company.
(d) The Company has the corporate power and authority to execute and deliver the Agreement and to carry out its obligations thereunder (which
includes the issuance of the Senior Securities).
Annex J (Form of Opinion)
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(Subchapter S Corporation)
[Execution Copy]
(e) The execution, delivery and performance by the Company of the Agreement and the consummation of the transactions contemplated thereby
have been duly authorized by all necessary corporate action on the part of the Company and its stockholders, and no further approval or authorization is
required on the part of the Company, including, without limitation, by any rule or requirement of any national stock exchange.

(f) The Agreement is a valid and binding obligation of the Company enforceable against the Company in accordance with its terms, except as the
same may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar laws affecting the enforcement of creditors’ rights generally
and general equitable principles, regardless of whether such enforceability is considered in a proceeding at law or in equity.
(g) The execution and delivery by the Company of this Agreement and the performance by the Company of its obligations thereunder (i) do not
require any approval by any Governmental Entity to be obtained on the part of the Company, except those that have been obtained, (ii) do not violate or conflict
with any provision of the Charter, (iii) do not violate, conflict with, or result in a breach of any provision of, or constitute a default (or an event which, with
notice or lapse of time or both, would constitute a default) under, or result in the termination of, or accelerate the performance required by, or result in a right of
termination or acceleration of, or result in the creation of, any lien, security interest, charge or encumbrance upon any of the properties or assets of the
Company or any Company Subsidiary under any of the terms, conditions or provisions of its organizational documents or under any agreement, contract,
indenture, lease, mortgage, power of attorney, evidence of indebtedness, letter of credit, license, instrument, obligation, purchase or sales order, or other
commitment, whether oral or written, to which it is a party or by which it or any of its properties is bound or (iv) do not conflict with, breach or result in a
violation of, or default under any judgment, decree or order known to us that is applicable to the Company and, pursuant to any applicable laws, is issued by
any Governmental Entity having jurisdiction over the Company.

(h) Such filings and approvals as are required to be made or obtained under any state “blue sky” laws and such consents and approvals that
have been made or obtained, no notice to, filing with, exemption or review by, or authorization, consent or approval of, any Governmental Entity is required to
be made or obtained by the Company in connection with the consummation by the Company of the Purchase.
Annex J (Form of Opinion)
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ANNEX K
FORM OF REPAYMENT DOCUMENT

U NITED STATES DEPARTMENT OF THE TREASURY
1500 Pennsylvania Avenue, NW
Washington, D.C. 20220
, 2011
Ladies and Gentlemen:
Reference is made to that certain Letter Agreement incorporating the Securities Purchase Agreement—Standard Terms (the “ Securities Purchase
Agreement”), dated as of the date set forth on Schedule A hereto, between the United States Department of the Treasury (the “ Investor”) and the company set
forth on Schedule A hereto (the “Company ”). Capitalized terms used but not defined herein shall have the meanings assigned to them in the Securities

Purchase Agreement. Pursuant to the Securities Purchase Agreement, at the Closing, the Company issued to the Investor the amount of senior subordinated
debentures set forth on Schedule A hereto (the “ Senior Subordinated Securities ”) and a warrant to purchase an additional amount of senior subordinated
debentures set forth on Schedule A hereto (such securities, the “ Warrant Securities”), which was exercised by the Investor at Closing.
In connection with the consummation of the repurchase (the “ Repurchase”) by the Company from the Investor, on the date hereof, of the amount of the
Senior Subordinated Securities listed on Schedule A hereto (the “ Repurchased Senior Subordinated Securities ”) and the amount of the Warrant Securities
listed on Schedule A hereto (the “Repurchased Warrant Securities”), as permitted by the Emergency Economic Stabilization Act of 2008, as amended by the
American Recovery and Reinvestment Act of 2009:
(a) The Company hereby acknowledges receipt from the Investor of the certificated debentures set forth on Schedule A hereto representing the
Senior Subordinated Securities; and

(b) The Investor hereby acknowledges receipt from the Company of a wire transfer for the account of the Investor in immediately available funds
of the aggregate purchase price set forth on Schedule A hereto, representing payment in full for the Repurchased Senior Subordinated Securities, together
with any accrued and unpaid dividends to, but excluding, the date hereof; and
(c) The Company hereby acknowledges receipt from the Investor of the certificated debentures set forth on Schedule A hereto representing the
Warrant Securities; and

(d) The Investor hereby acknowledges receipt from the Company of a wire transfer for the account of the Investor in immediately available funds
of the aggregate purchase price set forth on Schedule A hereto, representing payment in full for the Repurchased Warrant Securities, together with any
accrued and unpaid interest to, but excluding, the date hereof; and
Annex K (Form of Repurchase Document)
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This letter agreement will be governed by and construed in accordance with the federal law of the United States if and to the extent such law is
applicable, and otherwise in accordance with the laws of the State of New York applicable to contracts made and to be performed entirely within such State.

This letter agreement may be executed in any number of separate counterparts, each such counterpart being deemed to be an original instrument, and all
such counterparts will together constitute the same agreement. Executed signature pages to this letter agreement may be delivered by facsimile and such
facsimiles will be deemed sufficient as if actual signature pages had been delivered.

[Remainder of this page intentionally left blank]
Annex K (Form of Repurchase Document)
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In witness whereof, the parties have duly executed this letter agreement as of the date first written above.

UNITED STATES DEPARTMENT OF THE TREASURY

By:
Name: Timothy G. Massad
Title: Acting Assistant Secretary for
Financial Stability

By:
Name:
Title:
Annex K (Form of Repurchase Document)
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SCHEDULE A
General Information:
Date of Letter Agreement incorporating the Securities Purchase Agreement:

Name of the Company:
Corporate or other organizational form of the Company:

Jurisdiction of organization of the Company:
Amount of securities issued to the Investor at the Closing (Senior
Subordinated Securities):

Amount of securities underlying the Warrant issued to the Investor at the
Closing (Warrant Securities):

Terms of the Repurchase of the Senior Subordinated Securities:

Amount of Senior Subordinated Securities purchased by the Company:

Accrued and unpaid dividends on Senior Subordinated Securities:
Aggregate purchase price for Repurchased Senior Subordinated Securities:

Terms of the Repurchase of the Warrant Securities:

Amount of Warrant Securities purchased by the Company:
Accrued and unpaid interest on Warrant Securities:
Aggregate purchase price for Repurchased Warrant Securities:

Aggregate purchase price for Repurchased Senior Subordinated Securities
and Repurchased Warrant Securities:

Investor wire information for payment of purchase price:

Annex K (Form of Repurchase Document)

ABA Number:
Bank:
Account Name:
Account Number:
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Exhibit 10.4

TAX SHARING AGREEMENT
THIS TAX SHARING AGREEMENT (hereinafter “Agreement”) is entered into by and between LIVE OAK BANKING COMPANY (hereinafter
referred to as the “Bank”) and LIVE OAK BANCSHARES, INC., the parent holding company of the Bank (hereinafter referred to as the “Holding
Company”).

WHEREAS, the Bank is a state-chartered commercial bank and a wholly-owned subsidiary of the Holding Company; and
WHEREAS, the Bank and the Holding Company desire to enter into the Agreement in order to set forth the terms and conditions of the tax allocation
policy of the Holding Company.

NOW, THEREFORE, for and in consideration of the premises and mutual promises, covenants and conditions hereinafter set forth, and other good and
valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the parties hereto agree as follows:
1. To the extent that North Carolina or other state income tax payments are required, the Bank will be responsible for monthly expense provisions and
quarterly estimated payments of such income taxes. The Holding Company’s tax accountants will prepare the appropriate income tax returns for the
Bank on an annual basis. The Holding Company will be responsible for timely filing of the appropriate income tax returns, proper remittances, and
appropriate entries on the books of the Bank.
2. To the extent that federal income tax payments are required, the Bank will be responsible for monthly expense provisions and quarterly estimated
payments of such income taxes. The Holding Company will be responsible for computing federal income taxes on a consolidated basis and remitting
quarterly estimated federal income tax payments. The Holding Company’s tax accountants will prepare a consolidated federal income tax return on an
annual basis. The Holding Company’s tax accountants will prepare an allocation of the Bank’s federal income taxes based upon the federal income tax
liability of the Bank. Within 30 days after the filing date of the federal income tax return, which is March 15 of the year following the year for which the
tax return is prepared, the Bank will either remit its allocated tax payment to the Holding Company or the Holding Company will remit to the Bank any
tax benefit the Bank is due under the allocation. In the event that an amended federal income tax return is filed, the Bank will remit its allocated tax or
receive its allocated tax benefit within 30 days after the amended return is filed.

3. This Agreement shall be governed in all respects whether as to validity, construction, capacity, performance, or otherwise, by the laws of North
Carolina, except to the extent that federal law shall be deemed to apply.
4. If any term or provision of this Agreement shall, by final judicial determination, be held to be invalid, illegal, or unenforceable in any respect under
applicable law, then such provision shall be ineffective to the extent so held, but the validity, legality, and

enforceability of the remaining provisions contained herein shall not in any manner be affected or impaired thereby and this Agreement otherwise shall
remain in full force and effect.

5. No amendment to this Agreement shall be binding unless in writing and signed by both parties and approved by the Administrator.
6. This Agreement may be signed in counterparts or in duplicate originals, each of which shall be deemed to be an original, and all of which taken
together shall constitute a single agreement.
IN WITNESS WHEREOF, the parties have executed this Agreement as of the day and year first hereinabove written.

LIVE OAK BANKING COMPANY
BY: /s/ Neil Underwood
Neil Underwood
President

ATTEST:
/s/ Lynn M. Burney
Lynn Burney, Secretary
[CORPORATE SEAL]

LIVE OAK BANCSHARES, INC.
BY: /s/ Neil Underwood
Neil Underwood
President

ATTEST:
/s/ Lynn M. Burney
Lynn Burney, Secretary
[CORPORATE SEAL]
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Exhibit 21.1
Subsidiaries of Live Oak Bancshares, Inc.
Live Oak Banking Company, Wilmington, North Carolina
(a North Carolina chartered banking corporation)

nCino, Inc. *
(a Delaware corporation)

Government Loan Solutions, Inc.
(a North Carolina corporation)

504 Fund Advisors, LLC *
(an Illinois limited liability company)
Independence Aviation, LLC
(a North Carolina limited liability company)

* Unconsolidated subsidiary

Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors
Live Oak Bancshares, Inc.
We consent to the incorporation by reference in this Registration Statement on Form S-1 of Live Oak Bancshares, Inc. (the “Company”) of our report dated
March 5, 2014, with respect to the consolidated financial statements of Live Oak Bancshares, Inc., which report appears in the Company’s 2013 Annual
Report.
We also consent to the reference to our firm under the caption “Experts” in the Registration Statement.

/s/ Dixon Hughes Goodman LLP

Greenville, North Carolina
April 14, 2014

Exhibit 24.1
POWER OF A TTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each of Live Oak Bancshares, Inc. and the several undersigned Officers and Directors thereof
whose signatures appear below, hereby makes, constitutes and appoints James S. Mahan III and S. Brett Caines, and each of them acting individually, its,
his and her true and lawful attorneys with power to act without any other and with full power of substitution, to execute, deliver and file in its, his and her
name and on its, his and her behalf, and in each of the undersigned Officer’s and Director’s capacity or capacities as shown below, (a) a Registration
Statement of Live Oak Bancshares, Inc. on Form S-1 (or other appropriate form) with respect to the registration under the Securities Act of 1933, as amended,
of shares of common stock of Live Oak Bancshares, Inc. to be issued in an initial public offering, and any and all documents in support thereof or
supplemental thereto and any and all amendments, including any and all post-effective amendments, to the foregoing (hereinafter called the “Registration
Statement”), and (b) such registration statements, petitions, applications, consents to service of process or other instruments, any and all documents in
support thereof or supplemental thereto, and any and all amendments or supplements to the foregoing, as may be necessary or advisable to qualify or register
the securities covered by said Registration Statement under such securities laws, regulations or requirements as may be applicable; and each of Live Oak
Bancshares, Inc. and said Officers and Directors hereby grants to said attorneys, and to each of them, full power and authority to do and perform each and
every act and thing whatsoever as said attorneys or attorney may deem necessary or advisable to carry out fully the intent of this power of attorney to the same
extent and with the same effect as Live Oak Bancshares, Inc. might or could do, and as each of said Officers and Directors might or could do personally in
his or her capacity or capacities as aforesaid, and each of Live Oak Bancshares, Inc. and said Officers and Directors hereby ratifies and confirms all acts and
things which said attorneys or attorney might do or cause to be done by virtue of this power of attorney and its, his or her signature as the same may be signed
by said attorneys or attorney, or any of them, to any or all of the following (and/or any and all amendments and supplements to any or all thereof): such
Registration Statement under the Securities Act of 1933, as amended, and all such registration statements, petitions, applications, consents to service of
process and other instruments, and any and all documents in support thereof or supplemental thereto, under such securities laws, regulations and
requirements as may be applicable.
IN WITNESS WHEREOF, Live Oak Bancshares, Inc. has caused this power of attorney to be signed on its behalf, and each of the undersigned
Officers and Directors in the capacity or capacities noted has hereunto set his hand as of the date indicated below.

LIVE OAK BANCSHARES, INC.
(Registrant)

By: /s/ James S. Mahan III
James S. Mahan III, Chairman and Chief Executive
Officer

Dated: February 17, 2014
SIGNATURE

CAPACITY

/s/ James S. Mahan III
James S. Mahan III

Chairman and Chief Executive Officer
(principal executive officer)

SIGNATURE

CAPACITY

/s/ S. Brett Caines
S. Brett Caines

Chief Financial Officer
(principal financial officer and principal accounting officer)

/s/ William H. Cameron
William H. Cameron

Director

/s/ Glen F. Hoffsis
Glen F. Hoffsis

Director

/s/ Howard K. Landis II
Howard K. Landis II

Director

/s/ David G. Lucht
David G. Lucht

Chief Risk Officer and Director

/s/ Miltom E. Petty
Miltom E. Petty

Director

/s/ Jerald L. Pullins
Jerald L. Pullins

Director

/s/ Neil L. Underwood
Neil L. Underwood

President and Director

/s/ William L. Williams III
William L. Williams III

Vice Chairman

