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Part I. Financial Information

Item 1. Financial Statements

Report of Independent Registered Public Accountindrirm

Audit Committee, Board of Directors and Sharehdder
Blue Valley Ban Corp.
Overland Park, Kansas 66225

We have reviewed the accompanying condensed cdasadi balance sheet of Blue Valley Ban Corp.
as of September 30, 2008, and the related condenssolidated statements of income for the three-
month and nine-month periods ended September 3@ 20d 2007 and the condensed consolidated
statements of stockholders' equity and cash flawgHe nine-month periods ended September 30,
2008 and 2007. These interim financial statemertss the responsibility of the Company's
management.

We conducted our reviews in accordance with thedstads of the Public Company Accounting
Oversight Board (United States). A review of iitefinancial information consists principally of
applying analytical procedures to financial datal amaking inquiries of persons responsible for
financial and accounting matters. It is substégtiless in scope than an audit conducted in
accordance with the standards of the Public Compammpunting Oversight Board (United States),
the objective of which is the expression of an apirregarding the financial statements taken as a
whole. Accordingly, we do not express such aniopin

Based on our reviews, we are not aware of any mht@odifications that should be made to the
condensed consolidated financial statements refdeabove for them to be in conformity with
accounting principles generally accepted in thed¢htates of America.

We have previously audited, in accordance withdtaandards of the Public Company Accounting
Oversight Board (United States), the consolidateldrre sheet as of December 31, 2007 and the
related consolidated statements of income, stodins! equity and cash flows for the year then
ended (not presented herein), and in our repoddditarch 25, 2008 we expressed an unqualified
opinion on those consolidated financial statemeritsour opinion, the information set forth in the
accompanying condensed consolidated balance sheftlzecember 31, 2007 is fairly stated, in all
material respects, in relation to the consolidét@dnce sheet from which it has been derived.

/s/BKD, LLP

Kansas City, Missouri
October 17, 2008



Blue Valley Ban Corp.
Condensed Consolidated Balance Sheets

September 30, 2008 and December 31, 2007
(In thousands, except share data)

September 30, 2008 December 31, 2007

(Unaudited)
ASSETS
Cash and due from banks $ 25,576 $ 17,827
Interest-bearing deposits in other financial inins 10,434 312
Cash and cash equivalents 36,010 18,139

Available-for-sale securities 66,060 76,653
Mortgage loans held for sale 6,141 10,978
Loans, net of allowance for loan losses of $11,756

and $8,982 in 2008 and 2007, respectively 631,090 587,664
Premises and equipment, net 18,070 18,778
Foreclosed assets held for sale, net 4,387 2,523
Interest receivable 3,481 4,621
Deferred income taxes 3,075 2,083
Income taxes receivable 3,823 -
Prepaid expenses and other assets 2,540 1,571
Federal Home Loan Bank stock, Federal Reserve Bk,

and other securities 7,863 7,261
Goodwill 4,821 4,821
Core deposit intangible asset, at amortized cost 900 1,121

Total assets $ 788,261 $ 736,213

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm 4



Blue Valley Ban Corp.
Condensed Consolidated Balance Sheets

September 30, 2008 and December 31, 2007
(In thousands, except share data)

September 30, 2008 December 31, 2007

(Unaudited)
LIABILITIES
Deposits
Demand $ 84,348 $ 87,927
Savings, NOW and money market 197,337 197,986
Time 279,048 250,457
Total deposits 560,733 536,370
Other interest-bearing liabilities 41,708 29,036
Short-term debt 15,000 25,000
Long-term debt 113,553 80,906
Interest payable and other liabilities 3,566 5,967
Total liabilities 734,560 677,279
STOCKHOLDERS' EQUITY
Capital stock
Common stock, par value $1 per share;
authorized 15,000,000 shares; issued and outstandin
2008 — 2,470,242 shares; 2007 — 2,439,655 shares 2,470 2,440
Additional paid-in capital 10,977 10,312
Retained earnings 40,036 45,592
Accumulated other comprehensive income, net ofriretax
of $146 in 2008 and $394 in 2007 218 590
Total stockholders’ equity 53,701 58,934
Total liabilities and stockholders’ equity $ 78812 $ 736,213

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm 5



Blue Valley Ban Corp.
Condensed Consolidated Statements of Income

Three and Nine Months Ended September 30, 2008 a2®07
(In thousands, except per share data)

Three Months Ended

Nine Months Ended

September 30, September30,
2008 2007 2008 2007
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
Interest Income
Interest and fees on loans $ 10,139 $ 11,716 $ 1333 $ 35,715
Federal funds sold and other short-term
investments 180 256 301 499
Available-for-sale securities 802 1,171 2,596 3,290
Total interest income 11,121 13,143 34,228 39,504
Interest Expense
Interest-bearing demand deposits 396 193 933 447
Savings and money market deposit accounts 586 , 7581 2,097 4,870
Other time deposits 2,937 3,377 8,965 9,951
Federal funds purchased and other interest-
bearing liabilities 110 296 333 923
Short-term debt 202 1 409 72
Long-term debt, net 1,221 1,109 3,652 3,022
Total interest expense 5,452 6,734 16,389 19,285
Net Interest Income 5,669 6,409 17,839 20,219
Provision for Loan Losses 12,090 590 15,400 990
Net Interest Income After Provision for Loan
Losses (6,421) 5,819 2,439 19,229
Noninterest Income
Loans held for sale fee income 405 701 1,740 2,613
Service fees 921 762 2,452 2,154
Realized gains on available-for-sale securities - - 702 -
Gain on settlement of litigation 1,000 - 1,000 -
Other income 250 298 1,006 797
Total noninterest income 2,576 1,761 6,900 5,564
Noninterest Expense
Salaries and employee benefits 3,158 3,196 8019, 10,661
Net occupancy expense 790 839 2,400 2,373
Other operating expense 2,034 1,813 5,918 5,709
Total noninterest expense 5,982 5,848 18,119 18,743
Income Before Income Taxes (9,827) 1,732 (8,780) 6,050
Provision for Income Taxes (3,617) 646 (3,224) 2,240
Net Income $ (6,210) $ 1,086 $ (5,556) $ 3,810
Basic Earnings Per Share ($2.55) $0.45 ($2.28) $1.58
Diluted Earnings Per Share ($2.52) $0.44 ($2.26) $1.56

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm 6



Blue Valley Ban Corp.
Condensed Consolidated Statements of Stockholdefsquity

Nine Months Ended September 30, 2008 and 2007

(In thousands, except share data)
Accumulated

Additional Other
Comprehensive Common Paid-In Retained  Comprehensive
Income (Loss) Stock Capital Earnings Income (Loss) Total

BALANCE, DECEMBER 31, 2006 $ 2,40¢ $ 9,561 $ 41982 $ 132) % 53,820
Issuance of 11,575 shares of restricted

stock, net of forfeiture 11 238 - - 249
Issuance of 13,825 shares of common

stock through stock options

exercised 14 293 - - 307
Issuance of 4,558 shares common stock

for the employee stock purchase

plan 5 132 - - 137
Net income $ 3,810 - - 3,810 - 3,810
Change in derivative financial

instrument, net of income taxes

(credit) of $(26) (38) - - - (38) (38)
Change in unrealized depreciation on

available-for-sale securities, net of

income taxes of $336 503 - - - 503 503

$ 4,275

BALANCE, SEPTEMBER 30, 2007 $ 2439 $ 10,224 $ 45,792 $ 333 % 58,788
BALANCE, DECEMBER 31, 2007 $ 2,44C $ 10,312 % 45592 $ 590 $ 58,934
Issuance of 13,900 shares of restricted

stock, net of forfeiture 14 271 - - 285
Issuance of 13,100 shares of common

stock through stock options

exercised 13 282 - - 295
Issuance of 3,587 shares common stock

for the employee stock purchase

plan 3 112 - - 115
Net income $ (5,556) - - (5,556) - (5,556)
Change in derivative financial

instrument, net of income taxes

(credit) of $(7) (11) - - - (11) (12)
Change in unrealized appreciation on

available-for-sale securities, net of

income taxes (credit) of $(241) (361) - - - (361) (361)

$ (5,928)
BALANCE, SEPTEMBER 30, 2008 $ 2470 % 10977 $ 40,036 $ 218 % 53,701
See Accompanying Notes to Condensed Consolidateddtal Statements
7

and Report of Independent Registered Public Actogiftirm



Blue Valley Ban Corp.
Condensed Consolidated Statements of Cash Flows

Nine Months Ended September 30, 2008 and 2007

(In thousands)

September 30, 2008 September 30, 2007
(Unaudited) (Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ (5,556) $ 3,810
Adjustments to reconcile net income to net casiv flo
From operating activities:

Depreciation and amortization 1,156 1,174
Accretion of discounts on securities (29) (30)
Provision for loan losses 15,400 990
Provision for other real estate - 5
Deferred income taxes (744) 271
Stock dividends on FHLB securities (163) (198)
Gain on sale of available-for-sale securities 2§70 -
Net loss on sale of foreclosed assets 10 97
Restricted stock earned and forfeited 285 249
Compensation expense related to the employee ptackase plan 11 15
Originations of loans held for sale (115,665) (146,073)
Proceeds from the sale of loans held for sale , 5020 163,187
Proceeds from settlement of litigation 200 -
Gain on settlement of ligitation (1,000) -
Changes in
Interest receivable 1,140 (1,265)
Prepaid expenses and other assets (4,020) (260)
Interest payable and other liabilities (1,534) (1,376
Net cash provided by operating activities 9,301 20,596
CASH FLOWS FROM INVESTING ACTIVITIES
Net originations of loans (63,715) (4,739)
Purchase of premises and equipment (217) (606)
Proceeds from the sale of foreclosed assets, rexpaises 3,015 1,074
Purchases of available-for-sale securities (30,000) (32,971)
Proceeds from maturities of available-for-sale stes 17,010 30,050
Proceeds from sale of available-for-sale securities 23,702 -
Purchases of Federal Home Loan Bank stock, FeResdrve Bank stock, and
other securities (439) (314)
Proceeds from the redemption of Federal Home LaarkBtock, Federal
Reserve Bank stock, and other securities - 686
Sale of Western National Bank charter and othestass - 392
Purchase of Unison Bancorp, Inc. and subsidiatypheash received - (6,255)
Proceeds from other investing activities — 123
Net cash used in investing activities (50,644 (12,560

CASH FLOWS FROM FINANCING ACTIVITIES
Net increase (decrease) in demand deposits, moagketnNOW

and savings accounts (4,228) 15,273
Net increase (decrease)in time deposits 28,591 (33,814)
Net increase in other interest-bearing liabilities 12,672 7,107
Net repayment from short-term debt (10,000) -
Repayments of long-term debt (7,353) (1,482)
Proceeds from long-term debt 40,000 15,000
Dividends paid on common stock (878) (723)
Net proceeds from the sale of additional stock 041 444
Net cash provided by financing activities 59,214 1,805
Increase in cash and cash equivalents 17,871 9,841
Cash and cash equivalents, beginning of period 1318 27,230
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 36,010 $ 37,071
SUPPLEMENTAL CASH FLOWS INFORMATION
Assets acquired and liabilities assumed (see Note 8 $ - $ 33,668

See Accompanying Notes to Condensed Consolidateddtal Statements
and Report of Independent Registered Public Actogiftirm 8



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement

Nine Months Ended September 30, 2008 and 2007
(Unaudited)

Note 1: Basis of Presentation

In the opinion of management, the accompanying ditedi condensed consolidated financial
statements contain all adjustments necessary tsemprefairly the Company's condensed
consolidated financial position as of September2B08, and the condensed consolidated results of
its operations, changes in stockholders' equitycasth flows for the periods ended September 30,
2008 and 2007, and are of a normal recurring natliree condensed consolidated balance sheet of
the Company, as of December 31, 2007, has beeveddiriom the audited consolidated balance
sheet of the Company as of that date.

Certain information and note disclosures normatigiuded in the Company's annual financial

statements prepared in accordance with accountimgiples generally accepted in the United

States of America have been omitted. These coedetsnsolidated financial statements should
be read in conjunction with the consolidated finahstatements and notes thereto included in the
Company's December 31, 2007 Form 10-K filed witlh 8ecurities and Exchange Commission.
The results of operations for the period are noessarily indicative of the results to be expected
for the full year.

The report oBKD, LLP commenting upon their review accompanies the awsetk consolidated
financial statements included in Item 1 of Part I.

Note 2: New Accounting Pronouncements

In June 2006, the FASB issued Interpretation No A¢8ounting for Uncertainty in Income Taxes
— an interpretation of SFAS No. 1@BIN 48). FIN 48 prescribes a recognition thredhahd
measurement attribute for the financial statemenbgnition and measurement of a tax position
taken or expected to be taken in a tax return. ifberpretation also provides guidance on
derecognition, classification, interest and peasjtiaccounting in interim periods, disclosure and
transition. FIN 48 is effective for fiscal yearsgirning after December 15, 2006. The Company
adopted FIN 48 as of January 1, 2007, and the muoptad no significant impact on the
Company’s consolidated financial statements. Tlengany and subsidiaries file income tax
returns in the U.S. Federal jurisdiction and thatesjurisdictions of Kansas and Missouri. With
few exceptions, the Company is no longer subjett.® Federal or state income tax examinations
by tax authorities for years before 2005.

In September 2006, the FASB issued FASB Statementlhl7,Fair Value Measurementsvhich
provides guidance for using fair value to measgsets and liabilities. The statement defines fair
value, establishes a framework for measuring faluer in generally accepted accounting principles,
and expands disclosures about fair value measutemé&iASB Statement No. 157 applies under
other accounting pronouncements that require omipeiair value measurements and does not
require any new fair value measurements. Thiestant is effective for financial statements
issued for fiscal years beginning after November2D®7. The Company adopted FASB Statement
No. 157 as of January 1, 2008, and the adoptionnmadignificant impact on the Company’s
consolidated financial statements.



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement

Nine Months Ended September 30, 2008 and 2007
(Unaudited)

Note 2: New Accounting Pronouncements (Continued)

In February 2007, the FASB issued FASB Statementll6, The Fair Value Option for Financial
Assets and Financial Liabilities-Including an Amereht to FASB Statement No. 115his
standard permits an entity to choose to measurg ffir@ancial instruments and certain other items
at fair value. Most of the provisions in Statem&B® are elective; however, the amendment to
FASB Statement No. 11%Accounting for Certain Investments in Debt and Bquecurities
applies to all entities with available-for-sale atrdding securities. Some requirements apply
differently to entities that do not report net inbe The FASB's stated objective in issuing this
standard is as follows: "to improve financial rapay by providing entities with the opportunity to
mitigate volatility in reported earnings causedniyasuring related assets and liabilities diffeyentl
without having to apply complex hedge accountingymions."

The fair value option established by Statementfddi@nits all entities to choose to measure eligible
items at fair value at specified election dateshusiness entity will report unrealized gains and
losses on items for which the fair value option basn elected in earnings (or another performance
indicator if the business entity does not reporhiegs) at each subsequent reporting date. The fair
value option: (a) may be applied instrument by rimsent, with a few exceptions, such as
investments otherwise accounted for by the equéthiod; (b) is irrevocable (unless a new election
date occurs); and (c) is applied only to entirdrimeents and not to portions of instruments.
Statement 159 is effective as of the beginning rofeatity’s first fiscal year that begins after
November 15, 2007. The Company did not elect tipa#ASB Statement 159 for any financial
instruments.

In December 2007, the FASB issued Statement No.(feddised 2007)Business Combinations
which replaced Statement No. 141. Statement NbR1#tains the fundamental requirements of
Statement No. 141, but revises certain principlegluding the definition of a business
combination, the recognition and measurement oétasacquired and liabilities assumed in a
business combination, the accounting for goodvahd financial statement disclosure. This
statement is effective for annual periods beginrafigr December 15, 2008. The Company is
evaluating the impact, if any, the adoption of FASBatement No. 141R will have on the
Company’s consolidated financial statements.

Note 3: Earnings Per Share

Basic earnings per share is computed based ondighted average number of shares outstanding
during each year. Diluted earnings per share ispted using the weighted average common
shares and all potential dilutive common sharestantling during the period.

The computation of per share earnings for the thtesth and nine-months ended September 30,
2008 and 2007 is as follows:

10



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Nine Months Ended September 30, 2008 and 2007

(Unaudited)
Note 3: Earnings Per Share (Continuepl
For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2008 2007 2008 2007
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
(amounts in thousands, except (amounts in thousands, except
share and per share data) share and per share data)
Net income $ (6,210) $ 1,086 $ (5,556) $ 3,810
Average common shares outstanding 2,439,685 412403 2,434,515 2,408,285
Average common share stock options
outstanding 21,897 30,930 23,626 29,976
Average diluted common shares 2,461,582 2,443,533 2,458,141 2,438,261
Basic earnings per share ($2.55) $0.45 ($2.28) $1.58
Diluted earnings per share ($2.52) $0.44 ($2.26) $1.56
Note 4: Short-Term Debt

Short-term debt at September 30, 2008 and DecerBlher2007 consisted of the following
components:

September 30, December 31,
2008 2007
(Unaudited)
(In thousands)
Federal Home Loan Bank advance (A) $ - $ 25,000
Federal Reserve Bank of Kansas City line of crégjit - -
JP Morgan Chase operating line of credit (C) 08,0 -
Total short-term debt $ 15,000 $ 25,000
(A) Payable on demand; collateralized by variowsetssincluding mortgage-backed loans. The variable
interest rate was 4.67% on December 31, 2007 &id@on September 30, 2008.
(B) Payable on demand; collateralized by variouse®s including commercial and commercial real

estate loans. The line of credit bears a varialterest rate of the Federal Funds rate plus 2 bas
points and at September 30, 2008 approximatelyo®®dlion was available.

© The $15 million line of credit matures May 3A009; collateralized by stock in the Company’s
subsidiary bank. The line of credit bears a vaeiahterest rate of the LIBOR plus a rate between
1.63% and 2.50% depending on the Company’s corselidnon-performing asset ratio. As of
September 30, 2008, the interest rate was 5.30B& lifie of credit is subject to certain covenants.
As of September 30, 2008, the Company was outwpdiance with one of the covenants; however,
the lender has waived compliance for the third tpudyased on the Company agreeing to a proposed
term sheet and accelerated maturity date of Jar8iarg009.

11



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Nine Months Ended September 30, 2008 and 2007

(Unaudited)
Note 5: Long-Term Debt
Long-term debt at September 30, 2008 and Decemhber2@07, consisted of the following
components:
September 30, December 31,
2008 2007
(Unaudited)
(In thousands)
Note payable — Blue Valley Ban Corp (A) $ 2331 $ 2,781
Note payable — Blue Valley Building Corp. (B) 86 6,037
Federal Home Loan Bank advances (C) 86,000 5062,
Subordinated Debentures — BVBC Capital Trust Il (D) 7,732 7,732
Subordinated Debentures — BVBC Capital Trust 1)l (E 11,856 11,856
Total long-term debt $ 113553 % 80,906
(A) Due in December 2012, payable in quarterly instaiita of principal plus interest at the Fed

(B)

(©)

(D)

(E)

Funds Rate plus 1.63%; collaatized by common stock of the Company’s subsidimgk. The
interest rate on this note has been fixed at 5.465%he use of a swap agreement (see Note 6).
The term note is subject to certain covenantsofieptember 30, 2008, the Company was out of
compliance with one of the covenants; howeveowever, the lender has waived compliance

the third quarter based on the Company agreeing fmoposed term sheet and accelel
maturity date of January 31, 2009.

Two notes due in 2017; payable in ntdy installments totaling $70,084 including intste
5.19%; collateralized by land, buildings, and assignt of future rents. This debt is guaran
by the Company.

Due in 2008, 2011, 2012, 2013, 2015, 2016 and 26d4iateralized by various assetgluding
mortgage-backed loans. The interest rates ondhanaes range from 2.62% to 5%3 Federe
Home Loan Bank advance availability is determinadarterly and at September 30, 2008
approximately $10.6 million was available.

Due in 2033; intergésonly at LIBOR + 3.25% due quarterly; fully andaamditionally guarantee
by the Company on a subordinated basis to the e#tahthe funds are held by the Trust.
Company may prepay the subordinated debentureariagiin 2008, in whole or in parat thei
face value plus accrued interest.

Due in 2035; interest only at LIBOR + 1.60% duertgrdy; fully and unconditionally guarante
by the Company on a subordinated basis to the extett the funds are held by the Tri
Subordinated to the ust preferred securities (D) due in 2033. The Campaay prepay th
subordinated debentures beginning in 2010, in wbolm part, at their face value plus accr
interest.

12



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement

Nine Months Ended September 30, 2008 and 2007
(Unaudited)

Note 5: Long-Term Debt (Continued)

Aggregate annual maturities of long-term debt gt&aber 30, 2008 are as follows:

(In thousands)

October 1 to December 31, 2008 $ 3,788
2009 1,169
2010 1,199
2011 8,731
2012 16,046
Thereafter 82,620

$ 113553

Note 6: Derivative Financial Instruments

As a strategy to reduce the exposure to the rigthahges in future cash flows due to interest rate
fluctuations, the Company entered into an interatset swap agreement for a portion of its floating
rate debt (see Note 5(A)). The agreement providethe Company to receive interest from the
counterparty (JPMorgan Chase) at an amount whitdetsf the note’s variable rate and to pay
interest to the counterparty at a fixed rate 06%%n the notional amount over the term of the.note
Under the agreement, the Company pays or recehgeset interest amount quarterly, with the
guarterly settlements included in interest expense.

Management has designated the interest rate swapragnt as a cash flow hedging instrument.
The hedge was fully effective through September28m8. An $18,000 unrealized loss, net of
$7,000 tax benefit, has been recognized as a caenpaf other comprehensive loss for the nine
months ended September 30, 2008.

Note 7: Disclosures About Fair Value of Assets and Liabilies

Effective January 1, 2008, the Company adoptec@it of Financial Accounting Standards No.
157, Fair Value Measurement$&AS 157). FAS 157 defines fair value, establishdseamework
for measuring fair value and expands disclosurestafair value measurements. FAS 157 has
been applied prospectively as of the beginnindnefyear.

FAS 157 defines fair value as the price that wdaddeceived to sell an asset or paid to transfer a
liability in an orderly transaction between marketticipants at the measurement date. FAS 157
also establishes a fair value hierarchy which meguan entity to maximize the use of observable
inputs and minimize the use of unobservable inpeien measuring fair value. The standard

describes three levels of inputs that may be usedsiasure fair value:

13



Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement

Nine Months Ended September 30, 2008 and 2007
(Unaudited)

Note 7: Disclosures About Fair Value of Assets andabilities (Continued)
Level 1 Quoted prices in active markets for identical esseliabilities

Level 2 Observable inputs other than Level 1 prices, suchumted prices for similar assets or
liabilities; quoted prices in active markets that aot active; or other inputs that are
observable market data for substantially the &t of the assets or liabilities.

Level 3 Unobservable inputs that are supported by littlenor market activity and that are
significant to the fair value of the assets orilitibs.

Following is a description of the valuation methlodges used for instruments measured at fair
value on a recurring basis and recognized in thegamy’'s condensed consolidated balance sheet,
as well as the general classification of such imsénts pursuant to the valuation hierarchy.

Available-for-Sale Securities

Where quoted market prices are available in avectiarket, securities are classified within Level
1 of the valuation hierarchy. Level 1 securitiesludes exchange traded equities. If quoted
market prices are not available, then fair values estimated by using pricing models, quoted
prices of securities with similar characteristicglzscounted cash flows. Level 2 securities inelud
U.S. Government sponsored agencies and certaincipahisecurities. In certain cases where
Level 1 or Level 2 inputs are not available, sé¢@siare classified within Level 3 of the hierarchy
and include other less liquid securities.

Interest Rate Swap Agreement

The fair value is estimated by a third party usinguts that are observable or that can be
corroborated by observable market data, and therefare classified within Level 2 of the
valuation hierarchy.

The following table presents the fair value measiengts of assets and liabilities recognized in the
Company’s condensed consolidated balance sheethantbvel within the FAS 157 fair value
hierarchy in which the fair value measurementsgatbeptember 30, 2008:

Fair Value Measurements Using
Quoted Prices  Significant

in Active Other
Markets for Observable
Identical Assts Inputs
Fair Value (Level 1) (Level 2)
(In thousizin
Available-for-Sale Securities $ 66,060 $ 483 55567
Interest Rate Swap Agreement (7 - @)

$ 66,053 $ 483 $ 65,570
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Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement
Nine Months Ended September 30, 2008 and 2007
(Unaudited)

Note 7: Disclosures About Fair Value of Assets drlLiabilities (Continued)

Following is a description of the valuation methlodges used for instruments measured at fair
value on a non-recurring basis and recognized enatttcompanying balance sheet, as well as the
general classification of such instruments purst@itte valuation hierarchy.

Impaired Loans

Loan impairment is reported when scheduled paymenter contractual terms are deemed
uncollectible. Impaired loans are carried at thespnt value of estimated future cash flows using
the loan’s existing rate, or the fair value of ttwlateral if the loan is collateral dependent. A
portion of the allowance for loan losses is alledato impaired loans if the value of such loans is
deemed to be less than the unpaid balance. I thiéscations cause the allowance for loan losses
to require increase, such increase is reported@apanent of the provision for loan losses. Loan
losses are charged against the allowance when Mareg believes the uncollectability of a loan
is confirmed. This valuation would be considerexél 3, consisting of appraisals of underlying
collateral and discounted cash flow analysis.

The following table summarizes the changes to ingglioans, net of reserves, during 2008 due to
certain impaired collateral dependent loans beartjaly charged off and reevaluated.

For the Nine Months
Ended September 30,
2008
(Unaudited)

(In thousands)

Balance as of January 1, 2008 $ 11,425
Transfers in and/or out due to changes in signifidaputs 20,615
Balance as of September 30, 2008 $ 32,040

Note Receivable

Note receivable from an individual included in RapExpenses and Other Assets and discussed
further in Note 9 was measured at fair value utiizthe net present value of future cash flows,
which would be considered a Level 3 valuation. €k#mated fair value at September 30, 2008
was $800,000.
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Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement

Nine Months Ended September 30, 2008 and 2007
(Unaudited)

Note 8: Business Acquisition

On February 16, 2007, the Company acquired 100%ebutstanding common stock of Unison
Bancorp, Inc. (“Unison”) and its subsidiary, West&lational Bank of Lenexa, Kansas (“Western”)
for $10,180,000 in cash and merged Unison intddbmpany. On March 29, 2007, the Company
sold Western to Northland National Bank, Kansasy,CMissouri, and simultaneously the
Company’s subsidiary, Bank of Blue Valley, purclth$ee assets and assumed the liabilities of
Western, with the exception of the bank charter aothe miscellaneous assets and received
$392,000 cash as a net result. As a result oatleisition, the Company has had the opportunity
to continue its expansion in Johnson County. Hugquisition represented the Company’s first
presence in Lenexa. The results of Western frobmugey 16, 2007 through March 29, 2007 have
been included in the consolidated financial stateme

The following table summarizes the estimated failugs of the assets acquired and liabilities
assumed at the date of acquisition.

(In thousands)

Cash and cash equivalents $ 4,134
Available-for-sale securities 1,594
Loans 29,200
Premises and equipment 1,508
Core deposits intangible 1,000
Western National Bank charter — intangible 325
Goodwill 4,531
Other assets 1,660
Total assets 43,952
Deposits 31,241
Other interest-bearing liabilities 903
Long-term debt 650
Other liabilities 874
Total liabilities assumed 33,668
Net assets acquired $ 10,284

The Company acquired identifiable intangibles whiodnsisted of the core deposit base of
$1,000,000, which has a useful life of approximatsven years and is being amortized using the
straight-line method and the bank charter, whick subsequently sold on March 29, 2007. Since
the transaction was structured as a stock acaunditie tax bases of the assets and liabilitiesezhrr
over from the acquiree. As a result, the $1.0iomllcore deposit intangible and $4.5 million of
goodwill are not considered deductible for incomme purposes.
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Blue Valley Ban Corp.
Notes to Condensed Consolidated Financial Statement

Nine Months Ended September 30, 2008 and 2007
(Unaudited)

Note 9: Gain on Settlement of Litigation

The Company’s subsidiary, Bank of Blue Valley (“B&n entered into a settlement agreement
with an individual, based on a successful summadginent obtained in the Circuit Court of
Jackson County, Missouri, for fraudulent misrepnésigon by the individual. The settlement was
for $1.0 million, of which $200,000 was receivedcash, with the remaining $800,000 payable by
August 30, 2010 with the option to extend the péyatate through August 30, 2012. The
$800,000 is considered fair value and was recognaea gain contingency in accordance with
SFAS No. 5, Accounting for Contingencies,as most recently interpreted by EITF 01-10,
Accounting for the Impact of the Terrorists AttackSeptember 11, 2001The consensus in EITF
01-10 requires the recognition of a recovery wtealization of the recovery is deemed probable.
As the contingent portion of the settlement is ateltalized by real property legally owned by the
individual, management has deemed the ultimatevezg®f the settlement as probable. Therefore,
an $800,000 miscellaneous receivable was alsodedor The receivable is interest-bearing, with
an interest rate, commensurate with the risk agszti The Company estimates the time frame for
receipt of the $800,000 is between two and foursiea
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Iltem 2. Management's Discussion and Analysis of i&ncial Condition
and Results Of Operations

This report contains forward-looking statements hinitthe meaning of Section 21E of the
Securities Exchange Act of 1934, as amended. Tdmap@ny intends such forward-looking
statements to be covered by the safe harbor pongdior forward-looking statements contained in
the Private Securities Litigation Reform Act of 398nd is including this statement for purposes of
those safe harbor provisions. Forward-looking etaents, which are based on certain
assumptions and describe future plans, strategiesexpectations of the Company, can generally
be identified by use of the words "believe," "expéould,” “potential,” "intend," “plans,”
"anticipate," "estimate," "project," or similar exgssions. The Company is unable to predict the
actual results of its future plans or strategieshagertainty. Factors which could have a material
adverse effect on the operations and future prdspefcthe Company include, but are not limited
to, fluctuations in market rates of interest andricand deposit pricing; a deterioration of general
economic conditions or the demand for housing @@ompany's market areas; a deterioration in
the demand for mortgage financing; legislative egulatory changes; adverse developments in the
Company's loan or investment portfolio; any indiilio obtain funding on favorable terms; the
loss of key personnel; significant increases in petition; potential unfavorable results of
litigation to which the Company may become a paaty the possible dilutive effect of potential
acquisitions or expansions. These risks and uac#ies should be considered in evaluating
forward-looking statements and undue reliance sthowlt be placed on such statements.

non

General
Critical Accounting Policies

Our critical accounting policies are largely pralsed by accounting principles generally accepted
in the United States of America. After a reviewoof policies, we determined that accounting for
the allowance for loan losses is deemed a critiwalounting policy because of the valuation
techniques used, and the sensitivity of these filahistatement amounts to the methods, as well as
the assumptions and estimates, underlying thatyolccounting for this critical area requires the
most subjective and complex judgments that couldsilgect to revision as new information
becomes available. There have not been any mat#@ages in our critical accounting policy
since December 31, 2007. Further description ofcatical accounting policy can be found in our
Annual Report on Form 10-K for the year ended Ddimm31, 2007.

Results of Operations

Three months ended September 30, 2008 and. 28@7 loss for the quarter ended September 30,
2008, was $6.2 million, compared to net income hfL$nillion for the quarter ended September
30, 2007, representing a decrease of $7.3 milllwr71.82%. The loss per share on a diluted
basis was $2.52 for the three-months ended SepteB@h@008, which represented a decrease of
672.73% from diluted earnings per share of $0.4thexnsame period of 2007. The Company's
annualized returns on average assets and avekagdaliders' equity for the three-month period
ended September 30, 2008 were negative 3.09% agativee 41.12%, compared to 0.60% and
7.46%, respectively, for the same period in 20@¢rekases of 615.00% and 651.21%, respectively.

The primary factor contributing to our net losghe current year third quarter from the prior year
was a $12.1 million provision for loan losses. Therease in the provision was a result of
management’s decision to charge down approxim&eIly million in non performing loans due to

one deteriorating commercial credit and a declinthe credit quality of the Bank’s real estate and

18
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and Results Of Operations

construction loan portfolio. Management also redpgd the impact of the continued industry
wide decline in the real estate market and the rgé¢eeonomy. Included in the provision for loan
loss was a $1.1 million reserve for potential ulemted deposit overdrafts with one commercial
relationship. Net interest income decreased $D40,0r 11.55%, due to the decrease in market
interest rates during 2008 and an increase in rdiogming loans. The increase in non performing
loans resulted in a reversal of $266,000 in intare®me on loans placed on nonaccrual during the
third quarter. A decrease in loans held for sale income from our mortgage operation of
$296,000, or 42.23%, has also contributed to lovetrincome. The net loss for the third quarter
was partially offset by $1.0 million in noninterestome realized as a result of a legal settlement.
See Note 9 of the condensed consolidated finastEgments.

Nine months ended September 30, 2008 and.20@T loss for the nine months ended September
30, 2008, was $5.6 million, compared to net incayh&3.8 million for the nine months ended
September 30, 2007, representing a decrease oh$ligh, or 245.83%. The loss per share on a
diluted basis was $2.26 during the nine-months @r@ptember 30, 2008, a decrease of 244.87%
compared to diluted earnings per share of $1.5énsame period of 2007. The Company's
annualized return on average assets and averagkhghkders' equity for the nine-month period
ended September 30, 2008 were negative 0.96% agativee 12.40%, compared to 0.70% and
9.09%, respectively, for the same period in 20@¢rekases of 237.14% and 236.41%, respectively

The principal contributing factor to our decreaseniet income from the nine months ended
September 30, 2007 to the current year was theaserin the provision for loan losses by $14.4
million. The increase in the provision was a resiil management’s decision to charge down
approximately $12.7 million in non performing loans2008 due to one deteriorating commercial
credit and a decline in the credit quality of thenR's real estate and construction loan portfolio.
Management also recognized the impact of the coatirindustry wide decline in the real estate
market and the general economy. Included in tbeigion for loan loss was a $1.1 million reserve
for potential uncollected deposit overdrafts witteacommercial relationship. Net interest income
decreased $2.4 million, or 11.77%, due to the dseréen market interest rates and an increase in
non performing loans during 2008. The increasean performing loans resulted in a reversal of
$883,000 in interest income on loans placed oncwnal during 2008.

The decrease in net income was partially offsetabyincrease in noninterest income of $1.3
million, or 24.01%, due to gains realized from Hade of available-for-sale securities of $702,000
during 2008 to provide funding for loan growth atw restructure the investment portfolio to
provide additional protection in the rate sensiteevironment. In addition, the increase in
noninterest income was a result of $1.0 milliorizea as a result of a legal judgment. See Note 9
of the condensed consolidated financial statemerifbe increase in noninterest income was
partially offset by a decrease in loans held fde $ae income from our mortgage operation of
$873,000, or 33.41%, as a result of a decline irtgage originations and financing resulting from
the industry wide decline in the real estate markidbninterest expense decreased $624,000, or
3.33%, due to a decrease in salaries and emplayedits expense related to the 2007 reduction of
our mortgage division staffing. In addition, thecdease in salaries and employee benefits was a
result of the Company not accruing for potentiatuwal officer bonuses as of September 30, 2008.
At this time, the Company has not met the requirgmef the bonus plan to require a payment at
the end of the year; thus there has been no expeoseled in 2008 compared with $403,000 that
had been recorded for the nine months ended Septe3b2007.
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Net Interest Income

Three months ended September 30, 2008 and 200K tax equivalent (FTE) net interest income
for the three-month period ended September 30, 2@@8%$5.7 million, a decrease of $742,000, or
11.57%, from $6.4 million for the three-month perended September 30, 2007.

FTE interest income for the current year third ¢tgrawas $11.1 million, a decrease of $2.0 million,
or 15.39%, from $13.1 million in the prior yearrthquarter. This decrease was primarily a result
of an overall decrease in rates earned on averageng assets. The overall yield on average
earning assets decreased by 175 basis points 4865diring the three-month period ending
September 30, 2008 compared to 7.69% during the gemod in 2007. This basis point decrease
in yield resulted from the decreases in marketrasterates as the Federal Reserve has lowered the
Federal Fund Rate 325 basis points since Septep@ld. The decrease was also a result of the
reversal of $266,000 in interest on loans placedch@maccrual during the third quarter of 2008.
The decline in the yield had the Company not reagrhe interest on these non accrual loans
would have been 161 basis points. The lower yied offset by an increase in the average loan
balance, which increased $79.4 million, or 14.19%his increase was attributed to internal loan
growth.

Interest expense for the current year third quavies $5.5 million, a decrease of $1.2 million, or
19.03%, from $6.7 million in the prior year thirdarter. This decrease was primarily a result of a
decrease in the rate paid on our savings and movaglet deposits, and time deposits resulting
from the impact of decreases in market interessratThe rate paid on total average interest-
bearing liabilities decreased 126 basis points .86% during the three month period ending
September 30, 2008 compared to 4.61% during thes ga@eriod in 2007. In addition, average
interest-bearing liabilities increased $68.5 millimr 11.83%, to $647.6 million during the third
quarter of 2008 compared to $579.1 million durihg prior year period. The increase in average
interest-bearing liabilities was primarily the risof higher short- and long-term borrowing of
$54.8 million, or 49.40%. The Company increaseddvances with the Federal Home Loan Bank
in order to provide additional funding source fairr doan growth and advanced funds on its
operating line of credit to provide additional dapfor the Bank.

Nine months ended September 30, 2008 and.2@0E net interest income for the nine-month
period ended September 30, 2008 was $17.8 milliatecrease of $2.4 million, or 11.78%, from
$20.2 million for the nine-month period ended Seyter 30, 2007.

FTE interest income for the nine months ended Sdmte 30, 2008 was $34.2 million, a decrease
of $5.3 million, or 13.36%, from $39.5 million fahe nine months ended September 30, 2007.
This decrease was primarily a result of an ovelatirease in yields on average earning assets. The
overall yield on average earning assets decreagetb® basis points to 6.35% for the period
ending September 30, 2008 compared to 7.85% fqpribe year period. This basis point decrease
in yield resulted from the decrease in market ggerates as the Federal Reserve has lowered the
Federal Fund Rate 325 basis points since Septe2@§ar. The decrease was also a result of the
reversal of $883,000 in interest on loans placechamaccrual during 2008. The decline in the
yield had the Company not reversed the intereshese non accrual loans would have been 133
basis points. The decrease was partly offset ip@ease in average earning assets. The average
balance of loans increased approximately $66.3amjllor 11.86%, from prior year attributed to
internal loan growth.
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Interest expense for the nine-month period endeateB®er 30, 2008 was $16.4 million, a
decrease of $2.9 million, or 15.02%, from $19.3lioml in the same period of the prior year. This
decrease was primarily a result of a decreaseeiméte paid on average interest-bearing liabilities
resulting from the impact of lower market interestes on savings and money market deposits,
time deposits, and short-term borrowings. The paid on total average interest-bearing liabilities
decreased 99 basis points to 3.52% during the mmeth period ending September 30, 2008
compared to 4.51% during the same period in 208Merage interest-bearing liabilities increased
$50.3 million, or 8.79%, to $622.5 million durinbet nine-month period ending September 30,
2008 compared to $572.2 million during the priomalygeriod. The Company increased its
advances with Federal Home Loan Bank to providetiaddl funding source for our loan growth
and advanced funds on its operating line of citedirovide additional capital for the Bank.

Average Balance SheetsThe following table sets forth, for the periodsd as of the dates
indicated, information regarding our average batanuf assets and liabilities as well as the dollar
amounts of FTE interest income from interest-eayriissets and interest expense on interest-
bearing liabilities and the resultant yields ortsosRatio, yield and rate information are based on
average daily balances where available; otherwaserage monthly balances have been used.
Nonaccrual loans are included in the calculatioraeérage balances for loans for the periods
indicated. For explanation of changes betweerogserreported within the table see Net Interest
Income and the Financial Condition sections untdan I2. Management’s Discussion and Analysis
of Financial Condition and Results of Operations.
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Average Balances, Yields and Rates
Nine Months Ended September 30,

2008 2007
Aver- Aver-
age age
Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate

(In thousands)

Assets
Federal funds sold.........cc.ccocueeeeiiiiieeccenennn $ 18,321 $ 301 219% $ 12,888 $ 499 5.17 %
Investment securities — taxable .................... 70,006 2,59( 4.94 90,045 3,279 87
Investment securities — non-taxable (1) 189 9 6.36 346 17 &1
Mortgage loans held for sale.................ccomm. 6,293 252 5.35 10,457 498 87
Loans, net of unearned discount and fees ......... 625,091 31,07¢ 6.64 558,793 35,217 &
Total earning assets.........ccccccvveeeevieeeeeeennne 719,900 34,231 6.35 672,529 39,510 e 43)
Cash and due from banks — non-interest bearing 20,24 17,658
Allowance for possible loan losses.........cco..  (9,454) (6,693)
Premises and equipment, net...............ccceeeue. 18,462 19,103
Other @asSetS.......ccovvviiiiiiiiiiiiee e eeeeec e 24,430 20,822
Total ASSEtS.....iiveieieeeeiee e e $ 773,581 $ 723,419
Liabilities and Stockholders’ Equity
Deposits-interest bearing:
Interest-bearing demand accounts................ $ 48,717 $ 93¢ 256 % $ 29,794 $ 447 2.01 %
Savings and money market deposits ................. 146,900 2,097 1.91 161,711 4,870 4.02
Time depoSitS......cceeviiireeriiiieeeeeeeee e 269,253 8,96¢ 4.45 276,004 9,951 a2
Total interest-bearing deposits............ce.. 464,870 11,99¢ 3.45 467,509 15,268 37
Short-term borrowings..........ceveeeeeiiiivsenmneee. 45,185 742 2.19 31,382 995 24
Long-termdebt .......ccccoiiiiiiiiii 112,399 3,652 4.34 73,259 3,022 51
Total interest-bearing liabilities ................ 622,454 16,389 3.52 572,150 19,285 a1
Non-interest bearing deposits..............cecceeee. 87,401 90,474
Other liabilities ........cooooeeiiiiiic e 3,878 4,770
Stockholders’ equity ......ceeeeeiiiiiiiieeie i 59,848 56,025
Total liabilities and stockholders’ equity $ 7981 $ 723,419
Net interest income/spread .................ceeeeeee. $ 17,82 2.83 % $ 20,225 35 %
Net interest margin..........ccccceeeeeiiiiiceeeaceeene 3.31 % 402 %

(1) Presented on a fully tax-equivalent basis agsgiatax rate of 34%. For the quarters endingeeaper 30, 2008 and 2007,
the tax equivalency adjustment amounted to $3,00058,000 respectively.
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Analysis of Changes in Net Interest Income Duehan@es in Interest Rates and Volumdshe
following table presents the dollar amount of chem@ interest income and interest expense for
major components of interest-earning assets aretesttbearing liabilities. It distinguishes
between the increase or decrease related to changatances and changes in interest rates. For
each category of interest-earning assets and sttbearing liabilities, information is provided on
changes attributable to:

e changes in rate, reflecting changes in rate midtpby the prior period
volume; and

» changes in volume, reflecting changes in volumetiplidd by the current
period rate.

For explanation of changes see Net Interest Incametion under Item 2. Management's
Discussion and Analysis of Financial Condition &webults of Operations.

Changes in Interest Income and
Expense Volume and Rate Variances

Nine Months Ended September 30,
2008 Compared to 2007

Change Change
Due to Due to Total
Rate Volume Change
(In thousands)
Federal funds sold and other short-term investments............cccccoeeu..... $ (287) $ 89 ¢ (198)
Investment securities — taxable ..o 49 738) (689)
Investment securities — non-taxable (1).....cccooeeeiieiioiiiiiieeeee e Q) ©) (8)
Mortgage loans held for Sale .............. e oo s eecieeee e 08 (166) (246)
Loans, net of unearned diSCOUNt ............cceeeeeiiieeeeiiiieec e @) 3,307 (4,138)
Total iINtereSt INCOME.......uuviii et (7,764) 2,485 (5,279)
Interest-bearing demand acCouNts...........ccoecceriiiiiieeeiiiiiiiee e 123 363 486
Savings and money market depOoSItS ..........ueeeeieriieeeiiiiiiiiieiiee e (2,561) 12 (2,773)
TIME AEPOSIES ..ceiiiieeii et e e e e e (762) (224) (986)
Short-term borrowings (480) 227 (253)
Long-term debt ... (643) 1,273 630
Total INtEreSt EXPENSE.....c.icicememee ettt eeeee et e e sbraree e (4,323) 1,427 (2,896)
Net iNtEreSt INCOME .......vvieeiiiiei e $ (3441) $ 1,058 $ (2,383)

(1) Presented on a fully tax-equivalent bas@ieing a tax rate of 34%.
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Provision for Loan Losses

The provision for loan losses for the third quartér2008 was $12.1 million, compared to
$590,000 for the same period of 2007. For the-meaths ended September 30, 2008 and 2007,
the provision was $15.4 million and $990,000, resipely. The increase in provision for loan
losses recorded during the three-month and ningimgeriods ended September 30, 2008
compared to the same period in the prior year waesalt of one deteriorating commercial credit
and a continued decline in the Bank's credit guatif the real estate and construction loan
portfolio. Management also recognized the impdidhe industry wide decline in the real estate
market and the general economy. Management asstesdoan portfolio, specifically the non
performing loans, on a credit by credit basis aathed the judgment that it would be appropriate
to charge down $9.7 million in non performing loangccount for these impaired loans. Based on
this analysis, management made a provision for losses of $12.1 million in the third quarter of
2008. Of the $9.7 million in loans written dowr8% related to the real estate and construction
market and the remaining amount was a result of degeriorating commercial credit.
Management believes they have identified the diant non performing loans and will continue
to aggressively pursue collection of these loahdanagement believes they have aggressively
addressed the decline in its credit quality witts gorovision. Included in the provision for loan
losses was a $1.1 million reserve for potentialollacted deposit overdrafts with one commercial
relationship. The Company’s credit administrationction performs monthly analyses on the loan
portfolio to assess and report on risk levels,dglencies, internal ranking system and overall
credit exposure. Management and the Bank’'s Bo&idirectors review the allowance for loan
losses monthly, considering such factors as curesnt projected economic conditions, loan
growth, the composition of the loan portfolio, lda@nds and classifications, and other factors. The
Company makes provisions for loan losses in amothms management deems necessary to
maintain the allowance for loan losses at an apjateplevel.

Non-interest Income

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(In thousands)
Loans held for sale fee income.............cececemevvneee.. $ 405 $ 701 $ 1,740 $ 2,613
NSF charges and service fees.........cccccceevveicurnnnnnn. 482 364 1,221 1,073
Other service Charges. ........cooooiviieieeeeeeee e 439 398 1,231 1,081
Realized gains on available-for-sale securities...... - - 702 -
ContiNgeNCY QaiN........ccoiiiiiiiiiiiie s e ereeee e e e e e e 1,000 - 1,000 -
Other iNCOME ...covveiiie e e 250 298 1,006 797
Total non-interest iNCOME ..........vvveeeeeeeeeeenn. $ 2576 $ 1,761 $ 6,900 $ 5,564

Non-interest income increased $815,000, or 46.28%2.6 million during the three-month period
ended September 30, 2008, from $1.8 million dutirgthree-month period ended September 30,
2007. Non-interest income for the nine-months querended September 30, 2008 was $6.9
million, an increase of $1.3 million, or 24.01%ort $5.6 million for the nine-months ended
September 30, 2007. The increase was primarijpatable to the $1.0 million realized as a result
of a legal settlement. See Note 9 of the condensedolidated financial statements. In addition,
the increase was a result of gains realized orsahe of available-for-sale securities of $702,000
during the first and second quarter of 2008. Téwmusties were sold to provide additional funding
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for our loan growth and to restructure the investiortfolio to provide additional protection in
the rate sensitive environment. NSF charges anicsefees increased $118,000, or 32.42%, and
$148,000, or 13.79% for the three- and nine-morghods ended September 30, 2008. The
increase was primarily attributed to the increasdhie number of transaction accounts and an
increase in account service charges on commeimialuats due to a decrease in the earnings credit
rate they receive on their accounts. The earninggit rate has decreased along with the drop in
market rates. Other service charges increased®®31or 10.30%, and $150,000, or 13.88%, for
the three- and nine-month periods ended September2@8. The increase was primarily
attributed to income generated from signature bakadait card transactions associated with our
performance checking product and partly due to itleeeased activity within our investment
brokerage department. Other income decreased @180 16.11%, for the three-month period
ended September 30, 2008 and increased $209,0@®.22%, for the nine-month period ended
September 30, 2008. This increase in nonintenesime for the nine month period was a result of
proceeds received on previously leased assets @nd pealized on the sale of other real estate
owned during 2008. The increase in non-interaxirite was partially offset by a decrease in loans
held for sale fee income of $296,000, or 42.23%, $8i73,000, or 33.41%, for the three- and nine-
month periods ended September 30, 2008. We expedea decline in our mortgage loans held
for sale fee income due to a decline in residemtiiaitgage origination and refinancing resulting
from an industry wide decline in the housing markButure growth of other non-interest income
categories is dependent on new product developraedt growth in our customer base and
stabilization of the real estate housing market.

Non-interest Expense

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(In thousands)
Salaries and employee benefits.................. $ 3,158 $ 3,196 $ 9,801 $ 10,661
OCCUPANCY ..o 790 839 2,400 2,373
General and administrative............cc.cccuuv... 2,034 1,813 5,918 5,709
Total non-interest expense................ $ 5,982 $ 5,848 $ 18,119 $ 18,743

Non-interest expense increased $134,000, or 2.29%£.0 million during the three-month period

ended September 30, 2008, compared to $5.9 milising the prior year period. For the nine-

month period ended September 30, 2008, non-intesgstnse decreased $624,000, or 3.33% to
$18.1 million compared to $18.7 million in the prigear period. The change was attributed
primarily to a decrease in salaries and employeefite expenses by $38,000, or 1.19%, during the
three-month period ended September 30, 2008 an@d,#3® or 8.07%, during the nine-month

period ended September 30, 2008. The decreasdaires and employee benefits was a result of
the 2007 reduction of our mortgage division sta@ffinThe decrease was also a result of the
Company not accruing for potential annual officentises as of September 30, 2008. At this time,
the Company has not met the requirements of thadplan to require a payment at the end of the
year; thus there has been no expense recordedO® @mpared with $403,000 that had been
recorded for the nine months ended September 307.20rhe Company expects salaries and
employee benefits to decrease going forward duwee reduction in force that occurred in October
2008 which resulted in a reduction of salaries agpeon an annual basis of approximately $1.1
million. The decrease in noninterest expense peasally offset by an increase in general and
administrative expenses by $221,000, or 12.19%nduhe three-month period ended September
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30, 2008 and $209,000, or 3.66%, during the ninetmgperiod ended September 30, 2008. This
increase was attributed to the increase in expdnsaged on foreclosed assets held for sale, such
expenses included insurance, appraisals, and segradrmaintenance.

Financial Condition

Total assets for the Company at September 30, 200& $788.3 million, an increase of $52.0
million, or 7.07%, compared to $736.2 million atdeenber 31, 2007. Deposits were $560.7
million compared with $536.4 million at December, 2007, increase of $24.3 million, or 4.54%.
Stockholders' equity was $53.7 million at Septem®@r 2008 compared with $58.9 million at
December 31, 2007, decrease of $5.2 million

Investments Available-for-sale securities at September 30, 208&8ed $66.1 million, reflecting a
13.82% decrease from $76.7 million at Decembe2807. The decrease was a result of the sale
of $23.0 million in available-for-sale securitiegrohg 2008 to provide funding for additional loan
growth and to restructure the investment portfaboprovide additional protection in the rate
sensitive environment.

The following table presents the composition of awmrilable-for-sale investment portfolio by
major category as of September 30, 2008 and Deaeddh@007.

September 30, December 31,

2008 2007
n (Thousands)
U.S. government sponsored agency securitie$ 65,577 % 75,953
State and municipal obligations................... - 210
Equity and other ..o, 483 490
TOtal e $ 66,060 $ 76,653

The following table sets forth the maturities, garg value, and average yields for securities in ou
investment portfolio as of September 30, 2008. Idéieare presented on a tax equivalent basis.
Expected maturities will differ from contractual taties due to unscheduled repayments.

One Year or Less One to Five Years Five to Ten Years More Than Ten Total Investment
Years Securities
Carrying Average Carrying Average Carrying Average Carrying Average Carrying Average
Value Yield Value Yield Value Yield Value Yield Value Yield

(In thousands)

Available-For-Sale
U.S. government
sponsored agency .$ 9,040 4.91% $ 51,485 457%$ 5,052 572% $ - -% $ 65,577 471%
Equity and other
securities - - - - - - - - 483 4.16
with no defined
maturity ......ccceeeeeeeee.
Total available-for- $ 9,040 4.91% $ 51,485 457%$ 5,052 572% $ - -% $ 66,060 4.70%
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Loans Held for Sale Mortgage loans held for sale at September 30, 20@8ed $6.1 million, a
decrease of $4.8 million, or 44.06%, compared t&.@Imillion at December 31, 2007. The
decline was primarily a result of lower originatisalume as a result of the industry wide decline
in the real estate market. The Company’s prindipadling source for mortgage loans held for sale
is short-term and long-term advances from the Fédéome Loan Bank. Advance availability
with the Federal Home Loan Bank is determined quigrtand at September 30, 2008,
approximately $10.6 million was available. Shemrt advance availability with the Federal Home
Loan Bank fluctuates daily depending on levels dilable collateral, which includes mortgage
loans held for sale.

Loans. Loans at September 30, 2008 totaled $642.8 millreflecting an increase of $46.2
million, or 7.74%, compared to $596.6 million atde@enber 31, 2007. The increase in the loan
portfolio was primarily the result of new opportti@s with some larger credits, the efforts and
experience of our lending staff, and a focus oati@hship business. The loan to deposit ratio at
September 30, 2008 was 114.64% compared to 111apBécember 31, 2007.

The following table sets forth the composition afr doan portfolio by loan type as of the dates
indicated. The amounts in the following table stnewn net of discounts and other deductions.

As of September 30, 20( As of December 31, 20(
Amount Percent Amount Percent

(In Thousands)

COMMEICIE ....coeeieviriieeeee e e $ 160,57¢ 249t % $ 139,12( 23.3:%
Commercial real este..............ccooeeee. 163,09! 25.31 150,65! 25.2¢
[@10] 153 1 {1 o3 1o [N 186,73: 29.0¢ 188,22¢ 31.5¢
Lease financCin.........ccccvvvveeiiiiiinenenns 19,59 3.0t 19,72¢ 3.3C
Residential real €Sté......cccceeeeeeeeeeennnnn. 43,23¢ 6.72 37,51 6.2¢
(@01 41570 11 [ 15,68¢ 2.4 22,93¢ 3.84
Home equit .......ccocvvveeieeeecei e 53,92¢ 8.3¢ 38,47 6.4%

Total loans and leases.............cccvvvvvvnnns

642,846 100.00 % 596,646 100.00%

Less allowance for loan

JOSSES. ..o 11,756 8,982

Loans receivable, net.............ccoevveeeiean. $. 631,090 $ 587,664
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Management monitors concentrations of loans tdviddals or businesses involved in a single
industry. At September 30, 2008 and December 807 2substantially all of our loans were
collateralized with real estate, inventory, acceueteivable and/or other assets or were guaranteed
by the Small Business Administration. Loans toivitlals and businesses in the construction
industry totaled $186.7 million, or 29.05%, of idtzans, as of September 30, 2008. Of the $186.7
million, approximately $77.2 million were for newngle family housing construction which
represents a concentration exceeding 10% of togald. The builder and developer loan portfolio
has been a consistent component of our loan piartekr our history.
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Non-performing assets consist primarily of loanstgiue 90 days or more and nonaccrual loans
and foreclosed real estate. The following tabte ®th our non-performing assets as of the dates
indicated:

Non-Performing Assets

As of
September 30, September 30, December 31,
2008 2007 2007

(In thousands)
Commercial and all other loans:

Past due 90 days or more $ —  $ — $ 680

Nonaccrual 110 295 60
Commercial real estate loans:

Past due 90 days or more — 1,296 —

Nonaccrual 705 3,506 512
Construction loans:

Past due 90 days or more — 814 10,699

Nonaccrual 28,018 8,497 10,115
Lease financing:

Past due 90 days or more — — 11

Nonaccrual 41 1,251 1,084
Residential real estate loans:

Past due 90 days or more — — 1,194

Nonaccrual 1,982 144 189
Consumer loans:

Past due 90 days or more — 483 13

Nonaccrual 1 — —
Home equity loans:

Past due 90 days or more — — 637

Nonaccrual — — —

Debt securities and other assets (exclude other fea
estate owned and other repossessed assets):
Past due 90 days or more — — —

Nonaccrual — — —
Total non-performing loans 30,857 16,286 25,194
Foreclosed assets held for sale 4,387 756 2,523
Total non-performing assets $ 35,244 $ 17,042 $ 27,717
Total nonperforming loans to total loans 4.80% 2.90% 4.22%
Total nonperforming loans to total assets 3.91% 2.23% 3.42%
Allowance for loan losses to nonperforming loans .1880 45.20% 35.65%
Nonperforming assets to loans and foreclosed
assets held for sale 5.45% 3.03% 4.63%
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As of September 30, 2008, non-performing loans legud.80% of total loans, representing an
increase in non-performing loans from December28D;7. However, this represents a decrease in
non performing loans from the second quarter o8290 5.5%. The decrease in non performing
loans since June 30, 2008 was a result of manadentatision to charge down approximately
$9.7 in non performing loans during the third geart The overall credit exposure in the
Company’s portfolio increased since year end aersévarge real estate construction loan
relationships and one deteriorating commercial itregtre placed on nonaccrual status. At
September 30, 2008, 10 borrowing relationships makeapproximately 98.04% of the $28.0
million of non-performing construction loans. Timerease was a result of the continued industry
wide decline in the real estate and constructionketaand the general economy. If this trend
continues, it could result in an increase in norfquening assets and foreclosed assets held for sale
We closely monitor nhon-performing credit relatioipshand our philosophy has been to value non-
performing loans at their estimated collectibleueadnd to aggressively manage these situations.

There are approximately $670,000 in loans thahatédentified in the non performing table above
which have either become 90 days past due anddtateon accrual since September 30, 2008 or
the Company has received additional informationcivlindicates the Company may not receive
the contractual principal and interest on the laad thus the loan has been placed on non accrual
status.

The following table sets forth the amount of grogsrest income that would have been recorded
had the above loans been current and accruinggitieperiod and the amount of interest income
on the non performing loans included in net incdardhe period ended September 30, 2008.

Three Months Ended Nine Months Ended
September 30, 2008 September 30, 2008

(In thousands)

Gross Interest Income if the loans had
been current and accruing interest $ 555 $ 1,243
Cash Interest received during the period 152 00 7
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The following table sets forth information regamglichanges in our allowance for loan and
valuation losses for the periods indicated.

Summary of Loan Loss Experience and Related Informtion

As of and for the

Nine months Nine months
ended ended Year ended
September 30, September 30, December 31,
2008 2007 2007
(In thousands)

Balance at Beginning of Period $ 8,982 $ 6,106 $ 6,106
Loans Charged Off

Commercial loans 5,606 82 215

Commercial real estate loans 262 — —

Construction loans 5,933 25 244

Lease financing 372 16 139

Residential real estate loans 308 49 49

Consumer loans 71 16 16

Home equity loans 127 — —

Total loans charged-off 12,679 188 663

Recoveries

Commercial loans 41 64 294

Commercial real estate loans — 1 1

Construction loans — — —

Lease financing 9 9 9

Residential real estate loans 1 6 6

Consumer loans 2 13 14

Home equity loans — — —

Total recoveries 53 93 324

Net Loans Charged Off 12,626 95 339
Allowance for Loan Loss attributed to

acquisition — 360 360
Provision for Loan Losses 15,400 990 2,855
Balance at End of Period $ 11,756 $ 7,361 $ 8,982
Loans Outstanding

Average $ 625,091 $ 558,793 $ 563,224

End of period 642,846 561,522 596,646

Ratio of Allowance for Loan Losses to
Loans Outstanding

Average 1.88% 1.32% 1.59%

End of period 1.83% 1.31% 1.51%
Ratio of Net Charge-Offs to

Average loans 2.02% 0.02% 0.06%

End of period loans 1.96% 0.02% 0.06%

The allowance for loan losses as a percent of totals increased to 1.83% as of September 30,
2008, compared to 1.51% as of December 31, 2007.
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The following table shows our allocation of theoalthnce for loans losses by specific category at
the end of each of the periods shown. Managemgmpts to allocate specific portions of the
allowance for loan losses based on specificallytifiable loans. However, the allocation of the
allowance to each category is not necessarily atidie of future losses and does not restrict the
use of the allowance to absorb losses in any catego

As of September 30 As of December31,
2008 2007
(In Thousands)
Amount % of Total Amount % of Total
Allowance Allowance
Commercial...........ccoevee..t. $ 3,412 29.03 %% 1,790 19.93 %
Commercial real estate......... 2,154 18.32 1,597 17.78
Construction..............c..... 4,424 37.63 4,188 46.63
Lease financing.................. 399 3.39 664 7.39
Residential real estate.......... 891 7.58 377 4.20
Consumer.........ocoeeveeennnn. 87 0.74 119 1.32
Home equity..................... 389 3.31 247 2.75
Total $ 11,756 100.00 %$ 8,982 100.00 %

Deposits. Deposits grew by $24.3 million, or 4.54%, to $56fiflion as of September 30, 2008
compared with $536.4 million at December 31, 2007.

The following table sets forth the balances forhem@jor category of our deposit accounts and the
weighted average interest rate paid for intereatibg deposits for the period indicated.

As of September 30, 2008 As of December 31, 2007
(In Thousands)

Percent Weighted Percent  Weighted

of Average of Average
Balance  Deposits Rate Balance  Deposits Rate

Demand .........coooviiieeiiiee e $ 84,348 15.04% —% $ 87,927 16.39% — %
SAVINGS .. eveeeeeeeieeeeeteee e eee e 8,608 1.54 0.49 8,384 1.57 0.49
Interest-bearing demand... 63,167 11.27 2.56 35,983 6.71 2.14
Money Market ..........ccccevverivieres o 125,562 22.39 1.99 153,619 28.64 4.09
Time DepoSitS.......ccveveeriiiieeeeiee e 279,048 49.76 4.45 250,457 46.69 4.87

Total depositS.......ccovvveeeiiirereinm $. 560,733 100.00 % $ 536,370 100.00%
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The following table sets forth the amount of oumdi deposits that are $100,000 and greater by
time remaining until maturity as of September W&

As of September 30, 2008

Weighted
Amount Average
Rate Paid
(In thousands)
TIEE MONENS OF 1SS ..o e $ 36,789 3.61%
Over three months through SiX MONthS ... 45,638 4.47
Over six months through twelve months. ..., 28,551 3.80
OVEN tWEIVE MONTNS ...t e e e e e e et eer s aeeeeaaass 46,883 4.15
L0 7- 1N $ 157,861 4.05 %

Liguidity. Liquidity is measured by a financial institutioragility to raise funds through deposits,
borrowed funds, capital, or the sale of marketasgets, such as residential mortgage loans or a
portfolio of SBA loans. Other sources of liquidityncluding cash flow from the repayment of
loans, are also considered in determining whethgridity is satisfactory. Liquidity is also
achieved through growth of core deposits and licagdets, and accessibility to the money and
capital markets. The funds are used to meet depitbidrawals, maintain reserve requirements,
fund loans and operate the organization. Core siepadefined as demand deposits, interest-
bearing transaction accounts, savings depositstiama deposits less than $100,000 (excluding
brokered deposits), were 67.36% and 72.36% of ol teposits at September 30, 2008, and
December 31, 2007, respectively. Generally, thengamy’s funding strategy is to fund loan
growth with core deposits and utilize alternativrges of funds such as advances/borrowings
from the Federal Home Loan Bank of Topeka (“FHLB3n&s well as the brokered CD market to
provide for additional liquidity needs and take adtage of opportunities for lower costs.
FHLBank borrowings are also used to fund originadiof mortgage loans held for sale. Advance
availability with the FHLBank is determined dailyitivregards to mortgage loans held for sale and
quarterly with regards to overall availability amdl September 30, 2008 approximately $10.6
million was available. The Company’s FHLBank adsaravailability fluctuates depending on
levels of available collateral, which includes ngage loans held for sale. In addition, the
Company uses other forms of short-term borrowings ¢dash management and liquidity
management purposes on a limited basis. Thesesfafirborrowings include federal funds
purchased and revolving lines of credit. As of t8eyer 30, 2008, the Company’s subsidiary,
Bank of Blue Valley (“Bank”) established a line @kdit with the Federal Reserve Bank of Kansas
City. The availability on the line of credit fluetes depending on the level of available collatera
which includes commercial and commercial real esi@dns. Availability at September 30, 2008
was approximately $53.9 million. Subsequent to &aper 30, 2008, the Company raised
approximately $37.9 million in brokered depositshtetter position the Company in a volatile
market. The brokered funds received were shomt-tend are not intended to be used to fund
growth but rather to allow the Company to maingimigher than normal level of liquidity during a
volatile depositor market. In addition, The Baslkaimember of the Certificate of Deposit Account
Registry Service (“CDARS”) which effectively allondepositors to receive FDIC insurance on
amounts larger than $100,000. CDARS allows thekB@anbreak large deposits into smaller
amounts and place them in a network of other CDARBKs to ensure that full FDIC insurance
coverage is gained on the entire deposit. CDARS dr@abled us to maintain our customer
relationships as well as provide funding for tharany to maintain its liquidity position.
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The Company’s Asset-Liability Management Commitiidizes a variety of liquidity monitoring
tools, including an asset/liability modeling soft@ato analyze and manage the Company’s
liquidity. Management has established internabglimes and analytical tools to measure liquid

assets, alternative sources of liquidity, as wsllralevant ratios concerning asset levels and
purchased funds.
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The following table sets forth a summary of ourrsierm borrowings during and as of the end of
each period indicated.

Average Weighted Weighted
Amount amount Maximum average Average
outstanding outstanding Outstanding interest rate interest rate
at during the At any during the at period
period end period (1) Month end period end

(In thousands)
At or for the nine months ended September 30, 2008:
Federal Home Loan Bank borrowings......... $ - 3 2304 % 4,000 3.16% 2.61%
JP Morgan Chase operating line of credit... 15,000 10,500 15,000 471 5.30
Federal Funds purchased .............cccccocenee. - - - - -
Repurchase agreemeiatrsd other interest bearing

lHADIlItIES . e 41,70¢ 32,38: 41,70¢ 1.37 1.1C
Total.eoveieeeeeeeee e $ 56,708 $ 45,185 2.19 2.21
At or for the year ended December 31, 7:
Federal Home Loan Bank borrowings........ $ 25,000 $ 2701 % 25,000 5.10% 4.67%

JP Morgan Chase operating line of credit - - - - —
Federal Funds purchased ............cccccooeeenn. - - - - -

Repurchase agreements and other interest bearing
liabilities...........oo oo, 29,036 30,909 37,569 3.83 2.89

Total..ceeiiiiccc $ 54,036 $ 33,610 3.93 3.71

(2) Calculations are based on daily averages wheréabl@iand monthly averages otherwise.

Capital. At September 30, 2008, our total stockholders'tgquas $53.7 million and our equity to
asset ratio was 6.81%. At September 30, 2008,Tarr 1 capital ratio was 8.92% compared to
10.28% at December 31, 2007, while our total riakdal capital ratio was 10.33% compared to
11.53% at December 31, 2007. As of September 808,2we had capital in excess of the
requirements for a “adequately-capitalized” ingkitn. At September 30, 2008, the Bank'’s Tier 1
capital ratio was 10.39% compared to 9.64% at Dbeeer31, 2007, while our total risk-based
capital ratio was 11.64% compared to 10.89% at ibee 31, 2007. As of September 30, 2008,
the Bank had capital in excess of the requirenfents “well-capitalized” institution.
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As a continuing part of our financial strategy, ateempt to manage the impact of fluctuations in
market interest rates on our net interest incoffigs effort entails providing a reasonable balance
between interest rate risk, credit risk, liquiditigk and maintenance of yield. Our funds
management policy is established by our Bank BoafrdDirectors and monitored by our
Asset/Liability Management Committee. Our fundsnagement policy sets standards within
which we are expected to operate. These standaidsle guidelines for exposure to interest rate
fluctuations, liquidity, loan limits as a percergagf funding sources, exposure to correspondent
banks and brokers, and reliance on non-core depos®ur funds management policy also
establishes the reporting requirements to our BBo&rd of Directors. Our investment policy
complements our funds management policy by estabfiscriteria by which we may purchase
securities. These criteria include approved typéssecurities, brokerage sources, terms of
investment, quality standards, and diversification.

We use asset/liability modeling software to analjipe Company's current sensitivity to
instantaneous and permanent changes in interest rdthe system simulates the Company's asset
and liability base and projects future net interggtome results under several interest rate
assumptions. This allows management to view hoangés in interest rates will affect the spread
between the yield received on assets and the €dsfposits and borrowed funds.

The asset/liability modeling software is also use@nalyze the net economic value of equity at
risk under instantaneous shifts in interest ratéfie "net economic value of equity at risk" is

defined as the market value of assets less theetagtue of liabilities plus/minus the market

value of any off-balance sheet positions. By ditety looking at the present value of all future

cash flows on or off the balance sheet, the neh@oic value of equity modeling takes a longer-
term view of interest rate risk.

We strive to maintain a position such that curremanges in interest rates will not affect net
interest income or the economic value of equitynbgre than 5%, per 50 basis points. The
following table sets forth the estimated percentmnge in the Bank of Blue Valley's net interest
income over the next twelve month period and nehemic value of equity at risk at September
30, 2008 based on the indicated instantaneousemaapent changes in interest rates.

Net Interest Net Economic
Income Value of
Changes in Interest Rates (next 12 months) Equigt Risk
200 basis point rise 7.78 % (2.74)%
Base Rate Scenario - -
200 basis point decline (2.60) % (:10)%

The above table indicates that, at September 308,20 the event of a sudden and sustained
increase in prevailing market rates, our net irsieirecome would be expected to increase as our
assets would be expected to reprice quicker tharliahilities, while a decrease in rates would
indicate just the opposite. Generally, in the @asing rate scenarios, not only would adjustable
rate assets (loans) reprice to higher rates falstar our liabilities, but our liabilities — longrta
Federal Home Loan Bank of Topeka (“FHLBank”) adwsiand existing time deposits — would
not increase in rate as much as the market raiesther consideration with a rising interest rate
scenario is the impact on mortgage loan refinanaiigch would likely decline, leading to lower
loans held for sale fee income, though the impactifficult to quantify or project. In the
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decreasing rate scenarios, the adjustable ratésaésans) reprice to lower rates faster than our
liabilities, but our liabilities — long-term FHLBd&ances and existing time deposits — would not
decrease in rate as much as market rates. Irni@ddiked rate loans might experience an increase
in prepayments, further decreasing yields on egragsets and causing net income to decrease.

The above table also indicates that, at SeptembeP@8, in the event of a sudden increase or
decrease in prevailing market rates, the economiigevof our equity would decrease. Given our
current asset/liability position, a 200 basis paletline in interest rates will result in a lower
economic value of our equity as the change in egéthloss on liabilities exceeds the change in
estimated gain on assets in these interest rateasos. Currently, under a falling rate
environment, the Company's estimated market vdllmaos could increase as a result of fixed rate
loans, net of possible prepayments. The estimae#let value of investment securities could also
rise as our portfolio contains higher yielding s#ees. However, the estimated market value
increase in fixed rate loans and investment seesini$ offset by time deposits unable to reprice to
lower rates immediately and fixed-rate callable aabes from FHLBank. The likelihood of
advances being called in a decreasing rate envinhis diminished resulting in the advances
existing until final maturity, which has the effeuftlowering the economic value of equity. Given
our current asset/liability position, a 200 baginpincrease in interest rates will result in aéo
economic value of our equity due to the estimated lof liabilities and assets in this interest rate
scenario. Currently, under an increasing raterenment, the Company’s estimated market value
of loans could decrease due to fixed rate loansramstments with rates lower than market rates.
These assets have a likelihood to remain until ritgtin this rate environment. However, the
estimated market value decrease in fixed rate l@emsinvestment securities if offset by time
deposits unable to reprice to higher rates immeljiaand fixed-rate callable advances from
FHLBank. The likelihood of advances being calledirising rate environment increases resulting
in advances being repriced prior to maturity.
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Item 4. Controls and Procedures

In accordance with Iltem 307 of Regulation S-K prégated under the Securities Act of 1933, as
amended, the Chief Executive Officer and Chief Raial Officer of the Company (the “Certifying
Officers”) have conducted evaluations of the Comyfsadisclosure controls and procedures. As
defined under Sections 13a-15(e) and 15d-15(e)hef Securities Exchange Act of 1934, as
amended (the “Exchange Act”), the term “disclostmatrols and procedures” means controls and
other procedures of an issuer that are designedgore that information required to be disclosed
by the issuer in the reports that it files or sulsminder the Exchange Act is recorded, processed,
summarized and reported, within the time periodcsied in the Commission’s rules and forms.
Disclosure controls and procedures include, withimitation, controls and procedures designed to
ensure that information required to be discloseaibyssuer in the reports that it files or submits
under the Exchange Act is accumulated and commiguida the issuer's management, including
its principal executive officer or officers and meipal financial officer or officers, or persons
performing similar functions, as appropriate toowall timely decisions regarding required
disclosure. The Certifying Officers have reviewdte Company’s disclosure controls and
procedures and have concluded that those disclasuateols and procedures are effective as of the
date of this Quarterly Report on Form 10-Q. In ptamce with Section 302 of the Sarbanes-
Oxley Act of 2002, (18 U.S.C. 1350), each of thertiBeng Officers executed an Officer’s
Certification included in this Quarterly Report d&-Q.

As of the date of this Quarterly Report on FormQ@,Gthere have not been any significant changes
in the Company’s internal controls over financigporting or in other factors that could
significantly affect these controls subsequent e tate of their evaluation, including any
corrective actions with regard to significant deficies and material weaknesses.
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Part Il: Other Information

Iltem 1. Legal Proceedings
Not applicable

Item 1A. Risk Factors

In addition to the Risk Factors identified and diéwd in the Form 10K for fiscal year ended
December 31, 2008:

We are in default on a covenant to a secured lendad our future inability to obtain a waiver or
renew our financing arrangements could have a miaék adverse impact on our business.

For the past twelve months we have been in defswét covenant owed to our secured lender on a
$2.3 million term note and a $15.0 million linea&dit. Since the default first occurred, we have
routinely obtained waivers of non-compliance witie terms of the underlying agreements. On
October 15, 2008 we executed another waiver foctisgomary three-month period. As part of the
waiver, the maturity date for the term note ane lf credit has been set at January 31, 2009. Our
inability to obtain a waiver in the future, ourltae to renew the line of credit, or our inability
obtain alternative financing could have a mateadaterse impact on our business.

The goodwill noted on our balance sheet may becompgaired.

As required by accounting standards, the goodedlected on our balance sheet is tested annually
for impairment or more frequently if events or cpes in circumstances indicated that the asset
might be impaired. Goodwill could be subject topairment upon the occurrence of certain
triggering events such as current period lossesbowd with a history of losses or significant
impairment of earning assets. In the event ofyaitant downturn in our business, it is possible
that we may need to recognize a partial or comphepairment of our goodwill.

Blue Valley and the Bank are subject to extensiva/grnmental regulation.

Blue Valley and the Bank are subject to extensiveeghmental regulation. Blue Valley, as a bank
holding company, is regulated primarily by the Fati®eserve Bank. The Bank is a commercial
bank chartered by the State of Kansas and regulptétie Federal Reserve, the Federal Deposit
Insurance Corporation, and the Office of the SBamking Commissioner of Kansas (OSBC).
These federal and state bank regulators have tiigy,abhould the situation require, to place
significant regulatory and operational restrictiamson us and the Bank. Any such restrictions
imposed by federal and state bank regulators caffiggtt the profitability of Blue Valley and the
Bank. Blue Valley and the Bank recently enterdd Bn agreement with the Federal Reserve and
the OSBC imposing certain limitations and requirata®n the Bank and Blue Valley.
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Iltem 1A. Risk Factors (Continued)

Confidential customer information transmitted thragh the Bank’s online banking service is
vulnerable to security breaches and computer virsisethich could expose the Bank to litigation
and adversely affect its reputation and ability generate deposits.

The Bank provides its clients with the ability tank online. The secure transmission of
confidential information over the Internet is atical element of online banking. The Bank’s
network could be vulnerable to unauthorized acaamsputer viruses, phishing schemes and other
security problems. The Bank may be required to dmignificant capital and other resources to
protect against the threat of security breachescantputer viruses, or to alleviate problems caused
by security breaches or viruses. To the extentth@Bank’s activities or the activities of itsesits
involve the storage and transmission of confidéntitormation, security breaches and viruses
could expose the Bank to claims, litigation andeotpbossible liabilities. Any inability to prevent
security breaches or computer viruses could alsseca@xisting clients to lose confidence in the
Bank’s systems and could adversely affect its regprt and its ability to generate deposits.

Item 2. Unregistered Sales of Equity Securities ahUse of Proceeds

Not applicable

Iltem 3. Defaults Upon Senior Securities

Not applicable

Item 4. Submission of Matters to a Vote of SecugtHolders

Not applicable

Item 5. Other Information

None

Iltem 6. Exhibits
EXHIBITS
10.9 Waiver letter and proposed term sheet fromldRjan Chase dated October 15, 2008.

11. Computation of Earnings Per Share. Pleasp.sEe

15. Letter regarding Unaudited Interim Financidbimation

31.1 Certification of the Chief Executive Officaungsuant to Rule 13a-14(a)/15d-14(a)
31.2 Certification of the Chief Financial Officennguant to Rule 13a-14(a)/15d-14(a)

32.1 Certification of the Chief Executive Officand Chief Financial Officer pursuant to 18
U.S.C. Section 1350, as adopted pursuant tadde@d6 of the Sarbanes-Oxley Act
of 2002
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Signatures

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

Blue Valley Ban Corp.

Date: October 17, 2008 By: /s/ Robert D. Regni
Robert D. Regnier, President and
Chief Executive Officer and Director
(Principal Executive Officer)

Date: October 17, 2008 By: /s/ Mark A. Fortino
Mark A. Fortino, Chief Financial Gfér
(Principal Financial [and Accounting] O#iQ
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