
FIRST NORTHERN COMMUNITY BANCORP
Form 10-K
March 10, 2016
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
____ _____
FORM 10-K

 ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended December 31, 2015
OR
 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from _________ to __________.

Commission File Number 000-30707 
First Northern Community Bancorp
(Exact name of Registrant as specified in its charter)

California 68-0450397
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification Number)

195 N.  First St., Dixon, CA 95620
(Address of principal executive offices) (Zip Code)

707-678-3041
(Registrant's telephone number including area code)

Securities registered pursuant to Section 12(b) of the Act: None
Securities registered pursuant to Section 12(g) of the Act: Common Stock, no par value (Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes  No  

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Exchange Act.
Yes  No  

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2) has been subject to such filing requirements for the past 90 days.
Yes  No  

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files).
Yes  No  

Edgar Filing: FIRST NORTHERN COMMUNITY BANCORP - Form 10-K

1



Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (Section 229.405 of
this chapter) is not contained herein, and will not be contained, to the best of registrant's knowledge, in definitive
proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K.  

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  Smaller reporting company  

(Do not check if smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). 
Yes  No  

The aggregate market value of the registrant's Common Stock held by non-affiliates of the registrant on June 30, 2015
(based upon the last reported sales price of such stock on the OTC Markets on June 30, 2015) was $70,463,362.

The number of shares of the registrant's Common Stock outstanding as of March 3, 2016 was 10,293,519.  

DOCUMENTS INCORPORATED BY REFERENCE

Items 10, 11, 12 (as to security ownership of certain beneficial owners and management), 13 and 14 of Part III
incorporate by reference information from the registrant's proxy statement to be filed with the Securities and
Exchange Commission in connection with the solicitation of proxies for the registrant's 2016 Annual Meeting of
Shareholders.

1

Edgar Filing: FIRST NORTHERN COMMUNITY BANCORP - Form 10-K

2



TABLE OF CONTENTS

PART I Page

Item   1      Business   4

Item   1A    Risk Factors 14

Item   1B    Unresolved Staff Comments 22

Item   2 Properties 22

Item   3     Legal Proceedings 22

Item   4     Mine Safety Disclosures 22

PART II

Item   5 Market for Registrant's Common Equity,  Related Stockholder Matters and Issuer Purchases of
Equity Securities 23

Item   6     Selected Financial Data 24

Item   7     Management's Discussion and Analysis of Financial Condition and Results of Operations 25

Item   7A     Quantitative and Qualitative Disclosures About Market Risk 53

Item   8    Financial Statements and Supplementary Data 53

Item   9   Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 106

Item   9A  Controls and Procedures 106

Item   9B  Other Information 106

PART III

Item 10   Directors, Executive Officers and Corporate Governance 107

Item 11   Executive Compensation 107

Item 12   Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters 108

Item 13   Certain Relationships and Related Transactions and Director Independence 108

Item 14   Principal Accountant Fees and Services 108

PART IV

Item 15   Exhibits and Financial Statement Schedules 109

Edgar Filing: FIRST NORTHERN COMMUNITY BANCORP - Form 10-K

3



Signatures 112

2

Edgar Filing: FIRST NORTHERN COMMUNITY BANCORP - Form 10-K

4



NOTE REGARDING FORWARD-LOOKING STATEMENTS

This report includes forward-looking statements, which include forecasts of our financial results and condition,
expectations for our operations and business, and our assumptions for those forecasts and expectations. Do not rely
unduly on forward-looking statements. Actual results might differ significantly compared to our forecasts and
expectations. See Part I, Item 1A. "Risk Factors," and the other risks described in this report for factors to be
considered when reading any forward-looking statements in this filing.

This report includes forward-looking statements, which are subject to the "safe harbor" created by section 27A of the
Securities Act of 1933, as amended, and section 21E of the Securities Exchange Act of 1934, as amended. We may
make forward-looking statements in our Securities and Exchange Commission ("SEC") filings, press releases, news
articles and when we are speaking on behalf of the Company. Forward-looking statements can be identified by the fact
that they do not relate strictly to historical or current facts. Often, they include the words "believe," "expect," "target,"
"anticipate," "intend," "plan," "seek," "estimate," "potential," "project," or words of similar meaning, or future or
conditional verbs such as "will," "would," "should," "could," "might," or "may." These forward-looking statements are
intended to provide investors with additional information with which they may assess our future potential. All of these
forward-looking statements are based on assumptions about an uncertain future and are based on information available
to us at the date of these statements. We do not undertake to update forward-looking statements to reflect facts,
circumstances, assumptions or events that occur after the date the forward-looking statements are made.

In this document, for example, we make forward-looking statements, which discuss our expectations about:

Our business objectives, strategies and initiatives, our organizational structure, the growth of our business and our
competitive position

Our assessment of significant factors and developments that have affected or may affect our results



Pending and recent legal and regulatory actions, and future legislative and regulatory developments, including the
effects of the Dodd-Frank Wall Street Reform and Protection Act (the "Dodd-Frank Act") and other legislation and
governmental measures introduced in response to the financial crises affecting the banking system, financial markets
and the U.S. economy

Regulatory controls and processes and their impact on our business

The costs and effects of legal or regulatory actions

Draws on performance letters of credit

Our regulatory capital requirements under the new capital rules of the U.S. federal bank regulatory agencies

Payment of dividends in the foreseeable future

Credit quality and provision for credit losses

Our allowances for credit losses, including the conditions we consider in determining the unallocated allowance and
our portfolio credit quality, underwriting standards, and risk grade

Our assessment of economic conditions and trends and credit cycles and their impact on our business

The seasonal nature of our business
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The impact of changes in interest rates and our strategy to manage our interest rate risk profile

Loan portfolio composition and risk grade trends, expected charge offs and delinquency rates

Our deposit base including renewal of time deposits

•A decrease in reinvestment of maturing securities as loan volume increases

The impact on our net interest income and net interest margin from the current low-interest rate environment and our
strategy regarding net interest income

3
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Any significant increase or decrease in unrecognized tax benefits

Our pension and retirement plan costs

Our liquidity position and the potential effect of increase in stock market values

 Our long-term strategy to maintain deposit growth to fund growth in loans and other earnings assets and our
focus on growing other operating income in asset management and other areas

Critical accounting policies and estimates, the impact or anticipated impact of recent accounting pronouncements or
change in accounting principles

Expected rates of return, yields and projected results

There are numerous risks and uncertainties that could and will cause actual results to differ materially from those
discussed in our forward-looking statements. Many of these factors are beyond our ability to control or predict and
could have a material adverse effect on our financial condition and results of operations or prospects. Such risks and
uncertainties include, but are not limited to those listed in this "Note Regarding Forward-Looking Statements" and in
Part I, Item 1A "Risk Factors" and Part II, Item 7 "Management's Discussion and Analysis of Financial Condition and
Results of Operations."

Readers of this document should not rely unduly on forward-looking information and should consider all uncertainties
and risks disclosed throughout this document and in our other reports to the SEC, including, but not limited to, those
discussed below. Any factor described in this report could by itself, or together with one or more other factors,
adversely affect our business, future prospects, results of operations or financial condition.  We do not undertake to
update forward-looking statements to reflect facts, circumstances, assumptions or events that occur after the date the
forward-looking statements are made.

PART I

ITEM 1 - BUSINESS

General

First Northern Bank of Dixon ("First Northern" or "Bank") was established in 1910 under a California state charter as
Northern Solano Bank, and opened for business on February 1st of that year. On January 2, 1912, the First National
Bank of Dixon was established under a federal charter, and until 1955, the two entities operated side by side under the
same roof and with the same management. In an effort to increase efficiency of operation, reduce operating expense,
and improve lending capacity, the two banks were consolidated on April 8, 1955, with the First National Bank of
Dixon as the surviving entity.

On January 1, 1980, the Bank's federal charter was relinquished in favor of a California state charter, and the Bank's
name was changed to First Northern Bank of Dixon.

In April of 2000, the shareholders of First Northern approved a corporate reorganization, which provided for the
creation of a bank holding company, First Northern Community Bancorp ("Company"). The objective of this
reorganization, which was effected May 19, 2000, was to enable the Bank to better compete and grow in its
competitive and rapidly changing marketplace. As a result of the reorganization, the Bank is a wholly-owned and
principal operating subsidiary of the Company. The consolidated financial statements also include the accounts of
Yolano Realty Corporation, a wholly-owned subsidiary of the Bank. Yolano Realty Corporation was formed in
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September 2009 for the purpose of managing selected other real estate owned properties.

First Northern engages in the general commercial banking business throughout the California Counties of Solano,
Yolo, Placer, and Sacramento.

The Company's and the Bank's Administrative Offices are located in Dixon, California. Also located in Dixon are the
back office functions of the Information Services/Central Operations Department and the Central Loan Department.

The Bank has nine full service branches. Three are located in the Solano County cities of Dixon, Fairfield, and
Vacaville. Four branches are located in the Yolo County cities of Winters, Davis, West Sacramento and Woodland;
and two branches are located in the Placer County cities of Roseville and Auburn. The Bank also has one satellite
banking office inside a retirement community in the city of Davis. In addition, the Bank has a residential mortgage
loan office in Davis. The Bank also has an Asset Management & Trust Department in Downtown Sacramento that
serves the Bank's entire market area. Similarly, the Bank engages financial advisors who offer non-FDIC insured
investment and brokerage services throughout the region from offices strategically located in Davis and Auburn. The
Bank also has a commercial loan office in the Contra Costa County city of Walnut Creek that serves the East Bay
Area's small- to medium-sized business lending needs.

4
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First Northern is in the commercial banking business, which includes accepting demand, interest bearing transaction,
savings, and time deposits, and making commercial, consumer, and real estate related loans. It also issues cashier's
checks, sells travelers' checks, rents safe deposit boxes, and provides other customary banking services. The Bank is a
member of the Federal Deposit Insurance Corporation ("FDIC") and all deposit accounts are insured by the FDIC to
the maximum amount permitted by law, currently $250,000 per depositor.

First Northern also offers a broad range of alternative investment products and services through Raymond James
Financial Services, Inc., equipment leasing, credit cards, merchant card processing, payroll services, and limited
international banking services through third parties.

The operating policy of the Bank since its inception has emphasized serving the banking needs of individuals and
small- to medium-sized businesses. In Dixon, this has included businesses involved in crop and livestock production.
Historically, the economy of the Dixon area was primarily dependent upon agricultural related sources of income and
most employment opportunities have also been related to agriculture.  Since 2000, Dixon's economy has continued to
diversify with expansion in the areas of industrial, commercial, retail, and residential housing projects.

The Bank operates one branch in Davis.  The Davis economy is supported significantly by the University of
California, Davis.

In 1983, the West Sacramento Branch was opened. The West Sacramento economy is based primarily on
transportation, manufacturing, and distribution-related business.

In order to accommodate the demand of the Bank's customers for long-term residential real estate loans, a mortgage
loan office was opened in 1983. This office is centrally located in Davis, and has enabled the Bank to access the
secondary real estate market.

The Vacaville Regency Park Branch was opened in 1985. Vacaville has a diverse economic base including a
California state prison, food processing, distribution, shopping centers ("factory outlet stores"), medical, biotech, and
other varied industries.

In 1994, the Fairfield Branch was opened. Its diverse economic base includes military, namely Travis Air Force Base,
food processing (an Anheuser-Busch plant), retail, namely the "Solano Town Center", manufacturing, medical,
agriculture, and other varied industries.  Fairfield is the county seat of Solano County.

A mortgage loan production office was opened in El Dorado Hills in April 1996, to serve the growing mortgage loan
demand in the foothills area east of Sacramento.  This office was moved to Folsom in 2006, a more central location
for serving Folsom, Rancho Cordova, and the west slope of El Dorado County.  The Folsom office was consolidated
into the Roseville Mortgage Office in early 2012.

An SBA Loan Department was opened in April 1997 in Sacramento to serve the small business and industrial loan
demand throughout the Bank's entire market area. Today, SBA loans are underwritten by the Bank's small business
lenders located within the Bank's branches.

In June of 1997, the Bank's seventh branch was opened in Woodland, the county seat of Yolo County. Woodland's
economy includes agribusiness, retail services, and an industrial sector.

The Bank's eighth branch, the Downtown Financial Center, opened in July of 2000 in Vacaville to serve the business
and individual financial needs on the west side of Interstate-80. The Vacaville Regency Park Branch was consolidated
into the Vacaville Downtown Financial Center in January 2012.
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Two satellite banking offices of the Bank's Davis Branch were opened in 2001 in the Davis senior living communities
of Covell Gardens and the University Retirement Community. The Bank later consolidated the Covell Gardens
location into its main branch in Davis.

In December of 2001, Roseville became the site of the Bank's fourth mortgage loan production office. This office
served the residential mortgage loan needs throughout the foothill regions of Placer, Sacramento as well as the west
slope of El Dorado County through June 2014, when it was consolidated into the Davis mortgage loan office.

5
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In October of 2002, the Bank opened its tenth branch on a prominent corner in Downtown Sacramento to serve
Sacramento Metro's business center and its employees. The Bank's Asset Management & Trust Department, located
on the mezzanine of the Downtown Sacramento Branch, was also opened in 2002 to serve the trust and fiduciary
needs of the Bank's entire market area.  On November 4, 2013, the Downtown Sacramento Branch was consolidated
into the West Sacramento Branch while another Sacramento location is identified that will allow the Bank to provide
more convenience to its clients.  In July 2015, the Asset Management & Trust Department relocated to another office
a few blocks away in Downtown Sacramento.

The Bank expanded its presence in Placer County in January 2005 by opening a full service branch on a prominent
corner in the business district of Roseville.

In late 2007, First Northern Bank seized an opportunity in Auburn to acquire several key personnel from a highly
respected local bank that had just merged with a large conglomerate bank. While First Northern scouted for a branch
site, the 'Auburn team' worked from the Bank's Roseville Branch to develop business in Auburn. In June 2008, the
Bank opened its Auburn Financial Center in a temporary location. Later, First Northern Bank purchased a building in
the Auburn Town Center that previously housed a branch of a bank that no longer exists. In 2011, the Auburn
Financial Center staff moved into its permanent location. First Northern Bank leases office space in this building to
various tenants. The Auburn Financial Center houses a full service branch and an Investment & Brokerage Services
Office. Auburn is the county seat of Placer County.

In 2013, the Bank opened a commercial loan office in the Contra Costa County city of Walnut Creek to serve the East
Bay Area's small- to medium-sized business lending needs.

Through this period of change and diversification, the Bank's strategic focus, which emphasizes serving the banking
needs of individuals and small-to medium-sized businesses, has not changed. The Bank takes real estate, crop
proceeds, securities, savings and time deposits, automobiles, and equipment as collateral for loans.

Fiduciary services are offered to individuals, businesses, governments, and charitable organizations in the Solano,
Yolo, Sacramento, Placer, El Dorado and Contra Costa County regions. Most of the Bank's deposits are attracted from
the market of northern and central Solano County and southern and central Yolo County.

As of December 31, 2015, the Company and the Bank employed 171 full-time employees and 212 employees in
total.  The Company and the Bank consider their relationship with their employees to be good and have not
experienced any interruptions of operations due to labor disagreements.

First Northern has historically experienced seasonal swings in both deposit and loan volumes due primarily to general
economic factors and specific economic factors affecting our customers.  Deposits have typically hit lows in February
or March and have peaked in November or December.  Loans typically peak in the late spring and hit lows in the fall
as crops are harvested and sold.  Since the real estate and agricultural economies generally follow the same seasonal
cycle, they experience the same deposit and loan fluctuations.

Available Information

The Company makes available free of charge on its website, www.thatsmybank.com, its Annual Reports on Form
10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments to those reports, as soon as
reasonably practicable after the Company electronically files such material with, or furnishes it to, the U. S. Securities
and Exchange Commission ("SEC").  These filings are also accessible on the SEC's website at www.sec.gov.  The
information found on the Company's website shall not be deemed incorporated by reference by any general statement
incorporating by reference this report into any filing under the Securities Act of 1933 or under the Securities
Exchange Act of 1934 and shall not otherwise be deemed filed under such Acts.
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The Effect of Government Policy on Banking

The earnings and growth of the Bank are affected not only by local market area factors and general economic
conditions, but also by government monetary and fiscal policies.  For example, the Board of Governors of the Federal
Reserve System ("FRB") influences the supply of money through its open market operations in U.S. Government
securities, adjustments to the discount rates applicable to borrowings by depository institutions and others and
establishment of reserve requirements against both member and non-member financial institutions' deposits.  Such
actions significantly affect the overall growth and distribution of loans, investments, and deposits and also affect
interest rates charged on loans and paid on deposits.  Since the financial crisis of 2008, the banking industry has
operated in an extremely low interest rate environment relative to historical averages, and the FRB has pursued a
variety of monetary measures aimed at sustaining a very low interest rate environment in the U.S. in an effort to
stimulate economic growth and reduce levels of unemployement, including purchases of long-term U.S. Treasury and
federal agency backed securities and maintaining a very low target range for the federal funds rate.  These policies of
the FRB for the past several years have placed a downward pressure on the net interest margins of banks in the United
States, including that of the Bank.  In December 2015, the FRB raised the target range for the federal funds rate to 1/4
to 1/2 %. The FRB further indicated that future policy actions to normalize interest rates will depend upon progress
towards its objectives of maximum employment and 2% inflation, although the stance of monetary policy remains
accommodative, and, even after employment and inflation are near its objectives, economic conditions may warrant
for some time keeping the target federal funds rate below longer-term normal levels. The FRB also indicated that it
intended to continue its policy of holding longer-term Agency and Treasury securities at sizable levels to help
maintain accommodative financial conditions. We cannot predict with any certainty the degree to which the FRB will
continue its accommodative monetary policies, nor the timing of further easing of these policies.

6
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The nature and impact of future changes in such policies on the business and earnings of the Company cannot be
predicted.  Additionally, state and federal tax policies can impact banking organizations.

As a consequence of the extensive regulation of commercial banking activities in the United States, the business of the
Company is particularly susceptible to being affected by the enactment of federal and state legislation which may have
the effect of increasing or decreasing the cost of doing business, modifying permissible activities or enhancing the
competitive position of other financial institutions.  Any change in applicable laws, regulations, or policies may have a
material adverse effect on the business, financial condition, or results of operations, or prospects of the Company.

Supervision and Regulation of Bank Holding Companies

The Company is a bank holding company subject to the Bank Holding Company Act of 1956, as amended
("BHCA").  The Company reports to, registers with, and is subject to supervision and examination by, the FRB.  The
FRB also has the authority to examine the Company's subsidiaries.  The costs of any examination by the FRB are
payable by the Company.

The FRB has significant supervisory, regulatory and enforcement authority over the Company and its affiliates.  The
FRB requires the Company to maintain certain levels of capital.  See "Capital Standards" below for more
information.  The FRB also has the authority to take enforcement action against any bank holding company that
commits any unsafe or unsound practice, or violates certain laws, regulations, or conditions imposed in writing by the
FRB.  See "Prompt Corrective Action and Other Enforcement Mechanisms" below for more information.  Such
enforcement powers include the power to assess civil money penalties against any bank holding company violating
any provision of the BHCA or any regulation or order of the FRB under the BHCA. Knowing violations of the BHCA
or regulations or orders of the FRB can also result in criminal penalties for the company and any individuals
participating in such conduct.  Under long-standing FRB policy and provisions of the Dodd-Frank Act, bank holding
companies are required to act as a source of financial and managerial strength to their subsidiary banks, and to commit
resources to support their subsidiary banks.  This support may be required at times when a bank holding company may
not be able to provide such support.

Under the BHCA, a company generally must obtain the prior approval of the FRB before it exercises a controlling
influence over a bank, or acquires, directly or indirectly, more than 5% of the voting shares or substantially all of the
assets of any bank or bank holding company.  Thus, the Company is required to obtain the prior approval of the FRB
before it acquires, merges, or consolidates with any bank or bank holding company.  Any company seeking to acquire,
merge, or consolidate with the Company also would be required to obtain the prior approval of the FRB.

The Company is generally prohibited under the BHCA from acquiring ownership or control of more than 5% of the
voting shares of any company that is not a bank or bank holding company and from engaging directly or indirectly in
activities other than banking, managing banks, or providing services to affiliates of the holding company.  However, a
bank holding company, with the approval of the FRB, may engage, or acquire the voting shares of companies
engaged, in activities that the FRB has determined to be so closely related to banking or managing or controlling
banks as to be a proper incident thereto.  A bank holding company must demonstrate that the benefits to the public of
the proposed activity will outweigh the possible adverse effects associated with such activity.

The FRB generally prohibits a bank holding company from declaring or paying a cash dividend which would impose
undue pressure on the capital of subsidiary banks or would be funded only through borrowing or other arrangements
that might adversely affect a bank holding company's financial position.  The FRB's policy is that a bank holding
company should not continue its existing rate of cash dividends on its common stock unless its net income is sufficient
to fully fund each dividend and its prospective rate of earnings retention appears consistent with its capital needs, asset
quality, and overall financial condition.  The Company is also subject to restrictions relating to the payment of
dividends under California corporate law.  See "Restrictions on Dividends and Other Distributions" below for
additional restrictions on the ability of the Company and the Bank to pay dividends.
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Supervision and Regulation of the Bank

The Bank is subject to regulation, supervision and regular examination by the Financial Institutions Division of the
California Department of Business Oversight ("DBO") and the FDIC.  The regulations of these agencies affect most
aspects of the Bank's business and prescribe permissible types of loans and investments, the amount of required
reserves, requirements for branch offices, the permissible scope of the Bank's activities and various other
requirements.  While the Bank is not a member of the FRB, it is directly subject to certain regulations of the FRB
dealing with such matters as check clearing activities, establishment of banking reserves, Truth-in-Lending
("Regulation Z"), Truth-in-Savings ("Regulation DD"), and Equal Credit Opportunity ("Regulation B").  The Bank is
also subject to regulations of (although not direct supervision and examination by) the Consumer Financial Protection
Bureau ("CFPB"), which was created by the Dodd-Frank Act. Among the CFPB's responsibilities are implementing
and enforcing federal consumer financial protection laws, reviewing the business practices of financial services
providers for legal compliance, monitoring the marketplace for transparency on behalf of consumers and receiving
complaints and questions from consumers about consumer financial products and services. The Dodd-Frank Act
added prohibitions on unfair, deceptive or abusive acts and practices to the scope of consumer protection regulations
overseen and enforced by the CFPB.

7
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The banking industry is also subject to significantly increased regulatory controls and processes regarding Bank
Secrecy Act and anti-money laundering laws.  In recent years, a number of banks and bank holding companies
announced the imposition of regulatory sanctions, including regulatory agreements and cease and desist orders and, in
some cases, fines and penalties, by the bank regulators due to failures to comply with the Bank Secrecy Act and other
anti-money laundering legislation.  In a number of these cases, the fines and penalties have been significant.  Failure
to comply with these additional requirements may also adversely affect the Bank's ability to obtain regulatory
approvals for future initiatives requiring regulatory approval, including acquisitions.

Under California law, the Bank is subject to various restrictions on, and requirements regarding, its operations and
administration including the maintenance of branch offices and automated teller machines, capital and reserve
requirements, deposits and borrowings, stockholder rights and duties, and investment and lending activities.

California law permits a state chartered bank to invest in the stock and securities of other corporations, subject to a
state chartered bank receiving either general authorization or, depending on the amount of the proposed investment,
specific authorization from the Commissioner.  Federal banking laws, however, impose limitations on the activities
and equity investments of state chartered, federally insured banks.  The FDIC rules on investments prohibit a state
bank from acquiring an equity investment of a type, or in an amount, not permissible for a national bank.  FDIC rules
also prohibit a state bank from engaging as a principal in any activity that is not permissible for a national bank, unless
the bank is adequately capitalized and the FDIC approves the activity after determining that such activity does not
pose a significant risk to the deposit insurance fund.  The FDIC rules on activities generally permit subsidiaries of
banks, without prior specific FDIC authorization, to engage in those activities that have been approved by the FRB for
bank holding companies because such activities are so closely related to banking to be a proper incident
thereto.  Other activities generally require specific FDIC prior approval, and the FDIC may impose additional
restrictions on such activities on a case-by-case basis in approving applications to engage in otherwise impermissible
activities.

The USA Patriot Act

Title III of the United and Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct
Terrorism Act of 2001 ("USA Patriot Act") includes numerous provisions for fighting international money laundering
and blocking terrorism access to the U.S. financial system.  The USA Patriot Act requires certain additional due
diligence and record keeping practices, including, but not limited to, new customers, correspondent and private
banking accounts.

Part of the USA Patriot Act is the International Money Laundering Abatement and Financial Anti-Terrorism Act of
2001 ("IMLAFATA").  Among its provisions, IMLAFATA requires each financial institution to: (i) establish an
anti-money laundering program; (ii) establish appropriate anti-money laundering policies, procedures, and controls;
(iii) appoint a Bank Secrecy Act officer responsible for day-to-day compliance; and (iv) conduct independent
audits.  In addition, IMLAFATA 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.  IMLAFATA expands the
circumstances under which funds in a bank account may be forfeited and requires covered financial institutions to
respond under certain circumstances to requests for information from federal banking agencies within 120
hours.  IMLAFATA also amends the BHCA and the Bank Merger Act to require the federal banking agencies to
consider the effectiveness of a financial institution's anti-money laundering activities when reviewing an application
under these Acts.

Pursuant to IMLAFATA, the Secretary of the Treasury, in consultation with the heads of other government agencies,
has adopted and proposed measures applicable to banks, bank holding companies, and/or other financial
institutions.  These measures include enhanced record keeping and reporting requirements for certain financial
transactions that are of primary money laundering concern, due diligence requirements concerning the beneficial
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ownership of certain types of accounts, and restrictions or prohibitions on certain types of accounts with foreign
financial institutions.
8
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Privacy Restrictions

The Gramm-Leach-Bliley Act ("GLBA"), which became law in 1999, in addition to the previous described changes in
permissible non-banking activities permitted to banks, bank holding companies and financial holding companies, also
requires financial institutions in the U.S. to provide certain privacy disclosures to customers and consumers, to comply
with certain restrictions on the sharing and usage of personally identifiable information, and to implement and
maintain commercially reasonable customer information safeguarding standards.

The Company believes that it complies with all provisions of GLBA and all implementing regulations, and that the
Bank has developed appropriate policies and procedures to meet its responsibilities in connection with the privacy
provisions of GLBA.

California and other state legislatures have adopted privacy laws, including laws prohibiting sharing of customer
information without the customer's prior permission.  These laws may make it more difficult for the Company to share
information with its marketing partners, reduce the effectiveness of marketing programs, and increase the cost of
marketing programs.

Capital Standards

The FRB and the federal banking agencies have in place guidelines for risk-based capital requirements applicable to
U.S. bank holding companies and banks.  In July 2013, the FRB and the other U.S. federal banking agencies adopted
final rules making significant changes to the U.S. regulatory capital framework for U.S. banking organizations and to
conform this framework to the guidelines published by the Basel Committee on Banking Supervision (Basel
Committee) known as the Basel III Global Regulatory Framework for Capital and Liquidity.  The Basel Committee is
a committee of banking supervisory authorities from major countries in the global financial system which formulates
broad supervisory standards and guidelines relating to financial institutions for implementation on a
country-by-country basis.   These rules adopted by the FRB and the other federal banking agencies (the U.S. Basel III
Capital Rules) replaced the federal banking agencies' general risk-based capital rules, advanced approaches rule,
market risk rule, and leverage rules, in accordance with certain transition provisions.
Banks, such as First Northern Bank, became subject to the new rules on January 1, 2015.  The new rules implement
higher minimum capital requirements, include a new common equity Tier 1 capital requirement, and establish criteria
that instruments must meet in order to be considered common equity Tier 1 capital, additional Tier 1 capital, or Tier 2
capital.  When fully phased in by January 1, 2019, the final rules will provide for increased minimum capital ratios as
follows:  (a) a common equity Tier1 capital ratio of 4.5%; (b) a Tier 1 capital ratio of 6% (which is an increase from
4.0%); (c) a total capital ratio of 8%; and (d) a Tier 1 leverage ratio to average consolidated assets of 4%.  Under the
new rules, in order to avoid certain 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 risk-based capital requirements (equal to 2.5% of total
risk-weighted assets when fully phased in).  The phase-in of the capital conservation buffer begins January 1, 2016
and must be completed by January 1, 2019.  The U.S. Basel III capital rules also provide for various adjustments and
deductions to the definitions of regulatory capital that will phase in from January 1, 2014 to December 31, 2017.
The following tables present the capital ratios for the Company and the Bank as of December 31, 2015 (calculated in
accordance with the Basel III capital rules):

The Company

2015
Adequately
Capitalized

Capital Ratio Ratio
Tier 1 Leverage Capital (to Average Assets) $86,344 8.3 % 4.0 %
Common Equity Tier 1 Capital (to Risk-Weighted Assets) 86,344 12.4% 4.5 %
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