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PART I. Financial Information
Item 1. Financial Statements

First Business Financial Services, Inc.
Consolidated Balance Sheets

  
March 31, 

2020  
December 31, 

2019
  (Unaudited)   
 (In Thousands, Except Share Data)
Assets     
Cash and due from banks  $ 15,427  $ 16,107
Short-term investments  79,559  50,995

Cash and cash equivalents  94,986  67,102
Securities available-for-sale, at fair value  175,564  173,133
Securities held-to-maturity, at amortized cost  30,774  32,700
Loans held for sale  6,331  5,205
Loans and leases receivable, net of allowance for loan and lease losses of $22,748 and $19,520,

respectively  1,720,651  1,695,115
Premises and equipment, net  2,427  2,557
Foreclosed properties  1,669  2,919
Right-of-use assets  6,590  6,906
Bank-owned life insurance  51,056  42,761
Federal Home Loan Bank stock, at cost  9,733  7,953
Goodwill and other intangible assets  11,872  11,922
Accrued interest receivable and other assets  84,721  48,506

Total assets  $ 2,196,374  $ 2,096,779

Liabilities and Stockholders’ Equity     
Deposits  $ 1,500,126  $ 1,530,379
Federal Home Loan Bank advances and other borrowings  412,892  319,382
Junior subordinated notes  10,051  10,047
Lease liabilities  7,211  7,541
Accrued interest payable and other liabilities  70,437  35,274

Total liabilities  2,000,717  1,902,623
Stockholders’ equity:     
Preferred stock, $0.01 par value, 2,500,000 shares authorized, none issued or outstanding  —  —
Common stock, $0.01 par value, 25,000,000 shares authorized, 9,226,404 and 9,162,720 shares issued,

8,571,134 and 8,566,044 shares outstanding at March 31, 2020 and December 31, 2019, respectively  92  92
Additional paid-in capital  81,605  81,188
Retained earnings  130,973  129,105
Accumulated other comprehensive loss  (685)  (1,348)
Treasury stock, 655,270 and 596,676 shares at March 31, 2020 and December 31, 2019, respectively, at

cost  (16,328)  (14,881)
Total stockholders’ equity  195,657  194,156

Total liabilities and stockholders’ equity  $ 2,196,374  $ 2,096,779

See accompanying Notes to Unaudited Consolidated Financial Statements.
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First Business Financial Services, Inc.
Consolidated Statements of Income (Unaudited)

  For the Three Months Ended March 31,
  2020  2019
  (In Thousands, Except Per Share Data)
Interest income     
Loans and leases  $ 21,849  $ 24,207
Securities  1,188  1,095
Short-term investments  335  377

Total interest income  23,372  25,679
Interest expense     
Deposits  4,116  5,796
Federal Home Loan Bank advances and other borrowings  1,929  1,855
Junior subordinated notes  277  274

Total interest expense  6,322  7,925
Net interest income  17,050  17,754

Provision for loan and lease losses  3,182  49
Net interest income after provision for loan and lease losses  13,868  17,705

Non-interest income     
Private wealth management service fees  2,112  1,927
Gain on sale of Small Business Administration loans  265  242
Service charges on deposits  818  777
Loan fees  485  414
Increase in cash surrender value of bank-owned life insurance  295  292
Net loss on sale of securities  (4)  —
Commercial loan swap fees  1,681  473
Other non-interest income  762  513

Total non-interest income  6,414  4,638
Non-interest expense     
Compensation  11,052  10,165
Occupancy  572  590
Professional fees  819  1,210
Data processing  677  581
Marketing  461  482
Equipment  291  389
Computer software  889  799
FDIC insurance  208  293
Collateral liquidation costs (recovery)  121  (91)
Net loss on foreclosed properties  102  —
Tax credit investment impairment  113  2,014
SBA recourse provision  25  481
Other non-interest expense  816  829

Total non-interest expense  16,146  17,742
Income before income tax expense (benefit)  4,136  4,601
Income tax expense (benefit)  858  (1,298)

Net income  $ 3,278  $ 5,899

Earnings per common share     
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Basic  $ 0.38  $ 0.67
Diluted  0.38  0.67
Dividends declared per share  0.165  0.15

See accompanying Notes to Unaudited Consolidated Financial Statements.
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First Business Financial Services, Inc.
Consolidated Statements of Comprehensive Income (Unaudited)

  For the Three Months Ended March 31,
  2020  2019
  (In Thousands)
Net income  $ 3,278  $ 5,899
Other comprehensive income, before tax     
Securities available-for-sale:     

Unrealized securities gains arising during the period  4,501  1,311
Reclassification adjustment for net loss realized in net income

 4  —
Securities held-to-maturity:     

Amortization of net unrealized losses transferred from available-for-sale  10  14
Interest rate swaps:     

Unrealized losses on interest rate swaps arising during the period  (3,625)  (950)
Income tax expense  (227)  (96)
     Total other comprehensive income  663  279

Comprehensive income  $ 3,941  $ 6,178

See accompanying Notes to Unaudited Consolidated Financial Statements.

4



Table of Contents

First Business Financial Services, Inc.
Consolidated Statements of Changes in Stockholders’ Equity (Unaudited)

  
Common Shares

Outstanding  
Common

Stock  

Additional
Paid-in
Capital  

Retained
Earnings  

Accumulated
Other

Comprehensive
Loss  

Treasury
Stock  Total

  (In Thousands, Except Share Data)

Balance at January 1, 2019  8,785,480  $ 91  $ 79,623  $ 110,310  $ (1,684)  $ (7,633)  $ 180,707

Cumulative effect of adoption of ASC Topic 842  —  —  —  687  —  —  687

Net income  —  —  —  5,899  —  —  5,899

Other comprehensive income  —  —  —  —  279  —  279

Share-based compensation - restricted shares, net  49,730  —  318  —  —  —  318

Cash dividends ($0.15 per share)  —  —  —  (1,312)  —  —  (1,312)

Treasury stock purchased  (70,074)  —  —  —  —  (1,478)  (1,478)

Balance at March 31, 2019  8,765,136  91  79,941  115,584  (1,405)  (9,111)  185,100

  
Common Shares

Outstanding  
Common

Stock  

Additional
Paid-in
Capital  

Retained
Earnings  

Accumulated
Other

Comprehensive
Loss  

Treasury
Stock  Total

  (In Thousands, Except Share Data)

Balance at January 1, 2020  8,566,044  $ 92  $ 81,188  $ 129,105  $ (1,348)  $ (14,881)  $ 194,156

Net income  —  —  —  3,278  —  —  3,278

Other comprehensive income  —  —  —  —  663  —  663

Share-based compensation - restricted shares, net  63,684  —  417  —  —  —  417

Cash dividends ($0.165 per share)  —  —  —  (1,410)  —  —  (1,410)

Treasury stock purchased  (58,594)  —  —  —  —  (1,447)  (1,447)

Balance at March 31, 2020  8,571,134  92  81,605  130,973  (685)  (16,328)  195,657

See accompanying Notes to Unaudited Consolidated Financial Statements.
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First Business Financial Services, Inc.
Consolidated Statements of Cash Flows (Unaudited)

  For the Three Months Ended March 31,

  2020  2019

  (In Thousands)

Operating activities     

Net income  $ 3,278  $ 5,899

Adjustments to reconcile net income to net cash provided by operating activities:     

Deferred income taxes, net  (26)  (1,150)

Impairment of tax credit investments  113  2,014

Provision for loan and lease losses  3,182  49

SBA recourse provision  25  481

Depreciation, amortization and accretion, net  806  651

Share-based compensation  417  318

Net loss on sale of securities  4  —

Increase in bank-owned life insurance policies  (295)  (292)

Origination of loans for sale  (15,709)  (9,277)

Sale of loans originated for sale  14,848  9,358

Gain on sale of SBA loans  (265)  (242)

Net loss on foreclosed properties, including impairment valuation  102  —

Excess tax expense (benefit) from share-based compensation  18  (5)

Payments on operating leases  (387)  (379)

Payments received on operating leases  28  —

Net increase in accrued interest receivable and other assets  (40,050)  (6,144)

Net increase in accrued interest payable and other liabilities  35,138  9,382

Net cash provided by operating activities  1,227  10,663

Investing activities     

Proceeds from maturities, redemptions, and paydowns of available-for-sale securities  9,458  5,653

Proceeds from maturities, redemptions, and paydowns of held-to-maturity securities  1,910  1,795

Proceeds from sale of available-for-sale securities  839  —

Purchases of available-for-sale securities  (8,286)  (22,812)

Proceeds from sale of foreclosed properties  1,148  —

Net increase in loans and leases  (28,719)  (38,893)

Returns of investments in limited partnerships  —  281

Investment in historic development entities  (259)  (2,137)

Distributions from historic development entities  30  —

Investment in Federal Home Loan Bank stock  (2,040)  (1,260)

Proceeds from the sale of Federal Home Loan Bank stock  260  1,865

Purchases of leasehold improvements and equipment, net  (88)  —

Purchases of bank-owned life insurance policies  (8,000)  —

Net cash used in investing activities  (33,747)  (55,508)

Financing activities     

Net (decrease) increase in deposits  (30,253)  46,407

Repayment of Federal Home Loan Bank advances  (166,500)  (165,000)

Proceeds from Federal Home Loan Bank advances  260,000  136,000

Net increase in long-term borrowed funds  14  17

Cash dividends paid  (1,410)  (1,312)

Purchase of treasury stock  (1,447)  (1,478)

Net cash provided by financing activities  60,404  14,634

Net increase (decrease) in cash and cash equivalents  27,884  (30,211)

Cash and cash equivalents at the beginning of the period  67,102  86,546

Cash and cash equivalents at the end of the period  $ 94,986  $ 56,335

Supplementary cash flow information     

Cash paid during the period for:     



Interest paid on deposits and borrowings  $ 7,250  $ 7,761

Income taxes received  (8)  (1)

Non-cash investing and financing activities:     
Right-of-use assets obtained in exchange for operating lease liabilities  —  8,505

See accompany Notes to Unaudited Consolidated Financial Statements
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Notes to Unaudited Consolidated Financial Statements

Note 1 — Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

The accounting and reporting practices of First Business Financial Services, Inc. (“FBFS” or the “Corporation”), through our wholly-owned subsidiary, First
Business Bank (“FBB” or the “Bank”), have been prepared in accordance with U.S. generally accepted accounting principles (“GAAP”). FBB operates as a
commercial banking institution primarily in Wisconsin and greater the greater Kansas City Metro. FBB also offers private wealth management services through
First Business Trust & Investments (“FBTI”) and bank consulting services through First Business Consulting Services (“FBCS”), both divisions of FBB. The Bank
provides a full range of financial services to businesses, business owners, executives, professionals, and high net worth individuals. The Bank is subject to
competition from other financial institutions and service providers and is also subject to state and federal regulations. FBB has the following wholly owned
subsidiaries: First Business Capital Corp. (“FBCC”), First Madison Investment Corp. (“FMIC”), First Business Equipment Finance, LLC (“FBEF”), ABKC Real
Estate, LLC (“ABKC”), FBB Real Estate 2, LLC (“FBB RE 2”), Rimrock Road Investment Fund, LLC (“Rimrock Road”), BOC Investment, LLC (“BOC”),
Mitchell Street Apartments Investment, LLC (“Mitchell Street”), and FBB Tax Credit Investment LLC (“FBB Tax Credit”). FMIC is located in and was formed
under the laws of the state of Nevada.

Basis of Presentation

The accompanying unaudited Consolidated Financial Statements were prepared in accordance with GAAP and the instructions to Form 10-Q and Rule 10-01 of
Regulation S-X. Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial statements and should be read in
conjunction with the Corporation’s Consolidated Financial Statements and footnotes thereto included in the Corporation’s Annual Report on Form 10-K for the
year ended December 31, 2019. The unaudited Consolidated Financial Statements include the accounts of the Corporation and its wholly-owned subsidiaries. All
significant intercompany balances and transactions have been eliminated in consolidation. In accordance with the provisions of Accounting Standards Codification
(“ASC”) Topic 810, the Corporation’s ownership interest in FBFS Statutory Trust II (“Trust II”) has not been consolidated into the financial statements.

Management of the Corporation is required to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements as well as reported amounts of revenues and expenses during the reporting period. Actual results could
differ significantly from those estimates. Material estimates that could significantly change in the near-term include the value of securities and interest rate swaps,
level of the allowance for loan and lease losses, lease residuals, property under operating leases, goodwill, level of the Small Business Administration (“SBA”)
recourse reserve, and income taxes. The results of operations for the three months ended March 31, 2020 are not necessarily indicative of results that may be
expected for any other interim period or the entire fiscal year ending December 31, 2020. Certain amounts in prior periods may have been reclassified to conform
to the current presentation. Subsequent events have been evaluated through the date of the issuance of the unaudited Consolidated Financial Statements. No
significant subsequent events have occurred through this date requiring adjustment to the financial statements or disclosures.

The Corporation has not changed its significant accounting and reporting policies from those disclosed in the Corporation’s Form 10-K for the year ended
December 31, 2019.

Adoption of New Accounting Standards

In January 2017, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2017-04, “Intangibles - Goodwill and
Other (Topic 350).” The ASU amended existing guidance to simplify the subsequent measurement of goodwill by eliminating Step 2 from the goodwill
impairment test. The amendments require an entity to perform its annual, or interim, goodwill impairment test by comparing the fair value of a reporting unit with
its carrying amount and recognizing an impairment charge for the amount by which the carrying amount exceeds the reporting unit’s fair value, not to exceed the
total amount of goodwill allocated to that reporting unit. Additionally, an entity should consider income tax effects from any tax deductible goodwill on the
carrying amount of the reporting unit when measuring the goodwill impairment loss, if applicable. The amendments also eliminate the requirement for any
reporting unit with a zero or negative carrying amount to perform a qualitative assessment and, if it fails that qualitative test, to perform Step 2 of the goodwill
impairment test. The Corporation adopted the accounting standard during the first quarter of 2020. The adoption of the standard did not have a material impact on
the Corporation’s results of operations, financial position, and liquidity.
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In August 2018, the FASB issued ASU No. 2018-15, “Intangibles-Goodwill and Other Internal-Use Software (Subtopic 350-40).” The ASU aligns the
requirements for capitalizing implementation costs incurred in a hosting arrangement that is a service contract with the requirements for capitalizing
implementation costs incurred to develop or obtain internal-use software (and hosting arrangements that include an internal-use software license). Implementation
costs incurred in the application development stage are capitalized depending on the nature of the costs, while costs incurred during the preliminary project and
post implementation stages are expensed as the activities are performed. The amendment also requires entities to expense the capitalized implementation costs of a
hosting arrangement that is a service contract over the term of the hosting arrangement and in the same income statement line item as the fees associated with the
hosting element. The Corporation adopted the accounting standard during the first quarter of 2020. The adoption of the standard did not have a material impact on
the Corporation’s results of operations, financial position, and liquidity.

Recent Accounting Pronouncements

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments- Credit Losses (Topic 326),” which is often referred to as CECL. The ASU replaces the
incurred loss impairment methodology for recognizing credit losses with a methodology that reflects all expected credit losses. The ASU also requires
consideration of a broader range of information to inform credit loss estimates, including such factors as past events, current conditions, and reasonable and
supportable forecasts that affect the collectability of the reported amount. The amendments affect loans, debt securities, trade receivables, net investments in leases,
off-balance sheet credit exposures, and any other financial asset not excluded from the scope under which the Corporation has the contractual right to receive cash.
Entities will apply the amendments in the ASU through a cumulative-effect adjustment to retained earnings as of the beginning of the first reporting period in
which the guidance is effective. In November 2019, the FASB issued ASU No. 2019-10, “Financial Instruments-Credit Losses (Topic 326), Derivatives and
Hedging (Topic 815), and Leases (Topic 842).” The ASU delays the effective date for the credit losses standard from January 2020 to January 2023 for certain
entities, including certain Securities and Exchange Commission filers, public business entities, and private companies. As a smaller reporting company, the
Corporation is eligible for the delay and will be deferring adoption. The Corporation has established a cross-functional committee and has implemented a third-
party software solution to assist with the adoption of the standard. Management has gathered all necessary data and reviewed potential methods to calculate the
expected credit losses. Management is currently calculating sample expected loss computations and developing the allowance methodology and assumptions that
will be used under the new standard. Management will continue to progress on its implementation project plan and improve the Corporation’s approach throughout
the deferral period.

In March 2020, the FASB issued ASU No. 2020-04, “Reference Rate Reform (Topic 848).” The ASU provides optional expedients and exceptions for applying
GAAP to contracts, hedging relationships, and other transactions affected by reference rate reform if certain criteria are met. The amendment only applies to
contracts, hedging relationships, and other transactions that reference LIBOR or another reference rate expected to be discontinued because of reference rate
reform. The ASU is effective as of March 12, 2020 through December 31, 2022. The Corporation is in the process of evaluating the impact of this standard but
does not expect this standard to have a material impact on its results of operations, financial position, and liquidity.

Note 2 — Significant Events

On March 11, 2020, the World Health Organization declared COVID-19, the disease caused by the novel coronavirus, a pandemic as a result of the global spread
of the coronavirus illness. In response to the outbreak, federal and state authorities in the U.S. introduced various measures to try to limit or slow the spread of the
virus, including travel restrictions, nonessential business closures, stay-at-home orders, and strict social distancing. The Corporation activated its Pandemic
Preparedness Plan to protect the health of employees and clients, which includes temporarily limiting lobby hours and transitioning the vast majority of the
Corporation’s workforce to remote work. Nonetheless, the Corporation has not incurred any significant disruptions to its business activities.

The full impact of COVID-19 is unknown and rapidly evolving. It has caused substantial disruption in international and U.S. economies, markets, and
employment. The outbreak may have a significant adverse impact on certain industries the Corporation serves, including retail, hospitality, entertainment and
restaurants and food services. As of March 31, 2020, the Corporation’s aggregate outstanding exposure in these segments was $171.2 million, or 9.8% of the
Corporation’s gross loans and leases. Based on management’s current assessment of the increased inherit risk in the loan portfolio, first quarter 2020 results
included an additional $3.1 million in provision for loan and lease losses, pre-tax. Because of the significant uncertainties related to the ultimate duration of the
COVID-19 pandemic and its potential effects on clients and prospects, and on the national and local economy as a whole, there can be no assurances as to how the
crisis may ultimately affect the Corporation’s loan portfolio.

To work with clients impacted by COVID-19, the Corporation is offering short-term (i.e., six months or less) loan modifications on a case by case basis to
borrowers who were current in their payments at the inception of the loan modification

8



Table of Contents

program. As of March 31, 2020, the Corporation entered into 64 loan modification agreements with respect to $59.8 million of loans outstanding. As of April 22,
2020, the Corporation entered into 267 loan modification agreements with respect to $196.6 million of loans outstanding. For loans subject to the program, each
borrower is required to resume making regularly scheduled loan payment at the end of the modification period and the deferred amounts will be moved to the end
of the loan term. The loan will not be reported as past due during the deferral period. 

On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”) was signed into law. The CARES Act is a $2 trillion stimulus
package to provide relief to U.S. businesses and consumers struggling as a result of the pandemic. A provision in the CARES Act includes a $349 billion fund for
the creation of the Paycheck Protection Program (“PPP”) through the Small Business Administration and Treasury Department. The PPP is intended to provide
loans to small businesses to pay their employees, rent, mortgage interest, and utilities. The loans may be forgiven conditioned upon the client providing payroll
documentation evidencing their compliant use of funds and otherwise complying with the terms of the program. The Corporation began accepting and processing
applications for loans under the PPP on April 3, 2020. As of April 22, 2020, the Corporation had received over 600 applications from existing clients, received
conditional approval from the SBA in excess of $300 million, disbursed approximately $280 million in funds, and is expected to generate processing fee income of
approximately $8.5 million. Management expects to fund these short-term loans through a combination of excess cash held at the Federal Reserve, short-term
Federal Home Loan Bank (“FHLB”) advances, and participation in the Federal Reserve’s Paycheck Protection Program Liquidity Facility (“PPPLF”).

Note 3 — Earnings per Common Share

Earnings per common share are computed using the two-class method. Basic earnings per common share are computed by dividing net income allocated to
common shares by the weighted-average number of shares outstanding during the applicable period, excluding outstanding participating securities. Participating
securities include unvested restricted shares. Unvested restricted shares are considered participating securities because holders of these securities receive non-
forfeitable dividends, or dividend equivalents, at the same rate as holders of the Corporation’s common stock. Diluted earnings per share are computed by dividing
net income allocated to common shares adjusted for reallocation of undistributed earnings of unvested restricted shares by the weighted average number of shares
determined for the basic earnings per common share computation plus the dilutive effect of common stock equivalents using the treasury stock method.

  For the Three Months Ended March 31,
  2020  2019
  (Dollars in Thousands, Except Share Data)
Basic earnings per common share     
Net income  $ 3,278  $ 5,899
Less: earnings allocated to participating securities  78  108

Basic earnings allocated to common stockholders  $ 3,200  $ 5,791

Weighted-average common shares outstanding, excluding participating securities  8,388,666  8,621,221
Basic earnings per common share  $ 0.38  $ 0.67
     

Diluted earnings per common share     
Earnings allocated to common stockholders, diluted  $ 3,200  $ 5,791
Weighted-average diluted common shares outstanding, excluding participating securities  8,388,666  8,621,221
Diluted earnings per common share  $ 0.38  $ 0.67

Note 4 — Share-Based Compensation

The Corporation adopted the 2019 Equity Incentive Plan (the “Plan”) during the quarter ended June 30, 2019. The Plan is administered by the Compensation
Committee of the Board of Directors of the Corporation and provides for the grant of equity ownership opportunities through incentive stock options and
nonqualified stock options, restricted stock, restricted stock units, dividend equivalent units, and any other type of award permitted by the Plan. As of March 31,
2020, 153,381 shares were available for future grants under the Plan. Shares covered by awards that expire, terminate, or lapse will again be available for the grant
of awards under the Plan. The Corporation may issue new shares and shares from its treasury stock for shares delivered under the Plan.
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Restricted Stock

Under the Plan, the Corporation may grant restricted stock awards, restricted stock units, and other stock-based awards to plan participants, subject to forfeiture
upon the occurrence of certain events until the dates specified in the participant’s award agreement. While restricted stock is subject to forfeiture, restricted stock
award participants may exercise full voting rights and will receive all dividends and other distributions paid with respect to the restricted shares. Restricted stock
units do not have voting rights and are provided dividend equivalents. The restricted stock granted under the Plan is typically subject to a vesting period.
Compensation expense for restricted stock is recognized over the requisite service period of generally four years for the entire award on a straight-line basis. Upon
vesting of restricted stock, the benefit of tax deductions in excess of recognized compensation expense is reflected as an income tax benefit in the unaudited
Consolidated Statements of Income.
The Corporation also issues a combination of performance based restricted stock units and restricted stock awards to its executive officers. Vesting of the
performance based restricted stock units will be measured on Total Shareholder Return (“TSR”) and Return on Average Equity (“ROAE”) and will cliff-vest after
a three-year measurement period based on the Corporation’s performance relative to a custom peer group. At the end of the performance period, the number of
actual shares to be awarded varies between 0% and 200% of target amounts. The restricted stock awards issued to executive officers will vest ratably over a three-
year period. Compensation expense is recognized for performance based restricted stock units over the requisite service and performance period of generally three
years for the entire expected award on a straight-line basis. The compensation expense for the awards expected to vest for the percentage of performance based
restricted stock units subject to the ROAE metric will be adjusted if there is a change in the expectation of ROAE. The compensation expense for the awards
expected to vest for the percentage of performance based restricted stock units subject to the TSR metric are never adjusted, and are amortized utilizing the
accounting fair value provided using a Monte Carlo pricing model.

Restricted stock activity for the year ended December 31, 2019 and the three months ended March 31, 2020 was as follows:

  

Number of
Restricted

Shares/Units  

Weighted
Average

Grant-Date
Fair Value

Nonvested balance as of January 1, 2019  131,621  $ 21.02
Granted  95,265  23.64
Vested  (48,207)  20.62
Forfeited  (1,744)  23.67
Nonvested balance as of December 31, 2019  176,935  22.51
Granted (1)  68,845  27.26
Vested  (14,239)  22.21
Forfeited  (5,696)  22.22

Nonvested balance as of March 31, 2020  225,845  $ 23.98

(1) The number of restricted shares/units shown includes the shares that would be granted if the target level of performance is achieved related to the performance based restricted stock
units. The number of shares actually issued may vary.

As of March 31, 2020, the Corporation had $4.7 million of unvested compensation expense, which the Corporation expects to recognize over a weighted-average
period of approximately 2.71 years.

For the three months ended March 31, 2020 and 2019, share-based compensation expense related to restricted stock included in the unaudited Consolidated
Statements of Income was $417,000 and $318,000, respectively.
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Note 5 — Securities

The amortized cost and fair value of securities available-for-sale and the corresponding amounts of gross unrealized gains and losses recognized in accumulated
other comprehensive income were as follows:

  As of March 31, 2020

  Amortized Cost  
Gross

Unrealized Gains  
Gross

Unrealized Losses  Fair Value
  (In Thousands)
Available-for-sale:         
U.S. government agency securities - government-sponsored enterprises  $ 23,089  $ 143  $ (15)  $ 23,217
Municipal securities  4,862  116  —  4,978
Residential mortgage-backed securities - government issued  13,267  667  —  13,934
Residential mortgage-backed securities - government-sponsored enterprises  108,507  3,633  —  112,140
Commercial mortgage-backed securities - government issued  6,411  85  (30)  6,466
Commercial mortgage-backed securities - government-sponsored enterprises  11,904  674  —  12,578
Other securities  2,205  46  —  2,251

  $ 170,245  $ 5,364  $ (45)  $ 175,564

  As of December 31, 2019

  Amortized Cost  
Gross

Unrealized Gains  
Gross

Unrealized Losses  Fair Value
  (In Thousands)
Available-for-sale:         
U.S. government agency securities - government-sponsored enterprises  $ 23,616  $ 152  $ (10)  $ 23,758
Municipal securities  160  —  —  160
Residential mortgage-backed securities - government issued  16,119  234  (5)  16,348
Residential mortgage-backed securities - government-sponsored enterprises  111,561  847  (406)  112,002
Commercial mortgage-backed securities - government issued  6,705  45  (87)  6,663
Commercial mortgage-backed securities - government-sponsored enterprises  11,953  23  (9)  11,967
Other securities  2,205  30  —  2,235

  $ 172,319  $ 1,331  $ (517)  $ 173,133

The amortized cost and fair value of securities held-to-maturity and the corresponding amounts of gross unrealized gains and losses were as follows:
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  As of March 31, 2020

  Amortized Cost  
Gross

Unrealized Gains  
Gross

Unrealized Losses  Fair Value
  (In Thousands)
Held-to-maturity:         
Municipal securities  $ 18,800  $ 299  $ (36)  $ 19,063
Residential mortgage-backed securities - government issued  5,336  151  —  5,487
Residential mortgage-backed securities - government-sponsored enterprises  4,624  151  —  4,775
Commercial mortgage-backed securities - government-sponsored enterprises  2,014  273  —  2,287

  $ 30,774  $ 874  $ (36)  $ 31,612

  As of December 31, 2019

  Amortized Cost  
Gross

Unrealized Gains  
Gross

Unrealized Losses  Fair Value
  (In Thousands)
Held-to-maturity:         
Municipal securities  $ 19,727  $ 335  $ (8)  $ 20,054
Residential mortgage-backed securities - government issued  5,776  19  (9)  5,786
Residential mortgage-backed securities - government-sponsored enterprises  5,183  51  (23)  5,211
Commercial mortgage-backed securities - government-sponsored enterprises  2,014  123  —  2,137

  $ 32,700  $ 528  $ (40)  $ 33,188

U.S. government agency securities - government-sponsored enterprises represent securities issued by the Federal National Mortgage Association (“FNMA”) and
the SBA. Municipal securities include securities issued by various municipalities located primarily within Wisconsin and are primarily general obligation bonds
that are tax-exempt in nature. Residential and commercial mortgage-backed securities - government issued represent securities guaranteed by the Government
National Mortgage Association. Residential and commercial mortgage-backed securities - government-sponsored enterprises include securities guaranteed by the
Federal Home Loan Mortgage Corporation, FNMA, and the FHLB. Other securities represent certificates of deposit of insured banks and savings institutions with
an original maturity greater than three months. There were one and no sales of available-for-sale securities that occurred during the three months ended March 31,
2020 and 2019, respectively.

At March 31, 2020 and December 31, 2019, securities with a fair value of $67.9 million and $30.3 million, respectively, were pledged to secure various
obligations, including interest rate swap contracts and municipal deposits.

The amortized cost and fair value of securities by contractual maturity at March 31, 2020 are shown below. Actual maturities may differ from contractual
maturities because issuers have the right to call or prepay certain obligations with or without call or prepayment penalties.
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  Available-for-Sale  Held-to-Maturity
  Amortized Cost  Fair Value  Amortized Cost  Fair Value
  (In Thousands)
Due in one year or less  $ 1,160  $ 1,167  $ 1,465  $ 1,471
Due in one year through five years  7,264  7,459  12,613  12,750
Due in five through ten years  33,217  34,677  12,654  13,198
Due in over ten years  128,604  132,261  4,042  4,193

  $ 170,245  $ 175,564  $ 30,774  $ 31,612

The tables below show the Corporation’s gross unrealized losses and fair value of available-for-sale investments aggregated by investment category and length of
time that individual investments were in a continuous loss position at March 31, 2020 and December 31, 2019. At March 31, 2020, the Corporation held four
available-for-sale securities that were in an unrealized loss position. Such securities have not experienced credit rating downgrades; however, they have generally
declined in value due to the current interest rate environment. At March 31, 2020, the Corporation held three available-for-sale securities that had been in a
continuous unrealized loss position for twelve months or greater.

The Corporation also has not specifically identified available-for-sale securities in a loss position that it intends to sell in the near term and does not believe that it
will be required to sell any such securities. The Corporation reviews its securities on a quarterly basis to monitor its exposure to other-than-temporary impairment.
Consideration is given to such factors as the length of time and extent to which the security has been in an unrealized loss position, changes in security ratings, and
an evaluation of the present value of expected future cash flows, if necessary. Based on the Corporation’s evaluation, it is expected that the Corporation will
recover the entire amortized cost basis of each security. Accordingly, no other-than-temporary impairment was recorded in the unaudited Consolidated Statements
of Income for the three months ended March 31, 2020 and 2019.

A summary of unrealized loss information for securities available-for-sale, categorized by security type and length of time for which the security has been in a
continuous unrealized loss position, follows:

  As of March 31, 2020
  Less than 12 Months  12 Months or Longer  Total

  Fair Value  
Unrealized

Losses  Fair Value  
Unrealized

Losses  Fair Value  
Unrealized

Losses
  (In Thousands)
Available-for-sale:             
U.S. government agency securities -

government-sponsored enterprises  $ 4,318  $ 15  $ —  $ —  $ 4,318  $ 15
Commercial mortgage-backed

securities - government issued  —  —  3,962  30  3,962  30

  $ 4,318  $ 15  $ 3,962  $ 30  $ 8,280  $ 45
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  As of December 31, 2019
  Less than 12 Months  12 Months or Longer  Total

  Fair Value  
Unrealized

Losses  Fair Value  
Unrealized

Losses  Fair Value  
Unrealized

Losses
  (In Thousands)
Available-for-sale:             
U.S. government agency securities -

government-sponsored enterprises  $ 4,363  $ 10  $ —  $ —  $ 4,363  $ 10
Residential mortgage-backed securities -

government issued  4,619  5  —  —  4,619  5
Residential mortgage-backed securities -

government-sponsored enterprises  36,972  253  11,304  153  48,276  406
Commercial mortgage-backed securities -

government issued  —  —  4,727  87  4,727  87
Commercial mortgage-backed securities -

government-sponsored enterprises  2,245  4  1,047  5  3,292  9

  $ 48,199  $ 272  $ 17,078  $ 245  $ 65,277  $ 517

The tables below show the Corporation’s gross unrealized losses and fair value of held-to-maturity investments, aggregated by investment category and length of
time that individual investments were in a continuous loss position at March 31, 2020 and December 31, 2019. At March 31, 2020, the Corporation held two held-
to-maturity securities that were in an unrealized loss position. Such securities have not experienced credit rating downgrades; however, they have generally
declined in value due to the current interest rate environment. There were no held-to-maturity securities that had been in a continuous loss position for twelve
months or greater as of March 31, 2020. It is expected that the Corporation will recover the entire amortized cost basis of each held-to-maturity security based upon
an evaluation of aforementioned factors. Accordingly, no other-than-temporary impairment was recorded in the unaudited Consolidated Statements of Income for
the three months ended March 31, 2020 and 2019.

A summary of unrealized loss information for securities held-to-maturity, categorized by security type and length of time for which the security has been in a
continuous unrealized loss position, follows:

  As of March 31, 2020
  Less than 12 Months  12 Months or Longer  Total

  Fair Value  
Unrealized

Losses  Fair Value  
Unrealized

Losses  Fair Value  
Unrealized

Losses
  (In Thousands)
Held-to-maturity:             
Municipal securities  $ 470  $ 36  $ —  $ —  $ 470  $ 36

14



Table of Contents

  As of December 31, 2019
  Less than 12 Months  12 Months or Longer  Total

  Fair Value  
Unrealized

Losses  Fair Value  
Unrealized

Losses  Fair Value  
Unrealized

Losses
  (In Thousands)
Held-to-maturity:             
Municipal securities  $ 499  $ 8  $ —  $ —  $ 499  $ 8
Residential mortgage-backed securities

- government issued  —  —  1,887  9  1,887  9
Residential mortgage-backed securities

- government-sponsored enterprises  1,364  5  2,144  18  3,508  23

  $ 1,863  $ 13  $ 4,031  $ 27  $ 5,894  $ 40

Note 6 — Loan and Lease Receivables, Impaired Loans and Leases and Allowance for Loan and Lease Losses

Loan and lease receivables consist of the following:

  
March 31, 

2020  
December 31, 

2019
  (In Thousands)
Commercial real estate:     

Commercial real estate — owner occupied  $ 224,075  $ 226,614
Commercial real estate — non-owner occupied  511,363  516,652
Land development  48,045  51,097
Construction  131,060  109,057
Multi-family  211,594  217,322
1-4 family  34,220  33,359

Total commercial real estate  1,160,357  1,154,101
Commercial and industrial  519,900  503,402
Direct financing leases, net  26,833  28,203
Consumer and other:     

Home equity and second mortgages  6,513  7,006
Other  30,416  22,664

Total consumer and other  36,929  29,670
Total gross loans and leases receivable  1,744,019  1,715,376

Less:     
   Allowance for loan and lease losses  22,748  19,520
   Deferred loan fees  620  741

Loans and leases receivable, net  $ 1,720,651  $ 1,695,115
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The total amount of the Corporation’s ownership of SBA loans comprised of the following:

  
March 31, 

2020  
December 31, 

2019
  (In Thousands)
SBA 7(a) loans  $ 41,642  $ 40,402
SBA 504 loans  22,275  20,592
SBA Express loans and lines of credit  1,759  1,781

Total SBA loans  $ 65,676  $ 62,775

As of March 31, 2020 and December 31, 2019, $13.9 million and $12.1 million of SBA loans were considered impaired, respectively.

Loans transferred to third parties consist of the guaranteed portions of SBA loans which the Corporation sold in the secondary market and participation interests in
other, non-SBA originated loans. The total principal amount of the guaranteed portions of SBA loans sold during the three months ended March 31, 2020 and 2019
was $2.7 million and $2.3 million, respectively. Each of the transfers of these financial assets met the qualifications for sale accounting, and therefore all of the
loans transferred during the three months ended March 31, 2020 and 2019 have been derecognized in the unaudited Consolidated Financial Statements. The
guaranteed portions of SBA loans were transferred at their fair value and the related gain was recognized upon the transfer as non-interest income in the unaudited
Consolidated Financial Statements. The total outstanding balance of sold SBA loans at March 31, 2020 and December 31, 2019 was $69.6 million and $73.8
million, respectively.

The total principal amount of transferred participation interests in other, non-SBA originated loans during the three months ended March 31, 2020 and 2019 was
$11.9 million and $6.8 million, respectively, all of which were treated as sales and derecognized under the applicable accounting guidance at the time of transfer.
No gain or loss was recognized on participation interests in other, non-SBA originated loans as they were transferred at or near the date of loan origination and the
payments received for servicing the portion of the loans participated represents adequate compensation. The total outstanding balance of these transferred loans at
March 31, 2020 and December 31, 2019 was $149.7 million and $142.8 million, respectively. As of March 31, 2020 and December 31, 2019, the total amount of
the Corporation’s partial ownership of these transferred loans on the unaudited Consolidated Balance Sheets was $255.4 million and $244.6 million, respectively.
No loans in this participation portfolio were considered impaired as of March 31, 2020 and December 31, 2019. The Corporation does not share in the participant’s
portion of any potential charge-offs. The total amount of loan participations purchased on the unaudited Consolidated Balance Sheets as of March 31, 2020 and
December 31, 2019 was $472,000 and $492,000, respectively.
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The following tables illustrate ending balances of the Corporation’s loan and lease portfolio, including impaired loans by class of receivable, and considering
certain credit quality indicators:

  March 31, 2020
  Category   
  I  II  III  IV  Total
  (Dollars in Thousands)
Commercial real estate:           

Commercial real estate — owner occupied  $ 177,478  $ 19,051  $ 19,552  $ 7,994  $ 224,075
Commercial real estate — non-owner occupied  446,724  49,496  15,143  —  511,363
Land development  46,161  432  —  1,452  48,045
Construction  130,972  —  88  —  131,060
Multi-family  200,050  11,544  —  —  211,594
1-4 family  30,178  1,828  1,604  610  34,220

      Total commercial real estate  1,031,563  82,351  36,387  10,056  1,160,357
Commercial and industrial  400,587  30,770  70,704  17,839  519,900
Direct financing leases, net  19,752  463  6,618  —  26,833
Consumer and other:          

Home equity and second mortgages  5,822  605  86  —  6,513
Other  30,280  —  —  136  30,416

      Total consumer and other  36,102  605  86  136  36,929

Total gross loans and leases receivable  $ 1,488,004  $ 114,189  $ 113,795  $ 28,031  $ 1,744,019

Category as a % of total portfolio  85.32%  6.55%  6.52%  1.61%  100.00%

  December 31, 2019
  Category   
  I  II  III  IV  Total
  (Dollars in Thousands)
Commercial real estate:           

Commercial real estate — owner occupied  $ 187,728  $ 18,455  $ 16,399  $ 4,032  $ 226,614
Commercial real estate — non-owner occupied  459,821  55,524  1,307  —  516,652
Land development  49,132  439  —  1,526  51,097
Construction  108,959  —  98  —  109,057
Multi-family  205,750  11,572  —  —  217,322
1-4 family  29,284  1,843  1,759  473  33,359

      Total commercial real estate  1,040,674  87,833  19,563  6,031  1,154,101
Commercial and industrial  398,445  34,478  55,904  14,575  503,402
Direct financing leases, net  21,282  579  6,342  —  28,203
Consumer and other:           

Home equity and second mortgages  6,307  610  89  —  7,006
Other  22,517  —  —  147  22,664

      Total consumer and other  28,824  610  89  147  29,670

Total gross loans and leases receivable  $ 1,489,225  $ 123,500  $ 81,898  $ 20,753  $ 1,715,376

Category as a % of total portfolio  86.82%  7.20%  4.77%  1.21%  100.00%

Each credit is evaluated for proper risk rating upon origination, at the time of each subsequent renewal, upon receipt and evaluation of updated financial
information from the Corporation’s borrowers, or as other circumstances dictate. The Corporation primarily uses a nine grade risk rating system to monitor the
ongoing credit quality of its loans and leases. The risk
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rating grades follow a consistent definition and are then applied to specific loan types based on the nature of the loan. Each risk rating is subjective and, depending
on the size and nature of the credit, subject to various levels of review and concurrence on the stated risk rating. In addition to its nine grade risk rating system, the
Corporation groups loans into four loan and related risk categories which determine the level and nature of review by management.

Category I — Loans and leases in this category are performing in accordance with the terms of the contract and generally exhibit no immediate concerns
regarding the security and viability of the underlying collateral, financial stability of the borrower, integrity or strength of the borrowers’ management team, or the
industry in which the borrower operates. The Corporation monitors Category I loans and leases through payment performance, continued maintenance of its
personal relationships with such borrowers, and continued review of such borrowers’ compliance with the terms of their respective agreements.

Category II — Loans and leases in this category are beginning to show signs of deterioration in one or more of the Corporation’s core underwriting criteria such
as financial stability, management strength, industry trends, or collateral values. Management will place credits in this category to allow for proactive monitoring
and resolution with the borrower to possibly mitigate the area of concern and prevent further deterioration or risk of loss to the Corporation. Category II loans are
considered performing but are monitored frequently by the assigned business development officer and by asset quality review committees.

Category III — Loans and leases in this category are identified by management as warranting special attention. However, the balance in this category is not
intended to represent the amount of adversely classified assets held by the Bank. Category III loans and leases generally exhibit undesirable characteristics, such as
evidence of adverse financial trends and conditions, managerial problems, deteriorating economic conditions within the related industry, or evidence of adverse
public filings and may exhibit collateral shortfall positions. Management continues to believe that it will collect all contractual principal and interest in accordance
with the original terms of the contracts relating to the loans and leases in this category, and therefore Category III loans are considered performing with no specific
reserves established for this category. Category III loans are monitored by management and asset quality review committees on a monthly basis.

Category IV — Loans and leases in this category are considered to be impaired. Impaired loans and leases, with the exception of performing troubled debt
restructurings, have been placed on non-accrual as management has determined that it is unlikely that the Bank will receive the contractual principal and interest in
accordance with the original terms of the agreement. Impaired loans are individually evaluated to assess the need for the establishment of specific reserves or
charge-offs. When analyzing the adequacy of collateral, the Corporation obtains external appraisals at least annually for impaired loans and leases. External
appraisals are obtained from the Corporation’s approved appraiser listing and are independently reviewed to monitor the quality of such appraisals. To the extent a
collateral shortfall position is present, a specific reserve or charge-off will be recorded to reflect the magnitude of the impairment. Loans and leases in this category
are monitored by management and asset quality review committees on a monthly basis.

The delinquency aging of the loan and lease portfolio by class of receivable was as follows:

18



Table of Contents

  March 31, 2020

  
30-59 

Days Past Due  
60-89 

Days Past Due  

Greater 
Than 90 Days

Past Due  Total Past Due  Current  
Total Loans and

Leases
  (Dollars in Thousands)
Accruing loans and leases             
Commercial real estate:             

Owner occupied  $ —  $ —  $ —  $ —  $ 216,081  $ 216,081
Non-owner occupied  —  —  —  —  511,363  511,363
Land development  —  —  —  —  46,593  46,593
Construction  —  —  —  —  131,060  131,060
Multi-family  —  —  —  —  211,594  211,594
1-4 family  —  —  —  —  33,744  33,744

Commercial and industrial  2,970  221  —  3,191  498,870  502,061
Direct financing leases, net  —  —  —  —  26,833  26,833
Consumer and other:            

Home equity and second mortgages  —  —  —  —  6,513  6,513
Other  —  —  —  —  30,280  30,280

Total  2,970  221  —  3,191  1,712,931  1,716,122
Non-accruing loans and leases             
Commercial real estate:             

Owner occupied  —  —  3,892  3,892  4,102  7,994
Non-owner occupied  —  —  —  —  —  —
Land development  —  —  —  —  1,452  1,452
Construction  —  —  —  —  —  —
Multi-family  —  —  —  —  —  —
1-4 family  —  —  476  476  —  476

Commercial and industrial  1,841  —  9,416  11,257  6,582  17,839
Direct financing leases, net  —  —  —  —  —  —
Consumer and other:             

Home equity and second mortgages  —  —  —  —  —  —
Other  —  —  136  136  —  136

Total  1,841  —  13,920  15,761  12,136 27,897
Total loans and leases             
Commercial real estate:             

Owner occupied  —  —  3,892  3,892  220,183  224,075
Non-owner occupied  —  —  —  —  511,363  511,363
Land development  —  —  —  —  48,045  48,045
Construction  —  —  —  —  131,060  131,060
Multi-family  —  —  —  —  211,594  211,594
1-4 family  —  —  476  476  33,744  34,220

Commercial and industrial  4,811  221  9,416  14,448  505,452  519,900
Direct financing leases, net  —  —  —  —  26,833  26,833
Consumer and other:            

Home equity and second mortgages  —  —  —  —  6,513  6,513
Other  —  —  136  136  30,280  30,416

Total  $ 4,811  $ 221  $ 13,920  $ 18,952  $ 1,725,067  $ 1,744,019

Percent of portfolio  0.28%  0.01%  0.80%  1.09%  98.91%  100.00%
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  December 31, 2019

  
30-59 

Days Past Due  
60-89 

Days Past Due  

Greater 
Than 90 Days

Past Due  Total Past Due  Current  
Total Loans and

Leases
  (Dollars in Thousands)
Accruing loans and leases             
Commercial real estate:             

Owner occupied  $ —  $ —  $ —  $ —  $ 222,582  $ 222,582
Non-owner occupied  —  —  —  —  516,652  516,652
Land development  —  990  —  990  48,581  49,571
Construction  309  —  —  309  108,748  109,057
Multi-family  —  —  —  —  217,322  217,322
1-4 family  —  —  —  —  33,026  33,026

Commercial and industrial  2,707  52  —  2,759  486,068  488,827
Direct financing leases, net  —  —  —  —  28,203  28,203
Consumer and other:             

Home equity and second mortgages  —  —  —  —  7,006  7,006
Other  —  —  —  —  22,517  22,517

Total  3,016  1,042  —  4,058  1,690,705  1,694,763
Non-accruing loans and leases             
Commercial real estate:             

Owner occupied  —  —  342  342  3,690  4,032
Non-owner occupied  —  —  —  —  —  —
Land development  —  —  —  —  1,526  1,526
Construction  —  —  —  —  —  —
Multi-family  —  —  —  —  —  —
1-4 family  —  333  —  333  —  333

Commercial and industrial  4,368  2,717  3,123  10,208  4,367  14,575
Direct financing leases, net  —  —  —  —  —  —
Consumer and other:             

Home equity and second mortgages  —  —  —  —  —  —
Other  —  —  147  147  —  147

Total  4,368  3,050  3,612  11,030  9,583  20,613
Total loans and leases             
Commercial real estate:             

Owner occupied  —  —  342  342  226,272  226,614
Non-owner occupied  —  —  —  —  516,652  516,652
Land development  —  990  —  990  50,107  51,097
Construction  309  —  —  309  108,748  109,057
Multi-family  —  —  —  —  217,322  217,322
1-4 family  —  333  —  333  33,026  33,359

Commercial and industrial  7,075  2,769  3,123  12,967  490,435  503,402
Direct financing leases, net  —  —  —  —  28,203  28,203
Consumer and other:             

Home equity and second mortgages  —  —  —  —  7,006  7,006
Other  —  —  147  147  22,517  22,664

Total  $ 7,384  $ 4,092  $ 3,612  $ 15,088  $ 1,700,288  $ 1,715,376

Percent of portfolio  0.43%  0.24%  0.21%  0.88%  99.12%  100.00%
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The Corporation’s total impaired assets consisted of the following:

  
March 31, 

2020  
December 31, 

2019
  (In Thousands)
Non-accrual loans and leases     

Commercial real estate:     
Commercial real estate — owner occupied  $ 7,994  $ 4,032
Commercial real estate — non-owner occupied  —  —
Land development  1,452  1,526
Construction  —  —
Multi-family  —  —
1-4 family  476  333

Total non-accrual commercial real estate  9,922  5,891
Commercial and industrial  17,839  14,575
Direct financing leases, net  —  —
Consumer and other:     

Home equity and second mortgages  —  —
Other  136  147

Total non-accrual consumer and other loans  136  147
Total non-accrual loans and leases  27,897  20,613
Foreclosed properties, net  1,669  2,919
Total non-performing assets  29,566  23,532
Performing troubled debt restructurings  134  140

Total impaired assets $ 29,700  $ 23,672

  
March 31, 

2020  
December 31, 

2019
Total non-accrual loans and leases to gross loans and leases  1.60%  1.20%
Total non-performing assets to total gross loans and leases plus foreclosed properties, net  1.69  1.37
Total non-performing assets to total assets  1.35  1.12
Allowance for loan and lease losses to gross loans and leases  1.30  1.14
Allowance for loan and lease losses to non-accrual loans and leases  81.54  94.70

As of March 31, 2020 and December 31, 2019, $18.3 million and $15.6 million of the non-accrual loans and leases were considered troubled debt restructurings,
respectively. The Corporation has allocated $3.2 million and $2.7 million of specific reserves to troubled debt restructurings as of March 31, 2020 and
December 31, 2019, respectively. There were no unfunded commitments associated with troubled debt restructured loans and leases as of March 31, 2020.

All loans and leases modified as a troubled debt restructuring are measured for impairment. The nature and extent of the impairment of restructured loans,
including those which have experienced a default, is considered in the determination of an appropriate level of the allowance for loan and lease losses.

The following table provides the number of loans modified in a troubled debt restructuring and the pre- and post-modification recorded investment by class of
receivable:
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  For the Three Months Ended March 31,
  2020  2019

  
Number of

Loans  

Pre-Modification
Recorded

Investment  

Post-Modification
Recorded

Investment  
Number of

Loans  

Pre-Modification
Recorded

Investment  

Post-Modification
Recorded

Investment
  (Dollars in Thousands)
Commercial real estate:             

Commercial real estate — owner
occupied  2  $ 299  $ 299  —  $ —  $ —

Commercial and industrial  4  1,426  1,413  4  2,077  2,077

Total  6  $ 1,725  $ 1,712  4  $ 2,077  $ 2,077

Restructured loan modifications may include payment schedule modifications, interest rate concessions, maturity date extensions, principal reduction, or some
combination of these concessions. During the three months ended March 31, 2020 and 2019, the modification of terms primarily consisted of payment schedule
modifications or principal reductions.

There was one commercial and industrial loan for $2.1 million and two owner-occupied commercial real estate loans for $3.6 million modified in a troubled debt
restructuring during the previous 12 months which subsequently defaulted during the three months ended March 31, 2020. There were no loans and leases
modified in a troubled debt restructuring during the previous 12 months which subsequently defaulted during the three months ended March 31, 2019.
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The following represents additional information regarding the Corporation’s impaired loans and leases, including performing troubled debt restructurings, by class:

  As of and for the Three Months Ended March 31, 2020

  
Recorded 

Investment(1)  

Unpaid 
Principal 
Balance  

Impairment 
Reserve  

Average 
Recorded 

Investment(2)  

Foregone 
Interest 
Income  

Interest 
Income 

Recognized  

Net 
Foregone 
Interest 
Income

  (In Thousands)
With no impairment reserve
recorded:               

Commercial real estate:               

Owner occupied  $ 4,320  $ 4,320  $ —  $ 3,218  $ 28  $ —  $ 28

Non-owner occupied  —  —  —  —  —  —  —

Land development  1,452  5,749  —  1,491  10  —  10

Construction  —  —  —  —  —  —  —

Multi-family  —  —  —  —  —  —  —

1-4 family  610  615  —  470  10  4  6

Commercial and industrial  6,488  8,261  —  13,313  181  5  176

Direct financing leases, net  —  —  —  —  —  —  —

Consumer and other:               

Home equity and second mortgages  —  —  —  —  —  —  —

Other  136  802  —  141  11  —  11

Total  13,006  19,747  —  18,633  240  9  231

With impairment reserve recorded:               

Commercial real estate:               

Owner occupied  3,674  5,034  1,206  1,124  101  —  101

Non-owner occupied  —  —  —  —  —  —  —

Land development  —  — — —  — — — — —  —

Construction  —  — — —  — — — — —  —

Multi-family  —  —  —  —  —  —  —

1-4 family  —  —  —  —  —  —  —

Commercial and industrial  11,351  12,947  2,596  2,387  260  —  260

Direct financing leases, net  —  —  —  —  —  —  —

Consumer and other:               

Home equity and second mortgages  —  —  —  —  —  —  —

Other  —  —  —  —  —  —  —

Total  15,025  17,981  3,802  3,511  361  —  361

Total:               

Commercial real estate:               

Owner occupied  7,994  9,354  1,206  4,342  129  —  129

Non-owner occupied  —  —  —  —  —  —  —

Land development  1,452  5,749  —  1,491  10  —  10

Construction  —  —  —  —  —  —  —

Multi-family  —  —  —  —  —  —  —

1-4 family  610  615  —  470  10  4  6

Commercial and industrial  17,839  21,208  2,596  15,700  441  5  436

Direct financing leases, net  —  —  —  —  —  —  —

Consumer and other:               

Home equity and second mortgages  —  —  —  —  —  —  —

Other  136  802  —  141  11  —  11

Grand total  $ 28,031  $ 37,728  $ 3,802  $ 22,144  $ 601  $ 9  $ 592

(1) The recorded investment represents the unpaid principal balance net of any partial charge-offs.
(2) Average recorded investment is calculated primarily using daily average balances.
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  As of and for the Year Ended December 31, 2019

  
Recorded

Investment(1)  

Unpaid
Principal
Balance  

Impairment
Reserve  

Average
Recorded

Investment(2)  

Foregone
Interest
Income  

Interest
Income

Recognized  

Net
Foregone
Interest
Income

  (In Thousands)

With no impairment reserve recorded:               

Commercial real estate:               

   Owner occupied  $ 387  $ 387  $ —  $ 3,285  $ 64  $ 355  $ (291)

   Non-owner occupied  —  —  —  58  1  —  1

   Land development  1,526  5,823  —  1,843  52  6  46

   Construction  —  —  —  —  —  —  —

   Multi-family  —  —  —  —  —  —  —

   1-4 family  473  478  —  356  19  46  (27)

Commercial and industrial  4,779  6,549  —  14,479  1,073  379  694

Direct financing leases, net  —  —  —  —  —  —  —

Consumer and other:               

   Home equity and second mortgages  —  —  —  —  —  7  (7)

   Other  147  813  —  191  48  —  48

      Total  7,312  14,050  —  20,212  1,257  793  464

With impairment reserve recorded:               

Commercial real estate:               

   Owner occupied  3,645  5,004  1,082  1,511  414  —  414

   Non-owner occupied  —  —  —  —  —  —  —

   Land development  —  —  —  —  —  —  —

   Construction  —  —  —  —  —  —  —

   Multi-family  —  —  —  —  —  —  —

   1-4 family  —  —  —  —  —  —  —

Commercial and industrial  9,796  11,179  2,283  2,367  1,022  —  1,022

Direct financing leases, net  —  —  —  —  —  —  —

Consumer and other:               

   Home equity and second mortgages  —  —  —  —  —  —  —

   Other  —  —  —  —  —  —  —

      Total  13,441  16,183  3,365  3,878  1,436  —  1,436

Total:               

Commercial real estate:               

   Owner occupied  4,032  5,391  1,082  4,796  478  355  123

   Non-owner occupied  —  —  —  58  1  —  1

   Land development  1,526  5,823  —  1,843  52  6  46

   Construction  —  —  —  —  —  —  —

   Multi-family  —  —  —  —  —  —  —

   1-4 family  473  478  —  356  19  46  (27)

Commercial and industrial  14,575  17,728  2,283  16,846  2,095  379  1,716

Direct financing leases, net  —  —  —  —  —  —  —

Consumer and other:               

Home equity and second mortgages  —  —  —  —  —  7  (7)

Other  147  813  —  191  48  —  48

      Grand total  $ 20,753  $ 30,233  $ 3,365  $ 24,090  $ 2,693  $ 793  $ 1,900

(1) The recorded investment represents the unpaid principal balance net of any partial charge-offs.
(2) Average recorded investment is calculated primarily using daily average balances.
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The difference between the recorded investment of loans and leases and the unpaid principal balance of $9.7 million and $9.5 million as of March 31, 2020 and
December 31, 2019, respectively, represents partial charge-offs of loans and leases resulting from losses due to the appraised value of the collateral securing the
loans and leases being below the carrying values of the loans and leases. Impaired loans and leases also included $134,000 and $140,000 of loans as of March 31,
2020 and December 31, 2019, respectively, that were performing troubled debt restructurings, and although not on non-accrual, were reported as impaired due to
the concession in terms. When a loan is placed on non-accrual, interest accrual is discontinued and previously accrued but uncollected interest is deducted from
interest income. Cash payments collected on non-accrual loans are first applied to such loan’s principal. Foregone interest represents the interest that was
contractually due on the loan but not received or recorded. To the extent the amount of principal on a non-accrual loan is fully collected and additional cash is
received, the Corporation will recognize interest income.

To determine the level and composition of the allowance for loan and lease losses, the Corporation categorizes the portfolio into segments with similar risk
characteristics. First, the Corporation evaluates loans and leases for potential impairment classification. The Corporation analyzes each loan and lease determined
to be impaired on an individual basis to determine a specific reserve based upon the estimated value of the underlying collateral for collateral-dependent loans, or
alternatively, the present value of expected cash flows. The Corporation applies historical trends from established risk factors to each category of loans and leases
that has not been individually evaluated for the purpose of establishing the general portion of the allowance.

A summary of the activity in the allowance for loan and lease losses by portfolio segment is as follows:

  As of and for the Three Months Ended March 31, 2020

  
Commercial
Real Estate  

Commercial
and

Industrial  
Consumer
and Other  Total

  (In Thousands)
Beginning balance  $ 10,852  $ 8,078  $ 590  $ 19,520

Charge-offs  —  (125)  (6)  (131)
Recoveries  1  176  —  177

Net recoveries (charge-offs)  1  51  (6)  46
Provision for loan and lease losses  1,744  1,193  245  3,182

Ending balance  $ 12,597  $ 9,322  $ 829  $ 22,748

  As of and for the Three Months Ended March 31, 2019

  
Commercial
Real Estate  

Commercial
and

Industrial  
Consumer
and Other  Total

  (In Thousands)
Beginning balance  $ 11,662  $ 8,079  $ 684  $ 20,425

Charge-offs  —  (48)  —  (48)
Recoveries  1  19  3  23

Net recoveries (charge-offs)  1  (29)  3  (25)
Provision for loan and lease losses  (458)  435  72  49

Ending balance  $ 11,205  $ 8,485  $ 759  $ 20,449
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The following tables provide information regarding the allowance for loan and lease losses and balances by type of allowance methodology.

  As of March 31, 2020

  
Commercial
Real Estate  

Commercial
and

Industrial  
Consumer
and Other  Total

  (In Thousands)
Allowance for loan and lease losses:         

Collectively evaluated for impairment  $ 11,391  $ 6,726  $ 829  $ 18,946
Individually evaluated for impairment  1,206  2,596  —  3,802

Total  $ 12,597  $ 9,322  $ 829  $ 22,748

Loans and lease receivables:         
Collectively evaluated for impairment  $ 1,150,301  $ 528,894  $ 36,793  $ 1,715,988
Individually evaluated for impairment  10,056  17,839  136  28,031

Total  $ 1,160,357  $ 546,733  $ 36,929  $ 1,744,019

  As of December 31, 2019

  
Commercial
Real Estate  

Commercial
and

Industrial  
Consumer
and Other  Total

  (In Thousands)
Allowance for loan and lease losses:         

Collectively evaluated for impairment  $ 9,770  $ 5,795  $ 590  $ 16,155
Individually evaluated for impairment  1,082  2,283  —  3,365

Total  $ 10,852  $ 8,078  $ 590  $ 19,520

Loans and lease receivables:         
Collectively evaluated for impairment  $ 1,148,070  $ 517,030  $ 29,523  $ 1,694,623
Individually evaluated for impairment  6,031  14,575  147  20,753

Total  $ 1,154,101  $ 531,605  $ 29,670  $ 1,715,376

Note 7 — Leases

The Corporation leases various office spaces, loan production offices, and specialty financing production offices under non-cancelable operating leases which
expire on various dates through 2028. The Corporation also leases office equipment. The Corporation recognizes a right-of-use asset and an operating lease
liability for all leases, with the exception of short-term leases. Right-of-use assets represent the right to use an underlying asset for the lease term and lease
liabilities are recognized at the lease commencement date based on the estimated present value of lease payments over the lease term. Lease expense for operating
leases and short-term leases is recognized on a straight-line basis over the lease term.

The Corporation entered into a sublease for vacated office space which expires in 2023. As a result, the Corporation recognized an impairment of the
corresponding right-of-use asset of $299,000 during the year ended December 31, 2019.
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The components of total lease expense were as follows:

  For the Three Months Ended March 31,
  2020  2019
  (In Thousands)
Operating lease cost  $ 372  $ 391
Short-term lease cost  74  71
Variable lease cost  127  133
Less: sublease income  (28)  —

Total lease cost, net  $ 545  $ 595

Quantitative information regarding the Corporation’s operating leases was as follows:

  March 31, 2020  December 31, 2019
Weighted-average remaining lease term (in years)  6.39  6.56
Weighted-average discount rate  3.09%  3.09%

The following maturity analysis shows the undiscounted cash flows due on the Corporation’s operating leases liabilities:

(In Thousands)  
2020 $ 1,155
2021 1,382
2022 1,373
2023 1,015
2024 756
Thereafter 2,307

Total undiscounted cash flows 7,988
Discount on cash flows (777)

Total lease liability $ 7,211

Note 8 — Other Assets

A summary of accrued interest receivable and other assets was as follows:

  March 31, 2020  December 31, 2019

  (In Thousands)
Accrued interest receivable  $ 5,298  $ 5,760
Net deferred tax asset  5,156  5,353
Investment in historic development entities  2,445  2,216
Investment in a community development entity  5,444  5,571
Investment in limited partnerships  4,938  4,476
Investment in Trust II  315  315
Fair value of interest rate swaps  53,096  18,346
Prepaid expenses  2,674  2,285
Other assets  5,355  4,184

Total accrued interest receivable and other assets  $ 84,721  $ 48,506
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Note 9 — Deposits

The composition of deposits is shown below. Average balances represent year to date averages.

  March 31, 2020  December 31, 2019

  Balance  
Average
Balance  Average Rate  Balance  

Average
Balance  Average Rate

  (Dollars in Thousands)
Non-interest-bearing transaction accounts  $ 301,657  $ 291,178  —%  $ 293,573  $ 275,495  —%
Interest-bearing transaction accounts  343,064  271,531  0.95  273,909  222,244  1.53
Money market accounts  609,883  669,482  1.12  674,409  617,341  1.71
Certificates of deposit  128,695  134,000  2.24  137,012  156,048  2.47
Wholesale deposits  116,827  132,468  2.57  151,476  225,302  2.27

Total deposits  $ 1,500,126  $ 1,498,659  1.10  $ 1,530,379  $ 1,496,430  1.53

Note 10 — FHLB Advances, Other Borrowings and Junior Subordinated Notes

The composition of borrowed funds is shown below. Average balances represent year to date averages.

  March 31, 2020  December 31, 2019

  Balance  

Weighted
Average
Balance  

Weighted
Average Rate  Balance  

Weighted
Average
Balance  

Weighted
Average Rate

  (Dollars in Thousands)
Federal funds purchased  $ —  $ —  —%  $ —  $ 59  2.45%
FHLB advances  388,500  325,929  1.91  295,000  286,464  2.17
Other borrowings  675  675  8.09  675  675  8.11
Subordinated notes payable(1)  23,717  23,710  5.95  23,707  24,502  7.45
Junior subordinated notes  10,051  10,048  11.04  10,047  10,040  11.08

  $ 422,943  $ 360,362  2.45  $ 329,429  $ 321,740  2.87

             

Short-term borrowings  $ 162,000      $ 118,500     
Long-term borrowings  260,943      210,929     

  $ 422,943      $ 329,429     

(1) Weighted average rate of subordinated notes payable reflects the accelerated amortization of subordinated debt issuance costs as a result of the early redemption of a subordinated
note during the third quarter of 2019.

As of March 31, 2020 and December 31, 2019, the Corporation was in compliance with its debt covenants under its third-party secured senior line of credit. Per the
promissory note dated February 19, 2020, the Corporation pays a commitment fee on this line of credit. During both the three months ended March 31, 2020 and
2019, the Corporation incurred interest expense due to this fee of $3,000.

Note 11 — Commitments and Contingencies

In the normal course of business, various legal proceedings involving the Corporation are pending. Management, based upon advice from legal counsel, does not
anticipate any significant losses as a result of these actions. Management believes that any liability arising from any such proceedings currently existing or
threatened will not have a material adverse effect on the Corporation’s financial position, results of operations, and cash flows.
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The Corporation sells the guaranteed portions of SBA loans, as well as participation interests in other, non-SBA originated, loans to third parties. The Corporation
has a continuing involvement in each of the transferred lending arrangements by way of relationship management and servicing the loans, as well as being subject
to normal and customary requirements of the SBA loan program and standard representations and warranties related to sold amounts. In the event of a loss
resulting from default and a determination by the SBA that there is a deficiency in the manner in which the loan was originated, funded, or serviced by the
Corporation, the SBA may require the Corporation to repurchase the loan, deny its liability under the guaranty, reduce the amount of the guaranty, or, if it has
already paid under the guaranty, seek recovery of the principal loss related to the deficiency from the Corporation. The Corporation must comply with applicable
SBA regulations in order to maintain the guaranty. In addition, the Corporation retains the option to repurchase the sold guaranteed portion of an SBA loan if the
loan defaults.

Management has assessed estimated losses inherent in the outstanding guaranteed portions of SBA loans sold in accordance with ASC 450, Contingencies, and
determined a recourse reserve based on the probability of future losses for these loans to be $1.1 million at March 31, 2020, which is reported in accrued interest
payable and other liabilities on the unaudited Consolidated Balance Sheets.

The summary of the activity in the SBA recourse reserve is as follows:

  As of and for the Three Months Ended March 31,
  2020  2019

  (In Thousands)
Balance at the beginning of the period  $ 1,345  $ 2,956
SBA recourse provision  25  481
Charge-offs, net  (284)  (161)
Balance at the end of the period  $ 1,086  $ 3,276

Note 12 — Fair Value Disclosures

The Corporation determines the fair values of its financial instruments based on the fair value hierarchy established in ASC Topic 820, which requires an entity to
maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair value. Fair value is defined as the price that would be
received in an orderly transaction that is not a forced liquidation or distressed sale at the measurement date and is based on exit prices. Fair value includes
assumptions about risk, such as nonperformance risk in liability fair values, and is a market-based measurement, not an entity-specific measurement. The standard
describes three levels of inputs that may be used to measure fair value.

Level 1 — Level 1 inputs are unadjusted quoted prices in active markets for identical assets or liabilities that the Corporation has the ability to access at the
measurement date.

Level 2 — Level 2 inputs are inputs, other than quoted prices included with Level 1, that are observable for the asset or liability either directly or indirectly, such
as quoted prices for similar assets or liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by observable
market data for substantially the full term of the assets or liabilities.

Level 3 — Level 3 inputs are supported by little or no market activity and are significant to the fair value of the assets or liabilities.

In instances where the determination of the fair value measurement is based on inputs from different levels of the fair value hierarchy, the level in the fair value
hierarchy within which the entire fair value measurement falls is based on the lowest level input that is significant to the fair value measurement in its entirety. The
Corporation’s assessment of the significance of a particular input to the fair value measurement in its entirety requires judgment and considers factors specific to
the asset or liability.

29



Table of Contents

Assets and liabilities measured at fair value on a recurring basis, segregated by fair value hierarchy level, are summarized below:

  March 31, 2020
  Fair Value Measurements Using   
  Level 1  Level 2  Level 3  Total
  (In Thousands)
Assets:         
Securities available-for-sale:         

U.S. government agency securities - government-sponsored enterprises  $ —  $ 23,217  $ —  $ 23,217
Municipal securities  —  4,978  —  4,978
Residential mortgage-backed securities - government issued  —  13,934  —  13,934
Residential mortgage-backed securities - government-sponsored enterprises  —  112,140  —  112,140
Commercial mortgage-backed securities - government issued  —  6,466  —  6,466
Commercial mortgage-backed securities - government-sponsored enterprises  —  12,578  —  12,578
Other securities  —  2,251  —  2,251

Interest rate swaps  —  53,096  —  53,096
Liabilities:        
Interest rate swaps  —  59,260  —  59,260

  December 31, 2019
  Fair Value Measurements Using   
  Level 1  Level 2  Level 3  Total
  (In Thousands)
Assets:         
Securities available-for-sale:         

U.S. government agency securities - government-sponsored enterprises  $ —  $ 23,758  $ —  $ 23,758
Municipal securities  —  160  —  160
Residential mortgage-backed securities - government issued  —  16,348  —  16,348
Residential mortgage-backed securities - government-sponsored enterprises  —  112,002  —  112,002
Commercial mortgage-backed securities - government issued  —  6,663  —  6,663
Commercial mortgage-backed securities - government-sponsored enterprises  —  11,967  —  11,967
Other securities  —  2,235  —  2,235

Interest rate swaps  —  18,346  —  18,346
Liabilities:         
Interest rate swaps  —  20,885  —  20,885

For assets and liabilities measured at fair value on a recurring basis, there were no transfers between the levels during the three months ended March 31, 2020 or
the year ended December 31, 2019 related to the above measurements.
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Assets and liabilities measured at fair value on a non-recurring basis, segregated by fair value hierarchy are summarized below:

  March 31, 2020
  Fair Value Measurements Using   
  Level 1  Level 2  Level 3  Total
  (In Thousands)
Impaired loans  $ —  $ —  $ 18,028  $ 18,028
Foreclosed properties  —  —  1,669  1,669
Loan servicing rights  —  —  1,154  1,154

  December 31, 2019
  Fair Value Measurements Using   
  Level 1  Level 2  Level 3  Total
  (In Thousands)
Impaired loans  $ —  $ —  $ 15,699  $ 15,699
Foreclosed properties  —  —  2,919  2,919
Loan servicing rights  —  —  1,195  1,195

Impaired loans were written down to the fair value of their underlying collateral less costs to sell of $18.0 million and $15.7 million at March 31, 2020 and
December 31, 2019, respectively, through the establishment of specific reserves or by recording charge-offs when the carrying value exceeded the fair value of the
underlying collateral of impaired loans. Valuation techniques consistent with the market approach, income approach, or cost approach were used to measure fair
value. These techniques included observable inputs for the individual impaired loans being evaluated, such as current appraisals, recent sales of similar assets, or
other observable market data, and unobservable inputs, typically when discounts are applied to appraisal values to adjust such values to current market conditions
or to reflect net realizable values. The quantification of unobservable inputs for Level 3 impaired loan values range from 5% - 91% as of the measurement date of
March 31, 2020. The weighted average of those unobservable inputs was 26%. The majority of the impaired loans are considered collateral dependent loans or are
supported by a SBA guaranty.

Foreclosed properties, upon initial recognition, are remeasured and reported at fair value through a charge-off to the allowance for loan and lease losses, if deemed
necessary, based upon the fair value of the foreclosed property. The fair value of a foreclosed property, upon initial recognition, is estimated using a market
approach or based on observable market data, typically a current appraisal, or based upon assumptions specific to the individual property or equipment, such as
management applied discounts used to further reduce values to a net realizable value when observable inputs become stale.

Loan servicing rights represent the asset retained upon sale of the guaranteed portion of certain SBA loans. When SBA loans are sold, servicing rights are initially
recorded at fair value with the income statement effect recorded in gains on sales of loans. The servicing rights are subsequently measured using the amortization
method, which requires amortization into interest income in proportion to, and over the period of, the estimated future net servicing income of the underlying loans.

The Corporation periodically reviews this portfolio for impairment and engages a third-party valuation firm to assess the fair value of the overall servicing rights
portfolio. Loan servicing rights do not trade in an active, open market with readily observable prices. While sales of loan servicing rights do occur, the precise
terms and conditions typically are not readily available to allow for a “quoted price for similar assets” comparison. Accordingly, the Corporation utilizes an
independent valuation from a third party which uses a discounted cash flow model to estimate the fair value of its loan servicing rights. The valuation model
incorporates prepayment assumptions to project loan servicing rights cash flows based on the current interest rate scenario, which is then discounted to estimate an
expected fair value of the loan servicing rights. The valuation model considers portfolio characteristics of the underlying serviced portion of the SBA loans and
uses the following significant unobservable inputs: (1) constant prepayment rate (“CPR”) assumptions based on the SBA sold pools historical CPR as quoted in
Bloomberg and (2) a discount rate. Due to the nature of the valuation inputs, loan servicing rights are classified in Level 3 of the fair value hierarchy.
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Fair Value of Financial Instruments

The Corporation is required to disclose estimated fair values for its financial instruments. Fair value estimates, methods, and assumptions, consistent with exit price
concepts for fair value measurements, are set forth below:

  March 31, 2020

  
Carrying
Amount  Fair Value

    Total  Level 1  Level 2  Level 3
  (In Thousands)
Financial assets:           
Cash and cash equivalents  $ 94,986  $ 94,986  $ 89,086  $ 5,900  $ —
Securities available-for-sale  175,564  175,564  —  175,564  —
Securities held-to-maturity  30,774  31,612  —  31,612  —
Loans held for sale  6,331  6,901  —  6,901  —
Loans and lease receivables, net  1,720,651  1,732,650  —  —  1,732,650
Federal Home Loan Bank stock  9,733  N/A  N/A  N/A  N/A
Accrued interest receivable  5,298  5,298  5,298  —  —
Interest rate swaps  53,096  53,096  —  53,096  —
Financial liabilities:          
Deposits  1,500,126  1,501,956  1,254,605  247,351  —
Federal Home Loan Bank advances and other borrowings  412,892  415,486  —  415,486  —
Junior subordinated notes  10,051  9,974  —  —  9,974
Accrued interest payable  1,954  1,954  1,954  —  —
Interest rate swaps  59,260  59,260  —  59,260  —
Off-balance sheet items:          
Standby letters of credit  51  51  —  —  51

N/A = The fair value is not applicable due to restrictions placed on transferability
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  December 31, 2019

  
Carrying
Amount  Fair Value

    Total  Level 1  Level 2  Level 3
  (In Thousands)
Financial assets:           
Cash and cash equivalents  $ 67,102  $ 67,102  $ 61,202  $ 5,900  $ —
Securities available-for-sale  173,133  173,133  —  173,133  —
Securities held-to-maturity  32,700  33,188  —  33,188  —
Loans held for sale  5,205  5,673  —  5,673  —
Loans and lease receivables, net  1,695,115  1,706,201  —  —  1,706,201
Federal Home Loan Bank stock  7,953  N/A  N/A  N/A  N/A
Accrued interest receivable  5,760  5,760  5,760  —  —
Interest rate swaps  18,346  18,346  —  18,346  —
Financial liabilities:           
Deposits  1,530,379  1,532,517  1,241,891  290,626  —
Federal Home Loan Bank advances and other borrowings  319,382  319,507  —  319,507  —
Junior subordinated notes  10,047  9,970  —  —  9,970
Accrued interest payable  2,882  2,282  2,282  —  —
Interest rate swaps  20,885  20,885  —  20,885  —
Off-balance sheet items:           
Standby letters of credit  63  63  —  —  63

N/A = The fair value is not applicable due to restrictions placed on transferability

Disclosure of fair value information about financial instruments, for which it is practicable to estimate that value, is required whether or not recognized in the
unaudited Consolidated Balance Sheets. In cases where quoted market prices are not available, fair values are based on estimates using present value or other
valuation techniques. Those techniques are significantly affected by the assumptions used, including the discount rate and estimates of future cash flows. In that
regard, the derived fair value estimates cannot be substantiated by comparison to independent markets and, in many cases, could not be realized in immediate
settlement of the instruments. Certain financial instruments and all non-financial instruments are excluded from the disclosure requirements. Accordingly, the
aggregate fair value amounts presented do not necessarily represent the underlying value of the Corporation.

Securities: The fair value measurements of investment securities are determined by a third-party pricing service which considers observable data that may include
dealer quotes, market spreads, cash flows, the U.S. Treasury yield curve, trade execution data, market consensus prepayment speeds, credit information, and the
securities’ terms and conditions, among other things. The fair value measurements are subject to independent verification by another pricing source on a quarterly
basis to review for reasonableness. Any significant differences in pricing are reviewed with appropriate members of management who have the relevant technical
expertise to assess the results. The Corporation has determined that these valuations are classified in Level 2 of the fair value hierarchy. When the independent
pricing service does not provide a fair value measurement for a particular security, the Corporation will estimate the fair value based on specific information about
each security. Fair values derived in this manner are classified in Level 3 of the fair value hierarchy.

Loans Held for Sale: Loans held for sale, which consist of the guaranteed portions of SBA loans, are carried at the lower of cost or estimated fair value. The
estimated fair value is based on what secondary markets are currently offering for portfolios with similar characteristics.

Interest Rate Swaps: The carrying amount and fair value of existing derivative financial instruments are based upon independent valuation models, which use
widely accepted valuation techniques, including discounted cash flow analysis on the expected cash flows of each derivative contract. This analysis reflects the
contractual terms of the derivatives, including the period to maturity, and uses observable market-based inputs, including interest rate curves and implied
volatilities. The Corporation incorporates credit valuation adjustments to appropriately reflect both its own nonperformance risk and the
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respective counterparty’s nonperformance risk in the fair value measurements. In adjusting the fair value of its derivative contracts for the effect of
nonperformance risk, the Corporation considers the impact of netting and any applicable credit enhancements, such as collateral postings, thresholds, mutual puts,
and guarantees.

Limitations: Fair value estimates are made at a discrete point in time, based on relevant market information and information about the financial instrument. These
estimates do not reflect any premium or discount that could result from offering for sale at one time the Corporation’s entire holding of a particular financial
instrument. Because no market exists for a significant portion of the Corporation’s financial instruments, fair value estimates are based on judgments regarding
future expected loss experience, current economic conditions, risk characteristics of various financial instruments, and other factors. These estimates are subjective
in nature and involve uncertainties and matters of significant judgment and, therefore, cannot be determined with precision. Changes in assumptions could
significantly affect the estimates.

Fair value estimates are based on existing balance sheet financial instruments without attempting to estimate the value of anticipated future business and the value
of assets and liabilities that are not considered financial instruments. In addition, the tax ramifications related to the realization of the unrealized gains and losses
can have a significant effect on fair value estimates and are not considered in the estimates.

Note 13 — Derivative Financial Instruments

The Corporation offers interest rate swap products directly to qualified commercial borrowers. The Corporation economically hedges client derivative transactions
by entering into offsetting interest rate swap contracts executed with a third party. Derivative transactions executed as part of this program are not considered
hedging instruments and are marked-to-market through earnings each period. The derivative contracts have mirror-image terms, which results in the positions’
changes in fair value offsetting through earnings each period. The credit risk and risk of non-performance embedded in the fair value calculations is different
between the dealer counterparties and the commercial borrowers which may result in a difference in the changes in the fair value of the mirror-image swaps. The
Corporation incorporates credit valuation adjustments to appropriately reflect both its own non-performance risk and the counterparty’s risk in the fair value
measurements. When evaluating the fair value of its derivative contracts for the effects of non-performance and credit risk, the Corporation considered the impact
of netting and any applicable credit enhancements such as collateral postings, thresholds, and guarantees.

At March 31, 2020, the aggregate amortizing notional value of interest rate swaps with various commercial borrowers was $397.7 million. The Corporation
receives fixed rates and pays floating rates based upon LIBOR on the swaps with commercial borrowers. These interest rate swaps mature between March 2021
and October 2036. Commercial borrower swaps are completed independently with each borrower and are not subject to master netting arrangements. These
commercial borrower swaps were reported on the unaudited Consolidated Balance Sheet as a derivative asset of $53.1 million, included in accrued interest
receivable and other assets. As of March 31, 2020, no interest rate swaps were in default.

At March 31, 2020, the aggregate amortizing notional value of interest rate swaps with dealer counterparties was also $397.7 million. The Corporation pays fixed
rates and receives floating rates based upon LIBOR on the swaps with dealer counterparties. These interest rate swaps mature in March 2021 through October
2036. Dealer counterparty swaps are subject to master netting agreements among the contracts within our Bank and are reported on the unaudited Consolidated
Balance Sheet as a net derivative liability of $53.1 million, included in accrued interest payable and other liabilities. The gross amount of dealer counterparty
swaps, without regard to the enforceable master netting agreement, was a gross derivative liability of $53.1 million and no gross derivative asset. No right of offset
existed with dealer counterparty swaps as of March 31, 2020.

All changes in the fair value of these instruments are recorded in other non-interest income. Given the mirror-image terms of the outstanding derivative portfolio,
the change in fair value for the three months ended March 31, 2020 and 2019 had an insignificant impact on the unaudited Consolidated Statements of Income.

The Corporation also enters into interest rate swaps to manage interest rate risk and reduce the cost of match-funding certain long-term fixed rate loans. These
derivative contracts involve the receipt of floating rate interest from a counterparty in exchange for the Corporation making fixed-rate payments over the life of the
agreement, without the exchange of the underlying notional value. The instruments are designated as cash flow hedges as the receipt of floating rate interest from
the counterparty is used to manage interest rate risk associated with forecasted issuances of short-term FHLB advances. The change in the fair value of these
hedging instruments is recorded in accumulated other comprehensive income and is subsequently reclassified into earnings in the period that the hedged
transactions affects earnings.

As of March 31, 2020, the aggregate notional value of interest rate swaps designated as cash flow hedges was $84.0 million. These interest rate swaps mature
between December 2021 and December 2027. A pre-tax unrealized loss of $3.6 million was
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recognized in other comprehensive income for the three months ended March 31, 2020, and there was no ineffective portion of these hedges.

Information about the balance sheet location and fair value of the Corporation’s derivative instruments below:

  Interest Rate Swap Contracts
  Asset Derivatives  Liability Derivatives
  Balance Sheet Location  Fair Value  Balance Sheet Location  Fair Value
  (In Thousands)
Derivatives not designated as hedging instruments         
March 31, 2020

 

Accrued interest
receivable and other
assets  

$ 53,096

 
Accrued interest payable
and other liabilities  

$ 53,096

December 31, 2019

 

Accrued interest
receivable and other
assets  

$ 18,346

 
Accrued interest payable
and other liabilities  

$ 18,346

Derivatives designated as hedging instruments         
March 31, 2020

 

Accumulated other
comprehensive income
(1)  

$ 6,164

 
Accrued interest payable
and other liabilities  

$ 6,164

December 31, 2019

 

Accumulated other
comprehensive income
(1)  

$ 2,539

 
Accrued interest payable
and other liabilities  

$ 2,539

(1) The fair value of derivatives designated as hedging instruments included in accumulated other comprehensive income represent pre-tax amounts, which are reported net of tax on the
unaudited Consolidated Balance Sheets.

Note 14 — Regulatory Capital

The Corporation and the Bank are subject to various regulatory capital requirements administered by Federal and Wisconsin banking agencies. Failure to meet
minimum capital requirements can result in certain mandatory, and possibly additional discretionary actions on the part of regulators, that if undertaken, could have
a direct material effect on the Bank’s assets, liabilities, and certain off-balance sheet items as calculated under regulatory practices. The Corporation’s and the
Bank’s capital amounts and classifications are also subject to qualitative judgments by the regulators about components, risk weightings, and other factors. The
Corporation regularly reviews and updates, when appropriate, its Capital and Liquidity Action Plan, which is designed to help ensure appropriate capital adequacy,
to plan for future capital needs, and to ensure that the Corporation serves as a source of financial strength to the Bank. The Corporation’s and the Bank’s Boards of
Directors and management teams adhere to the appropriate regulatory guidelines on decisions which affect their respective capital positions, including but not
limited to, decisions relating to the payment of dividends and increasing indebtedness.

As a bank holding company, the Corporation’s ability to pay dividends is affected by the policies and enforcement powers of the Board of Governors of the
Federal Reserve system (the “Federal Reserve”). Federal Reserve guidance urges financial institutions to strongly consider eliminating, deferring, or significantly
reducing dividends if: (i) net income available to common stockholders for the past four quarters, net of dividends previously paid during that period, is not
sufficient to fully fund the dividend; (ii) the prospective rate of earnings retention is not consistent with the bank holding company’s capital needs and overall
current and prospective financial condition; or (iii) the bank holding company will not meet, or is in danger of not meeting, its minimum regulatory capital ratios.
Management intends, when appropriate under regulatory guidelines, to consult with the Federal Reserve Bank of Chicago and provide it with information on the
Corporation’s then-current and prospective earnings and capital position in advance of declaring any cash dividends. As a Wisconsin corporation, the Corporation
is subject to the limitations of the Wisconsin Business Corporation Law, which prohibit the Corporation from paying dividends if such payment would: (i) render
the Corporation unable to pay its debts as they become due in the usual course of business, or (ii) result in the Corporation’s assets being less than the sum of its
total liabilities plus the amount needed to satisfy the preferential rights upon dissolution of any stockholders with preferential rights superior to those stockholders
receiving the dividend.
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The Bank is also subject to certain legal, regulatory, and other restrictions on their ability to pay dividends to the Corporation. As a bank holding company, the
payment of dividends by the Bank to the Corporation is one of the sources of funds the Corporation could use to pay dividends, if any, in the future and to make
other payments. Future dividend decisions by the Bank and the Corporation will continue to be subject to compliance with various legal, regulatory, and other
restrictions as defined from time to time.

Qualitative measures established by regulation to ensure capital adequacy require the Corporation and the Bank to maintain minimum amounts and ratios of Total
Common Equity Tier 1 and Tier 1 capital to risk-weighted assets and of Tier 1 capital to adjusted total assets. These risk-based capital requirements presently
address credit risk related to both recorded and off-balance sheet commitments and obligations.

As of March 31, 2020, the Corporation’s capital levels exceeded the regulatory minimums and the Bank’s capital levels remained characterized as well capitalized
under the regulatory framework. The following tables summarize both the Corporation’s and the Bank’s capital ratios and the ratios required by their federal
regulators:

  As of March 31, 2020

  Actual  
Minimum Required for

Capital Adequacy Purposes  

For Capital Adequacy
Purposes Plus Capital
Conservation Buffer  

Minimum Required to Be
Well 

Capitalized Under Prompt
Corrective Action

Requirements
  Amount  Ratio  Amount  Ratio  Amount  Ratio  Amount  Ratio
  (Dollars in Thousands)
Total capital
(to risk-weighted assets)                 

Consolidated  $ 242,869  11.74%  $ 165,436  8.00%  $ 217,135  10.50%  N/A  N/A
First Business Bank  234,506  11.41  164,397  8.00  215,771  10.50  205,496  10.00%

Tier 1 capital
(to risk-weighted assets)                 

Consolidated  $ 195,318  9.45%  $ 124,077  6.00%  $ 175,776  8.50%  N/A  N/A
First Business Bank  210,672  10.25  123,298  6.00  174,672  8.50  164,397  8.00

Common equity tier 1 capital
(to risk-weighted assets)                 

Consolidated  $ 185,267  8.96%  $ 93,058  4.50%  $ 144,756  7.00%  N/A  N/A
First Business Bank  210,672  10.25  92,473  4.50  143,847  7.00  133,572  6.50

Tier 1 leverage capital
(to adjusted assets)                 

Consolidated  $ 195,318  9.33%  $ 83,754  4.00%  $ 83,754  4.00%  N/A  N/A
First Business Bank  210,672  10.09  83,525  4.00  83,525  4.00  104,406  5.00
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  As of December 31, 2019

  Actual  
Minimum Required for

Capital Adequacy Purposes  

For Capital Adequacy
Purposes Plus Capital
Conservation Buffer  

Minimum Required to Be
Well 

Capitalized Under Prompt
Corrective Action

Requirements
  Amount  Ratio  Amount  Ratio  Amount  Ratio  Amount  Ratio
  (Dollars in Thousands)
Total capital

(to risk-weighted assets)                 
Consolidated  $ 239,029  12.01%  $ 159,185  8.00%  $ 208,930  10.50%  N/A  N/A
First Business Bank  233,181  11.79  158,177  8.00  207,607  10.50  197,721  10.00%

Tier 1 capital
(to risk-weighted assets)                 

Consolidated  $ 194,456  9.77%  $ 119,388  6.00%  $ 169,134  8.50%  N/A  N/A
First Business Bank  212,315  10.74  118,633  6.00  168,063  8.50  158,177  8.00

Common equity tier 1 capital
(to risk-weighted assets)                 

Consolidated  $ 184,409  9.27%  $ 89,541  4.50%  $ 139,286  7.00%  N/A  N/A
First Business Bank  212,315  10.74  88,974  4.50  138,405  7.00  128,519  6.50

Tier 1 leverage capital
(to adjusted assets)                 

Consolidated  $ 194,456  9.27%  $ 83,950  4.00%  $ 83,950  4.00%  N/A  N/A
First Business Bank  212,315  10.18  83,414  4.00  83,414  4.00  104,268  5.00
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

General

Unless otherwise indicated or unless the context requires otherwise, all references in this Report to the “Corporation,” “we,” “us,” “our,” or similar
references mean First Business Financial Services, Inc. together with our subsidiary. “FBB” or the “Bank” refers to our subsidiary, First Business Bank.

Forward-Looking Statements

This report may include forward-looking statements as defined in the Private Securities Litigation Reform Act of 1995, which reflect our current views
with respect to future events and financial performance. Forward-looking statements are not based on historical information, but rather are related to future
operations, strategies, financial results, or other developments. Forward-looking statements are based on management’s expectations as well as certain assumptions
and estimates made by, and information available to, management at the time the statements are made. Such statements are subject to risks and uncertainties,
including among other things:

• Adverse changes in the economy or business conditions, either nationally or in our markets, including, without limitation, the adverse effects of the
COVID-19 pandemic on the global, national, and local economy.

• The effect of the COVID-19 pandemic on the Corporation’s credit quality, revenue, and business operations.
• Competitive pressures among depository and other financial institutions nationally and in our markets.
• Increases in defaults by borrowers and other delinquencies.
• Our ability to manage growth effectively, including the successful expansion of our client support, administrative infrastructure, and internal management

systems.
• Fluctuations in interest rates and market prices.
• The consequences of continued bank acquisitions and mergers in our markets, resulting in fewer but much larger and financially stronger competitors.
• Changes in legislative or regulatory requirements applicable to us and our subsidiaries.
• Changes in tax requirements, including tax rate changes, new tax laws, and revised tax law interpretations.
• Fraud, including client and system failure or breaches of our network security, including our internet banking activities.
• Failure to comply with the applicable SBA regulations in order to maintain the eligibility of the guaranteed portions of SBA loans.

These risks could cause actual results to differ materially from what we have anticipated or projected. These risk factors and uncertainties should be
carefully considered by our stockholders and potential investors. See Part I, Item 1A — Risk Factors in our Annual Report on Form 10-K for the year ended
December 31, 2019 and Part II, Item 1A — Risk Factors for discussion relating to risk factors impacting us. Investors should not place undue reliance on any
such forward-looking statements, which speak only as of the date made. The factors described within this Form 10-Q could affect our financial performance and
could cause actual results for future periods to differ materially from any opinions or statements expressed with respect to future periods.

Where any such forward-looking statement includes a statement of the assumptions or bases underlying such forward-looking statement, we caution that,
while our management believes such assumptions or bases are reasonable and are made in good faith, assumed facts or bases can vary from actual results, and the
differences between assumed facts or bases and actual results can be material, depending on the circumstances. Where, in any forward-looking statement, an
expectation or belief is expressed as to future results, such expectation or belief is expressed in good faith and believed to have a reasonable basis, but there can be
no assurance that the statement of expectation or belief will be achieved or accomplished.

We do not intend to, and specifically disclaim any obligation to, update any forward-looking statements.

The following discussion and analysis is intended as a review of significant events and factors affecting our financial condition and results of operations
for the periods indicated. The discussion should be read in conjunction with the unaudited Consolidated Financial Statements and the Notes thereto presented in
this Form 10-Q.
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Overview

We are a registered bank holding company incorporated under the laws of the State of Wisconsin and are engaged in the commercial banking business
through our wholly-owned banking subsidiary, FBB. All of our operations are conducted through the Bank and certain subsidiaries of FBB. We operate as a
business bank focusing on delivering a full line of commercial banking products and services tailored to meet the specific needs of small and medium-sized
businesses, business owners, executives, professionals, and high net worth individuals. Our products and services include those for business banking, private
wealth, and bank consulting. Within business banking, we offer commercial lending, consumer and other lending, asset-based lending, accounts receivable
financing, equipment financing, vendor financing, SBA lending and servicing, treasury management services, and company retirement plans. Our private wealth
services for executives and individuals include trust and estate administration, financial planning, investment management, and private banking. For other banks,
our bank consulting experts provide investment portfolio administrative services, asset liability management services, and asset liability management process
validation. We do not utilize a branch network to attract retail clients. Our operating philosophy is predicated on deep client relationships fostered by local banking
partners and specialized business lines where we provide skilled expertise, combined with the efficiency of centralized administrative functions such as
information technology, loan and deposit operations, finance and accounting, credit administration, compliance, marketing, and human resources. Our focused
model allows experienced staff to provide the level of financial expertise needed to develop and maintain long-term relationships with our clients.

Operational Summary

Results for the three months ended March 31, 2020 include:

• Total assets increased to $2.196 billion as of March 31, 2020 compared to $2.097 billion as of December 31, 2019.
• Net income for the three months ended March 31, 2020 was $3.3 million compared to $5.9 million for the three months ended March 31, 2019.
• Diluted earnings per common share for the three months ended March 31, 2020 were $0.38 compared to $0.67 for the three months ended March 31,

2019.
• Net interest margin decreased 35 basis points to 3.44% for the three months ended March 31, 2020 compared to 3.79% for the three months ended

March 31, 2019.
• Top line revenue, the sum of net interest income and non-interest income, increased 4.8% to $23.5 million for the three months ended March 31, 2020

compared to $22.4 million for the three months ended March 31, 2019.
• Annualized return on average assets (“ROAA”) and annualized return on average equity (“ROAE”) were 0.62% and 7.14%, respectively, for the three

month period ended March 31, 2020, compared to 1.20% and 13.67%, respectively, for the same time period in 2019.
• Provision for loan and lease losses was $3.2 million for the three months ended March 31, 2020 compared to $49,000 for the three months ended

March 31, 2019. Net recoveries for the three months ended March 31, 2020 were $46,000 compared to net charge-offs of $25,000 for the three months
ended March 31, 2019.

• SBA recourse provision was $25,000 for the three months ended March 31, 2020 compared to $481,000 for the three months ended March 31, 2019.
• Period-end gross loans and leases receivable increased $28.8 million, or 6.7% annualized, to $1.743 billion at March 31, 2020 from $1.715 billion at

December 31, 2019. Average gross loans and leases receivable decreased $10.6 million, or 2.4% annualized, to $1.734 billion, for the three months ended
March 31, 2020 from $1.744 billion for the three months ended December 31, 2019.

• Non-performing assets increased $6.0 million, or 25.6%, to $29.6 million, or 1.35% of total assets, at March 31, 2020 from $23.5 million, or 1.12% of
total assets, at December 31, 2019.

• Period-end in-market deposits increased $4.4 million, or 1.3% annualized, to $1.383 billion at March 31, 2020 from $1.379 billion at December 31, 2019.
Average in-market deposits increased $16.0 million, or 4.8% annualized, to $1.366 billion at March 31, 2020 from $1.350 billion at December 31, 2019.
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COVID-19 Update

First Business’s work to ensure business continuity and responsive client service included proactive engagement by relationship managers with our clients
and prospects to address their needs in the short and medium terms, leveraging our comprehensive digital banking and service platforms, and enabling virtually all
of our employees to serve their clients remotely from the safety of their homes.

Business Continuity Plan

During March 2020, management activated its previously developed Pandemic Preparedness Plan, taking the following actions to protect the health of
employees and clients, while continuing to exceed client needs:

• Limited lobby hours.
• Increased, proactive communication with employees and clients via phone, video conferencing, email, and other digital tools, while prohibiting business

travel.
• Transitioned over 90% of employees to remote work.

No furloughs or layoffs have been made to date, nor does management currently anticipate future employee furloughs or layoffs related to COVID-19.

Paycheck Protection Program

A team of nearly 60 employees, over 20% of the Corporation’s workforce, started accepting and processing applications for loans under the Paycheck
Protection Program (“PPP”) on Friday, April 3, 2020, when the program was officially launched by the SBA and Treasury Department under the recently enacted
Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”). As of April 22, 2020, the Corporation had received over 600 applications from existing
clients, received conditional approval from the SBA in excess of $300 million, disbursed approximately $280 million in funds, and is expected to generate
processing fee income of approximately $8.5 million. Management expects to fund these short-term loans through a combination of excess cash held at the Federal
Reserve, short-term Federal Home Loan Bank (“FHLB”) advances, and participation in the Federal Reserve’s Paycheck Protection Program Liquidity Facility
(“PPPLF”).

Liquidity Sources

Management has reviewed all primary and secondary sources of liquidity in preparation for any unforeseen funding needs due to the COVID-19
pandemic and prioritized based on available capacity, term flexibility, and cost. As of March 31, 2020, the Corporation had the following sources of liquidity
(excluding the Corporation’s ability to participate in the PPPLF):

  March 31, 2020
Excess cash held at the Federal Reserve  $ 73,303
Reciprocal deposits held off-balance sheet  73,303
Collateral value of unencumbered pledged loans  123,030
Market value of unencumbered securities  123,030

Total sources of liquidity  $ 138,475

Total sources of liquidity  $ 457,838

In addition to the above primary sources of liquidity, as of March 31, 2020, the Corporation also had access to $53.5 million in federal funds lines with
various correspondent banks and significant experience accessing the highly liquid brokered certificate of deposit market.

Capital Strength

The Corporation’s capital ratios continued to exceed the highest required regulatory benchmark levels.

• Total capital to risk-weighted assets was 11.74%, tier 1 capital to risk-weighted assets was 9.45%, tier 1 leverage capital to adjusted average assets was
9.33%, and common equity tier 1 capital to risk-weighted assets was 8.96%. Tangible common equity to tangible assets was 8.41%.

• Effective March 16, 2020, management suspended the Corporation’s current stock repurchase program due to the uncertainty surrounding the COVID-19
pandemic. As of March 16, 2020, the Corporation had repurchased 141,137 shares of its common stock at a weighted average price of 24.62 per share, for
a total value of $3.5 million. The Corporation has $1.5 million of buyback authority remaining as of March 16, 2020.
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• As previously announced, during the first quarter of 2020, the Corporation’s Board of Directors declared a regular quarterly dividend of $0.165 per share.
The dividend was paid on February 13, 2020 to stockholders of record at the close of business on February 3, 2020. Measured against first quarter 2020
diluted earnings per share of $0.38, the dividend represents a 43.4% payout ratio. The Board of Directors routinely considers dividend declarations as part
of its normal course of business.

Deferral Requests

As of March 31, 2020, the Corporation had processed 64 deferral requests, representing $59.8 million in total outstanding loans. As of April 22, 2020, the
Corporation had processed 267 deferral requests, representing $196.6 million in total outstanding loans. Management anticipates this activity will continue
throughout the second quarter of 2020 and beyond.

Exposure to Stressed Industries

Certain industries are widely expected to be particularly impacted by social distancing, quarantines, and the economic impact of the COVID-19 pandemic,
such as the following:

  March 31, 2020

  
Outstanding

Exposure  
% Gross Loans and

Leases
  (Dollars in Thousands)
Industries:

    
Retail (1)  $ 75,442  4.3%
Hospitality  68,725  3.9%
Entertainment  11,086  0.6%
Restaurants & food service  15,992  0.9%

Total outstanding exposure  $ 171,245  9.8%

(1) Includes $42.2 million in loans secured by commercial real estate.

As of March 31, 2020, the Corporation had no meaningful direct exposure to the energy or airline industries and does not participate in shared national
credits.

Because of the significant uncertainties related to the ultimate duration of the COVID-19 pandemic and its potential effects on our clients and prospects,
and on the national and local economy as a whole, there can be no assurances as to how the crisis may ultimately affect the Corporation’s loan portfolio.

Results of Operations

Top Line Revenue

Top line revenue, comprised of net interest income and non-interest income, increased 4.8% for the three months ended March 31, 2020 compared to the
same period in the prior year primarily due to an increase in non-interest income driven by an increase in commercial loan interest rate swap fee income and above
average returns on investments in mezzanine funds, partially offset by a decrease in net interest income primarily due to decrease in fees in lieu of interest. Fees in
lieu of interest are defined as prepayment fees, asset-based loan fees, and non-accrual interest.

The components of top line revenue were as follows:

  For the Three Months Ended March 31,
  2020  2019  $ Change  % Change
  (Dollars in Thousands)
Net interest income  $ 17,050  $ 17,754  $ (704)  (4.0)%
Non-interest income  6,414  4,638  1,776  38.3

Top line revenue  $ 23,464  $ 22,392  $ 1,072  4.8
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Annualized Return on Average Assets and Annualized Return on Average Equity

ROAA for the three months ended March 31, 2020 decreased to 0.62% compared to 1.20% for the three months ended March 31, 2019. The decrease in
ROAA was primarily due to an increase in the provision for loan and lease losses related to the COVID-19 pandemic and a reduction in net interest income. This
reduction in profitability was partially offset by an increase in commercial loan interest rate swap fee income, above average returns on investments in mezzanine
funds, a decrease in SBA recourse provision, and an overall decrease in operating expenses. We consider ROAA a critical metric to measure the profitability of our
organization and how efficiently our assets are deployed. ROAA also allows us to better benchmark our profitability to our peers without the need to consider
different degrees of leverage which can ultimately influence return on equity measures.

ROAE for the three months ended March 31, 2020 was 7.14% compared to 13.67% for the three months ended March 31, 2019. The reasons for the
decrease in ROAE are consistent with the explanations discussed above with respect to ROAA. We view ROAE as an important measurement for monitoring
profitability and continue to focus on improving our return to our shareholders by enhancing the overall profitability of our client relationships, controlling our
expenses, and minimizing our costs of credit.

Efficiency Ratio

Efficiency ratio is a non-GAAP measure representing non-interest expense excluding the effects of the SBA recourse provision, impairment of tax credit
investments, losses on foreclosed properties, amortization of other intangible assets, and other discrete items, if any, divided by operating revenue, which is equal
to net interest income plus non-interest income less realized gains or losses on securities, if any.

The efficiency ratio was 67.74% for the three months ended March 31, 2020 compared to 68.04% for the three ended March 31, 2019. Operating revenue
growth outpaced the change in operating expense for the three months ended March 31, 2020, resulting in positive operating leverage. For the three months ended
March 31, 2020 compared to the three months ended March 31, 2019, operating revenue increased 4.8% while operating expense increased 4.3%. We believe we
will continue to generate modest positive operating leverage and progress towards enhancing our long-term efficiency ratio at a measured pace as we focus on
strategic initiatives directed toward revenue growth. These initiatives include efforts to expand our specialty finance lines of business, increase our commercial
banking market share, and scale our private wealth management business in less mature markets.

We believe the efficiency ratio allows investors and analysts to better assess the Corporation’s operating expenses in relation to its top line revenue by
removing the volatility that is associated with certain non-recurring and other discrete items. The efficiency ratio also allows management to benchmark
performance of our model to our peers without the influence of the loan loss provision and tax considerations, which will ultimately influence other traditional
financial measurements, including ROAA and ROAE. The information provided below reconciles the efficiency ratio to its most comparable GAAP measure.
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Please refer to the Non-Interest Income and Non-Interest Expense sections below for discussion on additional drivers of the year-over-year change in
the efficiency ratio.

  For the Three Months Ended March 31,
  2020  2019  $ Change  % Change
  (Dollars in Thousands)
Total non-interest expense  $ 16,146  $ 17,742  $ (1,596)  (9.0)%

Less:         
Net loss on foreclosed properties  102  —  102  NM
Amortization of other intangible assets  9  11  (2)  (18.2)
SBA recourse provision  25  481  (456)  (94.8)
Tax credit investment impairment  113  2,014  (1,901)  (94.4)

Total operating expense  15,897  15,236  661  4.3
Net interest income  17,050  17,754  (704)  (4.0)
Total non-interest income  6,414  4,638  1,776  38.3

Less:         
Net loss on sale of securities  (4)  —  (4)  NM

Total operating revenue  23,468  22,392  1,076  4.8

Pre-tax, pre-provision adjusted earnings  $ 7,571  $ 7,156  $ 415  5.8

Efficiency ratio  67.74%  68.04%   

NM = Not Meaningful

Net Interest Income

Net interest income levels depend on the amount of and yield on interest-earning assets as compared to the amount of and rate paid on interest-bearing
liabilities. Net interest income is sensitive to changes in market rates of interest and the asset/liability management processes to prepare for and respond to such
changes.

The following table provides information with respect to (1) the change in net interest income attributable to changes in rate (changes in rate multiplied
by prior volume) and (2) the change in net interest income attributable to changes in volume (changes in volume multiplied by prior rate) for the three months
ended March 31, 2020 compared to the same period in 2019. The change in net interest income attributable to changes in rate and volume (changes in rate
multiplied by changes in volume) has been allocated to the rate and volume changes in proportion to the relationship of the absolute dollar amounts of the change
in each.
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  Increase (Decrease) for the Three Months Ended March 31,
  2020 Compared to 2019
  Rate  Volume   Net
  (In Thousands)
Interest-earning assets        
Commercial real estate and other mortgage loans(1)  $ (1,683)  $ 517   $ (1,166)
Commercial and industrial loans(1)  (1,863)  881   (982)
Direct financing leases(1)  (180)  (38)   (218)
Consumer and other loans(1)  (28)  36   8

Total loans and leases receivable  (3,754)  1,396   (2,358)
Mortgage-related securities  (86)  208   122
Other investment securities  8  (37)   (29)
FHLB and FRB Stock  94  22   116
Short-term investments  (106)  (52)   (158)

Total net change in income on interest-earning assets  (3,844)  1,537   (2,307)
Interest-bearing liabilities        
Transaction accounts  (415)  191   (224)
Money market accounts  (1,103)  448   (655)
Certificates of deposit  (61)  (146)   (207)
Wholesale deposits  236  (830)   (594)

Total deposits  (1,343)  (337)   (1,680)
FHLB advances  (833)  948   115
Other borrowings  (40)  (1)   (41)
Junior subordinated notes  3  —   3

Total net change in expense on interest-bearing liabilities  (2,213)  610   (1,603)

Net change in net interest income  $ (1,631)  $ 927   $ (704)

(1) The average balances of loans and leases include non-accrual loans and leases and loans held for sale.
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The table below shows our average balances, interest, average yields/rates, net interest margin, and the spread between the combined average yields
earned on interest-earning assets and average rates on interest-bearing liabilities for the three months ended March 31, 2020 and 2019. The average balances are
derived from average daily balances.

  For the Three Months Ended March 31,

  2020  2019

  
Average 
Balance  Interest  

Average 
Yield/Rate(4)  

Average 
Balance  Interest  

Average 
Yield/Rate(4)

  (Dollars in Thousands)

Interest-earning assets             
Commercial real estate and other mortgage

loans(1)  $ 1,153,972  $ 13,523  4.69%  $ 1,113,723  $ 14,689  5.28%

Commercial and industrial loans(1)  515,935  7,857  6.09  466,046  8,839  7.59

Direct financing leases(1)  27,961  108  1.55  32,248  326  4.04

Consumer and other loans(1)  35,874  361  4.03  32,436  353  4.35

Total loans and leases receivable(1)  1,733,742  21,849  5.04  1,644,453  24,207  5.89

Mortgage-related securities(2)  180,590  1,061  2.35  146,048  939  2.57

Other investment securities(3)  23,280  127  2.18  30,131  156  2.07

FHLB and FRB stock  8,512  205  9.63  7,055  89  5.05

Short-term investments  35,763  130  1.45  45,190  288  2.55

Total interest-earning assets  1,981,887  23,372  4.72  1,872,877  25,679  5.48

Non-interest-earning assets  122,975      95,796     

Total assets  $ 2,104,862      $ 1,968,673     

Interest-bearing liabilities             

Transaction accounts  $ 271,531  647  0.95  $ 215,400  871  1.62

Money market accounts  669,482  1,869  1.12  555,692  2,524  1.82

Certificates of deposit  134,000  750  2.24  159,600  957  2.40

Wholesale deposits  132,468  850  2.57  267,791  1,444  2.16

Total interest-bearing deposits  1,207,481  4,116  1.36  1,198,483  5,796  1.93

FHLB advances  325,929  1,559  1.91  267,989  1,444  2.16

Other borrowings  24,385  370  6.07  24,449  411  6.72

Junior subordinated notes  10,048  277  11.03  10,034  274  10.92

Total interest-bearing liabilities  1,567,843  6,322  1.61  1,500,955  7,925  2.11

Non-interest-bearing demand deposit accounts  291,129      257,222     

Other non-interest-bearing liabilities  62,367      37,912     
Total liabilities  1,921,339      1,796,089     

Stockholders’ equity  183,523      172,584     

Total liabilities and stockholders’ equity  $ 2,104,862      $ 1,968,673     

Net interest income    $ 17,050      $ 17,754   

Interest rate spread      3.10%      3.37%

Net interest-earning assets  $ 414,044      $ 371,922     

Net interest margin      3.44%      3.79%
Average interest-earning assets to average

interest-bearing liabilities  126.41%      124.78%     

Return on average assets(4)  0.62      1.20     

Return on average equity(4)  7.14      13.67     

Average equity to average assets  8.72      8.77     

Non-interest expense to average assets(4)  3.07      3.60     

(1) The average balances of loans and leases include non-accrual loans and leases and loans held for sale. Interest income related to non-accrual loans and leases is recognized when
collected. Interest income includes net loan fees collected in lieu of interest.

(2) Includes amortized cost basis of assets available-for-sale and held-to-maturity.
(3) Yields on tax-exempt municipal securities are not presented on a tax-equivalent basis in this table.
(4) Represents annualized yields/rates.
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Comparison of Net Interest Income for the Three Months Ended March 31, 2020 and 2019

Net interest income decreased $704,000, or 4.0%, during the three months ended March 31, 2020 compared to the three months ended March 31, 2019.
The decline in net interest income reflected a decrease in net interest margin and fees received in lieu of interest, partially offset by an increase in average loans and
leases. Fees in lieu of interest, which can vary from quarter to quarter, totaled $722,000, compared to $2.2 million. Excluding fees in lieu of interest, net interest
income increased $796,000, or 5.1%. Average gross loans and leases for the three months ended March 31, 2020 increased $89.3 million, or 5.4%, compared to the
three months ended March 31, 2019.

The yield on average loans and leases for the three months ended March 31, 2020 declined to 5.04% compared to 5.89% for the three months ended
March 31, 2019. Both periods were impacted by fees collected in lieu of interest. Without the impact of these fees, the yield on average loans and leases for the
three months ended March 31, 2020 was 4.87%, compared to 5.35% for the three months ended, March 31, 2019. Similarly, the yield on average interest-earning
assets for the three months ended March 31, 2020 measured 4.72%, compared to 5.48% for the three months ended March 31, 2019. Excluding fees collected in
lieu of interest, the yield on average interest-earning assets for the three months ended March 31, 2020 was 4.57%, compared to 5.01% for the three months ended
March 31, 2019, reflecting a decrease in LIBOR and Prime.

The average rate paid on total interest-bearing liabilities for the three months ended March 31, 2020 decreased to 1.61%, compared to 2.11% for the three
months ended March 31, 2019. Total interest-bearing liabilities include interest-bearing deposits, federal funds purchased, FHLB advances, subordinated and
junior subordinated notes payable, and other borrowings.

The average rate paid on total in-market deposits — comprised of all transaction accounts, money market accounts, and non-wholesale deposits — for the
three months ended March 31, 2020 decreased to 0.96%, down from 1.47% for the three months ended March 31, 2019. The average rate paid on total in-market
deposits declined as the Corporation decreased deposit rates in response to the Federal Open Market Committee’s (“FOMC”) decision to decrease the target federal
funds rate 225 basis points from July 2019 to March 2020. The average target federal funds rate decreased 207 basis points during this period of comparison.

Consistent with the Corporation’s longstanding funding strategy to manage interest rate risk and match fund long-term, fixed-rate loans, wholesale funds
are used at various maturity terms to meet the Corporation’s funding needs. Average FHLB advances for the three months ended March 31, 2020 increased $57.9
million to $325.9 million at an average rate paid of 1.91%, compared to $268.0 million at an average rate paid of 2.16% for the three months ended March 31,
2019. As of March 31, 2020, the weighted average original maturity of our FHLB term advances was 5.93 years. Average wholesale deposits, consisting
of brokered certificates of deposit and deposits gathered from internet listing services, for the three months ended March 31, 2020 decreased $135.3
million to $132.5 million at an average rate paid of 2.57%, compared to $267.8 million at an average rate paid of 2.16%. The existing wholesale deposit portfolio is
maturing and being replaced, as needed, by lower cost FHLB advances to match fund long-term, fixed-rate loans. As of March 31, 2020, the weighted average
original maturity of our wholesale deposits was 4.79 years.

The average rate paid on total bank funding for the three months ended March 31, 2020 decreased to 1.24% compared to 1.68% for the three months
ended March 31, 2019. Total bank funding is defined as total deposits plus FHLB advances.

                Net interest margin decreased 35 basis points to 3.44% for the three months ended March 31, 2020 compared to 3.79% for the three months ended
March 31, 2019. The decrease was primarily due to the decrease in the average yield on loans and leases receivable and a reduction in fees collected in lieu of
interest. These unfavorable variances were partially offset by a decrease in the average rate paid on in-market deposits and wholesale funding. Excluding fees
collected in lieu of interest, net interest margin measured 3.30% for the first quarter of 2020, compared to 3.32% in the first quarter of 2019.

Management believes its success in growing in-market deposits, disciplined loan pricing, and increased production in our higher-yielding specialty
finance line of business will allow the Corporation to achieve a net interest margin of at least 3.50%, on average, notwithstanding the volatility expected in the
second quarter of 2020 due to the PPP loans. However, the collection of loan fees in lieu of interest is an expected source of volatility to quarterly net interest
income and net interest margin, particularly given the nature of the Corporation’s asset-based lending business. Net interest margin may also experience volatility
due to events such as the collection of interest on loans previously in non-accrual status or the accumulation of significant short-term deposit inflows.
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Provision for Loan and Lease Losses

We determine our provision for loan and lease losses pursuant to our allowance for loan and lease loss methodology, which is based on the magnitude of
current and historical net charge-offs recorded throughout the established look-back period, the evaluation of several qualitative factors for each portfolio category,
and the amount of specific reserves established for impaired loans that present collateral shortfall positions. Refer to Allowance for Loan and Lease Losses,
below, for further information regarding our allowance for loan and lease loss methodology.    

In the first quarter of 2020, the underlying credit quality indicators of the Corporation were strong, however, given the uncertain economic environment
created by the COVID-19 pandemic and the impact it could have on credit losses, we believed it was necessary to build credit reserves. Based on an analysis of this
increased inherent risk in the loan portfolio, the allowance for loan and lease losses was increased $3.1 million, or 16.5%, compared to December 31, 2019. The
provision for loan and lease losses totaled $3.2 million for the three months ended March 31, 2020, compared to $49,000 for the three months ended March 31,
2019. Due to COVID-19 and the economic impact it could have on the Corporation’s loan portfolio, additional detail about certain exposure to stressed industries
is included in the section titled COVID-19 Update, above.

While it was not a material source of provision for loan and lease losses during the three months ended March 31, 2020, the legacy on-balance sheet SBA
portfolio, defined as SBA 7(a) and Express loans originated in 2016 and prior, has been a source of elevated non-performing assets.

Additional information on our legacy SBA portfolio is as follows:

 As of

 
March 31, 

2020  
December 31, 

2019  
March 31, 

2019
 (In Thousands)
Performing loans:      

Off-balance sheet loans $ 31,212  $ 35,029  $ 45,735
On-balance sheet loans 17,935  19,697  24,396

Gross loans 49,147  54,726  70,131
Non-performing loans:      

Off-balance sheet loans 4,887  7,290  12,471
On-balance sheet loans 13,833  12,037  14,510

Gross loans 18,720  19,327  26,981
Total loans:      

Off-balance sheet loans 36,099  42,319  58,206
On-balance sheet loans 31,768  31,734  38,906

Gross loans $ 67,867  $ 74,053  $ 97,112

The addition of specific reserves on impaired loans represent new specific reserves established when collateral shortfalls or government guaranty
deficiencies are present, while conversely the release of specific reserves represent the reduction of previously established reserves that are no longer required.
Changes in the allowance for loan and lease losses due to subjective factor changes reflect management’s evaluation of the level of risk within the portfolio based
upon several factors for each portfolio segment. Charge-offs in excess of previously established specific reserves require an additional provision for loan and lease
losses to maintain the allowance for loan and lease losses at a level deemed appropriate by management. This amount is net of the release of any specific reserve
that may have already been provided. Change in the inherent risk of the portfolio is primarily influenced by the overall growth in gross loans and leases and an
analysis of loans previously charged off, as well as movement of existing loans and leases in and out of an impaired loan classification where a specific evaluation
of a particular credit may be required rather than the application of a general reserve loss rate. Refer to Asset Quality, below, for further information regarding the
overall credit quality of our loan and lease portfolio.
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Comparison of Non-Interest Income for the Three Months Ended March 31, 2020 and 2019

Non-Interest Income

Non-interest income primarily consists of fees earned for private wealth management services, gains on sale of SBA loans, service charges on deposits,
loan fee income, and commercial loan interest rate swap fee income. For the three months ended March 31, 2020 non-interest income increased by $1.8 million, or
38.3%, to $6.4 million from $4.6 million for the same period in 2019. Management continues to focus on revenue growth from multiple non-interest income
sources in order to maintain a diversified revenue stream through greater contribution from fee-based revenues. Total non-interest income accounted for 27.3% of
our total revenues for the three months ended March 31, 2020, compared to 20.7% for the three months ended March 31, 2019. Management believes the expected
gradual expansion of our SBA lending program, fees from commercial loan interest rate swap activity with our commercial borrowers, and the geographic
expansion of our private wealth management division will allow us to achieve our strategic target of 25% over the long-term.

The components of non-interest income were as follows:

  For the Three Months Ended March 31,
  2020  2019  $ Change  % Change
  (Dollars in Thousands)
Private wealth management service fees  $ 2,112  $ 1,927  $ 185  9.6%
Gain on sale of SBA loans  265  242  23  9.5
Service charges on deposits  818  777  41  5.3
Loan fees  485  414  71  17.1
Increase in cash surrender value of bank-owned life

insurance  295  292  3  1.0
Net loss on sale of securities  (4)  —  (4)  NM
Commercial loan swap fees  1,681  473  1,208  NM
Other non-interest income  762  513  249  48.5

Total non-interest income  $ 6,414  $ 4,638  $ 1,776  38.3

Fee income ratio(1)  27.3%  20.7%     

(1) Fee income ratio is fee income, per the above table, divided by top line revenue (defined as net interest income plus non-interest income).

Private wealth management service fees increased $185,000, or 9.6%, for the three months ended March 31, 2020, compared to the three months ended
March 31, 2019. This increase was driven by growth in assets under management and administration attributable to new client relationships throughout the time
period of comparison. As of March 31, 2020, trust assets under management and administration totaled $1.664 billion, decreasing $227.7 million, or 12.0%,
compared to $1.892 billion as of December 31, 2019 and $67.5 million, or 3.9%, compared to $1.732 billion as of March 31, 2019. The decrease is principally due
to the precipitous drop in equity prices in late March 2020. Management expects to report a modest reduction in fee income in the second quarter of 2020,
compared to the current quarter, due to the decline in market values in March 2020 stemming from the COVID-19 pandemic.

Commercial loan interest rate swap fee income was $1.7 million for the three months ended March 31, 2020, compared to $473,000 for the three months
ended March 31, 2019. Interest rate swaps continue to be an attractive product for the Bank’s commercial borrowers, although associated fee income can vary
period to period based on client demand and the interest rate environment in any given quarter.

Other non-interest income for the three months ended March 31, 2020 totaled $762,000, compared to $513,000 for three months ended March 31, 2019.
Returns on the investment in mezzanine funds were $462,000 for the three months ended March 31, 2020, compared to $232,000 for three months ended
March 31, 2019. In addition, fee income from the Company’s newly established bank consulting division, First Business Consulting Services, total $63,000 for the
three months ended March 31, 2020 compared to $10,000 for three months ended March 31, 2019.
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Comparison of Non-Interest Expense for the Three Months Ended March 31, 2020 and 2019

Non-Interest Expense    

The components of non-interest expense were as follows:

  For the Three Months Ended March 31,
  2020  2019  $ Change  % Change
  (Dollars in Thousands)
Compensation  $ 11,052  $ 10,165  $ 887  8.7 %
Occupancy  572  590  (18)  (3.1)
Professional fees  819  1,210  (391)  (32.3)
Data processing  677  581  96  16.5
Marketing  461  482  (21)  (4.4)
Equipment  291  389  (98)  (25.2)
Computer software  889  799  90  11.3
FDIC insurance  208  293  (85)  (29.0)
Collateral liquidation costs (recovery)  121  (91)  212  NM
Net loss on foreclosed properties  102  —  102  NM
Tax credit investment impairment  113  2,014  (1,901)  (94.4)
SBA recourse provision  25  481  (456)  (94.8)
Other non-interest expense  816  829  (13)  (1.6)

Total non-interest expense  $ 16,146  $ 17,742  $ (1,596)  (9.0)

Total operating expense(1)  $ 15,897  $ 15,236  $ 661  4.3
Full-time equivalent employees  281  278     

(1) Total operating expense represents total non-interest expense, adjusted to exclude the impact of discrete items as previously defined in the non-GAAP efficiency ratio calculation,
above.

Non-interest expense for the three months ended March 31, 2020 decreased by $1.6 million, or 9.0%, to $16.1 million compared to $17.7 million for the same
period in 2019. Operating expense, which excludes certain one-time and discrete items as defined in the Efficiency Ratio table above, increased $661,000, or 4.3%,
to $15.9 million for the three months ended March 31, 2020 compared to $15.2 million for the same period in 2019. The increase in operating expense was
primarily due to an increase in compensation expense and collateral liquidation costs, partially offset by a decrease in professional fees and general business-
related expenses due to the Corporation’s adherence to COVID-19 stay-at-home orders.    

Compensation expense for the three months ended March 31, 2020 was $11.1 million, an increase of $887,000 compared to the three months ended
March 31, 2019. The increase in compensation expense reflects an increase in employees, annual merit increases, and an increase in incentive compensation.
Average full-time equivalent employees were 286 for the quarter ended March 31, 2020 compared to 277 for the quarter ended March 31, 2019.

Collateral liquidation costs increased $212,000 to $121,000 for the three months ended March 31, 2020 compared to a recovery of $91,000 for the three
months ended March 31, 2019. The first quarter of 2019 included the recovery of various workout expenses following the successful resolution of an impaired
asset-based loan relationship.

Professional fee expense decreased $391,000, or 32.3%, to $819,000 for the three months ended March 31, 2020 compared to $1.2 million for the three
months ended March 31, 2019. The decrease compared to the prior year quarter was primarily due to a decrease in consulting and recruiting expense.

Tax credit investment impairment expense was $113,000 for the three months ended March 31, 2020 compared to $2.0 million for the same period in the
2019. During the first quarter of 2019, the Company recognized $1.9 million in expense due to the impairment of an in-market federal historic tax credit
investment, which corresponded with the recognition of a $2.8 million tax credit during the quarter. Management intends to continue actively pursuing in-market
tax credit opportunities throughout 2020 and beyond.
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SBA recourse provision was $25,000 for the three months ended March 31, 2020 compared to $481,000 for the three months ended March 31, 2019. The
decrease for the three months ended March 31, 2020 was primarily due to the declining balance of the outstanding legacy SBA loan sold portfolio and a reduction
in the loss rate applied to the portfolio. Changes to SBA recourse reserves may be a source of non-interest expense volatility in future quarters, though the
magnitude of this volatility should diminish over time as the outstanding balance of sold legacy SBA loans continues to decline. The total recourse reserve balance
was $1.1 million, or 1.6% of total sold SBA loans outstanding, at March 31, 2020, compared to $1.3 million, or 1.8%, at December 31, 2019, and $3.3 million, or
4.0%, at March 31, 2019.

Income Taxes

Income tax expense totaled $858,000 for the three months ended March 31, 2020 compared to an income tax benefit of $1.3 million for the three months
ended March 31, 2019. The income tax benefit for the three months ended March 31, 2019 primarily reflects the recognition of a $2.8 million tax credit, which
corresponded with the aforementioned impairment of an in-market federal historic tax credit investment. The effective tax rate for the three months ended
March 31, 2020 was 20.7%.

Generally, the provision for income taxes is determined by applying an estimated annual effective income tax rate to income before taxes and adjusting
for discrete items. The rate is based on the most recent annualized forecast of pre-tax income, book versus tax differences and tax credits, if any. If we conclude
that a reliable estimated annual effective tax rate cannot be determined, the actual effective tax rate for the year-to-date period may be used. We re-evaluate the
income tax rates each quarter. Therefore, the current projected effective tax rate for the entire year may change.

Financial Condition

General

Total assets increased by $99.6 million, or 4.7%, to $2.196 billion as of March 31, 2020 compared to $2.097 billion at December 31, 2019. The increase
in total assets was primarily driven by growth in our short-term investments, loan and lease portfolio and commercial loan swap portfolio.

Short-Term Investments

Short-term investments increased by $28.6 million, or 56.0%, to $79.6 million at March 31, 2020 from $51.0 million at December 31, 2019. Our short-
term investments primarily consist of interest-bearing deposits held at the FRB and commercial paper. We value the safety and soundness provided by the FRB and
therefore incorporate short-term investments in our on-balance sheet liquidity program. As of March 31, 2020 and December 31, 2019, our total investment in
commercial paper was $5.9 million. We approach our decisions to purchase commercial paper with similar rigor and underwriting standards as applied to our loan
and lease portfolio. The original maturities of the commercial paper are usually 60 days or less and provide an attractive yield in comparison to other short-term
alternatives. These investments also assist us in maintaining a shorter duration of our overall investment portfolio which we believe is necessary to be in a position
to benefit from an anticipated change in the yield curve level and shape. In general, the level of our short-term investments will be influenced by the timing of
deposit gathering, scheduled maturities of wholesale deposits, funding of loan and lease growth when opportunities are presented, and the level of our securities
portfolio. Please refer to the section titled Liquidity and Capital Resources for further discussion.

Securities

Total securities, including available-for-sale and held-to-maturity, increased by $505,000, or 0.2%, to $206.3 million at March 31, 2020 compared to
$205.8 million at December 31, 2019. During the three months ended March 31, 2020, due to declining interest rates, we recognized unrealized gains of $4.5
million before income taxes through other comprehensive income. As of March 31, 2020 and December 31, 2019, our overall securities portfolio, including
available-for-sale securities and held-to-maturity securities, had an estimated weighted-average expected maturity of 4.0 years and 4.4 years, respectively.
Generally, our investment philosophy remains as stated in our most recent Annual Report on Form 10-K.

We use a third-party pricing service as our primary source of market prices for our securities portfolio. On a quarterly basis, we validate the
reasonableness of prices received from this source through independent verification, data integrity validation primarily through comparison of current price to an
expectation-based analysis of movement in prices based upon the changes in the related yield curves, and other market factors. No securities within our portfolio
were deemed to be other-than-temporarily impaired as of March 31, 2020. We sold approximately $839,000 of securities during the three months ended March 31,
2020 to proactively manage our securities portfolio to meet our long-term investment objectives.
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Loans and Leases Receivable    

Loans and leases receivable, net of allowance for loan and lease losses, increased by $25.5 million, or 1.5%, to $1.721 billion at March 31, 2020 from
$1.695 billion at December 31, 2019. As of March 31, 2020, commercial and industrial (“C&I”) loans were a significant contributor to loan growth increasing
$16.5 million to $519.9 million from $503.4 million at December 31, 2019. Total commercial real estate (“CRE”) also contributed to growth, increasing $6.3
million to $1.160 billion from $1.154 billion at December 31, 2019. Construction loans were the largest contributors to CRE loan growth as of March 31, 2020,
increasing $22.0 million from December 31, 2019.

There continues to be a concentration in CRE loans, however, in general our composition of total loans and leases has remained relatively consistent due
to balanced growth across our product offerings. CRE loans represented 66.5% and 67.3% of our total loans as of March 31, 2020 and December 31, 2019,
respectively. As of March 31, 2020, 19.3% of the CRE loans were owner-occupied CRE, compared to 19.6% as of December 31, 2019. We consider owner-
occupied CRE more characteristic of the Corporation’s C&I portfolio as, in general, the client’s primary source of repayment is the cash flow from the operating
entity occupying the commercial real estate property.

As mentioned above, our C&I portfolio increased $16.5 million, or 3.3%, to $519.9 million at March 31, 2020 from $503.4 million at December 31, 2019
reflecting growth in both conventional lending and specialty finance, specifically accounts receivable financing. Line of credit utilization during these same periods
of comparison was relatively unchanged. We will continue to emphasize actively pursuing C&I loans across the Corporation as this segment of our loan and lease
portfolio provides an attractive yield commensurate with an appropriate level of credit risk and creates opportunities for in-market deposit, treasury management,
and private wealth management relationships which generate additional fee revenue.

While we continue to experience significant competition from banks operating in our primary geographic areas, we remain committed to our underwriting
standards and will not deviate from those standards for the sole purpose of growing our loan and lease portfolio. We continue to expect our new loan and lease
activity to be adequate to replace normal amortization, allowing us to continue growing in future quarters. The types of loans and leases we originate and the
various risks associated with these originations remain consistent with information previously outlined in our most recent Annual Report on Form 10-K.

Non-accrual loans increased $7.3 million, or 35.3%, to $27.9 million at March 31, 2020, compared to $20.6 million at December 31, 2019. The increase
in non-accrual loans was principally due to the impairment of one $5.0 million commercial relationship and the repurchase of $2.0 million of impaired legacy SBA
loans. The Corporation’s non-accrual loans as a percentage of total gross loans and leases measured 1.60% and 1.20% at March 31, 2020 and December 31, 2019,
respectively. Please refer to the sections titled COVID-19 Update and Asset Quality for additional information on credit quality.

Deposits

As of March 31, 2020, deposits decreased by $30.3 million, or 2.0% to $1.500 billion from $1.530 billion at December 31, 2019 primarily due to a $64.5
million and $34.6 million decrease in money market accounts and wholesale deposits, respectively, partially offset by a $77.2 million increase in transaction
accounts. Management attributes the recent transition from money market accounts to reciprocal transaction accounts with full FDIC insurance to our clients’
preferences for safety and soundness versus interest rate amid the economic uncertainty created by the COVID-19 pandemic. Period-end deposit balances
associated with in-market relationships will fluctuate based upon maturity of time deposits, client demands for the use of their cash, and our ability to maintain
existing and new client relationships.

Our strategic efforts remain focused on adding in-market deposit relationships. We measure the success of in-market deposit gathering efforts based on
the number and average balances of our deposit accounts as compared to ending balances due to the volatility of some of our larger relationships. The Bank’s
average in-market deposits, consisting of all transaction accounts, money market accounts, and certificates of deposit, were approximately $1.366 billion, or 74.9%
of total bank funding for the three months ended March 31, 2020, compared to $1.350 billion, or 73.9% of total bank funding for the three months ended
December 31, 2019.
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FHLB Advances and Other Borrowings

As of March 31, 2020, FHLB advances and other borrowings increased by $93.5 million, or 29.3%, to $412.9 million from $319.4 million at
December 31, 2019. While total wholesale funding has decreased meaningfully overall due to significant in-market deposit growth, we continue to replace the
majority of our maturing brokered certificates of deposit with FHLB advances at lower rates. In addition, with the swap curve being flat relative to long-term
advances, the Corporation borrowed $30.0 million during the first quarter of 2020 at rates below long-term fixed advances by combining pay-fixed swap with a
rolling short-term FHLB advance, bringing the total advances using this strategy to $84 million.

Consistent with our funding philosophy to manage interest rate risk, we will use the most efficient and cost effective source of wholesale funds. We will
utilize FHLB advances to the extent we maintain an adequate level of excess borrowing capacity for liquidity and contingency funding purposes and pricing
remains favorable in comparison to the wholesale deposit alternative. Total bank funding is defined as total deposits plus FHLB advances. At March 31, 2020, the
ratio of wholesale funds to total bank funding was 26.8%. We will use FHLB advances and/or brokered certificates of deposit in specific maturity periods needed,
typically three to five years, to match-fund fixed rate loans and effectively mitigate the interest rate risk measured through our asset/liability management process
and to support asset growth initiatives while taking into consideration our operating goals and desired level of usage of wholesale funds. Please refer to the section
titled Liquidity and Capital Resources, below, for further information regarding our use and monitoring of wholesale funds.
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Asset Quality

Impaired Assets

Total impaired assets consisted of the following at March 31, 2020 and December 31, 2019, respectively:

  
March 31, 

2020  
December 31, 

2019
  (Dollars in Thousands)
Non-accrual loans and leases     

Commercial real estate:     
Commercial real estate - owner occupied  $ 7,994  $ 4,032
Commercial real estate - non-owner occupied  —  —
Land development  1,452  1,526
Construction  —  —
Multi-family  —  —
1-4 family  476  333

Total non-accrual commercial real estate  9,922  5,891
Commercial and industrial  17,839  14,575
Direct financing leases, net  —  —
Consumer and other:     

Home equity and second mortgages  —  —
Other  136  147

Total non-accrual consumer and other loans  136  147
Total non-accrual loans and leases  27,897  20,613
Foreclosed properties, net  1,669  2,919
Total non-performing assets  29,566  23,532
Performing troubled debt restructurings  134  140

Total impaired assets  $ 29,700  $ 23,672

     

Total non-accrual loans and leases to gross loans and leases  1.60%  1.20%
Total non-performing assets to gross loans and leases plus foreclosed properties, net  1.69  1.37
Total non-performing assets to total assets  1.35  1.12
Allowance for loan and lease losses to gross loans and leases  1.30  1.14
Allowance for loan and lease losses to non-accrual loans and leases  81.54  94.70

As of March 31, 2020 and December 31, 2019, $18.3 million and $15.6 million of non-accrual loans and leases were considered troubled debt
restructurings, respectively. This increase is the result of ongoing workout efforts on previously identified impaired loans and does not include any new troubled
debt restructurings related to the COVID-19 pandemic.

We use a wide variety of available metrics to assess the overall asset quality of the portfolio and no one metric is used independently to make a final
conclusion as to the asset quality of the portfolio. Non-performing assets increased $6.0 million, or 25.6%, to $29.6 million at March 31, 2020 from $23.5 million
at December 31, 2019. The increase in non-performing assets was principally due to the impairment of one $5.0 million commercial relationship and the
repurchase of $2.0 million of impaired legacy SBA loans, partially offset by a $1.3 million decrease in foreclosed properties, net of impairment, principally due to
the sale of one legacy SBA property.

We also monitor early stage delinquencies to assist in the identification of potential future problems. As of March 31, 2020, 99.81% of the loan and lease
portfolio, excluding non-accrual loans and leases, was in a current payment status, compared to 99.76% at December 31, 2019. We also monitor asset quality
through our established credit quality indicator categories. As we continue to actively monitor the credit quality of our loan and lease portfolios, we may identify
additional loans and leases for which the borrowers or lessees are having difficulties making the required principal and interest payments based upon factors
including, but not limited to, the inability to sell the underlying collateral, inadequate cash flow from the
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operations of the underlying businesses, liquidation events, or bankruptcy filings. We work proactively with our impaired loan borrowers to find solutions to
difficult situations that are in the best interests of the Bank.

The following represents additional information regarding our impaired loans and leases:

  As of and for the Three Months Ended March 31,  

As of and for the
Year Ended December

31,
  2020  2019  2019
  (In Thousands)
Impaired loans and leases with no impairment reserves required  $ 13,006  $ 7,184  $ 7,312
Impaired loans and leases with impairment reserves required  15,025  16,525  13,441
Total impaired loans and leases  28,031  23,709  20,753
Less: Impairment reserve (included in allowance for loan and lease losses)  3,802  4,711  3,365

Net impaired loans and leases  $ 24,229  $ 18,998  $ 17,388

Average impaired loans and leases  $ 22,144  $ 24,252  $ 24,090

Foregone interest income attributable to impaired loans and leases  $ 601  $ 718  $ 2,693
Less: Interest income recognized on impaired loans and leases  9  668  793

Net foregone interest income on impaired loans and leases  $ 592  $ 50  $ 1,900

Non-performing assets also include foreclosed properties. A summary of foreclosed properties activity is as follows:

  As of and for the Three Months Ended March 31,  

As of and for the
Year Ended December

31,
  2020  2019  2019
  (In Thousands)   
Balance at the beginning of the period  $ 2,919  $ 2,547  $ 2,547
Transfer of loans and leases to foreclosed properties  —  —  596
Proceeds from sale of foreclosed properties  (1,148)  —  —
Net gain on sale of foreclosed properties  16  —  —
Impairment adjustments  (118)  —  (224)

Balance at the end of the period  $ 1,669  $ 2,547  $ 2,919

Allowance for Loan and Lease Losses

The allowance for loan and lease losses increased $3.2 million, or 16.5%, from $19.5 million as of December 31, 2019 to $22.7 million as of March 31,
2020. The allowance for loan and lease losses as a percentage of gross loans and leases also increased from 1.14% as of December 31, 2019 to 1.30% as of
March 31, 2020. The increase in allowance for loan and lease losses as a percent of gross loans and leases was principally driven by COVID-19 and the economic
impact it could have on the Company’s loan portfolio. There have been no substantive changes to our methodology for estimating the appropriate level of
allowance for loan and lease loss reserves from what was previously outlined in our most recent Annual Report on Form 10-K. Please refer to the section titled
COVID-19 Update for additional information.

During the three months ended March 31, 2020, we recorded net recoveries on impaired loans and leases of $46,000, comprised of $131,000 of charge-
offs and $177,000 of recoveries. During the three months ended March 31, 2019, we recorded net charge-offs on impaired loans and leases of approximately
$25,000, comprised of $48,000 of charge-offs and $23,000 of recoveries.

We will continue to experience some level of periodic charge-offs in the future as exit strategies are considered and executed, in particular as it relates to
our commercial clients impacted by the COVID-19 pandemic. Loans and leases with previously established specific reserves may ultimately result in a charge-off
under a variety of scenarios.
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Based upon the application of our methodology for estimating the appropriate level of allowance for loan and lease loss reserves, which includes actively
monitoring the asset quality and inherent risks within the loan and lease portfolio, management concluded that an allowance for loan and lease losses of $22.7
million, or 1.30% of total loans and leases, was appropriate as of March 31, 2020. Given ongoing complexities with current workout situations, further charge-offs
and increased provisions for loan and lease losses may be recorded if additional facts and circumstances lead us to a different conclusion.

As of March 31, 2020 and December 31, 2019, our allowance for loan and lease losses to total non-accrual loans and leases was 81.54% and 94.70%,
respectively. Impaired loans and leases exhibit weaknesses that inhibit repayment in compliance with the original terms of the note or lease. However, the
measurement of impairment on loans and leases may not always result in a specific reserve included in the allowance for loan and lease losses. As part of the
underwriting process, as well as our ongoing monitoring efforts, we try to ensure that we have sufficient collateral to protect our interest in the related loan or lease.
As a result of this practice, a significant portion of our outstanding balance of non-performing loans or leases either does not require additional specific reserves or
requires only a minimal amount of required specific reserve, as we believe the loans and leases are adequately collateralized as of the measurement period. In
addition, management is proactive in recording charge-offs to bring loans to their net realizable value in situations where it is determined with certainty that we
will not recover the entire amount of our principal. This practice may lead to a lower allowance for loan and lease losses to non-accrual loans and leases ratio as
compared to our peers or industry expectations. As asset quality strengthens, our allowance for loan and lease losses is measured more through general
characteristics, including historical loss experience, of our portfolio rather than through specific identification and we would therefore expect this ratio to rise.
Conversely, if we identify further impaired loans or leases, this ratio could fall if the impaired loans are adequately collateralized and therefore require no specific
or general reserve. Given our business practices and evaluation of our existing loan and lease portfolio, we believe this coverage ratio is appropriate for the
probable losses inherent in our loan and lease portfolio as of March 31, 2020.
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A summary of the activity in the allowance for loan and lease losses follows:

  As of and for the Three Months Ended March 31,
  2020  2019
  (Dollars in Thousands)
Allowance at beginning of period  $ 19,520  $ 20,425
Charge-offs:     

Commercial real estate:     
Commercial real estate — owner occupied  —  —
Commercial real estate — non-owner occupied  —  —
Construction and land development  —  —
Multi-family  —  —
1-4 family  —  —

Commercial and industrial  (125)  (48)
Direct financing leases  —  —
Consumer and other:     

Home equity and second mortgages  —  —
Other  (6)  —

Total charge-offs  (131)  (48)
Recoveries:     

Commercial real estate:     
Commercial real estate — owner occupied  1  1
Commercial real estate — non-owner occupied  —  —
Construction and land development  —  —
Multi-family  —  —
1-4 family  —  —

Commercial and industrial  176  19
Direct financing leases  —  —
Consumer and other:     

Home equity and second mortgages  —  1
Other  —  2

Total recoveries  177  23
Net recoveries (charge-offs)  46  (25)
Provision for loan and lease losses  3,182  49

Allowance at end of period  $ 22,748  $ 20,449

Annualized net (recoveries) charge-offs as a percent of average gross loans and leases  (0.01)%  0.01%
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Liquidity and Capital Resources

The Corporation expects to meet its liquidity needs through existing cash on hand, established cash flow sources, its third party senior line of credit, and
dividends received from the Bank. While the Bank is subject to certain generally applicable regulatory limitations regarding its ability to pay dividends to the
Corporation, we do not believe that the Corporation will be adversely affected by these dividend limitations. The Corporation’s principal liquidity requirements at
March 31, 2020 were the interest payments due on subordinated and junior subordinated notes. On April 24, 2020, the Bank’s Board of Directors declared a
dividend in the amount of $2.5 million bringing year-to-date dividend declarations to $8.5 million. The capital ratios of the Corporation and its subsidiary continue
to meet all applicable regulatory capital adequacy requirements. The Corporation’s and the Bank’s respective Boards of Directors and management teams adhere to
the appropriate regulatory guidelines on decisions which affect their capital positions, including but not limited to, decisions relating to the payment of dividends
and increasing indebtedness.

The Bank maintains liquidity by obtaining funds from several sources. The Bank’s primary source of funds are principal and interest payments on loans
receivable and mortgage-related securities, deposits, and other borrowings, such as federal funds and FHLB advances. The scheduled payments of loans and
mortgage-related securities are generally a predictable source of funds. Deposit flows and loan prepayments, however, are greatly influenced by general interest
rates, economic conditions, and competition. Please refer to the section titled COVID-19 Update for additional information on the Bank’s primary and secondary
sources of available liquidity the during the COVID-19 pandemic.

On-balance sheet liquidity is a critical element to maintaining adequate liquidity to meet our cash and collateral obligations. We define our on-balance
sheet liquidity as the total of our short-term investments, our unencumbered securities’ available-for-sale, and our unencumbered pledged loans. As of March 31,
2020 and December 31, 2019, our immediate on-balance sheet liquidity was $341.1 million and $438.2 million, respectively. At March 31, 2020 and December 31,
2019, the Bank had $73.3 million and $44.4 million on deposit with the FRB recorded in short-term investments, respectively. Any excess funds not used for loan
funding or satisfying other cash obligations were maintained as part of our on-balance sheet liquidity in our interest-bearing accounts with the FRB, as we value the
safety and soundness provided by the FRB. We plan to utilize excess liquidity to fund loan and lease portfolio growth, pay down maturing debt, allow run off of
maturing wholesale certificates of deposit or invest in securities to maintain adequate liquidity at an improved margin.

We had $505.3 million of outstanding wholesale funds at March 31, 2020, compared to $446.5 million of wholesale funds as of December 31, 2019,
which represented 26.8% and 24.5%, respectively, of ending balance total bank funding. Wholesale funds include FHLB advances, brokered certificates of deposit,
and deposits gathered from internet listing services. Total bank funding is defined as total deposits plus FHLB advances. We are committed to raising in-market
deposits while utilizing wholesale funds to mitigate interest rate risk. Wholesale funds continue to be an efficient and cost effective source of funding for the Bank
and allows it to gather funds across a larger geographic base at price levels and maturities that are more attractive than local time deposits when required to raise a
similar level of in-market deposits within a short time period. Access to such deposits and borrowings allows us the flexibility to refrain from pursuing single
service deposit relationships in markets that have experienced unfavorable pricing levels. In addition, the administrative costs associated with wholesale funds are
considerably lower than those that would be incurred to administer a similar level of local deposits with a similar maturity structure. During the time frames
necessary to accumulate wholesale funds in an orderly manner, we will use short-term FHLB advances to meet our temporary funding needs. The short-term
FHLB advances will typically have terms of one week to one month to cover the overall expected funding demands.

Period-end in-market deposits increased $4.4 million, or 1.3% annualized, to $1.383 billion at March 31, 2020 from $1.379 billion at December 31, 2019.
Our in-market relationships remain stable; however, deposit balances associated with those relationships will fluctuate. We expect to establish new client
relationships and continue marketing efforts aimed at increasing the balances in existing clients’ deposit accounts. Nonetheless, we will continue to use wholesale
funds in specific maturity periods, typically three to five years, needed to effectively mitigate the interest rate risk measured through our asset/liability management
process or in shorter time periods if in-market deposit balances decline. In order to provide for ongoing liquidity and funding, all of our wholesale funds are
certificates of deposit which do not allow for withdrawal at the option of the depositor before the stated maturity (with the exception of deposits accumulated
through the internet listing service which have the same early withdrawal privileges and fees as do our other in-market deposits) and FHLB advances with
contractual maturity terms and no call provisions. The Bank limits the percentage of wholesale funds to total bank funds in accordance with liquidity policies
approved by its Board. The Bank was in compliance with its policy limits as of March 31, 2020 and December 31, 2019.

The Bank was able to access the wholesale funding market as needed at rates and terms comparable to market standards during the three month period
ended March 31, 2020. In the event that there is a disruption in the availability of wholesale funds at maturity, the Bank has managed the maturity structure, in
compliance with our approved liquidity policy, so
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at least one year of maturities could be funded through on-balance sheet liquidity. These potential funding sources include deposits maintained at the FRB or
Federal Reserve Discount Window utilizing currently unencumbered securities and acceptable loans as collateral. As of March 31, 2020, the available liquidity was
in excess of the stated policy minimum and was equal to approximately 87 months of maturities. We believe the Bank will also have access to the unused federal
funds lines, cash flows from borrower repayments, and cash flows from security maturities. The Bank also has the ability to raise local market deposits by offering
attractive rates to generate the level required to fulfill its liquidity needs.

The Bank is required by federal regulation to maintain sufficient liquidity to ensure safe and sound operations. We believe that the Bank has sufficient
liquidity to match the balance of net withdrawable deposits and short-term borrowings in light of present economic conditions and deposit flows.

During the three months ended March 31, 2020, operating activities resulted in a net cash inflow of $1.2 million, which included net income of $3.3
million. Net cash used in investing activities for the three months ended March 31, 2020 was approximately $33.7 million which consisted of cash outflows to fund
net loan growth and the purchase of $8.0 million in additional bank-owned life insurance. Net cash provided by financing activities resulted in a net cash inflow of
$60.4 million for the three months ended March 31, 2020 primarily due to a net increase in FHLB advances, partially offset by a net decrease in deposits. Please
refer to the Consolidated Statements of Cash Flows included in PART I., Item 1 for further details regarding significant sources of cash flow for the Corporation.

Contractual Obligations and Off-Balance Sheet Arrangements

As of March 31, 2020, there were no material changes to our contractual obligations and off-balance sheet arrangements disclosed in our Annual Report
on Form 10-K for the year ended December 31, 2019. We continue to believe that we have adequate capital and liquidity available from various sources to fund
projected contractual obligations and commitments.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Not applicable.

Item 4. Controls and Procedures

Disclosure Controls and Procedures

The Corporation’s management, with the participation of the Corporation’s Chief Executive Officer and Chief Financial Officer, has evaluated the
Corporation’s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended). Based
upon that evaluation, the Corporation’s Chief Executive Officer and Chief Financial Officer have concluded that the Corporation’s disclosure controls and
procedures were effective as of March 31, 2020.

Changes in Internal Control over Financial Reporting

There was no change in the Corporation’s internal controls over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the
Securities Exchange Act of 1934, as amended) that occurred during the quarter ended March 31, 2020 that has materially affected, or is reasonably likely to
materially affect, the Corporation’s internal control over financial reporting.

PART II. Other Information
Item 1. Legal Proceedings

From time to time, the Corporation and its subsidiaries are engaged in legal proceedings in the ordinary course of their respective businesses.
Management believes that any liability arising from any such proceedings currently existing or threatened will not have a material adverse effect on the
Corporation’s financial position, results of operations, or cash flows.

Item 1A. Risk Factors
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The following risk factor is intended as a supplement to the Risk Factors previously disclosed in Item 1A. to Part I of the Corporation’s Annual Report on
Form 10-K for the year ended December 31, 2019.

The COVID-19 pandemic could materially adversely affect the Corporation’s business and financial results, and the extent of any such effects is
dependent upon uncertain and unpredictable future events.

The COVID-19 pandemic has negatively impacted the global economy, disrupted global supply chains, lowered equity market valuations, created
significant volatility and disruption in financial markets, and increased unemployment levels. In addition, the pandemic has resulted in temporary closures of many
businesses and the institution of social distancing and stay-at-home requirements in many states and communities, including Wisconsin, Kansas, and Missouri. The
pandemic could result in the continued and increased recognition of credit losses in the Corporation’s loan portfolio and increases in the Corporation’s allowance
for credit losses, particularly if the substantial limitations on the operation of non-essential businesses and the activities of individuals continue for a prolonged
period of time, the impact on the global economy worsens, or more of the Corporation’s clients draw on their lines of credit or seek additional loans to help finance
their businesses. Similarly, because of changing economic and market conditions affecting issuers, the Corporation may be required to recognize impairments on
the securities it holds. Furthermore, the demand for the Corporation’s products and services may be impacted, which would adversely affect the Corporation’s
revenue.

The Corporation’s business operations may also be disrupted if any of the Corporation’s key management personnel are incapacitated or if significant
portions of the Corporation’s workforce are unable to work effectively, because of illness, quarantines, government actions, or other restrictions in connection with
the pandemic. The spread of the virus has also caused the Corporation to modify certain business practices (including employee work locations and cancellation of
physical participation in meetings) in ways that could be detrimental to its business (including, among others, working remotely and its attendant cybersecurity
risks).

In response to the pandemic, we have also suspended residential property foreclosure sales, evictions, and involuntary automobile repossessions, and are
offering payment deferrals and other expanded assistance for clients. Future governmental mandates may require these and other types of client-related responses.
In addition, we have temporarily suspended share repurchases and could take other capital actions in response to the COVID-19 pandemic.

The extent to which the COVID-19 pandemic impacts the Corporation’s business, results of operations, and financial condition, as well as the
Corporation’s regulatory capital, liquidity ratios, and stock price, will depend on future developments, which are highly uncertain and cannot be predicted,
including the scope and duration of the pandemic and actions taken by governmental authorities and other third parties in response to the pandemic.

    
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

(a) None.
(b) Not applicable.
(c) None.

         Item 3. Defaults Upon Senior Securities

Not applicable.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information

None.

Item 6. Exhibits

10.1  Form of Restricted Stock Agreement - Director
   

31.1  Certification of the Chief Executive Officer
   

31.2  Certification of the Chief Financial Officer
   

32  Certification of the Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350
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The following financial information from First Business Financial Services, Inc.’s Quarterly Report on Form 10-Q for the quarter ended March 31,
2020, formatted in XBRL (eXtensible Business Reporting Language): (i) Consolidated Balance Sheets as of March 31, 2020 and December 31, 2019,
(ii) Consolidated Statements of Income for the three months ended March 31, 2020 and 2019, (iii) Consolidated Statements of Comprehensive Income
for the three months ended March 31, 2020 and 2019, (iv) Consolidated Statements of Changes in Stockholders’ Equity for the three months ended
March 31, 2020 and 2019, (v) Consolidated Statements of Cash Flows for the three months ended March 31, 2020 and 2019, and (vi) the Notes to
Unaudited Consolidated Financial Statements

   

Signatures

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



 FIRST BUSINESS FINANCIAL SERVICES, INC.
 

April 24, 2020 /s/ Corey A. Chambas
 Corey A. Chambas 
 Chief Executive Officer
  
April 24, 2020 /s/ Edward G. Sloane, Jr.
 Edward G. Sloane, Jr.
 Chief Financial Officer
 (principal financial officer)
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TB RSA – Non employee director participant    Ex. 10.1

FIRST BUSINESS FINANCIAL SERVICES, INC.
2019 EQUITY INCENTIVE PLAN

RESTRICTED STOCK AWARD AGREEMENT

The Participant specified below is hereby granted a restricted stock award (the “Award”) by First Business Financial Services, Inc.,
a  Wisconsin corporation (the “Company”),  under the First  Business  Financial  Services,  Inc.  2019 Equity Incentive Plan (the “Plan”).
The Award shall be subject to the terms of the Plan and the terms set forth in this Restricted Stock Award Agreement (“Award Agreement”).

Section 1. Award. The Company hereby grants to Participant the Award of restricted stock, which represents the right
of Participant to enjoy the number of shares set forth in Section 2 below (“Covered Shares”) free of restrictions once the Restricted Period
ends, subject to the terms of this Award Agreement and the Plan.

Section 2.    Terms of Restricted Stock Award. The following words and phrases relating to the Award shall have the following
meanings:

(a)    The “Participant” is ______________________________.

(b)    The “Grant Date” is ______________________________.

(c)    The number of “Covered Shares” is ______________________ Shares.

Except for words and phrases otherwise defined in this Award Agreement, any capitalized word or phrase in this Award Agreement
shall have the meaning ascribed to it in the Plan.

Section 3.    Restricted Period. The “Restricted Period”  for  each  installment  of  Covered  Shares  (each,  an  “Installment”) shall
begin on the Grant Date.

(a)    The Restricted  Period  for  _________ (____%) of  the  Covered  Shares  will  end  on  _________________ of  the  Grant
Date.

(b)    Notwithstanding the foregoing provisions of this Section 3, the Restricted Period for all the Covered Shares shall cease
immediately and such Covered Shares shall become fully vested immediately upon Participant’s Termination of Service due to Participant’s
Disability or Participant’s death.

(c)    Notwithstanding any other agreement to the contrary between Participant and the Company or any of its Subsidiaries
(the “Company and its Subsidiary” or “the Company and any of its Subsidiaries” are hereinafter referred to as “the Company” for purposes of
this Section 3(c) through Section 22 of the Agreement), in the event of a Change in Control, (1) any Restricted Shares still outstanding shall
become  fully  vested,  or  (2)  if  Participant  had  a  Termination  of  Service  within  the  30  calendar  days  prior  to  the  Change  in  Control  and
forfeited  the  Restricted  Shares,  then  such  forfeited  shares  shall  be  re-issued  to  Participant  upon  the  Change  in  Control,  and  shall  be  fully
vested on the date of such re-issuance provided that (a) Participant did not have a voluntary Termination of Service prior to the effective date
of  the  Change  in  Control  and  (b)  Participant’s  Termination  of  Service  was  not  for  cause  (as  determined  in  good  faith  by  the  Board  or
Committee) prior to the effective date of such Change in Control.

(d)    Except  as  set  forth  in Section 3(b) and Section 3(c) above,  or  as  may  otherwise  be  provided  by  the  Committee,  if
Participant’s Termination of Service occurs prior to the expiration of one or



more Restricted Periods, Participant shall forfeit all rights, title and interest in and to any Installment(s) still subject to a Restricted Period as
of such Termination of Service.

Section  4.    Dividends. Participant  shall  be  entitled  to  receive  dividends  and  distributions  paid  on  any  Installment  during  the
Restricted Period applicable to such Installment (other than dividends and distributions that may be issued with respect to Shares by virtue of
any  corporate  transaction,  to  the  extent  adjustment  is  made  pursuant  to  Section  3.4  of  the  Plan); provided, however,  that  no  dividends  or
distributions  shall  be  payable  to  or  for  the  benefit  of  Participant  with  respect  to  record dates  for  such dividends  or  distributions  occurring
before the Grant Date or on or after the date, if any, on which Participant has forfeited the respective Covered Shares.

Section 5.    Voting Rights. Participant shall be entitled to vote the Covered Shares during the Restricted Period applicable to each
Installment; provided, however, that Participant shall not be entitled to vote Covered Shares with respect to record dates occurring before the
Grant Date or on or after the date, if any, on which Participant has forfeited those Covered Shares.

Section 6.    Deposit of Restricted Stock Award. All Shares issued with respect to Covered Shares shall be registered in the name of
Participant  and  shall  be  retained  by  the  Company,  or  an  agent  of  the  Company,  until  the  end  of  the  Restricted  Period  applicable  to  such
Covered Shares.

Section 7.    Heirs and Successors. This Award Agreement shall be binding upon, and inure to the benefit of, the Company and its
successors and assigns, and upon any person acquiring all or substantially all of the Company’s assets or business. If any rights of Participant
or benefits distributable to Participant under this Award Agreement have not been settled or distributed at the time of Participant’s death, such
rights shall be settled for and such benefits shall be distributed to the Designated Beneficiary in accordance with the provisions of this Award
Agreement and the Plan. The “Designated Beneficiary” shall be the beneficiary or beneficiaries designated by Participant in a writing filed
with the Committee in such form as the Committee may require. Participant’s designation of beneficiary may be amended or revoked from
time to time by Participant in accordance with any procedures established by the Committee. If a Participant fails to designate a beneficiary,
or if the Designated Beneficiary does not survive Participant, any benefits that would have been provided to Participant shall be provided to
the  legal  representative  of  the  estate  of  Participant.  If  a  Participant  designates  a  beneficiary  and  the  Designated  Beneficiary  survives
Participant but dies before the provision of the Designated Beneficiary’s benefits under this Award Agreement, then any benefits that would
have been provided to the Designated Beneficiary shall be provided to the legal representative of the estate of the Designated Beneficiary.

Section 8.    Administration. The authority to manage and control the operation and administration of this Award Agreement and the
Plan shall be vested in the Committee, and the Committee shall have all powers with respect to this Award Agreement as it has with respect
to the Plan. Any interpretation of this Award Agreement or the Plan by the Committee and any decision made by the Committee with respect
to this Award Agreement or the Plan shall be final and binding on all persons.

Section 9.    Plan Governs. Notwithstanding any provision of this Award Agreement to the contrary, this Award Agreement shall be
subject to the terms of the Plan, a copy of which may be obtained by Participant from the office of the secretary of the Company. This Award
Agreement  shall  be  subject  to  all  interpretations,  amendments,  rules  and  regulations  promulgated  by  the  Committee  from  time  to  time.
Notwithstanding any provision of this Award Agreement to the contrary, in the event of any discrepancy between the corporate records of the
Company, including the Plan, and this Award Agreement, the corporate records of the Company shall control.
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Section 10.    Not an Employment or Service Contract. Neither the Award nor this Award Agreement shall confer on Participant
any rights with respect to continuance of employment or other service with the Company or a Subsidiary, nor shall they interfere in any way
with  any  right  the  Company  or  a  Subsidiary  may  otherwise  have  to  terminate  or  modify  the  terms  of  Participant’s  employment  or  other
service at any time.

Section 11.    Amendment. Without limitation of Section 13 below, this Award Agreement may be amended in accordance with the
provisions of the Plan, and may otherwise be amended in writing by Participant and the Company without the consent of any other person.

Section 12.    Governing Law. This Award Agreement, the Plan and all actions taken in connection herewith and therewith shall be
governed by and construed in accordance with the laws of the State of Wisconsin, without reference to principles of conflict of laws, except
as  superseded  by  applicable  federal  law;  and  any  court  action  commenced  to  enforce  this  Agreement  shall  have  as  its  sole  and  exclusive
venue the County of Dane, Wisconsin.

Section 13.    Clawback. The Award and any amount or benefit  received under the Plan shall be subject to potential cancellation,
recoupment, rescission, payback or other action in accordance with the terms of any applicable Company clawback policy (the “Policy”) or
any  applicable  law,  as  may  be  in  effect  from  time  to  time.  Participant  hereby  acknowledges  and  consents  to  the  Company’s  application,
implementation and enforcement of (a) the Policy and any similar policy established by the Company that may apply to Participant together
with all other similarly situated participants, whether adopted prior to or following the date of this Award Agreement and (b) any provision of
applicable  law  relating  to  cancellation,  rescission,  payback  or  recoupment  of  compensation,  and  agrees  that  the  Company  may  take  such
actions as may be necessary to effectuate the Policy, any similar policy and applicable law, without further consideration or action.

Section 14.    Service on the Board of another Financial Services Organization

(a)    While  Participant  is  a  director  of  the  Company  and  for  a  period  of  twelve  (12)  months  immediately  following  a
Termination  of  Service,  Participant  will  not,  except  on  behalf  of  or  as  otherwise  directed  by  the  Company,  serve  as  a  director  of  another
organization offering Financial Services (defined below).

(b)     The term “Financial Services” as used herein shall mean products and/or services offered by the Company within the
twelve (12) month period immediately preceding Participant’s Termination of Service.

(c)    These covenants are effective immediately, and shall remain in force before and after the time the rights to Restricted
Shares granted under this Agreement vest, and after such Restricted Shares are transferred by Participant. The parties intend that this Section
14 and  each  and  all  of  its  individual  subparagraphs,  provisions,  and  clauses  are  severable  from any  other  provision  of  this  agreement,  as
provided in Section 21, and are also severable from any other promise or duty owed by Participant to the Company.

(d)    Participant agrees that this covenant is reasonably and properly necessary to protect the legitimate business interests of
the Company. Participant acknowledges that damages for the violation of this covenant will be inadequate and will not give full, sufficient
relief to the Company, and that a breach of any of these covenants will constitute irreparable harm to the Company. Therefore, Participant
agrees that in the event of any violation of this covenant, the Company shall be entitled to compensatory damages and injunctive relief.
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(e)    Participant will reimburse and indemnify the Company for the actual costs incurred by the Company in enforcing this
covenant, including, but not limited to, attorney’s fees reasonably incurred in enforcement activity.

(f)    This Section 14 will become null and void upon a Change in Control.

Section 15.    Protection of Leadership Pool. Participant and the Company agree to the following:

(a)    Participant is a director of the Company or has special skills or knowledge important to the Company or has skills that
are difficult for the Company to replace.

(b)    Individuals  who  are  employed  by  the  Company  in  a  position  of  officer  or  manager,  or  above  (collectively,  the
“Leadership Pool”) are top-level employees of the Company or have special skills or knowledge important to the Company or have skills
that are difficult for the Company to replace.

(c)    If  Participant  or  any  member  of  the  Leadership  Pool  ceases  to  be  so  employed,  the  Company  will  have  a  business
necessity to replace the skills lost.

(d)    It takes time after a director of the caliber of Participant and/or the Leadership Pool leaves the employ of the Company
to replace the skills lost; 180 days is a reasonable measure of the time needed to replace such skills.

(e)    Because  of  Participant’s  present  position,  Participant  is  in  a  position  to  assist  and  influence  those  members  of  the
Leadership  Pool  with  whom  Participant  has  or  had  a  working  relationship  during  the  immediately  preceding  two  (2)  years,  or  about
whom/which  Participant  has  acquired  or  possessed  specialized  knowledge  (in  either  case,  a  “Restricted Person”)  in  choosing whether  to
remain with the Company and consider or accept other positions with the Company rather than choosing to seek other opportunities outside
the Company. Any suggestion by Participant that a Restricted Person should seek another employment opportunity outside the Company, and
any offer of another employment opportunity by another employer to a Restricted Person with the assistance of Participant, would be such
assistance and influence, in derogation of Participant’s duty to the Company as a Company director.

(f)    The monetary value of the loss to the Company in case Participant in fact assists or influences a Restricted Person to
leave the Company for a competitor would be impossible to precisely measure. Injunctive relief for a breach of subsection (h) would also be
ineffective.

(g)    The parties agree that  a  fair  estimate of  the monetary value of  the loss to the Company in case Participant assists  or
influences another employee to leave the Company for a competitor would be 50% of Participant’s prior calendar year’s total director fees
paid.

(h)    In consideration of this Agreement, and of the Participant’s continued services as a director of the Company, Participant
agrees that Participant will not, directly or through another, during Participant’s service as a director of the Company and for a period of one
(1)  year  thereafter,  assist  or  influence  any  Restricted  Person  to  take  a  position  outside  the  Company  which  is  reasonably  likely  to  pose  a
competitive threat to the Company.

(i)    In the event of a breach by Participant of subsection (h), the stipulated damages for such breach are agreed to be 50% of
Participant’s prior calendar year’s total director fees paid. This provision
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for stipulated damages is intended to be and is severable from the substantive obligation in subsection (h), and from the other provisions of
this Agreement.

(j)    Subsections (h) and (i) are solely for the purposes stated in subsections (a) through (i), and are not for the purpose of
limiting the ability of Participant to compete with the Company.

(k)    Participant and the Company intend that the promise by Participant in subsection (h) is separate and separable from any
other obligation of Participant, and for a different purpose, and with a different remedy from the promise of Participant not to serve on the
board of another Financial Services organization or to disclose Confidential Information or Trade Secrets of the Company, under Section 14
and Section 16, respectively.

(l)    This Section 15 is effective immediately, and remains in force before and after the time the rights to Restricted Shares
granted under this Agreement vest, and after such Restricted Shares are transferred by Participant.

(m)    Participant will reimburse and indemnify the Company for the actual costs incurred by the Company in enforcing these
covenants, including, but not limited to, attorney’s fees reasonably incurred in enforcement activity.

Section 16.    Confidentiality. In consideration of this Agreement, Participant agrees to the following:

(a)    During the term of Participant’s service as a Company director, Participant has been, and will continue to be, provided
with Trade Secrets and/or Confidential Information. This information has been developed at great expense to Company and is necessary for
Company to conduct its business.

(b)    While Participant is a Company director, Participant will not directly or indirectly use or disclose any Trade Secret or
Confidential Information, except in the interest and for the benefit of Company.

(c)    After Participant’s Termination of Service for any reason, Participant will not directly or indirectly use or disclose any
Trade Secret.

(d)    For a period of twenty-four (24) months following the Participant’s Termination of Service for any reason, Participant
will  not  directly  or  indirectly  use  or  disclose  any  Confidential  Information.  This  confidentiality  provision  is  not  intended  in  any  way  to
modify  or  limit  Participant’s  ongoing  duty  to  maintain  the  confidentiality  of  information  as  required  under  federal  and  state  laws  and
regulations.

(e)    For purposes of this Agreement, the term “Trade Secret” has that meaning set forth under applicable law. Participant
shall not disclose any information that constitutes a trade secret as defined in § 134.90, Wis. Stats. for as long as the information continues to
be a trade secret or any information where disclosure is otherwise restricted by federal, state or local laws and regulations.

(f)    For purposes of this Agreement, the term “Confidential Information” means all non-Trade Secret information of, about
or related to Company or provided to Company by its clients, vendors and suppliers that is not known generally to the public or Company’s
competitors.  Confidential  Information  includes,  but  is  not  limited  to:  (i)  new products,  product  specifications,  information  about  products
under  development,  research,  development  or  business  plans,  financial  information,  client  lists,  vendor  or  supplier  lists,  information about
transactions with clients, pricing information, information relating to costs, business
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records,  and  employment  records  and  policies  (other  than  Participant’s  own);  (ii)  information  that  is  marked  or  otherwise  designated  or
treated as confidential or proprietary by Company; and (iii) information received by Company from others which Company has an obligation
to treat as confidential.

(g)    Notwithstanding  the  foregoing,  the  terms  “Confidential Information” and “Trade Secret”  do  not  include,  and  the
obligations set forth in this Agreement do not apply to, any information that: (1) can be demonstrated by Participant to have been known by
Participant prior to Participant’s appointment as a director of the Company; (2) is or becomes generally available to the public through no act
or omission of Participant; (3) is obtained by Participant in good faith from a third party who discloses such information to Participant on a
non-confidential  basis  without  violating  any  obligation  of  confidentiality  or  secrecy  relating  to  the  information  disclosed;  or  (4)  is
independently developed by Participant outside the scope of Participant’s role as a director of the Company without the use of Confidential
Information or  Trade Secrets.  Nothing in  this  Agreement  shall  limit  or  supersede any common law,  statutory or  other  protections of  trade
secrets where such protections provide the Company with greater rights or protections for a longer duration than provided in this Agreement.
With respect to the disclosure of a Trade Secret and in accordance with 18 U.S.C. § 1833, Participant shall not be held criminally or civilly
liable under any federal or state trade secret law for the disclosure of a Trade Secret that (i) is made in confidence to a federal, state, or local
government  official,  either  directly  or  indirectly,  or  to  an  attorney,  provided  that,  the  information  is  disclosed  solely  for  the  purpose  of
reporting or investigating a suspected violation of law; or (ii) is made in a complaint or other document filed in a lawsuit or other proceeding
filed under seal so that it is not disclosed to the public. Participant is further notified that if Participant files a lawsuit for retaliation by the
Company for reporting a suspected violation of law, Participant may disclose the Company’s Trade Secrets to Participant’s attorney and use
the Trade Secret information in the court proceeding, provided that Participant files any document containing the Trade Secret under seal so
that it is not disclosed to the public, and does not disclose the Trade Secret, except pursuant to court order.

(h)    These covenants are effective immediately, and shall remain in force before and after the time the rights to Restricted
Shares granted under this Agreement vest, and after such Restricted Shares are transferred by Participant. The parties intend that this Section
16 and  each  and  all  of  its  individual  subparagraphs,  provisions,  and  clauses  are  severable  from any  other  provision  of  this  agreement,  as
provided in Section 21, and are also severable from any other promise or duty owed by Participant to the Company.

(i)    Participant agrees that each of these covenants is reasonably and properly necessary to protect the legitimate business
interests of the Company. Participant acknowledges that damages for the violation of any of these covenants will be inadequate and will not
give  full,  sufficient  relief  to  the  Company,  and  that  a  breach  of  any  of  these  covenants  will  constitute  irreparable  harm  to  the  Company.
Therefore,  Participant  agrees  that  in  the  event  of  any  violation  of  any  of  these  covenants,  the  Company shall  be  entitled  to  compensatory
damages and injunctive relief.

(j)    Participant will reimburse and indemnify the Company for the actual costs incurred by the Company in enforcing any of
these covenants, including, but not limited to, attorney’s fees reasonably incurred in enforcement activity.

(k)    Notwithstanding anything herein to the contrary, in accordance with Rule 21F-17 under the Securities Exchange Act of
1934 and the  rules  promulgated  thereunder,  the  Company shall  not  impede  a  Participant’s  ability  to  communicate  with  the  Securities  and
Exchange  Commission  or  other  governmental  agencies  regarding  possible  federal  securities  law  violations  (1)  without  the  Company’s
approval and (2) without having to forfeit or forego any resulting whistleblower awards, and the Company shall not enforce any provision of
any policy to the extent such provision would be deemed to require the
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Company’s prior approval of such communication or forfeiture of any award, except to the extent otherwise permitted by Rule 21F-17.

Section 17.    Breach of Restrictive Covenants. Except as otherwise provided by the Committee, notwithstanding any provision of
the  Plan to  the  contrary,  if  Participant  breaches  a  non-competition,  non-solicitation,  non-disclosure,  non-disparagement  or  other  restrictive
covenant  set  forth  in  an  Award  Agreement  or  any  other  agreement  between  Participant  and  the  Company,  whether  during  or  after
Participant’s  Termination  of  Service,  in  addition  to  and  not  in  limitation  of  any  other  rights,  remedies,  damages,  penalties  or  restrictions
available to the Company under the Plan, an Award Agreement, any other agreement between Participant and the Company, or otherwise at
law or in equity, Participant shall forfeit or pay to the Company:

(a)    Any and all outstanding Awards granted to Participant, including Awards that have become vested or exercisable;

(b)    Any  Shares  held  by  Participant  in  connection  with  the  Plan  that  were  acquired  by  Participant  after  Participant’s
Termination of Service and within the 12-month period immediately preceding Participant’s Termination of Service;

(c)    The  profit  realized  by  Participant  from  the  exercise  of  any  stock  options  and  SARs  that  Participant  exercised  after
Participant’s  Termination  of  Service  and  within  the  12-month  period  immediately  preceding  Participant’s  Termination  of  Service,  which
profit is the difference between the exercise price of the stock option or SAR and the Fair Market Value of any Shares or cash acquired by
Participant upon exercise of such stock option or SAR; and

(d)    The  profit  realized  by  Participant  from  the  sale,  or  other  disposition  for  consideration,  of  any  Shares  received  by
Participant  in  connection  with  the  Plan  after  Participant’s  Termination  of  Service  and  within  the  12-month  period  immediately  preceding
Participant’s Termination of Service and where such sale or disposition occurs in such similar time period.

Section 18.    Offset. The  Company  shall  have  the  right  to  offset,  from  any  amount  payable  or  stock  deliverable  hereunder,  any
amount that Participant owes to the Company without the consent of Participant or any individual with a right to Participant’s Award

Section  19.    Effect  on  Other  Agreements. The  foregoing  provisions  of Section14 (Service  on  Board  of  a  Financial  Services
Organization), Section 15 (Protection of Leadership Pool), and Section 16 (Confidentiality) shall not be construed to supersede or alleviate
any obligations of Participant to the Company with respect to any restrictive covenant, non-compete or confidentiality agreement otherwise
binding  on  Participant,  which  shall  remain  in  full  force  and  effect  to  the  extent  provided  in  any  such  agreements,  and  in  the  event  that  a
provision  of  such  agreement  shall  conflict  with  any  provision  of  this  Award  Agreement,  Participant  acknowledges  and  agrees  that  the
provision which is most protective of the Company’s confidential  or proprietary interests shall  control.  Notwithstanding the foregoing, the
provisions  of Section  14, Section  15 and Section  16  shall  supersede  and  replace  any  similar  restrictions  included  in  previous  Award
Agreements.

Section 20.    Notices. Any notice hereunder to the Company shall be addressed to it at its office, 401 Charmany Drive, Madison, WI
53719; Attention: Corporate Secretary, and any notice hereunder to Participant shall be addressed to him or her at the last home address on
file with the Company. Either party may designate some other address at any time hereafter in writing.
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Section 21.    Severability. In  the  event  any provision of  the  Agreement  is  held  illegal  or  invalid  for  any reason,  the  illegality  or
invalidity will not affect the remaining provisions of the Agreement, and the Agreement shall be construed and enforced as if the illegal or
invalid provision had not been included.

Section  22.    Waiver  of  Jury  Trial. EXCEPT  TO  THE  EXTENT  PROHIBITED  BY  STATE  LAW,  BY  SIGNING  THIS
AGREEMENT,  EACH  PARTY  IRREVOCABLY  AND  UNCONDITIONALLY  WAIVES,  TO  THE  FULLEST  EXTENT  PERMITTED
BY APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL BY JURY IN ANY LEGAL ACTION, PROCEEDING, CAUSE OF
ACTION  OR  COUNTERCLAIM  ARISING  OUT  OF  OR  RELATING  TO  THIS  AGREEMENT,  INCLUDING  ANY  EXHIBITS,
SCHEDULES, AND APPENDICES ATTACHED TO THIS AGREEMENT. EACH PARTY CERTIFIES AND ACKNOWLEDGES THAT
(A)  NO  REPRESENTATIVE  OF  THE  OTHER  PARTY  HAS  REPRESENTED,  EXPRESSLY  OR  OTHERWISE,  THAT  THE  OTHER
PARTY  WOULD  NOT  SEEK  TO  ENFORCE  THE  FOREGOING  WAIVER  IN  THE  EVENT  OF  A  LEGAL  ACTION,  (B)  IT  HAS
CONSIDERED THE IMPLICATIONS OF THIS WAIVER, (C) IT MAKES THIS WAIVER KNOWINGLY AND VOLUNTARILY, AND
(D) IT HAS DECIDED TO ENTER INTO THIS AGREEMENT IN CONSIDERATION OF, AMONG OTHER THINGS, THE MUTUAL
WAIVERS AND CERTIFICATIONS IN THIS SECTION.
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TB RSA – Non employee director participant    Ex. 10.1

IN  WITNESS  WHEREOF,  the  Company  has  caused  this  Award  Agreement  to  be  executed  in  its  name  and  on  its  behalf,  and
Participant acknowledges understanding and acceptance of, and agrees to, the terms of this Award Agreement (including, but not limited to,
the Waiver of Jury Trial provision set forth in Section 22), all as of the Grant Date.

FIRST BUSINESS FINANCIAL SERVICES, INC.

By:         

Print Name:     

Title:     

PARTICIPANT

        

Print Name:     



Exhibit 31.1

Certifications

I, Corey A. Chambas, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of First Business Financial Services, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a. Any significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

 /s/ Corey A. Chambas
 Corey A. Chambas
 Chief Executive Officer
 April 24, 2020



Exhibit 31.2

Certifications

I, Edward G. Sloane, Jr., certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of First Business Financial Services, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a. Any significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

 /s/ Edward G. Sloane, Jr.
 Edward G. Sloane, Jr.
 Chief Financial Officer
 April 24, 2020



Exhibit 32

Certification of the Chief Executive Officer and the Chief Financial Officer Pursuant to 18 U.S.C. Section 1350

Solely for the purposes of complying with 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, we, the undersigned
Chief Executive Officer and Chief Financial Officer, of First Business Financial Services, Inc., a Wisconsin Corporation (the “Corporation”), hereby certify, based
on  our  knowledge  that  the  Quarterly  Report  on  Form  10-Q  of  the  Corporation  for  the  quarter  ended March  31,  2020 (the  “Report”)  fully  complies  with  the
requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of 1934, as amended, and that information contained in the Report fairly presents, in
all material respects, the financial condition and results of operations of the Corporation.

 /s/ Corey A. Chambas
 Corey A. Chambas
 Chief Executive Officer
 April 24, 2020
  
 /s/ Edward G. Sloane, Jr.
 Edward G. Sloane, Jr.
 Chief Financial Officer
 April 24, 2020


