United Security Bancshares
United Security Bank

CHARTER OF THE AUDIT COMMITTEE
OF THE BOARD OF DIRECTORS

OVERVIEW

The Audit Committee is a standing committee of the Board of Directors (the "Board”) of United
Security Bancshares and United Security Bank (the “Bank”).

Establishment of this Charter hereby delegates certain responsibilities to the Audit Committee to
assist in fulfilling the Board’s duties to the Company and shareholders. It is not the Committee’s
responsibility to plan or conduct audits, or to determine that the Bank’s financial statements and
disclosures are complete and accurate and in accordance with generally accepted accounting
principles and applicable rules and regulations. These are the responsibilities of management
and the independent auditor.

As more fully set forth below, the purpose of the Committee is to assist the Board in oversight of:
e The integrity of the financial reporting;
¢ Compliance with legal and regulatory requirements;
¢ The effectiveness of internal controls and procedures;
¢ The qualifications and independence of the independent auditors; and

e The performance of the Company’s independent auditors, and of the internal audit
program.

Authority

In order to establish the governing principles of the Audit Committee, the Board of Directors
originally adopted this Charter on September 24, 2002, and --- as most recently amended and
restated --- on August 15, 2006.

The Committee shall be given the resources and assistance necessary to meet its
responsibilities, including appropriate funding, unrestricted access to Company documents,
employees, and the independent auditors. The Committee shall also have authority to engage
outside legal, accounting, and other advisors, as it deems necessary or appropriate.

Membership

The Committee shall consist of three or more Directors, serving at the pleasure of the Board for
such term, or terms, as the Board may determine. Each Committee member shall meet the
independence requirements established by the Securities and Exchange Commission and listing
standards of the NASDAQ Exchange, specifically Rule 4350 (d), as well as, the independence
standards set forth in the Company’s Corporate Governance Principles.

No member of the Audit Committee shall receive, directly or indirectly, any compensation from
the Company, other than Directors’ fees and benefits.
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Membership (Cont.)

All Committee members shall be financially literate, having a basic understanding of financial
controls and reporting. At least one Committee member shall also have accounting or related
financial management expertise, including at a minimum, the expertise required by rules of the
Securities and Exchange Commission and listing standards of Nasdaq -- Rule 4350(d)(2)(A).

PROCEDURES
Meetings
The Committee shall meet as often as it determines, but no less than four times annually. The
presence of fifty percent of the members of the Committee shall constitute a quorum of the
Committee, and the act of the majority of the members present at any meeting at which a
quorum is present shall be the act of the Committee.

Minutes

The Committee shall keep minutes, and other relevant records, of all its meetings. Minutes will
be included in the monthly board packet for Directors review. To the extent practicable, the
meeting agenda, draft minutes from the prior meeting, and supporting materials, shall be
provided to Committee members prior to each meeting to allow time for review.

Accountability

In keeping with Nasdaq Rule 4350(d)(1), the Audit Committee will review and reassess the
adequacy of this Charter not less than annually. In conducting this annual review, the Committee
will assess compliance with Nasdaq Rule 4350, and appropriate banking regulations regarding
Committee composition, independence, and scope of responsibilities. Results of the
Committee’s review of its Charter, and any appropriate updates, will be duly reported to the full
Board.

The Committee may request any officer or employee of the Bank, or the Bank’s outside counsel,
or independent auditors to attend an Audit Committee meeting, or to meet with the members in
an executive session.
The Committee shall review its own performance annually.

SCOPE OF RESPONSIBILITIES
Executive management bears primary responsibility for financial, and other, reporting, for
establishing the system of internal controls, and for ensuring compliance with laws, regulations
and company policies. The Committee’s responsibilities and related key processes are
described as follows. From time to time, the Committee may take on additional responsibilities at
the request of the Board.
Internal Audit Program
The Committee bears primary responsibility for overseeing the Company’s relationship with the
retained internal audit firms. In carrying out this responsibility, the Committee shall:
+ Review the appointment and replacement of the Risk Manager.

¢ Review annually the responsibilities, budget and resources of the Audit Program.

¢ Review the development and implementation of the Annual Audit Plan.
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Oversight of Independent Auditors
The Committee bears primary responsibility for overseeing the Company’s relationship with its
independent auditors. In carrying out this responsibility, the Committee shall:

¢

Be directly responsible for the appointment, compensation, retention, oversight of the work,
and termination of the independent auditor (including resolution of disagreements between
management and the auditor regarding financial reporting) engaged for the purpose of
preparing or issuing audit reports, or performing other audit, review, or attest services for
USB.

Establish policies and procedures for the pre-approval of all audit and permissible non-audit
services and fees of the independent auditor.

Meet with the independent auditor to review the planning of its audit of the Bank’s financial
statements.

Discuss matters relating to the conduct of the audit as required by professional auditing
standards.

Review any audit problems or difficulties the auditor may have encountered in its work and
management’s response.

At least annually, obtain and review a report by the independent auditor describing:
o The firm’s internal quality control procedures;

o Any material issues raised by the most recent internal quality control review, or
peer review, of the firm, or by any inquiry or investigation by governmental or
professional authorities, within the past five years, respecting one or more
independent audits carried out by the firm;

o Any steps taken to deal with any such issues; and in order to assess the auditor’s
independence

o All relationships between the independent auditor and the Bank.

Discuss with the independent auditor any disclosed services or relationships that may impact
the firm’s independence and objectivity. Evaluate the qualifications, performance, and
independence of the independent auditor, including whether the provision of non-audit
services is compatible with maintaining the auditor’s independence. If so determined by the
Committee, recommend that the Board take appropriate action, in response to the auditor’s
report, to satisfy itself of the independence of the firm.

Financial Reporting
The Committee shall monitor the preparation, by management, of the Bank’s quarterly and
annual external financial reports. In carrying out this responsibility, the Committee shall:

¢

Discuss the annual audited financial statements, and quarterly financial statements, with
management and the independent auditor, including the disclosures under “Management’s
Discussion and Analysis of Financial Condition and Results of Operations”.
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Financial Reporting (Cont.)

¢

Discuss and recommend to the Board whether the Bank’s audited financial statements
should be included in the annual report on Form 10-K.

Discuss earnings press releases, as well as, financial information and earnings guidance
provided to analysts and rating agencies (including any use of “pro-forma” or “adjusted” non-
GAAP information).

Review with management and the independent auditor significant accounting principles and
practices applied by the Bank in preparing its financial statements, including a discussion with
the independent auditor regarding its judgments about the quality of accounting principles
used in the Bank’s financial reporting.

Review and discuss reports from the independent auditor on, among other things:
o Critical accounting policies and practices to be used;

o Any accounting adjustments that were noted or proposed by the auditor but were
“passed” (as immaterial or otherwise);

o Alternative treatments of financial information within generally accepted
accounting principles;

o Any communications between the audit team and the audit firm’s national office
respecting auditing or accounting issues presented by the engagement; and

o Other material written communications between the independent auditor and
management, such as any management letter and the Bank’s response to such
letter, or schedule of unadjusted differences.

Review changes to accounting principles and practices that materially impact the Bank’s
consolidated financial statements.

Review with management its evaluation of internal control over financial reporting, and review
management’s conclusions as to the effectiveness of internal control over financial reporting.

Internal Control

The Committee shall have responsibility for monitoring management’s continuing implementation
of an effective system of internal control. The purpose of which is to help promote the reliability
of financial and operating information, and compliance with applicable laws, regulations and
Bank policies, including those related to business conduct and ethics. In carrying out this
responsibility, the Committee shall:

¢

Inquire of management, and internal and independent auditors concerning any deficiencies in
the Bank’s policies and procedures that could adversely affect the adequacy of internal
controls and the financial reporting process, and review any special audit steps adopted in
light of any material control deficiencies, and the timeliness and reasonableness of proposed
corrective actions;

Review internal audit findings and recommendations with regard to compliance with laws,
ethical conduct and conflicts of interest, and managements responses thereto;
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Internal Control (Cont.)
+ Meet periodically with internal audit firm representatives in private session (without the
participation of management or the independent auditors);

¢ Review management’s responses to recommendations for improving internal controls in the
independent auditor's Management Letters;

¢ Review significant cases of conflict of interest, misconduct, or fraud,;

+ Review significant issues between the Bank and regulatory agencies; and

¢ Review, as appropriate, material litigation involving the Bank.

Other Responsibilities

¢ The Committee will, at least annually, review and advise the Board regarding administration
of the Bank’s Code of Business Conduct and Ethics and Code of Ethics for Senior Financial
Officers.

¢ The Committee will establish procedures for the receipt, retention, treatment, and
investigation of complaints received regarding accounting, internal accounting controls, or
auditing matters, and the confidential, anonymous submission by employees of concerns

regarding questionable accounting or auditing matters.

¢ The Committee will, at least annually, review insurance programs from the standpoint of gaps
and exposure, as well as, fraud.

¢ The Committee will oversee a CRA and Regulatory Compliance Program.
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