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INDEPENDENT AUDITORS’ REPORT
To the Board of Directors and Stockholders of
First Choice Bank
Cerritos, California
Report on the Financial Statements
We have audited the accompanying financial statements of First Choice Bank, which consist of the statements of
financial condition as of December 31, 2013 and 2012, and the related statements of income, comprehensive
income, changes in stockholders’ equity and cash flows for the years then ended and the related notes to the
financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of First Choice Bank as of December 31, 2013, and 2012, and the results of its operations and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the United States of
America.

March 20, 2014
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FIRST CHOICE BANK
Statements of Financial Condition
December 31, 2013 and 2012
____________________________________________________________________________________________
2013
ASSETS
Cash and due from banks
Interest‐bearing deposits in banks

$

Cash and cash equivalents

LIABILITIES
Deposits
Noninterest‐bearing
Interest‐bearing deposits
Money Market accounts
NOW accounts
Savings accounts
Certificates of deposit:
Less than $100,000
$100,000 or more
Total deposits
Federal Home Loan Bank advances
Accrued interest payable and other liabilities
Total liabilities

1,758,185
28,798,357

$

2,469,970
29,094,047

30,556,542

31,564,017

56,056,230
2,154,100
‐‐
342,946,624
1,052,845
880,205
4,308,957
347,051
1,750,661

98,356,913
1,703,000
150,000
197,953,050
924,666
883,284
1,396,482
‐‐
1,401,804

$ 440,053,215

$ 334,333,216

$

$

Investment securities available for sale
Stock investments, restricted, at cost
Loans held for sale
Loans, net
Accrued interest receivable
Premises and equipment, net
Deferred taxes
Foreclosed assets
Other assets
Total assets

2012

43,224,916

26,816,835

70,299,651
2,525,798
73,181,440

76,247,002
1,149,198
1,807,217

38,865,117
151,595,350

43,453,590
140,373,494

379,692,272

289,847,336

27,000,000
875,868

11,000,000
391,898

407,568,140

301,239,234

‐‐

5,117,302

Commitments and Contingencies (Note 14)
STOCKHLODERS' EQUITY
Preferred stock‐no par value; 10,000,000 share authorized,
Series D, non‐cumulative, zero shares and 5,146 shares issued and outstanding
at December 31, 2013 and 2012, respectively; 2% dividend rate
Common stock, no par value, 10,000,000 shares authorized,
3,020,136 and 2,590,682 shares issued and outstanding at December 31,
2013 and 2012, respectively
Retained earnings
Accumulated other comprehensive income
Total stockholders' equity
Total liabilities and stockholders' equity

The Notes to Financial Statements are an integral part of these statements

30,816,992
3,966,418
(2,298,335)

26,060,998
1,691,063
224,619

32,485,075

33,093,982

$ 440,053,215

$ 334,333,216

2

FIRST CHOICE BANK
Statements of Income
December 31, 2013 and 2012
2013
INTEREST INCOME
Interest and fees on loans
Interest on investment securities
Other interest income

$

Total interest income

14,565,213
1,164,462
170,374

2012
$

9,717,825
1,548,658
79,588

15,900,049

11,346,071

2,794,121
95,869

2,658,678
78,894

2,889,990

2,737,572

13,010,059

8,608,499

2,430,000

1,090,000

10,580,059

7,518,499

239,589
1,306,022
90,689
64,427
323,000
341,636

103,582
941,102
462,227
‐‐
415,000
293,825

Total noninterest income

2,365,363

2,215,736

NONINTEREST EXPENSES
Salaries and employee benefits
Occupancy
Professional service expense
Other operating expenses

5,214,695
925,997
522,991
2,460,166

2,804,626
580,850
455,455
1,611,386

Total noninterest expenses

9,123,849

5,452,317

Income before income tax expense

3,821,573

4,281,918

Income tax expense

1,138,287

1,709,879

Net income

2,683,286

2,572,039

INTEREST EXPENSE
Interest on deposits
Interest on FHLB advances
Total interest expense
Net interest income
Provision for loan losses (Note 5)
Net interest income after provision for loan losses
Noninterest income
Fees and services charges
Gain on sale of loans
Gain on sale of securities
Income from foreclosed assets
Community Development Financial Institutions BEA award
Other

Preferred stock dividends
Net income attributable to common stockholders

The Notes to Financial Statements are an integral part of these statements

(47,458)
$

2,635,828

(102,920)
$

2,469,119
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FIRST CHOICE BANK
Statements of Comprehensive Income
December 31, 2013 and 2012
____________________________________________________________________________________________
2013
Net income

$

Other comprehensive income
Reclassification adjustment for gains realized in income
Unrealized holding losses on securities
available for sale during the year
Tax effects

Total comprehensive income

The Notes to Financial Statements are an integral part of these statements

$

2,683,286

2012
$

2,572,039

(90,689)

(462,227)

(4,196,403)
1,764,138

(129,407)
243,458

(2,522,954)

(348,176)

160,332

$

2,223,863
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FIRST CHOICE BANK
Statements of Stockholders’ Equity
December 31, 2013 and 2012
____________________________________________________________________________________________
Number of
Shares,
Preferred
Stock
Balance at December 31, 2011
Net income
Unrealized loss on securities available
for sale, net of reclassification
adjustment and tax effect
Preferred stock dividends
Issuance of common stock
Stocked‐based compensation costs
Balance at December 31, 2012
Net income
Unrealized loss on securities available
for sale, net of reclassification
adjustment and tax effect
Preferred stock dividends
Redemption of preferred stock
Common stock dividend
Issuance of common stock
Exercise of stock options
Stock‐based compensation costs
Balance at December 31, 2013

5,146

Number of
Shares,
Common
Stock

Preferred
Stock
$

Common
Stock

Accumulated
Other
Comprehensive
Income (Loss)

Accumulated
Earnings (Deficit)

5,117,302

2,103,684

$ 20,661,263

‐‐

‐‐

‐‐

‐‐

‐‐
‐‐
‐‐
‐‐

‐‐
‐‐
‐‐
‐‐

‐‐
‐‐
486,998
‐‐

‐‐
‐‐
5,333,735
66,000

5,146

5,117,302

2,590,682

26,060,998

1,691,063

224,619

33,093,982

‐‐

‐‐

‐‐

‐‐

2,683,286

‐‐

2,683,286

‐‐
‐‐
‐‐
‐‐
425,454
4,000
‐‐

‐‐
‐‐
‐‐
‐‐
4,679,994
34,000
42,000

3,020,136

$ 30,816,992

‐‐
‐‐
(5,146)
‐‐
‐‐
‐‐
‐‐
‐‐

‐‐
‐‐
(5,117,302)
‐‐
‐‐
‐‐
‐‐
$

‐‐

The Notes to Financial Statements are an integral part of these statements

$

(778,056) $

Total

2,572,039

‐‐
(102,920)
‐‐
‐‐

3,966,418

$ 25,573,304

‐‐

2,572,039

(348,176)
‐‐
‐‐
‐‐

‐‐
(47,458)
(28,698)
(331,775)
‐‐
‐‐
‐‐
$

572,795

(2,522,954)
‐‐
‐‐
‐‐
‐‐
‐‐
‐‐
$

(348,176)
(102,920)
5,333,735
66,000

(2,522,954)
(47,458)
(5,146,000)
(331,775)
4,679,994
34,000
42,000

(2,298,335) $ 32,485,075
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FIRST CHOICE BANK
Statements of Cash Flows
December 31, 2013 and 2012
2013
CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Provision for loan losses
Net gain on sale of investment securities available for sale
Depreciation and amortization
Gain on sale of loans
Gain on sale of foreclosed assets
Amortization on investments, net
Amortization of deferred loan fees, net
Stock based compensation costs
Deferred income taxes
Change in:
Accrued interest receivable
Other assets
Accrued interest payable and other liabilities

$

Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of premises and equipment
Purchases of available‐for‐sale securities
Proceeds from principal payments received and maturities of
available‐for‐sale securities
Proceeds from sale of securities available for sale
Proceeds from sale of loans
Purchases of stock investments, restricted
Purchase of loans
Net increase in loans
Proceeds from sale of foreclosed assets
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in deposits
Proceeds from issuance of common stock
Proceeds from Federal Home Loan Bank advances
Proceeds from exercise of stock options
Cash dividends on preferred stock
Redemption of preferred stock
Cash dividends on common stock
Net cash provided by financing activities

Cash and Cash Equivalents, beginning of year

The Notes to Financial Statements are an integral part of these statements.

$

$

2,572,039

2,430,000
(90,689)
370,960
(1,306,022)
(91,226)
1,756,666
(799,205)
42,000
(1,148,165)

1,090,000
(462,227)
202,717
(941,102)
‐‐
2,231,820
(859,937)
66,000
(547,564)

(128,179)
(377,728)
483,970

(64,580)
(684,793)
77,636

3,825,668

2,680,009

(367,881)
(14,285,198)

(678,492)
(74,812,111)

28,567,377
22,065,436
20,416,843
(451,100)
(104,625,347)
(61,265,168)
49,500

32,256,903
35,735,922
30,422,413
(283,000)
(28,719,747)
(73,261,050)
‐‐

(109,895,538)

(79,339,162)

89,844,936
4,679,994
16,000,000
34,000
(47,458)
(5,117,302)
(331,775)

77,479,181
5,333,735
3,000,000
‐‐
(102,920)
‐‐
‐‐

105,062,395

Net increase (decrease) in cash and cash equivalents

Cash and Cash Equivalents, end of year

2,683,286

2012

85,709,996

(1,007,475)

9,050,843

31,564,017

22,513,174

30,556,542

$

31,564,017

6

FIRST CHOICE BANK
Statements of Cash Flows
December 31, 2013 and 2012
2013
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Cash paid during the year for:
Interest
Income taxes
Noncash investing and financing activities:
Change in unrealized loss on securities available for sale
Foreclosed assets acquired in settlement of loans
Loan to facilitate sale of foreclosed asset

The Notes to Financial Statements are an integral part of these statements.

2012

$
$

2,873,041
1,809,523

$
$

2,821,933
2,272,000

$
$
$

(4,287,092)
585,825
280,500

$
$
$

(605,899)
‐‐
‐‐
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FIRST CHOICE BANK
Notes to Financial Statements
December 31, 2013 and 2012

NOTE 1.

NATURE OF BANKING ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES
Nature of Banking Activities: First Choice Bank (the Bank) was incorporated under the laws of the State of
California on March 7, 2005, and commenced operations on August 18, 2005. The Bank pursues traditional
banking operations, including the acceptance of deposits with accounts generally insured by the Federal Deposit
Insurance Corporation (the FDIC), and the lending and investing of the funds derived therefrom. The Bank has
branch offices in Cerritos, Rowland Heights, Alhambra and Anaheim, California. The Anaheim branch opened in
January 2013.
Use of Estimates: The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management 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 and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from the estimates. An estimate that is particularly susceptible to significant change
relates to the determination of the allowance for loan losses.
Concentrations of Credit Risk: The Bank originates the majority of its loans in the State of California. The
concentration of loans originated in California increases the risk that any adverse economic, regulatory or other
developments that may occur in California may adversely affect the Bank’s results of operations or financial
condition.
Cash and Cash Equivalents: For the purposes of reporting cash flows, cash and cash equivalents include cash on
hand, cash due from banks, federal funds sold, and certificates of deposit with an original term of 90 days or
less. Generally, federal funds are sold for one‐day periods. Required reserves of $389,000 represent cash that is
restricted to meet compensating balance arrangements.
The Bank maintains amounts due from banks which, at times, may exceed federally insured limits. The Bank has
not experienced any losses in such accounts.
Interest‐Bearing Deposits in Banks: Interest‐bearing deposits in banks mature generally in one year and are
carried at cost.
Investment Securities: Debt securities that the Bank has the positive intent and ability to hold to maturity are
classified as “held‐to‐maturity securities” and reported at amortized cost. Debt and equity securities that are
bought and held principally for the purpose of selling in the near term are classified as “trading securities” and
reported at fair value, with unrealized gains and losses included in earnings. Debt securities not classified as
either held‐to‐maturity securities or trading securities, and equity securities not classified as trading securities,
are classified as “securities available for sale” and reported at fair value, with unrealized gains and losses
excluded from earnings and reported as a separate component of stockholders’ equity and as an item of other
comprehensive income. Investment transactions are recorded on the trade date. Gains and losses on investment
securities are recognized at the time of sale based upon the specific identification method. Declines in the fair
value of individual held‐to‐maturity and available‐for‐sale securities below their cost that are other‐than‐
temporary result in write‐downs of the individual securities to their fair value. The related write‐downs are
included in earnings as realized losses. Premiums and discounts are recognized in interest income using the
interest method over the period to maturity.
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FIRST CHOICE BANK
Notes to Financial Statements
December 31, 2013 and 2012

NOTE 1.

NATURE OF BANKING ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES (Continued)
Investment Securities (continued): As of December 31, 2013 and 2012, all investment securities have been
classified as available‐for‐sale.
Management performs regular impairment analyses on the investment securities portfolio in accordance with
Financial Accounting Standards Board (FASB) accounting standards codification guidance. If it is probable that
the Bank will be unable to collect all amounts due according to the contractual terms of the debt security not
impaired at acquisition, an other‐than‐temporary impairment (OTTI) is considered to have occurred. When an
OTTI occurs, the cost basis of the security is written down to its fair value (as the new cost basis), and the write‐
down is accounted for as a realized loss if it is credit related. In assessing whether impairment represents an
OTTI, the Bank must consider whether it intends to sell a security or if it is likely that they would be required to
sell the security before recovery of the amortized cost basis of the investment, which may be at maturity. For
debt securities, if the Bank intends to sell the security or it is likely that a sale of the security may be required
before recovering the cost basis, the entire impairment loss would be recognized in earnings as an OTTI. If the
Bank does not intend to sell the security and it is not likely the sale of the security is required by the Bank, and
the Bank does not expect to recover the entire amortized cost basis of the security, only the portion of the
impairment loss representing credit losses would be recognized in earnings.
The credit loss on a security is measured as the difference between the amortized cost basis and the present
value of the cash flows expected to be collected. Projected cash flows are discounted by the original or current
effective interest rate depending on the nature of the security being measured for potential OTTI. The
remaining impairment related to other factors, the difference between the present value of the cash flows
expected to be collected and fair value, is recognized as a charge to other comprehensive income (OCI).
Impairment losses related to all other factors are presented as separate categories within OCI.
FHLB Stock: The Bank holds shares of capital stock of the Federal Home Loan Bank of San Francisco (FHLB). The
investments in the FHLB are required to be maintained by the Bank and are carried at cost and can only be sold
back at par value to the FHLB or to another member institution.
Loans Held for Sale: Loans originated and intended for sale in the secondary market are carried at the lower of
cost or estimated fair value in the aggregate. Net unrealized losses, if any, are recognized through a valuation
allowance by charges to income.
Loans and Allowance for Loan Losses: Loans receivable, which management has the intent and ability to hold
for the foreseeable future or until maturity, are stated at their outstanding principal balance, adjusted by the
allowance for loan losses and net deferred loan fees or costs on originated loans.
The allowance for loan losses is established through a provision for loan losses charged to expense. Loans are
charged against the allowance for loan losses when management believes that the collection of the carrying
amount is unlikely. Subsequent recoveries, if any, are credited to the allowance.
The allowance for loan losses is evaluated on a regular basis by management and is maintained at a level that
management believes will be adequate to absorb inherent losses on existing loans based on evaluations of the
collectability of loans and historical loss experience. The evaluations take into consideration such factors as
changes in the nature and volume of the overall portfolio quality, review of specific problem loans, and current
economic conditions that may affect the borrower's ability to pay. This evaluation is inherently subjective as it
requires estimates that are susceptible to significant revision as more information becomes available.
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FIRST CHOICE BANK
Notes to Financial Statements
December 31, 2013 and 2012

NOTE 1.

NATURE OF BANKING ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES (Continued)
Loans and Allowance for Loan Losses (continued): A loan is considered impaired when, based on current
information and events, it is probable that the Bank will be unable to collect the scheduled payments of
principal or interest when due according to the contractual terms of the loan agreement. Factors considered by
management in determining impairment include payment status, collateral value, and the probability of
collecting scheduled principal and interest payments when due. Loans that experience insignificant payment
delays and payment shortfalls generally are not classified as impaired.
Management determines the significance of payment delays and payment shortfalls on a case‐by‐case basis,
taking into consideration all of the circumstances surrounding the loan and the borrower, including the length of
the delay, the reasons for the delay, the borrower’s prior payment record, and the amount of the shortfall in
relation to the principal and interest owed. Impairment is measured on a loan by loan basis for real estate,
commercial and construction loans by either the present value of expected future cash flow discounted at the
loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the collateral if the loan is
collateral dependent. Large groups of smaller balance homogeneous loans are collectively evaluated for
impairment. Accordingly, the Bank does not separately identify individual consumer and residential loans for
impairment disclosures.
Troubled Debt Restructurings: A troubled debt restructuring is a loan which the Bank, for reasons related to a
borrower’s financial difficulties, grants a concession to a borrower that the Bank would not otherwise consider.
A loan restructuring may take the form of a reduction in the stated interest rate, an extension of the maturity at
an interest rate below market, or a reduction in the face amount of the debt or accrued interest, among others.
Loans that are renewed at below‐market terms are considered to be troubled debt restructurings if the below‐
market terms represent a concession due to the borrower’s troubled financial condition. Troubled debt
restructurings are classified as impaired loans and are measured at the present value of estimated future cash
flows using the loan's effective rate at inception of the loan. If the loan is considered to be collateral dependent,
impairment is measured based on the fair value of the collateral.
Loan Portfolio Segments: Management segregates the loan portfolio into portfolio segments for purposes of
evaluating the allowance for loan losses. A portfolio segment is defined as the level at which the Bank develops
and documents a systematic method for determining its allowance for loan losses. The portfolio segments are
segregated based on loan types and the underlying risk factors present in each loan type. Such risk factors are
periodically reviewed by management and revised as deemed appropriate.
The Bank’s loan portfolio is segregated into the following portfolio segments:
Construction and Land loans: This segment is comprised of one‐to‐four family residential construction loans,
commercial real estate construction loans, including hotel properties, loans for the purpose of land
development, and loans secured by vacant land.
Residential Loans are comprised of loans secured by one‐to‐four family owner occupied and non‐owner
occupied residential properties, and of loans secured by multi‐family non‐owner occupied residential properties.
Lending on non‐owner occupied residential properties involves additional risks, including property upkeep.
Commercial Real Estate Loans include loans secured by non‐owner occupied commercial real estate. These
loans generally have larger balances and higher credit risk than residential loans. The increased risk is the result
of several factors, including the concentration of principal in a limited number of loans and borrowers, the
impact of local and general economic conditions on the borrower’s ability to repay the loan, and the increased
difficulty of evaluating and monitoring these types of loans.

10

FIRST CHOICE BANK
Notes to Financial Statements
December 31, 2013 and 2012

NOTE 1.

NATURE OF BANKING ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES (Continued)
Loan Portfolio Segments (continued):
Commercial Business Loans: This portfolio segment includes commercial business loans secured by assignments
of corporate assets and personal guarantees of the business owners. Commercial business loans generally have
higher interest rates and shorter terms than real estate secured loans, but they also may involve higher average
balances, increased difficulty of loan monitoring and a higher risk of default since their repayment generally
depends on the successful operation of the borrower’s business.
Commercial and Industrial Loans Secured by Owner‐Occupied Commercial Properties: This segment is comprised
of business loans secured by owner‐occupied commercial properties. These loans are impacted by local and
general economic conditions.
Other Loans: This portfolio segment includes warehouse lines of credit secured by assignments of residential
loans and Small Business Administration (SBA) loans. Warehouse lines of credit generally have a higher risk than
traditional commercial and industrial loans as in the case of SBA loans, where borrowers generally do not qualify
for conventional financing from regulated financial institutions.
Credit Quality Indicators: The Bank’s policies, consistent with regulatory guidelines, provide for the
classification of loans and other assets that are considered to be of lesser quality as substandard, doubtful, or
loss assets. An asset is considered substandard if it is inadequately protected by the current net worth and
paying capacity of the obligor or of the collateral pledged, if any. Substandard assets include those assets
characterized by the distinct possibility that the Bank will sustain some loss if the deficiencies are not corrected.
Assets classified as doubtful have all of the weaknesses inherent in those classified substandard with the added
characteristic that the weaknesses make collection or liquidation in full highly questionable or improbable,
based on currently existing facts, conditions and values. Assets (or portions of assets) classified as loss are those
considered uncollectible and of such little value that their continuance as assets is not warranted. Assets that do
not expose the Bank to risk sufficient to warrant classification in one of the aforementioned categories, but
which possess potential weaknesses that deserve close attention, are required to be designated as special
mention.
When assets are classified as special mention, substandard or doubtful, the Bank allocates a portion of the
related general loss allowances to such assets as the Bank deems prudent. Determinations as to the
classification of assets and the amount of loss allowances are subject to review by regulatory agencies, which
can require that we establish additional loss allowances. The Bank regularly reviews its asset portfolio to
determine whether any assets require classification in accordance with applicable regulations.
Interest and Fees on Loans: Interest on loans is accrued daily on the outstanding balances. Accrual of interest is
discontinued on a loan when management believes, after considering collection efforts and other factors that
the borrower’s financial condition is such that collection of interest is doubtful. When interest accrual is
discontinued, all unpaid accrued interest is reversed. The interest on these loans is accounted for on the cash‐
basis or cost‐recovery method until qualifying for return to accrual. Loans are returned to accrual status when
the borrower’s financial condition has improved and future payments are reasonably assured. These interest
recognition policies apply to all loans.
Loan origination fees and certain direct loan origination costs are deferred with the net amount amortized as an
adjustment of the related loan’s yield. In addition, premiums and discounts on loans purchased are amortized as
an adjustment of the related loan’s yield using a method that approximates the interest method. The Bank is
generally amortizing these amounts over the contractual life of the loan.
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FIRST CHOICE BANK
Notes to Financial Statements
December 31, 2013 and 2012

NOTE 1.

NATURE OF BANKING ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES (Continued)
Transfer of Financial Assets: Transfers of financial assets are accounted for as sales when control over the
assets has been surrendered. Control over transferred assets is deemed to be surrendered when (1) the assets
have been isolated from the Bank, (2) the transferee obtains the right (free of conditions that constrain it from
taking advantage of that right) to pledge or exchange the transferred assets, and (3) the Bank does not maintain
effective control over the transferred assets through an agreement to repurchase them before their maturity.
The Bank, from time to time, sells participation interests in loans. In order to recognize the transfer of a portion
of a financial asset as a sale, the transferred portion and any portion that continues to be held by the transferor
must represent a participating interest, and the transfer of the participating interest must meet the conditions
for surrender of control. To qualify as a participating interest (i) each portion of a financial asset must represent
a proportionate ownership interest in an entire financial asset, (ii) from the date of transfer, all cash flows
received from the entire financial asset must be divided proportionately among the participating interest
holders in an amount equal to their share of ownership, (iii) the transfer must not involve recourse (other than
standard representation and warranties) to, or subordination by, any participating interest holder, and (iv) no
party has the right to pledge or exchange the entire financial asset. If the participating interest or surrender of
control criteria are not met, the transaction is accounted for as a secured borrowing arrangement.
Transfers of Small Business Administration (SBA) Loans: The Bank periodically sells the guaranteed portion of
SBA loans. In all cases, the Bank continues to service such loans for the investor. The sold portion is not included
in the accompanying financial statements. Fees earned for servicing loans are included in “Fees and service
charges” in the Statement of Income. Loan servicing costs are charged to expense as incurred. The Bank’s
contractual right to service the sold portion of SBA loans gives rise to a servicing asset, which is amortized in
proportion to, and over the period of, estimated net servicing income. The Bank evaluates the servicing asset for
impairment based on its fair value.
Management may identify the guaranteed portion of certain SBA loans for sale, at which point these guaranteed
portions are reclassified from loans held for investment to loans held for sale.
Foreclosed Assets: Assets acquired through foreclosure or other proceedings are initially recorded at fair value
at the date of foreclosure less estimated costs of disposal, which establishes a new cost. After foreclosure,
valuations are periodically performed by management, and foreclosed assets held for sale are carried at the
lower of cost or fair value, less estimated costs of disposal. Any write‐down to fair value at the time of transfer
to foreclosed assets is charged to the allowance for loan losses. Property is evaluated regularly to ensure that
the recorded amount is supported by its current fair value and that valuation allowances to reduce the carrying
amount to fair value less estimated costs to dispose are recorded as necessary. Revenue and expense from the
operations of foreclosed assets and changes in the valuation allowance are included in net expenses from
foreclosed assets.
Off‐Balance Sheet Credit Related Financial Instruments: In the ordinary course of business, the Bank has
entered into commitments to extend credit, including commitments under commercial letters of credit and
standby letters of credit. Such financial instruments are recorded when they are funded.
Premises and Equipment: Premises and equipment are stated at cost less accumulated depreciation and
amortization. Depreciation is provided for in amounts sufficient to relate the cost of depreciable assets to
operations over their estimated service lives. Leasehold improvements are amortized over the term of the lease
or the service lives of the improvements, whichever is shorter. The straight‐line method of depreciation is
followed for financial reporting purposes, while both accelerated and straight‐line methods are followed for
income tax purposes. Expenditures for betterments or major repairs are capitalized and those for ordinary
repairs and maintenance are charged to operations as incurred.

12

FIRST CHOICE BANK
Notes to Financial Statements
December 31, 2013 and 2012

NOTE 1.

NATURE OF BANKING ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES (Continued)
Income Taxes: Deferred taxes are provided on an asset and liability method whereby deferred tax assets are
recognized for deductible temporary differences and operating loss and tax credit carryforwards. Deferred tax
liabilities are recognized for taxable temporary differences. Temporary differences are the differences between
the reported amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced by a valuation
allowance when, in the opinion of management, it is more‐likely‐than‐not that some portion or all of the
deferred tax assets will not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes
in tax laws and rates on the date of enactment.
The Bank uses a recognition threshold and a measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. Benefits from tax positions are
recognized in the financial statements only when it is more likely than not that the tax position will be sustained
upon examination by the appropriate taxing authority that would have full knowledge of all relevant
information. A tax position that meets the more‐likely‐than‐not recognition threshold is measured at the largest
amount of benefit that is greater than 50 percent likely of being realized upon ultimate settlement. Tax
positions that previously failed to meet the more‐likely‐than‐not recognition threshold are recognized in the
first subsequent financial reporting period in which that threshold is met. Previously recognized tax positions
that no longer meet the more‐likely‐than‐not recognition threshold are derecognized in the first subsequent
financial reporting period in which that threshold is no longer met.
Stock‐Based Compensation: The cost relating to stock‐based compensation is measured at the grant‐date fair
value of the equity instruments issued. Cost is recognized over the period the employee is required to provide
services for the award. The Bank uses the Black‐Scholes option pricing model to estimate the fair value of
stock options.
Risks and Uncertainties: In the normal course of its business, the Bank encounters two significant types of risk:
economic and regulatory. Economic risk is comprised of three components: interest rate risk, credit risk and
market risk. The Bank is subject to interest rate risk to the degree that its interest‐bearing liabilities mature and
re‐price at different speeds, or on a different basis, than its interest‐bearing assets. Credit risk is the risk of
default on loans that results from the borrower’s inability or unwillingness to make contractually required
payments. Market risk results from changes in the value of assets and liabilities, which may impact, favorably or
unfavorably, the reliability of those assets and liabilities.
The Bank is subject to various government regulations which can change significantly from period to period. The
Bank also undergoes periodic examinations by the regulatory agencies. This may subject its financial position to
further changes with respect to asset valuations, amounts of required loss allowances, and operating restrictions
as a result of the regulators’ judgments based upon information available to them at the time of their
examination.
Comprehensive Income: Accounting principles generally accepted in the United States of America require that
recognized revenue, expenses, gains and losses be included in net income or loss. Although certain changes in
assets and liabilities, such as unrealized gains and losses on available for sale securities, are reported as a
separate component of the equity section of the statement of financial condition, such items, along with net
income, are components of comprehensive income. Gains and losses on available for sale securities are included
in net income or loss as the gains or losses are realized upon sale of the securities. Other‐than‐temporary
impairment charges are included in net income or loss at the time of the charge.
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NOTE 1.

NATURE OF BANKING ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES (Continued)
Subsequent Events: Subsequent events are events or transactions that occur after the balance sheet date but
before financial statements are issued or are available to be issued. The Bank recognizes in the financial
statements the effects of all subsequent events that provide additional evidence about conditions that existed
at the date of the balance sheet, including the estimates inherent in the process of preparing the financial
statements. The Bank’s financial statements do not recognize subsequent events that provide evidence about
conditions that did not exist at the date of the balance sheet but arose after the balance sheet date and before
financial statements are issued or are available to be issued.
The Bank has evaluated subsequent events through March 20, 2014, which is the date the financial statements
were issued or the date the financial statements were available to be issued.
Recent Accounting Pronouncements Not Yet Adopted: Accounting Standards Update (“ASU”) 2013‐12 –
Definition of a Public Business Entity. This standard amends the Master Glossary of the FASB Accounting
Standards Codification® to include one definition of public business entity for future use in U.S. GAAP. The
amendment does not affect existing requirements. That definition will be used by FASB, the Private Company
Council (PCC), and the Emerging Issues Task Force (EITF) in specifying the scope of future financial accounting
and reporting guidance. The Bank is considered a nonpublic entity under existing guidance, but will be
considered a public business entity for purposes of implementing any new accounting standards issued after
2013.
ASU 2013‐11 ‐ Income Taxes (Topic 740) ‐ Presentation of an Unrecognized Tax Benefit When a Net Operating
Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists was issued. This standard provides that
an unrecognized tax benefit, or a portion thereof, should be presented in the financial statements as a reduction
to a deferred tax asset for a net operating loss carryforward, a similar tax loss, or a tax credit carryforward,
except to the extent that a net operation loss carryforward, a similar tax loss, or a tax credit carryforward is not
available at the reporting date to settle any additional income taxes that would result from disallowance of a tax
position, or the tax law does not require the entity to use and the entity does not intend to use, the deferred tax
asset for such purpose, then the unrecognized tax benefit should be presented as a liability. This standard is
effective for the Bank effective January 1, 2014 and is not expected to have a material effect on the Bank’s
financial statements.
ASU 2013‐10 ‐ Derivatives and Hedging (Topic 815) ‐ Inclusion of the Fed Funds Effective Swap Rate (or Overnight
Index Swap Rate) as a Benchmark Interest Rate for Hedge Accounting Purposes was issued. This standard
permits the Fed Funds Effective Swap Rate to be used as a U.S. benchmark interest rate for hedge accounting
purposes, in addition to U.S. Treasury and LIBOR. The standard also removes the restriction on using different
benchmark rates for similar hedges. This standard was effective for the Bank on July 17, 2013 and did not have a
material effect on the Bank’s financial statements.
ASU 2013‐04 ‐ Liabilities (Topic 405) ‐ Obligations Resulting from Joint and Several Liability Arrangements for
Which the Total Amount of the Obligation is Fixed at the Reporting Date was issued. This standard provides
guidance for the recognition, measurement, and disclosure of obligations resulting from joint and several
liability arrangements for which the total amount of the obligation within the scope of this guidance (e.g. debt
arrangements, other contractual obligations and settled litigation and judicial rulings) is fixed at the reporting
date. This standard is effective for the Bank January 1, 2015 and is not expected to have a material effect on the
Bank’s financial statements.
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NOTE 1.

NATURE OF BANKING ACTIVITIES AND SIGNIFICANT ACCOUNTING POLICIES (Continued)
Recent Accounting Pronouncements Not Yet Adopted (continued): ASU 2013‐02, Comprehensive Income
(Topic 220): Reporting Amounts Reclassified out of Accumulated Other Comprehensive Income. The
amendments in this Update supersede and replace the presentation requirements for reclassifications out of
accumulated other comprehensive income in ASUs 2011‐05 (issued in June 2011) and 2011‐12 (issued in
December 2011) for all public and private organizations. The amendments require an entity to provide
additional information about reclassifications out of accumulated other comprehensive income. For the Bank,
this amendment is effective for reporting periods beginning after December 15, 2013.
Adoption of New Accounting: ASU 2013‐03, Financial Instruments (Topic 825): Clarifying the Scope and
Applicability of a Particular Disclosure to Nonpublic Entities. The main objective of this Update is to clarify the
scope and applicability of a particular disclosure to nonpublic entities that resulted from the issuance of ASU
2011‐04, Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair Value Measurement and
Disclosure Requirements in U.S. GAAP and IFRSs. Contrary to the stated intent of Update 2011‐04 to exempt all
nonpublic entities for a particular disclosure, that Update’s amendments to Topic 825 suggested that nonpublic
entities that have total assets of $100 million or more or that have one or more derivative instruments would
not qualify for the intended exemption. The amendments clarify that the requirement to disclose “the level of
the fair value hierarchy within which the fair value measurements are categorized in their entirety (Level 1, 2, or
3)” does not apply to all nonpublic entities, regardless of asset size or existence of derivative instruments, for
items that are not measured at fair value in the statement of financial position but for which fair value is
disclosed. This standard became effective upon issuance in February 2013 and did not have a material effect on
the Bank’s financial statements.

NOTE 2.

INVESTMENT SECURITIES
The amortized cost and fair value of investment securities at December 31 are as follows:

Amortized
Cost
Securities available for sale:
U.S. agency securities
Mortgage‐backed securities
Collateralized mortgage
obligations

Fair
Value

$ 18,306,100 $
26,307,141

‐‐
3,299

$ (2,551,050)
(935,727)

$ 15,755,050
25,374,713

15,348,401

30,999

(452,933)

14,926,467

$ 59,961,642

34,298

(3,939,710)

$ 56,056,230

Amortized
Cost
Securities available for sale:
U.S. agency securities
Mortgage‐backed securities
Collateralized mortgage
obligations
SBA pool certificates

2013
Gross
Gross
Unrealized
Unrealized
Gains
Losses

2012
Gross
Gross
Unrealized
Unrealized
Gains
Losses

$ 23,289,923 $
27,565,859

33,346
181,519

41,849,942
5,269,509

302,091
299,680

$ 97,975,233 $

816,636

$

$

Fair
Value

(85,178)
(99,411)

$ 23,238,091
27,647,967

(250,367)
‐‐

41,901,666
5,569,189

(434,956)

$ 98,356,913
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NOTE 2.

INVESTMENT SECURITIES (Continued)
The amortized cost and fair value of securities available for sale as of December 31, 2013 by contractual
maturities are shown below. Given certain interest rate environments, some or all of these securities may be
called by their issuers prior to the scheduled maturities. Mortgage‐backed securities are not due at a single
maturity date, and are therefore disclosed separately.
The maturity distribution of investment securities at December 31, 2013 is as follows:
Over
Five to Ten
Years

One to Five
Years
Fair Value:
U.S. agency securities
Mortgage‐backed securities
Collateralized mortgage obligations

Over Ten
Years

Total

$

‐‐
‐‐
‐‐

$

‐‐
‐‐
‐‐

$

15,755,050
‐‐
‐‐

$

15,755,050
25,374,713
14,926,467

$

‐‐

$

‐‐

$

15,755,050

$

56,056,230

The Bank has $11,740,558 of investment securities pledged as collateral as of December 31, 2013.
Unrealized losses and fair values, aggregated by investment category and length of time that individual securities
have been in a continuous unrealized loss position, are summarized as follows at December 31, 2013:
Less than 12 Months
Fair
Unrealized
Value
Losses
U.S. agency securities
Mortgage‐backed securities
Collateralized mortgage
obligations

$

4,512,301
16,539,684
2,206,619

$ 23,258,604

$

12 Months or More______
Fair
Unrealized
Value
Losses

(480,816) $ 11,242,749
(736,710)
8,554,378

Total
Fair
Value

Unrealized
Losses

$ (2,070,234)
(199,017)

$ 15,755,050
25,094,062

$ (2,551,050)
(935,727)

9,397,142

(392,271)

11,603,761

(452,933)

$ (1,278,188) $ 29,194,269

$ (2,661,522)

$ 52,452,873

$ (3,939,710)

(60,662)

Unrealized losses on securities have not been recognized in income because the issuers are backed by the
federal government, management does not intend to sell the securities, it is more likely than not that
management will not be required to sell the securities prior to their anticipated recovery, and the decline in fair
value is largely due to changes in market interest rates. The fair value is expected to recover as the securities
approach maturity.
NOTE 3.

STOCK INVESTMENTS
Investments in stocks at December 31 consist of the following, which are carried at cost, as their fair value is not
readily determinable:
2013
FHLB stock
Pacific Coast Bankers’ Bank (PCBB) stock

2012

$

1,964,100
190,000

$

1,513,000
190,000

$

2,154,100

$

1,703,000

16

FIRST CHOICE BANK
Notes to Financial Statements
December 31, 2013 and 2012

NOTE 4.

SALES OF LOANS
SBA loans previously sold and currently serviced by the Bank, amounted to $16,990,400 and $27,990,300 at
December 31, 2013 and 2012, respectively. These loans are not included in the accompanying financial
statements. Significant assumptions made in the calculations of the servicing assets associated with the gain
from the sale of SBA loans include prepayment after seven years, and a discount rate ranging between 9.5% and
10.75% and between 10.25% and 11% for the years ended December 31, 2013 and 2012, respectively.
Residential loans previously sold with service released by the Bank, amounted to $2,490,800 and $1,741,300 at
December 31, 2013 and 2012, respectively. These loans are not included in the accompanying financial
statements.
Included in other assets is a servicing asset of $559,100 and $238,600 at December 31, 2013 and 2012,
respectively.

NOTE 5.

LOANS AND ALLOWANCE FOR LOAN LOSSES
The Bank grants loans to customers throughout its primary markets in the greater Los Angeles area. The
composition of the Bank’s loan portfolio at December 31 is as follows:
2013
Real estate loans:
Residential
Commercial real estate
Land
Construction
Total real estate loans
Commercial and industrial loans:
Owner‐occupied commercial property
Commercial business
Total commercial and industrial loans
Other loans:
Warehouse lending
Other consumer
Total loans
Allowance for loan losses
Net premium/discount, purchased loans
Net deferred loan fees
Loans, net

$ 118,332,267
142,176,865
8,370,045
5,074,174

2012
$

22,731,267
114,946,558
1,160,080
2,697,113

273,953,351

141,535,018

39,769,155
34,469,219

29,798,099
28,968,755

74,238,374

58,766,854

‐‐
4,004

2,586,283
‐‐

348,195,729

202,888,155

(5,748,733)
736,780
(237,152)

(3,254,648)
(1,347,060)
(333,397)

$ 342,946,624

$ 197,953,050
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NOTE 5.

LOANS AND ALLOWANCE FOR LOAN LOSSES (Continued)
During the year ended December 31, 2012, the Bank acquired loans in a transfer. At acquisition, two of the
transferred commercial real estate loans evidenced deterioration of credit quality since origination and it was
probable, at acquisition, that all contractually required payments would not be collected. Information about
these loans as of the acquisition date is as follows:
Contractually required payments receivable at acquisition
Cash flows expected to be collected at acquisition
Basis in acquired loans at acquisition

$ 767,025
684,000
684,000

Both loans were transferred to foreclosed assets during the year ended December 31, 2013 at their net carrying
value. The Bank did not increase the allowance for loan losses related to these loans during the years ended
December 31, 2013 and 2012.
Loans by Portfolio Segment: Loans by portfolio segment and the related allowance for loan loss for each
segment are presented below as of December 31 of 2013 and 2012. Loans and the allowance for loan losses are
further segregated by impairment methodology.
As of December 31, 2013
Commercial
Construction
Owner‐
Commercial
and Land
Occupied
Business

Commercial
Residential
Real
Estate
Loans:
Collectively
evaluated for
impairment
Individually
evaluated for
impairment
Balance

$ 140,555,353

$ 12,397,367

$ 39,739,543

$ 32,901,383

591,115

1,621,512

1,046,852

29,612

1,567,836

$ 118,332,267

$ 142,176,865

$ 13,444,219

$ 39,769,155

$ 34,469,219

$

4,004

$

348,195,729

$

$

$

$

$

64

$

5,507,119

$

1,884,463

2,252,532

‐‐
$

2,252,532

198,421

73,280
$

271,701

638,901

‐‐
$

638,901

532,738

$

Total

$ 117,741,152

Allowance for loan losses:
Collectively
evaluated for
impairment
$ 1,884,463
Individually
evaluated for
impairment
‐‐
Balance

Other

701,072

$

‐‐

168,334
$

4,004

4,856,927

‐‐
$

64

343,338,802

241,614
$

5,748,733
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NOTE 5.

LOANS AND ALLOWANCE FOR LOAN LOSSES (Continued)
Loans by Portfolio Segment (continued)
As of December 31, 2012
Commercial
Construction
Owner‐
Commercial
and Land
Occupied
Business

Commercial
Residential
Real
Estate
Loans:
Collectively
evaluated for
impairment
Individually
evaluated for
impairment
Balance

$ 21,053,502

$112,004,511

1,677,765

2,942,047

$ 22,731,267

$ 114,946,558

$

Allowance for loan losses:
Collectively
evaluated for
impairment
$
271,594
Individually
evaluated for
impairment
117,443
Balance

$

389,037

1,404,524

$

1,720,214

Total

2,697,113

$ 29,798,099

$26,948,534

$2,586,283

1,160,080

‐‐

2,020,221

‐‐

$

3,857,193

$ 29,798,099

$ 28,968,755

$

2,586,283

$

202,888,155

$

40,152

$

$

$

47,846

$

2,545,744

315,690
$

Other

81,206
$

121,358

501,265

‐‐
$

501,265

280,363

194,565
$

474,928

$

7,800,113

‐‐
$

47,846

195,088,042

708,904
$

3,254,648

Changes in the allowance for loan losses during the year ended December 31, 2013 and 2012 are summarized as
follows:
Year Ended December 31, 2013
Commercial
Construction
Owner‐
Commercial
and Land
Occupied
Business

Commercial
Residential
Real
Estate
Beginning balance$

$

Charge offs, net
recoveries
Provisions
Ending balance

389,037

$

‐‐
1,495,426
$

1,884,463

1,720,214

$

‐‐
532,318
$

2,252,532

$

Ending balance

$

158,673

$

‐‐
230,364
389,037

1,321,527

$

1,720,214

271,701

501,265

$

‐‐
137,636
$

638,901

474,928

$

64,085
162,059
$

701,072

$

22,279

$

‐‐
99,079
$

121,358

489,253

$

‐‐
12,012
$

501,265

240,144

474,928

47,846

$

$

64

$

122,772

$

47,846

5,748,733

Total
$

‐‐
(74,926)
$

3,254,648

64,085
2,430,000

Other

(190,000)
424,784
$

Total

‐‐
(47,782)

Year Ended December 31, 2012
Commercial
Construction
Owner‐
Commercial
and Land
Occupied
Business

‐‐
398,687
$

$

‐‐
150,343

Commercial
Residential
Real
Estate
Beginning balance
Charge offs, net
recoveries
Provisions

121,358

Other

2,354,648
(190,000)
1,090,000

$

3,254,648
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NOTE 5.

LOANS AND ALLOWANCE FOR LOAN LOSSES (Continued)
Loans by Portfolio Segment (continued)
Credit Quality Indicators: The following tables summarize the loan portfolio credit quality indicators at
December 31, which is the date on which the information was updated for each credit quality indicator:
Grade as of December 31, 2013
Special
Sub‐
Mention
Standard

Pass
Residential
Commercial real estate
Construction and land
Commercial owner‐occupied
property
Commercial business
Consumer

$

117,741,152
139,822,816
12,397,367

$

39,022,405
31,362,657
4,004
$

340,350,401

$

591,115
1,621,512
1,046,852

717,138
1,538,726
‐‐
$

20,269,891
109,749,980
2,697,113

$

28,438,142
26,948,534
2,586,283
$

$

2,988,401

$

190,689,943

783,611
2,254,531
‐‐

$

4,856,927

$

1,677,765
2,942,047
1,160,080

1,359,957
‐‐
‐‐
$

4,398,099

‐‐
‐‐
‐‐

29,612
1,567,836
‐‐
$

7,800,113

$

Doubtful
$

‐‐
‐‐
‐‐

‐‐

348,195,729

Total
$

‐‐
‐‐
‐‐
$

118,332,267
142,176,865
13,444,219
39,769,155
34,469,219
4,004

$

‐‐
2,020,221
‐‐
$

Total

‐‐
‐‐
‐‐

Grade as of December 31, 2012
Special
Sub‐
Mention
Standard

Pass
Residential
Commercial real estate
Construction and land
Commercial owner‐occupied
property
Commercial business
Other

‐‐
732,537
‐‐

Doubtful

22,731,267
114,946,558
3,857,193
29,798,099
28,968,755
2,586,283

$

202,888,155

Age Analysis: The following table sets forth certain information with respect to the Bank’s loan portfolio
delinquencies and amount at December 31:
Age Analysis of Past Due Loans (by Class) at December 31, 2013

39‐50 Days
Past Due
Residential
$
Commercial real
estate
Construction and
land
Commercial owner‐
occupied property
Commercial business
Consumer

‐‐

$

‐‐

90 Days
or More
Past Due

60‐89 Days
Past Due
$

‐‐

$

‐‐

Total
Past Due
$

‐‐

Current
$

118,332,267

Total Loans
$

118,332,267

Recorded
Investment
90 days
or More
and
Accruing
$

‐‐

‐‐

‐‐

‐‐

‐‐

142,176,865

142,176,865

‐‐

‐‐

‐‐

‐‐

‐‐

13,444,219

13,444,219

‐‐

‐‐
‐‐
‐‐

‐‐
‐‐
‐‐

‐‐
‐‐
‐‐

‐‐
‐‐
‐‐

39,769,155
34,469,219
4,004

39,769,155
34,469,219
4,004

‐‐
‐‐
‐‐

$

‐‐

$

‐‐

$

‐‐

$

348,195,729

$

348,195,729

$

‐‐
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NOTE 5.

LOANS AND ALLOWANCE FOR LOAN LOSSES (Continued)
Age Analysis (continued):
Age Analysis of Past Due Loans (by Class) at December 31, 2012

39‐50 Days
Past Due
Residential
$
Commercial real
estate
Construction and
land
Commercial owner‐
occupied property
Commercial business
Other

‐‐

$

‐‐

90 Days
or More
Past Due

60‐89 Days
Past Due
$

‐‐

$

‐‐

Total
Past Due
$

Current
$

Recorded
Investment
90 days
or More
and
Accruing

Total Loans

22,731,267

$

22,731,267

$

‐‐

‐‐

‐‐

524,631

524,631

114,421,927

114,946,558

‐‐

‐‐

‐‐

‐‐

‐‐

3,857,193

3,857,193

‐‐

‐‐
‐‐
‐‐

‐‐
‐‐
‐‐

‐‐
‐‐
‐‐

‐‐
‐‐
‐‐

29,798,099
28,968,755
2,586,283

29,798,099
28,968,755
2,586,283

‐‐
‐‐
‐‐

$

‐‐

$

524,631

$

524,631

$

202,363,524

$

202,888,155

$

‐‐

Impaired Loans: Information on the Bank’s impaired loans by class as of December 31 is shown in the table
below. The recorded investment in impaired loans reflects the balance in the financial statements, whereas the
unpaid principal balance reflects the contractual balance owed by the borrower. The difference between the
two amounts, if any, arises from loan charge‐offs and application of collected interest payments towards the
recorded investment. The Bank is not committed to lend additional funds on these loans.
Impaired Loans At December 31, 2013
Unpaid
Average
Principal
Related
Recorded
Balance
Allowance or Discount
Investment

Recorded
Investment
With an allowance recorded:
Commercial real estate
With a discount recorded:
Commercial business

$

248,773

$

197,425
$

446,198

$

1,855,170
492,689

$

2,347,859

$

271,773
$

562,907

76,000

$

74,348
$

150,348

1,575,061

$

273,846
$

1,848,907

$

‐‐
‐‐

$

Impaired Loans At December 31, 2012
Unpaid
Average
Principal
Related
Recorded
Balance
Allowance
Investment

Recorded
Investment
With an allowance recorded:
Commercial real estate
Commercial business

291,134

Interest
Income
Recognized

‐‐

Interest
Income
Recognized

$1,932,927
519,941

$

258,597
76,000

$

1,410,174
333,630

$

‐‐
‐‐

2,452,868

$

334,597

$

1,743,804

$

‐‐
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NOTE 5.

LOANS AND ALLOWANCE FOR LOAN LOSSES (Continued)
Impaired Loans (continued): The following is a summary of information on nonaccrual loans:
December 31
2013
Nonaccrual loans:
Commercial real estate
Commercial business

2012

$

248,773
197,425

$

1,855,170
492,689

$

446,198

$

2,347,859

As of December 31, 2013, no additional funds were committed to be advanced in connection with impaired
loans including restructured loans.
Loans previously sold and currently serviced by the Bank, amounted to $51,365,941 and $41,226,300 at
December 31, 2013 and 2012, respectively. These loans are not included in the accompanying financial
statements.
Troubled Debt Restructuring: The Bank did not modify any loans during the years ended December 31, 2013
and 2012 in a troubled debt restructuring.
NOTE 6.

FORECLOSED ASSETS
Foreclosed assets are presented net of an allowance for losses. No allowance for losses was required at
December 31, 2013. The Bank did not have foreclosed assets at December 31, 2012.
Income and expenses applicable to foreclosed assets include the following:
December 31
2013

2012

Gain on sale of foreclosed assets
Provision for losses
Operating expenses, net of rental income

$

91,226
‐‐
(26,799)

$

‐‐
‐‐
‐‐

Total income, net

$

64,427

$

‐‐
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NOTE 7.

PREMISES AND EQUIPMENT
A summary of premises and equipment as of December 31 is as follows:
Estimated
Useful Lives
Construction in progress
Leasehold improvements
Furniture, fixtures, and equipment

2013
$

5‐10 years
3‐7 years

Less accumulated depreciation
and amortization
$

‐‐
1,075,600
1,245,628

2012
$

288,396
757,032
909,528

2,321,228

1,954,956

(1,441,023)

(1,071,672)

880,205

$

883,284

Depreciation and amortization expense for the years ended December 31, 2013 and 2012 amounted to
$370,960 and $202,717, respectively.
NOTE 8.

CERTIFICATES OF DEPOSIT
A summary of certificates of deposit by maturities at December 31, 2013 is as follows:
Year Ending December 31:
2014
2015
2016
2017
2018

$ 133,523,549
17,752,230
10,372,367
20,626,023
8,186,298
$ 190,460,467

NOTE 9.

FHLB ADVANCES AND OTHER BORROWINGS
FHLB advances represent secured obligations to the FHLB. At December 31, 2013 and 2012, the FHLB advances
had an average interest rate of 0.35% and 0.82%, respectively. Of the $27,000,000 of FHLB advances
outstanding at December 31, 2013, $6,000,000 mature in 2016, $1,000,000 in 2015, $1,000,000 in 2014, and
$19,000,000 have open maturity dates. FHLB advances are secured by loans of $336,030,000 and $34,773,600
at December 31, 2013 and 2012, respectively. Unused borrowing capacity with the FHLB totaled $68,616,500 at
December 31, 2013.
The Bank has a secured line of credit with the FRB in the amount of $8,724,764 as of December 31, 2013. There
were no borrowings against this line as of December 31, 2013 and 2012.
The Bank has an unsecured line of credit with Wells Fargo Bank in the amount of $1,000,000. There were no
borrowings against this line as of December 31, 2013 or 2012.
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NOTE 10.

INCOME TAXES
The income tax expense (benefit) for the years ended December 31 is comprised of the following:
2013
Current:
Federal
State
Benefit of operating loss carryforwards

$ 1,784,922
501,530
‐‐

$ 1,906,548
518,080
(167,185)

2,286,452

2,257,443

(799,945)
(308,650)
(39,570)

(376,944)
(19,839)
(150,781)

(1,148,165)

(547,564)

$ 1,138,287

$ 1,709,879

Deferred:
Federal
State
Change in valuation allowance

Income tax provision

2012

The following is a reconciliation of the income tax expense (benefit) to the amount computed by applying the
statutory federal income tax rate of 34% to earnings before income taxes for the years ended December 31,
2013 and 2012:
2013
Computed federal income tax
Increase (decrease) in taxes resulting from:
State tax, net of federal income tax
Stock‐based compensation expense
Change in valuation allowance
Other
Income tax expense

2012

$ 1,299,334

$ 1,455,852

273,242
14,852
(39,570)
(409,571)

306,346
19,123
(150,781)
79,339

$ 1,138,287

$ 1,709,879

Deferred taxes are a result of differences between income tax accounting rules and accounting principles
generally accepted in the United States of America with respect to income and expense recognition. The
following is a summary of the components of the net deferred tax asset at December 31:
2013
Deferred tax assets:
Pre‐opening expenses
Allowance for loan losses
Depreciation
Stock‐based compensation
Non‐accrual interest
Unrealized loss on securities
Other
Valuation allowance

$

62,961
2,199,137
108,314
98,828
17,433
1,607,249
224,418

2012
$

72,481
1,208,017
118,976
96,397
53,838
‐‐
119,304

4,318,340
‐‐

1,669,013
(39,570)

4,318,340

1,629,443
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NOTE 10.

INCOME TAXES (Continued)
2013
Deferred tax liabilities:
FHLB stock dividends
Accrual to cash adjustments
Unrealized gain on securities

Net deferred tax asset

$

(9,383)
‐‐
‐‐

2012
$

(9,383)
(66,517)
(157,061)

(9,383)

(232,961)

$ 4,308,957

$ 1,396,482

Realization of the deferred tax asset is dependent on the Bank’s ability to generate future taxable income. The
valuation allowances at December 31, 2013 and 2012 reflect management’s estimate of the temporary
deductible differences whose utilization in future years is uncertain.
As of December 31, 2013 and 2012, the Bank did not believe that it had any uncertain tax positions that would
have a material effect on its financial statements. In addition, the Bank had no accrued interest or penalties
related to uncertain tax positions as of December 31, 2013 and 2012. It is the Bank’s policy to record interest
and penalties as a component of income tax expense.
Tax years ended December 31, 2010 through December 31, 2012 remain subject to examination by the Internal
Revenue Service. Tax years ended December 31, 2009 through December 31, 2012 remain subject to
examination by the California Franchise Tax Board.
NOTE 11.

OTHER OPERATING EXPENSES
Other operating expenses for the year ended December 31 are comprised of the following;
2013
Data processing
Fixed assets expenses
Business development
Administrative expenses
Office expenses
Other expenses
Provision for loss on off‐balance sheet items

$

350,539
363,694
131,600
1,227,301
334,556
11,476
41,000

$ 2,460,166

2012
$

213,359
209,464
101,532
819,830
205,146
21,055
41,000

$ 1,611,386
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NOTE 12.

RELATED PARTY TRANSACTIONS
In the ordinary course of business, the Bank grants loans to certain officers, directors and companies with which
they are associated. All such loans and commitments to lend were made under terms that are consistent with
the Bank’s normal lending policies. The gross commitment balance of such loans at December 31, 2013 was
$2,810,000 and the changes in outstanding balances during the years ended December 31 are as follows:
2013

2012

Beginning Balance
New loans
Reclassification
Repayments

$ 7,558,677
6,090,000
(299,853)
(6,080,449)

$ 3,670,368
1,949,674
3,187,718
(1,249,083)

Ending Balance

$ 7,268,375

$ 7,558,677

Deposits from related parties held by the Bank at December 31, 2013 and 2012 amounted to $14,904,372 and
$15,033,870, respectively. In management’s opinion, these deposits are accepted on substantially the same
terms as those accepted from unrelated parties.
NOTE 13.

CONCENTRATIONS
There were no deposit concentrations at December 31, 2013 and 2012.
The Bank provides a variety of products primarily to the Asian‐American community in the greater Los Angeles
area. As of December 31, 2013 and 2012, 39% of loans are real estate‐secured loans on non‐owner occupied
properties. Loans secured by hospitality properties represented 22% of total loans outstanding at December 31,
2013 compared to 30% at December 31, 2012. The Bank’s predominant focus has been to finance real estate in
its immediate market area. Management believes that the Bank exhibits conservative underwriting standards,
and that borrowers demonstrate strong debt coverage ratios.

NOTE 14.

COMMITMENTS AND CONTINGENCIES
Loans: In the ordinary course of business, the Bank enters into financial commitments to meet the financing
needs of its customers. These financial instruments generally include commitments to extend credit and standby
letters of credit, all of which are at variable rates. Those instruments involve to varying degrees, elements of
credit and interest rate risk not recognized in the Bank’s financial statements.
The Bank’s exposure to loan loss in the event of nonperformance on commitments to extend credit and standby
letters of credit is represented by the contractual amount of those instruments. The Bank uses the same credit
policies in making commitments as it does for loans reflected in the financial statements.
A summary of the contract amount of the Bank’s exposure to off‐balance sheet risk as of December 31 is as
follows:
2013
Commitments to extend credit
Letters of credit

$ 44,945,191
77,703

2012
$ 18,647,994
40,000
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NOTE 14.

COMMITMENTS AND CONTINGENCIES (Continued)
Loans (continued): Commitments to extend credit are agreements to lend to a customer as long as there is no
violation of any condition established in the contract. Since many of the commitments are expected to expire
without being drawn upon, the total amounts do not necessarily represent future cash requirements. The Bank
evaluates each customer’s credit worthiness on a case‐by case basis. The amount of collateral obtained if
deemed necessary by the Bank is based on management’s credit evaluation of the customer. The majority of the
Bank’s commitments to extend credit and standby letters of credit are secured by business assets. Commitments
to extend credit are generally at variable rates.
Operating Lease Commitments: The Bank has lease commitments covering the banking premises. At December
31, 2013, future minimum rental payments are as follows:
Year Ending December 31,
2014
2015
2016
2017
2018
Thereafter

$

386,000
103,000
106,000
109,000
9,000
‐‐

$

713,000

Total rent expense, including common area costs, was $501,300 and $337,500 for the years ended December 31,
2013 and 2012, respectively. The main office lease expires in 2014 and contains two options to renew for five
years each. The Alhambra branch office lease expires in 2013 and contains two options to renew for five years
each. The Rowland Heights branch office lease assignment expires in 2014 and no option extension is provided
under the master lease. The Anaheim branch office lease expires in 2018 and contains two options to renew for
five years each.
Contingencies: In the normal course of business, the Bank may become involved in various legal proceedings. In
the opinion of management, any liability resulting from such proceedings would not have a material adverse
effect on the financial statements.
NOTE 15.

STOCK OPTIONS
The Bank’s 2013 Omnibus Stock Incentive Plan (the 2013 Plan) was adopted by the Board on January 24, 2013,
and approved by the stockholders in May 2013. The 2013 Plane replaced the Bank’s 2005 Stock Option Plan.
Under the 2013 Stock Plan, the Bank may grant up to 904,840 shares in the form of stock options, stock
appreciation rights, restricted stock, deferred shares, and performance units to its directors, officers and
employees.
At December 31, 2013, 231,500 stock options were outstanding, and 673,340 options and other stock
compensation instruments were available for future issuance. The plan provides that the exercise price of those
options shall not be less than the market price of the common stock on the date granted. Options expire 10
years after the grant date. The Bank intends to issue new stock to satisfy stock option exercises.
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NOTE 15.

STOCK OPTIONS (Continued)
Under the 2005 Stock Option Plan, the Bank could have granted incentive stock options and non‐qualified stock
options to its directors, officers and employees. The plan provided that the exercise price of those options
should not be less than the market price of the common stock on the date granted. Options vested at a rate of at
least 20% on each anniversary following the grant date. Options expired 10 years after the grant date. The Bank
intended to issue new stock to satisfy stock option exercises. As the 2005 Stock Option Plan was replaced by the
2013 Plan, no options were available for future issuance under the 2005 Stock Option Plan at December 31,
2013.
In May 2011, Board of Directors voted to reduce the exercise price for all earlier awards to $8.50 per share
(“award modification”) under the 2005 Stock Option Plan. Moreover, the vesting schedule of options for two
Executive officers was also modified within the terms of the existing plan. The award modification affected all
bank directors and employees. The incremental compensation cost resulting from this modification was
approximately $16,000 and $24,000 for the years ended December 31, 2013 and 2012, respectively.
A summary of the status of the Bank’s stock option plan as of December 31 is as follows:
2013
Weighted
Average
Exercise
Price

Number of
Shares
Options outstanding at
beginning of year

2012
Weighted
Average
Number of
Exercise
Shares
Price

207,500

$

8.56

214,000

$

8.50

Options granted

35,000

$

12.07

5,000

$

11.00

Options exercised

(4,000)

$

8.50

‐‐

$

‐‐

Options forfeited

(7,000)

$

8.50

(11,500)

$

8.50

Outstanding at end of year

231,500

$

9.09

207,500

$

8.56

$

8.51

154,500

$

8.50

$

9.09

6.39 years

$

8.56

Options exercisable at
end of year
Weighted‐average remaining
contractual life of options
outstanding

168,500

6.7 years

Aggregate intrinsic value represents the difference between the Bank’s closing stock price on the last trading
day of the period, which was $12.25 as of December 31, 2013, and the exercise price multiplied by the number
of options outstanding. The aggregate intrinsic value of options with exercise prices less than $12.25 per option
was $730,625 at December 31, 2013.
The fair value of each option granted was estimated on the date of grant using the Black‐Scholes option‐pricing
model. The weighted average assumptions used to estimate the value of options granted in 2013 are as follows:
Dividend yield
Expected life
Expected volatility
Risk‐free interest rate
Weighted average fair value of options
granted during the year

0.00%
4.5 years
10.00%
1.98%
$ 1.57
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NOTE 15.

STOCK OPTIONS (Continued)
Expected volatility is based on the volatility of stock prices of other banks, as well as on factors specific to the
Bank’s stock. The risk‐free interest rate approximates the rate on U.S. Treasury bonds with maturities similar to
the weighted average expected life of the options. Expected lives take into account the 10‐year term of the
options, but also reflect the anticipated early exercise of non‐qualified options for tax purposes. No cash
dividends are projected.
Based solely on stock options outstanding as of December 31, 2013, and assuming forfeitures occur as expected,
the estimated pre‐tax compensation expense related to these options for each of the future years ending
December 31 is as follows:
Year Ending December 31:
2014
2015
2016
2017
2018

$
$
$
$
$

24,000
17,000
10,000
6,000
4,000

Future expense related to stock option awards would be impacted by new awards and/or modifications,
repurchases and forfeitures of existing awards.
The tax benefits attributable to non‐qualified stock options vested during the years ended December 31, 2013
and 2012 were $1,000 and $8,000, respectively, before valuation allowance.
Activity in non‐vested options during the year ended December 31, 2013 is summarized as follows:

Number of
Shares

NOTE 16.

Weighted
Average
Fair
Value

Non‐vested options, December 31, 2012
Granted
Vested
Forfeited

53,000
35,000
(18,000)
(7,000)

$
$
$
$

1.55
1.57
1.61
1.92

Non‐vested options, December 31, 2013

63,000

$

1.54

EMPLOYEE BENEFIT PLAN
During 2007, the Bank established a 401(k) profit sharing plan that is available to substantially all employees.
Employee contributions are voluntary. Employees may defer up to the maximum allowed under federal rules.
The Bank matches participants’ contributions under a prescribed formula set forth in the plan. Matching
contributions totaled $107,700 and $62,600 for the years ended December 31, 2013 and 2012, respectively.
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NOTE 17.

MINIMUM REGULATORY CAPITAL REQUIREMENTS
The Bank is subject to various regulatory capital requirements administered by the FDIC. Failure to meet
minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by
regulators that, if undertaken, could have a direct material effect on the Bank’s financial statements. Under
capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must meet
specific capital requirements that involve quantitative measures of the Bank’s assets, liabilities and certain off‐
balance‐sheet items as calculated under regulatory accounting practices. The capital amounts and classification
are also subject to qualitative judgments by the regulators about components, risk weightings, and other factors.
Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain
minimum capital ratios as set forth in the following table. Management believes that the Bank met all capital
adequacy requirements to which it is subject as of December 31, 2013 and 2012.
As of December 31, 2013, the most recent notification from the FDIC categorized the Bank as well capitalized
under the regulatory framework for prompt corrective action. There are no conditions or events since
notification that management believes have changed the Bank’s category. To be categorized as well capitalized,
the Bank must maintain minimum capital ratios as set forth below. The following table also sets forth the Bank’s
actual capital amounts and ratios as of December 31 (dollar amounts in thousands):
2013

Actual
Amount
Ratio

Amount of Capital Required
To Be Adequately
To Be Well
Capitalized
Capitalized
Amount Ratio
Amount
Ratio

Total capital to risk‐weighted assets

$ 38,005

10.39%

$ 29,265

8.00%

$ 36,582

10.00%

Tier 1 capital to risk‐weighted assets

$ 33,416

9.13%

$ 14,633

4.00%

$ 21,949

6.00%

Tier 1 capital to average assets

$ 33,416

8.22%

$ 16,261

4.00%

$ 20,326

5.00%

2012

Actual
Amount
Ratio

Amount of Capital Required
To Be Adequately
To Be Well
Capitalized
Capitalized
Amount Ratio
Amount
Ratio

Total capital to risk‐weighted assets

$ 35,472

15.64%

$ 18,146

8.00%

$ 22,682

10.00%

Tier 1 capital to risk‐weighted assets

$ 32,630

14.39%

$ 9,073

4.00%

$ 13,609

6.00%

Tier 1 capital to average assets

$ 32,630

10.82%

$ 12,060

4.00%

$ 15,075

5.00%
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NOTE 18.

FAIR VALUE
Fair Value of Financial Instruments: The carrying amounts and estimated fair values of financial instruments at
December 31 are as follows:
Carrying
Value

Fair
Value

2013
Financial assets:
Cash and cash equivalents
Interest‐bearing deposits with other banks
Investment securities available for sale
Stock investments
Loans, net
Accrued interest receivable

$ 1,758,185
28,798,357
56,056,230
2,154,100
342,946,624
1,052,845

$ 1,758,185
28,798,357
56,056,230
2,154,100
349,640,000
1,052,845

Financial liabilities:
Deposits
Non‐interest bearing demand deposits
Interest‐bearing demand, money market and saving deposits
Time deposits
FHLB borrowings
Accrued interest payable

$ 43,224,916
146,006,889
190,460,467
27,000,000
112,484

$ 43,224,916
146,006,889
191,552,000
27,000,000
112,484

Carrying
Value

Fair
Value

2012
Financial assets:
Cash and cash equivalents
Interest‐bearing deposits with other banks
Investment securities available for sale
Stock investments
Loans held for sale
Loans, net
Accrued interest receivable

$ 2,469,970
29,094,047
98,356,913
1,703,000
150,000
197,953,050
924,666

$ 2,469,970
29,094,047
98,356,913
1,703,000
150,000
211,930,500
924,666

Financial liabilities:
Deposits
Non‐interest bearing demand deposits
Interest‐bearing demand, money market and savings deposit
Time deposits
FHLB borrowings
Accrued interest payable

$ 26,816,835
79,203,417
183,827,084
11,000,000
95,534

$ 26,816,835
79,203,417
185,824,000
11,101,000
95,534
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NOTE 18.

FAIR VALUE (Continued)
Fair Value of Financial Instruments (continued): Management uses judgment in estimating the fair value of the
Bank’s financial instruments; however, there are inherent weaknesses in any estimation technique. Therefore,
for substantially all financial instruments, the fair value estimates presented herein are not necessarily indicative
of the amounts the Bank could have realized in a sales transaction at December 31, 2013 and 2021.
The following methods and assumptions were used to estimate the fair value of financial instruments:
Cash Equivalents and Short‐Term Instruments ‐ The carrying amounts reported in the balance sheets
approximate fair value for cash and due from banks, short‐term instruments whose maturity is less than 90
days, and interest‐bearing deposits with other financial institutions.
Securities ‐ Fair values for securities, excluding FHLB and PCBB stock, are based on quoted market prices. The
carrying value of FHLB and PCBB stock approximates fair value based on the redemption provisions of the FHLB
and PCBB.
Loans ‐ For variable‐rate loans that reprice frequently and that have experienced no significant change in credit
risk, fair value is based on carrying value. Fair value for fixed rate loans and variable rate loans with infrequent
repricing or repricing limits is estimated based on discounted cash flows using interest rates currently being
offered for loans with similar terms to borrowers with similar credit quality. Prepayments prior to the repricing
date are not expected to be significant. Loans are expected to be held to maturity and any unrealized gains or
losses are not expected to be realized.
Deposits ‐ The fair values of demand deposits, money market accounts, savings accounts and variable rate
certificates of deposit approximate their carrying amounts at the reporting date. Fair value for fixed‐rate
certificates of deposit is estimated using a discounted cash flow calculation that applies interest rates currently
being offered on certificates to a schedule of aggregate expected monthly maturities on time deposits. Early
withdrawal of fixed‐rate certificates of deposit is not expected to be significant.
FHLB Borrowings ‐ The fair value of FHLB borrowings is estimated by using a discounted cash flow calculation
that applies current borrowing rates to the scheduled maturities of the borrowings.
Accrued Interest Receivable and Payable ‐ The carrying amounts of accrued interest receivable and payable
approximate fair value.
Loan Commitments ‐ The fair value of loan commitments is not considered material.
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NOTE 18.

FAIR VALUE (Continued)
Fair Value Measurements Using Fair Value Hierarchy: The following section describes the valuation
methodologies used for assets measured at fair value, as well as the general classification of such instruments
pursuant to the valuation hierarchy. The Bank had no liabilities measured at fair value at December 31, 2013 or
2012.
Fair value hierarchy for valuation inputs gives the highest priority to quoted prices in active markets for identical
assets or liabilities and the lowest priority to unobservable inputs. The fair value hierarchy is as follows:


Level 1 inputs are quoted prices (unadjusted) for identical assets or liabilities in active markets.



Level 2 inputs include quoted prices for similar assets and liabilities in active markets, quoted prices for
identical assets and liabilities in inactive markets, inputs that are observable for the asset or liability
(such as interest rates, prepayment speeds, credit risks, etc.), or inputs that are derived principally from
or corroborated by observable market data by correlation or by other means.



Level 3 inputs are unobservable and reflect an entity’s own assumptions about the assumptions that
market participants would use in pricing the assets or liabilities.

Fair Value Measured on a Recurring Basis: The table below presents the balance of assets whose fair values are
measured on a recurring basis:

Quoted Prices
In Active
Markets for
Identical Assets
(Level 1)
At December 31, 2013
Securities available for sale:
U.S. agency securities
Mortgage‐backed securities
Collateralized mortgage obligations

$

‐‐
‐‐
‐‐

$

15,755,050
25,374,713
14,926,467

$

‐‐
‐‐
‐‐

$

‐‐

$

56,056,230

$

‐‐

Quoted Prices
In Active
Markets for
Identical Assets
(Level 1)
At December 31, 2012
Securities available for sale:
U.S. agency securities
Mortgage‐backed securities
Collateralized mortgage obligations
SBA pool certificates

Fair Value Measurements Using
Significant
Other
Significant
Observable
Unobservable
Inputs
Inputs
(Level 2)
(Level 3)

Fair Value Measurements Using
Significant
Other
Significant
Observable
Unobservable
Inputs
Inputs
(Level 2)
(Level 3)

$

‐‐
‐‐
‐‐
‐‐

$

23,238,091
27,647,967
41,901,666
5,569,189

$

‐‐
‐‐
‐‐
‐‐

$

‐‐

$

98,356,913

$

‐‐
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NOTE 18.

FAIR VALUE (Continued)
Fair Value Measurements Using Fair Value Hierarchy (continued)
Fair Value Measured on a Recurring Basis: (continued): Securities available for sale consist of bonds and
mortgage‐backed securities issued by U.S. government agencies. The fair values of securities available for sale
are determined using Level 2 inputs, which are derived from third‐party pricing services for identical or
comparable instruments.
Fair Value Measured on a Nonrecurring Basis: Certain assets are measured at fair value on a nonrecurring basis;
that is, the assets are not measured at fair value on an ongoing basis but are subject to fair value adjustments in
certain circumstances (for example, when there is evidence of impairment). The following table presents such
assets carried on the balance sheet by caption and by level within the valuation hierarchy:

Quoted Prices
In Active
Markets for
Identical Assets
(Level 1)
At December 31, 2013
Collateral‐dependent
Impaired loans
(net of allowance)
Foreclosed assets

At December 31, 2012
Collateral‐dependent
Impaired loans
(net of allowance)
Foreclosed assets

Fair Value Measurements Using
Significant
Other
Significant
Observable
Unobservable
Inputs
Inputs
(Level 2)
(Level 3)

Total

$

‐‐
‐‐

$

271,773
347,051

$

‐‐
‐‐

$

271,773
347,051

$

‐‐

$

618,824

$

‐‐

$

618,824

$

‐‐
‐‐

$

778,502
‐‐

$

1,089,328
‐‐

$

1,867,830
‐‐

$

‐‐

$

778,502

$

‐‐

$

1,867,830

The following is a reconciliation of the assets for which significant unobservable inputs (Level 3) were used in
determining fair value:
Impaired Loans
Balance, December 31, 2012
Loan renewed with new borrower

$

1,089,328
1,089,328

Balance, December 31, 2013

$

‐‐

Impaired Loans: Collateral‐dependent impaired loans are carried at the fair value of the collateral less estimated
costs to sell. The fair value of collateral is determined based on appraisals. In some cases, adjustments were
made to the appraised values for various factors including age of the appraisal, age of comparables included in
the appraisal, and known changes in the market and in the collateral. When significant adjustments were based
on unobservable inputs, the resulting fair value measurement has been categorized as a Level 3 measurement.
Otherwise, collateral‐dependent impaired loans are categorized under Level 2.
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NOTE 18.

FAIR VALUE (Continued)
Fair Value Measurements Using Fair Value Hierarchy (continued)
Fair Value Measured on a Nonrecurring Basis (continued)
Impaired Loans (continued): Details of Level 3 fair value inputs are as follows:
Valuation
Techniques
Collateral‐dependent
impaired loans

Internal evaluations

Unobservable
Input
Discount due to age
of appraisal

Range
(Weighted Average)

0% ‐ 5% (0.25%)

Foreclosed Assets: Assets acquired through foreclosure or other proceedings are initially recorded at fair value
at the date of foreclosure less estimated costs of disposal, which establishes a new cost. After foreclosure,
valuations are periodically performed, and foreclosed assets held for sale are carried at the lower of cost or
fair value, less estimated costs of disposal. All foreclosed assets are real properties. The fair values of real
properties initially are determined based on appraisals. In some cases, adjustments were made to the
appraised values for various factors including age of the appraisal, age of comparables included in the
appraisal, and known changes in the market or in the collateral. Subsequent valuations of the real
properties are based on management estimates or on updated appraisals. Foreclosed assets are categorized
under Level 3 when significant adjustments are made by management to appraised values based on
unobservable inputs. Otherwise, foreclosed assets are categorized under Level 2 if their values are based solely
on current appraisals.
NOTE 19.

PREFERRED STOCK
On February 13, 2009, the Bank issued Series A and Series B preferred stock to the U.S. Treasury in exchange for
$2,200,000 of new capital under the TARP program. On December 20, 2009 the Bank received an additional
$2,836,000 in funding in connection with the issuance of Series C preferred stock to the U.S. Treasury.
On September 24, 2010, the Bank exchanged Series A, Series B, and Series C preferred stock for 5,146 shares of
Series D preferred stock (Community Development Capital Initiative (CDCI) Preferred Stock). Before the
redemption of Series D Preferred Stock, the consent of U.S. Treasury was required for the Bank to issue a
common stock dividend or repurchase its common stock, or other equity or capital securities, other than in
connection with benefit plans. Furthermore, if preferred stock dividends had not been paid for an aggregate of
six quarters, whether or not consecutive, the U.S. Treasury could have appoint two new members to the Bank’s
Board of Directors. The Series D Preferred Stock had a liquidation amount per share equal to $1,000 and paid
non‐cumulative dividends at a rate of 2% per year for the first seven years and thereafter at a rate of 9% per
year. The Series D Preferred Stock could have been redeemed at any time at the option of the Bank, subject to
the approval of the appropriate federal banking agency. All redemptions had to be made at a per share
redemption price equal to 100% of the liquidation preference, plus accrued and unpaid dividends as of the date
of redemption (Redemption Date) for the quarter that included the Redemption Date, and a pro rata portion of
any lending incentive fee. All redemptions had to be be in amounts equal to at least 25% of the number of
originally issued shares, or 100% of the then‐outstanding shares (if less than 25% of the number of originally
issued shares).
On May 1, 2013, upon receipt of the regulatory approval, the Bank redeemed all of the Series D preferred stock.
The redemption was made at a per share price equal to 100% of the liquidation preference, plus accrued and
unpaid dividends as of the date of redemption.
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