Financial Statements
Years Ended
December 31, 2020
and 2019

Independent Auditors' Report
To the Board of Directors and Stockholders of
Pacific West Bank
We have audited the accompanying balance sheets of Pacific West Bank as of December 31, 2020 and 2019, and
the related statements of comprehensive loss, 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.
Auditors' 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 audit to obtain reasonable assurance about whether the financial statements
are free from 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 auditors' 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 auditors consider 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 Pacific West Bank as of December 31, 2020 and 2019, 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 10, 2021
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Pacific West Bank
Balance Sheets
December 31, 2020 and 2019
2020

2019

$ 26,903,543
2,685,000
18,116,451
3,750,000
850,500
147,860,714
1,661,395
2,536,226
3,968,149
2,295,702
72,340
1,083,882
$ 211,783,902

$ 22,097,670
8,738,587
10,433,996
110,900
76,782,373
1,528,810
2,569,631
2,577,535
93,009
455,552
$ 125,388,063

$ 82,210,198
63,040,485
9,357,261
15,486,913
170,094,857
2,318,258
73,753
5,000,000
521,734
178,008,602

$ 27,224,335
37,720,365
4,771,890
18,799,435
88,516,025
2,562,051
93,609
186,743
91,358,428

-

-

Assets
Cash and due from banks
Interest-bearing time deposits with banks
Investments in debt securities available-for-sale, at fair value
Investments in debt securities held-to-maturity, at amortized cost
Federal Home Loan Bank (FHLB) and The Independent BankersBank stock
Loans - net
Deferred tax assets - net
Premises and equipment - net
Cash surrender value of bank-owned life insurance (BOLI)
Operating lease right-of-use asset
Finance lease right-of-use asset
Accrued interest receivable and other assets
Total Assets

Liabilities and Stockholders' Equity
Liabilities
Deposits
Noninterest-bearing demand
Interest-bearing demand
Savings
Time
Total deposits
Operating lease liability
Finance lease liability
FHLB borrowings
Accrued interest payable and other liabilities
Total liabilities
Stockholders' equity
Preferred stock - 10,000,000 shares authorized;
none issued or outstanding
Common stock, no-par value - 10,000,000 shares authorized;
2,657,254 and 2,652,856 shares issued and outstanding as of
December 31, 2020 and 2019, respectively
Accumulated deficit
Accumulated other comprehensive income
Total stockholders' equity
Total Liabilities and Stockholders' Equity

41,052,670
(7,541,039)
263,669
33,775,300
$ 211,783,902

40,894,460
(6,920,204)
55,379
34,029,635
$ 125,388,063

The accompanying notes are an integral part of the financial statements.
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Pacific West Bank
Statements of Comprehensive Loss
Years Ended December 31, 2020 and 2019
2020
Interest income
Interest and fees on loans
Income from investments in debt securities
Interest-bearing deposits
Total interest income
Interest expense
Interest on interest-bearing deposits
Interest on borrowings
Total interest expense
Net interest income
Provision for loan losses
Net Interest Income After Provision for Loan Losses
Noninterest income
Service charges and fees
BOLI net earnings
Total noninterest income
Noninterest expense
Salaries and employee benefits
Occupancy
Data processing
Professional fees
Advertising
Communications and supplies
Travel
Insurance
Licenses, fees, and permits
Other
Total noninterest expense
Loss Before Income Taxes
Benefit for income taxes
Net Loss
Other comprehensive income - unrealized gain on investments in debt
securities available-for-sale, net of tax of $73,985 and $19,670
in 2020 and 2019, respectively
Total Comprehensive Loss
Basic net loss per common share
Diluted net loss per common share

$

6,158,479
199,124
187,096
6,544,699

2019
$

3,458,772
111,065
688,813
4,258,650

708,593
5,259
713,852
5,830,847
777,086
5,053,761

529,128
1,400
530,528
3,728,122
250,000
3,478,122

121,998
64,144
186,142

107,272
107,272

$

3,773,210
965,223
383,643
289,952
93,571
117,560
49,969
33,036
20,445
313,996
6,040,605
(800,702)
(179,867)
(620,835)

$

3,340,854
512,742
275,774
212,386
131,218
91,267
42,743
29,376
19,814
145,447
4,801,621
(1,216,227)
(306,291)
(909,936)

$

208,290
(412,545)

$

55,379
(854,557)

$
$

(0.23)
(0.23)

$
$

(0.34)
(0.34)

The accompanying notes are an integral part of the financial statements.
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Pacific West Bank
Statements of Stockholders' Equity
Years Ended December 31, 2020 and 2019

Common Stock
Shares
Amount
Balances - December 31, 2018
Stock-based compensation - net
Net loss
Other comprehensive income - net
Balances - December 31, 2019
Stock-based compensation - net
Net loss
Other comprehensive income - net
Balances - December 31, 2020

2,648,855
4,001
2,652,856
4,398
2,657,254

$ 40,773,368
121,092
40,894,460
158,210
$ 41,052,670

Accumulated
Deficit
$ (6,010,268)
(909,936)
(6,920,204)
(620,835)
$ (7,541,039)

Accumulated
Other
Comprehensive
Income
$

$

55,379
55,379
208,290
263,669

Total
Stockholders'
Equity
$ 34,763,100
121,092
(909,936)
55,379
34,029,635
158,210
(620,835)
208,290
$ 33,775,300

The accompanying notes are an integral part of the financial statements.
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Pacific West Bank
Statements of Cash Flows
Years Ended December 31, 2020 and 2019
2020
Cash Flows From Operating Activities
Net loss
Adjustments to reconcile net loss to net cash
provided (used) by operating activities
Provision for loan losses
Change in deferred loan fees
Depreciation and amortization
Stock-based compensation
Deferred income taxes
BOLI net earnings
Changes in certain operating assets and liabilities
Right-of-use assets and lease liabilities
Accrued interest receivable and other assets
Accrued interest payable and other liabilities
Net cash provided (used) by operating activities
Cash Flows From Investing Activities
Net decrease (increase) in interest-bearing time deposits with banks
Purchases of investments in debt securities available-for-sale
Purchases of investments in debt securities held-to-maturity
Principal repayment of investments in debt securities available-for-sale
Purchase of FHLB and The Independent BankersBank stock
Net increase in loans
Purchases of premises and equipment
Purchases of BOLI
Net cash used by investing activities
Cash Flows From Financing Activities
Net increase in deposits
Payments on finance lease liability
Proceeds from FHLB borrowings
Net cash provided by financing activities
Net Increase (Decrease) in Cash and Due From Banks
Cash and due from banks - beginning of year
Cash and Due From Banks - End of Year

$

(620,835)

2019
$

(909,936)

777,086
939,154
339,793
158,210
(206,570)
(64,144)

250,000
41,563
174,858
121,092
(307,108)
-

38,040
(532,335)
334,991
1,163,390

(15,484)
(170,130)
(275,871)
(1,091,016)

6,053,587
(11,118,888)
(3,750,000)
3,570,766
(739,600)
(72,794,581)
(137,777)
(4,000,000)
(82,916,493)

(6,005,200)
(11,465,925)
1,060,215
(29,500)
(26,503,725)
(389,010)
(43,333,145)

81,578,832
(19,856)
5,000,000
86,558,976
4,805,873
22,097,670
$ 26,903,543

31,361,264
(9,734)
31,351,530
(13,072,631)
35,170,301
$ 22,097,670

Supplemental Disclosures of Cash Flow Information
Cash paid during the year for
Interest
Income taxes

$
$

729,217
16,866

$
$

515,085
1,012

Non-cash Investing and Financing Activities
Other comprehensive income - net
Right-of-use lease assets obtained in exchange for lease liabilities

$
$

208,290
-

$
$

55,379
2,702,635

The accompanying notes are an integral part of the financial statements.
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Pacific West Bank
Notes to Financial Statements
Years Ended December 31, 2020 and 2019
1.

Description of Business and Summary of Significant Accounting Policies
Description of business
During 2004, Pacific West Bank (the Bank) commenced operations as a state-chartered institution to provide
banking services in the State of Oregon. The Bank is a full service business and private bank, providing highly
personalized depository and loan services. All decisions are made locally by banking professionals whose
mission is to understand the needs of their clients and develop solutions to help them grow while working
toward mutual success. The Bank offers a full suite of business banking and commercial lending products
with features and flexibility to meet the needs of local businesses. The Bank was formed by local business
owners for the community, dedicated to serving the greater Portland metro and building long-term
relationships, with locations in West Linn, Lake Oswego, and Portland, Oregon. The Bank is subject to the
regulations of certain federal and state agencies and is subject to periodic examinations by those regulatory
authorities.
COVID-19
On March 11, 2020, the World Health Organization recognized COVID-19 as a global pandemic, prompting
many national, regional, and local governments to implement preventative or protective measures, such as
travel and business restrictions, temporary store closures, and wide-sweeping quarantines and stay-at-home
orders. As a result, COVID-19 and the related restrictive measures have had a significant adverse impact
upon many sectors of the economy, including the industries with which the Bank transacts. As the pandemic
continues to progress, management of the Bank (Management) is closely monitoring the effect of COVID-19
on all aspects of its business, including borrowers, vendors, and employees. The COVID-19 pandemic
remains an ongoing situation, and the extent of its impact on the Bank's financial results will depend on future
developments, including the duration of the outbreak and the related influence on consumer and business
confidence and spending, which are highly uncertain. Even after the COVID-19 pandemic has subsided, the
Bank may experience adverse impacts to its business as a result of any economic recession or depression
that has occurred or may occur in the future. Therefore, the Bank cannot reasonably estimate the future
impact of the COVID-19 pandemic on the Bank at this time.
Basis of accounting and use of estimates
The Bank prepares its financial statements in accordance with accounting principles generally accepted in
the United States of America (GAAP) and prevailing practices within the banking industry. The Bank utilizes
the accrual method of accounting which recognizes income when earned and gains, expenses, and losses
when incurred. The preparation of financial statements in accordance with GAAP requires Management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure
of contingent assets and liabilities as of the date of the financial statements, and the reported amounts of
income, expenses, gains, and losses during the reporting periods. Actual results could differ from those
estimates. The most significant estimates made by Management relate to the determination of the allowance
for loan losses and the valuation of deferred tax assets.
Subsequent events
Management has evaluated, for potential recognition or disclosure in the financial statements, subsequent
events that have occurred through March 10, 2021, which is the date that the financial statements were
available to be issued.
Cash and due from banks
For purposes of reporting cash flows, cash and due from banks includes cash on hand and amounts due
from banks (including cash items in process of collection). The Bank maintains balances in correspondent
bank accounts, which at times may exceed federally insured limits. Management believes that its risk of loss
associated with such balances is minimal due to the financial strength of the correspondent banks. The Bank
has not experienced any losses in such accounts.
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Pacific West Bank
Notes to Financial Statements
Years Ended December 31, 2020 and 2019
Interest-bearing time deposits with banks
Interest-bearing time deposits with banks, with original maturities exceeding three months, are carried at cost,
which approximates fair value. The majority of interest-bearing time deposits with banks as of December 31,
2020 and 2019 have original maturities of one to five years, and the Bank expects to hold such deposits until
maturity.
Investments in debt securities
Investments in debt securities that Management has the positive intent and ability to hold to maturity are
classified as held-to-maturity and are reported at cost, adjusted for amortization of premiums and accretion
of discounts.
Investments in debt securities that are purchased and held principally for the purpose of selling them in the
near term are classified as trading and are reported at fair value, with unrealized gains and losses included
in noninterest income.
Investments in debt securities that are not classified as either held-to-maturity or trading are classified as
available-for-sale and are reported at fair value, with unrealized gains and losses, net of the related deferred
income tax effect, excluded from earnings and reported as other comprehensive income or loss.
Management determines the appropriate classification of debt securities at the time of purchase. Gains and
losses on sales of investment securities are recognized on the trade date and determined using the specific
identification method. Premiums and discounts are recognized in interest income using the interest method
over the period to maturity. See Note 15 for a description of the Bank's methodologies for determining the
fair value of investments in debt securities.
In estimating other-than-temporary impairment (OTTI) losses, Management considers, among other things,
(1) the length of time and the extent to which the fair value has been less than amortized cost, (2) the financial
condition and near term prospects of the issuer, (3) the impact of changes in market interest rates, and (4)
the intent and ability of the Bank to retain its investment in the issuer for a period of time sufficient to allow for
any anticipated recovery of fair value. For individual debt securities which the Bank does not intend to sell,
and for which it is not more likely than not that the Bank will be required to sell the security before recovery
of its amortized cost basis, the OTTI losses would be evaluated and (1) the portion related to credit losses
would be included in earnings as realized losses, and (2) the portion related to market or other factors would
be recognized in other comprehensive income or loss. Credit loss is recorded if the present value of expected
cash flows is less than the amortized cost. For individual debt securities which the Bank intends to sell or for
which it more likely than not will not recover all of its amortized cost, the OTTI is recognized in earnings equal
to the entire difference between the security's cost basis and its fair value at the balance sheet date.
For individual debt securities for which credit loss has been recognized in earnings, interest accruals and
amortization of premiums and accretion of discounts are suspended when the credit loss is recognized.
Interest received after accruals have been suspended is recognized on a cash basis.
During the years ended December 31, 2020 and 2019, the Bank did not recognize any OTTI on its
investments in debt securities.
FHLB and The Independent BankersBank stock
As a member of the FHLB system, the Bank is required to maintain a minimum investment in FHLB stock
based on specific percentages of its total assets and any outstanding advances. As of December 31, 2020
and 2019, the Bank met its minimum investment by maintaining its minimum investment in the stock of the
FHLB of Des Moines. The Bank's investment in FHLB stock was $350,500 and $110,900 as of December
31, 2020 and 2019, respectively.
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Pacific West Bank
Notes to Financial Statements
Years Ended December 31, 2020 and 2019
The Bank’s investment in FHLB stock (which has limited marketability) is carried at cost, which approximates
fair value. The Bank evaluates its FHLB stock for impairment as needed. The Bank's determination of
whether this investment is impaired is based on its assessment of the ultimate recoverability of cost rather
than by recognizing temporary declines in value. The determination of whether a decline affects the ultimate
recoverability of cost is influenced by criteria such as (1) the significance of any decline in net assets of the
FHLB as compared with the capital stock amount and the length of time any decline has persisted, (2)
commitments by the FHLB to make payments required by law or regulation and the level of such payments
in relation to the operating performance of the FHLB, (3) the impact of legislative and regulatory changes on
institutions and, accordingly, the customer base of the FHLB, and (4) the liquidity position of the FHLB. Based
on its evaluation, the Bank determined that there was no impairment of its FHLB stock as of December 31,
2020 and 2019.
The Bank's investment in The Independent BankersBank (TIB) stock (which has limited marketability) is
carried at cost, which approximates fair value. The Bank accounts for its investment in TIB stock in
accordance with GAAP as described above for FHLB stock. The Bank determined that there was no
impairment of its TIB stock as of December 31, 2020. The Bank's investment in TIB stock was $500,000 and
$0 as of December 31, 2020 and 2019, respectively.
Loans
Loans are stated at the amount of unpaid principal, reduced by the allowance for loan losses and deferred
loan fees.
Interest income on all loans is accrued as earned on the interest method based on daily balances of the
principal amount outstanding. Generally, the accrual of interest on loans is discontinued when, in
Management's opinion, the borrower may be unable to make payments as they become due. When the
accrual of interest is discontinued, all unpaid accrued interest is reversed. Interest income on loans that have
not been fully charged-off is subsequently recognized only to the extent that cash payments are received in
excess of outstanding principal until, in Management's judgment, the borrower has the ability to make
contractual interest and principal payments, in which case the loan is returned to accrual status. In
accordance with regulatory guidance, cash payments received by the Bank on any loans that were fully
charged-off in previous years are credited to the allowance for loan losses to the extent of any previous
charge-offs, and any additional cash payments received on such loans are recorded in noninterest income.
The Bank charges fees for originating loans. These fees, net of certain loan origination costs, are deferred
and amortized to interest income over the term of the related loan. If the loan is repaid prior to maturity, the
remaining unamortized net deferred loan origination fee is recognized in interest income at the time of
repayment.
Allowance for loan losses
The allowance for loan losses represents Management's recognition of the assumed risks of extending credit.
The allowance is established to absorb known and inherent losses in the loan portfolio as of the balance
sheet date. The allowance requires complex subjective judgments as a result of the need to make estimates
about matters that are uncertain. The allowance is maintained at a level currently considered adequate to
provide for potential loan losses based on Management's assessment of the various factors affecting the
portfolio.
The allowance is based on estimates, and ultimate losses may vary from the current estimates. These
estimates are reviewed periodically, and, as adjustments become necessary, they are reported in earnings
in the periods in which they become known. Therefore, the Bank cannot provide assurance that, in any
particular period, the Bank will not have significant losses in relation to the amount reserved. The allowance
is increased by provisions charged to income (or reduced by credits to income) and reduced by loans charged
off, net of recoveries. Loan losses are charged against the allowance when Management believes the
uncollectibility of a loan is confirmed.
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Pacific West Bank
Notes to Financial Statements
Years Ended December 31, 2020 and 2019
The allowance is based on ongoing, quarterly assessments of the probable and estimable losses inherent in
the loan portfolio. The allowance is allocated to certain loan categories based on the relative risk
characteristics, asset classifications, and actual loss experience of the loan portfolio. While Management has
allocated the allowance to various loan classes, the allowance is general in nature and is available for the
loan portfolio in its entirety.
The Bank's methodology for assessing the appropriate level of the allowance for loan losses consists of
applying loss factors to pools of outstanding loan balances segregated by differing loan categories,
establishing specific allowances for impaired loans, and establishing an unallocated portion of the allowance.
The pooled component covers non-impaired loans and has been developed utilizing historical loss experience
and peer group data if adequate historical loss information was not available, adjusted for qualitative factors.
The historical loss experience is calculated by portfolio segment and is generally based on the Bank's (or the
Bank's peer group's) actual loss history experienced over the most recent three years. Qualitative factors
are based on Management’s continuing evaluation of various factors underlying the quality of the loan
portfolio, including lending policies and procedures, economic conditions, changes in the size and
composition of the loan portfolio, experience of lending management, volume of troubled loans, quality of the
Bank’s loan review system, changes in collateral values, concentration of credit risk, and other external
factors including regulatory requirements.
The Bank considers loans to be impaired when Management believes that it is probable that all amounts due
will not be collected according to the contractual terms. GAAP requires that impaired loans be valued using
the present value of expected future cash flows discounted at the loan's effective interest rate, the loan's
observable market price, or the estimated fair value of the loan's underlying collateral, less estimated selling
costs.
The Bank primarily measures impairment on impaired loans (typically real estate loans) based on the
estimated fair value of the underlying collateral, less estimated selling costs. Accordingly, changes in such
estimated collateral values or future cash flows could result in actual losses which differ from those estimated
at the date of the balance sheet. The valuation of real estate collateral is subjective in nature and may be
adjusted in future periods because of changes in economic conditions. Management considers third-party
appraisals, as well as independent fair market value assessments from realtors or others involved in selling
real estate, in estimating the fair value of real property collateralizing loans. In addition, as certain of these
third-party appraisals and independent fair market value assessments are only updated periodically, changes
in the values of specific properties may have occurred subsequent to the most recent appraisals. In certain
other cases, impairment may be measured based on the present value of expected future cash flows
discounted at the loan's effective interest rate. Adjustments due to any changes in estimated collateral values
or future cash flows are generally recorded at the time such information is received. Amounts deemed
impaired are either specifically allocated for in the allowance for loan losses or recorded as a partial charge-off
of the loan balance.
The unallocated portion of the allowance for loan losses is based upon Management's evaluation of various
qualitative and environmental factors that are not directly measured in the determination of the pooled and
specific allowances. Such factors include uncertainties in economic conditions; changes in the Bank's loan
review system, policies, procedures, and personnel; uncertainties in identifying triggering events that directly
correlate to subsequent loss rates; risk factors that have not yet manifested themselves in loss allocation
factors; changes in the size and composition of the loan portfolio; variations in the level and trend of problem
loans; results of third-party reviews; and historical loss experience data that may not precisely correspond to
the current portfolio. The unallocated allowance may also be affected by review by the bank regulatory
authorities who may require increases or decreases to the unallocated allowance based on their evaluation
of the information available to them at the time of their examinations. Accordingly, the unallocated allowance
helps to minimize the risk related to the margin of imprecision inherent in the estimation of pooled and specific
allowances. Due to the subjectivity involved in the determination of the unallocated portion of the allowance
for loan losses, the relationship of the unallocated component to the total allowance for loan losses may
fluctuate from period to period.
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Pacific West Bank
Notes to Financial Statements
Years Ended December 31, 2020 and 2019
The ultimate recovery of all loans is susceptible to future market factors beyond the Bank's control. These
factors may result in losses or recoveries differing significantly from those provided in the accompanying
financial statements.
Troubled debt restructurings
A loan is classified as a troubled debt restructuring (TDR) when a borrower is experiencing financial difficulties
and the Bank grants a concession to the borrower in the restructuring that the Bank would not otherwise
consider. Examples of such concessions include but are not limited to: a reduction in the stated interest rate;
an extension of the maturity at an interest rate below current market rates; a reduction in the face amount of
the debt; a reduction in the accrued interest; or re-amortizations, extensions, deferrals and renewals. TDRs
are considered impaired and are individually evaluated for impairment.
The Bank has followed the loan modification criteria within the Coronavirus Aid, Relief and Economic Security
Act of 2020 (CARES Act) when determining if a borrower’s modification is subject to a TDR classification.
Additionally, federal banking regulators issued an interagency statement that includes guidance on
accounting for loan modifications in light of the economic impact of the COVID-19 pandemic. The guidance
interprets GAAP and indicates that a lender can conclude that a borrower is not experiencing financial
difficulty if short term modifications are made in response to COVID-19, such as payment deferrals, fee
waivers, extensions of repayment terms, or other delays in payment that are insignificant related to loans in
which the borrower is less than 30 days past due on their contractual payments at the time a modification is
implemented. The federal banking agencies confirmed in working with the staff of the Financial Accounting
Standards Board (FASB) that short-term modifications made on a good faith basis in response to COVID-19
to borrowers who were current prior to any relief are not TDRs. If it is determined that a modification does not
meet the criteria under the CARES Act or interagency guidance to be excluded from TDR classification, the
Bank evaluates the loan modifications under its existing TDR framework. The Bank executed loan
modification programs to support and provide relief for its borrowers impacted by the COVID-19 pandemic.
Loans subject to payment forbearance under the Bank’s COVID-19 loan modification programs are not
reported as delinquent during the forbearance time period.
Allowance for unfunded loan commitments
The Bank maintains a separate allowance for estimated losses related to unfunded loan commitments.
Management estimates the amount of probable losses related to unfunded loan commitments by applying
the estimated loss factors used in the allowance for loan loss methodology to the expected amount of
commitments that will actually require funding. The allowance for unfunded loan commitments totaled
$50,000 and $15,000 as of December 31, 2020 and 2019, respectively. In accordance with industry practice
and regulatory guidance, the allowance for estimated losses related to unfunded loan commitments is
included in accrued interest payable and other liabilities in the accompanying balance sheets. Increases
(decreases) in the allowance for unfunded loan commitments are recorded in other noninterest expense in
the accompanying statements of comprehensive loss.
Premises and equipment
Premises and equipment are stated at cost, less accumulated depreciation and amortization. Depreciation
and amortization is computed using the straight-line method over the shorter of the estimated useful lives of
the assets or terms of the leases for leasehold improvements. Depreciation and amortization are included in
occupancy expense in the accompanying statements of comprehensive loss. The costs of maintenance and
repairs are charged to expense as they are incurred, while major expenditures for renewals and betterments
are capitalized. When property or equipment is sold or otherwise disposed of, the cost and related
accumulated depreciation or amortization are removed from the respective accounts, and the resulting gains
or losses are included in operations.
Management reviews premises and equipment for possible impairment whenever facts and circumstances
indicate that the carrying amount of such assets may not be recoverable. If there is an indication of impairment,
Management would prepare an estimate of future cash flows (undiscounted and without interest charges)
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Pacific West Bank
Notes to Financial Statements
Years Ended December 31, 2020 and 2019
expected to be generated by the asset. If these estimated cash flows were less than the carrying amount of
the asset, an impairment loss would be recognized to write down the asset to its estimated fair value.
BOLI
The Bank holds life insurance contracts to cover future benefit expenses. BOLI policies are recorded at their
cash surrender value less applicable surrender charges. Changes in cash surrender values are included in
noninterest income in the accompanying statements of comprehensive loss.
Preferred stock
The Bank's preferred stock is issuable with voting rights, par value, dividend requirements, and other features
as determined by the Bank's Board of Directors (the Board). As of December 31, 2020 and 2019, there were
no shares of preferred stock issued or outstanding.
Advertising
Advertising costs are generally charged to expense during the year in which they are incurred.
Income taxes
The provision (benefit) for income taxes is based on income and expenses as reported for financial statement
purposes using the "asset and liability method" for accounting for deferred taxes. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax
assets and liabilities are reflected at currently enacted income tax rates applicable to the period in which the
deferred tax assets or liabilities are expected to be realized or settled. As changes in tax laws or rates are
enacted, deferred tax assets and liabilities are adjusted through the provision (benefit) for income taxes. A
valuation allowance, if needed, reduces deferred tax assets to the amount expected to be realized.
Income tax positions that meet the "more-likely-than-not" recognition threshold are measured at the largest
amount of income tax benefit that is more than 50 percent likely to be realized upon settlement with the
applicable taxing authority. The portion of the benefits associated with income tax positions taken that exceeds
the amount measured as described above would be reflected as a liability for unrecognized income tax benefits
in the accompanying balance sheets along with any associated interest and penalties that would be payable
to the taxing authorities upon examination. Interest and penalties associated with unrecognized income tax
benefits would be classified as additional income taxes in the accompanying statements of comprehensive
loss. There were no unrecognized income tax benefits, nor any interest and penalties associated with
unrecognized income tax benefits, accrued or expensed as of and for the years ended December 31, 2020
and 2019.
The Bank files income tax returns in the United States (U.S.) federal and Oregon jurisdictions.
Stock-based compensation
The Bank recognizes as compensation expense all stock-based awards made to employees and Board
members. The compensation cost is measured based on the grant-date fair value of the related stock-based
awards and is recognized over the service period of stock-based awards, which is generally the same as the
vesting period. Forfeitures are accounted for as they occur. The fair value of stock options is determined
using the Black-Scholes valuation model, which estimates the fair value of each award on the date of grant
based on a variety of assumptions including expected stock price volatility, expected term of the options,
risk-free interest rate, and dividend rates, if applicable.
The Bank's stock-based compensation plan is described more fully in Note 13.
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Pacific West Bank
Notes to Financial Statements
Years Ended December 31, 2020 and 2019
New accounting pronouncements
In June 2016, the FASB issued Accounting Standards Update (ASU) 2016-13, Financial Instruments - Credit
Losses: Measurement of Credit Losses on Financial Instruments (ASU 2016-13). ASU 2016-13 replaces the
existing incurred losses methodology for estimating allowances with a current expected credit losses
methodology with respect to most financial assets measured at amortized cost and certain other instruments,
including trade and other receivables, loans, held-to-maturity investment securities, and off-balance sheet
commitments. In addition, ASU 2016-13 requires credit losses relating to available-for-sale debt securities to
be recorded through an allowance for credit losses rather than a reduction of the carrying amount. ASU
2016-13 also changes the accounting for purchased credit-impaired debt securities and loans. ASU 201613 retains many of the disclosure requirements in current GAAP and expands certain disclosure
requirements. ASU 2016-13 is effective for fiscal years beginning after December 15, 2022, including interim
periods within those fiscal years. Upon adoption, the Company expects a change in the processes and
procedures to calculate the allowance for loan losses, including changes in the assumptions and estimates
to consider expected credit losses over the life of the loan versus the current accounting practice that utilizes
the incurred loss model. In addition, the current policy for other-than-temporary impairment on investment
securities available-for-sale will be replaced with an allowance approach. The Company is reviewing the
requirements of ASU 2016-13 and has begun developing and implementing processes and procedures to
ensure it is fully compliant with the amendments at the adoption date. At this time, the Company anticipates
the allowance for loan losses will increase as a result of the implementation of ASU 2016-13; however, until
its evaluation is complete, the magnitude of the increase will be unknown.
In August 2018, the FASB issued ASU 2018-13, Fair Value Measurement: Disclosure Framework - Changes
to the Disclosure Requirements for Fair Value Measurement. ASU 2018-13 modifies the disclosure
requirements for fair value measurements. The following disclosure requirements were removed from
Accounting Standards Codification (ASC) Topic 820, Fair Value Measurement: (1) the amount of and reasons
for transfers between Level 1 and Level 2 of the fair value hierarchy; (2) the policy for timing of transfers
between levels; and (3) the valuation process for Level 3 fair value measurements. ASU 2018-13 clarifies
that the measurement uncertainty disclosure is to communicate information about the uncertainty in
measurement as of the reporting date. In addition, ASU 2018-13 adds the following disclosure requirements
for Level 3 measurements: (1) changes in unrealized gains and losses for the period included in other
comprehensive income for the recurring Level 3 fair value measurements held at the end of the reporting
period, and (2) the range and weighted average of significant unobservable inputs used to develop Level 3
fair value measurements. The Bank adopted ASU 2018-13 effective January 1, 2020, and it did not have a
material impact on the Bank's financial statements.
In August 2018, the FASB issued ASU 2018-15, Intangibles - Goodwill and Other - Internal-Use Software,
and Customer's Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That Is a
Service Contract. ASU 2018-15 aligns the requirements for capitalizing implementation costs incurred in a
hosting arrangement that is a service contract with the requirements for capitalizing implementation costs
incurred to develop or obtain internal-use software (and hosting arrangements that include an internal-use
software license). The costs are capitalized or expensed depending on the nature of the costs and the project
stage during which they are incurred, consistent with the accounting for internal-use software costs. The
amendments in ASU 2018-15 are intended to result in consistent capitalization of implementation costs of a
hosting arrangement that is a service contract and implementation costs incurred to develop or obtain internal
use software (and hosting arrangements that include an internal-use software license). The accounting for
the service element of a hosting arrangement that is a service contract is not affected by the amendments in
ASU 2018-15. The Bank adopted ASU 2018-15 effective January 1, 2020, and it did not have a material
impact on the Bank's financial statements.
In December 2019, the FASB issued ASU 2019-12, Income Taxes (Topic 740), Simplifying the Accounting for
Income Taxes. The amendments in this ASU simplify the accounting for income taxes by removing certain
exceptions to the general principles in ASC 740. The amendments also improve consistent application of and
simplify GAAP for other areas of ASC 740 by clarifying and amending existing guidelines. ASU 2019-12 is
effective for fiscal years beginning after December 15, 2020, including interim periods within those fiscal years.
The adoption of ASU 2019-12 is not expected to have a material impact on the Bank's future financial statements.
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2.

Investment Securities
Investments in debt securities as of December 31, 2020 and 2019 consisted of the following:

Gross
Unrealized
Gains

Amortized
Cost
2020
Available-for-Sale
Mortgage-backed securities
Municipal bonds
Total

$ 16,078,214
1,680,913
$ 17,759,127

Held-to-Maturity
Corporate debt

$

2019
Available-for-Sale
Mortgage-backed securities

$
$

315,155
47,617
362,772

3,750,000

$

$ 10,358,947

$

Gross
Unrealized
Losses Less
than 12
Months
$

Gross
Unrealized
Losses More
than 12
Months
$

$

(5,448)
(5,448)

16,575

$

87,342

$

Estimated Fair
Value

$

-

$ 16,387,921
1,728,530
$ 18,116,451

(1,200)

$

-

$

(12,293)

$

-

$ 10,433,996

3,765,375

As of December 31, 2020, the Bank held 15 available-for-sale investment securities, of which 2 were in an
unrealized loss position, and 8 held-to-maturity investment securities, of which 1 was in an unrealized loss
position. As of December 31, 2019, the Bank held 6 available-for-sale investment securities, of which 1 was
in an unrealized loss position. Management has evaluated the securities and has determined that the decline
in value is temporary and is related to changes in market interest rates since purchase. The declines in value
are not related to any company or industry-specific events. With respect to unrealized losses on the above
investment securities as of December 31, 2020, management does not have the intent to sell the investment
securities and believes that it is more likely than not that the Bank will not have to sell the securities before a
recovery of cost. Accordingly, no impairment adjustments for the investment securities have been recorded
as of December 31, 2020.
The amortized cost and estimated fair value of investment securities as of December 31, 2020, by contractual
maturity, are shown below. Expected maturities may differ from contractual maturities, because borrowers
may have the right to call or prepay obligations with or without call or prepayment penalties.
Available for Sale
Amortized
Estimated
Cost
Fair Value
Due in one year or less
$
- $
Due after one year through five years
Due after five years through ten years
2,007,136
2,023,835
Thereafter
15,751,991
16,092,616
$ 17,759,127 $ 18,116,451

Held to Maturity
Amortized
Estimated
Cost
Fair Value
$
- $
3,250,000
3,265,375
500,000
500,000
$ 3,750,000 $ 3,765,375

As of December 31, 2020, no investment securities were pledged to secure deposits of public funds or for
other purposes as required or permitted by law.
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3.

Loans
Loans by portfolio segment as of December 31, 2020 and 2019 consisted of the following:
One to four family residential construction loans
Other construction, land development, and other land loans
Home equity lines of credit
One to four family residential, first lien position
One to four family residential, junior lien position
Multi-family
Owner occupied commercial real estate
Non-owner occupied commercial real estate
Commercial and industrial
Small Business Administration (SBA) Paycheck Protection
Program (PPP)
Consumer
All other loans
Total
Allowance for loan losses
Deferred loan fees
Loans - net

$

2020
23,525
2,252,543
2,137,580
12,794,866
623,018
19,454,872
20,319,794
42,370,713
13,327,269

$

30,944,150
144,000
6,204,852
150,597,182
(1,675,000)
(1,061,468)
$ 147,860,714 $

2019
2,788,882
2,422,412
13,322,258
383,416
10,794,601
11,457,190
27,329,479
9,015,675
179,663
131,111
77,824,687
(920,000)
(122,314)
76,782,373

The Bank has lending policies, practices, and procedures in place that are designed to generate loan income
within an acceptable level of risk. The Board reviews and approves the Bank's loan policies on an annual
basis or when changes and/or additions are recommended to the Board by the Bank's loan administration
department. A reporting and review process is provided by Management to the Board with frequent reports
related to loan production, loan quality, concentrations of credit, loan delinquencies, and non-performing and
potential problem loans. Diversification within the loan portfolio is a means of managing risk associated with
fluctuations in economic conditions.
Loans are underwritten after evaluating and understanding the borrower's loan request. Underwriting
standards are designed to promote relationship banking by understanding a borrower's entire banking needs.
The Bank examines current and projected cash flows to determine the ability of the borrower to repay its
obligation as agreed upon and, secondarily, evaluates the underlying collateral provided by the borrower.
The Bank also at times requires guarantees from borrowers to help manage risk.
The Bank additionally obtains an independent third-party review of its loan portfolio on a regular basis for quality
and accuracy in underwriting loans. Results of these reviews are presented to Management and the Board's
loan committee. The loan review process complements and reinforces the risk identification and assessment
decisions made by the Bank's lenders and credit personnel, as well as the Bank's policies and procedures.
The Bank believes that its loan classes are the same as its loan segments. The Bank's loan segments are
characterized by different risk factors as described below:
-

The one to four family residential construction loan segment and other construction, land development,
and other land loans segment include loans for which the loan proceeds are controlled by the Bank and
are used exclusively for the improvement of real estate on which the Bank holds a mortgage. One to four
family residential construction loans are specifically collateralized by one to four family residences. These
loans are considered to have higher risks than other real estate loans due to their ultimate repayment
being sensitive to interest rate changes, government regulation of real property, general economic
conditions, the availability of long-term financing, and the inherent difficulty in estimating both a property's
value at the completion of the project and the estimated cost of the project. The Bank attempts to mitigate
these risks by adhering to strict underwriting policies, disbursement procedures, and monitoring practices.
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-

Home equity lines of credit generally have a greater credit risk than other one to four family residential
loans because they are secured by mortgages that are usually subordinated to the existing first mortgage
on the property, which may or may not be held by the Bank. The Bank attempts to mitigate these risks
by adhering to its underwriting policies in evaluating the collateral and the credit worthiness of the
borrower.

-

One to four family residential loans in the first lien position and junior lien position are collateralized by
one to four family residences (e.g., owner occupied properties and non-owner occupied rental units) that
may fluctuate in value due to economic or individual performance factors. The Bank's lending policies
generally limit the term of one to four family residential loans to 15 years and the maximum loan-to-value
ratio on one to four family residential loans to 80%, with appropriate credit enhancement in the form of
either mortgage insurance or readily marketable additional collateral if this loan-to-value ratio is
exceeded.

-

Multi-family loans are secured by multi-family dwelling units (more than four units) and generally provide
the Bank an opportunity to receive interest at rates higher than those generally available from one to four
family residential lending. However, loans secured by multi-family properties typically are greater in
amount and are more difficult to evaluate and monitor, and thus involve a greater degree of risk than
one to four family residential mortgage loans. As payments on loans secured by multi-family properties
are highly dependent on the successful operation and management of such properties, repayment of
such loans may be influenced by adverse conditions in the real estate market or economy.

-

Commercial real estate loans in the owner occupied and non-owner occupied segments are secured by
such properties as office buildings, retail/wholesale facilities, and other commercial properties. These
loans are viewed primarily as cash flow loans, and the repayment of these loans is largely dependent on
the successful operation of the related property, particularly if the loan is non-owner occupied. Loan
performance may be adversely affected by factors impacting the general economy and conditions
specific to the real estate market, such as geographic location and/or property type. The Bank attempts
to minimize these risks by generally limiting the maximum loan-to-value ratio to 80% for owner occupied
properties and requiring a minimum debt service coverage ratio for non-owner occupied properties. The
Bank also scrutinizes the financial condition of the borrower, the quality of the collateral, and the
management of the property securing the loan.

-

Commercial and industrial loans are generally secured by accounts receivable, inventory, equipment, or
other property. Commercial and industrial loans are made based primarily on the historical and projected
cash flow of the borrower and, secondarily, on the underlying collateral provided by the borrower. The
cash flows of borrowers, however, may not be as forecasted, and collateral securing such loans is often
an insufficient source of repayment, because accounts receivable may be uncollectible and inventories
and equipment may be obsolete or of limited use. Minimum standards and underwriting guidelines have
been established for all commercial loan types.

-

SBA PPP loans are loans which are government guaranteed. The CARES Act, which was signed into
law on March 27, 2020, authorized the SBA to temporarily guarantee loans under a new loan program
called PPP. As a qualified SBA lender, the Bank was automatically authorized to originate PPP loans
upon commencement of the program in April 2020. The SBA guarantees 100% of PPP loans made to
eligible borrowers and the entire amount of the borrower's PPP loan, including any accrued interest, is
eligible to be forgiven and repaid by the SBA. PPP loans have: (a) an interest rate of 1%, (b) a two-year
loan term to maturity for loans approved by the SBA prior to June 5, 2020 and a five-year maturity for
loans approved thereafter; and (c) principal and interest payments deferred for at least six months from
the date of disbursement.

-

Consumer loans are loans to purchase various items such as automobiles, boats, and recreational
vehicles. The terms and rates are established periodically by Management. Consumer loans tend to
involve relatively small loan amounts that are spread across many individual borrowers, minimizing the
risk of significant loss to the Bank.
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The Bank's locations and the majority of its customers are located in the greater Portland, Oregon area, and
a substantial portion of the Bank's loans are collateralized by real estate in this geographic area. Accordingly,
the ultimate collectability of a substantial portion of the Bank's loan portfolio is susceptible to changes in the
economic conditions in this market.
The Bank's operations, like those of other financial institutions operating in the Bank's market, are significantly
influenced by various economic conditions including local economies, the strength of the real estate market,
and the fiscal and regulatory policies of the federal and state government and the regulatory authorities that
govern financial institutions. Any downturn in the real estate markets could materially and adversely affect
the Bank's business, because a significant portion of the Bank's loans are secured by real estate. The Bank's
ability to recover on defaulted loans by selling the real estate collateral would then be diminished and the
Bank would be more likely to suffer losses on defaulted loans. Consequently, the Bank's results of operations
and financial condition are dependent upon the general trends in the economy and, in particular, the
residential and commercial real estate markets. If there is a decline in real estate values, the collateral for
the Bank's loans would provide less security. Real estate values could be affected by, among other things,
a worsening of economic conditions, an increase in foreclosures, a decline in home sale volumes, and an
increase in interest rates. Furthermore, the Bank may experience an increase in the number of borrowers
who become delinquent, file for protection under bankruptcy laws, or default on their loans or other obligations
to the Bank given a sustained weakness or a weakening in business and economic conditions generally or
specifically in the principal market in which the Bank does business. An increase in the number of
delinquencies, bankruptcies, or defaults could result in a higher level of non-performing assets, net chargeoffs, and provision for loan losses.
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The following tables set forth information for the years ended December 31, 2020 and 2019 regarding activity
in the allowance for loan losses by portfolio segment:
Beginning
2020
Allowance
One to four family residential
construction loans
$
27,919
Other construction, land development,
and other land loans
Home equity lines of credit
16,300
One to four family residential, first lien
position
99,877
One to four family residential, junior lien
position
2,876
Multi-family
107,930
Owner occupied commercial real estate
114,378
Non-owner occupied commercial real
estate
273,155
Commercial and industrial
83,777
SBA PPP
1,440
Consumer
All other loans
1,196
Unallocated
191,152
Total
$
920,000
Beginning
2019
Allowance
One to four family residential
construction loans
$
53,230
Home equity lines of credit
21,427
One to four family residential, first lien
position
69,255
One to four family residential, junior lien
position
1,410
Multi-family
40,880
Owner occupied commercial real estate
63,840
Non-owner occupied commercial real
estate
173,510
Commercial and industrial
52,532
Non-real estate-secured loans to
finance commercial real estate activity
2,730
7,781
Consumer
All other loans
1,041
Unallocated
182,364
Total
$
670,000

Provision
(Credit)
$

$

(27,566)

Charge-offs
$

$

$

-

$

353

33,788
9,964

-

-

33,788
26,264

49,362

-

-

149,239

(598)
111,149
124,018

-

-

2,278
219,079
238,396

-

546,592
184,471
30,944
87,178
22,247
134,171
1,675,000

273,437
100,694
30,944
107,824
21,051
(56,981)
777,086

$

Provision
(Credit)
$

-

Ending
Allowance

Recoveries

(25,311)
(5,127)

(22,086)
(22,086)

$

Charge-offs
$

-

$

Ending
Allowance

Recoveries
$

-

$

27,919
16,300

30,622

-

-

99,877

1,466
67,050
50,538

-

-

2,876
107,930
114,378

99,645
31,245

-

-

273,155
83,777

(2,730)
(6,341)
155
8,788
250,000

-

-

1,440
1,196
191,152
920,000

$

$

$

17

Pacific West Bank
Notes to Financial Statements
Years Ended December 31, 2020 and 2019
The following tables present information, by portfolio segment, on loans evaluated individually and collectively
for impairment in the allowance for loan losses as of December 31, 2020 and 2019:
Allowance for Loan Losses
Individually
Collectively
Evaluated for Evaluated for
Impairment
Impairment
Total

2020
One to four family residential
construction loans
$
Other construction, land
development, and other
land loans
Home equity lines of credit
One to four family residential,
first lien position
One to four family residential,
junior lien position
Multi-family
Owner occupied commercial
real estate
Non-owner occupied
commercial real estate
Commercial and industrial
SBA PPP
Consumer
All other loans
Unallocated
Total
$

-

$

353

$

353

$

-

$

23,525

$

23,525

-

33,788
26,264

33,788
26,264

50,620

2,252,543
2,086,960

2,252,543
2,137,580

-

149,239

149,239

-

12,794,866

12,794,866

-

2,278
219,079

2,278
219,079

442,500
-

180,518
19,454,872

623,018
19,454,872

-

238,396

238,396

-

20,319,794

20,319,794

-

546,592
184,471
30,944
87,178
22,247
134,171

546,592
184,471
30,944
87,178
22,247
134,171

1,675,000

$ 1,675,000

493,120

42,370,713
13,327,269
30,944,150
144,000
6,204,852
$ 150,104,062

42,370,713
13,327,269
30,944,150
144,000
6,204,852
$ 150,597,182

$

Allowance for Loan Losses
Individually
Collectively
Evaluated for Evaluated for
Impairment
Impairment
Total

2019
One to four family residential
construction loans
$
Home equity lines of credit
One to four family residential,
first lien position
One to four family residential,
junior lien position
Multi-family
Owner occupied commercial
real estate
Non-owner occupied
commercial real estate
Commercial and industrial
Consumer
All other loans
Unallocated
Total
$

Recorded Investment in Loans
Individually
Collectively
Evaluated for
Evaluated for
Impairment
Impairment
Total

-

$

27,919
16,300

$

27,919
16,300

$

Recorded Investment in Loans
Individually
Collectively
Evaluated for
Evaluated for
Impairment
Impairment
Total
$

59,120

$

2,788,882
2,363,292

$

2,788,882
2,422,412

-

99,877

99,877

-

13,322,258

13,322,258

-

2,876
107,930

2,876
107,930

-

383,416
10,794,601

383,416
10,794,601

-

114,378

114,378

-

11,457,190

11,457,190

-

273,155
83,777
1,440
1,196
191,152
920,000

273,155
83,777
1,440
1,196
191,152
920,000

59,120

27,329,479
9,015,675
179,663
131,111
77,765,567

27,329,479
9,015,675
179,663
131,111
$ 77,824,687

$

$

$

$
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The following tables present, by portfolio segment, the recorded investment in loans by aging category and
in total as of December 31, 2020 and 2019:
Total Past
Due and
Nonaccrual

Days Past Due
2020
One to four family residential
construction loans
Other construction, land
development, and other land
loans
Home equity lines of credit
One to four family residential,
first lien position
One to four family residential,
junior lien position
Multi-family
Owner occupied commercial
real estate
Non-owner occupied
commercial real estate
Commercial and industrial
SBA PPP
Consumer
All other loans
Total

30-59
$

$

90 or
More

60-89

Nonaccrual

- $

- $

- $

- $

-

-

-

50,620

50,620

2,252,543
2,086,960

2,252,543
2,137,580

-

-

-

-

-

12,794,866

12,794,866

-

-

-

-

-

623,018
19,454,872

623,018
19,454,872

-

-

-

-

-

20,319,794

20,319,794

- $

- $

- $

42,370,713
13,327,269
30,944,150
144,000
6,204,852
50,620 $ 150,546,562

42,370,713
13,327,269
30,944,150
144,000
6,204,852
$ 150,597,182

50,620 $

Total Past
Due and
Nonaccrual

Days Past Due
2019
One to four family residential
construction loans
Home equity lines of credit
One to four family residential,
first lien position
One to four family residential,
junior lien position
Multi-family
Owner occupied commercial
real estate
Non-owner occupied
commercial real estate
Commercial and industrial
Consumer
All other loans
Total

30-59
$

$

90 or
More

60-89

- $

Total
Loans

Current

Nonaccrual

- $
59,120

$

Total
Loans

Current

- $
-

- $
-

-

-

-

-

-

13,322,258

13,322,258

-

-

-

-

-

383,416
10,794,601

383,416
10,794,601

-

-

-

-

-

11,457,190

11,457,190

- $

- $

- $

27,329,479
9,015,675
179,663
131,111
77,765,567

27,329,479
9,015,675
179,663
131,111
$ 77,824,687

59,120 $

2,788,882
2,363,292

23,525

- $
-

59,120 $

- $
59,120

23,525

$

2,788,882
2,422,412

Credit quality indicators
The Bank categorizes all loans into risk categories based on relevant information about the ability of
borrowers to service their debt such as: quality of management, current financial information, historical
payment experience, credit documentation, and geographic and industry risk, among other factors. Loan risk
ratings are updated whenever information comes to Management's attention that indicates that a loan's risk
has changed. In addition, Management reviews the risk ratings of all loans greater than $400,000 at least
annually. The Bank uses the following definitions for risk ratings:
Special Mention – Loans classified as Special Mention have potential weaknesses that deserve
Management's close attention. If left uncorrected, these potential weaknesses may result in deterioration
of the repayment prospects for the loan or in the Bank's credit position at some future date.
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Substandard – Loans classified as Substandard are inadequately protected by the current sound worth
and paying capacity of the borrower or of the collateral pledged, if any. These loans have a well-defined
weakness or weaknesses that jeopardize the liquidation of the debt. Such loans are characterized by
the distinct possibility that the Bank will sustain some loss if the deficiencies are not corrected.
Doubtful – Loans classified as Doubtful have all the weaknesses inherent in those classified as
Substandard with the added characteristic that the weaknesses make collection or liquidation in full – on
the basis of currently existing facts, conditions, and values – highly questionable and improbable.
Loss – Loans classified as Loss are considered uncollectible and of such minimal value that continuance
as an asset is not warranted. Loans are charged-off when Management determines that Loss ratings
are appropriate.
Loans not meeting the criteria above are considered Pass rated loans.
The following tables present, by portfolio segment, the recorded investment in loans by risk rating as of
December 31, 2020 and 2019, based on the most recent rating assigned by Management to each loan:
2020
One to four family residential construction
loans
$
Other construction, land development, and
other land loans
Home equity lines of credit
One to four family residential, first lien position
One to four family residential, junior lien
position
Multi-family
Owner occupied commercial real estate
Non-owner occupied commercial real estate
Commercial and industrial
SBA PPP
Consumer
All other loans
Total
$

2019
One to four family residential construction
loans
$
Home equity lines of credit
One to four family residential, first lien position
One to four family residential, junior lien
position
Multi-family
Owner occupied commercial real estate
Non-owner occupied commercial real estate
Commercial and industrial
Consumer
All other loans
Total
$

Special
Mention

Pass
23,525

$

-

Substandard
$

-

Doubtful
$

Total
-

$

23,525

2,252,543
2,086,960
12,606,089

188,777

50,620
-

-

2,252,543
2,137,580
12,794,866

180,518
19,001,798
19,770,645
41,883,205
13,045,009
30,944,150
144,000
6,204,852
148,143,294

453,074
549,149
487,508
49,845
$ 1,728,353

442,500
232,415
725,535

-

623,018
19,454,872
20,319,794
42,370,713
13,327,269
30,944,150
144,000
6,204,852
$ 150,597,182

Special
Mention

Pass
2,788,882
2,363,292
13,322,258
183,416
10,794,601
11,457,190
26,827,961
8,877,124
179,663
131,111
76,925,498

$

$

$

$

Substandard
-

200,000
501,518
138,551
840,069

$

$

59,120
59,120

Doubtful
$

$

Total

-

$

2,788,882
2,422,412
13,322,258

-

383,416
10,794,601
11,457,190
27,329,479
9,015,675
179,663
131,111
$ 77,824,687
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The following tables summarize information related to impaired loans by portfolio segment as of and for the
years ended December 31, 2020 and 2019:
For the year ended
December 31, 2020
Average
Interest
Recorded
Income
Investment
Recognized

December 31, 2020
Unpaid
Recorded
Principal
Related
Investment
Balance
Allowance
With no related allowance
recorded
Home equity lines of credit
$
One to four family residential,
junior lien position
Total
$

50,620

$

50,620

$

-

$

64,647

$

-

442,500
493,120

$

442,500
493,120

$

-

$

110,625
175,272

$

3,955
3,955

For the year ended
December 31, 2019
Average
Interest
Recorded
Income
Investment
Recognized

December 31, 2019
Unpaid
Recorded
Principal
Related
Investment
Balance
Allowance
With no related allowance
recorded
Home equity lines of credit
Total

$
$

59,120
59,120

$
$

59,120
59,120

$
$

-

$
$

70,000
70,000

$
$

-

The Bank did not record any new TDR loans during the year ended December 31, 2019. The following table
describes the Bank's TDRs, by portfolio segment, during the year ended December 31, 2020:
PreModification
Outstanding
Recorded
Investment

Number of
contracts
One to four family residential, junior
lien position
Total

2
2

$
$

442,500
442,500

PostModification
Outstanding
Recorded
Investment
$
$

444,501
444,501

End of Period
Balance
$
$

442,500
442,500

The above modifications were primarily related to extensions of maturity. The Bank had no TDR loans which
defaulted in 2020 or 2019 that had been modified within the previous twelve months. As of December 31,
2020, there were no commitments to lend additional funds on TDR loans.
The following tables set forth the Bank's TDR loans as of December 31, 2020 and 2019 by interest accrual
status:
2020
Home equity lines of credit
One to four family residential, junior lien position
Total
2019
Home equity lines of credit
Total

Accruing
$
$

442,500
442,500
Accruing

$
$

-

Non-Accrual
$
50,620
$
50,620
Non-Accrual
$
59,120
$
59,120

$

Total
50,620
442,500
493,120

$
$

Total
59,120
59,120

$
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4.

Premises and Equipment
Premises and equipment as of December 31, 2020 and 2019 consisted of the following:
Land
Building and improvements
Furniture, fixtures, and equipment
Computer software and hardware
Leasehold improvements
Work in progress
Total
Less accumulated depreciation and amortization
Premises and equipment - net

$

$

2020
400,000
2,507,620
630,177
391,797
159,582
23,914
4,113,090
(1,576,864)
2,536,226

$

$

2019
400,000
2,484,284
652,360
342,786
103,297
27,664
4,010,391
(1,440,760)
2,569,631

Depreciation and amortization expense related to premises and equipment was $171,182 and $117,148 for
the years ended December 31, 2020 and 2019, respectively.
5.

Right-of-Use Assets and Lease Liabilities
The Bank leases space on a month-to-month basis for banking operations under an operating lease with a
company that is partially owned by certain Board members. Total rent expense for this related party lease
was approximately $87,000 for each of the years ended December 31, 2020 and 2019. In November 2019,
the Bank opened a loan servicing office in Portland, Oregon. Monthly rent payments on this operating lease
range from $25,522 to $33,331 through April 2028. This lease agreement also includes variable payments
based on a percentage of use, which are not determinable at the lease commencement and are not included
in the measurement of the right-of-use asset and lease liability. At the end of the initial lease term, the Bank
has an option to renew this lease for an additional 5 years. Lease extensions are not reasonably certain, and
the Bank generally does not recognize payments occurring during option periods in the calculation of
operating lease right-of-use assets and operating lease liabilities. In addition, in June 2019, the Bank entered
into a finance lease for office equipment with monthly rent payments of $1,840 through June 2024. The Bank
does not have any operating leases with an initial term of 12 months or less.
The table below presents certain information related to the Bank's right-of-use assets and lease liabilities for
the years ended December 31, 2020 and 2019:

2020
Operating Lease
Operating lease costs
Variable lease costs
Remaining lease term
Discount rate
Finance Lease
Amortization of right-of-use asset
Interest on lease liability
Remaining lease term
Discount rate

2019

Classification in the
Statement of
Comprehensive Loss

$
$

433,176
170,729
7.33 years
2.61%

$
$

144,995
33,685
8.33 years
2.61%

Occupancy
Occupancy

$
$

20,669
2,224
3.50 years
2.63%

$
$

10,334
1,306
4.50 years
2.63%

Occupancy
Interest on borrowings

Operating cash flows paid for operating lease amounts included in the measurement of lease liabilities was
$307,795 and $48,492 for the years ended December 31, 2020 and 2019, respectively.
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The following table reconciles the undiscounted cash flows for the years presented related to the Bank's lease
liabilities as of December 31, 2020:

2021
2022
2023
2024
2025
Thereafter
Total minimum lease payments
Less: amount of lease payment representing interest
Lease liabilities
6.

Operating
Finance
Lease
Lease
$
317,029 $
22,080
326,540
22,080
336,336
22,080
346,426
11,040
356,819
875,396
2,558,546
77,280
(240,288)
(3,527)
$
2,318,258 $
73,753

Time Deposits
Time deposits that meet or exceed the Federal Deposit Insurance Corporation (FDIC) insurance limit of
$250,000 aggregated $5,279,757 and $5,082,052 as of December 31, 2020 and 2019, respectively.
As of December 31, 2020, the scheduled annual maturities of time deposits were as follows:
2021
2022
2023
2024
Total

7.

$

$

12,217,159
2,159,338
1,091,300
19,116
15,486,913

Other Borrowings
The Bank is a member of the FHLB. As a member, the Bank has a committed line of credit up to 35% and
of the Bank's total assets for the years ended December 31, 2020 and 2019. The committed line of credit is
subject to the Bank pledging sufficient collateral and maintaining the required investment in FHLB stock. As
of December 31, 2020, the Bank had outstanding borrowings of $5,000,000 from the FHLB at interest rates
ranging from 0.39% to 0.52% and maturing from November 2023 to November 2024. As of December 31,
2019, the Bank had no outstanding borrowings with the FHLB. All outstanding borrowings with the FHLB are
collateralized by a blanket pledge agreement on the Bank's FHLB stock, any funds on deposit with the FHLB,
and certain pledged loans of the Bank. The Bank had loans pledged for collateral of approximately
$52,049,000 as of December 31, 2020. As of December 31, 2020, the Bank's maximum available borrowing
capacity, given current collateral, borrowings, and the 35% of total assets limitation, was approximately
$35,111,000.
As an additional source of liquidity, the Bank has a federal funds borrowing agreement with TIB aggregating
$8,400,000 as of December 31, 2020 and 2019. The agreement was unsecured as of December 31, 2020
and 2019. There were no outstanding borrowings under this agreement as of December 31, 2020 or 2019.
The Bank also has a letter of credit with TIB for $300,000 which expires April 1, 2021.
The Bank has a borrowing line available with the Federal Reserve Discount Window totaling approximately
$9,046,000 and $6,181,000 as of December 31, 2020 and 2019, which is secured by a portion of the Bank’s
loan portfolio. The Bank had no outstanding borrowings on this line as of December 31, 2020 and 2019.
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8.

Commitments and Contingencies
Off-balance sheet financial instruments
In the ordinary course of business, the Bank has financial instruments with off-balance sheet risk to extend
credit to its customers. These financial instruments involve elements of credit and interest-rate risk in excess
of amounts recognized in the accompanying balance sheets. As of December 31, 2020 and 2019, the Bank
had no commitments to extend credit at below-market interest rates and held no derivative financial
instruments.
The Bank's exposure to credit loss for commitments to extend credit is represented by the contractual amount
of these instruments. The Bank uses the same credit policies in underwriting and offering commitments as it
does for on-balance sheet financial instruments. As of December 31, 2020, and 2019, outstanding
commitments to extend credit totaled approximately $33,728,000 and $19,807,000, respectively.
A commitment to extend credit is an agreement to lend to a customer as long as there is no violation of any
condition established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may require the payment of fees. Since many of the commitments are expected to expire without
being drawn upon, the total commitment amounts do not necessarily represent future cash requirements.
The Bank applies established credit-related standards and underwriting practices in evaluating the
creditworthiness of such obligors. The amount of collateral obtained, if it is deemed necessary by the Bank
upon the extension of credit, is based on Management's credit evaluation of the counterparty. Collateral held
for commitments varies but may include accounts receivable, inventory, property and equipment, residential
real estate, and income-producing commercial properties.
Litigation
In the ordinary course of business, the Bank becomes involved in various litigation proceedings arising from
normal banking activities. In the opinion of Management, the ultimate disposition of these actions will not have
a material adverse effect on the Bank's financial statements as of and for the year ended December 31, 2020.

9.

Income Taxes
The benefit for income taxes for the years ended December 31, 2020 and 2019 was as follows:
2020
Current
Federal
State
Total current
Deferred
Total benefit for income taxes

$

$

- $
26,703
26,703
(206,570)
(179,867) $

2019
817
817
(307,108)
(306,291)

The benefit for income taxes results in effective tax rates which are different than the federal income tax
statutory rate. The nature of the differences in 2020 and 2019 were as follows:
Expected federal income tax benefit at statutory rate
State income taxes, net of federal effect
Permanent differences
Other - net
Benefit for income taxes

$

$

2020
(168,147) $
(24,609)
6,958
5,931
(179,867) $

2019
(255,408)
(63,404)
10,850
1,671
(306,291)
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The components of the net deferred tax assets and liabilities as of December 31, 2020 and 2019 consisted
of the following:
2020
Deferred tax assets
Allowance for loan losses
Stock-based compensation
Net operating loss carryforwards (NOLs)
Operating lease liability
Other
Total deferred tax assets
Deferred tax liabilities
Deferred loan fee income
Accumulated depreciation and amortization
Prepaid expenses and other
Unrealized gain on investment securities
Operating lease right-of-use asset
Other
Total deferred tax liabilities
Deferred tax assets - net

$

$

448,928
20,334
1,485,244
597,449
29,358
2,581,313

2019
$

(110,651)
(92,840)
(31,605)
(93,655)
(591,167)
(919,918)
1,661,395 $

258,581
58,056
1,450,380
1,767,017
(41,127)
(110,551)
(43,599)
(19,670)
(23,260)
(238,207)
1,528,810

As of December 31, 2020, the Bank has federal and state NOLs available to reduce future federal and state
taxable income. As of December 31, 2020, federal NOLs were approximately $5,875,000 and (if not utilized)
expire between 2030 and 2038. Federal NOLs generated after the 2018 tax year do not expire. As of
December 31, 2020, state NOLs were approximately $4,822,000 and (if not utilized) expire between 2025
and 2035.
The Bank has determined that it is not required to establish a valuation allowance for the net deferred tax
assets as of December 31, 2020 and 2019, as Management believes it is more likely than not that the net
deferred tax assets will be realized principally through future taxable income and available tax planning
strategies to utilize the Bank's deferred tax assets prior to expiration. Management will continue to evaluate
its position that it is more likely than not that the net deferred tax assets will be realized and will record a
valuation allowance, if needed, in the period in which they determine it is more likely than not that the net
deferred tax assets will not be realized.
10.

Basic and Diluted Net Loss Per Common Share
The Bank's basic net loss per common share is computed by dividing net loss by the weighted-average
number of common shares outstanding during the period. The Bank's diluted net loss per common share is
computed by dividing net loss by the weighted-average number of common shares outstanding plus dilutive
common shares related to stock options and restricted stock awards. For the years ended December 31,
2020 and 2019, 1,094 and 3,113 dilutive common shares related to unvested restricted stock awards were
included in the weighted-average number of common shares outstanding in the calculation for diluted net
loss per common share, respectively. For the years ended December 31, 2020 and 2019, average options
to purchase 104,599 and 79,466 shares of common stock, respectively, were outstanding but not included in
the computation of diluted net loss per common share because their effect would have been anti-dilutive.
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The numerators and denominators used in computing basic and diluted net loss per common share for the
years ended December 31, 2020 and 2019 are as follows:

Net Loss
(Numerator)

11.

Weightedaverage
Shares
(Denominator)

Per-share
Amount

2020
Basic net loss per common share
Diluted net loss per common share

$
$

(620,835)
(620,835)

2,654,515
2,655,609

$
$

(0.23)
(0.23)

2019
Basic net loss per common share
Diluted net loss per common share

$
$

(909,936)
(909,936)

2,650,408
2,653,521

$
$

(0.34)
(0.34)

Transactions with Related Parties
Certain directors, officers, and principal shareholders of the Bank (and the companies with which they are
associated) are customers of – and have had banking transactions with – the Bank in the ordinary course of
the Bank's business. In addition, the Bank expects to continue to have such banking transactions in the
future. All loans, and commitments to loan, to such parties are generally made on the same terms, including
interest rates and collateral, as those prevailing at the time for comparable transactions with other persons.
In the opinion of Management, these transactions do not involve more than the normal risk of collectability or
present any other unfavorable features.
An analysis of activity with respect to such loans for the years ended December 31, 2020 and 2019 is as follows:
Balances - beginning of year
Additions
Repayments
Retirement of director – no longer related party
Balances - end of year

12.

$

$

2020
398,329 $
571,200
(869,801)
99,728 $

2019
853,003
(320,554)
(134,120)
398,329

Employee Benefit Plan
The Bank has a salary deferral and profit sharing plan (the Plan) under the provisions of Section 401(k) of
the Internal Revenue Code whereby eligible employees may defer a portion of their gross wages. Employees
eligible to participate in the Plan must have completed 90 days of service and be over 21 years of age.
Employees may contribute up to the maximum permitted by the Internal Revenue Code. The Bank may make
matching and/or discretionary contributions to the Plan as determined by the Board. Matching contributions
vest immediately while discretionary contributions vest over a period of three years. For the years ended
December 31, 2020 and 2019, the Bank made matching contributions of approximately $111,000 and
$56,000, respectively, and elected to make no discretionary contributions.

13.

Stock-Based Compensation Plans
In March 2017, the Bank adopted the 2017 Equity Compensation Plan (the 2017 Plan). In addition, in October
2018, the Bank adopted the 2018 Equity Compensation Plan (the 2018 Plan). The 2017 Plan and the 2018
Plan are collectively referred to as "the Plans". The Plans provide for the grant of stock options and restricted
stock awards for up to an aggregate of 475,000 shares of the Bank's common stock to certain employees and
directors. Under the Plans, the exercise price (for stock options) or the fair value (for restricted stock) of awards
granted must be equal to at least the market price of the Bank’s common stock on the date of the grant. Stock
options granted under the Plans have a maximum term of ten years. Vesting of stock options and restricted
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stock awards generally occurs over five years. As of December 31, 2020 and 2019, there were 315,124 and
370,034 shares of common stock available for future grant under the Plans, respectively.
The following table presents the activity related to stock options awarded under the Plans for the years ended
December 31, 2020 and 2019:
2020
Options
Outstanding
79,466
50,265
129,731
15,893

Balances - beginning of year
Granted
Balances - end of year
Exercisable - end of year

2019

WeightedAverage
Exercise Price
$
14.00
14.41
14.16
$
14.00

Options
Outstanding
79,466
79,466
-

WeightedAverage
Exercise Price
$
14.00
14.00
-

There were 50,265 stock options granted during the year ended December 31, 2020 with an aggregate grant
date fair value of $170,739. There were 79,466 stock options granted during the year ended December 31,
2019 with an aggregate grant date fair value of $296,011. The weighted average assumptions used in the
Black-Scholes model for stock options granted during the years ended December 31, 2020 and 2019 were
as follows:

Risk free interest rate
Expected life (in years)
Expected dividend yield
Expected volatility
Grant date fair value per share

$

2020
1.71%
6.50
0.00%
18.23%
3.40

$

2019
2.56%
6.50
0.00%
19.36%
3.73

The risk free interest rate is based on the rate of a U.S. Treasury security with a similar term as the expected
life of the stock option at the particular grant date. The expected life is based on vesting terms and estimated
exercise dates. Dividends during the expected life are assumed to be zero. To estimate the expected
volatility, Management utilized information from a banking index to calculate actual volatility over a period
similar to the expected life of the stock options.
As of December 31, 2020 and 2019, there were 113,838 and 79,466 unvested options with an aggregate
grant date fair value of $407,551 and $296,011, respectively, all of which the Bank assumes will vest. The
unvested options had no aggregate intrinsic value as of December 31, 2020.
Information regarding the range of exercise prices, number, weighted-average exercise price, and
weighted-average remaining contractual life of stock options as of December 31, 2020 and 2019 is as follows:
2020
Options
Outstanding
Range of exercise prices
Number of options
Weighted-average exercise price
Remaining contractual life (years)

$
$

14.00-14.45 $
129,731
14.16 $
8.4

2019
Exercisable
Options
14.00 $
15,893
14.00 $
8.0

Options
Outstanding
14.00 $
79,466
14.00 $
9.0

Exercisable
Options
-

As of December 31, 2020, there was no aggregate intrinsic value of options outstanding. The aggregate
intrinsic value of options outstanding as of December 31, 2019 was $23,840. As of December 31, 2020, the
total unrecognized compensation expense related to stock option awards was $316,150, which is expected
to be recognized over a weighted average period of 1.73 years.
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The following table presents the activity related to restricted stock awarded under the Plans for the years
ended December 31, 2020 and 2019:

Unvested as of December 31, 2018
Granted
Vested
Forfeited
Unvested as of December 31, 2019
Granted
Vested
Forfeited
Unvested as of December 31, 2020

Weightedaverage
Number of
Grant Date
Shares
Fair Value
20,500 $
13.36
6,250
13.57
(4,850)
13.41
(1,250)
13.33
20,650
13.82
4,750
12.83
(5,100)
13.83
(105)
14.32
20,195 $
13.59

As of December 31, 2020, the total unrecognized compensation expense related to restricted stock awards
was $238,634, which is expected to be recognized over a weighted average period of approximately 1.52
years.
14.

Revenue from Contracts with Customers
In accordance with ASC 606, revenues are recognized when goods or services are transferred to a customer
in exchange for the consideration the Bank expects to be entitled to receive. The largest portion of the Bank's
revenue is from interest income, which is excluded from the scope of ASC 606. All of the Bank's revenue
from contracts with customers which is within the scope of ASC 606 is recognized in noninterest income. The
Bank recognizes income from the increase in cash surrender value of BOLI, however, this is additionally
excluded from the scope of ASC 606.
If a contract is determined to be within the scope of ASC 606, the Bank recognizes revenue as it satisfies a
performance obligation. Payments from customers are generally collected at the time services are rendered,
monthly, or quarterly. For contracts with customers within the scope of ASC 606, revenue is either earned at
a point in time or revenue is earned over time. Revenues recognized within the scope of ASC 606 include
service charges and fees, which are fees earned on the Bank's deposit accounts for various products offered
to or services performed for the Bank's customers. Fees include business account fees, non-sufficient fund
fees, stop payment fees, wire services, safe deposit boxes, and others. These fees are recognized on a
daily, monthly, or quarterly basis, depending on the type of service.
For the years ended December 31, 2020 and 2019, substantially all of the Bank's revenues within the scope
of ASC 606 are for performance obligations satisfied at a specified date. As of December 31, 2020 and 2019,
the Bank had no significant contract liabilities where the Bank had an obligation to transfer goods or services
for which the Bank had already received consideration. In addition, the Bank had no material unsatisfied
performance obligations as of this date.

15.

Fair Value
Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability
(exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction
between market participants on the measurement date. GAAP requires that valuation techniques maximize
the use of observable inputs and minimize the use of unobservable inputs. GAAP also establishes a fair
value hierarchy which prioritizes the valuation inputs into three broad levels. Based on the underlying inputs,
each fair value measurement in its entirety is reported in one of three levels. These levels are as follows:
Level 1:

Fair value of the asset or liability is determined using unadjusted quoted prices in
active markets for identical assets or liabilities;
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Level 2:

Fair value of the asset or liability is determined using inputs other than quoted
prices that are observable for the applicable asset or liability, either directly or
indirectly, such as quoted prices for similar (as opposed to identical) assets or
liabilities in active markets and quoted prices for identical or similar assets or
liabilities in markets that are not active; and

Level 3:

Fair value of the asset or liability is determined using unobservable inputs that
are significant to the fair value measurement and reflect Management's own
assumptions regarding the applicable asset or liability.

Certain assets and liabilities are measured at fair value on a recurring or non-recurring basis. Assets and
liabilities measured at fair value on a recurring basis are initially measured at fair value and then re-measured
at fair value at each financial statement reporting date. Assets and liabilities measured at fair value on a
non-recurring basis result from write-downs due to impairment or lower-of-cost-or-market accounting on
assets or liabilities not initially measured at fair value.
The Bank's assets measured at fair value on a recurring basis consist of investments in debt securities
available-for-sale (mortgage-backed securities and municipal bonds). The fair values of the Bank's mortgagebacked securities and municipal bonds are estimated by an independent pricing service and are based upon
market prices of similar securities or other observable inputs (Level 2). As of December 31, 2020 and 2019,
the Bank had no liabilities measured at fair value on a recurring basis.
The Bank's assets measured at fair value on a non-recurring basis generally consist of loans. Periodically,
the Bank records non-recurring adjustments to the carrying value of certain impaired loans for partial
charge-offs of the uncollectible portions of those loans based on fair value measurements. Non-recurring
adjustments also include certain impairment amounts for collateral-dependent loans when establishing the
allowance for loan losses. Such amounts are generally based on the fair value of the underlying collateral
supporting the loan, and, as a result, the carrying value of the loan less the calculated valuation amount does
not necessarily represent the fair value of the loan. Real estate collateral is typically valued using appraisals,
independent fair market value assessments from realtors or other persons involved in selling real estate, or
other indications of value based on recent comparable sales of similar properties or assumptions generally
observable in the marketplace. As of December 31, 2020 and 2019, the Bank had no assets or liabilities
measured at fair value on a non-recurring basis.
GAAP requires disclosure of estimated fair values for certain financial instruments. Such estimates are
subjective in nature, and significant judgment is required regarding the risk characteristics of various financial
instruments at a discrete point in time. Therefore, such estimates could vary significantly if assumptions
regarding uncertain factors were to change. In addition, as the Bank normally intends to hold the majority of
its financial instruments until maturity, it does not expect to realize many of the estimated amounts disclosed.
The disclosures also do not include estimated fair value amounts for certain items which are not defined as
financial instruments but which may have significant value. The Bank does not believe that it would be
practicable to estimate a fair value for these types of items as of December 31, 2020 and 2019. Because
GAAP excludes certain items from fair value disclosure requirements, any aggregation of the fair value
amounts presented would not represent the underlying value of the Bank.
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The estimated fair values of financial instruments were as follows as of December 31, 2020 and 2019:
Recorded
Amount
2020
Financial Assets
Cash and due from banks
$ 26,903,543
Interest-bearing time deposits
with banks
2,685,000
Investment in debt securities
21,866,451
FHLB and TIB stock
850,500
Loans - net
147,860,714
Accrued interest receivable
950,312
Financial Liabilities
Time deposits
Accrued interest payable
FHLB borrowings

15,486,913
11,862
5,000,000

2019
Financial Assets
Cash and due from banks
$ 22,097,670
Interest-bearing time deposits
with banks
8,738,587
Investments in debt securities
10,433,996
FHLB stock
110,900
Loans - net
76,782,373
Accrued interest receivable
284,000
Financial Liabilities
Time deposits
Accrued interest payable

18,799,435
27,227

Estimated
Fair Value

Level 1

$ 26,903,543

$ 26,903,543

2,842,234
21,881,826
850,500
150,916,081
950,312

206,518
850,500
950,312

21,881,826
-

2,635,716
150,916,081
-

15,536,727
11,862
4,988,928

11,862
-

4,988,928

15,536,727
-

$ 22,097,670

$ 22,097,670

8,824,737
110,900
75,687,421
284,000

6,023,070
110,900
284,000

10,433,996
-

2,801,667
75,687,421
-

18,881,645
27,227

27,227

-

18,881,645
-

Level 2

$

$

Level 3

-

-

$

$

-

-

The Bank did not have any transfers among Level 1, Level 2, or Level 3 during the years ended December
31, 2020 and 2019.
16.

Regulatory Matters
The Bank is subject to various regulatory capital requirements administered by the federal and state banking
agencies. Failure to meet minimum capital requirements could 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 guidelines that involve quantitative measures of assets,
liabilities, and certain off-balance sheet items as calculated under regulatory accounting practices. The
Bank's capital amounts and classification are also subject to qualitative judgments by the regulators about
components, risk weightings, and other factors.
Prompt corrective action regulations provide five classifications: well capitalized, adequately capitalized,
undercapitalized, significantly undercapitalized, and critically undercapitalized, although these terms are not
used to represent overall financial condition. As of December 31, 2020 and 2019, the most recent regulatory
notification categorized the Bank as well capitalized under the regulatory framework for prompt corrective
action. There are no conditions or events since that notification that Management believes have changed
the Bank's category.
In September 2019, the federal banking agencies jointly issued a final rule that provides for an optional,
simplified measure of capital adequacy, the community bank leverage ratio (CBLR) framework, for qualifying
community banking organization, consistent with Section 201 of the Economic Growth, Regulatory Relief,
and Consumer Protection Act. The final rule became effective on January 1, 2020 and was elected by the
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Bank as of March 31, 2020. In April 2020, the federal banking agencies issued an interim final rule that
makes temporary changes to the CBLR framework, pursuant to section 4012 of the CARES Act, and a second
interim final rule that provides a graduated increase in the CBLR requirement after the expiration of the
temporary changes implemented pursuant to section 4012 of the CARES Act.
The CBLR framework eliminates the requirement for qualifying banking organizations to calculate and report
risk-based capital in favor of a single Tier 1 capital to average assets (leverage) ratio. Qualifying banking
organizations that elect to use the CBLR framework and that maintain a leverage ratio of greater than the
required minimums are considered to have satisfied the generally applicable risk based and leverage capital
requirements in the agencies’ capital rules (generally applicable rule) and, if applicable, are considered to
have met the well capitalized ratio requirements for purposes of section 38 of the Federal Deposit Insurance
Act. Under the interim final rules, the CBLR minimum requirement is 8.0% as of December 31, 2020, 8.5%
for the calendar year 2021, and 9.0% for the calendar year 2022 and beyond. The interim rule allows for a
two-quarter grace period to correct a ratio that falls below the required amount, provided that the Bank
maintains a leverage ratio of 7.0% as of December 31, 2020, 7.5% for calendar year 2021, and 8.0% for
calendar year 2022 and beyond.
Under the final rule, an eligible banking organization can opt out of the CBLR framework and revert back to
the risk weighting framework without restriction. As of December 31, 2020, the Bank was a qualifying
community banking organization as defined by federal banking agencies and has elected to measure capital
adequacy under the CBLR framework.
The Bank's actual and required capital amounts and ratios as of December 31, 2020 are presented in the
following table (dollars in thousands):
To be ''Well
Capitalized'' under
Prompt Corrective
Action Provisions
(CBLR Framework)
Amount
Ratio

Actual
Amount
Ratio
Tier 1 capital to average
total assets

$ 31,851

15.86%

$

16,063

8.00%

The Bank's actual and required capital amounts and ratios as of December 31, 2019 are presented in the
following table (dollars in thousands):

Actual
Amount
Ratio
Common equity tier 1 capital
(to risk-weighted assets)
Tier 1 capital
(to average assets)
Tier 1 capital
(to risk-weighted assets)
Total capital
(to risk-weighted assets)

$ 32,445

Regulatory
Minimum to be
''Adequately
Capitalized''
Amount
Ratio

Regulatory
Minimum to be
''Well Capitalized''
under Prompt
Corrective Action
Provisions
Amount
Ratio

27.85% $

4,108

4.50% $

5,934

6.50%

32,445

35.54

4,661

4.00

5,826

5.00

32,445

35.54

5,477

6.00

7,303

8.00

33,380

36.57

7,303

8.00

9,129

10.00

These financial statements have not been reviewed or confirmed for accuracy or relevance by the FDIC.
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