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SAN gIEGo

PRIVATE BANK

Dear Shareholders,

2016 was a year of significant investment and growth. Your PBAM shares finished 2016 trading at
$19.38; a 22% increase over the prior year end. PBAM's total assets finished the year at a record high
$545,674,406; up 20% from December 31, 2015. We are very proud of what our team achieved during
our tenth anniversary year. We continue to value your support and confidence. Please take a moment
to review some of the highlights of 2016.

Our Ten Year Anniversary — 2016 marked the 10 year anniversary of the founding of all three banks that
now make up PBAM.

Significant Investment in people and systems to ensure our future competitiveness and soundness —
2016 witnessed the major upgrades of our compliance and operating systems in Q1. During the second
guarter we implemented and introduced our new Treasury Management suite of products “ONE".
“ONE"” an acronym for “Old Time Banking — New Technology — Exceptional Customer Service” gives us a
more robust product offering.

Record Deposit and Loan Levels — The first half of 2016 was spent investing in our future. We saw those
investments payoff in the second half of the year. As noted earlier, our total assets ended 2016 at a
record 5545 million. Total Loans, a record S434 million up 22%; Total Deposits finished up 20% to a
record 5409 million.

We always remember that everything we do and every investment we make, must make the customer
experience better and provide our shareholders a return on the investments we make. We are
fortunate to have the most outstanding employees in the markets we serve. We will continue to add
great team members as the opportunity presents itself. Our people remain committed to providing our
clients with outstanding customer service, creative solutions and the finest secure efficient products we
can provide them.

2016 will be remembered as a defining year for us. The perfect way to end our first decade and begin
our second. We look forward to continued growth in our traditional markets and geographic expansion
to West Los Angeles in 2017. We look ahead with confidence and optimism that we have all the pieces
in place to safely and soundly grow to 52 Billion in assets with the scalable investments we have made.

As always, we appreciate the ongoing support and confidence of our shareholders, clients, directors,
advisory board members and employees. We look forward to continuing to earn your trust every day in

the future.
Sincerely,

O “11
Thomas V. Wornham Selwyn lsakow

President & CEO Chairman of the Board



PRIVATE BANCORP OF AMERICA, INC. AND
SUBSIDIARY

FINANCIAL STATEMENTS
WITH
REPORT OF INDEPENDENT REGISTERED
ACCOUNTING FIRM

DECEMBER 31, 2016 AND 2015



CONTENTS

REPORT OF INDEPENDENT REGISTERED ACCOUNTING FIRM
ON THE FINANCIAL STATEMENTS

FINANCIAL STATEMENTS

Consolidated Balance Sheets

Consolidated Statements of Income

Consolidated Statements of Comprehensive Income
Consolidated Statement of Changes in Shareholders' Equity
Consolidated Statements of Cash Flows

Notes to Consolhidated Financial Statements

th & W

-1 &




VALUE THE DIFFE

W ,I ?. Vavrinek, Trine, Day & Co., LLP
Certified Public Accountants

REPORT OF INDEPENDENT REGISTERED ACCOUNTING FIRM

Board of Directors and Shareholders of
Private Bancorp of America. Inc. and Subsidiary
LaJolla. Califomia

We have audited the accompanying consolidated financial statements of Private Bancorp of America, Inc. and
Subsidiary, which ar comprised of the consolidated balance sheets as of December 31, 2016 and 2015, and the
related consolidated statements of income, comprehensive income. changes in sharcholders' equity and cash flows
for the years then ended. and the related notes to the consolidated financial statements.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States) and in accordance with auditing standards generally acccpted in the United States of America
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis.
evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management. as well as evaluating the
overall financial statement presentation. We belicve that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Private Bancorp of America, Inc. and Subsidiary as of December 31, 2016 and
2015, 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.

[/Am.‘té, Trionn, Doy +Co LLP

Laguna Hills, California
April 3,2017

o, Sute 100 Laguna ac

FRESNO  LAGUNA HILLS + PALO ALTO + PLEASANTON o RANCHO CUCAMONGA o RIVERSIDE o SACRAMENTO



PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2016 AND 2015

ASSETS
Cash and due from banks
Interest-bearng deposit at Federal Reserve Bank
Cash and Cash Equivalents
Interest-bearing time deposits with other financial mstitutions
Investment secunties available for sale
Investments securities held to maturity

Loans. net of deferred fees and costs
Unaccreted discount on acquired loans
Allowance for loan losses

Net Loans

Federal Home Loan Bank stock. at cost

Premises and equipment, net

Deferred tax asset

Accrued mterest recevable and other asscts
Total Assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities
Deposits:
Nonmterest bearing deposits
Interest-bearmg deposits
Total Deposits
Other borrowings
Accrued nterest pavable and other liabilities
Total Liabilities

Commitments and Contingencies (Notes D and 1)

Shareholders' Equity
Common stock, no par value. 20.000,000 shares authorized:
4.139.664 and 3816936 shares issued and outstanding
for 2016 and 2015, respectively
Addmional paid-n-capital
Retamed earnings
Net unrealized gams (losses) on securities available for sale
Total Shareholders' Equity
Total Liabilities and Share holders' Equity

The accompanying notes arc an integral part of these consolidated financial statements.
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2016 2015
38.368.065 15.781328
32.092.147 41.297.700
70460212 57.079.028

1245248 996,000
27.984.053 20,109,226
- 276.153
438.553.103 358.307.527
(257.648) (443.235)
(4.018.000) (3.156.400)
434277455 354.707.892
2,134,700 2,134,700
923,028 977267
5.388.000 5.604.000
3.261.710 2,869,246
545.674.406 453.753.512
122.022.787 110.975.699
287.142.386 229216300
409,165,173 340,191 999
75882222 60.368.889
1.830.425 2,040,559
486.877.820 402.601 447
40,712,497 37.409573
2343318 2.172.699
15813.989 11492607
(73.218) 77.186
58.796.586 51,152,063
$ 545674406 $§ 453753512



PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

2016 2015
Interest Income
Interest and fees on loans $ 20084286 § 19638201
Interest-bearing deposits at the Federal Reserve Bank 234,238 156,991
Interest on investment securitics 560525 367.695
Dmvidends on Federal Home Loan Bank stock 259 686 294 869
Interest on deposits with other financial mstitutions 12,263 13,596
Total Interest Income 21.150.998 20471.352
Interest Expense
Interest expense on deposits 1.324.487 1.214913
Interest expense on borrowings 775845 339734
Total Interest Expense 2 100332 1.554 647
Net Interest Income 1 9.050.666 18.916,705
Provision for loan losses 817.554 216.400
Net Interest Income After Provision for Loan Losses 18,235,112 18,700,305
Non-Interest Income
Service charges on deposit accounts 229264 276419
(Gamn on sale of Small Business Administration ("SBA") loans 371,539 531,659
Loss on sale of securties ( 1.099) -
Other fees and miscellanecous mcome 518529 513,592
Total Non-Interest Income 1.118.233 1.321.670
Non-Interest Expenses
Salaries and other emplovee benefits 8.154.784 1335913
Occupancy and equipment 1,203,197 1,097,254
Data processing 1.080.806 BE8.081
Director compensation 288.295 309867
Professional services 540479 623 830
Insurance and regulatory assessments 192,924 238.747
Marketing 139,836 134,797
Administrative and other operating 756,344 795,070
Total Non-Interest Expense 12,356,665 11.623.559
Income Before Provision for Income Taxes 6,994 680 3398416
Provision for Income Taxes 2.673.298 3469933
Net Income S 4321382 % 4 928 483
Basic Earnings Per Share A 1.08 % 1.21
Diluted Earnings Per Share b 1.06 117

The accompanying notes arc an integral part of these consolidated financial statements.
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

2016 2015
Net Income $ 4321382 $ 4928483
OTHER COMPREHENSIVE INCOME (LOSS):
Unreahzed gams (losses) on secunties available-for-sale:
Change in unrealized gans (losses) (251.773) 74.320
Reclassification of (gains) losses recognized in net mcome 1.099 -
(250.674) 74.320
Related income tax effect:
Change in unrealized gains (lossss) 100,722 (29.728)
Reclassification of gamns (losses) recognized in net mcome (432) -
100270 (29.728)
TOTAL OTHER COMPREHENSIVE INCOME (LOSS) (150.404) 44592
TOTAL COMPREHENSIVE INCOME $ 4170978 $ 4973075

The accompanying notes arc an integral part of these consolidated financial statements.
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

Balance, January 1, 2015
Net Income

Share-based compensation
EXpense

Exercise of stock options
Issuance of restricted shares
Issuance of unrestricted shares
Vestmg of restncted shares
Restricted stock forfeitures
Stock repurchase

Other comprehensive mecome
Balance, December 31, 2015
Net Income

Share-based compensation
EXpENsE

Exercise of stock options
Issuance of restricted shares
Vesting of restncted shares
Restricted stock forfeitures
Issuance of unrestricted shares

Other comprehensive loss

Balance, December 31, 2016

Accumulated
Common Stock Additional Other Total
Shares Pad-In Retamed Comprehensive Sharcholders'
Outstanding Amount Capital Earnings Income (Loss) Equaty

4,135,935 $ 42 859 845 $ 2,034 666 $ 6,564,124 b 32594 § 51,491,229
4.928.483 4,928 483

341 081 341,081
73,721 760,773 (14.093) 746,680
6, SN .
4,70 74,730 (74,730) -
114,225 (114,225) -
(4,320) i
(400.000) (6,400, 000 (6,400,000)
44.592 44,592
3,816,936 37,409 573 2172 699 11,492 607 77,186 31,152,065
4.321.382 4,321,382
362 498 362,498
310,500 3. 111,045 3,111,045
10, (00 -
108,599 (108,599) -
(2.572) -
4, 800 83,280 (%3.280) -
(150,404) {150, 404)
4139064  $40,712497 § 2343318  F 15813989 % (73.218) § 58.796.586

The accompanying notes arc an integral part of these consolidated financial statements.
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015

Cash Flows From Operating Activities

MNet income

Adjustments to reconcile net income to net cash
provided by (used m) operating activities:

Depreciation and amortization
Provision for loan losses

Net premium amortization on securities

Net gain on sale of loans
MNet loss on sale of securihes

Share-based compensation expense

Deferred tax expense

(Increase) decrease in accrued mterest receivable and other assets
Increase (decrease) in accrued nterest pavable and other liabilities
Net Cash Provided by (Used in) Operating Activities

Cash Flows From Investing Activities

Decrease (increase ) in time deposits with other banks

Purchases of securitics

Maturities and principal pavdowns of securities

Proceeds rom sale of securitics

(Purchase) redemption of Federal Home Loan Bank stock

Net merease m loans
Proceeds from sale of loans

Purchases of property and equipment
Net Cash Provided by (Used in) Investing Activities

Cash Flows From Financing Activities

Increase m deposits

Increase (decrease) in other borrowings

Exercise of stock options
Repurchase of stock

Net Cash Provided by (Used in) Financing Activities
Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year

Supplemental Cash Flow Information

Interest paid
Taxes paid

The accompanying notcs are an intcgral part of these financial statements.
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2016 2015
$ 4321382 0§ 4928483
235444 220,621
817.554 216400
456,620 383.073
(371.539) (531.659)
1.099 :
362.49% 341.081
316,000 462.000
(392,195) (82.356)
(210.134) 655517
5.536.729 6.593.160
(249.248) 99.000
(306.980) (13.109.222)
678.415 1.641.247
521.500 -
= 806,800
(87.250.794) (30,394.191)
7.235.215 8.230.694
(181.205) (284.757)
(79.753.097) (32.920.429)
68.973.174 34.431.104
15.513.333 (4.131.111)
3.111.045 746,680
- (6.400.000)
87.597.552 24.646.673
13.381.184 (1.680.596)
57.079.028 58.759.624
$ 70460212 $ 57.079.028
$ 2065559 $  1.563.705

h 2. 700000 b

2. FO0L000



PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation and Nature of Operations

The accompanyving consohidated financial statements include the accounts of Pnivate Bancorp of Amenica, Inc,
and 1ts whollv-owned subsidiarv San Diego Private Bank ("Bank"). collectively referred to herein as "the
Company." All significant intercompany transactions have been eliminated. Private Bancorp of America, Inc.
was formed in August 2015 as a one-bank bank holding company,

The Bank 1s a commercial bank chartered by the State of Califormia and its deposits are insured by the Federal
Deposit Insurance Corporation ("FDIC") to the maximum extent allowed. The Bank provides a full range of
deposit and loan services. The Bank specializes in making loans on commercial real estate, as well as small to
mid-sized business loans.

The Company i1s headquartered in La Jolla, Califormia with additional Califormia locations in downtown San
Diego. Coronado (Coronado Private Bank division), Newport Beach (Newport Private Bank division) and San
Marcos (Private Business Capital division).

The accounting and reporting policies of Prnivate Bancorp of Amenca, Inc. ("the Company") are in accordance
with the accounting principles generally accepted in the United States of America and conform to practices within

the banking industry. A summary of significant accounting policies follows:

Subsegquent Events

The Bank has cvaluated subsequent events for recognition and disclosure through April 3, 2017, which is the date
the financial statements were available to be issued.

Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the United States
of America, management is required to make estimates and assumptions that affect the reported amounts of assets
and liabilities and the disclosure of contingent assets and liabilities at the dates of the balance sheets, and the
reported amounts of revenues and expenses during the reporting periods covered. Actual results could differ from
those estimates. Matenal estimates that are particularly susceptible to significant change n the near term relate to
the determination of the allowance for loan losses and the valuation of deferred tax assets and habilities.

Cash and Cash Equivalents

Cash and cash equivalents include cash and due from banks and term federal funds sold and interest-bearing
deposits in other financial institutions with onginal matunities of less than 90 dayvs. Net cash flows are reported
for customer loan and deposit transactions and interest-bearing deposits in other financial institutions.



PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Cash and Due From Banks

Banking regulations require that all banks maintain a percentage of their deposits as reserves in cash or on deposit
with the Federal Reserve Bank., The Company comphed with the reserve requirements as of December 31, 2016
and 2015,

The Company maintains amounts due from banks that exceed federally insured limits. The Company has not
experienced any losses in such accounts.

Investment Secunties

Investment securities are classified as held-to-maturity when the Company has the positive intent and ability to
hold the securities to matunity. Securities held-to-maturity are carried at amortized cost. The amortization of
premiums and accretion of discounts are recognized in interest income using methods approximating the interest
method over the penod to maturity,

Investments not classified as trading securities nor as held-to-maturity securities are classified as available-for-
sale securities. Available-for-sale securities are carried at fair value with unrealized gains and losses reported in
other comprehensive income, Realized gains (losses) on available-for-sale securities are included in other income
(expense) and, when applicable. arc reported as a reclassification adjustment, net of tax, in other comprehensive
mcome. Gams and losses on sales of secunties are determined on the specific identification method.

Management evaluates secunties for other-than-temporary impairment ("OTTI") on at least a quarterly basis, and
more frequently when economic or market conditions warrant such an evaluation. For secunties in an unrealized
loss position, management considers the extent and duration of the unrealized loss, and the financial condition and
near-term prospects of the issuer. Management also assesses whether it intends to sell. or it 1s more likely than
not that it will be required to sell, a security in an unrealized loss position before recovery of its amortized cost
basis. [If either of the critena regarding intent or requirement to sell 1s met. the entire difference between
amortized cost and fair value 1s recognized as impairment through eamings. For debt secunties that do not meet
the aforementioned cntena. the amount of impairment 1s sphit into two components as follows: OTTI related to
credit loss. which must be recognized in the income statement and; OTTI related to other factors. which is
recognized in other comprehensive income. The credit loss is defined as the difference between the present value
of the cash flows expected to be collected and the amortized cost basis. For equity securities, the entire amount of
impairment is recognized through eamings.

Loans Held for Sale

Small Business Administration ("SBA") loans originated and intended for sale in the secondary market are carried
at the lower of cost or estimated market value in the aggregate. Net unrealized losses are recognized through a
valuation allowance by charges to income. Gains or losses realized on the sales of loans are recognized at the time
of sale and are determined by the difference between the net sales proceeds and the carrving value of the loans
sold, adjusted for any servicing asset or liabilitv. Gains and losses on sales of loans are included in noninterest
Income.



PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales, when control over the assets has been relinquished.
Control over transferred assets 1s deemed to be surrendered when the assets have been 1solated from the
Company. the transferce obtains the nght (free of conditions that constrain 1t from taking advantage of that right)
to pledge or exchange the transferred assets. and the Company does not maintain effective control over the
transferred assets through an agreement to repurchase them before their maturity.

Servicing Rights

Servicing rights are recognized separately when they are acquired through sale of loans. Servicing nghts are
initially recorded at fair value with the income statement effect recorded in gain on sale of loans. Fair value is
based on a valuation model that calculates the present value of estimated future cash flows from the servicing
assets. The valuation model uses assumptions that market participants would use in estimating cash flows from
servicing assets, such as the cost to service. discount rates. and prepavment speeds. The Company compares the
valuation model mmputs and results to published industry data in order to vahlidate the model results and
assumptions. All classes of servicing assets are subsequently measured using the amortization method which
requires servicing rights to be amortized into non-interest income in proportion to, and over the period of, the
estimated future net servicing income of the underlving loans.

Servicing assets are evaluated for impairment based upon the fair value of the rights as compared to the carryving
amount. Impairment 15 determined by stratifving rights into groupings based on predominant risk charactenstics,
such as interest rate, loan tvpe, and imvestor type. For purposes of measuring impairment, the Company has
identified each servicing asset with the underlying loan being serviced. A valuation allowance is recorded where
the fair value 1s below the carrving amount of the asset.

Servicing fee income. which is reported on the income statement as Other Income, 1s recorded for fees eamed for
servicing loans. The fees are based on a contractual percentage of the outstanding principal. The amortization of
mortgage servicing rights is netted against loan servicing fee income.

SBA loans serviced for others totaled approximately $26.0 million and $26.0 million as of December 31, 2016
and 2015, respectivelv. The carrving value of servicing assets was approximately $502.000 and $543.000 as of

December 31. 2016 and 20135, respectively. The fair value of servicing assets approximates the carrving value.

Loans

The Company originates real estate, commercial, SBA and consumer loans to borrowing customers. A substantial
portion of the loan portfolio is represented by recal estate loans in the San Diego arca. The ability of the
Company's borrowers to honor their contracts is dependent upon many factors, including the real estate market
and general economic conditions in the Company's area. Loans that management has the intent and ability to hold
for the foreseeable future, until matunty or until paid off are generally reported at their outstanding unpaid
principal balances. These loans. as reported. have been reduced by unadvanced loan funds, net deferred loan fees,
and the allowance for loan losses.



PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Loans - Continued

Loans on which the accrual of interest has been discounted are designated as nonaccrual loans. The accrual of
interest on loans 1s discontinued when pnncipal or interest 1s past due 90 davs based on the contractual terms of
the loan or when. in the opinion of management there 1s reasonable doubt as to collectibility. When loans are
placed on nonaccrual status. all interest previously accrued but not collected 15 reversed against current period
interest income. Income on nonaccrual loans is subsequently recognized only to the extent that cash is received
and the loan’s principal balance 1s deemed collectible. Interest accruals are resumed on such loans only when they
ar¢ brought current with respect to interest and principal and when, n the judgment of management. the loans are
estimated to be fully collectible as to all principal and interest.

Loan origination fees and costs are deferred and amortized as an adjustment of the loan's vield over the life of the
loan using the interest method for amortizing loans (generally resulting in a constant rate of retum). and the
straight-line method for interest-only loans.

Certain Acquired Loans

As part of business acquisitions, the Company acquires certain loans that have shown evidence of credit
deterioration since origination. These acquired loans are recorded at the allocated fair value, such that there is no
carrvover of the scller's allowance for loan losses. Such acquired loans are accounted for individually. The
Company estimates the amount and timing of expected cash flows for each purchased loan, and the expected cash
flows 1n excess of the allocated fair value 1s recorded as interest income over the remaining life of the loan
(accretable wield). The excess of the loan's contractual principal and interest over expected cash flows 15 not
recorded (non-accretable difference). Over the life of the loan. expected cash flows continue to be estimated. If
the present value of expected cash flows is less than the carrving amount, a loss is recorded through the allowance
for loan losses. If the present value of expected cash flows 1s greater than the carrving amount, it is recognized as
part of future interest income.

Allowance for Loan Losses

The allowance for loan losses is a valuation allowance for probable incurred credit losses. Loan losses are
charged against the allowance when management confirms that the loan balance i1s not collectible. Subsequent
recoveries, if any, are credited to the allowance. Management estimates the allowance balance required using past
loan loss expenience, the nature and volume of the portfolio, information about specific borrower situations and
estimated collateral values. economic conditions, and other factors. Allocations of the allowance may be made
for specific loans, but the entire allowance 1s available for anv loan that, in management's judgment. should be
charged off. Amounts are charged-off when available information confirms that specific loans or portions
thercof, are not collectible. This methodology for determining charge-offs is consistently applied to each
segment.

10



PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Allowance for Loan Losses - Continued

The allowance consists of specific and general reserves. Specific reserves relate to loans that are individually
classified as impaired. A loan 1s impaired when. based on current information and events, 1t 15 probable that the
Company will be unable to collect all amounts due according to the contractual terms of the loan agreement.
Factors considered in determining impairment include payvment status, collateral value and the probability of
collecting all amounts when due. Measurement of impairment is based on the expected future cash flows of an
impaired loan, which are to be discounted at the loan's effective interest rate, or measured by reference to an
observable market value. 1if one exists, or the fair value of the collateral for a collateral-dependent loan. The
Company selects the measurement method on a loan-by-loan basis except that collateral-dependent loans for
which foreclosure 1s probable are measured at the fair value of the collateral.

The Company recognizes interest income on impaired loans based on its existing methods of recognizing interest
income on nonaccrual loans. Loans, for which the terms have been modified resulting in a concession, and for
which the borrower 1s expeniencing financial difficulties, are considered troubled debt restructurings and classified
as impaired with measurement of impairment based on expected future cash flows discounted using the loan's
effective rate immediately prior to the restructuring,

If a loan is impaired. a portion of the allowance is allocated so that the loan 1s reported. net, at the present value of
estimated future cash flows using the loan's existing rate or at the fair value of collateral if repavment 1s expected
solely from the collateral. Smaller balance. homogeneous loans are collectively evaluated for impairment.

General reserves cover non-impaired loans and are based on peer group histonical loss rates for each portfolio
segment. adjusted for the effects of qualitative or environmental factors that are likelv to cause estimated credit
losses as of the evaluation date to differ from the portfolio segment's historical loss experience. Qualitative
factors include consideration of the following: changes in lending policies and procedures; changes in economic
conditions; changes in the nature and volume of the portfolio; changes in the experience, ability and depth of
lending management and other relevant staft; changes in the volume and seventy of past due, nonaccrual and
other adversely graded loans: changes in the loan review svstem: changes in the value of the underlving collateral
for collateral-dependent loans: concentrations of credit and the effect of other external factors such as competition
and legal and regulatory requirements.

Portfolio segments identified by the Company include real estate, commercial, SBA and consumer loans.
Relevant nisk charactenstics for these portfolio segments generally include debt senvice coverage., loan-to-value
ratios and financial performance on non-consumer loans and credit scores. debt-to income. collateral tvpe and
loan-to-value ratios for consumer loans.
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Other Real Estate Owned

Assets acquired through or instead of loan foreclosure are initially recorded at fair value less costs to sell when
acquired. establishing a new cost basis. These assets are subsequently accounted for at lower of cost or fair value
less estimated costs to sell. If fair value declines subsequent to foreclosure, a valuation allowance is recorded
through expense. Operating costs after acquisition are expensed.

Federal Home Loan Bank Stock

As a member of the Federal Home Loan Bank ("FHLB"). the Company 1s required to mamtain a mimimum
imvestment in the entity's stock. The mmmimum FHLB investment 1s calculated as percentage of aggregate
outstanding loans, FHLB advances and other factors. The ownership of the FHLB stock is restricted, lacks a
market. and can only be sold at its par value to the issuer. At both December 31. 2016 and 2015, FHLB stock
totaled $2.134.700.

Premises and Eguipment

Bank premises and equipment are stated at cost less accumulated depreciation and amortization. Depreciation is
computed on a straight-line basis over the estimated useful lives of the related asset. The estimated useful lives of
furniture, fixtures and cquipment are cstimated to be three to fifteen vears. Leaschold improvements arc
amortized on a straight-line basis over the estimated useful lives of the improvements or the remaining lease term
(mcluding periods covered by renewal options which were reasonablyv assured at the mception of the lease).
whichever i1s shorter.

Core Deposit Intangible

Core deposit intangible ("CDI") assets arising from whole bank acquisitions are amortized on an accelerated
method over their estimated useful hives. which range from 7 to 10 vears. Amortization expense was $68,750) and
$83.750 1 2016 and 20135, respectively. Expected future CDI amortization expense is as follows:

Year Ending Amount
2017 5 58,500
2018 50,000
2019 42.000
2020 31,000
2021 7,000
2022 -
Total 5 1 88.500
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Income Taxes

Deferred income taxes are recognized for estimated future tax effects attributable to income tax carryforwards as
well as temporary differences between financial reporting and income tax purposes. Valuation allowances are
established when necessary to reduce the deferred tax asset to the amount expected to be realized. Deferred tax
assets and habilities are expected to be realized or settled. As changes in tax laws or rates are enacted. deferred
tax asscts and liabilities are adjusted accordingly through the provision for income taxes.

The Company has adopted gmidance 1ssued by the Financial Accounting Standards Board ("FASB") that clanfies
the accounting for uncertainty in tax positions taken or expected to be taken on a tax return and provides that the
tax effects from an uncertain tax position can be recognized in the financial statements only if, based on its merits,
the position is more likely than not to be sustained on audit by the taxing authorities. Interest and penalties related
to uncertain tax positions are recorded as part of income tax expense: however, there was no penalty or interest
expense recorded for the vears ended December 31, 2016 and 2015,

Financial Instruments

In the ordinarv course of business. the Company has entered into off-balance sheet financial instruments
consisting of commitments to extend credit. commercial letters of credit, and standby letters of credit as described
in Note I Such financial instruments are recorded in the financial statements when thev are funded or related fees

are incurred or received.

Fair Value Measurements

Fair value 1s the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in
the principal or most advantageous market for the asset or liabilitv in an orderly transaction between market
participants on the measurement date. Current accounting guidance establishes a fair value hierarchy, which
requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when
measuring fair value. That guidance describes three levels of inputs that may be used to measure fair value:

Lewvel 1: Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity has
the ability to access as of the measurement date.

Level 2: Significant other observable inputs (other than Level 1 prices) such as quoted prices for similar
assets or liabilities: quoted prices in markets that are not active: or other inputs that are observable or

can be corroborated by observable market data.

Lewvel 3: Significant unobservable inputs that reflect an entity's own assumptions about the factors that
market participants would use 1in pricing an asset or hability,

See Note M for more information and disclosures relating to the Company's fair value measurements.



PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Advertising Costs

The Company expenses the cost of advertising in the period incurred.

Comprehensive Income

The change in unrealized gains and losses on securities available for sale is the only component of accumulated
comprehensive income for the Company, The amount reclassified out of other accumulated comprehensive
mcome relating to realized losses on securities available for sale was $1.099 in 2016 and zero in 20135, with no
related tax effect.

Earnings Per Share ("EPS")

Basic EPS excludes dilution and is computed by dividing income available to common sharcholders by the
welghted-average number of common shares outstanding for the peniod. Diluted EPS reflects the potential
dilution that could occur if secunities or other contracts to 1ssue common stock were exercised or converted into
common stock or resulted in the issuance of common stock that then shared in the eamings of the entitv. See
Note L for additional details of EPS calculations.

Share-Based Compensation

Share-based compensation cost 1s recognized for stock option and restricted stock awards 1ssued based on the fair
value of these awards at the date of grant. A Black-Scholes model 15 utilized to estimate the fair value of stock
options. Compensation cost is recognized over the required service pernod. generally defined as the vesting
period. For awards with graded vesting, compensation cost is recognized on a straight-linc basis over the
requisite service period for the entire award.

In March 2016, the FASB issued guidance within ASU 2016-09, Improvements to Employee Share-Based
FPayment Accounting. The amendments in ASU 2016-09 to Topic 718. Compensation - Stock Compensation.
require recognition of all excess tax benefits and tax deficiencies through income tax expense or benefit in the
mcome statement. Other amendments in this ASU include guidance on the classification of share-based pavment
transactions in the statement of cash flows and an option to account for forfeitures of share-based awards as they
occur rather than estimating the compensation cost based on the number of awards that are expected to vest. The
amendments in this Update are effective for annual penods beginming after December 15, 2016, and interim
periods within those annual periods. Early adoption 1s permitted in any intenim or annual penod. Effective
January 1, 2016, the Company elected early adoption of ASU 2016-09, fmprovements to Employee Share-Based
Payment Accounting. During the vear ended December 31, 2016, the Company recognized a $213.000 tax benefit
related to adoption of this new guidance. The Company has clected to continue to estimate compensation cost
based on the number of awards that are expected to vest. The adoption of this guidance did not have a sigmficant
impact on the Company's Consolidated Statement of Cash Flows.

Reclassifications

Certain amounts in the 2015 financial statements have been reclassified to conform to the 2016 presentation.
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Recent Accounting Guidance Not Yet Effective

In May 2014, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU")
No. 2014-09, Revenue from Contracts with Customers (Topic 606). This Update requires an entity to recognize
revenue as performance obligations are met. in order to reflect the transfer of promised goods or services to
customers in an amount that reflects the consideration the entity 1s entitled to receive for those goods or services.
The following steps are applied in the updated guidance: (1) identify the contract(s) with a customer; (2) identify
the performance obligations in the contract; (3) determine the transaction price; (4) allocate the transaction price
to the performance obligations in the contract: and (5) recognize revenue when, or as. the entity satisfies a
performance obligation. These amendments are effective for public business entities for annual reporting penods
beginning after December 15, 2017, including intenim penods within that reporting penod and one vear later for
nonpublic business entities. Early adoption is permitted only as of annual reporting periods beginning after
December 15, 2016, including interim reporting periods within that period. The Company is currently evaluating
the effects of ASU 2014-09 on its consolidated financial statements and disclosures, if anv,

In January 2016, the FASB issued ASU 2016-01, Financial Instruments-Overall: Recognition and Measurement
of Financial Assets and Financial Liabilities (Subtopic 825-10). Changes made to the current measurement
model primarilv affect the accounting for equity securitics and readilv determinable fair values, where changes in
fair value will impact eamings instead of other comprehensive income. The accounting for other financial
instruments, such as loans, investments in debt securities. and financial liabilities is largelv unchanged. The
Update also changes the presentation and disclosure requirements for financial nstruments including a
requirement that public business entitics use exat price when measuning the fair value of financial instruments
measured at amortized cost for disclosure purposes. This Update 1s generally effective for public business entities
in fiscal vears beginning after December 15, 2017, including interim periods within those fiscal vears and one
vear later for nonpublic business entitics. The Company is currently evaluating the effects of ASU 2016-01 on its
consolidated financial statements and disclosures.

In February 2016, the FASB 1ssued Accounting Standards Update (ASU) 201602, Leases (Topic 842). The most
significant change for lessees i1s the requirement under the new guidance to recognize right-of-use assets and lease
liabilities for all leases not considered short-term leases. which 1s generally defined as a lease term of less than 12
months. This change will result in lessees recognizing right-of-use asscts and lease liabilities for most leases
currently accounted for as operating leases under current lease accounting guidance. The amendments in this
Update are effective for interim and annual periods beginning after December 15, 2018 for public business
entities and one vear later for all other entities. The Company is currently evaluating the effects of ASU 2016-02
on its consolidated financial statements and disclosures.
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Recent Accounting Guidance Not Yet Effective - Continued

In June 2016, the FASB issued ASU No. 2016-13. Measurement of Credit Losses on Financial Instrumentis
(Topic 326). This ASU significantly changes how entities will measure credit losses for most financial assets and
certain other instruments that aren’t measured at fair value through net income. In i1ssuing the standard, the FASB
1s responding to crticism that todayv’s guidance delavs recognition of credit losses. The standard will replace
todav’s "incurred loss" approach with an "expected loss" model. The new model, referred to as the current
expected credit loss ("CECL") model, will apply to: (1) financial assets subject to credit losses and measured at
amortized cost, and (2) certain off-balance sheet credit exposures, This includes. but 15 not mited to. loans,
leases, held-to-matunty securities, loan commitments, and financial guarantees. The CECL model does not apply
to available-for-sale ("AFS") debt secunties. For AFS debt securnities with unrealized losses. entities will measure
credit losses in a manner similar to what they do today. except that the losses will be recognized as allowances
rather than reductions in the amortized cost of the securities. As a result, entities will recognize improvements to
estimated credit losses immediately in earnings rather than as interest income over time, as thev do today. The
ASU also simplhifies the accounting model for purchased credit-impaired debt secunties and loans, ASU 2016-13
also expands the disclosure requirements regarding an entity’s assumptions, models, and methods for esimating
the allowance for loan and lease losses. In addition, public business entities will need to disclose the amortized
cost balance for each class of financial asset bv credit quality indicator, disaggregated by the vear of origination.
ASU No. 2016-13 1s effective for interim and annual reporting periods beginning after December 15, 2019 for
SEC filers, one vear later for non SEC filing public business entitics and annual reporting periods beginning after
December 15, 2020 for nonpublic business entities and interim periods within the reporting periods beginning
after December 15, 2021, Early adoption 1s permitted for intenim and annual reporting penods beginning after
December 15, 2018, Entitics will apply the standard’s provisions as a cumulative-effect adjustment to retained
carnings as of the beginning of the first reporting period in which the guidance 1s effective (i.e.. modified
retrospective approach). The Company is currently evaluating the provisions of ASU No. 2016-13 for potential
impact on its consolidated financial statements and disclosures.
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015
NOTE B - INVESTMENT SECURITIES

The following table summarizes the amortized cost and fair value of sccurities available for sale and held to
maturity at December 31, 2016 and 2015, and the corresponding amounts of gross unrealized gains and losses:

Gross Gross
Amortized Unrealized Unrealized
December 31, 2016 Cost Gams Losses Fair Value
Securities Available for Sale:
Mortgage-backed securities $ 1822720 % 880§ (13.722) § 1.BO9878
Corporate debt securities 13,377.113 29739 (67.402) 13.339.450
Municipal securities - tax exempt 11,180,502 28578 (119.509) 11.089571
Municipal securilies - taxable 1,714,832 1.792 (8.130) 1.714.494
Marketable equity securities 10,914 19,746 - 30,660
Total $ 28106081 % 86,735 % (208.763) $ 27984053
December 31, 2015
Securities Available for Sale:
Mortgage-backed securities $ 2253276 % - % (14407) § 2238869
Corporate debt securities 14.105.580 43.156 (46.941) 14,101,795
Municipal securities - tax exempt 11,398 908 116561 (461) 11,515,008
Municipal securities - taxable 1,211,904 19.230 - 1,231,134
Marketable equity securities 10914 11,506 - 22420
Total $ 28980582 % 190453 § (61.809) § 29100226
Securities Held to Maturity:
Municipal securities - taxable $ 276,153  § 4524 % - % 280,677
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE B - INVESTMENT SECURITIES - Continued

The amortized cost and fair valuc of the investment securitics porifolio as of December 31, 2016 are shown by
contractual maturity below, Expected maturities may differ from contractual maturities if borrowers have the
right to call or prepay obligations with or without call or prepavment penalties. Securities not due at a single
maturity date are presented separately,

Available for Sale

Amortized Fair
Cost Value
Due within one vear $ 2558644 $ 2572652
Due after one vear through five vears 13.961.599 13.973.471
Due after [ive vears through ten vears 9.763,118 9,628,053
Mortgage-backed securities 1,822,720 1.809.877
Total debt securities $ 28106081 § 27984053

Mortgage-backed debt securities with unrcalized losses of $13.722 and Corporate debt secunities with unrcalized
losses of $9.574 as of December 31, 2016, had been in a continuous loss position for more than 12 months,
Unrealized losses on debt securities have not been recognized into income because the issuer bonds are of high
credit quality, management does not intend to sell and 1t 1s hkely that management will not be required to sell the
securities prior to their anticipated recovery, and the decline in fair value is largely due to changes in interest rates
and other market conditions. The fair value 1s expected to recover as the bonds approach matunity.

The Company had pledged debt securities with a fair value of $1,809.877 and $2.238 868 to the Federal Home
Loan Bank of San Francisco to secure borrowing arrangements discussed in Note F, as of December 31, 2016 and
20135, respectively.

The Company had a loss from sale of securitics of $1.099 in 2016. There were no securities sold in 2015.
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2016 AND 2015

NOTE C - LOANS AND ALLOWANCE FOR LOAN LOSSES

The following is a summary of the loans and allowance for loan losses during the yvear ended December 3 1:

2016 2015
Real Estate 3 351526663 $ 2B0.758.275
Commercial 73357310 64.542 243
SBA 14,227,099 13.225.462
Consumer 83,953 517,097
Loans Receivable 439195025 359.043.077
Unaccreted discount on acquired loans (257 648) (443.235)
Loans Receivable. net of Unaccreted Discount
on Acquired Loans 438,937 377 358,590 842
Net deferred loan ongmation fees and costs (641,922) (735.5500)
Allowances for loan losses (4.018.000) (3.156.400)

Loans Recevable. net $ 434277455

$ 354707892

A summary of the changes in the allowance for loan losses follows as of December 31:

2016 2015
Balance, begmning of year $ 3,156,400  $ 2,925,000
Provision for credit losses 817.554 216,400
Loan charge-offs - -
Loan recoveries 44,046 15,000
Balance, end of year $ 4018000 % 3,156,400
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE C - LOANS AND ALLOWANCE FOR LOAN LOSSES - Continued

The following table summarizes the allocation of the allowance as well as the activity in the allowance attributed

to various segments in the loan portfolio as of and for the vears ended December 31, 2016 and 2015:

December 31,2016 Real Estate Commercial SBA Consumer Total
Allowance for Loan Losses:
Beginning of Year b 1.949012 % 777075 8 426515 § 3798 % 3,156,400
Provisions 390 859 423,963 4.962 (2.230) 817.554
Charge-ofTs - - - - -
Recovenes 23,750 20,296 - - 44 046
End of Year % 2,363.621 % 1,221,334 § 431477 % 1.568 % 4,018,000
Reserves:
Specific $ - 5 05937 % - $ - % 95,937
General 2.363.621 1,125,397 431477 1.568 3,922.063
% 2363621 § 1221334 § 431477 § 1568 § 4.018,000
Loans Evaluated for Impairment:
Individually $ - % 190.760 $ - 5 - 5 190,760
Collectively 351,271,664 73,163,901 14,227 099 83,953 438,746,617
$ 351271664 % T3354661 § 14227009 % 83953 § 438937377
December 31,2015
Allowance for Loan Losses:
Beginning of Year $ 2.037.137 % H2612 8 445048 % 203 % 2,925,000
Provisions (88,125) 319463 (18,533) 3,595 216,400
Charge-offs - - - - -
Recovenes - 15.000) - - 15.000)
End of Year % 1949012 % 777075 § 426 515 % 3798 5 3,156,400
Reserves:
Specific $ - % - 5 - % - % -
General 1.944.012 717075 426,515 3.798 3,156,400
$ 1949012 % 777075 § 426515 % 3798 5 3,156,400
Loans Evaluated for Impainment
Individually i - % 225000 % - $ - 3 225,000
Collectively 28(0.317.633 6.3 14.650) 13,225,462 517.007 358,374,842
$ 280317633 § 64539650 § 13225462 § 517.097 § 358.599.842
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE C - LOANS AND ALLOWANCE FOR LOAN LOSSES - Continued

The Company categorizes loans into risk categorics based on relevant information about the ability of borrowers
to service their debt such as current financial information, historical pavment experience, collateral adequacy,
credit documentation, and current economic trends. among other factors, The Company analyzes loans
individually by classifving the loans as to credit nsk. This analvsis typicallv includes larger. non-homogenecous
loans such as commercial real estate and commercial and industrial loans. This analysis is performed on an
ongoing basis as new information 1s obtained. The Company uses the following definitions for nsk ratings:

Special Mention - Loans classified as special mention have a potential weakness that deserves
management's close attention. If left uncorrected. these potental weaknesses may result in detenoration of the
repayment prospects for the loan or of the institution’s credit position at some future date.

Substandard - Loans classified as substandard are inadequately protected by the current net worth and
paying capacity of the obligor or of the collateral pledged. if any. Loans so classified have a well-defined
weakness or weaknesses that jeopardize the hiquidation of the debt. They are characterized by the distinct
possibility that the institution will sustain some loss 1f the deficiencies are not corrected.

Impaired - A loan 1s considered impaired, when, based on current information and events. it i1s probable
that the Company will be unable to collect all amounts due according to the contractual terms of the loan

agreement. Additionally, all loans classified as troubled debt restructurings are considered impaired.

Loans listed as pass include larger non-homogeneous loans not meeting the nisk rating defimtions above and
smaller. homogeneous loans not assessed on an individual basis.

The nsk categorv of loans by class of loans was as follows as of December 31. 2016:

Special
December 31, 2016 Pass Mention Substandard  Impaired Total

Real Estate:

C onstruction $ 37196465 % - % - % - % 37.196.465

Residennal real estate 47.002,563 - 185,521 - 47,188.084

Multi-family residential 50,326,808 - - - 50,326,808

Nonresidential 213.828.495 2.520.252 211.560 - 216,560,307
Commercial 72,366,186 739215 58.500 190,760 73.354.661
SBA 13,561,959 273 866 391.274 - 14,227,099
Consumer 83.953 - - 83953

§ 434366429 $ 3533333 $ 846855 §$ 190760 $ 438937377
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE C - LOANS AND ALLOWANCE FOR LOAN LOSSES - Continued

The risk category of loans by class of loans was as follows as of December 31, 2015:

Special
December 31, 2015 Pass Mention Substandard  Impaired Total
Real Estate:
Construction £ 31809906 % - % - % - 5 31809906
Residential real estate 51682916 - 229981 - 31,912 897
Multi-family residential 47.157.130 - - - 47.157.130
Monresidential 142,689,802 5,217,000 1,530,898 - 149,437,700
Commercial 64.245.650 69000 225000 64,539,650
SBA 12,959.309 266,153 - - 13,225,462
Consumer 517.097 - - - 517,097
$ 351061810 % 5483153 § 1829879 § 225000 § 358599842

Past due and nonaccrual loans presented by loan class were as follows as of December 31, 2016 and 201 5;

December 31, 2016

Commercial

December 31, 2015

Commercial

Still Accruing

30-89 Days Over 90 Days
Past Due Past Due MNonaccrual
5 - $ - b | 90,760
% - h - h) 225.000
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015
NOTE C - LOANS AND ALLOWANCE FOR LOAN LOSSES - Continued

Information relating to individually impaired loans presented by class of loans was as follows as of
December 31, 2016 and 2015;

Unpaid Impared Loans Average Inerest
Prncipal Recorded  Without Specific With Specific Related Recorded Income
December 31, 2016 Balnce Imvestment  Allowance Allowance  Allowance  Imestment  Recogmzed
Commercial $ 205000 § 190760 § - § 190760 § 95937 § 207880 § 23933
December 31, 2015
Commerctal 5 225000 % 225000 § 225000 8 - 3§ - § 25000 % -

There was one loan with a recorded investment of $190,706 as of December 31, 2016 and no loans as of
December 31, 2015 modified as troubled debt restructurnings. The Company allocated $95.957 as of December 31,
2016 and zero as of December 31, 2015 for loans whose loan terms have been modified in troubled debt
restructurings. The Company has committed to lend no additional amounts to customers with outstanding loans
that are classified as troubled debt restructurings as of December 31, 2016 and 2015,

The Company has purchased loans for which there was. at acquisition. evidence of detenoration of credit qualhity
since ongimation and 1t was probable. at acquisition. that all contractually required payments would not be
collected. The Company had no outstanding balance or carrving amount for these loans at December 31, 2016
and $2.160.209 at December 31, 2015, respectivelv. For these purchased credit-impaired loans, the Company did
not increase the allowance for loan losses after the acquisition during 2016 or 2013,

The change in accretable discount on purchased credit<-impaired loans dunng the years 2016 and 2015 was as
follows:

2016 2015
Balance, begmning of year $ - 5 27539
Accretion of mcome - (204,718)
Reclassification from nonaccretable difference - 177,179
Disposals - -
Balance, end of year 3 - 5 -



PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE D - PREMISES AND EQUIPMENT

The following i1s a summary of premises and equipment at December 31

2016 2015
Leasehold improvements 3 567 856 $ 531.085
Furniture, fixtures and equipment 1 064 691 969 044
1,632,547 1,500,129
Accumulated depreciation and amortfization (709.519) (522.862)

5 923028 % 977,267

Total depreciation expense for the vears ended December 31, 2016 and 2015, was $235.444 and $220.621.
respectively.

The Company leases its main office in La Jolla and branch facilities in Coronado, San Diego, San Marcos and
Newport Beach under noncancellable operating leases that expire on vanous dates through 2026, The Company
18 also responsible for common area maintenance. taxes and insurance on these leases. In March 2017. the
Company entered into a lease for a branch facility in Beverly Hills, California. The lease amounts for this facility
arc included in the minimum rental payments below.

Future minimum pavments under the above operating leases as of December 31, 2016, including penods covered
by renewal options which were reasonably assured at inception of the lease and the impact of the terminated and
newly executed leases in 2016 through March 29, 2017, are as follows:

Year Ending Amount
2017 h 875254
2018 964,999
2019 995,502
2020 797147
2021 414,330

Thereaflter 1. 482,088
Total $ 5529320

Rental expense was $704.758 and $626.110 in 2016 and 2015, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE E - DEPOSITS

Interest bearing deposits at December 31 consist of the following:

2016 2015
Interest bearmg checkng accounts $ 13.772475 $ 11.961.840
Savings and money market 1852349]1] 151,284 692
Time certificate of deposit accounts under $250,000 71,953,886 52,096,322
Time certificate of deposit accounts $250,000 and over 16,181,114 13,873,446
$ 287142386 § 229216300

As of December 31, 2016 and 2015. all noninterest-bearing deposits are demand deposits. The maturity of time

certificates of deposit is as follows:

2016 2015
Within one year $ 72670424 % 39414590
One year to three years 12,514,038 25,060,855
Over three years 2,950,538 1,494,323
$ BBI135000 % 65969768

NOTE F - BORROWING ARRANGEMENTS
The Company's other borrowings include advances from the Federal Home Loan Bank (FHLB) of San Francisco.

A summary of FHLB borrowings as of December 31, 2016, is as follows:

Rate of
Lender Maturity Interest Amount
Federal Home Loan Bank January 3, 2017 0.55% h 18000000
Federal Home Loan Bank January 23, 2017 0. 78% 20,000,000
Federal Home Loan Bank June 7. 2019 1.18% 5,000,000
Federal Home Loan Bank June 8. 2021 1.50% 5.000.000
Federal Home Loan Bank Open (0.55% 20,000,000

At December 31. 2016 and 2015, approximately $161.1 million and $178.7 million in loans and $1.7 million and
$2.1 million in secunties were pledged as collateral to the FHLB for the borrowings presented in the table above,
respectivelyv. At December 31, 2016 and 2013, the Company had remaining financing availability of
approximately $52.8 million and $70.5 million based on the level of pledged loans and secunties. respectively.
after consideration of the amounts outstanding.



PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE F - BORROWING ARRANGEMENTS - Continued

As of December 31, 2016 and 2015, approximately $3.2 million and $3.3 mullion in loans were pledged as
collateral to the Federal Reserve Bank on a securitized borrowing arrangement with related borrowing capacity of
approximately $2.2 million and $1.9 million, respectively. There was no balance outstanding on this borrowing
arrangement at December 31, 2016 and 2013,

The Companyv has borrowing lines with correspondent banks totaling $13 million as of December 31, 2016,
There were no balances outstanding on these borrowing lines.

Private Bancorp of America. Inc. entered into an $8.0 milhion ten-vear loan ($7.9 million net of ongination costs)
that 1s unsecured. with interest only pavable in the first three vears. Thercafter the loan will amortize over
25 vears for the final seven vears. The interest rate 1s fixed at 4.95 percent per annum for the first five vears with
the last five vears floating at WSJ Prime +1.70 percent. There is a 2% or 1% penalty should the loan be pre-paid
in vears one or two respectively. Principal repavments required over the next five vears include none in vears
2017 through 2018 and $167.000, $175,000 and $184.000 in 2019, 2020 and 2021, respectively.

NOTE G - INCOME TAXES

The provision for income tax expensc for the vears ended December 31, 2016 and 2015 consisted of the
following:

2016 2015
Current Taxes:

Federal $ 17079493 hS 2.195.131
State 649 305 312 802
2357298 3.007.933

Deferred Taxes:
Deferred 316,000 462 000
Provision for Income Tax $ 2673298 $ 3.469933

A companson of the Federal statutory income tax rates to the Company's effective income tax rate 1s as follows:

2016 2015
Amount Rate Amount Rate
Statutory Federal Tax $ 2378000 34.0% % 2855000 34.0%
State Franchise Tax, Net of Federal Benefit 463,000 6.6% (08000 7.2%
Other Items, Net (167.702) ( 2.4%) 6,933 0. 1%
Actual Tax Expense $ 2673298 38.2% $ 3469933 41. 3%
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015
NOTE G - INCOME TAXES - Continued

Deferred taxcs arc a result of differences between income tax accounting and generallv accepted accounting
principles with respect to income and expense recognition.

The following 1s a summary of the components of the net deferred tax asset accounts recogmized in the
accompanying balance sheets at December 31:

2016 2015
Deferred Tax Assets:
Start-up and organization costs $ 239000 % 295,000
Operating loss carryforwards 3,570,000 3,890,000
Allowance for loan losses due to tax imitations 841000 505,000
Stock-based compensation 145,000 375,000
Investment other than temporary impairment - -
Acquisition accounting far value adjustments 17.000 63,000
Other 854.000 803,000
5.666.000 5.933.000
Deferred Tax Liabihties:
Depreciation difTerence (116.000) ( 104.000)
Deferred costs (76.000) (78.000)
Other (86.000) (147.000)
(278.000) (329.000)
Net Deferred Tax Assets $ 5 388 000 5 5 604 000

The Company has total net operating loss carrvforwards of approximately $7.8 million for Federal income and
approximately $8.2 million for California franchise tax purposes. Net operating loss carrvforwards, to the extent
not used, will begin to expire 1n 2029 for both Federal and Calhiforma franchise tax purposes,

These NOL carrvforwards were acquired as part of the 2011 acquisition of Coronado First Bank. and the 2013
acquisition of San Dicgo Private Bank. They are subject to an annual limitation by Section 382 of the Internal
Revenue Code. The amount of the annual limitation for Federal and California Franchise Tax purposes is
$332.883 for the 2011 acquisition, and $445,559 for the 2013 acquisition. The Company anticipates that these
carrvforwards will be utilized pnor to their expiration and therefore no valuation allowance has been provided.

The Company's Federal income tax returns for the vears ended December 31. 2013 through 2013 have been filed.
and arc open to audit by the Internal Revenue Service. The Company's California franchise tax retums for the
vears ended December 31, 2012 through 2015 have been filed, and are open to audit by the State of California.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE H - SHARE-BASED COMPENSATION

The Company has adopted the 2006 Stock Plan (the 2006 Plan). The options under the 2006 Plan are granted to
directors, officers, key emplovees of the Company, and certain consultants. Under the 2006 Plan, both incentive
stock options, nonqualified stock options and restricted stock grants may be granted. The 2006 Plan provided for
the 1ssuance of up to 600,000 options. which was increased to 800,000 in 2013 pursuant to the merger agreement
with San Dicgo Private Bank. Option prices may not be less than 100 percent of the fair market value of the stock
at the date of grant. Stock options expire no later than ten vears from the date of grant and vest based on a
schedule determined bv the Companv's Board of Directors. The 2006 Plan provides for accelerated vesting if
there is a change of control, as defined in the 2006 Plan. The 2006 plan expired May 1, 2016,

In 2016, the Company adopted the Private Bancorp of America, Inc. Equity Incentive Plan (the PBAM Plan). The
options under the PBAM Plan are granted to directors, officers, kev emplovees of the Company. and certain
consultants. Under the PBAM Plan, incentive stock options, nonqualified stock options, stock appreciation rights,
restricted stock grants and restricted stock units may be granted. The PBAM Plan provided for the 1ssuance of up
to 400,000 options. Option prices may not be less than 100 percent of the fair market value of the stock at the
date of grant. Stock options expire no later than ten vears from the date of grant and vest based on a schedule
determined by the Company's Board of Directors. The PBAM Plan provides for accelerated vesting if there is a
change of control, as defined in the PBAM Plan.

The Company recognized share-based compensation cost of $362. 498 and $341.081 in 2016 and 2015,
respectively, related to options and restricted stock grants awarded. Tax benefits associated with share-based
compensation amounted to approximately $107,000 and $100,000 in 2016 and 20135, respectively,

The Company granted 44.000 and 35,000 stock options in 2016 and 2013, respectively. The weighted-average
fair value of the options granted in 2016 and 2015 was $3.89 and $3.42. respectivelv. The weighted-average fair
value was ecstimated using the Black-Scholes option-pricing model with the following weighted-average
assumptions:

2016 2015
Dimvidend yield 0.00% 0.00%
Expected hife 6.0 Years 6.5 Years
Expected volatility 20.00% 20.00%
Risk-free mterest rate 1.40% 1.60%
Weighted-average fair value at grant date $ 3.89 $ 3.42

Since the Company has a limited amount of historical stock activity the expected volatility i1s based on the
historical volatility of similar banks that have a longer trading history. The expected term represents the
estimated average period of time that the options remain outstanding. The nsk free rate of return reflects the grant
date interest rate offered for zero coupon U.S. Treasury bonds over the expected term of the options.
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NOTE H - SHARE-BASED COMPENSATION - Continued

A summary of the status of the stock options 1ssued under the Company's 2006 Plan as of December 31, 2016,
and change during the vear then ended follows:

Weighted-
Average
Remammg Agoregate
2016 Contractual Intrmsic
Options Exercise Price Term Value

Balance, beginning of vear 551,148 % 10,60
Granted 44 (00 17.00
Exercised (310.500)) 10,03
Forfeited or expired - -
Balance. end of yvear 284 648 $ 12,22 5.62 Years $ 2.037.181
Options exercisable 210615 b 10,99 6.04 Years $ 1.766575

The intrinsic valuc of option shares exercised was approximately $1.855.000 and $246.,000 in 2016 and 20135,
respectivelv. As of December 31, 2016, there was $189 882 of total unrecognized compensation cost related to
outstanding stock options that will be recognized over a weighted-average period of 1.51 vears.

A summary of the status of the restricted stock grants issued under the Companyv's 2006 Plan as of
December 31, 2016 and 2015, and changes during the vears then ended follows:

2016 2015
Weighted- Weighted-
Average Average

Unvested Grant Date Unvested Grant Date

Shares Fair Value Shares Fair Value
Balance. beginning of year 40380 % 271 47.200 $ 12.27
Granted 10,000 17.00 6,900 14 80
Shares Vested (10,430) 12.49 (9.400) 12.15
Forfeited or expired (3.002) 12.98 (4.320) 12.45
Balance. end of vear 36.948 $ 13.91 40380 3 12.71

The intnnsic value of vested restricted grants was approximately $246.000 and $214.000 in 2016 and 2013,
respectivelv. As of December 31, 2016, there was $422.296 of total unrecognized compensation cost related to
restricted stock grants that will be recogmized over a weighted-average penod of 1.92 years.
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NOTE 1 - COMMITMENTS

The Company is a party to financial instruments with off-balance sheet risk in the nonmal course of business to
meet the financing needs of its customers, These financial instruments include commitments to extend credit and
standby letters of credit. Those instruments involve, to varving degrees, elements of credit and interest rate risk in
excess of the amount recogmzed n the accompanying balance sheet.

The Company's exposure to credit losses in the event of nonperformance by the other parties for commitments to
extend credit and standbv letters of credit is represented by the contractual amount of these instruments. The
Company uses the same credit policies in making commitments and conditional obligations as it does for on-
balance sheet instruments.

The following 1s a summary of contractual or notional amounts of off-balance sheet financial instruments that
represent credit risk at December 31, 2016 and 2015.

2016 2015

Fmancial mstruments whose contract amounts
represent credit risks:

Commitments to extend credit $ 75,982,000 £ 74985000

Standby letters of credit

$ 75982000 § 74985000

Commitments to extend credit are agreements to lend to a customer as long as there 1s no violation of anv
conditions cstablished in the contract. Commitments gencrally have fixed expiration dates of not more than
12 months and may require pavment of a fee. Since many of the commitments are not expected to be drawn
upon, the total commitment amounts may not represent future cash requirements. The Company evaluates each
customer's creditworthiness on a case-bv-case basis. The amount of collateral obtained, 1if deemed necessary by
the Company upon extension of credit. 1s based on management's credit evaluation. Collateral held vanes but
may include marketable investment securities. accounts receivable, inventorv, property. plant. and equipment, and
rcal properties.

NOTE J - RELATED PARTY TRANSACTIONS

Loans to related parties totaled approximately $719,000 and $743.000 as of December 31. 2016 and 2015,
respectivelv. The following is a summary of changes in related party loans:

2016
Balance, Begmning of Year $ 742,671
MNew Loans and Advances -
Repayments (23,723)
Balance. End of Year $ 718.946
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NOTE J - RELATED PARTY TRANSACTIONS - Continued

As of December 31, 2016 and 2015, the Company's balance sheet included deposits from executive officers and
directors and the companies and organizations with which they are associated totaling approximately $18,099,000
and $19,798.000, respectively.

In 2016, the Company entered into a consulting agreement with its Chairman of the Board wherein various
services are provided including client development and retention. sharcholder development and communications,
business model implementation and acquisition strategies. For services provided, the Chairman received annual
compensation of $108,000 and reimbursement for expenses. The term of the consulting agreement was for
12 months, expinng on February 28, 2017,

In January 2017, the Bank entered into a Development Services Agreement with a Director wherein various
services are provided including planning, monitoring. business development and certain other initiatives in
connection with the Bank's entry into the Los Angeles market. For services provided. the Director will receive a
retainer of $120.000 per vear plus a performance bonus opportunity based on origination of loan and deposit
accounts n excess of established thresholds. The term of the Development Services contract 1s for 12 months,
expinng January 22, 2018,

NOTE K - REGULATORY MATTERS

The Bank is subject to various regulatory capital requirements administered by the Federal banking agencies.
Failure to meet minimum capital requirements can imitiate certain mandatory, and possiblv, additional
discretionary actions by regulators that. if undertaken. could have a direct matenal effect on the Company'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 the Bank's asscts,
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.

In Julv 2013, the federal bank regulatorv agencies approved the final rules implementing the Basel Commuttee on
Banking Supervision's capital guidelines for U.S. banks. The new "Basel 111" rules became effective on January
I. 2015, with certain of the requirements phased-in over a multi-year schedule, and fully phased in by January 1.
2019, The rules include a new common equity Tier 1 ("CETI1") capital to nsk-weighted assets ratio with
mimimums for capital adequacy and prompt comrective action purposes of 4.5% and 6.5%, respectively, The
minimum Tier 1 capital to nsk-weighted assets ratio was raised from 4.0% to 6.0% under the capital adequacy
framework and from 6.0% to 8.0% to be well-capitalized under the prompt corrective action framework. The net
unrealized gain or loss on available for sale securities is not included in computing regulatory capital.

In addition, the Basel I rules introduced the concept of a "conservation buffer” of 2.5% applicable to the three
capital adequacy risk-weighted asset ratios (CETI, Tier 1, and Total). The conservation buffer is being phased-in
on a pro rata basis over a four vear penod beginning in 2016, If the actual nsk-weighted capital ratios fall below
the capital adequacy minimum ratios plus the phased-in conservation buffer amount (.625% for 2016) then
dividends. share buybacks and discretionary bonuses to executives could be limited in amount. The Bank was not
limited by the provisions of the conservation buffer as of and for the vear ended December 31, 2016,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE K - REGULATORY MATTERS - Continued

As of December 31, 2016, the most recent notification from the FDIC categorized the Bank as "well-capitalized"
under the regulatory framework for prompt corrective action, To be categorized as well-capitalized the Bank
must maintam mimmum total nisk-based. Tier 1 nsk-based, and Tier 1 leverage ratios as set forth in the table
below. There are no conditions or events since the notification that management believes have changed the
Bank's category.

The Bank's actual and required capital amounts and ratios as of December 31, 2016 and 20135, are presented
below (dollar amounts in thousands);

To Be Well-
Capitalized
Under Prompt
For Capital Corrective
Actual Adequacy Purposes Provisions

Amount Ratio Amount Ratio Amount Ratio

As of December 31, 2016
Total capital (to risk-weighted assets) $ 62 987 13.7% $ 36,882 8.0% 8§ 46,103 10.0%

Tier 1 capital (to risk-weighted assets) 58834 128% 27,662 6. 0% 36,882 8. 0%
CET1 capital (to risk-weighted assets) 58 854 12 8% 20,746 4.5% 29 967 6.5%
Tier 1 capital (to average assets) 58,854 11.5% 20,525 4 0% 25.650 5.0%

As of December 31, 2015
Total capital (to risk-weighted assets) $56824 155%  § 29362 8.0% § 36,703 10.0%

Tier 1 capital (to risk-weighted asscts) 53.542 14.6% 22.022 6.0% 29 362 R.(%
CET1 capital (to risk-weighted assets) 53.542 14.6% 16,516 4. 5% 23,857 6.5%
Tier 1 capital (to average assets) 53.542 11.8% 18,076 4.(% 22,595 5.0%

The California Financial Code generally acts to prohibit banks from making a cash distribution to its sharcholders
in excess of the lesser of the bank's undivided profits or the bank's net income for its last three fiscal vears less the
amount of any distribution made bv the bank's shareholders during the same penod.
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DECEMBER 31, 2016 AND 2015

NOTE L - EARNINGS PER SHARE (""EPS")

The following is a reconciliation of net income and shares outstanding to the income and number of shares used to
compute EPS,

2016 2015
Net Net
Income Shares Income Shares
Net mcome as reported $ 4321382 $ 4928483
Shares outstanding at year-end 4.139.664 3816936
Less unvested restncted shares (36.,948) (40.380)
Impact of weighting shares issued
or retired during the vear (108,063) 308893

Used n Basic EPS 4321 382 3.994.651 4 928 483 4.085.449
Dilutive effect of outstanding
stock options - 74,660 - 144 879

Used in Dilutive EPS $ 4321382 4069311 $ 49284K83 4230328

There were 49,000 anti-dilutive option shares as of December 31, 2016, and 35,000 at December 31, 2015,

NOTE M - FAIR VALUE MEASUREMENTS

The following 1s a description of valuation methodologies used for assets measured at fair value on a recurring
basis:

Secunties: The fair values of secunties available for sale are determined by obtaining quoted prices on nationally
recognized securities exchanges (Level 1) or matrnix pricing, which 1s a mathematical technique used widely in the
industry to value debt securities without relving exclusively on quoted prices for specific securities but rather by
relying on the securities' relationship to other benchmark quoted securities (Level 2).

Lad
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE M - FAIR VALUE MEASUREMENTS - Continued

The following table provides the hierarchy and fair value for each major category of assets and liabilities
measured at fair value at December 31, 2016 and 20135;

Fair Value Measuremenis Using;
December 31, 2016 Level 1 Level 2 Level 3 Total
Assets Measured at Fair Value:

On a Recurring Basis:
Securities available for sale hS - § 27984053 % - % 27984053

December 31, 2015
Assets Measured at Fair Value:

On a Recurring Basis:
Securtes available for sale $ - §$ 29100226 % - $ 29100226

The Company had no assets or liabilities measured at fair value on a non-recurring basis as of December 31, 2016
and 2015,

NOTE N - FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of a financial instrument 15 the amount at which the asset or obligation could be exchanged in a
current transaction between willing parties. other than in a forced or higumdation sale. Fair value estimates are
made at a specific point in time based on relevant market information and information about the financial
mstrument. These estimates do not reflect any premium or discount that could result from offering for sale at one
time the entire holdings of a particular financial instrument. Because no market value exists for a significant
portion of the financial instruments. fair value estimates are based on judgments regarding future expected loss
experience. current economic conditions, risk charactenstics of vanous financial instruments, and other factors,
These estimates are subjective in nature, involve uncertainties and matters of judgment and. therefore, cannot be
determined with precision. Changes in assumptions could significantly affect the estimates.

Fair value estimates are based on financial instruments both on and off the balance sheet without attempting to
estimate the value of anticipated future business and the value of assets and liabilities that are not considered
financial mstruments. Additionally, tax consequences related to the realization of the unrealized gains and losses
can have a potential effect on fair value estimates and have not been considered 1in many of the estimates.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE N - FAIR VALUE OF FINANCIAL INSTRUMENTS - Continued
The following methods and assumptions were used to estimate the fair value of significant financial instruments:

Financial Assets

The carrving amounts of cash. short term investments. amount due from customers on acceptances. and bank
acceptances outstanding are considered to approximate fair value. Short term investments include federal funds
sold, securities purchased under agreements to resell. and interest bearing deposits with banks. The determination
of the fair value of investment securities is based on upon estimates provided by a third party pricing service and
which reflect vanous assumptions using indirect unobservable inputs, The fair value of loans 1s estimated using a
combimation of techmques. including discounting e¢stimated future cash flows at current market rates of interest,

Financial Liabilitics

The carrving amounts of deposit liabilities pavable on demand, and other borrowed funds are considered to
approximate fair value. For fixed matunity deposits, fair value 1s estimated by discounting estimated future cash
flows using currently offered rates for deposits of similar remaining maturities. The fair value of long term debt
Is based on rates currently available to the Company for debt with similar terms and remaining maturities,

Off-Balance Sheet Financial Instruments

The fair value of commitments to extend credit and standby letters of credit 1s estimated using the fees currently
charged to enter into similar agreements. The fair value of these financial imstruments is not matenial,

The fair value hierarchy level and estimated fair value of significant financial instruments at December 31, 2016
and 2015 i1s summanzed as follows (dollar amounts in thousands):

December 31, 2016 December 31, 2015
Far Value Carrving Famr Carrying Far
Hierarchy Amount Value Amount Value
Assets
Cash and due from banks Level 1 b 17254 % 17254 & 13481 S 13481
[nterest-bearmg deposits at FRB Level 1 32092 32,092 41,298 41,298
Interest-bearng deposits-other Level | 22359 22359 3.206 3.296
Investment securitics availabke for sak Level 2 27984 27984 29,109 29,109
Investment securities held to maturity Level 2 - - 276 281
Loans. net Level 3 434218 452,543 354,708 370,537
Liabilities
Deposits Level 2 h 409165 § 409040 0§ 340092 § 340 488
Other borrowings Level 2 75.882 75.713 6369 60354

Lad
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PRIVATE BANCORP OF AMERICA, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015
NOTE O - 401K BENEFIT PLAN
The Company maintains a 401K benefit plan that provides for emplovee contributions up to maximums allowed

by law, which are matched up to 4% by the Company. Matching contributions charged to expense amounted to
$133,008 and $110,903 in 2016 and 20135, respectively,

NOTE P - PARENT ONLY CONDENSED FINANCIAL STATEMENTS

CONDENSED BALANCE SHEETS
December 31, 2016 and 2015
{Dollars in Thousands)

2016 2015
ASSETS
Cash and cash equivalents $ 3475 8 1,006
Due from mterest-bearmg 397 396
Other Assets 303 -
Investment n bank subsidiary 62,512 57,633
Total Assets $ HO.ORT b 39,036
LIABILITIES AND SHAREHOLDERS' EQUITY
Other borrowings h 7.882 $ 7.869
Other liabilities 9 15
Total Liabilities 7891 T 884
Shareholders’ Equity:
Common Stock 40712 37.326
Additional Paid-m Capital 2.343 2.256
Retaned Eammgs 15814 | 1.493
Accumulated Other Comprehensive Income (Loss) (73) 77
Total Shareholders' Equity 58.796 51,152

Total Liabilities and Shareholders' Equity $ 66,687 5 39,036
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

NOTE P — PARENT ONLY CONDENSED FINANCIAL STATEMENTS - Continued

CONDENSED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

Years Ended December 31, 2016 and 2015

(Dollars in Thousands)

2016 2015
Interest Expense on Borrowmgs $ 403 $ 38
MNonmterest Expense 1 88 101
Income (Loss) Before Equity in Undistributed
Income of Subsidiaries (591) (139)
Equity m Undistnibuted Income of:
San Diego Private Bank 4.669 5.010
Income before Income Taxes 4078 4871
Income Tax Benefit 243 57
Nel Income S 4321 B 4928
Other comprehensive income, net of tax:
Change m unreahzed gamns/losses on securities. net of taxes (150) 45
Comprehensive Income S 4,171 5 4,973
CONDENSED STATEMENTS OF CASH FLOW
Years Ended December 31, 2016 and 2015
{Dollars in Thousands)
2016 2015
Cash Flows from Operating Activities:
Parent only loss $ (348) % (81)
Increase (decrease) in other assets (303) -
Increase (decrease) in other labilities (6) 14
(637) (67)
Cash Flows from Investment Activities:
Increase m mterest-bearmg deposits (1) (396)
(1) (396)
Cash Flows from Financing Activities:
Increase i other borrowings 13 7.869
Exercise of Stock Options 3.114 -
Repurchase of stock - (6.400)
3.127 1 469
Increase m cash and cash equivalents 2469 1,006
Cash and Cash Equivalenis Begmning of Year 1.006 -
Cash and Cash Equivalents End of Year $ 3475 $ 1.006
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