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Dear Community Bank of the Bay Shareholder:
Since our last shareholder letter and meeting occurred only a few months ago, we will be
relatively brief in discussing overall 2016 results in this letter and will instead focus more
on our current position and the conditions that brought us here.
Our bank posted a number of financial records in 2016. Both total assets of $249.0
million and deposits of $223.4 million represented year end highs. All key balance sheet
metrics except for loans, at $186.5 million, reached record levels. Income generation was
also strong. Record pre-tax income of $3.0 million and net income of $1.8 million both
represented a 34% increase from the prior year.
In sum, 2016 was another good year, but frankly we can do even better. We faced a
number of key constraints that affected results later in the year. While still considered
“well capitalized” by regulatory authorities, we entered the year with capital ratios at
82% of peers. When combined with a concentration in commercial real estate loans that
was 23% above peers, we decided it was necessary to scale back growth in the second
half of the year to maintain our capital ratios. We knew that restricting growth would be
a challenge for an organization that has seen average compounded asset growth of over
17% in the four years prior to 2016, but we believed doing so was prudent.
We managed to the restricted growth plan before experiencing a few large loan pay-offs
in the fourth quarter. The reduction in loans from the $200 million level to $186.5
million at year end would have had a negative effect on our future earnings if not
rectified.
Considering the economic strength we are seeing in our markets, both the board and
management agreed that we needed to return to a growth oriented strategy. Doing so
would require additional capital. Various capital options were considered and available,
but it quickly became clear that post-election equity market strength provided our best
option. Furthermore, we believed that institutional investors with their ability to provide
capital both now and in the future, and their professional guidance and networking
opportunities provided the best long term option for the bank and its shareholders.
In March 2017 we announced the close of $12 million in new common equity from six
institutional investors and our board. Post-close equity of approximately $36 million
resulted in strong capital ratios compared to peers and once again provides the capacity
for prudent growth. Our board’s unwavering financial commitment to the bank was seen
as an important vote of confidence by all potential investors, and all our shareholders
should be grateful for their continued efforts on our behalf.

We recognize that we are now being charged with building not just a bigger bank, but a
better bank. We intend to work toward profitability measures such as return on assets
and efficiency ratios that will put us on par with the very best of our peers. We are
committed to achieving those results and we are conducting a full review of our
organization in order to get there. This effort, which we are calling CBB 20-20 looks
closely at every aspect of our existing organization and positions us for where we will be
by the end of 2020. The process is almost complete and we are already excited by the
results. We are reviving our lending efforts and implementing process improvements that
will reduce costs and improve productivity. We are also developing better messaging and
consistency in our marketing and investing in our future. We are pleased to announce
that we have begun an officer training program to develop some of the analysts and
relationship managers that we will need as we grow. Our board is also actively engaged
in this effort, and we look forward to sharing the results of these and other initiatives with
you during the coming year.
We have also recognized that the geographic dispersion of our shareholder base has
limited attendance at our annual shareholder meetings to where a combined business and
celebratory event no longer warrants the expense. Beginning this year, we will hold a
business-only shareholder meeting, focused only on the organizational business required,
and redeploy our efforts to separate events for shareholders and clients during the year in
each of our distinct markets. We hope that you find attending these local events to be
convenient and valuable. For those who would like to attend our shareholder meeting it
will be held at the Community Bank of the Bay headquarters in Oakland on May 24,
2017 at 9:00 am.
All of us at Community Bank of the Bay thank you for your continued support.
Sincerely,

Chairman of the Board

President & CEO

Report of Independent Auditors and
Financial Statements

Community Bank of the Bay
December 31, 2016 and 2015
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REPORT OF INDEPENDENT AUDITORS
The Board of Directors and Shareholders
Community Bank of the Bay
Report on the Financial Statements
We have audited the accompanying financial statements of Community Bank of the Bay (the Bank),
which comprise the balance sheets as of December 31, 2016 and 2015, and the related statements of
income, comprehensive income, shareholders’ equity, and cash flows for the years then ended, and the
related notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free 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 auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the Bank’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 Bank’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 Community Bank of the Bay 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.

Stockton, California
March 24, 2017
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FINANCIAL STATEMENTS
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COMMUNITY BANK OF THE BAY
BALANCE SHEETS
ASSETS
DECEMBER 31,
2016
Cash and due from banks
Federal funds sold

$

Total cash and cash equivalents
Interest‐bearing deposits in banks
Available‐for‐sale investment securities
Loans, held for sale
Loans, less allowance for loan losses of $3,173,518
in 2016 and $3,487,978 in 2015
Premises and equipment, net
Bank‐owned life insurance
Interest receivable and other assets
Total assets

33,429,100
250,565

2015
$

33,679,665

18,175,916

20,194,082
3,361,043
866,545

14,412,000
3,819,462
1,879,946

182,467,491
528,465
4,026,042

194,393,778
658,649
3,906,471

3,907,120
$

17,925,265
250,651

249,030,453

4,148,646
$

241,394,868

$

72,389,736
145,580,146

LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits
Non‐interest bearing
Interest bearing

$

Total deposits

223,430,771

Interest payable and other liabilities
Total liabilities
Commitments and contingencies (Note 10)
Shareholders’ equity
Preferred stock, no par value; 10,000,000 shares
authorized; 4,060 shares issued and outstanding
in 2016 and 2015
Class A common stock, voting, no par value; 10,000,000
shares authorized; 4,290,107 and 4,175,591 shares
issued and outstanding in 2016 and 2015, respectively
Class B common stock, non‐voting, no par value;
10,000,000 shares authorized; 56,844 shares issued
and outstanding in 2016 and 2015
Accumulated deficit
Accumulated other comprehensive (loss), net of taxes
Total shareholders’ equity
Total liabilities and shareholders’ equity
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76,175,651
147,255,120

$

217,969,882

708,479

855,385

224,139,250

218,825,267

4,060,000

4,060,000

22,156,169

21,528,681

1,421,100
(2,683,547)
(62,519)

1,421,100
(4,391,342)
(48,838)

24,891,203
249,030,453

$

22,569,601
241,394,868

See accompanying notes and report of independent auditors

COMMUNITY BANK OF THE BAY
STATEMENTS OF INCOME

YEARS ENDED DECEMBER 31,
2016
2015
INTEREST INCOME
Interest and fees on loans
Interest on investment securities
Interest on federal funds sold
Interest on deposits in banks
INTEREST EXPENSE
Interest expense on deposits
Interest on borrowings
Total interest expense
Net interest income
PROVISION FOR LOAN LOSSES
Net interest income after provision for loan losses
NON‐INTEREST INCOME
Service charges
Government grant
Gain on sale of securities
Gain on sale of loans, net
Gain on sale of other real estate owned
Other income
Total non‐interest income
NON‐INTEREST EXPENSES
Salaries and employee benefits
Stock option expense
Occupancy and equipment
Other expenses
Total non‐interest expenses
Net operating income before provision for
income taxes
INCOME TAX EXPENSE
Net income
Dividends on preferred stock
Net income available to common shareholders
NET INCOME PER SHARE – BASIC
NET INCOME PER SHARE – DILUTED

See accompanying notes and report of independent auditors

$

$
$
$

10,209,965
165,765
3
377,081
10,752,814

$

9,974,743
171,083
8
298,909
10,444,743

822,856
25
822,881
9,929,933
‐
9,929,933

789,116
4,087
793,203
9,651,540
1,250,000
8,401,540

250,240
‐
9,469
727,860
‐
474,847
1,462,416

367,444
265,496
40,365
788,191
63,386
447,433
1,972,315

4,495,425
233,898
1,339,604
2,347,427
8,416,354

4,341,285
331,713
1,336,285
2,143,675
8,152,958

2,975,995
1,187,000
1,788,995
81,200
1,707,795
0.39
0.38

2,220,897
888,000
1,332,897
81,200
1,251,697
0.30
0.28

$
$
$
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COMMUNITY BANK OF THE BAY
STATEMENTS OF COMPREHENSIVE INCOME

YEARS ENDED DECEMBER 31,
2016
2015
Net income

$

1,788,995

$

1,332,897

Unrealized (loss) gain
on available‐for‐sale securities

(4,212)

(20,077)

Reclassification adjustment for
net gain realized and
reported in net income

(9,469)

(40,365)

(13,681)

(60,442)

Net unrealized (losses) gains

‐

Income tax expense

Other comprehensive (loss) income
Total comprehensive income
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(4,236)

(13,681)
$

1,775,314

(64,678)
$

1,268,219

See accompanying notes and report of independent auditors

COMMUNITY BANK OF THE BAY
STATEMENTS OF SHAREHOLDERS’ EQUITY

Class A
Common Stock
Shares
Amount

Preferred
Stock
Balances, January 1, 2015

$

4,060,000

4,163,591

Stock option exercised

‐

Stock option expense

Accumulated
Other
Comprehensive
Income (Loss)

Accumulated
Deficit

56,844

$ 1,421,100

12,000

30,360

‐

‐

‐

‐

30,360

‐

‐

331,713

‐

‐

‐

‐

331,713

Dividend paid on preferred stock

‐

‐

‐

‐

‐

‐

(81,200)

Net income

‐

‐

‐

‐

‐

1,332,897

Other comprehensive loss

‐

‐

‐

‐

‐

‐

4,060,000

4,175,591

21,528,681

56,844

1,421,100

Stock option exercised

‐

114,516

393,590

‐

‐

‐

‐

393,590

Stock option expense

‐

‐

233,898

‐

‐

‐

‐

233,898

Dividend paid on preferred stock

‐

‐

‐

‐

‐

‐

(81,200)

Net income

‐

‐

‐

‐

‐

1,788,995

Other comprehensive income

‐

‐

‐

‐

‐

‐

4,060,000

4,290,107

22,156,169

56,844

$ 1,421,100

Balances, December 31, 2016

$

See accompanying notes and report of independent auditors

$

$

(5,643,039)

$

(81,200)

(64,678)

(48,838)

22,569,601

‐

1,788,995

(13,681)
$

(62,519)

21,020,509

1,332,897

(64,678)

(81,200)

(2,683,547)

$

‐

(4,391,342)

$

15,840

Total
Shareholders’
Equity

21,166,608

Balances, December 31, 2015

$

Class B
Common Stock
Shares
Amount

(13,681)
$

24,891,203
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COMMUNITY BANK OF THE BAY
STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31,
2016
2015
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to
net cash from operating activities:
Provision for loan losses
Change in deferred loan origination fees, net
Depreciation, amortization, and accretion
Gain on sale of securities
Gain on sale of other real estate owned
Proceeds from the sale of loans held for sale
Originations of loans held for sale
Gain on sale of loans, net
Stock option expense
Increase in cash surrender value of
bank owned life insurance
Decrease (increase) in interest receivable
and other assets
(Decrease) in interest payable
and other liabilities
Net cash from operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sold, called, and matured
available‐for‐sale investment securities
Proceeds from principal repayments from
available‐for‐sale investment securities
Purchases of available‐for‐sale investment securities
Purchase of interest‐bearing deposits
Proceeds from maturities of interest‐bearing deposits
Net decrease (increase) in loans
Purchases of premises and equipment
Purchases of FHLB stock
Proceeds from sale of premises and equipment
Proceeds from sale of other real estate owned
Net cash from investing activities
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$

1,788,995

$

1,332,897

‐
33,626
206,133
(9,469)
‐
7,292,413
(5,551,152)
(727,860)
233,898

1,250,000
(26,776)
228,715
(40,365)
(63,386)
10,512,348
(11,021,153)
(788,191)
331,713

(119,571)

(117,117)

297,956

(841,775)

(146,906)

(121,576)

3,298,063

635,334

2,458,159

2,304,232

490,152
(2,520,988)
(5,782,082)
‐
11,892,661
(91,302)
(59,900)
45,707
‐
6,432,407

980,494
‐
(1,719,000)
200,000
(24,313,222)
(151,082)
(176,800)
‐
1,034,297
(21,841,081)

See accompanying notes and report of independent auditors

COMMUNITY BANK OF THE BAY
STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31,
2016
2015
CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in demand, interest bearing,
and savings deposits
Net decrease in time deposits
Dividends paid on preferred stock
Repayment of FHLB borrowings
Proceeds from exercise of stock options

11,328,409
(5,867,520)
(81,200)
‐
393,590

19,924,991
(776,231)
(81,200)
(3,999,388)
30,360

5,773,279

15,098,532

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

15,503,749

(6,107,215)

CASH AND CASH EQUIVALENTS, beginning of year

18,175,916

24,283,131

Net cash from financing activities

CASH AND CASH EQUIVALENTS, end of year

$

33,679,665

$

18,175,916

$
$

817,123
1,220,000

$
$

789,237
1,605,000

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the year for:
Interest expense
Income taxes

See accompanying notes and report of independent auditors
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COMMUNITY BANK OF THE BAY
NOTES TO FINANCIAL STATEMENTS
NOTE 1 – ORGANIZATION AND NATURE OF BUSINESS
General – Community Bank of the Bay (the Bank) is a California state chartered bank that commenced
banking operations on July 22, 1996. The Bank provides a range of banking services to individuals and
businesses in the greater San Francisco Bay area, especially businesses employing residents of low and
moderate income neighborhoods. The Bank’s primary source of revenue is generated from providing
loans to customers who are predominately small and middle market businesses and individuals residing
in the surrounding areas.
NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The accounting and reporting policies of the Bank conform with accounting principles generally
accepted in the United States of America and prevailing practices within the banking industry.
Use of estimates – The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions. These estimates and
assumptions affect the reported amounts of assets and liabilities at the date of the financial statements
and reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.
The allowance for loan losses is the most significant accounting estimate reflected in the Bank’s financial
statements. The allowance for loan losses includes charges to reduce the recorded balances of loans
receivable to their estimated net realizable value, as appropriate. The allowance is based on estimates,
and ultimate losses may vary from current estimates. These estimates for losses are based on individual
assets and their related cash flow forecasts, sales values, independent appraisals, the volatility of certain
real estate markets, and concern for disposing of real estate in distressed markets. Although
management of the Bank believes the estimates underlying the calculation of specific allowances are
reasonable, there can be no assurances that the Bank could ultimately realize these values. In addition to
providing valuation allowances on specific assets where a decline in value has been identified, the Bank
establishes general valuation allowances for losses based on the overall portfolio composition, general
market conditions, concentrations, and prior loss experience.
Other significant management judgments and accounting estimates reflected in the Bank’s financial
statements include:
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Decisions regarding the timing and placement of loans on non‐accrual;
Determination, recognition, and measurement of impaired loans;
Determination and evaluation of deferred tax assets and liabilities;
Determination of the fair value of stock option awards;
Determination of the fair value of financial instruments; and
Determination of the fair value of other real estate owned.

COMMUNITY BANK OF THE BAY
NOTES TO FINANCIAL STATEMENTS
NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Concentrations of credit risk – Assets and liabilities that subject the Bank to concentrations of credit
risk consist of loans and deposits. Most of the Bank’s customers are located within Alameda and Contra
Costa counties and the surrounding areas. The Bank’s primary lending products are discussed in Note 5
to the financial statements. The Bank did not have any significant concentrations in its business with any
one customer or industry. The Bank obtains what it believes to be sufficient collateral to secure potential
losses on loans. The extent and value of collateral varies based upon the details underlying each loan
agreement.
As of December 31, 2016 and 2015, the Bank had cash deposits at other financial institutions in excess
of FDIC insured limits. However, as the Bank places these deposits with major financial institutions and
monitors the financial condition of these institutions, management believes the risk of loss to be
minimal.
Cash and cash equivalents – For purposes of the statements of cash flows, the Bank considers cash,
due from banks, money market funds, federal funds sold, and securities purchased under agreements to
resell to be cash equivalents. All have original maturities of three months or less.
Available‐for‐sale investment securities – Available‐for‐sale securities are reported at fair value, with
unrealized gains and losses excluded from earnings and reported, net of taxes, as accumulated other
comprehensive income (loss) within shareholders’ equity.
Management determines the appropriate classification of its investment securities at the time of
purchase and may only change the classification in certain limited circumstances. At December 31, 2016
and 2015, all of the Bank’s investments were classified as available‐for‐sale.
Gains and losses on the sale of investment securities are computed using the specific identification
method. Interest earned on investment securities is reported in interest income, net of applicable
adjustments for accretion of discounts and amortization of premiums.
Investments with fair values that are less than amortized cost are considered impaired. Impairment may
result from either a decline in the financial condition of the issuing entity or, in the case of fixed interest
rate investments, from rising interest rates. At each financial statement date, management assesses each
investment to determine if impaired investments are temporarily impaired or if the impairment is other
than temporary. This assessment includes a determination of whether the Bank intends to sell the
security, or if it is more likely than not that the Bank will be required to sell the security before recovery
of its amortized cost basis less any current‐period credit losses. For debt securities that are considered
other than temporarily impaired and that the Bank does not intend to sell and will not be required to
sell prior to recovery of the amortized cost basis, the amount of impairment is separated into the
amount that is credit related (credit loss component) and the amount due to all other factors. The credit
loss component is recognized in earnings and is calculated as the difference between the security’s
amortized cost basis and the present value of its expected future cash flows. The remaining difference
between the security’s fair value and the present value of the future expected cash flows is deemed to be
due to factors that are not credit related and is recognized in other comprehensive income (loss).
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COMMUNITY BANK OF THE BAY
NOTES TO FINANCIAL STATEMENTS
NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Investment in Federal Home Loan Bank stock – In order to borrow from the Federal Home Loan
Bank (FHLB), the Bank is required to maintain an investment in FHLB capital stock. The investment of
$893,200 and $833,300 at December 31, 2016 and 2015, respectively, is carried at cost, redeemable at
par, at the discretion of the FHLB, and included in interest receivable and other assets on the balance
sheets.
Loans and loan fees – Loans are reported at their principal outstanding balance net of charge‐offs. Loan
origination fees and certain direct loan origination costs are deferred and the net amounts are
amortized to interest income by a method that approximates a level yield over the contractual life of the
underlying loans.
Income recognition on loans  Interest on loans, other than discounted installment loans, is credited
to income based on the principal amount outstanding on a daily basis. Interest on discounted
installment loans is recognized by a method which approximates the effective interest method. Interest
accruals are discontinued on certain loans when collection of principal or interest is considered
doubtful, or when a loan becomes contractually past due by 90 days or more with respect to interest or
principal. When a loan is placed on non‐accrual status, all interest previously accrued but not collected is
reversed against current period interest income. Income on such loans is then recognized only to the
extent that cash is received and where the future collection of principal is probable. Interest accruals are
resumed on such loans when, in the judgment of management, the loans are estimated to be fully
collectible as to both principal and interest.
Allowance for loan losses – The allowance for loan losses is established through a provision for loan
losses charged to operations. The adequacy of the allowance for loan losses is periodically evaluated by
the Bank in order to maintain the allowance at a level that, in the opinion of management, is adequate to
absorb losses inherent in existing loans. Management’s evaluation of the adequacy of the allowance is
based on a consideration of the Bank’s historical loss experience, known and inherent risks in the loan
portfolio, including adverse circumstances that may affect the ability of the borrower to repay interest
and/or principal, the estimated value of any underlying collateral, and an analysis of the levels and
trends of delinquencies and charge‐offs. Actual results could differ from those estimates.
When a loan or portion of a loan is determined to be uncollectible, the portion deemed uncollectible is
charged against the allowance and subsequent recoveries, if any, are credited to the allowance.
The allowance consists of specific, general, and unallocated components. The specific component relates
to loans that are classified as impaired. Impaired loans, as defined, are measured based on the present
value of expected future cash flows discounted at the loan’s effective interest rate or the fair value of the
collateral, if the loan is collateral dependent. The general component relates to non‐impaired loans and
is based on historical loss experience adjusted for qualitative factors. An unallocated component may be
maintained to cover uncertainties that could affect management’s estimate of probable losses. The
unallocated component of the allowance reflects the margin of imprecision inherent in the underlying
assumptions used in the methodologies for estimating specific and general losses in the portfolio.
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COMMUNITY BANK OF THE BAY
NOTES TO FINANCIAL STATEMENTS
NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Allowance for loan losses (continued) – A loan is considered impaired if, based on current
information and events, it is probable that the Bank will be unable to collect the scheduled payments of
principal or interest when due, according to the contractual terms of the loan agreement.
Troubled debt restructuring – In situations where, for economic or legal reasons related to a
borrower’s financial difficulties, the Bank grants a concession to the borrower that it would not
otherwise consider, the related loan is classified as a troubled debt restructuring. The Bank measures
any loss on the troubled debt restructuring in accordance with the guidance concerning impaired loans
set forth above. Additionally, loans modified in troubled debt restructurings are generally placed on
non‐accrual status at the time of restructuring. These loans are returned to accrual status after the
borrower demonstrates performance with the modified terms for a sustained period of time (generally
six months) and has the capacity to continue to perform in accordance with the modified terms of the
restructured debt.
Loans held for sale – The Bank has originated government guaranteed loans to customers under the
Small Business Administration (SBA) program. The SBA provides guarantees of 75% to 90% of each
loan. For some of these loans, the Bank sells the guaranteed portion of the loan to a third party and
retains the unguaranteed portion in its own portfolio. Loans held for sale include government loans and
are reported at the lower of cost or fair value. Fair value is based on what secondary markets are
currently offering for portfolios with similar characteristics. Gains or losses on the sale of loans that are
held for sale are recognized at the time of the sale, subject to the expiration of any warranty or recourse
provisions, and determined by the difference between net sale proceeds and the net book value of the
loans less the estimated fair value of any retained mortgage servicing rights and estimated discount
recognized against the retained portion of the loan.
Servicing assets – Periodically, the Bank sells loans and retains the servicing rights. The gain or loss on
sale of loans depends in part on the previous carrying amount of the financial assets involved in the
transfer, allocated between the assets sold and the retained interests based on their relative fair value at
the date of transfer. To obtain fair values, quoted market prices are used, if available. However, quotes
are generally not available for retained interests, so the Bank generally estimates fair value based on the
present value of future expected cash flows using management’s best estimates of the key assumptions –
credit losses, prepayment speeds, forward yield curves, and discount rates commensurate with the risks
involved.
The Bank measures servicing assets initially at fair value and amortizes the servicing rights in
proportion to, and over the period of, estimated net servicing revenues. Management assesses servicing
rights for impairment as of each financial reporting date. Fair value adjustments that encompass
market‐driven valuation changes and the runoff in value that occurs from the passage of time are each
separately reported. Total servicing assets included in other assets were $649,710 and $509,729 at
December 31, 2016 and 2015, respectively. The Bank evaluated the servicing asset for impairment at
December 31, 2016 and 2015 and determined that no valuation allowance was needed.
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COMMUNITY BANK OF THE BAY
NOTES TO FINANCIAL STATEMENTS
NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Servicing assets (continued) – The Bank services loans that have been participated with other
financial institutions totaling $41,492,230 and $35,995,851 as of December 31, 2016 and 2015,
respectively. Control over these loans was surrendered without recourse and, therefore, the sold
balances are not included on the Bank’s balance sheets.
Transfers of financial assets – Transfers of financial assets are accounted for as sales when control
over the assets has been surrendered. Control over transferred assets is deemed to be surrendered
when: (1) the assets have been isolated from the Bank, (2) the transferee obtains the rights (free of
conditions that prevent it from taking advantage of that right, beyond a more than trivial benefit to the
transferor) to pledge or exchange the transferred assets, and (3) the Bank does not maintain effective
control over the transferred assets through an agreement to repurchase them before their maturity.
The Bank sells certain portions of government guaranteed loans in the secondary market. These sales
are recorded by the Bank when control is surrendered and any warranty period or recourse provision
expires. There were no warranty or recourse provisions outstanding at December 31, 2016 for loans
sold during 2016 and 2015.
Premises and equipment – Premises and equipment are stated at cost less accumulated depreciation
and amortization. Depreciation and amortization are provided for in amounts sufficient to relate the
cost of depreciable assets to operations over their estimated service lives using the straight‐line basis.
The estimated lives used in determining depreciation are:
Leasehold improvements
Furniture, fixtures, and equipment

5 years
3 – 7 years

Leasehold improvements are amortized over the lesser of the useful life of the asset or the term of the
lease. The straight‐line method of depreciation is followed for all assets for financial reporting purposes,
but accelerated methods are used for tax purposes. Deferred income taxes have been provided for the
resulting temporary differences.
Bank‐owned life insurance – The Bank has purchased insurance on the lives of Bank executives. The
policies accumulate asset values to meet future liabilities including payment of employee benefits such
as split dollar life insurance agreements, which provide an insurance benefit to the family of the
individual on whom the policy is held. The cash surrender value of policies is recorded as an asset on the
balance sheets. Increases in the cash surrender value are recorded as other non‐interest income in the
statements of income.
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NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Other real estate owned – Other real estate owned is comprised of property acquired through
foreclosure in satisfaction of indebtedness. These properties are recorded at fair value less estimated
selling costs at the time of foreclosure establishing a new cost basis. Revised estimates to the fair value
less cost to sell are reported as adjustments to the carrying amount of the asset, provided that such
adjusted value is not in excess of the carrying amount at acquisition. Initial losses on properties acquired
through full or partial satisfaction of debt are treated as credit losses and charged to the allowance for
loan losses at the time of acquisition. Subsequent declines in value from the recorded amounts, routine
holding costs, and gains or losses upon disposition, if any, are included in non‐interest income or
expense as incurred.
Income taxes – The Bank uses the asset and liability method to account for income taxes. Under such
method, deferred tax assets and liabilities are recognized for the future tax consequences of differences
between financial statement carrying amounts of existing assets and liabilities and their respective tax
basis (temporary differences). Deferred tax assets and liabilities are reflected at currently enacted
income tax rates applicable to the year 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 for income taxes in the year of enactment.
A valuation allowance is established to the extent that it is more likely than not that the benefits
associated with the deferred tax assets will not be fully realized.
The Bank had no unrecognized tax benefits at December 31, 2016 and 2015.
The Bank recognizes interest accrued and penalties related to unrecognized tax benefits in tax expense.
During the years ended December 31, 2016 and 2015, the Bank recognized no interest and penalties.
With few exceptions, the Bank is no longer subject to examinations by U.S. federal taxing authorities for
years ended before December 31, 2012, and by state authorities for years ended before December 31,
2011.
Comprehensive income – Comprehensive income includes net income and other comprehensive
income. The Bank’s primary source of comprehensive income is unrealized gains and losses on
securities available for sale. Reclassification adjustments result from gains or losses on securities that
are realized and included in net income of the current period that also had been included in other
comprehensive income as unrealized holding gains or losses in the period in which they arose. Total
comprehensive income and the components of accumulated other comprehensive income are presented
in the statements of comprehensive income.
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NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Stock‐based compensation – The Bank recognizes compensation expense for awards of stock options
to employees and directors based on the grant‐date fair value of those awards. The fair value of each
option granted is estimated on the date of grant using the Black‐Scholes options‐pricing model. The
assumptions used in this model include an estimate of expected volatility, which is based on the
historical volatility of the price of similar bank stocks, and an estimate of the expected option term,
which is based on consideration of the vesting period and contractual term of the option. In addition, the
Bank estimates the number of options expected to be forfeited based on historical forfeiture rates. The
risk‐free interest rates are equal to the U.S. Treasury yield at the time of the grant and commensurate
with the expected term of the grant. Expense is recognized over the vesting period of the options. The
Bank’s stock compensation plan and related assumptions used in determining the fair value of awards
are discussed in Note 11.
Advertising costs – The Bank expenses advertising costs as they are incurred. Advertising expense was
$123,206 and $136,405 for the years ended December 31, 2016 and 2015, respectively.
Net income per share – Basic net income per share amounts are computed by dividing net income
available to common shareholders by the weighted average number of common shares outstanding
during the year. Diluted earnings per share reflects the potential dilution that could occur if securities or
other contracts to issue common stock, such as stock options, result in the issuance of common stock
which share in the earnings of the Bank. The treasury stock method is applied to determine the dilutive
effect of stock options when computing diluted earnings per share. However, dilutive earnings per share
amounts are not presented when a net loss occurs because the conversion of potential common stock is
anti‐dilutive.
Recent accounting pronouncements – adoption of new accounting standards – In June 2016, the
FASB issued ASU 2016‐13, Financial Instruments – Credit Losses (Topic 326): Measurement of Credit
Losses on Financial Instruments. The ASU will require the earlier recognition of credit losses on loans and
other financial instruments based on an expected loss model, replacing the incurred loss model that is
currently in use. Under the new guidance, an entity will measure all expected credit losses for financial
instruments held at the reporting date based on historical experience, current conditions, and
reasonable and supportable forecasts. The expected loss model will apply to loans and leases, unfunded
lending commitments, held‐to‐maturity debt securities and other debt instruments measured at
amortized cost. The impairment model for available‐for‐sale debt securities will require the recognition
of credit losses through a valuation allowance when fair value is less than amortized cost, regardless of
whether the impairment is considered to be other‐than‐temporary. The new guidance is effective on
January 1, 2020, with early adoption permitted on January 1, 2019. The Bank is currently evaluating the
provisions of this ASU and will be monitoring developments and additional guidance to determine the
timing of adoption and the potential outcome the amendments will have on our financial condition and
results of operations.
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NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Recent accounting pronouncements – adoption of new accounting standards (continued) – In
February 2016, the FASB issued ASU 2016‐02, Leases (Topic 842). This ASU revises the accounting
related to lessee accounting. Under the new guidance, lessees will be required to recognize a right‐of‐use
asset and a lease liability for all leases. The new lease guidance also simplified the accounting for sale
and leaseback transactions primarily due to the recognition of lease assets and lease liabilities. ASU
2016‐02 is effective for the first interim period within annual periods beginning after December 15,
2018. The standard is required to be adopted using the modified retrospective transition approach for
leases existing at, or entered into after, the beginning of the earliest comparative period presented in the
financial statements. We do not anticipate that this ASU will have a significant impact on the Bank’s
financial statements.
Recent accounting pronouncements – In August 2015, the FASB issued ASU 2015‐14 which deferred
the effective date of ASU 2014‐09, Revenue from Contracts with Customers (Topic 606). As a result of the
deferral, the guidance in ASU 2014‐09 will be effective for the Company for reporting periods beginning
after December 15, 2017. The update modifies the guidance companies use to recognize revenue from
contracts with customers for transfers of goods or services and transfers of nonfinancial assets, unless
those contracts are within the scope of other standards. The guidance also requires new qualitative and
quantitative disclosures, including information about contract balances and performance obligations.
The Bank is currently evaluating the provisions of this ASU and will be monitoring developments and
additional guidance to determine the timing of adoption and the potential outcome the amendments will
have on the financial condition and results of operations.
NOTE 3 – CASH AND DUE FROM BANKS
Cash and due from banks includes balances with the Federal Reserve Bank and other correspondent
banks. The average reserve requirements are based on a percentage of the Bank’s deposit liabilities. In
addition, the Federal Reserve Bank requires the Bank to maintain a certain minimum balance at all
times. At December 31, 2016 and 2015, the Bank’s cash balances were sufficient to comply with this
reserve requirement and, therefore, no such reserve balances were required to be held with the Federal
Reserve Bank.
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NOTE 4 – AVAILABLE‐FOR‐SALE INVESTMENT SECURITIES
The amortized cost and estimated fair value of available‐for‐sale securities as of December 31, 2016 and
2015 are as follows:

2016
Amortized
Cost
Mortgage‐backed securities
CMOs

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Estimated
Fair
Value

$ 2,597,132
810,566

$

1,070
2,909

$

(47,201)
(3,433)

$ 2,551,001
810,042

$ 3,407,698

$

3,979

$

(50,634)

$ 3,361,043

2015
Amortized
Cost
Municipal securities (taxable)
Municipal securities
(non‐taxable)
U.S. agency
Mortgage‐backed securities
CMOs
Corporates

$

656,394

Gross
Unrealized
Gains
$

‐
500,000
1,110,467
937,739
651,308
$ 3,855,908

Gross
Unrealized
Losses
‐

$

‐
‐
885
6,849
42
$

7,776

$

(19,566)

Estimated
Fair
Value
$

636,828

‐
(12,860)
(3,328)
(8,003)
(465)

‐
487,140
1,108,024
936,585
650,885

(44,222)

$ 3,819,462

Proceeds from the sales of investment securities totaled $2,304,232 and $2,263,897 during the years
ended December 31, 2016 and 2015, respectively. Gross realized gains totaled $9,469 and $40,365
during 2016 and 2015, respectively. There were no gross realized losses during 2016 and 2015.
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NOTE 4 – AVAILABLE‐FOR‐SALE INVESTMENT SECURITIES (CONTINUED)
Available‐for‐sale investment securities with unrealized losses at December 31, 2016 and 2015 are
summarized and classified according to the duration of the loss period as follows:
2016
Less than 12 months

Mortgage‐backed securities $
CMOs

12 months or more

Total

Fair

Unrealized

Fair

Unrealized

Fair

Unrealized

Value

Loss

Value

Loss

Value

Loss

427,639

$

(3,433)

1,907,742

(34,982)

$ 2,335,381

$ (38,415)

$
$

‐

$

‐

$

427,639

$

(3,433)

326,372

(12,219)

2,234,114

(47,201)

326,372

$ (12,219)

$ 2,661,753

$ (50,634)

2015
Less than 12 months

12 months or more

Total

Fair

Unrealized

Fair

Unrealized

Fair

Unrealized

Value

Loss

Value

Loss

Value

Loss

Municipal securities
(taxable)
U.S. agency
Mortgage‐backed securities
CMOs
Corporates

$

‐

$

‐

‐

835,591
301,338

(3,328)
(465)

‐
$ 1,136,929

‐

‐
$

(3,793)

$

636,828

$ (19,566)

487,140

(12,860)

‐
‐

‐
‐

$

636,828

$ (19,566)

487,140

(12,860)

835,591
301,338

(3,328)
(465)

399,215

(8,003)

399,215

(8,003)

$ 1,523,183

$ (40,429)

$ 2,660,112

$ (44,222)

Certain investment securities shown above currently have fair values less than amortized cost and,
therefore, contain unrealized losses. The Bank does not have the intent to sell the investments that are
temporarily impaired, and it is more likely than not that the Bank will not be required to sell those
investments before recovery of the amortized cost basis. The Bank has evaluated these securities and
has determined that the decline in value is not other than temporary and is related to the change in
market interest rates since purchase. The decline in value is not related to any company or industry
specific event. These temporary unrealized losses relate principally to current interest rates for similar
types of securities. In analyzing an issuer’s financial condition, management considers whether the
securities are issued by the federal government or its agencies, whether downgrades by bond rating
agencies have occurred, and the results of reviews of the issuer’s financial condition. There were 6 and 8
investment securities with unrealized losses at December 31, 2016 and 2015, respectively. The Bank
anticipates full recovery of amortized cost with respect to these securities at maturity or sooner in the
event of a more favorable market interest rate environment.
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NOTE 4 – AVAILABLE‐FOR‐SALE INVESTMENT SECURITIES (CONTINUED)
The amortized cost and estimated fair value of available‐for‐sale investment securities at December 31,
2016 by contractual maturity are shown below. Expected maturities will differ from contractual
maturities because the issuers of the securities may have the right to call or prepay obligations with or
without call or prepayment penalties.

Estimated
Fair
Value

Amortized
Cost
Due in one year or less
Due after one year through five years
Due after five years through ten years
Due after ten years

$

‐
‐
501,546
2,906,152

$

‐
‐
494,282
2,866,761

$

3,407,698

$

3,361,043

No investment securities were pledged as of December 31, 2016. Investment securities with amortized
cost of $536,560 and estimated fair value of $524,743 were pledged to secure public funds, lines of
credit, and Federal Home Loan Bank advances at December 31, 2015.
NOTE 5 – LOANS
Outstanding loans, by class, are summarized as follows:

DECEMBER 31,
2016
Commercial
Commercial real estate
Non‐owner occupied
Owner occupied
Construction and land
Consumer and other

Deferred loan fees and costs, net
Allowance for loan losses

$

46,670,006

2015
$

54,881,147

44,057,448
61,438,776
27,408,762
6,216,049

53,318,482
55,427,328
19,230,643
15,140,562

185,791,041

197,998,162

(150,032)
(3,173,518)
$ 182,467,491

(116,406)
(3,487,978)
$ 194,393,778

Salaries and employee benefits totaling $222,000 and $322,000 have been deferred as loan origination
costs for the years ended December 31, 2016 and 2015, respectively.
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NOTE 5 – LOANS (CONTINUED)
The Bank has certain lending policies and procedures in place that are designed to maximize loan
income within an acceptable level of risk. Management reviews and approves these policies and
procedures on a regular basis. A reporting system supplements the review process by providing
management with frequent reports related to loan production, loan quality, concentrations of credit,
loan delinquencies, and non‐performing and potential problem loans. Diversification in the loan
portfolio is a means of managing risk associated with fluctuations in economic conditions.
Commercial loans are underwritten after evaluating and understanding the borrower’s ability to
operate profitably and prudently expand its business. Underwriting standards are designed to promote
relationship banking rather than transactional banking. Once it is determined that the borrower’s
management possesses sound ethics and solid business acumen, the Bank’s management examines
current and projected cash flows to determine the ability of the borrower to repay their obligations as
agreed. Commercial loans are primarily made based on the identified cash flows of the borrower and
secondarily on the underlying collateral provided by the borrower. The cash flows of borrowers,
however, may not be as expected and the collateral securing these loans may fluctuate in value. Most
commercial loans are secured by the assets being financed or other business assets such as accounts
receivable or inventory and may incorporate a personal guarantee; however, some short‐term loans
may be made on an unsecured basis. In the case of loans secured by accounts receivable, the availability
of funds for the repayment of these loans may be substantially dependent on the ability of the borrower
to collect amounts due from its customers.
Commercial real estate loans are subject to underwriting standards and processes similar to commercial
loans, in addition to those of real estate loans. These loans are viewed primarily as cash flow loans and
secondarily as loans secured by real estate. Commercial real estate lending typically involves higher loan
principal amounts and the repayment of these loans is generally largely dependent on the successful
operation of the property securing the loan or the business conducted on the property securing the loan.
Commercial real estate loans may be more adversely affected by conditions in the real estate markets or
in the general economy. The properties securing the Bank’s commercial real estate portfolio are diverse
in terms of type and geographic location. This diversity helps reduce the Bank’s exposure to adverse
economic events that affect any single market or industry. Management monitors and evaluates
commercial real estate loans based on collateral, geography, and risk grade criteria. As a general rule,
the Bank avoids financing single‐purpose projects unless other underwriting factors are present to help
mitigate risk. The Bank also utilizes third‐party experts to provide insight and guidance about economic
conditions and trends affecting market areas it serves. In addition, management tracks the level of
owner‐occupied commercial real estate loans versus non‐owner occupied loans.
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With respect to loans to developers and builders that are secured by non‐owner occupied properties
that the Bank may originate from time to time, the Bank generally requires the borrower to have had an
existing relationship with the Bank and have a proven record of success. Construction loans are
underwritten utilizing feasibility studies, independent appraisal reviews, sensitivity analysis of
absorption and lease rates, and financial analysis of the developers and property owners. Construction
loans are generally based upon estimates of costs and value associated with the completed project.
These estimates may be inaccurate. Construction loans often involve the disbursement of substantial
funds with repayment substantially dependent on the success of the ultimate project. Sources of
repayment for these types of loans may be pre‐committed permanent loans from approved long‐term
lenders, sales of developed property, or an interim loan commitment from the Bank until permanent
financing is obtained. These loans are closely monitored by on‐site inspections and are considered to
have higher risks than other real estate loans due to their ultimate repayment being sensitive to interest
rate changes, governmental regulation of real property, general economic conditions, and the
availability of long‐term financing.
Consumer loans primarily consist of home equity lines of credit and loans and other personal loans. The
Bank originates consumer loans utilizing credit history information, debt‐to‐income ratio, and loan‐to‐
value ratio analysis. The Bank also evaluates the consumer’s liquid assets and their ability to supplement
cash flow for debt payment. To monitor and manage consumer loan risk, policies and procedures are
developed and modified, as needed. This activity, coupled with relatively small loan amounts that are
spread across many individual borrowers, minimizes risk. Underwriting standards for home equity
loans include, but are not limited to, a maximum loan‐to‐value percentage of 80%, collection remedies,
the number of such loans a borrower can have at one time, and documentation requirements. Personal
loans are nearly evenly split between mobile home loans along with a small number of direct auto loans
and installment loans. Personal unsecured loans are offered to consumers with additional underwriting
procedures in place, including net worth and borrower’s verified liquid assets analysis. In general,
personal loans usually have a higher degree of risk than other types of loans.
The Bank utilizes an independent third party loan review consultant to review and validate the credit
risk program on a periodic basis. Results of these reviews are presented to management and the Bank’s
Board of Directors. The loan review process complements and reinforces the risk identification and
assessment decisions made by lenders and credit personnel, as well as the Bank’s policies and
procedures.
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The following table summarizes the credit quality indicators related to the Bank’s loans, by class, as of
December 31, 2016:
Special
Mention

Substandard

Doubtful

40,485,078

$ 3,688,710

$ 2,496,218

$

Commercial real estate
Non‐owner occupied
Owner occupied

43,491,841
60,010,621

565,607
1,428,155

‐
‐

‐
‐

44,057,448
61,438,776

Construction and land

20,898,116

6,510,646

‐

‐

27,408,762

5,547,312

‐

668,737

‐

6,216,049

$ 170,432,968

$ 12,193,118

$ 3,164,955

‐

$ 185,791,041

Pass
Commercial

$

Consumer and other
Total

$

‐

Totals
$

46,670,006

The following table summarizes the credit quality indicators related to the Bank’s loans, by class, as of
December 31, 2015:
Special
Mention

Pass
Commercial

$

50,576,845

$

Substandard

Doubtful

897,958

$ 3,406,343

$

‐

Totals
$

54,881,147

Commercial real estate
Non‐owner occupied
Owner occupied

51,921,372
51,578,945

‐
224,642

1,397,110
3,623,741

‐
‐

53,318,482
55,427,328

Construction and land

19,230,643

‐

‐

‐

19,230,643

Consumer and other

14,038,967

‐

1,101,595

‐

15,140,562

$ 187,346,772

$ 1,122,600

$ 9,528,789

‐

$ 197,998,162

Total

$

As a part of the on‐going monitoring of the credit quality of the Bank’s loan portfolio, management
monitors certain credit quality indicators including trends related to risk grade classifications,
concentrations, net charge‐offs, non‐performing loans, and general economic conditions.
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The Bank uses a risk grading system to assign a risk grade to each of its loans. Loans are graded on a
scale of 1 to 9, with grades 1 to 5 being termed pass loans and grades 6, 7, 8, and 9 being termed special
mention, substandard, doubtful, and loss, respectively. A description of the general characteristics of the
nine grades is as follows:
Pass (grades 1 – 5) – These loans generally conform to the Bank’s underwriting criteria and evidence
an acceptable level of credit risk.
Special Mention (grade 6) – These loans have weaknesses that require management’s close attention.
These weaknesses expose the Bank to a sufficient degree of risk to warrant classification. If left
uncorrected, these weaknesses will result in deterioration of the loan’s repayment prospects or the
borrower’s credit position at a future date. Loans in this category are currently protected, but are
potentially weak. The loans may (particularly in the short term) constitute a greater than average credit
risk, but do not presently expose the Bank to a sufficient degree of risk to warrant adverse classification.
This is a temporary classification pending identification of improvement or deterioration in the
criticized asset.
Substandard (grade 7) – Substandard loans are inadequately protected by the current net worth and
financial capacity of the borrower or the collateral pledged, if any. Loans so classified have a well‐
defined weakness or weaknesses that jeopardize the liquidation of the debt. They are characterized by
the distinct possibility that the Bank will sustain some loss if the deficiencies are not corrected. Loss
potential, while existing in the aggregate amount of substandard loans, does not have to exist in
individual loans classified substandard.
Doubtful (grade 8) – Loans classified doubtful have all the weaknesses inherent in those classified as
substandard with the added characteristic that the weaknesses make collection in full, on the basis of
currently existing facts, conditions, and values, highly questionable and improbable. The probability of
loss is extremely high but because of certain important and reasonably specific pending factors which
may work to strengthen (or weaken) the loan, its classification as an estimated loss is deferred until its
more exact status may be determined. Pending factors that may necessitate a doubtful classification
include bankruptcy or liquidation procedures, capital injection, or perfecting liens on additional
collateral refinancing plans. The Bank considers doubtful to be a temporary classification and will only
classify an asset, or portion of an asset, as such when information is not available to conclude as to
classification or more clearly define the potential for loss.
Loss (grade 9) – Assets classified loss are considered uncollectible and of such little value that their
continuance as assets is not warranted. This classification does not mean that an asset has absolutely no
recovery or salvage value, but rather that it is not practical or desirable to defer writing off a basically
worthless asset even though partial recovery may be affected in the future. Losses are taken in the
period in which they are identified as uncollectible.
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Age analysis of past due loans – The age analysis of past due loans by class as of December 31, 2016
consisted of the following:
Recorded
Greater

Commercial

Investment >

30‐59 Days

60‐89 Days

Than

Total Past

Past Due

Past Due

90 Days

Due

Current

492,308

$ 1,029,827

$ 45,640,179

$ 537,519

$

‐

$

$

Total

90 Days and

Loans

Accruing

46,670,006

$

‐

Commercial real estate
Non‐owner occupied

‐

‐

‐

‐

44,057,448

44,057,448

‐

Owner occupied

‐

‐

‐

‐

61,438,776

61,438,776

‐

Construction and land

‐

‐

‐

‐

27,408,762

27,408,762

‐

Consumer and other

‐

‐

668,737

668,737

5,547,312

6,216,049

‐

‐

$ 1,161,045

$ 1,698,564

$ 184,092,477

$ 185,791,041

Total

$ 537,519

$

$

‐

The age analysis of past due loans by class as of December 31, 2015 consisted of the following:
Recorded
Greater

Commercial

Investment >

30‐59 Days

60‐89 Days

Than

Total Past

Past Due

Past Due

90 Days

Due

‐

$ 1,448,508

$ 1,003,214

$ 2,451,722

$

Current
$

52,857,271

$

Total

90 Days and

Loans

Accruing

54,881,147

$

‐

Commercial real estate
Non‐owner occupied

244,122

‐

296,735

540,857

52,777,625

53,318,482

‐

Owner occupied

‐

‐

‐

‐

55,427,328

55,427,328

‐

Construction and land

‐

‐

‐

‐

19,230,643

19,230,643

‐

Consumer and other

‐

549,122

98,273

647,395

14,493,167

15,140,562

‐

$ 244,122

$ 1,997,630

$ 1,398,222

$ 3,639,974

$ 194,786,034

$ 197,998,162

Total

$

‐
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Information related to impaired loans by class as of December 31, 2016 and for the year then ended
consisted of the following:
Commercial

Commercial

Real Estate

Real Estate

Non‐Owner

Owner

Construction

Occupied

Occupied

and Land

Commercial

Consumer

Total

Recorded investment in impaired loans:
With no specific allowance recorded

$ 1,161,163

With a specific allowance recorded
Total recorded investment in impaired loans

$

‐

228,189

$

‐

‐

$

‐

‐

$

627,651

‐

$

‐

1,788,814
228,189

$ 1,389,352

$

‐

$

‐

$

‐

$

627,651

$

2,017,003

$ 1,305,124

$

‐

$

‐

$

‐

$

668,737

$

1,973,861

Unpaid principal balance of impaired loans:
With no specific allowance recorded
With a specific allowance recorded
Total unpaid principal balance of impaired loans
Specific allowance

242,909

‐

‐

‐

‐

242,909

$ 1,548,033

$

‐

$

‐

$

‐

$

668,737

$

2,216,770

$

113,927

$

‐

$

‐

$

‐

$

‐

$

113,927

$ 1,974,408

$

804,633

$

207,882

$

‐

$

885,166

$

3,872,089

$

$

‐

$

‐

$

‐

$

19,744

$

119,900

Average recorded investment in impaired loans during
the year
Interest income recognized in impaired loans during
the year

100,156

Information related to impaired loans by class as of December 31, 2015 and for the year then ended
consisted of the following:
Commercial

Commercial

Real Estate

Real Estate

Non‐Owner

Owner

Construction

Consumer

Commercial

Occupied

Occupied

and Land

and other

$ 1,056,382

$ 1,397,110

1,344,403

‐

Total

Recorded investment in impaired loans:
With no specific allowance recorded
With a specific allowance recorded
Total recorded investment in impaired loans

$

415,763

$

‐

‐

$

668,737

‐

432,858

$

3,537,992
1,777,261

$ 2,400,785

$

1,397,110

$

415,763

$

‐

$ 1,101,595

$

5,315,253

$ 1,056,382

$ 1,539,751

$

415,763

$

‐

$

$

3,680,633

Unpaid principal balance of impaired loans:
With no specific allowance recorded
With a specific allowance recorded
Total unpaid principal balance of impaired loans
Specific allowance

1,501,874

‐

432,858

$ 2,558,256

$

1,539,751

$

415,763

$

‐

$ 1,101,595

$

5,615,365

$

$

‐

$

‐

$

‐

$

66,348

$

132,511

$ 1,529,601

$ 1,167,884

$

728,360

$

34,036

$

550,798

$

4,010,679

$

$

$

25,433

$

‐

$

24,176

$

290,287

66,163

‐

‐

668,737

1,934,732

Average recorded investment in impaired loans during
the year
Interest income recognized in impaired loans during
the year
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NOTE 5 – LOANS (CONTINUED)
Year‐end non‐accrual loans, segregated by class, are as follows:

DECEMBER 31,
2016
Commercial
Commercial real estate
Non‐owner occupied
Owner occupied
Construction and land
Consumer and other

$

2015

1,389,352

$

‐
‐
‐
627,651
$

1,465,220
540,857
‐
‐
1,070,057

2,017,003

$

3,076,134

Changes in the allowance for loan losses, by class, for the year ended December 31, 2016 were as
follows:
Allowance for Credit Losses and Recorded Investment in Financing Receivables
For the Year Ended December 31, 2016

Commercial
Real Estate

Commercial

Construction
and Land

Consumer
and other

Unallocated

Total

Allowance for credit losses
Beginning balance
Charge‐offs
Recoveries
Provision

$

1,418,113
(668,055)
206,527
‐

$

1,043,262
‐
142,641
44,325

$

218,952
‐
‐
468,376

$

193,989
‐
4,427
‐

$

613,662
‐
‐
(512,701)

$

3,487,978
(668,055)
353,595
‐

Ending balance

$

956,585

$

1,230,228

$

687,328

$

198,416

$

100,961

$

3,173,518

Period‐end amount allocated to:
Loans individually evaluated
for impairment
$

113,927

$

‐

$

‐

$

‐

$

‐

$

113,927

Loans collectively evaluated
for impairment
Ending balance

842,658

1,230,228

687,328

198,416

100,961

3,059,591

$

956,585

$

1,230,228

$

687,328

$

198,416

$

100,961

$

3,173,518

$

1,389,352

$

‐

$

‐

$

627,651

$

‐

$

2,017,003

Loans
Individually evaluated for
impairment
Collectively evaluated for
impairment
Ending balance

$

45,280,654

105,496,224

27,408,762

5,588,398

46,670,006

$ 105,496,224

$ 27,408,762

$ 6,216,049

$

‐

183,774,038

‐

$ 185,791,041
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Changes in the allowance for loan losses, by class, for the year ended December 31, 2015 were as
follows:
Allowance for Credit Losses and Recorded Investment in Financing Receivables
For the Year Ended December 31, 2015

Commercial
Real Estate

Commercial

Construction
and Land

Consumer
and other

Unallocated

Total

Allowance for credit losses
Beginning balance
Charge‐offs
Recoveries
Provision

$

1,097,572
(705,009)
73,191
952,359

$

1,382,462
‐
83,335
(422,535)

$

155,204
‐
‐
63,748

$

78,828
‐
3,492
111,669

$

68,903
‐
‐
544,759

$

2,782,969
(705,009)
160,018
1,250,000

Ending balance

$

1,418,113

$

1,043,262

$

218,952

$

193,989

$

613,662

$

3,487,978

Period‐end amount allocated to:
Loans individually evaluated
for impairment
$

66,163

$

‐

$

‐

$

66,348

$

‐

$

132,511

Loans collectively evaluated
for impairment
Ending balance

1,351,950

1,043,262

218,952

$

1,418,113

$

1,043,262

$

218,952

$

2,400,785

$

1,812,873

$

127,641
$

613,662

3,355,467

193,989

$

613,662

$

3,487,978

‐

$ 1,101,595

$

‐

$

5,315,253

Loans
Individually evaluated for
impairment
Collectively evaluated for
impairment
Ending balance

$

52,480,362

106,932,937

19,230,643

14,038,967

54,881,147

$ 108,745,810

$ 19,230,643

$ 15,140,562

$

‐

192,682,909

‐

$ 197,998,162

The following table summarizes loans to customers whose loan terms were modified in troubled debt
restructurings during the year ended December 31, 2016:
YEAR ENDED DECEMBER 31, 2016
Pre‐Modification
Post‐Modification
Outstanding
Outstanding
Number of
Recorded
Recorded
Contracts
Investment
Investment
Troubled Debt Restructurings
Commercial
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4

$

420,983
‐

$

420,983
‐

4

$

420,983

$

420,983
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NOTE 5 – LOANS (CONTINUED)
The following table summarizes loans to customers whose loan terms were modified in troubled debt
restructurings during the year ended December 31, 2015:
YEAR ENDED DECEMBER 31, 2015
Pre‐Modification

Post‐Modification

Outstanding

Outstanding

Number of

Recorded

Recorded

Contracts

Investment

Investment

Troubled Debt Restructurings
Commercial real estate
Non‐owner occupied

1

Owner occupied

1
2

$

176,724

$

432,858
$

609,582

176,724
432,858

$

609,582

During 2016 and 2015, there were four and two loans, respectively, that were modified and considered
troubled debt restructurings because specific interest rate concessions or payment term concessions
were granted to the borrower. The Bank had no obligations to lend additional funds on the restructured
loans as of December 31, 2016 and 2015.
Interest recognized for cash payments received on non‐accrual loans was not significant for the years
ended December 31, 2016 and 2015. At December 31, 2016 and 2015, there were no loans over 90 days
past due that were still accruing interest.
There were no troubled debt restructurings in 2016 and 2015 that subsequently defaulted.
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NOTE 6 – PREMISES AND EQUIPMENT
Premises and equipment consisted of the following:

DECEMBER 31,
2016
Leasehold improvements
Furniture, fixtures, and equipment

$

2015

381,649
670,870

$

380,570
626,354

1,052,519
Less accumulated depreciation
and amortization

1,006,924

(524,054)
$

528,465

(348,275)
$

658,649

Depreciation and amortization included in occupancy and equipment expense totaled $175,779 and
$188,796 for the years ended December 31, 2016 and 2015, respectively.
NOTE 7 – INTEREST‐BEARING DEPOSITS
Interest‐bearing deposits consisted of the following:

DECEMBER 31,
2016
Savings
Money market
NOW accounts
Time, under $250,000
Time, $250,000 or more

$

2,450,377
81,685,710
9,483,950
13,934,138
39,700,945

$ 147,255,120
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2015
$

1,838,802
70,397,310
13,841,431
35,936,488
23,566,115

$ 145,580,146
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NOTE 7 – INTEREST‐BEARING DEPOSITS (CONTINUED)
Aggregate annual maturities of time deposits are as follows:

Years Ending December 31,
2017
2018
2019
2020
2021

$

44,224,459
6,698,791
767,506
1,197,326
747,000

$

53,635,083

Interest expense related to interest‐bearing deposits consisted of the following:

YEAR ENDED DECEMBER 31,
2016
2015
Savings
Money market
NOW accounts
Time

$

1,479
480,972
9,829
330,576

$

1,856
409,580
8,971
368,709

$

822,856

$

789,116

The Bank, in the normal course of business, receives deposits from its directors, officers, principal
shareholders, and their associates. In management’s opinion, these transactions are on substantially the
same terms as comparable transactions with other customers of the Bank. The aggregate amount of
deposits received from related parties at December 31, 2016 and 2015 was $565,980 and $1,225,895,
respectively.
NOTE 8 – FHLB ADVANCES AND OTHER BORROWINGS
FHLB advances – During 2006, the Bank entered into an arrangement with the FHLB under which it
may borrow, on either a short‐term or long‐term basis, up to 25% of its assets provided that adequate
collateral has been pledged. Investment securities with amortized costs totaling $0 and $500,000 and
estimated fair market values totaling $0 and $487,140 were pledged at December 31, 2016 and 2015,
respectively.
The Bank had no outstanding secured advances at December 31, 2016 and December 31, 2015.
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NOTE 8 – FHLB ADVANCES AND OTHER BORROWINGS
Lines of credit – The Bank has three unsecured available lines of credit totaling $11,000,000 with three
of its correspondent banks. There were no borrowings outstanding under these arrangements at
December 31, 2016 and 2015, respectively. The Bank has blanket lien financing availability at the FHLB
totaling $37,701,008 and $47,368,257 as of December 31, 2016 and 2015, respectively. Additionally, the
Bank had collateral borrowing capacity at the FHLB totaling $26,801,008 and $36,940,783 as of
December 31, 2016 and 2015, respectively. The Bank had no long term outstanding borrowings from
the FHLB as of December 31, 2016 and 2015.
NOTE 9 – INCOME TAXES
Income tax expense for the years ended December 31, 2016 and 2015, consists of the following:

YEARS ENDED DECEMBER 31,
2016
2015
Current
Federal
State

$

686,800
247,000

$

933,800
Deferred
Federal
State

Income tax expense

$

1,160,000
163,000
1,323,000

188,700
64,500

(392,000)
(43,000)

253,200

(435,000)

1,187,000

$

888,000

The provision for income tax expense differs from amounts computed by applying the statutory federal
income tax rate to income before income taxes primarily due to state income taxes, income exempt from
tax, and incentive stock options.
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Deferred tax assets (liabilities) are comprised of the following:

DECEMBER 31,
2016
Deferred tax assets
Net operating loss carryforwards
Allowance for loan losses
Unrealized losses on available‐for‐sale
investment securities
Other

$

Total deferred tax assets
Deferred tax liabilities
Depreciation on premises and equipment
Deferred loan costs
Other

Net deferred income tax asset

$

166,000
1,081,000

2015

$

193,000
1,146,000

19,000
522,000

15,000
496,200

1,788,000

1,850,200

(100,000)
(192,000)
(20,000)

(105,000)
‐
(20,000)

(312,000)

(125,000)

1,476,000

$

1,725,200

The tax benefit of net operating losses, temporary differences, and credit carryforwards are recorded as
an asset to the extent that management assesses that realization is “more likely than not.” Realization of
the future tax benefits is dependent on the Bank’s ability to generate sufficient taxable income within the
carryforward period. During the year ended December 31, 2016, the valuation allowance remained at
$0.
The Bank has usable net operating loss carryforwards of approximately $484,000 for federal tax
purposes that begin to expire in 2020. The Tax Reform Act of 1986 and the California Conformity Act of
1987 imposes substantial restrictions on the utilization of net operating loss carryforwards when an
“ownership change,” as defined in the Internal Revenue Code, has occurred. Some of the Bank’s federal
and state net operating losses have each been limited to usage of approximately $71,500 annually due to
ownership changes.
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Lease commitments – The Bank leases certain facilities where it conducts its operations on a month‐to‐
month basis. The Bank has entered into term leases for its Danville, San Mateo, and Oakland locations.
The Bank is responsible for common area maintenance, taxes, and insurance to the extent these exceed
the base year amounts. The leases expire between October 2017 and November 2019. During 2014, the
Bank entered into a lease agreement with a related party, expiring March 31, 2018, for their Campbell
loan production office. The Bank has determined that these lease terms are similar to those that would
be available from a third party.
During 2014, the Bank moved their Danville branch to a new location in Danville. The Bank is sub‐
leasing the previous Danville location under an operating lease agreement. The lease expires in October
2017. Total rental income, offsetting rent expense, amounted to $82,689 and $85,112 at December 31,
2016 and 2015, respectively.
At December 31, 2016, the future minimum rental payments and income under non‐cancelable
operating leases are as follows:

PAYMENTS
2017
2018
2019
2020

INCOME

$

704,569
522,109
259,578
‐

$

(82,689)
‐
‐
‐

$

1,486,256

$

(82,689)

The minimum rental payments shown above are given for the existing lease obligations and are not a
forecast of future rental expense. The Bank recognized rent expense of $557,669 and $573,755 for the
years ended December 31, 2016 and 2015, respectively, net of sublease income.
Financial instruments with off‐balance‐sheet risk – The Bank is a party to financial instruments with
off‐balance‐sheet risk in the normal course of business in order to meet the financing needs of its
customers and to reduce its own exposure to fluctuations in interest rates. These financial instruments
consist of commitments to extend credit and standby letters of credit. These instruments involve, to
varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the
balance sheets.
The Bank’s exposure to credit loss in the event of non‐performance by the other party to the financial
instrument for commitments to extend credit and standby letters of credit is represented by the
contractual amount of those instruments. The Bank uses the same credit policies in making
commitments and standby letters of credit as it does for loans included on the balance sheets.
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Financial instruments with off‐balance‐sheet risk (continued) – At December 31, 2016 and 2015,
the Bank had commitments to extend credit of approximately $13,727,301 and $24,785,553,
respectively. There were $945,775 and $2,035,775 in standby letters of credit issued at December 31,
2016 and 2015, respectively.
Commitments to extend credit are agreements to lend to a customer as long as there is no violation of
any condition established in the contract. Commitments generally have fixed expiration dates or other
termination clauses and may require payment of a fee. Since some of the commitments are expected to
expire without being drawn upon, the total commitment amounts do not necessarily represent future
cash requirements. The Bank evaluates each customer’s creditworthiness on a case‐by‐case basis. The
amount of collateral obtained, if deemed necessary by the Bank upon extension of credit, is based on
management’s credit evaluation of the borrower. Collateral held varies, but may include accounts
receivable, inventory, and deeds of trust on residential real estate and income‐producing commercial
properties.
Standby letters of credit are conditional commitments issued by the Bank to guarantee the performance
or financial obligation of a customer to a third party. The credit risk involved in issuing letters of credit
is essentially the same as that involved in extending loans to customers.
Contingencies – The Bank is subject to legal proceedings and claims that arise in the ordinary course of
business. In the opinion of management, the amount of ultimate liability with respect to such actions will
not materially affect the financial position or results of operations of the Bank.
NOTE 11 – SHAREHOLDERS’ EQUITY
Preferred stock – In January 2009, the Bank issued 1,747 shares of Series A, fixed rate non‐cumulative
perpetual preferred stock to the U.S. Treasury as part of the Treasury’s Capital Purchase Program (CPP).
The non‐cumulative preferred stock is carried at liquidation value of $1,000 per share and must be
redeemed after ten years and carries a fixed dividend rate of 5% with dividends payable quarterly. In
September 2010, the Bank redeemed 1,747 shares of Series A preferred stock and issued 4,060 shares of
Series A‐1, fixed rate non‐cumulative perpetual preferred stock issued as part of the Treasury’s
Community Development Capital Initiative (CDCI). The newly issued shares carry an initial fixed
dividend rate of 2% increasing to 9% after eight years, with dividends payable quarterly. The Bank paid
dividends totaling $81,200 during each of the years ended December 31, 2016 and 2015, after receiving
approval from the Department of Business Oversight (DBO) and their shareholders.
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Dividend restrictions – Upon declaration by the Board of Directors, all shareholders of record will be
entitled to receive dividends. The California Financial Code provides that, unless the Bank receives prior
approval from the California Commissioner of Financial Institutions, the total amount of dividend
payments a California state‐chartered bank can make in any calendar year cannot exceed the lesser of:
(1) the Bank’s retained earnings or (2) the Bank’s net income for its last three fiscal years, less
distributions made to shareholders during the same three‐year period. At December 31, 2016 and 2015,
the Bank had an accumulated deficit. Therefore, no amount is available for dividends to shareholders. As
discussed above, the Bank received approval from the DBO to make dividend payments on the Series A‐
1 preferred stock during 2016 and 2015.
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Earnings (loss) per share – Earnings (loss) per share (EPS) is calculated based on the weighted
average common shares outstanding during the period. Basic EPS excludes dilution and is calculated by
dividing net income available to common shareholders by the weighted average common shares
outstanding. Diluted EPS reflects the potential dilution that could occur if securities or other contracts to
issue common stock were exercised or converted into common stock.

YEAR ENDED DECEMBER 31, 2016
Income
Shares
Per‐Share
(Numerator)
(Denominator)
Amount
Basic EPS:
Net income available to
common shareholders

$

Effect of dilutive securities:
Stock options
Diluted EPS:
Net income available to common
shareholders plus assumed
conversions

$

1,707,795

4,346,951

‐

167,502

1,707,795

4,514,453

$

0.39

$

0.38

YEAR ENDED DECEMBER 31, 2015
Income
Shares
Per‐Share
(Numerator)
(Denominator)
Amount
Basic EPS:
Net income available to
common shareholders

$

Effect of dilutive securities:
Stock options
Diluted EPS:
Net income available to common
shareholders plus assumed
conversions

$

1,251,697

4,232,435

‐

185,252

1,251,697

4,417,687

$

0.30

$

0.28
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Stock option plan – The Bank’s 2001 Stock Option Plan expired during 2011. The Bank has option
grants still outstanding under that Plan. During 2012, the Board of Directors and shareholders approved
the adoption of the Community Bank of the Bay 2012 Stock Option Plan. The plan includes both non‐
statutory stock options, which may be granted to directors, employees, and consultants, and incentive
stock options, which may be granted to employees. The price of non‐statutory and incentive stock
options may not be less than 100%, respectively, of the fair market value of the common stock on the
date of the grant.
However, if an individual at the time of the grant owns stock representing more than 10% of the voting
rights of all classes of the stock, then the price of the stock options may not be less than 110% of the fair
market value of the common stock on the date of the grant. The term of stock options is determined by
the Board of Directors, but may not exceed ten years from the date of the grant unless, in the case of an
incentive stock option, an individual at the time of grant owns stock representing more than 10% of the
voting rights of all classes of the stock, then the maximum term is five years. As of December 31, 2016
1,106,420 shares of the Bank’s common stock are reserved under this plan.
The fair value of each option granted is estimated on the date of grant using the Black‐Scholes options‐
pricing model with the following weighted‐average assumptions used for grants in2016 and 2015,
respectively: no expected dividends; expected volatility between 48.87% and 59.33% in 2016 and
between 54.43% and 54.53% in 2015; risk‐free interest rates between 1.46% and 2.35% in 2016 and
2.25% and 2.32% in 2015; and expected options term of ten years.
The following table summarizes information about stock options outstanding at December 31, 2016:

Weighted
Average
Exercise
Price

Shares
Outstanding at beginning of period
Granted
Exercised
Forfeited / canceled
Outstanding at end of period
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970,888
191,150
(114,516)
(122,423)

$
$
$
$

3.58
4.80
3.43
3.98

925,099

$

3.80
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Stock option plan (continued) – The Bank recognized $233,898 and $331,713 in stock option expense
for the years ended December 31, 2016 and 2015, respectively. There is approximately $694,839 and
$585,552 in unrecognized compensation cost remaining as of December 31, 2016 and 2015,
respectively, which is expected to be recognized over a weighted‐average period of 3.68 years and 3.50
years, respectively. The Bank had 439,262 incentive stock options and 485,837 non‐statutory stock
options outstanding as of December 31, 2016. The Bank had 460,051 incentive stock options and
510,837 non‐statutory stock options outstanding as of December 31, 2015.
A summary of options outstanding follows:

YEAR ENDED DECEMBER 31,
2016
2015
Weighted‐average fair value of
options granted during the year

$

2.82

$

2.93

Intrinsic value of options exercised

$

146,305

$

23,640

$
$

606,927
3.45
1,029,012

$
$

690,813
3.40
1,370,350

Options exercisable at year end
Weighted‐average exercise price
Intrinsic value
Weighted‐average remaining
contractual life
Options outstanding at year end
Weighted‐average exercise price
Intrinsic value
Weighted‐average remaining
contractual life

5.41 Years
$
$

925,099
3.80
1,254,816
6.53 Years

6.17 Years
$
$

970,888
3.58
1,751,137
6.84 Years

NOTE 12 – REGULATORY MATTERS
The Bank is subject to various regulatory capital requirements administered by the FDIC. Failure to
meet these minimum capital requirements can initiate certain mandatory – and possibly additional
discretionary – actions by regulators that, if undertaken, could have a direct material effect on the
Bank’s financial statements. Under capital adequacy guidelines and the regulatory framework for
Prompt Corrective Action (PCA), the Bank must meet specific capital guidelines that involve quantitative
measures of the Bank’s assets, liabilities, and certain off‐balance‐sheet items as calculated under
regulatory accounting practices. The Bank’s capital amounts and classifications are also subject to
qualitative judgments by the regulators about components, risk‐weightings, and other factors.
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Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain minimum amounts and ratios of comment equity Tier 1, total and Tier 1 capital to risk‐
weighted assets, and of Tier 1 capital to average assets. Each of these components is defined in the
regulations. Management believes that the Bank met all capital adequacy requirements as of December
31, 2016 and 2015.
To be categorized as well‐capitalized, the Bank must maintain minimum total risk‐based, Tier 1 risk‐
based, and Tier 1 leverage ratios as set forth in the following table.

Actual
Amount
December 31, 2016:
Common equity Tier 1
(to risk‐weighted assets)
Total risk‐based capital
(to risk‐weighted assets)
Tier 1 capital
(to risk‐weighted assets)
Tier 1 capital
(to average assets)
December 31, 2015:
Common equity Tier 1
(to risk‐weighted assets)
Total risk‐based capital
(to risk‐weighted assets)
Tier 1 capital
(to risk‐weighted assets)
Tier 1 capital
(to average assets)

For Capital
Adequacy Purposes
Amount
Ratio

Ratio

To be well
Capitalized under
PCA
Amount
Ratio

$ 20,499,000

10.05%

$

9,175,230

> 4.5%

$ 13,253,110

> 6.5%

$ 27,813,000

13.64%

$ 16,311,520

> 8.0%

$ 20,389,400

> 10.0%

$ 24,559,000

12.05%

$

8,155,760

> 4.0%

$ 12,233,640

> 6.0%

$ 24,559,000

9.48%

$ 10,366,240

> 4.0%

$ 12,957,800

> 5.0%

$ 18,300,000

8.20%

$ 10,039,000

> 4.5%

$ 14,500,000

> 6.5%

$ 25,158,000

11.28%

$ 17,846,000

> 8.0%

$ 22,308,000

> 10.0%

$ 22,360,000

10.02%

$

8,923,000

> 4.0%

$ 13,385,000

> 6.0%

$ 22,360,000

9.04%

$

9,899,000

> 4.0%

$ 12,373,000

> 5.0%

The Federal Reserve and the FDIC approved final capital rules in July 2013 that substantially amend the
existing capital rules for banks. These new rules reflect, in part, certain standards initially adopted by
the Basel Committee on Banking Supervision in December 2010 (which standards are commonly
referred to as “Basel III”) as well as requirements contemplated by the Dodd‐Frank Act. Under the new
capital rules, the Bank will be required to meet certain minimum capital requirements that differ from
current capital requirements. The rules implement a new capital ratio of common equity Tier 1 capital
to risk‐weighted assets.
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NOTE 13 – GOVERNMENT GRANT
In 2015, the Bank was awarded $265,496 by the United States Treasury Department in recognition of its
community development activities under the Bank Enterprise Award Program (the BEA). Management
believes that the Bank has complied, in all material aspects, with all of the covenants and requirements
under the BEA agreement and that it is not, and has not been, in default with any of the terms,
requirements, or minimum levels of qualified activities of such agreement. The Treasury Department did
not issue BEA grants in 2016.
NOTE 14 – OTHER EXPENSES
Other expenses consisted of the following:

DECEMBER 31,
2016
Professional fees
Advertising
Data processing
Regulatory assessments
Insurance
Other operating expenses
Total

2015

$

856,592
123,206
412,258
156,564
83,065
715,742

$

582,928
136,405
391,413
211,319
75,558
746,052

$

2,347,427

$

2,143,675

NOTE 15 – EMPLOYEE BENEFITS
Defined contribution plan – The Bank adopted a 401(k) defined contribution plan effective
January 1, 1997. All employees of the Bank may participate in the plan upon completion of certain
eligibility requirements. The Bank matches employee’s contributions on a discretionary basis. The Bank
contributed $27,000 for the year ended December 31, 2016. There were no discretionary contributions
for the year ended December 31, 2015.
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NOTE 16 – DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS
Fair values of financial instruments are management’s estimates of the values at which instruments
could be exchanged in a transaction between willing parties. These estimates are subjective and may
vary significantly from amounts that would be realized in actual transactions. Further, the tax
ramifications related to the realization of the unrealized gains and losses can have a significant effect on
the fair value estimates and have not been considered in any of these estimates.
The estimated fair values of the Bank’s financial instruments as of December 31 are approximately as
follows:
2016

2015

Fair Value
Hierarchy

Carrying
Amounts

Estimated
Fair Values

Carrying
Amounts

Estimated
Fair Values

Level 1

$ 33,679,665

$ 33,679,665

$ 18,175,916

$ 18,175,916

Financial assets:
Cash and cash
equivalents
Interest bearing deposits
in banks
Securities
available‐for‐sale
FHLB stock
Loans, net
Interest receivable

Level 2

20,194,082

20,134,000

14,412,000

14,205,084

Level 2
Level 2
Level 3
Level 2

3,361,043
893,200
183,334,036
569,824

3,361,043
893,200
184,570,000
569,824

3,819,462
833,300
196,273,724
566,308

3,819,462
833,300
196,955,000
566,308

Financial liabilities:
Non‐maturity deposits
Time deposits
Interest payable

Level 2
Level 2
Level 2

169,795,688
53,635,083
41,862

169,795,688
53,991,000
41,862

158,467,279
59,502,603
36,104

158,467,279
59,793,000
36,104

Off‐balance‐sheet liabilities:
Undisbursed loan
commitments

Level 3

‐

137,000

‐

248,000

The Bank utilizes fair value measurements to record fair value adjustments to certain assets and
liabilities and to determine fair value disclosures. The Bank groups assets and liabilities at fair value in a
three‐level valuation hierarchy for disclosure of fair value measurement. The valuation hierarchy is
based on the transparency of inputs to the valuation of an asset or liability as of the measurement date.
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NOTE 16 – DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)
In general, fair values determined by Level 1 inputs utilize quoted prices (unadjusted) in active markets
for identical assets or liabilities that the Bank has the ability to access. Fair values determined by Level 2
inputs utilize inputs other than quoted prices included in Level 1 that are observable for the asset or
liability, either directly or indirectly. Level 2 inputs include quoted prices for similar assets and
liabilities in active markets, and inputs other than quoted prices that are observable for the asset or
liability, such as interest rates and yield curves that are observable at commonly quoted intervals.
Level 3 inputs are unobservable inputs for the asset or liability, and include situations where there is
little, if any, market activity for the asset or liability.
In certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, the level in the fair value hierarchy within which the fair value measurement in
its entirety falls has been determined based on the lowest level input that is significant to the fair value
measurement in its entirety. The Bank’s assessment of the significance of a particular input to the fair
value measurement in its entirety requires judgment, and considers factors specific to the asset or
liability. Some fair value measurements, such as available‐for‐sale securities, are performed on a
recurring basis, while others such as other real estate owned and impaired loans are performed on a
non‐recurring basis.
The following table presents information about the Bank’s assets and liabilities measured at fair value
on a recurring basis as of December 31, 2016 and 2015, as well as assets and liabilities for which a non‐
recurring change in the fair value has been recorded as of December 31, 2016 and 2015. The table
indicates the fair value hierarchy of the valuation techniques utilized by the Bank to determine such fair
value.

Description of Assets

December 31,
2016

Significant
Other
Observable
Inputs
(Level 2)

Quoted Prices in
Active Markets for
Identical Assets
(Level 1)

Significant
Unobservable
Inputs
(Level 3)

Available‐for‐sale securities:
Mortgage‐backed securities
CMOs

$

810,042
2,551,001

$

‐
‐

$

810,042
2,551,001

$

‐
‐

Total

$

3,361,043

$

‐

$

3,361,043

$

‐
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Description of Assets
Available‐for‐sale securities:
Municipal securities (taxable)
Agency
Mortgage‐backed securities
CMOs
Corporates
Total

December 31,
2015

Significant
Other
Observable
Inputs
(Level 2)

Quoted Prices in
Active Markets for
Identical Assets
(Level 1)

Significant
Unobservable
Inputs
(Level 3)

$

636,828
487,140
1,466,449
927,707
301,338

$

‐
‐
‐
‐
‐

$

636,828
487,140
1,466,449
927,707
301,338

$

‐
‐
‐
‐
‐

$

3,819,462

$

‐

$

3,819,462

$

‐

Transfers between levels in the fair value hierarchy are recognized on the actual date of the event or
circumstances that caused the transfer, which generally corresponds to the Bank’s quarterly valuation
process.
Fair value measurements for impaired loans are based on either collateral values supported by
appraisals or observed market prices. Any loss recognized on impaired loans is not recorded directly as
an adjustment to current earnings but rather as an adjustment component in determining the overall
adequacy of the allowance for loan losses. Such adjustments to the estimated fair value of impaired
loans may result in increases or decreases to the provision for loan losses recorded in current earnings.
The following methods and assumptions were used to estimate the fair value of each class of financial
instrument for which it is practicable to estimate that value:
Cash and cash equivalents – For short‐term instruments, including cash and due from banks, the
carrying amount is a reasonable estimate of fair value.
Interest‐bearing deposits in banks – Represents time deposits held at other financial institutions. The
fair values are estimated using a discounted cash flow calculation that applies interest rates currently
being offered on certificates to a schedule of aggregated expected monthly maturities.
Securities – Fair values for investment securities are based on quoted market prices when available or
through the use of alternative approaches, such as a matrix or model pricing, when market quotes are
not readily accessible or available.
FHLB stock and other investments – For FHLB stock and other investments, the carrying amount is a
reasonable estimate of fair value.
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Loans – For variable rate loans that reprice frequently and with no significant change in credit risk, fair
values are based on carrying values. The fair values for fixed rate loans are estimated using discounted
cash flow analysis, using interest rates currently being offered for loans with similar terms to borrowers
of similar credit quality. The carrying amount of interest receivable approximates its fair value. The
Bank’s allowance for loan and lease losses is a reasonable estimate of the valuation allowance needed to
adjust computed fair values for the quality of certain loans in the portfolio.
Interest receivable and payable – For interest receivable and payable, the carrying amount is
estimated to be the fair value.
Impaired loans – The Bank utilizes current appraisals and applies discount factors estimated and
modeled for consistency by management to arrive at the estimate of fair value for all collateral
dependent loans.
Other real estate owned – The Bank utilizes current appraisals discounted for estimated selling costs
to arrive at the estimate of fair value for all other real estate owned.
Deposit liabilities – The fair values disclosed for non‐maturity deposits (e.g., interest and non‐interest
checking, statement savings, and money market accounts) are, by definition, equal to the amount
payable at the reporting date (i.e., their carrying amounts). The fair values for fixed‐rate certificates of
deposit are estimated using a discounted cash flow calculation that applies interest rates currently being
offered on certificates to a schedule of aggregated expected monthly maturities on time deposits. The
carrying amount of interest payable approximates its fair value.
FHLB borrowings – The fair value of the borrowings is calculated based on the discounted value of the
contractual cash flows using current rates at which such borrowings can currently be obtained.
Secured borrowings – The fair value approximates book value as they represent short‐term
borrowings connected to the sale of loans.
Commitments to extend credit – The fair value of commitments is estimated using the fees currently
charged to enter into similar agreements, taking into account the remaining terms of the agreements
and the present creditworthiness of the counterparties. For fixed‐rate loan commitments, fair value also
considers the difference between current levels of interest rates and the committed rates.
Limitations – Fair value estimates are made at a specific point in time, based on relevant market
information and other information about the financial instrument. These estimates do not reflect any
premium or discount that could result from offering for sale at one time the Bank’s entire holdings of a
particular financial instrument.
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NOTE 17 – SUBSEQUENT EVENTS
On March 10, 2017, the Bank completed a $12 million private placement to institutions and accredited
investors of 2,285,175 shares of Series A common stock at $5.25 per share. After the payment of
placement agent fees and other expenses, the transaction will result in approximately $11.5 million of
net proceeds to the Bank.
The Bank has evaluated the effects of subsequent events that have occurred after the period ending
December 31, 2016 and through March 24, 2017, which is the date the financial statements were
available to be issued.
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SOCIAL IMPACT REPORT 2016
The mission of Community Bank of the Bay is to make a positive and sustainable economic impact on
our community by providing local businesses and non-profit organizations a committed and
resourceful financial partner who can help them achieve their goals and build a healthy and
economically inclusive community.

Community Bank of the Bay gave to 39 local non-profit organizations
for a total of $ $60, 814.45 in 2016.
Acterra
Alameda County Meals on Wheels
AIDS Lifecycle Ride to end AIDS
Alameda County Small Business Development
Center
Alameda Labor Council
Alzheimer’s Association
Beyond Emancipation
Californians for Justice
Capes 4 Heroes
College of San Mateo
Danville Area Chamber of Commerce College
Scholarship Fund
Disability Rights Advocates (DRA)
Discovery Counseling Center
Dublin Chamber of Commerce
East Bay Asian Local Development Corporation
East Bay Community Foundation
East Bay Economic Development Alliance
The Familyhood Connection
Friends of Peralta Hacienda Historical Park
Museum

Financial Aptitude Training
Health and Human Resource Education Center
Housing Economic Rights Advocates
Inner City Advisors
Intertribal Friendship House
MISSSEY
Oakland Originals
Oakland Children's Fairyland
Oakland Community Organizations
Project Equity
Ragged Wing Ensamble
Rose Foundation for Communities
San Ramon Valley Education Foundation
SHE CAN, Inc
Summit Bank Foundation
Sustainable Business Alliance
Sustainable San Mateo County
The Hidden Genius Project
Upswing Aerial Dance

We sponsored the following events in 2016
City of Oakland’s Small Business Week
Oakland Maker Day
Living the Next Economy
Temescal Street Fair
Conscious Capitalism
San Mateo on Ice
Fuel Your Dreams Event for Women
East Bay Women’s Conference

The Jefferson Awards
Walnut Creek Art & Wine Festival
San Mateo Sustainability Awards
Bowling for Business
Oakland Music Festival
Oakland Beer Festival
Wild & Scenic Film Festival

“The mission of the Bay Area Green Fund is to reduce emissions and protect
natural resources by offering FDIC-insured bank accounts that support
financing of environmentally sustainable projects and businesses.”

Emissions

Water

Food

Waste

Energy

IMPACT REPORT
BAGF HIGHLIGHTS
REGIONAL BAGF ACCOUNT PRODUCTION
DEPOSITS ($) :

EAST BAY, 88%

$22,617,277

SOUTH BAY, 7%

Debbie Beyea

B AY A R E A G R E E N F U N D A D V I S O RY B O A R D

Deputy Director
Ecology Center

ACCOUNTS (#) :

LOANS ($) :

125

OTHER, 2%
PENINSULA, 2%

$13,156,084

NORTH BAY, 2%

LOANS (#) :

18

SAN FRANCISCO, 1%

Lauryn Agnew

President
Seal Cove Financial

The more depositors elect to participate by bringing their FDIC-insured accounts to CBB, the more
money CBB can lend to local “green” businesses and non-profits.

Ron Elvidge

Venture Capitalist

BAGF $ LOANS

BAGF DEPOSIT & ACCOUNTS
BU SI N ESS VS. CO N SU M E R

$25 MIL

$19,096,403

$20 MIL

$18,847,610

$15,938,391

38%

$15 MIL

62%

$15,815,898

Ryan Gardner

MESM, LEED AP, ENV SP
Sustainability Associate
Rincon Consultants

$13,156,084

$10 MIL

6%

$5 MIL

94%

$0
DEC 2015

MAR 2016

JUN 2016

BAGF $ LOANS

Steven H. Smith

Senior Environmental Planner
City and County of San Francisco

SEPT 2016

DEC 2016

CONSUMER

BUSINESS

To uphold the program’s integrity and ensure only sustainable financing is included in the BAGF’s
impact reporting, an independent Advisory Committee (staffed by objective experts) periodically
convenes to determine which of CBB’s credit-approved projects and/or businesses are eligible.

www.bankcbb.com/bayareagreenfund
CBB was founded and is headquartered in Oakland with offices in Danville, San Mateo and Campbell

Proud to be
the first CDFI certified
bank in California

Stock:CBYAA:OTC

DANVILLE

SAN MATEO

CAMPBELL

156 Diablo Road
Danville, CA 94526
(925) 838-2902 phone
(925) 838-2975 fax

155 Bovet Road, Suite 150
San Mateo, CA 94402
(650) 389-1010 phone
(650) 638-1460 fax

45 N. 1st Street
Campbell, CA 95008
(408) 298-4900 phone
(408) 298-4908 fax

OAKLAND

www.bankcbb.com

180 Grand Avenue, Suite 120 & 1550
Oakland, CA 94612
(510) 433-5400 phone
(510) 433-5431 fax

