Report of Independent Auditors and
Consolidated Financial Statements

MNB Holdings Corporation and
Subsidiary
December 31, 2018 and 2017

Table of Contents
REPORT OF INDEPENDENT AUDITORS ................................................................................................................ 1

CONSOLIDATED FINANCIAL STATEMENTS
Consolidated Balance Sheets .............................................................................................................................. 4
Consolidated Statements of Income .................................................................................................................... 6
Consolidated Statements of Changes in Shareholders’ Equity ........................................................................... 7
Consolidated Statements of Cash Flows ............................................................................................................. 8
Notes to the Consolidated Financial Statements ............................................................................................... 10

Report of Independent Auditors
To the Shareholders and Board of Directors
MNB Holdings Corporation and Subsidiary
Report on the Consolidated Financial Statements
We have audited the accompanying consolidated financial statements of MNB Holdings Corporation
and Subsidiary (the Company), which comprise the consolidated balance sheets as of December 31,
2018 and 2017, the related consolidated statements of income, changes in shareholders’ equity, and
cash flows for the years then ended, and the related notes to the consolidated financial statements.
Management’s Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated 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 consolidated 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 consolidated 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 consolidated financial statements are free from material
misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the Company’s preparation and fair presentation of the consolidated
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 Company’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 consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.
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Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of MNB Holdings Corporation and Subsidiary as of
December 31, 2018 and 2017, and the consolidated results of their operations and their cash flows
for the years then ended, in accordance with accounting principles generally accepted in the United
States of America.

San Francisco, California
April 11, 2019
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Consolidated Financial Statements

MNB Holdings Corporation and Subsidiary
Consolidated Balance Sheets
December 31, 2018 and 2017
2018

2017

ASSETS
CASH AND CASH EQUIVALENTS
Cash and due from banks
Federal funds sold
Interest-bearing deposits in banks

$

Cash and cash equivalents

10,496,576
4,705,000
26,776,365

$

10,867,184
12,980,000
18,020,425

41,977,941

41,867,609

245,020

6,635,180

2,319,050

2,350,653

198,035,473

228,660,590

PREMISES AND EQUIPMENT, net

2,099,612

2,231,049

BANK-OWNED LIFE INSURANCE POLICIES

1,215,630

1,188,924

857,000

966,000

1,122,870

1,447,571

TIME DEPOSITS WITH OTHER BANKS
OTHER INVESTMENTS
LOANS, less allowance for loan losses of
$2,931,932 in 2018 and $3,884,312 in 2017

DEFERRED TAX ASSET, net
ACCRUED INTEREST RECEIVABLE AND OTHER ASSETS
Total assets

4

$

247,872,596

$

285,347,576

See accompanying notes to consolidated financial statements.

MNB Holdings Corporation and Subsidiary
Consolidated Balance Sheets (Continued)
December 31, 2018 and 2017
2018

2017

LIABILITIES AND SHAREHOLDERS' EQUITY
DEPOSITS
Noninterest-bearing
Interest bearing

$

Total deposits

66,914,405
141,420,597

$

67,138,312
172,494,720

208,335,002

239,633,032

ACCRUED INTEREST PAYABLE AND OTHER LIABILITIES

2,064,037

1,637,374

FEDERAL HOME LOAN BANK BORROWINGS

7,000,000

16,000,000

JUNIOR SUBORDINATED DEBENTURES

3,093,000

3,093,000

220,492,039

260,363,406

SHAREHOLDERS’ EQUITY
Common stock – no par value;
10,000,000 shares authorized; 456,768
shares issued and outstanding as of
December 31, 2018 and 2017
Retained earnings

4,838,500
22,542,057

4,838,500
20,145,670

Total shareholders’ equity

27,380,557

24,984,170

Total liabilities
COMMITMENTS AND CONTINGENCIES (NOTE 8)

Total liabilities and shareholders’ equity

See accompanying notes to consolidated financial statements.

$

247,872,596

$

285,347,576
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MNB Holdings Corporation and Subsidiary
Consolidated Statements of Income
For the Years Ended December 31, 2018 and 2017
2018
INTEREST INCOME
Interest and fees on loans
Interest and dividends on other investments
Interest on federal funds sold
Interest on deposits in other banks

$

2017

10,076,066
193,862
200,169
531,619

$

10,193,876
177,434
84,047
359,881

Total interest income

11,001,716

10,815,238

INTEREST EXPENSE
Deposits
Borrowings
Junior subordinated debentures

1,698,978
154,877
145,900

1,308,761
361,480
115,869

Total interest expense

1,999,755

1,786,110

Net interest income

9,001,961

9,029,128

PROVISION FOR LOAN LOSSES

-

Net interest income after recovery of provision for
loan losses

9,001,961

8,383,906

1,929,780
184,365
233,387
223,678

2,008,601
254,024
227,282
241,051

2,571,210

2,730,958

4,042,546
1,095,142
2,795,596

3,600,118
1,126,986
2,752,610

Total noninterest expenses

7,933,284

7,479,714

Income before provision for income taxes

3,639,887

3,635,150

1,243,500

1,791,000

NONINTEREST INCOME
Service charges
Gain on sale of other real estate owned
Bank enterprise award
Other income
Total noninterest income
NONINTEREST EXPENSES
Salaries and employee benefits
Occupancy and equipment
Other expenses

PROVISION FOR INCOME TAXES
Net income
BASIC AND DILUTED EARNINGS PER SHARE
BASIC AND DILUTED WEIGHTED AVERAGE
NUMBER OF SHARES OUTSTANDING

6

645,222

$

2,396,387

$

1,844,150

$

5.25

$

4.04

456,768

457,021

See accompanying notes to consolidated financial statements.

MNB Holdings Corporation and Subsidiary
Consolidated Statements of Changes in Shareholders’ Equity
For the Years Ended December 31, 2018 and 2017

BALANCE, January 1, 2017
Net income
Repurchase of shares
BALANCE, December 31, 2017
Net income
BALANCE, December 31, 2018

457,358

$

4,852,845

-

$

4,838,500

See accompanying notes to consolidated financial statements.

$

$

23,154,365
1,844,150

-

4,838,500

-

18,301,520
1,844,150

(14,345)

456,768

456,768

$

-

(590)

Total
Shareholders’
Equity

Retained
Earnings

Common Stock
Shares
Amount

(14,345)

20,145,670

24,984,170

2,396,387

2,396,387

22,542,057

$

27,380,557
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MNB Holdings Corporation and Subsidiary
Consolidated Statements of Cash Flows
For the Years Ended December 31, 2018 and 2017
2018
CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash
from operating activities
Provision for loan losses
Depreciation, amortization, and accretion, net
Deferred tax expense
Loss on sale of nonperforming loans
Gain on sale of other real estate
Decrease in deferred
loan origination costs, net
Increase in cash surrender value of
life insurance policies
Increase (decrease) in accrued interest receivable
and other assets
Increase in accrued interest payable and
other liabilities
Net cash from operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from redemption of time deposits with other banks
Net decrease (increase) in loans
Proceeds from redemption of other investments
Purchases of premises and equipment
Proceeds from sales of real estate owned
Proceeds from sale of premises and equipment
Net cash from investing activities

8

$

2,396,387

2017
$

1,844,150

189,125
109,000
(184,365)

645,222
229,980
251,000
134,343
(254,024)

164,786

59,689

(26,706)

(26,980)

324,700

(136,168)

426,663

67,487

3,399,590

2,814,699

6,390,160
29,952,671
31,603
(57,862)
692,026
174

12,698,738
(11,840,859)
137,700
(107,142)
275,614
143

37,008,772

1,164,194

See accompanying notes to consolidated financial statements.

MNB Holdings Corporation and Subsidiary
Consolidated Statements of Cash Flows (Continued)
For the Years Ended December 31, 2018 and 2017
2018
CASH FLOWS FROM FINANCING ACTIVITIES
(Decrease) increase in demand, interest-bearing, and
savings deposits
(Decrease) increase in time deposits
Repurchase of common stock
Payments on borrowings

$

Net cash (used in) from financing activities

(223,907)
(31,074,123)
(9,000,000)

2017

$

(40,298,030)

12,350,611
37,465,557
(14,345)
(41,000,000)
8,801,823

NET CHANGE IN CASH AND CASH EQUIVALENTS

110,332

12,780,716

CASH AND CASH EQUIVALENTS, beginning of year

41,867,609

29,086,893

CASH AND CASH EQUIVALENTS, end of year

$

41,977,941

$

41,867,609

SUPPLEMENTAL DISCLOSURES OF
CASH-FLOW INFORMATION
Cash paid during the year for:
Interest expense
Income taxes
Net loans to facilitate sale of other real estate
Transfers of loans to other real estate

$
$
$
$

1,285,513
574,000
507,660

$
$
$
$

1,558,557
1,830,000
850,000
871,590

See accompanying notes to consolidated financial statements.
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MNB Holdings Corporation and Subsidiary
Notes to the Consolidated Financial Statements

NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
General – MNB Holdings Corporation (MNB) was formed in 2002 as a bank holding company for the purpose of
acquiring all of the outstanding shares of Mission National Bank (the Bank) in a one-bank holding company
reorganization. The primary operations of MNB and the Bank (collectively, the Company) are conducted through
the Bank. On September 20, 2004, MNB formed a wholly-owned subsidiary, MNB Holdings Statutory Trust I (the
Trust), a Delaware statutory business trust, for the purpose of issuing trust preferred securities.
The Company has been certified by the U.S. Department of the Treasury as a Community Development Financial
Institution (CDFI). As a CDFI, the Company is providing capital to rebuild economically distressed communities
through targeted lending and investments in accordance to MNB’s mission statement. The Company is qualified
to apply for technical assistance and financial assistance awards to help sustain and expand services. The
Company is also qualified to receive monetary rewards, new markets tax credit, and participate in a bond
guarantee program.
The Company is engaged in the general commercial banking business in the city and county of San Francisco
and in the city of Berkeley in the East Bay Area of the San Francisco Bay Area. The Company provides traditional
commercial and retail banking services, which include accepting demand, savings, and time deposits and making
commercial, consumer, and real estate loans. It also offers revolving lines of consumer credit and other
installment and term loans.
The accounting and reporting policies of the Company conform with accounting principles generally accepted in
the United States of America and prevailing practices within the banking industry. The more significant of these
policies applied in the preparation of the accompanying consolidated financial statements are discussed below.
Principles of consolidation – The accompanying consolidated financial statements include the accounts of MNB
and its wholly-owned subsidiary, Mission National Bank. Significant intercompany transactions and balances have
been eliminated in consolidation.
For financial reporting purposes, the Company's investment in the Trust is accounted for as an unconsolidated
subsidiary under the equity method as the Company is not the primary beneficiary of the Trust, and is included in
accrued interest receivable and other assets on the consolidated balance sheets. The junior subordinated
debentures issued and guaranteed by the Company and held by the Trust are reflected as debt in the Company’s
consolidated balance sheets.
Subsequent events – Management has evaluated all events occurring from December 31, 2018, through
April 11, 2019, the date the consolidated financial statements were available to be issued.
Use of estimates – The preparation of consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions.
These estimates and assumptions affect the reported amounts of assets and liabilities at the date of the
consolidated financial statements and the reported amounts of revenues and expenses during the reporting
period. Significant estimates include: the allowance for loan losses, the recognition of nonaccrual and impaired
loans, and determination of the fair value of financial instruments. Actual results could differ from these estimates.
Cash and cash equivalents – For the purpose of the consolidated statements of cash flows, cash and due from
banks, federal funds sold, and interest-bearing deposits in banks with original maturities less than 90 days are
considered to be cash equivalents. Generally, federal funds are sold for one-day periods.
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MNB Holdings Corporation and Subsidiary
Notes to the Consolidated Financial Statements

Investment securities – Investment securities are classified into the following categories: available-for-sale and
held-to-maturity. Available-for-sale securities are reported at fair value with unrealized gains and losses excluded
from net income and reported in other comprehensive income, net of taxes. Held-to-maturity securities, which
management has the positive intent and ability to hold to maturity, are reported at amortized cost, adjusted for the
accretion of discounts and amortization of premiums.
Management determines the appropriate classification of its investments at the time of purchase and may only
change the classification in certain limited circumstances. All transfers between categories are accounted for at
fair value.
Gains or losses on the sale of 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.
Other investments – The Company has restricted securities in the form of capital stock invested in the Federal
Home Loan Bank of San Francisco (“FHLB”), the Federal Reserve Bank of San Francisco, the Pacific Coast
Bankers’ Bank, and The Independent Bankers’ Bank. Members are required to own a certain amount of stock
based on the level of borrowings and other factors, and may invest additional amounts. Investment in bank stocks
is carried at cost, classified as restricted securities, and periodically evaluated for impairment based on ultimate
recovery of par value. Both cash and stock dividends are reported as income. The Company’s review of their
most recent consolidated financial statements and capital position resulted in our conclusion that the investments
are not impaired based on financial information as of December 31, 2018.
Loans – Loans that management has the intent and ability to hold for the foreseeable future or until maturity or
pay off are stated at principal balances outstanding, adjusted for deferred loan origination fees and costs. Interest
is accrued daily based upon outstanding loan balances. For all loans past due 90 days or more, interest is
discontinued, unless the loan is well secured and in the process of collection. However, when, in the opinion of
management, loans are considered to be impaired and it is not probable that the Company will fully collect
contractual principal or interest, such loans are placed on nonaccrual status and the accrual of interest income is
suspended prior to the 90 days. Past due status is based on the contractual term of the loan. Any interest accrued
but unpaid is charged against income. Payments received are applied to reduce principal to the extent necessary
to ensure collection. Subsequent payments on these loans, or payments received on nonaccrual loans for which
the ultimate collectability of principal is not in doubt, are applied first to earned but unpaid interest and then to
principal. Generally, loans are restored to accrual status when the obligation is brought current and has performed
in accordance with the contractual terms for a reasonable period of time and the ultimate collectability of the total
contractual principal and interest is no longer in doubt.
A loan is considered impaired when, based on current information and events, it is probable that the Company will
be unable to collect all amounts due, including both principal and interest, according to the contractual terms of
the original loan agreement. Loans determined to be impaired are individually evaluated for impairment. When a
loan is impaired, the Company measures impairment based on the present value of expected future cash flows
discounted at the loan’s effective interest rate, a loan’s observable market price, or the fair value of the collateral if
the loan is collateral dependent. A loan is collateral dependent if the repayment of the loan is expected to be
provided solely by the underlying collateral.
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MNB Holdings Corporation and Subsidiary
Notes to the Consolidated Financial Statements

Loan origination fees, commitment fees, direct loan origination costs, and purchase premiums and discounts on
loans are deferred and recognized as an adjustment of yield, to be amortized or accreted to interest income over
the contractual term of the loan. The unamortized balance of deferred fees and costs is reported as a component
of net loans. Salaries and employee benefits totaling $209,093 and $386,846 have been deferred as loan
origination costs for the years ended December 31, 2018 and 2017, respectively.
Allowance for loan losses – The allowance for loan losses is an estimate of probable credit losses in the
Company's loan portfolio that have been incurred as of the balance sheet date. The allowance is established
through a provision for loan losses, which is charged to expense. Additions to the allowance are expected to
maintain the adequacy of the total allowance after credit losses and loan growth. Credit exposures determined to
be uncollectible are charged against the allowance. Cash received on previously charged off amounts is recorded
as a recovery to the allowance. The overall allowance consists of two primary components: (1) specific reserves
related to impaired loans and (2) general reserves for inherent losses related to loans that are not impaired.
Loans determined to be impaired are individually evaluated for impairment. Large groups of smaller balance
homogeneous loans, such as installment loans, are collectively evaluated for impairment, and accordingly, they
are not separately identified for impairment disclosures.
A restructuring of a debt constitutes a troubled debt restructuring (TDR), if the Company for economic or legal
reasons related to the debtor’s financial difficulties, grants a concession to the debtor that it would not otherwise
consider. Restructured workout loans typically present an elevated level of credit risk as the borrowers are not
able to perform according to the original contractual terms. Loans that are reported as TDRs are considered
impaired and measured for impairment as described above.
The determination of the general reserve for loans that are not impaired is based on estimates made by
management, to include, but not limited to, consideration of historical losses for the last three years by portfolio
class, internal asset classifications, and qualitative factors. Management evaluates the directional impact on credit
quality of significant qualitative factors that have been derived from an annual assessment of such factors by
industry specialists. The primary qualitative factors include: the volume and trend of delinquent, nonaccrual, or
other problem loans; credit concentrations; general local economic conditions; lending policies, systems, and
personnel; loan review and oversight; external factors related to competition, legal, and regulatory matters; and
the underlying changes in collateral values.
The Company maintains a separate allowance for each portfolio class (loan type). The allowance for loan losses
attributable to each portfolio class, which includes both impaired loans and nonimpaired loans, is combined to
determine the Company's overall allowance.
The Company assigns a risk rating to all loans except pools of homogeneous loans and periodically performs
detailed reviews of all such loans over a certain threshold to identify credit risks and to assess the overall
collectability of the portfolio. These risk ratings are also subject to examination by independent specialists
engaged by the Company and the Company’s regulators. During these internal reviews, management monitors
and analyzes the financial condition of borrowers and guarantors, trends in the industries in which borrowers
operate, and the fair values of collateral securing these loans. These credit quality indicators are used to assign a
risk rating to each individual loan. The risk ratings can be grouped into five major categories, as defined below.
Pass – A pass loan has strong credit with no existing or known potential weaknesses deserving of management’s
close attention.
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MNB Holdings Corporation and Subsidiary
Notes to the Consolidated Financial Statements

Special mention – A special mention loan has potential weaknesses that deserve management’s close attention.
If left uncorrected, these potential weaknesses may result in deterioration of the repayment prospects for the loan
or in the Company's credit position at some future date. Special mention loans are not adversely classified and do
not expose the Company to sufficient risk to warrant adverse classification.
Substandard – A substandard loan is not adequately protected by the current sound worth and paying capacity
of the borrower or the value of the collateral pledged, if any. Loans classified as substandard have a well-defined
weakness or weaknesses that jeopardize the liquidation of the debt. Well-defined weaknesses include a project's
lack of marketability, inadequate cash flow or collateral support, failure to complete construction on time, or the
project's failure to fulfill economic expectations. They are characterized by the distinct possibility that the
Company will sustain some loss if the deficiencies are not corrected.
Doubtful – Loans classified doubtful have all the weaknesses inherent in those classified as substandard with the
added characteristic that the weaknesses make collection or liquidation in full, on the basis of currently known
facts, conditions, and values, highly questionable and improbable.
Loss – Loans classified as loss are considered uncollectible and charged off immediately.
Substantially all of the loans originated by the Company require some form of real estate as collateral. Within
each portfolio class, management assesses repayment risk within the industry in which the business operates.
The primary source of repayment is the cash flow from the operating businesses and not from the sale of the real
estate. The significant industries in which the Company's lending customers operate and the related repayment
risks are described below.
Multi-family – These loans are provided to Apartment or Single Room Occupancy (SRO) hotel owners. The latter
serve primarily the residential hotel market in San Francisco and are considered to be a part of affordable housing
stock in the city. The properties operate with a high occupancy level and are not affected by the level of tourism or
consumer spending. Trends in employment and government spending impact the credit quality of these loans.
Single-family – These loans include the owner-occupied residential properties and investor type income
properties. The primary source of repayment is from employment from the owner-occupied residential properties
and from rental income for the investor type properties. Trends in repayment risk are driven by local economic
conditions including employment rates and changes in collateral value.
Commercial and industrial – These businesses operate in various industries and include municipal lease
transactions. Repayment for these loans generally comes from the operation of the business and individual
businesses are impacted by a wide range of factors. Overall, these loans are diverse, but subject to various local
economic conditions including employment, income, and local competition.
Gas stations – These businesses combine retail gas and convenience store services. Over two thirds of these
loans are to operators that own and operate multiple gas stations. Trends in consumer spending, gas prices, and
competition from national gas retailers impact the credit quality of these loans.
Hotels – These businesses provide accommodations for business and personal travelers. The portfolio includes
properties operated under franchise agreements and nonaffiliated properties operating independently. The
primary source of repayment is from cash flow generated from the operation of the properties. These businesses
are impacted by the level of local competition and factors impacting tourism and general business activity.
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MNB Holdings Corporation and Subsidiary
Notes to the Consolidated Financial Statements

Care homes – These loans are generally provided to care home owners that operate multiple residential care
homes and whose clients are covered by government programs that serve the developmentally disabled. Trends
in reimbursement rates from government programs and the level of people covered by such programs contribute
to repayment risk associated with these loans.
Other loans – This category includes a number of different commercial real estate loan types and a small amount
of consumer loans. These loans are subject to overall economic conditions with individual loans impacted by
individualized factors. The commercial real estate loans in this group are generally paid from property cash flow
generated from rents. The repayment risk is generally tied to occupancy levels and rental rates.
Although management believes the allowance to be adequate, ultimate losses may vary from its estimates. At
least quarterly, the Board of Directors reviews the adequacy of the allowance, including consideration of the
relative risks in the portfolio, current economic conditions, and other factors. If the Board of Directors and
management determine that changes are warranted based on those reviews, the allowance is adjusted. In
addition, the Company’s primary regulators, the Office of the Comptroller of the Currency and the Federal
Reserve Bank, as an integral part of their examination process, review the adequacy of the allowance. These
regulatory agencies may require additions to the allowance based on their judgment about information available
at the time of their examinations.
Allowance for credit losses on off-balance sheet credit exposures – The Company also maintains a separate
allowance for off-balance-sheet commitments. Management estimates anticipated losses using historical data and
utilization assumptions. This allowance totaled $28,029 at December 31, 2018 and 2017, and is included in
accrued interest payable and other liabilities on the consolidated balance sheets.
Premises and equipment – Land is carried as cost. Premises and equipment are carried at cost, less
accumulated depreciation. Depreciation is determined using the straight-line method over the estimated useful
lives of the related assets. The useful lives of building and improvements are estimated to be seven to forty years.
The useful lives of furniture, fixtures, and equipment are estimated to be three to ten years. Leasehold
improvements are amortized over the life of the asset or the term of the related lease, whichever is shorter. When
assets are sold or otherwise disposed of, the cost and related accumulated depreciation or amortization are
removed from the accounts, and any resulting gain or loss is recognized in income for the period. The cost of
maintenance and repairs is charged to expense as incurred. The Company evaluates premises and equipment for
financial impairment as events or changes in circumstances indicate that the carrying amount of such assets may
not be fully recoverable.
Bank owned life insurance – The Company has purchased life insurance policies on certain key executives.
Bank owned life insurance is recorded at the amount that can be realized under the insurance contract at the
balance sheet date, which is the cash surrender value adjusted for other charges or other amounts due that are
probable at settlement.
Income taxes – The Company files consolidated federal and combined state income tax returns. Income tax
expense or benefit is the total of the current year income tax payable or refundable and the change in the
deferred tax assets and liabilities (excluding deferred tax assets and liabilities related to components of other
comprehensive income). Deferred tax assets and liabilities are the expected future tax amounts for the temporary
differences between carrying amounts and tax basis of assets and liabilities, computed using enacted tax rates.
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MNB Holdings Corporation and Subsidiary
Notes to the Consolidated Financial Statements

Deferred income tax assets and liabilities are determined using the asset or liability (or balance sheet) method.
Under this method, the net deferred tax asset or liability is determined based on the tax effects of the temporary
differences between the book and tax bases of the various balance sheet assets and liabilities and gives current
recognition to changes in the rates and laws. A valuation allowance, if needed, reduces deferred tax assets to the
amount expected to be realized. The Company records a valuation allowance if it believes, based on all available
evidence, that it is more likely than not that the future tax assets will not be realized. The Company evaluates its
ability to generate sufficient future taxable income or use eligible tax carrybacks, if any, to determine the need for
a valuation allowance. At December 31, 2018 or 2017, the Company did not have a valuation allowance against
its deferred tax assets. A tax position is recognized as a benefit only if it is more likely than not that the tax
position would be sustained in a tax examination, with a tax examination being presumed to occur. The amount
recognized is the largest amount of tax benefit that is greater than 50% likely of being realized on examination.
For tax positions not meeting the more likely than not test, no tax benefit is recorded.
Stock-based compensation – The Company issues stock options under a shareholder approved stock based
compensation plan. The MNB Holdings Corporation 2006 Stock Option Plan does not provide for the settlement
of awards in cash, and new shares are issued upon exercise of the options. The plan requires that the option
price may not be less than the fair value of the stock at the date the option is granted, and that the stock must be
paid for in full at the time the option is exercised. The options expire on a date determined by the Board of
Directors, but not later than ten years from the date of grant. The vesting period is determined by the Board of
Directors and is generally over a three to five-year period. Under the stock option plan, 100,000 shares of
common stock are reserved for issuance to employees and directors, of which 89,000 shares are available for
future grants.
At December 31, 2018 and 2017, there were no stock options outstanding. There were no options granted,
vested, or exercised during the years ended December 31, 2018 and 2017. Additionally, there was no recognized
or unrecognized compensation expense during the years ended December 31, 2018 and 2017.
Earnings per share – Earnings per share (EPS), which excludes dilution, is computed by dividing income
available to common shareholders by the weighted average number of common shares outstanding for the
period. Diluted EPS reflect 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
Company. The treasury stock method is applied to determine the dilutive effect of stock options in computing
diluted EPS. Diluted EPS are the same as basic earnings per share for the years ended December 31, 2018 and
2017, as there were no securities or contracts to issue common shares outstanding in either period.
Comprehensive income – Comprehensive income consists of net income and other comprehensive income.
Other comprehensive income typically includes unrealized gains and losses on securities available-for-sale, which
are also recognized as separate components of shareholders’ equity. During the years ended December 31, 2018
and 2017, the Company did not recognize any other comprehensive income.
Fair value of financial instruments – Fair values of financial instruments are estimated using relevant market
information and other assumptions, as more fully disclosed in Note 15. Fair value estimates involve uncertainties
and matters of significant judgment regarding interest rates, credit risk, prepayments, and other factors, especially
in the absence of broad markets for particular items. Changes in assumptions or in market conditions could
significantly affect these estimates.
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Notes to the Consolidated Financial Statements

Revenue recognition – The Company records revenue from contracts with customers in accordance with
Accounting Standards Codification Topic 606, “Revenue from Contracts with Customers” (“Topic 606”). Under
Topic 606, the Company must identify the contract with a customer, identify the performance obligations in the
contract, determine the transaction price, allocate the transaction price to the performance obligations in the
contract, and recognize revenue when (or as) the Company satisfies a performance obligation.
Most of our revenue-generating transactions are not subject to Topic 606, including revenue generated from
financial instruments, such as our loans and other investments. In addition, certain noninterest income streams
such as fees associated with servicing income and sale of loans are also not in scope of the new guidance. The
Company fully satisfies their performance obligations on their contracts with customers as services are rendered
and the transaction prices are typically fixed; charged either on a periodic basis or based on activity.
Consideration is often received immediately or shortly after the Company satisfies its performance obligation and
revenue is recognized. The contracts evaluated that are in scope of Topic 606 are primarily related to service
charges and fees on deposit accounts, stop payment fees, ATM surcharge fees, and other service charges,
commissions and fees. The Company adopted Topic 606 as of January 1, 2018. The adoption of Topic 606 did
not result in a material change to the accounting for any of the in-scope revenue streams. As such, no cumulative
effect adjustment was recorded.
Recent accounting pronouncements – In January 2016, the FASB issued ASU No. 2016-01, Financial
Instruments – Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial
Liabilities. The new guidance is intended to improve the recognition and measurement of financial instruments.
This ASU requires equity investments (except those accounted for under the equity method of accounting, or
those that result in consolidation of the investee) to be measured at fair value with changes in fair value
recognized in net income. In addition, the amendment requires public business entities to use the exit price notion
when measuring the fair value of financial instruments for disclosure purposes and requires separate presentation
of financial assets and financial liabilities by measurement category and form of financial asset (i.e., securities or
loans and receivables) on the balance sheet or the accompanying notes to the financial statements. This ASU
also eliminates the requirement for public business entities to disclose the method(s) and significant assumptions
used to estimate the fair value that is required to be disclosed for financial instruments measured at amortized
cost on the balance sheet. The amendment also requires a reporting organization to present separately in other
comprehensive income the portion of the total change in the fair value of a liability resulting from a change in the
instrument specific credit risk (also referred to as "own credit") when the organization has elected to measure the
liability at fair value in accordance with the fair value option for financial instruments. The Company adopted the
standard on January 1, 2018, adoption of the standard also resulted in the use of an exit price rather than an
entrance price to determine the fair value of loans not measured at fair value on a non-recurring basis in the
consolidated balance sheets. See Note 15 – Fair Value for further information regarding valuation of these loans.
In February 2016, FASB issued ASU 2016-02, Leases (Topic 842). The FASB is issuing this update to increase
the transparency and comparability among organizations by recognizing certain leases on the consolidated
balance sheets. Assets will be recorded for the right to use and lease liabilities will be recorded for obligations to
pay under the contracts. There will also be additional disclosures of key information about leasing arrangements
required under the new standard. This ASU will be effective for public business entities for annual periods
beginning after December 15, 2018, and interim periods therein. The Company is currently evaluating the impact
of this ASU on the consolidated financial statements.
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In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606), which creates
Topic 606 and supersedes Topic 605, Revenue Recognition. In August 2015, the FASB issued ASU 2015-14,
Revenue from Contracts with Customers (Topic 606), which postponed the effective date of 2014-09. Multiple
ASUs and interpretative guidance have been issued in connection with ASU 2014-09. The core principle of Topic
606 is that an entity recognizes revenue to depict the transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or
services. The guidance identifies specific steps that entities should apply in order to achieve this principle. The
Company records revenue from contracts with customers in accordance with Accounting Standards Codification
Topic 606, Revenue from Contracts with Customers (“Topic 606”). Under Topic 606, the Company must identify
the contract with a customer, identify the performance obligations in the contract, determine the transaction price,
allocate the transaction price to the performance obligations in the contract, and recognize revenue when (or as)
the Company satisfy the performance obligations. Revenue has not been recognized in the current reporting
period that results from performance obligations satisfied in previous periods. The Company’s primary sources of
revenue are derived from interest earned on loans, interest and dividends earned on other financial instruments
that are not within the scope of Topic 606. The Company fully satisfies their performance obligations on their
contracts with customers as services are rendered and the transaction prices are typically fixed; charged either on
a periodic basis or based on activity. Since performance obligations are satisfied as services are rendered and
the transaction prices are fixed, there is little judgement involved in applying Topic 606 that significantly affects
the determination of the amount and timing of revenue from contracts with customers. The Company adopted the
standard on January 1, 2018, and it resulted in no adjustment to retained earnings.
In June 2016, the FASB issued ASU 2016-13, Financial Instruments – Credit Losses (Topic 326). The FASB
issued guidance to replace the incurred loss model with an expected loss model, which is referred to as the
current expected credit loss (CECL) model. The CECL model is applicable to the measurement of credit losses on
financial assets measured at amortized cost, including loan receivables, held-to maturity debt securities, and
reinsurance receivables. It also applies to off-balance sheet credit exposures not accounted for as insurance (loan
commitments, standby letters of credits, financial guarantees, and other similar instruments) and net investments
in leases recognized by a lessor.
Transition





For debt securities with other-than temporary impairment (OTTI), the guidance will be applied
prospectively.
Existing purchased credit impaired (PCI) assets will be grandfathered and classified as purchased credit
deteriorated (PCD) assets at the date of adoption. The asset will be grossed up for the allowance for
expected credit losses for all PCD assets at the date of adoption and will continue to recognize the
noncredit discount in interest income based on the yield of such assets as of the adoption date.
Subsequent changes in expected credit losses will be recorded through the allowance.
For all other assets within the scope of CECL, a cumulative-effect adjustment will be recognized in
retained earnings as of the beginning of the first reporting period in which the guidance is effective.

These amendments are effective as follows:



For PBEs that do meet the definition of an SEC filer, the standard will be effective for fiscal years
beginning after December 15, 2019, including interim periods within those fiscal years.
For calendar year-end PBE’s that are not SEC filers, such as the Company, it is effective for fiscal years
beginning after December 15, 2020, including interim periods within those fiscal years.
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As of this time, management has not fully modeled and analyzed the historical data necessary to make a clear
determination as to the materiality of the impact on either financial condition or future operations based upon the
implementation of the CECL methodology of required reserves or recognition of future credit losses. Management
does believe there is a potential material impact to both capital and operations based upon this new framework for
both reserving and recognizing future credit losses.

NOTE 2 – INVESTMENT SECURITIES
Available-for-sale investment securities – There were no available-for-sale investment securities at
December 31, 2018 and 2017. There were no sales or transfers of available-for-sale investment securities during
2018 or 2017.
Other investments – Other investments at December 31 consisted of the following:
2018
FHLB stock
The Independent Bankers’ Bank stock
Federal Reserve Bank
Pacific Coast Bankers’ Bank stock

2017

$

1,507,600
261,450
550,000

$

1,428,300
110,903
261,450
550,000

$

2,319,050

$

2,350,653

NOTE 3 – LOANS
Outstanding loans at December 31 are summarized below:
2018
Multi-family
Single-family
Commercial and industrial
Gas stations
Hotels
Care homes
Other loans

$

21,896,357
65,701,290
8,149,298
24,680,695
56,655,188
7,820,158
15,686,937

2017
$

200,589,923
Deferred loan costs, net
Allowance for loan losses

198,035,473

Certain loans have been pledged to secure borrowing arrangements (Note 9).
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232,002,634

377,482
(2,931,932)
$

24,338,994
80,172,270
9,895,118
28,477,147
60,480,283
9,501,028
19,137,794

542,268
(3,884,312)
$

228,660,590
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Significant concentrations of credit risk – The Company grants loans to customers throughout the greater San
Francisco Bay Area. Although the Company has a diversified loan portfolio, a substantial portion of its debtors'
ability to honor their contracts is dependent upon the strength of the real estate market in the Company’s primary
service areas. Real estate loans were approximately 96% at December 31, 2018 and 2017, respectively. Should
the real estate market experience an overall decline in property values or should other events occur, including,
but not be limited to, adverse economic conditions (which may or may not affect real property values), the ability
of the borrowers to make timely scheduled principal and interest payments on the Company’s loans may be
adversely affected, and in turn may result in increased delinquencies and foreclosures. Management monitors this
risk by industry, geographical region, and other factors on an ongoing basis in order to identify portfolio trends and
take corrective action, if necessary, in a timely manner. Personal and business income represents the primary
source of repayment for a majority of these loans.
In 2015, the Company started purchasing Single Family Residential (SFR) loans to lower the overall risk profile of
the loan portfolio and to further reduce CRE concentrations. Balances of this portfolio totaled $64,633,076 and
$78,744,282 at December 31, 2018 and 2017, respectively.

NOTE 4 – ALLOWANCE FOR LOAN LOSSES
The following table shows the allocation of the allowance for loan losses at and for the years ended December 31
by portfolio class and by impairment methodology:
2018
Multi-family

Allowance for Loan Losses

Single-family

Commercial
and Industrial

Gas Stations

Hotels

Care Homes

Other Loans

Total

Unallocated

Beginning balance
Charge-offs
Recoveries
(Recovery of) provision

$

243,459
17,964

$

803,498
77,755
(320,915)

$

125,378
(88,998)
2,564
27,690

$

378,816
106,166

$

746,144
323,371

$

302,455
(136,199)

$

1,195,556
(944,267)
566
(146,584)

$

89,006
128,507

$

3,884,312
(1,033,265)
80,885
-

Ending balance

$

261,423

$

560,338

$

66,634

$

484,982

$

1,069,515

$

166,256

$

105,271

$

217,513

$

2,931,932

Ending balance, individually
evaluated for impairment

$

$

-

$

Ending balance, collectively
evaluated for impairment

$

261,423

$

560,338

$

66,634

$

484,982

$

1,069,515

$

166,256

$

105,271

Ending balance

$

21,896,357

$

65,701,290

$

8,149,298

$

24,680,695

$

56,655,188

$

7,820,158

$

15,686,937

Ending balance, individually
evaluated for impairment

$

$

668,535

$

17,304

$

$

521,000

Ending balance, collectively
evaluated for impairment

$

$

7,480,763

$

24,663,391

$

$

15,165,937

-

$

-

-

$

-

$

-

$

-

$

$

-

217,513

$

$

-

2,931,932

Loans

-

21,896,357

$

$

-

65,701,290

-

56,655,188

$

$

-

7,820,158

$ 200,589,923

$

1,206,839

$ 199,383,084
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2017
Multi-family

Allowance for Loan Losses

Single-family

Commercial
and Industrial

Gas Stations

Hotels

Care Homes

Other Loans

Beginning balance
Charge-offs
Recoveries
(Recovery of) provision

$

311,568
(68,109)

$

835,829
60,000
(92,331)

$

200,045
(8,203)
23,430
(89,894)

$

377,790
1,026

$

524,598
221,546

$

180,400
122,055

$

Ending balance

$

243,459

$

803,498

$

125,378

$

378,816

$

746,144

$

302,455

$

Ending balance, individually
evaluated for impairment

$

Ending balance, collectively
evaluated for impairment

$

243,459

$

803,498

$

125,378

$

378,816

$

746,144

$

Ending balance

$

24,338,994

$

80,172,270

$

9,895,118

$

28,477,147

$

60,480,283

$

Ending balance, individually
evaluated for impairment

$

$

76,271

$

745,669

$

Ending balance, collectively
evaluated for impairment

$

$

9,818,847

$

27,731,478

$

-

$

-

$

-

$

-

$

-

Total

Unallocated
$

311,029
(222,023)

$

3,174,951
(27,873)
92,012
645,222

1,195,556

$

89,006

$

3,884,312

$

795,222

$

-

$

795,222

302,455

$

400,334

$

89,006

$

3,089,090

9,501,028

$

19,137,794

$

1,302,882

$

17,834,912

$

-

433,692
(19,670)
8,582
772,952

Loans

-

$

24,338,994

$

-

80,172,270

-

60,480,283

$

$

-

9,501,028

$ 232,002,634

$

2,124,822

$ 229,877,812

The following tables show the loan portfolio allocated by management's internal risk rating at December 31:
2018
Multi-family
GRADE
Pass
Special mention
Substandard
Doubtful
Total

Single-family

Commercial
and Industrial

Gas Stations

Hotels

Care Homes

Other Loans

Total

$

11,796,143
10,100,214
-

$

65,701,290
-

$

7,473,188
7,575
668,535
-

$

24,663,391
17,304
-

$

52,475,412
4,179,776
-

$

7,263,928
556,230
-

$

15,165,937
521,000
-

$ 184,539,289
14,861,099
1,189,535
-

$

21,896,357

$

65,701,290

$

8,149,298

$

24,680,695

$

56,655,188

$

7,820,158

$

15,686,937

$ 200,589,923

2017
Multi-family
GRADE
Pass
Special mention
Substandard
Doubtful
Total
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Single-family

Commercial
and Industrial

Gas Stations

Hotels

Care Homes

Other Loans

Total

$

24,338,994
-

$

80,172,270
-

$

9,660,603
234,515
-

$

28,477,147
-

$

60,480,283
-

$

7,686,542
1,814,486
-

$

17,020,526
2,117,268
-

$ 227,836,365
1,814,486
2,351,783
-

$

24,338,994

$

80,172,270

$

9,895,118

$

28,477,147

$

60,480,283

$

9,501,028

$

19,137,794

$ 232,002,634
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The following tables show an aging analysis of the loan portfolio by the time past due at December 31:
2018
30-59 Days
Past Due
Multi-family
Single-family
Commercial and industrial
Gas stations
Hotels
Care homes
Other loans
Total

60-89 Days
Past Due

Greater Than
90 Days
Past Due

Total
Past Due

Total Loans

Current

$

-

$

-

$

215,560
100,000

$

215,560
100,000

$

$

-

$

-

$

315,560

$

315,560

21,680,797
65,701,290
8,149,298
24,680,695
56,655,188
7,820,158
15,586,937

$

Non-accrual

21,896,357
65,701,290
8,149,298
24,680,695
56,655,188
7,820,158
15,686,937

$

668,535
521,000

$ 200,274,363

$ 200,589,923

$

1,189,535

Current

Total Loans

2017
30-59 Days
Past Due
Multi-family
Single-family
Commercial and industrial
Gas stations
Hotels
Care homes
Other loans
Total

60-89 Days
Past Due

Greater Than
90 Days
Past Due

Total
Past Due

$

399,000
6,901

$

-

$

1,302,882

$

399,000
1,309,783

$

24,338,994
80,172,270
9,496,118
28,477,147
60,480,283
9,501,028
17,828,011

$

405,901

$

-

$

1,302,882

$

1,708,783

$ 230,293,851

$

Non-accrual

24,338,994
80,172,270
9,895,118
28,477,147
60,480,283
9,501,028
19,137,794

$

1,302,882

$ 232,002,634

$

1,302,882

There were two loans totalling $315,560 which were past due 90 days or more and still accruing interest for the
year ended December 31, 2018, since the loans are well secured and in the process of collection. There were no
loans accruing interest that were past due 90 days or more for the year ended December 31, 2017. Foregone
interest on nonaccrual loans totaled $8,245 and $41,803 for the years ended December 31, 2018 and 2017,
respectively.
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The following tables show information related to impaired loans at and for the year ended December 31:
2018
Unpaid
Principal
Balance
WITH NO RELATED ALLOWANCE RECORDED
Multi-family
Single-family
Commercial and industrial
Gas stations
Hotels
Care homes
Other loans
WITH AN ALLOWANCE RECORDED
Multi-family
Single-family
Commercial and industrial
Gas stations
Hotels
Care homes
Other loans
TOTAL
Multi-family
Single-family
Commercial and industrial
Gas stations
Hotels
Care homes
Other loans
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$

$

$

668,535
17,304
521,000

-

668,535
17,304
521,000

Recorded
Investment

$

$

$

668,535
17,304
521,000

-

668,535
17,304
521,000

Average
Recorded
Investment

Related
Allowance

$

-

$

$

-

$

$

-

$

627,913
207,343
967,188

-

627,913
207,343
967,188

Interest Income
Recognized

$

16,573
11,770
50,494

$

-

$

16,573
11,770
50,494
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2017
Unpaid
Principal
Balance
WITH RELATED ALLOWANCE RECORDED
Other loans
WITH NO RELATED ALLOWANCE RECORDED
Multi-family
Single-family
Commercial and industrial
Gas stations
Hotels
Care homes

WITH AN ALLOWANCE RECORDED
Multi-family
Single-family
Commercial and industrial
Gas stations
Hotels
Care homes
Other loans
TOTAL
Multi-family
Single-family
Commercial and industrial
Gas stations
Hotels
Care homes
Other loans

Recorded
Investment

$

1,302,882

$

1,302,882

$

$

76,271
745,669
-

$

76,271
745,669
-

$

$

$

$

-

76,271
745,669
1,302,882

$

$

-

76,271
745,669
1,302,882

Average
Recorded
Investment

Related
Allowance

$

795,222

Interest Income
Recognized

$

1,330,382

$

-

-

$

38,136
755,224
435,795

$

2,077
46,002
-

-

$

$

-

$

2,077
46,002
-

795,222

$

-

38,136
755,224
435,795
1,330,382

Troubled debt restructurings – There were seven loans modified as troubled debt restructuring with a premodification and post-modification balance of $1,465,939 and $1,206,839 respectively during the year ended
December 31, 2018. There was one loan with balance of $76,271, modified as a troubled debt restructuring
during the year ended December 31, 2017. A loan is considered to be in payment default once it is 90 days
contractually past due under the modified terms. For the years ended December 31, 2018 and 2017, there were
no financing receivables modified as troubled debt restructurings within the previous 12 months and for which
there was a payment default (after the restructuring) during the period. The Company had no commitments to
lend additional amounts to borrowers with outstanding loans that are classified as troubled debt restructurings as
of December 31, 2018 and 2017.
The terms of certain other loans were modified during the years ended December 31, 2018 and 2017, which did
not meet the definition of a troubled debt restructuring. The modification of these loans involved a modification of
the terms of a loan to borrowers who were not experiencing financial difficulties.
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NOTE 5 – PREMISES AND EQUIPMENT
Premises and equipment at December 31 consisted of the following:

2018
Land
Building and improvements
Furniture, fixtures, and equipment
Leasehold improvements

$

205,000
3,353,958
1,772,541
314,120

2017
$

5,645,619
(3,546,007)

Less accumulated depreciation and amortization
$

2,099,612

205,000
3,338,595
1,767,674
314,120
5,625,389
(3,394,340)

$

2,231,049

Depreciation and amortization included in occupancy and equipment expense totaled $189,125 and $229,980 for
the years ended December 31, 2018 and 2017, respectively.

NOTE 6 – INTEREST BEARING DEPOSITS
Interest-bearing deposits at December 31 consisted of the following:
2018
Savings
Money market
NOW accounts
Time that meets or exceeds FDIC insurance limit
Other time

2017

$

12,291,663
26,738,480
14,458,325
34,576,348
53,355,781

$

12,862,907
20,847,404
15,070,110
28,710,527
95,003,772

$

141,420,597

$

172,494,720

The Company obtained a letter of credit from the FHLB in the amount of $28,850,000 and $25,000,000 to secure
public deposits at December 31, 2018 and 2017, respectively.
Aggregate annual maturities of time deposits are as follows:

Years Ending December 31,
2019
2020
2021
2022
2023

24

$

79,374,903
4,577,131
2,456,377
478,568
1,045,150

$

87,932,129
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Interest expense recognized on interest-bearing deposits for the years ended December 31 consisted of the
following:
2018
2017
Savings
Money market
NOW accounts
Time that meets or exceeds FDIC insurance limit
Other time

$

11,865
63,868
25,093
515,840
1,082,312

$

11,320
50,109
19,161
275,094
953,077

$

1,698,978

$

1,308,761

NOTE 7 – INCOME TAXES
Provision for income taxes consisted of the following for the years ended December 31:
2018
Current
Federal
State

$

716,000
418,500

2017
$

1,134,500
Deferred
Federal
State

Provision for income taxes

$

1,083,000
457,000
1,540,000

66,000
43,000

312,000
(61,000)

109,000

251,000

1,243,500

$

1,791,000
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Deferred tax assets (liabilities) consisted of the following at December 31:
2018
Deferred tax assets
Allowance for loan losses
Deferred compensation
Interest on nonaccrual loans
State taxes
Other

$

Total deferred tax assets

2017

811,000
202,000
8,000
77,000
71,000

$

1,169,000

Deferred tax liabilities
Premises and equipment
Deferred loan costs
Prepaid expenses
FHLB stock
Total deferred tax liabilities
Net deferred tax assets

$

811,000
204,000
42,000
77,000
169,000
1,303,000

(65,000)
(194,000)
(23,000)
(30,000)

(71,000)
(213,000)
(18,000)
(35,000)

(312,000)

(337,000)

857,000

$

966,000

The provision for income taxes differs from amounts computed by applying the statutory federal income tax rates
to operating income before income taxes. The significant items comprising these differences consisted of the
following for the years ended December 31:
2018
Amount
Federal income tax expense,
at statutory rate
State franchise tax, net of
federal tax benefit
Revaluation of deferred tax assets
Other
Provision for income taxes

$

$

2017
Amount

Rate

764,380

21.0 %

310,573
168,547

8.5 %
0.0 %
4.6 %

1,243,500

34.2 %

$

1,235,951
261,558
376,103
(82,612)

$

1,791,000

Rate

34.0 %
7.2 %
10.4 %
(2.2) %
49.3 %

-

The Company’s 2017 results included the impact of the enactment of the Tax Cuts and Jobs Act, which was
signed into law on December 22, 2017. The law includes significant changes to the U.S. corporate tax system,
including a Federal corporate rate reduction from 34% to 21% effective January 1, 2018. In 2017, the Company
remeasured deferred tax items, resulting in approximately $376,000 increase in tax expense.
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The Company conducted an analysis to assess the need of a valuation allowance against deferred tax assets at
December 31, 2018 and 2017. As part of this assessment, all available evidence, including both positive and
negative, was considered to determine whether based on the weight of such evidence, a valuation allowance for
deferred tax assets was needed. A valuation allowance is deemed to be needed when, based on the weight of the
available evidence, it is more likely than not (a likelihood of more than 50%) that some portion or all of a deferred
tax asset will not be realized. Management determined that a valuation allowance was not required at
December 31, 2018 or 2017.
The Company files income tax returns in the U.S. federal and California jurisdictions. With few exceptions, the
Company is no longer subject to tax examination by U.S. federal taxing authorities for years ended before
December 31, 2015, and by state and local taxing authorities for years ended before December 31, 2014.
Uncertain tax positions – The Company’s policy is to recognize interest and penalties related to income taxes in
income tax expense. The Company has no material uncertain tax positions or associated interest and penalties at
December 31, 2018 or 2017. The Company does not anticipate any significant changes with respect to
unrecognized tax benefit within the next 12 months.

NOTE 8 – COMMITMENTS AND CONTINGENCIES
Operating leases – The Company leases three of its branch offices under noncancelable operating leases
extending through March 2022, with options to renew. Future minimum lease payments are as follows:
Year Ending December 31,

2019
2020
2021
2022

$

125,351
108,143
110,751
43,845

$

388,090

Rental expense included in occupancy and equipment expense totaled $183,426 and $167,728 for the years
ended December 31, 2018 and 2017, respectively.
Financial instruments with off-balance sheet risk – The Company is a party to financial instruments with offbalance sheet risk in the normal course of business in order to meet the financing needs of its customers. These
financial instruments include 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 on the
consolidated balance sheet.
The Company’s exposure to credit loss in the event of nonperformance by the other party for commitments to
extend credit and standby letters of credit is represented by the contractual amount of those instruments. The
Company uses the same credit policies in making commitments and standby letters of credit as it does for loans
included on the consolidated balance sheet.
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The following financial instruments represent off-balance sheet credit risk at December 31:
2018
Commitments to extend credit
Standby letters of credit

$
$

6,842,586
500,000

2017
$
$

8,405,003
200,000

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 Company
evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained, if
deemed necessary by the Company upon extension of credit, is based on management’s credit evaluation of the
borrower. Collateral held varies, but may include savings accounts, accounts receivable, inventory, equipment,
and deeds of trust on residential real estate and income-producing commercial properties.
Standby letters of credit are conditional commitments issued by the Company to guarantee the performance 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. The fair value of the liability related to these standby letters of credit,
which represent fees received for issuing the guarantees, was not significant at December 31, 2018 and 2017.
The Company recognizes these fees as revenue over the term of the commitment or when the commitment is
used.
Correspondent banking agreements – The Company maintains funds on deposit with other federally insured
financial institutions under correspondent banking agreements. The Company’s uninsured deposits with
correspondent banks totaled $22,839,146 at December 31, 2018.
Federal Reserve Bank requirements – The Company is required to maintain reserves with the Federal Reserve
Bank equal to a percentage of their reservable deposits. The Company's vault cash fulfilled its reserve
requirement at December 31, 2018 and 2017.
Contingencies – The Company 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 consolidated financial position or consolidated results of operations of the Company.

NOTE 9 – BORROWING ARRANGEMENTS
Correspondent bank lines of credit – The Company had a total of $11,500,000 in unsecured federal funds lines
of credit with three of its correspondent banks to meet short-term liquidity needs. No borrowings were outstanding
under these lines at December 31, 2018 and 2017.
Federal Home Loan Bank – The Company has a secured line of credit available with the FHLB, which allows the
Company to borrow up to 35% of its total assets based on specified percentages of collateral pledged. At
December 31, 2018, the Bank could borrow up to $82.1 million based on loans pledged totaling $96.9 million.
There was one advance under these arrangements at December 31, 2018, and four advances under these
arrangements at December 31, 2017. The letters of credits outstanding totaled $28,850,000 and $25,000,000 at
December 31, 2018 and 2017 respectively.
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The following FHLB advances were outstanding as of December 31:
2018
Amount

Maturity Date
Advances with no maturity
January 4, 2018
December 10, 2018
January 22, 2019
February 11, 2019
October 27, 2020

$

7,000,000
-

$

7,000,000

2017
Amount

Rate
0.00
0.00
0.00
0.00
1.12
0.00

%
%
%
%
%
%

$

3,000,000
3,000,000
3,000,000
7,000,000
-

1.12 %

$

16,000,000

Rate
1.41
1.41
1.47
0.00
1.12
0.00

%
%
%
%
%
%

1.29 %

NOTE 10 – JUNIOR SUBORDINATED DEBENTURES
MNB Holdings Statutory Trust I (the Trust) is a Delaware business trust formed by the Company with capital of
$93,000 for the sole purpose of issuing trust preferred securities fully and unconditionally guaranteed by the
Company. During the third quarter of 2004, the Trust issued 3,000 Floating Rate Capital Trust Pass-Through
Securities (Trust Preferred Securities), with a liquidation value of $1,000 per security, for gross proceeds of
$3,000,000. All proceeds of the issuance along with the capital from the Company were invested by the Trust in
$3,093,000 of Floating Rate Junior Subordinated Debentures (the Subordinated Debentures) issued by the
Company, with identical maturity, repricing and payment terms as the Trust Preferred Securities. The
Subordinated Debentures represent the sole assets of the Trust. The Subordinated Debentures mature on
September 20, 2034, bear a current interest rate of 4.09% (based on three-month LIBOR plus 2.5%), with
repricing and payments due quarterly. The Subordinated Debentures are redeemable by the Company, subject to
receipt by the Company with prior approval from the Federal Reserve Board of Governors on any December 15,
March 15, June 15, or September 15. The redemption price is par plus accrued and unpaid interest, except in the
case of redemption under a special event, which is defined in the debenture. The Trust Preferred Securities are
subject to mandatory redemption to the extent of any early redemption of the Subordinated Debentures and upon
maturity of the Subordinated Debentures on September 20, 2034.
Holders of the Trust Preferred Securities are entitled to a cumulative cash distribution on the liquidation amount of
$1,000 per security. For each successive period beginning on December 15, March 15, June 15, and
September 15 of each year, the rate will be adjusted to equal the three-month LIBOR plus 2.5%. The Trust has
the option to defer payment of the distributions for a period of up to five years, as long as the Company is not in
default on the payment of interest on the Subordinated Debentures. The Company has given notice of deferral for
each of the past four quarterly payment periods. The Trust Preferred Securities were sold and issued in private
transactions pursuant to an exemption from registration under the Securities Act of 1933, as amended. The
Company has guaranteed, on a subordinated basis, distributions and other payments due on the Trust Preferred
Securities.
Interest expense recognized by the Company for the years ended December 31, 2018 and 2017, related to the
Subordinated Debentures was $145,900 and $115,869, respectively. There were no deferred costs at
December 31, 2018 and 2017. The Company had recorded accrued and unpaid interest payments of $6,815 and
$5,972 at December 31, 2018 and 2017, respectively.
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NOTE 11 – REGULATORY MATTERS
The Company is subject to certain 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 Company’s consolidated financial
statements.
Under capital adequacy guidelines, the Company and Bank must meet specific capital guidelines that involve
quantitative measures of their assets, liabilities, and certain off-balance sheet items as calculated under
regulatory accounting practices. These quantitative measures are established by regulation and require that
minimum amounts and ratios of total and Common Equity Tier 1 capital ratio, Tier 1 capital to risk-weighted
assets, and Tier 1 capital to average assets (leverage ratio) be maintained. Capital amounts and classifications
are also subject to qualitative judgments by the regulators about components, risk weightings, and other factors.
Management believes that the Company and Bank met all its capital adequacy requirements as of December 31,
2018 and 2017.
The Company and Bank are also subject to additional capital guidelines under the regulatory framework for
prompt corrective action. To be categorized as well capitalized under these guidelines, the Company and Bank
must maintain minimum total risk-based, Tier 1 risk-based, common equity Tier 1, and Tier 1 leverage ratios as
set forth in the table on the next page. The Bank was categorized as well capitalized under the regulatory
framework for prompt corrective action as of December 31, 2018 and 2017. There are no conditions or events
since that notification that management believes have changed the Company’s category.
On July 2, 2013, the federal banking regulators approved the final proposed rules that revise the regulatory capital
ratios to incorporate certain revisions by the Basel Committee on Banking Supervision to the Basel Capital
Framework (BASEL III). The phase-in period for the final rules began on January 1, 2015, with full compliance
with the final rules entire requirement phase in by January 1, 2019. The final rules, among other things, include a
new common equity Tier 1 capital (CETI) to risk-weighted assets ratio, including a capital conservation buffer,
which increases from 4.5% this year to 7.0% on January 1, 2019. The final rules also raise the minimum ratio of
Tier 1 capital to risk-weighted assets from 6.0% currently to 8.5% on January 1, 2019, as well as require a
minimum leverage ratio of 4.0%.
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2018

2017

Amount

Ratio

Amount

Ratio

TIER 1 LEVERAGE RATIO
MNB Holdings Corporation
Minimum regulatory requirement

$
$

27,381,000
10,360,000

10.6%
4.0%

$
$

25,402,000
11,388,000

8.9%
4.0%

Mission National Bank
To be well capitalized
Minimum regulatory requirement

$
$
$

30,175,000
12,944,000
10,355,000

11.7%
5.0%
4.0%

$
$
$

28,209,000
14,231,000
11,385,000

9.9%
5.0%
4.0%

$
$

27,381,000
7,996,000

15.4%
4.5%

$
$

25,402,000
9,069,000

8.9%
4.5%

Mission National Bank
To be well capitalized
Minimum regulatory requirement

$
$
$

30,175,000
11,542,000
7,990,000

17.0%
6.5%
4.5%

$
$
$

28,209,000
13,092,000
9,064,000

14.0%
6.5%
4.5%

COMMON EQUITY TIER 1 CAPITAL
PLUS CAPITAL CONSERVATION
CONSERVATION BUFFER
Mission National Bank
Minimum regulatory requirement (1)

$
$

30,175,000
12,429,000

17.0%
7.0%

$
$

28,209,000
14,100,000

14.0%
7.0%

TIER 1 RISK-BASED CAPITAL RATIO
MNB Holdings Corporation
Minimum regulatory requirement

$
$

27,381,000
10,661,000

15.4%
6.0%

$
$

25,402,000
12,091,000

12.6%
6.0%

Mission National Bank
To be well capitalized
Minimum regulatory requirement

$
$
$

30,175,000
14,205,000
10,654,000

17.0%
8.0%
6.0%

$
$
$

28,209,000
16,114,000
12,085,000

14.0%
8.0%
6.0%

TOTAL RISK-BASED CAPITAL RATIO
MNB Holdings Corporation
Minimum regulatory requirement

$
$

29,611,000
14,215,000

16.7%
8.0%

$
$

27,929,000
16,122,000

13.9%
8.0%

Mission National Bank
To be well capitalized
Minimum regulatory requirement

$
$
$

32,404,000
17,757,000
14,205,000

18.2%
10.0%
8.0%

$
$
$

30,734,000
20,143,000
16,114,000

15.3%
10.0%
8.0%

COMMON EQUITY TIER 1 RISK-BASED
CAPITAL RATIO
MNB Holdings Corporation
Minimum regulatory requirement

(1)

The requirement for capital adequacy purposes includes the capital conservation buffer reflected on a fully
phased-in basis, which will not be required until January 2019.
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Dividends – The shareholders of the Company will be entitled to receive dividends when and as declared by its
Board of Directors, out of funds legally available for the payment of dividends, as provided in the California
General Corporation Law. The California General Corporation Law provides that a corporation may make a
distribution to its shareholders if retained earnings immediately prior to the dividend payout is at least equal to the
amount of the proposed distribution. In the event that sufficient retained earnings are not available for the
proposed distribution, a corporation may, nevertheless, make a distribution, if it meets both the quantitative
solvency and the liquidity tests. In general, the quantitative solvency test requires that the sum of the assets of the
corporation equal at least 125% of its liabilities. The liquidity test generally requires that a corporation have
current assets at least equal to current liabilities, or, if the average of the earnings of the corporation before taxes
on income and before interest expenses for the two preceding fiscal years was less than the average of the
interest expense of the corporation for such fiscal years, then current assets must equal at least 125% of current
liabilities.

NOTE 12 – RELATED-PARTY TRANSACTIONS
Loans receivable and deposits – In the normal course of business, the Company makes loans to and receives
deposits from its directors, executive 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 Company. The Company’s related-party loans for the years ended December 31 are as follows:

2018
Beginning balance
Disbursements
Amounts repaid

$

Ending balance

$

Undisbursed commitments

$

1,000,000
800,000
(1,000,000)

2017
$

1,937,714
1,000,000
(1,937,714)

800,000

$

1,000,000

600,000

$

100,000

Related-party deposits amounted to $17,465,228 and $14,876,173 at December 31, 2018 and 2017, respectively.
Service fee income – The Company recognizes fee income on the above loan and deposit accounts with related
parties. Main sources of fee income are earned from armored cash services, ATM fees, ACH transaction fees,
and additional services. In management’s opinion, these transactions are on the same terms as comparable
transactions with other customers of the Company. Total fee income recognized from these accounts totaled
$337,180 and $316,233 for the years ended December 31, 2018 and 2017, respectively.
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NOTE 13 – EMPLOYEE BENEFIT PLANS
Salary continuation plan – A salary continuation plan is in place for one retired officer. In addition, similar plans
have been frozen for three executive officers who have left the Company. Under these plans, the executive
officers, or their designated beneficiaries, will receive monthly payments for 10 years after retirement or death.
These benefits are substantially equivalent to those available under insurance policies that have been purchased
by the Company on the lives of the executive officers. In addition, the estimated present value of these future
benefits is accrued over the period from the effective dates of the plans until the participants are eligible for
payments under the plans. The expense recognized under these plans for the years ended December 31, 2018
and 2017, was $29,394 and $28,700, respectively, resulting in a deferred compensation liability of $684,642 and
$689,351 at December 31, 2018 and 2017, respectively.
The Company holds single premium life insurance policies with cash surrender values totaling $1,215,630 and
$1,188,924 at December 31, 2018 and 2017, respectively. Income earned on these policies, net of expenses,
totaled $26,706 and $26,980 for the years ended December 31, 2018 and 2017, respectively.
Savings plan – The Mission National Bank 401(k) Savings Plan commenced in 1997 and is available to
employees meeting certain service requirements. Under the plan, employees may defer a selected percentage of
their annual compensation. The Company’s contribution to the plan is discretionary and is allocated as follows:
A matching contribution to be determined by the Board of Directors each plan year under which the Company will
match a percentage of each participant’s contribution.
The Company may make additional contributions to the plan at the discretion of the Board of Directors that shall
be allocated in the same ratio as each participant's compensation bears to total compensation.
Company contributions totaled $31,743 and $27,636 for the years ended December 31, 2018 and 2017,
respectively.

NOTE 14 – OTHER EXPENSES
Other expenses for the years ended December 31 consisted of the following:

2018
Data processing
Professional services
Director’s fees
Telephone and postage
FDIC assessment
OCC assessment
Loan related expenses
Other operating expenses

2017

$

540,000
807,504
210,000
240,496
139,979
119,083
49,201
689,333

$

685,000
578,788
223,500
183,072
105,059
94,412
102,587
780,192

$

2,795,596

$

2,752,610
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NOTE 15 – FAIR VALUE
The estimated fair values of the Company’s financial instruments for the years ended December 31 were as
follows:
Level
Financial assets:
Cash and cash equivalents
Time deposits with other banks
Other investments
Net loans
Financial liabilities:
Deposits

1
2
3
3
3

2018
Carrying Amount
$

41,977,941
245,020
2,319,050
198,035,473
208,335,002

$

Fair Value
41,977,941
245,020
2,319,050
194,090,000
186,348,000

2017
Carrying Amount
$

41,867,609
6,635,180
2,350,653
228,660,590
239,633,032

$

Fair Value
41,867,609
6,635,180
2,350,653
225,876,006
239,649,590

Fair value hierarchy – The Company groups its assets and liabilities measured at fair value in three levels,
based on the markets in which the assets and liabilities are traded and the reliability of the assumptions used to
determine fair value. Valuations within these levels are based upon:
Level 1 – Quoted market prices for identical instruments traded in active exchange markets.
Level 2 – Quoted prices for similar instruments in active markets, quoted prices for identical or similar
instruments in markets that are not active, and model-based valuation techniques for which all
significant assumptions are observable or can be corroborated by observable market data.
Level 3 – Model-based techniques that use at least one significant assumption not observable in the market.
These unobservable assumptions reflect the Company’s estimates of assumptions that market
participants would use on pricing the asset or liability. Valuation techniques include management
judgment and estimation which may be significant.
Management monitors the availability of observable market data to assess the appropriate classification of
financial instruments within the fair value hierarchy. Changes in economic conditions or model-based valuation
techniques may require the transfer of financial instruments from one fair value level to another. In such
instances, the transfer is reported at the beginning of the reporting period.
Management evaluates the significance of transfers between levels based upon the nature of the financial
instrument and size of the transfer relative to total assets, total liabilities, or total earnings. There were no transfer
between levels as of December 31, 2018 and 2017.
Assets and liabilities recorded at fair value – There were no assets or liabilities measured at fair value on a
recurring basis as of December 31, 2018 and 2017. There were no assets measured at fair value on a
nonrecurring basis as of December 31, 2018. The asset measured at fair value on a nonrecurring basis at
December 31, 2017, was a collateral dependent impaired loan with a net carrying amount of approximately
$508,000. There were no liabilities measured at fair value on nonrecurring basis at December 31, 2018 and 2017.
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The fair value of impaired loans with specific allocations of the allowance for loan losses is generally based on
recent real estate appraisals. These appraisals may utilize a single valuation approach or a combination of
approaches including comparable sales and the income approach. Adjustments are routinely made in the
appraisal process by the independent appraisers to adjust for differences between the comparable sales and
income data available. Such adjustments are usually significant and typically result in a Level 3 classification of
the inputs for determining fair value. Nonreal estate collateral may be valued using an appraisal, net book value
per the borrower’s financial statements, or aging reports, adjusted or discounted based on management’s
historical experience, changes in market conditions from the time of the valuation, and management’s expertise
and knowledge of the customer and customer’s business, resulting in a Level 3 fair value classification. Impaired
loans are evaluated on a quarterly basis for additional impairment and adjusted accordingly.
Appraisals for collateral-dependent impaired loans are performed by certified general appraisers (for commercial
properties) or certified residential appraisers (for residential properties) whose qualifications and licenses have
been reviewed and verified by the Bank. Once received, a member of the Loan Department reviews the
assumptions and approaches utilized in the appraisal as well as the overall resulting fair value in comparison with
independent data sources such as recent market data or industry-wide statistics.
At December 31, 2018, collateral dependent impaired loans had a principal balance of approximately $1.4 million
with no recorded specific reserve. The Company relied solely on appraisals to measure the fair value of loans
carried at fair value on a nonrecurring basis. The valuation technique used was the sales comparison approach
method. Unobservable inputs include adjustment for estimated selling costs and unpaid taxes, which has a
weighted average discount of 15%.
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