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To Our Shareholders,

Our performance in 2022 represented another year of successfully executing on our strategic plan for generating
profitable growth and enhancing the value of our franchise. We continued to consistently add new clients, grow
our balance sheet and revenue, and increase operating leverage. As a result, we generated a substantial increase
in our profitability, with our earnings per share being 56% higher than the prior year, and we reached a significant
milestone for the Company with our return on average assets exceeding 1.00% during the second half of the year.
With our strong financial performance and effective balance sheet management, we also generated a 14% in-
crease in tangible book value per share during a year in which many banks saw declines, and increased our TCE
ratio by nearly 100 basis points, all through internal capital generation.

We are particularly pleased that we delivered on all of the goals that we set for 2022: we continued to grow our
balance sheet while maintaining disciplined expense control, resulting in improved efficiencies; we substantially
increased our fee income, which was partially driven by the investments we have made to improve our treasury
management platform that has enhanced our ability to attract new commercial clients to the bank; and we effec-
tively capitalized on our asset sensitivity to drive significant expansion in our net interest margin. The achieve-
ment of all of these goals contributed to our substantial increase in earnings and returns.

Over the past few years, we have added banking talent that fits our relationship-oriented, highly consultative
approach while providing expertise in specialized areas of lending and increasing our exposure to new markets.
With our diverse lending platform, we have the flexibility to focus our loan production on whichever asset classes
present the most attractive risk-adjusted yields at any given point in time. Due to the strong commercial banking
team we have built, we consistently saw a higher level of loan production during 2022, which resulted in 16%
loan growth, even as we opportunistically executed some loan sale transactions that both enhanced our profitabil-
ity and favorably adjusted our risk profile. Importantly, as our franchise has grown, we have maintained excep-
tional asset quality. For the full year, our net charge-offs were just 0.01% of average loans, and we ended the year
with non-performing assets/total assets of just 0.06%.

Our primary focus remains on developing deposit relationships with high quality commercial clients that main-
tain their operating accounts with the bank. With our improved treasury management platform, we are consis-
tently adding new operating accounts, and we have built a stable, low-cost deposit base with noninterest-bearing
deposits accounting for 45% of our total deposits at year end. Due to the strong deposit base that serves as the
foundation for our bank, we were able to effectively control our deposit costs despite the significant increase in
interest rates during the year, which contributed to the margin expansion that led to our increased profitability.
We believe the franchise we have built based on a stable, low-cost deposit base and conservatively underwritten,
well diversified loan portfolio will enable us to continue to deliver strong financial performance for our share-
holders, even as the operating environment remains challenging in 2023. Over the longer term, as economic con-
ditions improve, we believe that our commercial banking team’s ability to generate attractive lending opportuni-
ties and low-cost deposits will result in higher levels of revenue, more operating leverage, and profitable growth
that will further enhance the value of our franchise.

Sincerely,
Stephen A. Cortese Steven E. Shelton
Chairman of the Board Chief Executive Officer
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Forward Looking Statements

Certain statements contained in this Annual Report on Form 10-K are forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These forward-
looking statements include statements relating to our projected growth, anticipated future financial performance, financial condition,
credit quality and management’s long-term performance goals, as well as statements relating to the anticipated effects on our business,
financial condition and results of operations from expected developments or events, our business, growth and strategies. These
statements, which are based on certain assumptions and estimates and describe our future plans, results, strategies and expectations,
can generally be identified by the use of the words and phrases “may,” “will,” “should,” “could,” “would,” “goal,” “plan,” “potential,”
“estimate,” “project,” “believe,” “intend,” “anticipate,” “expect,” “target,” “aim,” “predict,” “continue,” “seek,” “projection” and other
variations of such words and phrases and similar expressions. With respect to any such forward-looking statements, the Company
claims the protection provided for in the Private Securities Litigation Reform Act of 1995.
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We have made the forward-looking statements in this report based on assumptions and estimates that we believe to be reasonable in
light of the information available to us at this time. However, these forward-looking statements are subject to significant risks and
uncertainties, and could be affected by many factors. Factors that could have a material adverse effect on our business, financial
condition, results of operations and future growth prospects can be found in the “Risk Factors” and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” sections of this report and elsewhere in this report. These factors include,
but are not limited to, the following:

*  business and economic conditions nationally, regionally and in our target markets, particularly in the greater San
Francisco Bay Area and other areas in which we operate;

*  concentration of our loan portfolio in commercial and industrial loans, which loans may be dependent on the borrower’s
cash flows for repayment and, to some extent, the local and regional economy;

»  concentration of our loan portfolio in real estate loans and changes in the prices, values and sales volumes of commercial
and residential real estate;

+ the concentration of our business activities within the geographic areas of Northern California;

» credit and lending risks associated with our commercial real estate, commercial and industrial, and construction and
development portfolios;

*  the impact of the COVID-19 epidemic on our business, employees, customers and the local, national and global
economy;

»  disruptions to the credit and financial markets, either nationally or globally;
+ increased competition in the banking industry, nationally, regionally or locally;
+  our ability to execute our business strategy to achieve profitable growth;

»  the dependence of our operating model on our ability to attract and retain experienced and talented bankers in each of
our markets;

»  risks that our cost of funding could increase, in the event we are unable to continue to attract stable, low-cost deposits
and/or reduce our cost of deposits;

*  our ability to improve our operating efficiency;
« failure to keep pace with technological change or difficulties when implementing new technologies;

*  our ability to attract and maintain business banking relationships with well-qualified businesses, real estate developers
and investors with proven track records in our market areas;

»  our ability to attract sufficient loans that meet prudent credit standards, including in our commercial and industrial and
owner-occupied commercial real estate loan categories;



failure to maintain adequate liquidity and regulatory capital and comply with evolving federal and state banking
regulations;

inability of our risk management framework to effectively mitigate risks, such as credit risk, interest rate risk, liquidity
risk, price risk, compliance risk, operational risk, strategic risk and reputational risk;

our ability to develop new, and grow our existing, streams of noninterest income;
our dependence on our management team and our ability to motivate and retain our management team;
risks related to any future acquisitions, including failure to realize anticipated benefits from future acquisitions;

system failures, data security breaches, including as a result of cyber-attacks, or failures to prevent breaches of our
network security;

data processing system failures and errors;

our heavy reliance on communications and information systems to conduct business and reliance on third parties and
affiliates to provide key components of business structure, any disruptions of which could interrupt operations or
increase the costs of doing business;

fraudulent and negligent acts by our customers, employees or vendors;

our financial reporting controls and procedures’ ability to prevent or detect all errors or fraud;
our ability to maintain expenses in line with current projections;

fluctuations in the market value of the securities held in our securities portfolio;

the adequacy of our reserves (including the allowance for loan and lease losses and the appropriateness of our
methodology for calculating such reserves);

increased loan losses or impairment of goodwill and other intangibles;

an inability to raise necessary capital to fund our growth strategy, operations, or to meet increased minimum regulatory
capital levels;

the sufficiency of our capital, including sources of such capital and the extent to which capital may be used or required,

interest rate changes and their impact on our financial condition and results of operations;

the institution and outcome of litigation and other legal proceeding to which we become subject;
changes in our accounting standards;
the impact of recent and future legislative and regulatory changes;

examinations by our regulatory authorities, including the possibility that the regulatory authorities may, among other
things, require us to increase our allowance for loan losses, or write-down assets, or otherwise impose restrictions or
conditions on our operations, including, but not limited to, our ability to acquire or be acquired;

governmental monetary and fiscal policies;
changes in the scope and cost of Federal Deposit Insurance Corporation insurance and other insurance coverage; and

other factors and risks described under the “Risk Factors” and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” sections herein.
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Because of these risks and other uncertainties, our actual results, performance or achievement, or industry results, may be materially
different from the anticipated or estimated results discussed in the forward-looking statements in this Annual Report on Form 10-K.
Our past results of operations are not necessarily indicative of our future results. You should not rely on any forward-looking
statements, which represent our beliefs, assumptions and estimates only as of the dates on which they were made, as predictions of
future events. We undertake no obligation to update these forward-looking statements, even though circumstances may change in the
future, except as required under federal securities law. We qualify all of our forward-looking statements by these cautionary
statements.



PART I
Item 1. Business
Overview

California BanCorp (the “Company” or “we”) was organized in 2017 to serve as the holding company for California Bank of
Commerce (the “Bank”) and is headquartered in Oakland, California. The Company commenced operation on June 30, 2017
following a reorganization transaction in which it became the Bank’s holding company. This transaction was treated as an internal
reorganization as all shareholders of the Bank became shareholders of the Company. As a bank holding company, the Company is
subject to regulation and supervision by the Board of Governors of the Federal Reserve System (the “Federal Reserve”). The
Company has no operations other than ownership and management of the Bank.

The Bank is a California-chartered commercial bank founded in 2007. The Bank is headquartered in Walnut Creek, California,
approximately 15 miles east of Oakland, California. In addition to its headquarters, the Bank has a full service branch in California
located in Contra Costa County and 4 loan production offices in California located in Alameda County, Contra Costa County,
Sacramento County, and Santa Clara County. The Bank is supervised and regulated by the California Department of Financial
Protection and Innovation (the “DFPI”) and the Federal Deposit Insurance Corporation (the “FDIC”).

We primarily serve business and professional corporations with a variety of business focused financial services. Some of the products
and services that we offer include commercial checking, savings and money market accounts, certificates of deposit, treasury and cash
management services, foreign exchange services, commercial and industrial loans, asset-based loans, loans to dental and veterinary
professionals, commercial real estate loans, residential and commercial construction and development loans, online banking, and
mobile banking. As of December 31, 2022, we had total consolidated assets of $2.04 billion, total gross loans of $1.59 billion, total
deposits of $1.79 billion and total shareholders’ equity of $172.3 million.

Qur Strategy

The Bank is a relationship-based commercial business bank focused on providing innovative products and services that are value-
driven. We maintain a strong credit culture as a foundation of sound asset quality, and we embrace innovation and strive to provide the
solutions our customers need and expect. We focus on creating value for the communities and clients we serve to provide exceptional
return for our shareholders, and also growing relationship deposits and lending those funds to invest in and support the communities
we serve, with the ultimate goal of yielding superior growth in earnings per share.

Our strategic plan includes the following measures of long-term success: (i) earnings per share growth; (ii) return on assets; (iii) return
on tangible common equity; (iv) total risk-based capital ratio; (v) core deposit growth; and (vi) nonperforming assets to total assets
ratio.

Our Market Area

We are headquartered in the San Francisco Bay Area in Oakland, California. The Bank maintains its headquarters in Walnut Creek,
California, where it offers full banking services. We also operate loan production offices in Walnut Creek, Oakland, San Jose and
Sacramento, California.

Our market areas cover primarily the greater San Francisco Bay Area and Sacramento. Our branch and loan production offices are
located in three contiguous counties in the San Francisco Bay Area: Alameda, Contra Costa and Santa Clara; and Sacramento County.
The economic base of this market area is heavily dependent on small and medium-sized businesses, providing us with a market rich in
potential customers.
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The economies of the San Francisco Bay Area are primarily driven by the technology, real estate, financial services, tourism, shipping
and manufacturing industries. Sacramento is the capitol of the State of California and government-related activities are a significant
portion of the region’s economy. The Sacramento area also includes a number of higher education centers, including state universities
and technical colleges.

Competition

The banking business is highly competitive, and we face competition in our market areas from many other local, regional, and national
financial institutions. Competition among financial institutions is based on interest rates offered on deposit accounts, interest rates
charged on loans, other credit and service charges relating to loans, the quality and scope of the services rendered, the convenience of
banking facilities, among other factors. We compete with commercial banks, credit unions, savings institutions, mortgage banking
firms, finance companies, including “fintech” lenders, securities brokerage firms, insurance companies, money market funds and other
mutual funds, as well as regional and national financial institutions that operate offices in our market areas and elsewhere. The
competing major commercial banks have greater resources that may provide them a competitive advantage by enabling them to
maintain numerous branch offices, mount extensive advertising campaigns and invest in new technologies, for example. The
increasingly competitive environment is the result of changes in regulation, changes in technology and product delivery systems,
additional financial service providers, and the accelerating pace of consolidation among financial services providers.

The financial services industry could become even more competitive as a result of legislative, regulatory and technological changes
and continued consolidation. Banks, securities firms and insurance companies can merge under the umbrella of a financial holding
company, which can offer most types of financial services, including banking, securities underwriting, insurance (both agency and
underwriting) and merchant banking. Also, technology has lowered barriers to entry and made it possible for non-banks to offer
products and services traditionally provided by banks, such as automatic transfer and automatic payment systems.

Some of our non-banking competitors, such as fintech lenders, have fewer regulatory constraints and may have lower cost structures.
In addition, some of our competitors have assets, capital and lending limits greater than that of the Bank, have greater access to capital
markets and offer a broader range of products and services than the Bank. These institutions may have the ability to offer lower rates
on loans and higher rates on deposits than we can offer. Some of these institutions offer services, such as international banking, which
we do not directly offer, except for a limited suite of services such as international wires and currency exchange.

We compete with these institutions by focusing on our position as an independent, commercial business bank and rely upon local
promotional activities, personal relationships established by our officers, directors, and employees with our customers, and specialized
services tailored to meet the needs of the customers we serve. We strive to provide innovative products to our customers that are
value-driven. We actively cultivate relationships with our customers that extend beyond a single loan to a full suite of products that
serve the needs of our commercial customers. Our goal is to develop long-standing connections with our customers and the
communities that we serve. While our position varies by market, our management believes that we can compete effectively as a result
of local market knowledge, local decision making, and awareness of customer needs.

Our Business
General

We provide a range of commercial lending services, including commercial and industrial loans, commercial real estate loans, and
residential and commercial construction and development loans. Our specialty commercial lending niches include dental and
veterinary lending, commercial contractors, asset-based lending, commercial and residential construction and emerging businesses.
Our customers are generally small to medium-sized businesses and professional firms that are located in or conduct a substantial
portion of their business in our market areas. The majority of our customer-facing offices are loan production offices.



Credit Administration and Loan Review

Historically, we believe we have made sound, high quality loans while recognizing that lending money involves a degree of business
risk. We have loan policies designed to assist us in managing this business risk. These policies provide a general framework for our
loan origination, monitoring and funding activities, while recognizing that not all risks can be anticipated.

As part of our credit administration, we document the borrower’s business, purpose of the loan, our evaluation of the repayment
source and the associated risks, our evaluation of collateral, covenants and monitoring requirements, and the risk rating rationale. Our
strategy for approving or disapproving loans is to follow conservative loan policies and consistent underwriting practices which
include:

*  maintaining close relationships among our customers and their designated banker to ensure ongoing credit monitoring
and loan servicing;

e granting credit on a sound basis with full knowledge of the purpose and source of repayment for such credit;
*  confirming that primary and secondary sources of repayment are adequate in relation to the amount of the loan;

* developing and maintaining targeted levels of diversification for our loan portfolio as a whole and for loans within each
category; and

*  properly documenting each loan and confirming that any insurance coverage requirements are satisfied.

For loan approvals, a loan is first recommended by a line of business manager and then is directed to the appropriate officer within
credit administration for approval, subject to specified limits. This process ensures that the loan is supported by both the line of
business and credit administration and allows us to respond to customer credit requests in an expeditious manner. Proposed loans
above the specified limit must be approved by the Bank’s board of directors.

Managing credit risk is a company-wide process. Our strategy for credit risk management includes centralized credit policies, uniform
underwriting criteria and ongoing risk monitoring and review processes for all credit exposures. Our processes emphasize early-stage
review of loans, regular credit evaluations and management reviews of loans, which supplement the ongoing and proactive credit
monitoring and loan servicing provided by our bankers. Our Chief Credit Officer provides company-wide credit oversight and
periodically reviews all credit risk portfolios to ensure that the risk identification processes are functioning properly and that our credit
standards are followed. In addition, a third-party loan review is performed to assist in the identification of problem assets and to
confirm our internal risk rating of loans. We attempt to identify potential problem loans early in an effort to seek aggressive resolution
of these situations before the loans become a loss, record any necessary charge-offs promptly and maintain adequate allowance levels
for probable loan losses inherent in the loan portfolio.

Our loan policies generally include other underwriting guidelines for loans collateralized by real estate. These underwriting standards
are designed to determine the maximum loan amount that a borrower has the capacity to repay based upon the type of collateral
securing the loan and the borrower’s income. Our loan policies include maximum amortization schedules and loan terms for each
category of loans collateralized by liens on real estate.

In addition, our loan policies provide guidelines for: personal guarantees; environmental review; loans to employees, executive
officers and directors; problem loan identification; maintenance of an adequate allowance for loan losses and other matters relating to
lending practices. We do not make loans to any director, executive officer of the Bank, or the related interests of each, unless the loan
is approved by the full board of directors of the Bank.



Lending Limits

Under California law, our ability to make aggregate secured and unsecured loans-to-one-borrower is limited to 25% and 15%,
respectively, of unimpaired capital and surplus. At December 31, 2022, the Bank’s limit on aggregate secured loans-to-one-borrower
was $57.8 million and unsecured loans-to-one borrower was $34.6 million. At December 31 2022, the Bank’s highest aggregate
balance of secured loans-to-one-borrower was $28.6 million and the highest aggregate balance of unsecured loans-to-one borrower
was $19.0 million. The Bank’s legal lending limit will increase or decrease as the Bank’s level of capital increases or decreases. In
addition, the Bank has established internal loan limits, which are lower than the legal lending limits for a California bank. Our board
of directors will adjust the internal lending limit as deemed necessary to continue to mitigate risk and serve the Bank’s customers. We
are also able to sell participations in our larger loans to other financial institutions, which allow us to manage the risk involved in these
loans and to meet the lending needs of our customers requiring extensions of credit in excess of these limits.

Commercial and Industrial Loans

We have significant expertise in small to middle market commercial and industrial lending, with an emphasis on the dental and
veterinary industries, contractors and emerging companies. Our success is the result of our product and market expertise, and our
focus on delivering high-quality, customized and quick turnaround service for our customers due to our focus on maintaining an
appropriate balance between prudent, disciplined underwriting, on the one hand, and flexibility in our decision making and
responsiveness to our customers, on the other hand, which has allowed us to grow our commercial and industrial loan portfolio while
maintaining asset quality. As of December 31, 2022, commercial and industrial loans made up approximately $634.5 million or 40%
of our loan portfolio.

We provide a mix of variable and fixed rate commercial and industrial loans. We extend commercial business loans for working
capital, accounts receivable and inventory financing and other business purposes. Generally, short-term loans have maturities ranging
from 12 months to 3 years, and “term loans” have maturities ranging from 5 to 10 years. Loans are generally intended to finance
current transactions and typically provide for periodic principal payments, with interest payable monthly. Repayment of commercial
loans depends substantially on the borrower’s underlying business, financial condition and cash flows, as well as the sufficiency of the
collateral. Compared to real estate, the collateral may be more difficult to monitor, evaluate and sell. Where the borrower is a
corporation, partnership or other entity, we typically require personal guarantees from significant equity holders. Our maximum loan-
to-value ratio for commercial and industrial loans is dependent on the collateral.

Asset-Based Lending (ABL) Loans

A subset of our commercial and industrial loans are structured as asset based lending (“ABL”) loans, which are secured by the
borrower’s accounts receivable or inventory. Our ABL loans are structured as callable and cancelable transactions. The ABL loans are
originated through and managed by our Business Credit division. Repayment of ABL loans depends substantially on the ability of the
borrower to monetize the assets in a defined borrowing base. Generally the borrowing base has a maximum advance rate of 80%
against eligible receivables and may include a lower advance rate against inventory. Therefore, the quality and collectability of
accounts receivable, concentrations among account debtors, financial strength of the account debtors, and quality and transferability of
inventory can impact repayment. At December 31, 2022, ABL loans totaled approximately $50.2 million or approximately 3% of our
loan portfolio.

Construction and Development Loans

We offer adjustable rate residential and commercial construction loan financing to builders and developers and to consumers who
wish to build their own home. The term of construction and development loans generally is limited to 12 to 36 months. Most loans
will mature and require payment in full upon the sale or refinance of the



property. We believe that construction and development loans generally carry a higher degree of risk than long-term financing of
stabilized, rented, and owner-occupied properties because repayment depends on the ultimate completion of the project and usually on
the subsequent sale or refinance of the property. Specific risks include:

. cost overruns;

*  mismanaged construction;

» inferior or improper construction techniques;

* economic changes or downturns during construction;

e adownturn in the real estate market;

»  rising interest rates which may prevent sale of the property; and

» failure to sell or stabilize completed projects in a timely manner.

We attempt to reduce risk associated with construction and development loans by obtaining personal guarantees and by keeping the
maximum loan-to-value ratio at or below 50%-75% depending on the project type with a maximum loan-to-cost ratio of 80%. Many
of our loans will include interest reserves built into the loan commitment. Generally, for owner occupied commercial construction
loans, we will require periodic cash payments for interest from the borrower’s cash flow. As of December 31 2022, construction and
development loans made up approximately $63.7 million or 4% of our loan portfolio.

Real Estate Loans

A significant component of our loan portfolio is loans secured by real estate. These loans include both commercial real estate loans
and other loans secured by real estate. Real estate loans are subject to the same general risks as other loans and are particularly
sensitive to fluctuations in the value of real estate. Fluctuations in the value of real estate and rising interest rates, as well as other
factors arising after a loan has been made, could negatively affect a borrower’s cash flow, creditworthiness, and ability to repay the
loan. We obtain a security interest in real estate where feasible, in addition to any other available collateral, in order to increase the
likelihood of the ultimate repayment of the loan. As of December 31, 2022, commercial real estate loans made up approximately
$848.2 million or 53% of our loan portfolio.

Our commercial real estate loans generally have terms of 10 years or less, although payments may be structured on a longer
amortization basis. We evaluate each borrower on an individual basis and attempt to determine their business risks and credit profile.
We attempt to reduce credit risk in the commercial real estate portfolio by emphasizing loans on owner-occupied industrial, office,
and retail buildings where the loan-to-value ratio, established by independent appraisals, generally does not exceed 70% of cost or
appraised value. We also generally require that a borrower’s cash flow exceed 130% of monthly debt service obligations. In order to
ensure secondary sources of payment and liquidity to support a loan request, we typically review all of the personal financial
statements of the principal owners and require their personal guarantees. Commercial real estate loans are generally viewed as having
more risk of default than residential real estate loans. They are also typically larger than residential real estate loans and depend on
cash flows from the owner’s business or the property to service the debt. Because our loan portfolio contains a number of commercial
real estate loans with relatively large balances, the deterioration of one or a few of these loans could cause a significant increase in our
levels of nonperforming assets.

Small Business Administration Loans

We offer U.S. Small Business Administration, or SBA, loans for qualifying businesses for loan amounts up to $5 million. The Bank
primarily extends SBA loans known as SBA 7(a) loans and SBA 504 loans. SBA 7(a) loans are typically extended for working capital
needs, purchase of inventory, purchase of machinery and equipment,



debt refinance, business acquisitions, start-up financing or to purchase or construct owner-occupied commercial property. SBA 7(a)
loans are typically term loans with maturities up to 10 years for loans not secured by real estate and up to 25 years for real estate
secured loans. SBA loans are fully amortizing with monthly payments of principal and interest. SBA 7(a) loans are typically floating
rate loans that are secured by business assets and/or real estate. Depending on the loan amount, each loan is typically guaranteed 75%
to 85% by the SBA, with a maximum gross loan amount to any one small business borrower of $5 million and a maximum SBA
guaranteed amount of $3.75 million.

We are generally able to sell the guaranteed portion of the SBA 7(a) loans in the secondary market at a premium, while earning
servicing fee income on the sold portion over the remaining life of the loan. In addition to the interest yield earned on the
unguaranteed portion of the SBA 7(a) loans that are not sold, we recognize income from gains on sales and from loan servicing on the
SBA 7(a) loans that are sold.

SBA 504 loans are typically extended for the purpose of purchasing owner-occupied commercial real estate or long-term capital
equipment. SBA 504 loans are typically extended for up to 20 years or the life of the asset being financed. SBA 504 loans are financed
as a participation loan between the Bank and the SBA through a Certified Development Company (“CDC”). Generally, these loans are
structured to give the Bank a 50% first deed of trust and the CDC a 40% second deed of trust, with the remaining 10% funded by the
borrower. Interest rates for the first deed of trust loans are subject to normal bank commercial rates and terms and the second deed of
trust CDC loans are fixed for the life of the loans based on certain indices.

Our SBA 7(a) loans are originated through our SBA Loan Department. The SBA Loan Department is staffed by loan officers who
provide assistance to qualified businesses. The Bank is designated as an SBA Preferred Lender, whereby the SBA has delegated its
authority to us to make, service and liquidate loans. This designation generally facilitates a more efficient marketing and approval
process for SBA loans. We have attained SBA Preferred Lender status nationwide.

As of December 31, 2022, our SBA loan portfolio totaled approximately $7.2 million or approximately 1% of our loan portfolio.

See Note 3 to the consolidated financial statements for additional information regarding the segment of the SBA loan portfolio that
pertains to the Paycheck Protection Program under the Coronavirus Aid, Relief, and Economic Security Act.

Consumer Loans

We occasionally make loans to individuals for personal and household purposes, including secured and unsecured installment loans
and revolving lines of credit. Consumer loans are underwritten based on the borrower’s income, current debt level, past credit history,
and the availability and value of collateral. Consumer rates are both fixed and variable, with negotiable terms. Our installment loans
typically amortize over periods up to 5 years. Although we typically require monthly payments of interest and a portion of the
principal on our loan products, we will offer consumer loans with a single maturity date when a specific source of repayment is
available. Consumer loans are generally considered to have greater risk than first or second mortgages on real estate because they may
be unsecured, or, if they are secured, the value of the collateral may be difficult to assess and more likely to decrease in value than real
estate. As of December 31, 2022, consumer loans totaled approximately $39.7 million or approximately 2% of our loan portfolio.

Deposit Products

We offer a range of commercially focused deposit and treasury management services at our branch locations that are similar to those
typically available in the commercial divisions of the larger regional and national banking institutions, including commercial analysis
and other cash management accounts, ranging from money market



accounts to long-term certificates of deposit. Transaction accounts and time deposits are tailored to and offered at rates competitive to
those offered in our primary market areas. Our customers primarily include businesses, associations, organizations and governmental
authorities. Our deposits are insured by the FDIC up to statutory limits.

Securities

We manage our securities portfolio and cash to maintain adequate liquidity and to ensure the safety and preservation of invested
principal, with a secondary focus on yield and returns. Specific goals of our investment portfolio are as follows:

» provide a ready source of balance sheet liquidity, ensuring adequate availability of funds to meet fluctuations in loan
demand, deposit balances and other changes in balance sheet volumes and composition;

» serve as a means for diversification of our assets with respect to credit quality, maturity and other attributes;
«  serve as a tool for modifying our interest rate risk profile pursuant to our established policies; and
»  provide collateral to secure local governmental agency and business deposits.

Our investment portfolio is comprised primarily of U.S. government agency securities and mortgage-backed securities issued by
government-sponsored entities, though we may hold other securities, such as corporate debt securities.

Our investment policy is reviewed annually by our board of directors. The Bank’s board of directors has delegated the responsibility
of monitoring our investment activities to the Asset Liability Committee of the Bank’s board of directors. Day-to-day activities
pertaining to the securities portfolio are conducted under the supervision of our Chief Financial Officer and Chief Executive Officer.
We actively monitor our investments on an ongoing basis to identify any material changes in the securities. We also review our
securities for potential other-than-temporary impairment at least quarterly.

Implications of Being an Emerging Growth Company

We qualify as an emerging growth company as that term is used in the JOBS Act. An emerging growth company may take advantage
of specified reduced reporting and other burdens that are otherwise applicable generally to public companies. These provisions
include:

* arequirement to have only two years of audited financial statements and only two years of related management’s
discussion and analysis of financial condition and results of operations;

* exemption from the auditor attestation requirement in the assessment of the emerging growth company’s internal control
over financial reporting under Section 404 of the Sarbanes-Oxley Act of 2002;

» reduced disclosure about the emerging growth company’s executive compensation arrangements; and

* no non-binding advisory votes on executive compensation or golden parachute arrangements.

We could remain an emerging growth company for up to five years, or until the earliest of (i) the last day of the first fiscal year in
which our annual gross revenues exceed $1.07 billion, (ii) the date that we become a “large accelerated filer” as defined in Rule 12b-2
under the Exchange Act, which would occur if the market value of our common stock that is held by non-affiliates exceeds

$700 million as of the last business day of our most recently completed second fiscal quarter, or (iii) the date on which we have issued
more than $1 billion in non-convertible debt during the preceding three year period. We expect to take advantage of certain of the
reduced reporting and other requirements of the JOBS Act with respect to the periodic reports we will file with the SEC and proxy
statements that we use to solicit proxies from our shareholders.
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In addition, Section 107 of the JOBS Act also provides that an emerging growth company can take advantage of the extended
transition period provided in Section 7(a)(2)(B) of the Securities Act for complying with new or revised accounting standards. We
plan to elect to use the extended period for compliance and, as a result, our financial statements may not be comparable to companies
that comply with public company effective dates. See our discussion in “Risk Factors”.

Human Capital Resources

As of December 31, 2022, we had 157 full-time equivalent employees (“FTE”). None of our employees are represented by any
collective bargaining unit or is a party to a collective bargaining agreement. We consider our relationship with our employees to be
good and have not experienced interruptions of operations due to labor disagreements. Our relationship banking strategy is largely
dependent on the personal relationships of our employees and the quality of service they provide. We strive to attract, develop and
retain employees who can further our strategic goals and build long-term shareholder value. To do so, we offer compensation,
benefits, and training designed to attract, develop and retain employees. While we expect to hire employees to further our growth
strategy, as a result of attrition and as opportunities to recruit talent may arise, in general, we believe our human capital resources are
adequate for our needs.

General Corporate Information

Our principal executive offices are located at 1300 Clay Street, Suite 500, Oakland, California and our telephone number at that
address is (510) 457-3615.

We file reports with the Securities and Exchange Commission (the “SEC”), which include annual reports on Form 10-K, quarterly
reports on Form 10-Q and current reports on Form 8-K, as well as proxy and information statements in connection with our
shareholders’ meetings. The SEC maintains a website that contains the reports, proxy and information statements and other
information regarding issuers that file electronically with the SEC. The address of the website is www.sec.gov. Our website address is
www.californiabankofcommerce.com. Electronic copies of our annual reports on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K, and other information and reports we file with the SEC and amendments to those reports, are available free of
charge by visiting the Investor Relations section of our website. These reports are generally posted as soon as reasonably practicable
after they are electronically filed with the SEC.

Economic Conditions, Government Policies and Legislation

Our profitability, like that of most financial institutions, depends, among other things, on interest rate differentials. In general, the
difference between the interest expense on interest bearing liabilities, such as deposits, borrowings, and debt, and the interest income
on our interest earning assets, such as loans we extend to our customers and securities held in our investment portfolio, as well as the
level of noninterest bearing deposits, have a significant impact on our profitability. Interest rates are highly sensitive to many factors
that are beyond our control, such as the economy, inflation, unemployment, consumer spending, and political changes and events. The
impact that future changes in domestic and foreign economic and political conditions might have on our performance cannot be
predicted.

Our business is also influenced by the monetary and fiscal policies of the federal government and the policies of regulatory agencies,
particularly the Board of Governors of the Federal Reserve System (the “Federal Reserve”). The Federal Reserve implements national
monetary policies (with objectives such as curbing inflation or preventing recession) through its open-market operations in U.S.
government securities, by adjusting the required level of reserves for depository institutions subject to its reserve requirements, and by
varying the targeted federal funds and discount rates applicable to borrowings by depository institutions. The actions of the Federal
Reserve in these areas influence the growth of bank loans, investments, and deposits and also affect interest rates earned on interest
earning assets and paid on interest bearing liabilities. The nature and impact on the Company, and the Bank, of future changes in
monetary and fiscal policies cannot be predicted.
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From time to time, legislation and regulations are enacted or adopted which have the effect of increasing the cost of doing business,
limiting, or expanding permissible activities, or affecting the competitive balance between banks and other financial services
providers. Proposals to change the laws and regulations governing the operations and taxation of banks, bank holding companies,
financial holding companies, and other financial institutions and financial services providers are frequently made in the U.S. Congress,
in state legislatures, and by various regulatory agencies. These proposals may result in changes in banking statutes and regulations and
our operating environment in substantial and unpredictable ways. If enacted, such legislation could increase the cost of doing business,
limit permissible activities, or affect the competitive balance among banks, savings associations, credit unions, and other financial
institutions. We cannot predict whether any of this potential legislation will be enacted, and if enacted, the effect that it, or any
implementing regulations, would have on our financial condition or results of operations. See “Supervision and Regulation.”

Supervision and Regulation

As a financial institution, we are extensively regulated under both federal and state law. This supervisory framework could materially
impact the conduct and profitability of our activities. These laws restrict permissible activities and investments and require that we
comply with law relating to lending, deposit, brokerage, and fiduciary activities. They also impose capital adequacy requirements and
conditions on our ability to pay dividends to our shareholders, to repurchase our stock and to receive dividends from our subsidiary
bank. Banking regulation is intended to protect depositors and consumers and not our shareholders.

As a bank holding company, the Company is subject to supervision and regulation by the Federal Reserve under the Bank Holding
Company Act of 1956, as amended (the “Bank Holding Company Act”). The Company is also a bank holding company within the
meaning of the California Financial Code. As such, the Company and its subsidiaries are subject to examination by, and may be
required to file reports with, the Federal Reserve and the DFPI. As a California state-chartered commercial bank the Bank is subject to
supervision, periodic examination and regulation by the DFPI and the FDIC. The Company’s and the Bank’s regulators generally have
broad discretion to impose restrictions and limitations on our operations. Banking regulation is intended to protect depositors and
consumers and not shareholders.

The following discussion explains the major pieces of legislation and regulation affecting the banking industry and how that
legislation and regulation affects our business. The following summary is qualified by reference to the statutory and regulatory
provisions discussed. Changes in applicable laws, regulations and the policies of regulatory authorities may have a material effect on
the business and prospects of the Company and the Bank and may significantly affect our operations. We cannot predict the effect that
fiscal or monetary policies, or new federal or state legislation or regulation may have on our future business and earnings.

Capital Adequacy

Bank holding companies and depository institutions are required to maintain minimum levels of capital and are subject to consolidated
risk-based and leverage capital rules. The federal banking agencies have adopted minimum risk-based capital requirements (Tier 1
capital, common equity Tier 1 capital (“CET1”) and total capital) and leverage capital requirements, as well as guidelines that define
components of the calculation of capital and the level of risk associated with various types of assets. Financial institutions are
expected to maintain a level of capital commensurate with the risk profile assigned to their assets in accordance with the guidelines.

In addition to the minimum risk-based capital and leverage ratios, bank holding companies and depository institutions must maintain a
“capital conservation buffer” consisting of CET1 in an amount equal to 2.5% of risk-weighted assets in order to avoid restrictions on
their ability to make capital distributions and to pay certain discretionary bonus payments to executive officers. To avoid those
restrictions, the capital conservation buffer effectively increases the minimum CET1 capital, Tier 1 capital, and total capital ratios for
U.S. banking organizations to 7.0%, 8.5%, and 10.5%, respectively. Banking organizations with capital levels that fall within

-12-



the buffer must limit dividends, share repurchases or redemptions (unless replaced within the same calendar quarter by capital
instruments of equal or higher quality), and discretionary bonus payments. The capital conservation buffer was phased in over four
years beginning in 2015 and was fully phased in as of January 1, 2019.

As a banking organization with less than $3.0 billion in assets, the Company is exempt from the consolidated capital rules under the
Federal Reserve’s Small Bank Holding Company and Savings and Loan Holding Company Policy Statement. The following table
presents the risk-based and leverage capital requirements applicable to the Bank.

Well
Capitalized

Adequately Well With

Capitalized Capitalized Buffer
Leverage Ratio........ccoeveveieieieieieienee, 4.00% 5.00% 5.00%
Common Equity Tier I Capital Ratio 4.50% 6.50% 7.00%
Tier I Capital RAtio ....cccovevirinieiriiiiicccrcteereeeee e 6.00% 8.00% 8.50%
Total Capital RAtio......cccoevurenieiniiiiiicrccrceeeeee e 8.00% 10.00% 10.50%

The capital rules require that goodwill and other intangible assets (other than mortgage servicing assets), net of associated deferred tax
liabilities (“DTLs”), be deducted from CET]1 capital. Additionally, deferred tax assets (“DTAs”) that arise from net operating loss and
tax credit carryforwards, net of associated DTLs and valuation allowances, are fully deducted from CET1 capital. However, DTAs
arising from temporary differences that could not be realized through net operating loss carrybacks, along with mortgage servicing
assets and “significant” (defined as greater than 10% of the issued and outstanding common stock of the unconsolidated financial
institution) investments in the common stock of unconsolidated “financial institutions” are partially includible in CET1 capital, subject
to deductions defined in the rules.

Federal banking regulators also consider interest rate risk (arising when the interest rate sensitivity of a bank’s assets does not match
the sensitivity of its liabilities or its off-balance-sheet position) in the evaluation of a bank’s capital adequacy. Banks with excessive
interest rate risk exposure are required to hold additional amounts of capital against their exposure to losses resulting from that risk.
Through the risk-weighting of assets, the regulators also require banks to incorporate market risk components into their risk-based
capital. Under these market risk requirements, capital is allocated to support the amount of market risk related to a bank’s lending and
trading activities.

Regulatory Enforcement Powers

If federal banking agency determines that a bank holding company’s or a bank’s financial condition, capital resources, asset quality,
earnings prospects, management, liquidity, or other aspects of its operations are unsatisfactory or that it or its management was in
violation of any law or regulation, that agency would have the authority to take a number of different remedial actions as it deems
appropriate under the circumstances. These actions include the power to enjoin any “unsafe or unsound” banking practices; to require
that affirmative action be taken to correct any conditions resulting from any violation of law or unsafe or unsound practice; to issue an
administrative order that can be judicially enforced; to require that it increase its capital; to restrict its growth; to assess civil monetary
penalties against it or its officers or directors; to remove officers and directors; and if the federal banking agency concludes that such
conditions cannot be corrected or there is an imminent risk of loss to depositors, to terminate a bank’s deposit insurance, which in the
case of a California state chartered bank would result in revocation of its charter and require it to cease its banking operations. Under
California law the DFPI has many of these same remedial powers with respect to the Bank.
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Regulation of the Company

As a bank holding company, the Company is subject to supervision, regulation and examination by the Federal Reserve under the
Bank Holding Company Act and the regulations of the Federal Reserve. The Company is required to file quarterly reports with the
Federal Reserve and to provide additional information as the Federal Reserve may require. The Federal Reserve regularly examines
the Company, may examine any of our subsidiaries and charges us for the cost of the examinations. The Federal Reserve also has
extensive enforcement authority over bank holding companies, including, among other things, the ability to assess civil money
penalties, to issue cease and desist or removal orders and to require that a holding company divest subsidiaries (including its bank
subsidiaries). In general, enforcement actions may be initiated for violations of law and regulations and unsafe or unsound practices.

Acquisitions of Banks. The Bank Holding Company Act requires every bank holding company to obtain the prior approval of the
Federal Reserve before:

*  acquiring direct or indirect ownership or control of any voting shares of any bank if, after the acquisition, the bank
holding company will directly or indirectly own or control more than 5% of the bank’s voting shares;

* acquiring all or substantially all of the assets of any bank; or

* merging or consolidating with any other bank holding company.

Additionally, the Bank Holding Company Act provides that the Federal Reserve may not approve any of these transactions if it would
result in or tend to create a monopoly, substantially lessen competition, or otherwise function as a restraint of trade, unless the anti-
competitive effects of the proposed transaction are clearly outweighed by the public interest in meeting the convenience and needs of
the communities to be served. The Federal Reserve is also required to consider the financial and managerial resources and future
prospects of the bank holding companies and banks involved in the transaction. The Federal Reserve’s consideration of financial
resources generally focuses on capital adequacy, which is discussed above.

Change in Bank Control. Subject to various exceptions, the Bank Holding Company Act and the Change in Bank Control Act of 1978,
as amended, together with related regulations, require Federal Reserve approval prior to any person or company acquiring “control” of
a bank holding company. Control exists if an individual or company acquires 25% or more of any class of voting securities of the bank
holding company. Under the Federal Reserve’s regulations, control may be presumed to exist if a person or company acquires more
than 5% but less than 25%, of any class of voting securities of a bank holding company, depending on the circumstances as set forth in
the regulations, and the regulations also provide a procedure for challenging presumptions of control.

Permitted Activities. The Bank Holding Company Act generally prohibits a bank holding company from engaging in activities other
than banking, managing or controlling banks or other permissible subsidiaries, and from acquiring or retaining direct or indirect
control of any company engaged in any activities other than those determined by the Federal Reserve to be so closely related to
banking or managing or controlling banks as to be a proper incident thereto. The Gramm-Leach-Bliley Act expanded the permissible
activities of a bank holding company that qualifies as a financial holding company to engage in activities that are financial in nature or
incidental or complementary to financial activities. Those activities include, among others, certain insurance, advisory and securities
activities. The Company has not elected to be financial holding company and we have no plans to do so.

Imposition of Liability for Undercapitalized Subsidiaries: Source of Strength. Under the Federal Deposit Insurance Act (the “FDIA”)
federal banking agencies are required to take “prompt corrective action” should an insured depository institution fail to meet certain
capital adequacy standards. In the event an institution becomes “undercapitalized,” it must submit a capital restoration plan, which
must be guaranteed by each company “having control of” the undercapitalized institution. For purposes of this statute, the Company
controls the Bank. The
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FDIA grants greater powers to bank regulators in situations where an institution becomes “significantly” or “critically”
undercapitalized or fails to submit a capital restoration plan. For example, a bank holding company controlling such an institution can
be required to obtain prior Federal Reserve approval of proposed distributions, or might be required to consent to a merger or to divest
the troubled institution or other affiliates. See “Regulation of the Bank — Prompt Corrective Action” below.

Federal law and Federal Reserve policy require that the Company act as a source of financial and managerial strength to the Bank,
committing resources to the Bank, including at times when it may not be in a financial position to provide it. As discussed above, the
Company could be required to guarantee a capital plan of the Bank if it becomes undercapitalized for purposes of banking regulations.
Any capital loans by a bank holding company to its subsidiary bank are subordinate in right of payment to deposits and to certain
other indebtedness of the subsidiary bank. The Bank Holding Company Act provides that, in the event of a bank holding company’s
bankruptcy, any commitment by the bank holding company to a federal bank regulatory agency to maintain the capital of a bank
subsidiary will be assumed by the bankruptcy trustee and entitled to priority of payment.

Restrictions on Dividends and Stock Repurchases. The Company’s ability to pay dividends to its shareholders is limited by both
general corporate law and the regulations and policies of the Federal Reserve applicable to bank holding companies. It is the Federal
Reserve’s policy that a bank holding company should generally pay dividends on common stock only out of income available over the
past year, and only if prospective earnings retention is consistent with the organization’s expected future needs and financial
condition, and current Federal Reserve policy further calls for a bank holding company to consult with the Federal Reserve before
repurchasing shares during a quarter in an amount that exceeds its earnings for the quarter. It is also the Federal Reserve’s policy that a
bank holding company should not maintain dividend levels that undermine its ability to be a source of strength to its banking
subsidiaries. The Federal Reserve has indicated that bank holding companies should carefully review their dividend policy and has
discouraged payment ratios that are at maximum allowable levels unless both asset quality and capital are very strong.

Bank holding companies must consult with the Federal Reserve before redeeming any equity or other capital instrument included in
regulatory capital prior to stated maturity, if such redemption could have a material effect on the level or composition of the
organization’s capital base. Bank holding companies experiencing financial weaknesses, or that are at significant risk of developing
financial weaknesses, must consult with the Federal Reserve before redeeming or repurchasing common stock or other regulatory
capital instruments.

As a California corporation, the Company is subject to the limitations of the California Corporations Code, which allows a California
corporation to distribute cash or property to shareholders, including as a dividend or repurchase or redemption of shares, if the
corporation meets either a retained earnings test or a “balance sheet” test. Under the retained earnings test, the Company may make a
distribution from retained earnings to the extent that its retained earnings exceed the sum of (a) the amount of the distribution plus
(b) the amount, if any, of dividends in arrears on shares with preferential dividend rights. The Company may also make a distribution
if, immediately after the distribution, the value of its assets equals or exceeds the sum of (a) its total liabilities plus (b) the liquidation
preference of any shares which have a preference upon dissolution over the rights of shareholders receiving the distribution.
Indebtedness is not considered a liability if the terms of such indebtedness provide that payment of principal and interest thereon are to
be made only if, and to the extent that, a distribution to shareholders could be made under the balance sheet test. In addition, the
Company may not make distributions if it is, or as a result of the distribution would be, likely to be unable to meet its liabilities
(except those whose payment is otherwise adequately provided for) as they mature.

The primary source of capital for the Company’s payment of any dividend or its repurchase of stock is expected to be the Bank,
through the payment of dividends or management fees to the Company. The ability of the Bank to pay cash dividends or fees to the
Company is limited by law and regulation, as described in “Regulation of the Bank — Dividend Restrictions Applicable to the Bank,”
below.
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Regulation of the Bank

The Bank is a California-chartered bank. The deposit accounts of the Bank are insured by the FDIC to the maximum extent provided
under federal law. As a California-chartered bank, the Bank is subject to supervision and regulation by the DFPI, the chartering
authority for California banks, and as an FDIC-insured bank that is not a member of the Federal Reserve System, the FDIC. The FDIC
and DFPI regularly examine the Bank’s operations and have the authority to approve or disapprove mergers, the establishment of
branches and similar corporate actions. The FDIC and the DFPI also have the power to prohibit the continuance or development of
unsafe or unsound banking practices or other violations of law. The Bank is also subject to numerous state and federal statutes and
regulations that affect the Bank, its business, activities, and operations.

Prompt Corrective Action

The federal banking regulators are required to take “prompt corrective action” with respect to capital-deficient institutions. For this
purpose, federal banking regulations define five capital categories: “well capitalized,” “adequately capitalized,” “undercapitalized,”
“significantly undercapitalized” and “critically undercapitalized.” As of December 31, 2022 and 2021, the Bank’s capital levels
exceeded the minimum levels required to be considered “well capitalized”, which means it had a common equity Tier 1 capital ratio of
6.5% or higher; a Tier I risk-based capital ratio of 8.0% or higher; a total risk-based capital ratio of 10.0% or higher; and a leverage
ratio of 5.0% or higher. The following table sets forth the minimum regulatory capital levels for each category.

Common
Equity
Tier I Tier I Total
Leverage Capital Capital Capital
Ratio Ratio Ratio Ratio

Well CapitaliZed ........c.covevirieirieirinieircncc et 5.00% 6.50% 8.00% 10.00%
Adequately Capitalized.........ccceeererieiiiiieieieeeee e 4.00% 4.50% 6.00% 8.00%
Under Capitalized .........coevveririiriiriieeieeeeeee e <4.00% <4.50% <6.00% <8.00%
Significantly Under Capitalized ..........ccceoveieienienienienieniencncenescecseeee <3.00% <3.00% <4.00% <6.00%

An institution’s capital category is determined solely for the purpose of applying prompt corrective action regulations, and the capital
category may not constitute an accurate representation of the institution’s overall financial condition or prospects for other purposes.
An institution may be downgraded to a capital category that is lower than indicated by its capital ratios if it is determined to be in an
unsafe or unsound condition or if it receives an unsatisfactory examination rating with respect to certain matters. Failure to meet
capital guidelines could subject a bank to a variety of enforcement remedies, including issuance of a capital directive, the termination
of deposit insurance by the FDIC, a prohibition on accepting brokered deposits, and certain other restrictions on its business.

Federal banking regulators are required to take various mandatory supervisory actions and are authorized to take other discretionary
actions with respect to institutions in the three undercapitalized categories: undercapitalized, significantly undercapitalized, and
critically undercapitalized. The severity of the actions depends upon the capital category in which the institution is placed. As an
institution’s capital decreases, the regulators’ enforcement powers become more severe.

If an institution becomes undercapitalized, it must submit a capital restoration plan. The federal banking regulators require that each
company having control of the undercapitalized institution guarantee the depository institution’s compliance with the capital
restoration plan up to a certain specified amount. Any such guarantee from a depository institution’s holding company is entitled to a
priority of payment in bankruptcy.

The banking regulators have greater power in situations where an institution becomes significantly undercapitalized or fails to submit
a capital restoration plan. In addition to requiring undercapitalized institutions
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to submit a capital restoration plan, bank regulations contain broad restrictions on certain activities of undercapitalized institutions
including asset growth, acquisitions, branch establishment and expansion into new lines of business. With certain exceptions, an
insured depository institution is prohibited from making capital distributions, including dividends, and is prohibited from paying
management fees to control persons if the institution would be undercapitalized after any such distribution or payment.

A significantly undercapitalized institution is subject to mandated capital raising activities, restrictions on interest rates paid and
transactions with affiliates, removal of management, and other restrictions. Generally, subject to a narrow exception, the banking
regulator must appoint a receiver or conservator for an institution that is critically undercapitalized.

Banks with risk-based capital and leverage ratios below the required minimums may also be subject to certain administrative actions,
including the termination of deposit insurance upon notice and hearing, or a temporary suspension of insurance without a hearing in
the event the institution has no tangible capital.

In addition to the federal regulatory capital requirements described above, the DFPI has authority to take possession of the business

and properties of a California-chartered bank in the event that the bank’s tangible shareholders’ equity is less than the greater of 4% of
the bank’s total assets or $1.0 million.

Dividend Restrictions Applicable to the Bank

The primary source of funds for the Company is expected to be dividends from the Bank. California and federal laws and regulations
limit the Bank’s payment of dividends to the Company.

Under the California Financial Code, the Bank is permitted to pay a dividend in the following circumstances: (i) without the consent
of either the DFPI or the Bank’s shareholders, in an amount not exceeding the lesser of (a) the retained earnings of the Bank; or (b) the
net income of the Bank for its last three fiscal years, less the amount of any distributions made during such period; (ii) with the prior
approval of the DFPI, in an amount not exceeding the greatest of: (a) the retained earnings of the Bank; (b) the net income of the Bank
for its last fiscal year; or (c) the net income for the Bank for its current fiscal year; and (iii) with the prior approval of the DFPI and the
Bank’s shareholders (i.e., the Company) in connection with a reduction of its contributed capital.

The Bank’s ability to pay dividends to the Company is further limited by the requirement to maintain adequate capital pursuant to
applicable capital adequacy guidelines and regulations, and a depository institution generally is prohibited from paying any dividends
if, following payment thereof, the institution would be undercapitalized. In addition, in order to avoid restrictions on the payment of
dividends under the capital rules, the Bank is generally required to maintain a capital conservation buffer of 2.5% in CET1. See “—
Capital Adequacy Requirements” above.

Further, the FDIC has the authority to enjoin the Bank from engaging in any an unsafe or unsound practice. The federal banking
agencies have indicated that paying dividends that deplete a depository institution’s capital base to an inadequate level would be an
unsafe and unsound banking practice.

Branching

California law permits California banks, such as the Bank, to establish additional banking offices with notice to the DFPI. Deposit-
taking banking offices must be approved by the FDIC, which considers a number of factors, including a bank’s financial condition and
management. The Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) permits insured state banks
to engage in interstate branching if the laws of the state where the new banking office is to be established would permit the
establishment of the banking office if it were chartered by a bank in such state. A bank may also establish banking offices in other
states by merging with banks or by purchasing banking offices of other banks in other states, subject to certain restrictions.
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FDIC Insurance Assessments

The Bank’s deposits are insured by the Deposit Insurance Fund of the FDIC up to the maximum amount permitted by law. As an
FDIC insured financial institution, the Bank is subject to deposit insurance assessments as determined by the FDIC.

Under the FDIC’s risk-based deposit premium assessment system, the assessment rates for an insured depository institution are
determined by an assessment rate calculator, which is based on a number of elements that measure the risk each institution poses to
the Deposit Insurance Fund. As a result of the Dodd-Frank Act, the calculated assessment rate is applied to average consolidated
assets less the average tangible equity of the insured depository institution during the assessment period to determine the dollar
amount of the quarterly assessment. Premiums are assessed quarterly and could increase if, for example, criticized loans and leases
and/or other higher risk assets increase or balance sheet liquidity decreases. In addition, the FDIC can impose special assessments in
certain instances.

Concentrations in Commercial Real Estate Lending

The federal banking regulators have issued guidance to identify institutions that may be exposed to potential significant commercial
real estate lending risks and may therefore warrant greater supervisory scrutiny. The guidance includes the following numerical tests:

» total reported loans for construction, land development and other land represent 100% or more of the institution’s total
capital, or

* total commercial real estate loans represent 300% or more of the institution’s total capital, and the outstanding balance
of the institution’s commercial real estate loan portfolio has increased by 50% or more.

The guidance does not limit a bank’s levels of commercial real estate lending activities, but rather guides institutions in developing
risk management practices and levels of capital that are commensurate with the level and nature of their commercial real estate
concentrations. Banking regulators expect banks with concentrations of commercial real estate loans to maintain appropriate
underwriting discipline, risk-management and capital commensurate with the level and nature of their commercial real estate risks.

Community Reinvestment Act

The Community Reinvestment Act requires that the federal banking agencies evaluate the record of each financial institution in
meeting the credit needs of its local community, including low- and moderate-income neighborhoods. If the Bank fails to adequately
comply with the Community Reinvestment Act, the FDIC could impose remedial requirements and limitations on the Bank. In
addition, the federal banking agencies must consider an institution’s Community Reinvestment Act compliance in evaluating
applications for mergers, acquisitions, and to establish branches. Additionally, the Bank must publicly disclose the terms of various
Community Reinvestment Act-related agreements.

Transactions with Affiliates and Insiders

We are subject to the provisions of Regulation W promulgated by the Federal Reserve, which implements Sections 23A and 23B of
the Federal Reserve Act. Regulation W places limits and conditions on the amount and terms of the Bank’s loans or extensions of
credit to, investments in, or certain other transactions with the Company or any other affiliated entity. Regulation W also prohibits,
among other things, a depository institution from engaging in certain transactions with certain affiliates unless the transactions are on
terms substantially the same, or at least as favorable to such institution or its subsidiaries, as those prevailing at the time for
comparable transactions with nonaffiliated companies. Federal law also places restrictions on the Bank’s ability to extend
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credit to its executive officers, directors, principal sharecholders and their related interests. These extensions of credit must be made on
substantially the same terms, including interest rates and collateral, as those prevailing at the time for comparable transactions with
unrelated third parties; and must not involve more than the normal risk of repayment or present other unfavorable features.

Anti-Money Laundering Laws

The Bank is subject to the Bank Secrecy Act of 1970 as amended by the Uniting and Strengthening America by Providing Appropriate
Tools Required to Intercept and Obstruct Terrorism Act of 2001 (the “Bank Secrecy Act”), which gives the federal government
powers to address money laundering and terrorist threats through enhanced domestic security measures, expanded surveillance powers
and mandatory transaction reporting obligations. For example, the Bank Secrecy Act and related regulations require that the Bank
report currency transactions that exceed certain thresholds and transactions determined to be suspicious, establish due diligence
requirements for accounts and take certain steps to verify customer identification when accounts are opened. The Bank Secrecy Act
requires financial institutions to develop and maintain a program reasonably designed to ensure and monitor compliance with its
requirements, to train employees to comply with and to test the effectiveness of the program. Any failure to meet the requirements of
the Bank Secrecy Act can result in the imposition of substantial penalties and in adverse regulatory enforcement action against the
noncompliant bank.

The Anti-Money Laundering Act of 2020 (“AMLA”), which amends the Bank Secrecy Act, was enacted in January 2021. The AMLA
is intended to be a comprehensive reform and modernization to U.S. bank secrecy and anti-money laundering laws. Among other
things, it codifies a risk-based approach to anti-money laundering compliance for financial institutions; requires the development of
standards for evaluating technology and internal processes for Bank Secrecy Act compliance; expands enforcement- and investigation-
related authority, including increasing available sanctions for certain Bank Secrecy Act violations and instituting whistleblower
incentives and protections.

Office of Foreign Assets Control Regulations and International Sanctions

The United States Treasury Department’s Office of Foreign Assets Control (“OFAC”) administers and enforces economic and trade
sanctions against targeted foreign countries and regimes, under authority of various laws, including designated foreign countries,
nationals and others. OFAC publishes lists of specially designated targets and countries. The Bank is responsible for, among other
things, blocking accounts of, and transactions with, such targets and countries, prohibiting unlicensed trade and financial transactions
with them and reporting blocked transactions after their occurrence. Our failure to comply with these sanctions and requirements
could have serious financial, legal and reputational consequences. Regulatory authorities have imposed cease and desist orders and
civil money penalties against institutions found to be violating these obligations.

Data Privacy and Cybersecurity

The Gramm-Leach-Bliley Act (the “GLBA”) and the implementing regulations issued by federal regulatory agencies require financial
institutions (including banks, insurance agencies, and broker/dealers) to adopt policies and procedures regarding the disclosure of
nonpublic personal information about their customers to non-affiliated third parties. In general, financial institutions are required to
explain to customers their policies and procedures regarding the disclosure of such nonpublic personal information and, unless
otherwise required or permitted by law, financial institutions are prohibited from disclosing such information except as provided in
their policies and procedures. Specifically, the GLBA established certain information security guidelines that require each financial
institution, under the supervision and ongoing oversight of its board of directors or an appropriate committee thereof, to develop,
implement, and maintain a comprehensive written information security program designed to ensure the security and confidentiality of
customer information, to protect against anticipated threats or hazards to the security or integrity of such information, and to protect
against unauthorized access to or use of such information that could result in substantial harm or inconvenience to any customer.

-19-



Recent cyber-attacks against banks and other financial institutions that resulted in unauthorized access to confidential customer
information have prompted the federal banking regulators to issue extensive guidance on cybersecurity. Among other things, financial
institutions are expected to design multiple layers of security controls to establish lines of defense and ensure that their risk
management processes address the risks posed by compromised customer credentials, including security measures to authenticate
customers accessing internet-based services. A financial institution is expected to have a robust business continuity program to recover
from a cyberattack and procedures for monitoring the security of third-party service providers that may have access to nonpublic data
at the institution.

Consumer Laws and Regulations

The Bank is subject to consumer laws and regulations intended to protect consumers in transactions with depository institutions, as
well as other laws or regulations affecting customers of financial institutions generally. These laws and regulations include, among
others, the Truth in Lending Act, the Truth in Savings Act, the Electronic Funds Transfer Act, the Expedited Funds Availability Act,
the Equal Credit Opportunity Act, the Fair Housing Act, the Real Estate Settlement and Procedures Act, the Fair Credit Reporting Act
and the Federal Trade Commission Act, among others. These laws and regulations mandate certain disclosure requirements and
regulate the manner in which financial institutions must deal with customers when taking deposits or making loans.

The Dodd-Frank Act centralized responsibility for federal consumer financial protection including implementing, examining and
enforcing compliance with federal consumer financial laws with the Consumer Financial Protection Bureau (the “CFPB”). Depository
institutions with less than $10 billion in assets, such as the Bank, are subject to rules promulgated by the CFPB but continue to be
examined and supervised by federal banking regulators for consumer compliance purposes. The Dodd-Frank Act also gives state
attorneys general the ability to enforce federal consumer protection laws.

Future Legislation and Regulation

Regulators have increased their focus on the regulation of the financial services industry in recent years, leading in many cases to
greater uncertainty and compliance costs for regulated entities. Proposals that could substantially intensify the regulation of the
financial services industry have been and may be expected to continue to be introduced in the United States Congress, in state
legislatures, and by applicable regulatory authorities. These proposals may change banking statutes and regulations and our operating
environment in substantial and unpredictable ways. If enacted, these proposals could increase or decrease the cost of doing business,
limit or expand permissible activities or affect the competitive balance among banks, savings associations, credit unions, and other
financial institutions. We cannot predict whether any of these proposals will be enacted and, if enacted, the effect that these proposals,
or any implementing regulations, would have on our business, results of operations, or financial condition.

Item 1A. Risk Factors

Our business is subject to certain risks, including those described below. The following discussion addresses the most significant risks
that could affect our business, financial condition, liquidity, results of operations, and capital position. If any of the events described in
the following risk factors actually occurs then our business, results of operations and financial condition could be materially adversely
affected. The risks and uncertainties described below are not the only ones we face. Additional risks and uncertainties not presently
known to us or that we currently deem immaterial may also affect our business. If any of these known or unknown risks or
uncertainties actually occurs, our business, financial condition and results of operations may be materially and adversely effected. In
that event, the market price for our common stock would likely decline. More detailed information concerning these risks is contained
in other sections of this report, including “Business” and “Management’s Discussion and Analysis of Financial Condition and Results
of Operations.”
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Risks Related to the Banking Business and our Strategy

We may suffer losses in our loan portfolio.

Loan defaults and losses on the loans we make are an inherent risk of the banking business. As a lender, we are exposed to the risk
that our borrowers will not repay their loans according to their terms, and that the collateral securing repayment of their loans, if any,
may not be sufficient to ensure repayment. In addition, there are risks inherent in making any loan, including risks with respect to the
period of time over which the loan may be repaid, risks relating to proper loan underwriting, risks resulting from changes in economic
and industry conditions and risks inherent in dealing with individual borrowers. Although we believe that our underwriting criteria are,
and historically have been, appropriate for the various kinds of loans we make, we have incurred losses on loans that have met these
criteria, and may experience higher than expected losses depending on economic factors and our borrowers’ behavior. The risks of
loan losses are exacerbated by adverse changes in economic, operating and other conditions, which are beyond our control, and may
cause our actual loan losses to exceed our current allowance estimates.

We may be required to increase our allowance for loan losses, which would adversely affect our financial performance in the
future.

We maintain an allowance for loan losses to provide a reserve for loan defaults and non-performance. There is no precise method of
predicting loans losses. We regularly evaluate and conduct an analysis to determine the probable and estimable losses inherent in our
loan portfolio and the adequacy of our allowance for loan losses. This evaluation requires us to make a number of estimates and
judgments regarding the financial condition and creditworthiness of a significant number of our borrowers, the value and sufficiency
of the collateral securing our loans, economic conditions and other factors, all of which are difficult to assess and may change over
time.

If our estimates or judgments prove to be incorrect due to circumstances outside our control, the ineffectiveness of our credit
administration or for other reasons or the Bank’s regulators come to a different conclusion regarding the adequacy of our allowance
for loan losses, we could be required to increase the provisions we make for loan losses, which could reduce our income or could
cause us to incur operating losses in the future. Moreover, additions to the allowance may be necessary based on changes in economic
and real estate market conditions, new information regarding existing loans, identification of additional problem loans and other
factors, or unanticipated loan losses results from other circumstances, both within and outside of our control. These additions may
require increased provision expense, which could negatively impact our results of operations.

In addition, the FASB has issued a new accounting standard for establishing allowances for loan and lease losses referred to as the
Current Expected Credit Loss (“CECL”). CECL will replace the current approach under GAAP, which generally considers only past
events and current conditions, with a forward-looking methodology that reflects the expected credit losses over the lives of financial
assets, starting when such assets are first originated or acquired. We adopted the CECL standard on January 1, 2023. The CECL
standard requires us to record, at the time of origination, credit losses expected throughout the life of the asset portfolio on loans and
held-to-maturity securities, as opposed to the current practice of recording losses when it is probable that a loss event has occurred.
We are currently evaluating the impact the CECL standard will have on our accounting and regulatory capital position. The adoption
of the CECL standard will affect how we determine the allowance for loan losses and could require us to significantly adjust the
allowance during the quarterly period ending March 31, 2023 and possibly on an on-going basis. Moreover, the CECL standard may
create more volatility in the level of allowance for loan losses. If we are required to materially adjust the level of our allowance for
loan losses for any reason, such an adjustment could have an adverse effect on our business, financial condition, and results of
operations.

Our focus on lending to small to medium-sized businesses may increase our credit risk.

Most of our commercial business and commercial real estate loans are made to small to medium-sized businesses. These businesses
generally have fewer financial resources in terms of capital or borrowing capacity
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than larger entities, and may have a heightened vulnerability to economic conditions and greater customer concentration risk. If
general economic conditions in the markets in which we operate negatively impact this customer segment, our results of operations
and financial condition and the value of our common stock may be adversely affected. Moreover, a portion of these loans have been
made by us in recent years and the borrowers may not have experienced a complete business or economic cycle. The deterioration of
our borrowers’ businesses may hinder their ability to repay their loans with us, which could have a material adverse effect on our
financial condition and results of operations.

Our business concentration in Northern California imposes risks resulting from any regional or local economic downturn
affecting Northern California.

We conduct our banking operations primarily in the greater San Francisco Bay Area of Northern California and we recently expanded
to Sacramento, California. As a result, a significant majority of the loans in our loan portfolios as of December 31, 2022 were secured
by properties and collateral located in California. As of such date, approximately 67% of the loans in our loan portfolio were made to
borrowers who primarily conduct business or live in Northern California. The balance of our other loans were made primarily to
borrowers located in other areas of California and were secured by properties located in the state. This geographic concentration
imposes risks from lack of geographic diversification, as adverse economic developments in Northern California, among other things,
could affect the volume of loan originations, increase the level of nonperforming assets, increase the rate of foreclosure losses on loans
and reduce the value of our loans and loan servicing portfolio. Any regional or local economic downturn that affects California or
existing or prospective borrowers or property values in such areas may affect us and our profitability more significantly and more
adversely than our competitors whose operations are less geographically concentrated.

Because a significant portion of our loan portfolio is comprised of real estate loans, negative changes in the economy affecting
real estate values and liquidity could impair the value of collateral securing our real estate loans and result in loan and other
losses.

As of December 31, 2022, approximately 57% of our loan portfolio was comprised of commercial real estate and other loans with real
estate as a primary or secondary component of collateral. This includes collateral consisting of income producing and residential
construction properties, which properties tend to be more sensitive to general economic conditions and downturns in real estate
markets. As a result, adverse developments affecting real estate values in our market areas could increase the credit risk associated
with our real estate loan portfolio. The market value of real estate can fluctuate significantly in a short period of time as a result of
market conditions in the area in which the real estate is located. Adverse changes affecting real estate values and the liquidity of real
estate in our markets could increase the credit risk associated with our loan portfolio, and could result in losses that would adversely
affect credit quality, financial condition, and results of operation. Negative changes in the economy affecting real estate values and
liquidity in our market areas could significantly impair the value of property pledged as collateral on loans and affect our ability to sell
the collateral upon foreclosure without a loss or additional losses. Collateral may have to be sold for less than the outstanding balance
of the loan, which could result in losses on such loans. Such declines and losses could have a material adverse impact on our business,
results of operations and growth prospects. If real estate values decline, it is also more likely that we would be required to increase our
allowance for loan losses, which could adversely affect our financial condition, results of operations and cash flows.

We are exposed to higher credit risk by commercial real estate, commercial and industrial and construction and development-
based lending as well as relationship exposure with a number of large borrowers.

Commercial real estate, commercial and industrial and construction and land development based lending usually involve higher credit
risks than 1-4 family residential real estate lending. As of December 31, 2022 the following loan types accounted for the stated
percentages of our loan portfolio: commercial real estate (both owner-occupied and non-owner occupied) 53%; commercial and
industrial 40%; and construction and land 4%. These
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types of loans also involve larger loan balances to a single borrower or groups of related borrowers. These higher credit risks are
further heightened when the loans are concentrated in a small number of larger borrowers leading to relationship exposure. As of
December 31, 2022, we had 20 relationships with over $15 million of outstanding borrowings with us. While we are not dependent on
any of these relationships and while none of these large relationships have directly impacted our allowance for loan losses, a
deterioration of any of these large credits could require us to increase our allowance for loan losses or result in significant losses to us.

Non-owner occupied commercial real estate loans may be affected to a greater extent than residential loans by adverse conditions in
real estate markets or the economy because commercial real estate borrowers’ ability to repay their loans depends on successful
development of their properties, in addition to the factors affecting residential real estate borrowers. These loans also involve greater
risk because they generally are not fully amortizing over the loan period, but have a balloon payment due at maturity. A borrower’s
ability to make a balloon payment typically will depend on being able to either refinance the loan or sell the underlying property in a
timely manner.

Commercial and industrial loans and owner-occupied commercial real estate loans are typically based on the borrowers’ ability to
repay the loans from the cash flow of their businesses. These loans may involve greater risk because the availability of funds to repay
each loan depends substantially on the success of the business itself. In addition, the assets securing the loans have the following
characteristics: (i) they depreciate over time, (ii) they are difficult to appraise and liquidate, and (iii) they fluctuate in value based on
the success of the business.

A subset of our commercial and industrial loans are structured as Asset Based Lending (“ABL”) loans. Generally, our ABL loans are
structured as callable and cancelable transactions. Generally the borrowing base has a maximum advance rate of 80% against eligible
receivables and may include a lower advance rate against inventory. Repayment of ABL loans depends substantially on the ability of
the borrower to monetize the assets in a defined borrowing base. Therefore, the quality and collectability of accounts receivable,
concentrations among account debtors, financial strength of the account debtors, and quality and transferability of inventory can
impact repayment. At December 31, 2022, ABL loans totaled approximately $50.2 million, or 3% of our loan portfolio.

Risk of loss on a construction and development loan depends largely upon whether our initial estimate of the property’s value at
completion of construction or development equals or exceeds the cost of the property construction or development (including interest),
the availability of permanent take-out financing and the builder’s ability to ultimately sell the property. During the construction or
development phase, a number of factors can result in delays and cost overruns. If estimates of value are inaccurate or if actual
construction costs exceed estimates, the value of the property securing the loan may be insufficient to ensure full repayment when
completed through a permanent loan or by seizure of collateral.

Additionally, commercial real estate loans, commercial and industrial loans and construction and development loans are more
susceptible to a risk of loss during a downturn in the business cycle. Our underwriting, review and monitoring cannot eliminate all of
the risks related to these loans.

Banking regulators are giving commercial real estate lending greater scrutiny, and may require banks with higher levels of commercial
real estate loans to implement improved underwriting, internal controls, risk management policies and portfolio stress testing, as well
as possibly higher levels of allowances for losses and capital levels as a result of commercial real estate lending growth and exposures.
Therefore, we could be required to raise additional capital or restrict our future growth as a result of our higher level of commercial
real estate loans.

A significant percentage of our loans are attributable to a relatively small number of borrowers.

Our 10 largest borrowing relationships accounted for approximately 13% of our loans at December 31, 2022. Our largest single
borrowing relationship accounted for approximately 2% of our loans at December 31, 2022. The loss of any combination of these
borrowers, or a significant decline in their borrowings due to fluctuations related
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to their business needs, could adversely affect our results of operations if we are unable to replace their borrowings with similarly
priced new loans or investments. In addition, with this concentration of credit risk among a limited number of borrowers, we may face
a greater risk of material credits losses if any one or several of these borrowers fail to perform in accordance with their loans,
compared to a bank with a more diversified loan portfolio.

We depend on our executive officers and other key individuals to continue the implementation of our long-term business strategy
and could be harmed by the loss of their services and our inability to make up for such loss with qualified replacements.

We believe that our continued growth and future success will depend in large part on the skills of our management team and our
ability to motivate and retain these individuals and other key individuals. The loss of any of their service could reduce our ability to
successfully implement our long-term business strategy, our business could suffer and the value of our common stock could be
materially adversely affected. Leadership changes will occur from time to time and we cannot predict whether significant resignations
will occur or whether we will be able to recruit additional qualified personnel. We believe our management team possesses valuable
knowledge about the banking industry and that their knowledge and relationships would be very difficult to replicate. Our success also
depends on the experience of our bankers and lending officers and on their relationships with the customers and communities they
serve. The loss of key personnel, or the inability to recruit and retain qualified and talented personnel in the future, could have an
adverse effect on our business, financial condition or operating results.

We face strong competition from other companies that offer banking and financial services.

We conduct our banking operations primarily in Northern California. Many of our competitors offer the same, or a wider variety of,
banking services within our market areas. These competitors include banks with nationwide operations, regional banks and
community banks. In many instances these national and regional banks have greater resources than we do and some community banks
may have stronger ties in local markets than we do, which may put us at a competitive disadvantage. We also face competition from
many other types of financial institutions, including savings and loan institutions, finance companies, brokerage firms, insurance
companies, credit unions, mortgage banks and other financial intermediaries. In addition, a number of out-of-state financial
institutions have opened production offices, or otherwise solicit deposits and loans, in our market areas. Increased competition in our
markets may result in reduced loans and deposits, as well as reduced net interest margin and profitability. Ultimately, we may not be
able to compete successfully against current and future competitors. If we are unable to attract and retain banking clients, we may be
unable to continue to grow our loan and deposit portfolios, and our business, financial condition and results of operations may be
adversely affected.

We follow a relationship-based operating model and our ability to maintain our reputation is critical to the success of our business
and the failure to do so may materially adversely affect our performance.

We are a community bank, and our reputation is one of the most valuable components of our business. As such, we strive to conduct
our business in a manner that enhances our reputation. This is done, in part, by recruiting, hiring and retaining bankers and other
associates who share our core values of being an integral part of the communities we serve, delivering superior service to our
customers and caring about our customers and associates. Furthermore, maintaining our reputation also depends on our ability to
protect our brand name and associated trademarks.

However, reputation risk, or the risk to our business, earnings and capital from negative public opinion surrounding our Company and
the financial institutions industry generally, is inherent in our business. Negative public opinion can result from our actual or alleged
conduct in any number of activities, including business and lending practices, corporate governance and acquisitions, and from actions
taken by government regulators and community organizations in response to those activities. Negative public opinion can adversely
affect our ability
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to keep and attract customers and employees and can expose us to litigation and regulatory action. Although we take steps to minimize
reputation risk in dealing with our customers and communities, this risk will always be present given the nature of our business.

If our reputation is negatively affected by the actions of our employees or otherwise, our business and operating results may be
materially adversely affected.

Interest rate shifts may reduce net interest income and otherwise negatively impact our financial condition and results of
operations.

The majority of our banking assets are monetary in nature and subject to risk from changes in interest rates. Like most financial
institutions, our earnings are significantly dependent on our net interest income, the principal component of our earnings, which is the
difference between interest earned by us from our interest-earning assets, such as loans and investment securities, and interest paid by
us on our interest-bearing liabilities, such as deposits and borrowings. We expect that we will periodically experience “gaps” in the
interest rate sensitivities of our assets and liabilities, meaning that either our interest-bearing liabilities will be more sensitive to
changes in market interest rates than our interest-earning assets, or vice versa. In either event, if market interest rates should move
contrary to our position, this “gap” will negatively impact our earnings. Many factors impact interest rates, including governmental
monetary policies, inflation, recession, changes in unemployment, the money supply, and international disorder and instability in
domestic and foreign financial markets.

Interest rate increases often result in larger payment requirements for our borrowers, which increase the potential for default. At the
same time, the marketability of the property securing a loan may be adversely affected by any reduced demand resulting from higher
interest rates. In a declining interest rate environment, there may be an increase in prepayments on loans as borrowers refinance their
loans at lower rates.

Changes in interest rates also can affect the value of loans, securities and other assets. An increase in interest rates that adversely
affects the ability of borrowers to pay the principal or interest on loans may lead to an increase in nonperforming assets and a
reduction of income recognized, which could have a material adverse effect on our results of operations and cash flows.

If short-term interest rates remain at their historically low levels for a prolonged period, and assuming longer term interest rates fall
further, we could experience net interest margin compression as our interest earning assets would continue to re-price downward while
our interest-bearing liability rates could fail to decline in tandem. Such an occurrence would have a material adverse effect on our net
interest income and our results of operations.

Although we believe that we have implemented effective asset and liability management strategies to mitigate the potential adverse
effects of changes in interest rates on our results of operations, any substantial or unexpected change in, or prolonged change in
market interest rates could have a material adverse effect on our financial condition and results of operations.

We could recognize losses on securities held in our securities portfolio, particularly if interest rates increase or economic and
market conditions deteriorate.

Factors beyond our control can significantly influence the fair value of securities in our portfolio and can cause potential adverse
changes to the fair value of these securities. For example, fixed-rate securities in our portfolio are generally subject to decreases in
market value when interest rates rise, as they did in 2022. Other factors that may influence the value of securities we hold include but
are not limited to rating agency downgrades of the securities or our own analysis of the value of the security, defaults by the issuer or
individual mortgagors with respect to the underlying securities and instability in the credit markets. Any of the foregoing factors could
cause an other-than-temporary impairment in future periods and result in realized losses. The process for determining whether
impairment is other-than-temporary usually requires difficult, subjective judgments about the future
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financial performance of the issuer and any collateral underlying the security in order to assess the probability of receiving all
contractual principal and interest payments on the security. Because of changing economic and market conditions affecting interest
rates, the financial condition of issuers of the securities and the performance of the underlying collateral, we may recognize realized
and/or unrealized losses in future periods, which could have an adverse effect on our financial condition and results of operations.

Our deposit portfolio includes significant concentrations and a large percentage of our deposits are attributable to a relatively
small number of customers.

As a commercial bank, we provide services to a number of customers whose deposit levels vary considerably. Our 10 largest depositor
relationships accounted for approximately 17% of our deposits at December 31, 2022. Our largest depositor relationship accounted for
approximately 3% of our deposits at December 31, 2022. These deposits can and do fluctuate substantially. The loss of any
combination of these depositors, or a significant decline in the deposit balances due to ordinary course fluctuations related to these
customers’ businesses, could adversely affect our liquidity and require us to raise deposit rates to attract new deposits, purchase
federal funds or borrow funds on a short-term basis to replace such deposits. Depending on the interest rate environment and
competitive factors, low cost deposits may need to be replaced with higher cost funding, resulting in a decrease in net interest income
and net income.

A lack of liquidity could adversely affect our operations and jeopardize our business, financial condition, and results of operations.

Liquidity is essential to our business. We rely on our ability to generate deposits and effectively manage the repayment and maturity
schedules of our loans and investment securities, respectively, to ensure that we have adequate liquidity to fund our operations. An
inability to raise funds through deposits, borrowings, the sale of our investment securities, Federal Home Loan Bank (‘FHLB”)
advances, the sale of loans, and other sources could have a substantial negative effect on our liquidity. Our most important source of
funds consists of deposits. Deposit balances can decrease when customers perceive alternative investments as providing a better
risk/return tradeoff. If our customers move money out of bank deposits and into other investments, we would lose a relatively low-cost
source of funds, increasing our funding costs and reducing our net interest income and net income.

Any decline in available liquidity could adversely impact our ability to originate loans, invest in securities, meet our expenses, pay
dividends to our shareholders, or to fulfill obligations such as repaying our borrowings or meeting deposit withdrawal demands, any of
which could have a material adverse impact on our liquidity, business, financial condition and results of operations.

We may need to raise additional capital in the future, and if we fail to maintain sufficient capital, whether due to losses, an
inability to raise additional capital or otherwise, our financial condition, liquidity and results of operations, as well as our ability to
maintain compliance with regulatory capital requirements, would be adversely affected.

We face significant capital and other regulatory requirements as a financial institution. In addition, the Company, on a consolidated
basis, and the Bank, on a stand-alone basis, must meet certain regulatory capital requirements and maintain sufficient liquidity. We
may need to raise additional capital in the future to provide us with sufficient capital resources and liquidity to support our growth,
absorb any losses and to meet our commitments and business needs. Our ability to raise additional capital depends on conditions in the
capital markets, economic conditions and a number of other factors, including investor perceptions regarding the banking industry,
market conditions and governmental activities, and on our financial condition and performance. Accordingly, we cannot assure you
that we will be able to raise additional capital if needed or on terms acceptable to us. If we fail to maintain capital to meet regulatory
requirements, our financial condition, liquidity and results of operations would be materially and adversely affected.
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We may pursue acquisitions in the future, which would expose us to financial, execution and operational risks that could have a
material adverse effect on our business, financial condition, results of operations and growth prospects.

We may pursue acquisitions of other financial institutions, bank branches and or financial services businesses in target markets. Such
an acquisition strategy would involve significant risks, including our success in integrating the acquired operations, retaining key
employees and customers, achieving anticipated synergies, meeting expectations and otherwise realizing the undertaking’s anticipated
benefits; litigation resulting from circumstances occurring at the acquired entity prior to the date of acquisition; loan downgrades and
credit loss provisions resulting from underwriting of certain acquired loans determined not to meet our credit standards; personnel
changes that cause instability within a department; delays in implementing new policies or procedures or the failure to apply new
policies or procedures; and other events relating to the performance of our business. Failure to successfully integrate the entities we
acquire into our existing operations may increase our operating costs significantly and adversely affect our business and earnings.

Risks Related to Technology

System failure or breaches of our network security, including as a result of cyber-attacks or data security breaches, could subject
us to increased operating costs as well as litigation and other liabilities.

The computer systems and network infrastructure we use may be vulnerable to physical theft, fire, power loss, telecommunications
failure or a similar catastrophic event, as well as security breaches, denial of service attacks, viruses, worms and other disruptive
problems caused by hackers. Any damage or failure that causes breakdowns or disruptions in our customer relationship management,
general ledger, deposit, loan and other systems could damage our reputation, result in a loss of customer business, subject us to
additional regulatory scrutiny for failure to comply with required information security standards, or expose us to civil litigation and
possible financial liability, any of which could have a material adverse effect on us.

Computer break-ins, phishing and other disruptions could also jeopardize the security of information stored in and transmitted through
our computer systems and network infrastructure. Information security risks have generally increased in recent years in part because
of the proliferation of new technologies, the use of the Internet and telecommunications technologies to conduct financial transactions,
and the increased sophistication and activities of organized crime, hackers, terrorists, activists, and other external parties. Our
operations rely on the secure processing, transmission and storage of confidential information in our computer systems and networks.
In addition, to access our products and services, our customers may use devices that are beyond our control systems. Although we
believe we have robust information security procedures and controls, our technologies, systems, networks, and our customers’ devices
may become the target of cyber-attacks or information security breaches that could result in the unauthorized release, gathering,
monitoring, misuse, loss or destruction of the Bank’s or our customers’ confidential, proprietary and other information, or otherwise
disrupt the Bank’s or our customers’ or other third parties’ business operations. As cyber threats continue to evolve, we may be
required to expend significant additional resources to continue to modify or enhance our protective measures or to investigate and
remediate any information security vulnerabilities.

The Bank is under continuous threat of loss due to hacking and cyber-attacks especially as we continue to expand customer
capabilities to utilize internet and other remote channels to transact business. Two of the most significant cyber-attack risks that we
face are e-fraud and loss of sensitive customer data. Loss from e-fraud occurs when cybercriminals breach and extract funds directly
from customer or our accounts. Attempts to breach sensitive customer data, such as account numbers and social security numbers, are
less frequent but would present significant reputational, legal and/or regulatory costs to us if successful. Our risk and exposure to these
matters remains heightened because of the evolving nature and complexity of these threats from cybercriminals and hackers, our plans
to continue to provide internet banking and mobile banking channels, and our plans to develop additional remote connectivity
solutions to serve our customers. We cannot assure that we will not be the victim of successful hacking or cyberattacks in the future
that could cause us to suffer material losses. The
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occurrence of any cyber-attack or information security breach could result in potential liability to customers, reputational damage and
the disruption of our operations, and regulatory concerns, all of which could adversely affect our business, financial condition or
results of operations.

We have a continuing need to stay current with technological changes to compete effectively and increase our efficiencies. We may
not have the resources to implement new technology to stay current with these changes.

The financial services industry is undergoing rapid technological changes with frequent introductions of new technology-driven
products and services. In addition to better serving customers, the effective use of technology increases efficiency and enables
financial institutions to reduce costs. Our future success will depend in part upon our ability to address the needs of our customers by
using technology to provide products and services that will satisfy customer demands for convenience as well as to provide secure
electronic environments and create additional efficiencies in our operations as we continue to grow and expand our market area. In
connection with implementing new technology enhancements or products in the future, we may experience certain operational
challenges (e.g. human error, system error, incompatibility, etc.) which could result in us not fully realizing the anticipated benefits
from such new technology or require us to incur significant costs to remedy any such challenges in a timely manner.

Many of our larger competitors have substantially greater resources to invest in technological improvements and have invested
significantly more than us in technological improvements. As a result, they may be able to offer additional or more convenient
products compared to those that we will be able to provide, which would put us at a competitive disadvantage. Accordingly, we may
not be able to effectively implement new technology-driven products and services or be successful in marketing such products and
services to our customers, which could impair our growth and profitability.

We rely on third parties to provide key components of our business infirastructure.

We rely on third parties to provide key components for our business operations, such as data processing and storage, recording and
monitoring transactions, online banking interfaces and services, internet connections, and network access. While we select these third-
party vendors carefully, we do not control their actions. Any problems caused by these third parties, including those resulting from
breakdowns or other disruptions in communication services provided by a vendor, failure of a vendor to handle current or higher
volumes, cyber-attacks and security breaches at a vendor, failure of a vendor to provide services for any reason, or poor performance
of services by a vendor, could adversely affect our ability to deliver products and services to our customers and otherwise conduct our
business. Financial or operational difficulties of a third-party vendor could also hurt our operations if those difficulties interfere with
the vendor’s ability to serve us. Replacing these third-party vendors could create significant delays and expense that adversely affect
our business and performance.

Other Risks Related to Our Operations

We are subject to certain operational risks, including, but not limited to, customer or employee fraud and data processing system
failures and errors.

Employee errors and employee and customer misconduct could subject us to financial losses or regulatory sanctions and seriously
harm our reputation. Misconduct by our employees could include hiding unauthorized activities from us, improper or unauthorized
activities on behalf of our customers or improper use of confidential information. It is not always possible to prevent employee errors
and misconduct, and the precautions we take to prevent and detect this activity may not be effective in all cases. Employee errors
could also subject us to financial claims for negligence.

We maintain a system of internal controls and insurance coverage to mitigate against operational risks, including data processing
system failures and errors and customer or employee fraud. If our internal controls fail to prevent or detect an occurrence, or if any
resulting loss is not insured or exceeds applicable insurance limits, it could have a material adverse effect on our business, financial
condition and results of operations.

8-



In addition, we rely heavily upon information supplied by third parties, including the information contained in credit applications,
property appraisals, title information, equipment pricing and valuation and employment and income documentation, in deciding which
loans we will originate, as well as the terms of those loans. If any of the information upon which we rely is misrepresented, either
fraudulently or inadvertently, and the misrepresentation is not detected prior to asset funding, the value of the asset may be
significantly lower than expected, or we may fund a loan that we would not have funded or on terms we would not have extended.
Whether a misrepresentation is made by the applicant or another third party, we generally bear the risk of loss associated with the
misrepresentation. A loan subject to a material misrepresentation is typically unsellable or subject to repurchase if it is sold prior to
detection of the misrepresentation. The sources of the misrepresentations are often difficult to locate, and it is often difficult to recover
any of the monetary losses we may suffer.

We are exposed to risk of environmental liabilities with respect to properties to which we obtain title.

A significant portion of our loan portfolio is secured by real estate. In the course of our business, we may foreclose and take title to
real estate and could be subject to environmental liabilities with respect to these properties. We may be held liable to a government
entity or to third parties for property damage, personal injury, investigation and clean-up costs incurred by these parties in connection
with environmental contamination, or may be required to clean up hazardous or toxic substances, or chemical releases at a property.
The costs associated with investigation and remediation activities could be substantial. In addition, if we are the owner or former
owner of a contaminated site, we may be subject to common law claims by third parties based on damages and costs resulting from
environmental contamination emanating from the property. These costs and claims could adversely affect our business, results of
operations and prospects.

We may be adversely affected by the lack of soundness of other financial institutions or market utilities.

Our ability to engage in routine funding and other transactions could be adversely affected by the actions and commercial soundness
of other financial institutions. Financial institutions are interrelated as a result of trading, clearing, counterparty or other relationships.
Defaults by, or even rumors or questions about, one or more financial institutions or market utilities, or the financial services industry
generally, may lead to market-wide liquidity problems and losses of depositor, creditor and counterparty confidence and could lead to
losses or defaults by us or by other institutions.

We face risks related to severe weather, natural disasters and other external events that could adversely affect our business.

Our operations and our customers are primarily located in the Northern California where natural and other disasters may occur. The
region is vulnerable to natural disasters, such as earthquakes, fires, droughts and floods. These types of natural catastrophic events
may disrupt the local economies, our business and customers in these regions. These events could affect the stability of the Bank’s
deposit base; impair the ability of borrowers to repay outstanding loans, impair the value of collateral securing loans and cause
significant property damage, any of which could materially adversely affect our business and operating results.

There are substantial risks and uncertainties associated with the introduction or expansion of lines of business or new products
and services within existing lines of business.

From time to time, we may implement new lines of business or offer new products and services within existing lines of business.
There are substantial risks and uncertainties associated with these efforts, particularly in instances where the markets are not fully
developed. In developing and marketing new lines of business and/or new products and services, we may invest significant time and
resources. Initial timetables for the introduction and development of new lines of business and/or new products or services may not be
achieved and price and profitability targets may not prove attainable. External factors, such as compliance with regulations,
competitive
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alternatives, and shifting market preferences, may also impact the successful implementation of a new line of business or a new
product or service. Furthermore, any new line of business and/or new product or service could have a significant impact on the
effectiveness of our system of internal controls. Failure to successfully manage these risks in the development and implementation of
new lines of business or new products or services could have a material adverse effect on our business, results of operations, and
financial condition.

The COVID-19 pandemic may adversely affect our business activities, financial condition and results of operations.

The ongoing COVID-19 pandemic has caused significant disruptions in the United States economy and may continue to disrupt the
business, activities and operations of our customers, as well as our business and operations. COVID-19 outbreaks may result in a
significant decrease in business and/or cause our customers to be unable to meet existing payment or other obligations to us. The
pandemic has also changed consumer and business behaviors and preferences.

There continue to be broad concerns and uncertainty related to the COVID-19 pandemic. If the pandemic has an adverse effect on

(1) the preferences and behaviors of our customers, (ii) customer deposits, (iii) the ability of our borrowers to satisfy their obligations
to us, (iv) the demand for our loans or our other products and services, (v) other aspects of our business operations, or (vi) on financial
markets, real estate markets, or economic growth, any of which could materially and adversely affect our business, liquidity, financial
condition and the results of operations.

We continue to monitor the COVID-19 pandemic, its economic effects, its effects on customer behaviors and related risks. However,
the rapid development and fluidity of the situation precludes any specific prediction as to its ultimate impact on the Company. The
potential continued impact of COVID-19 and its impact on the economy heightens the risk associated with many of the following risk
factors described in this report, such as those related to loan losses and our reliance on our executives and third-party service
providers, for example.

Climate change could have a material negative impact on us and our clients.

Concerns over the long-term impacts of climate change have led to governmental efforts to mitigate those impacts. Consumers and
businesses also may change their behavior as a result of these concerns. We and our customers will need to respond to new laws and
regulations as well as consumer and business preferences resulting from climate change concerns. As a result, we and our customers
may face cost increases, asset value reductions and operating process changes. We could face reductions in creditworthiness on the
part of some customers or in the value of assets securing loans. Our efforts to take these risks into account in making lending and other
decisions, may not be effective in mitigating the negative impacts of new laws, changes in consumer or business behavior or other
result of climate change.

Climate change presents multi-faceted risks, including operational risk from the physical effects of climate events on us, our
customers and other assets; credit risk from borrowers with significant exposure to climate risk; risks associated with the transition to
a less carbon- dependent economy; and reputational risk from stakeholder concerns about our practices related to climate change, our
carbon footprint, and our business relationships with clients who operate in carbon-intensive industries.

The risks associated with climate change are constantly evolving and difficult to assess, but a could have a material negative impact on
our business, financial condition and results of operations.

Risks Related To Our Common Stock

Laws and regulations restrict our ability to pay dividends.

Both the Company and the Bank are subject to various regulatory restrictions relating to the payment of dividends. These restrictions
are described in greater detail in “Business—Supervision and Regulation—Regulation of the Company” and ‘“Business—Supervision
and Regulation—Regulation of the Bank.
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For the foreseeable future, the majority, if not all, of the Company’s revenue will be from any dividends paid to the Company by the
Bank. Accordingly, our ability to pay dividends also depends on the ability of the Bank to pay dividends to the Company.
Furthermore, our present and future dividend policy is subject to the discretion of our board of directors.

We cannot guarantee that the Company or the Bank will be permitted by financial condition or applicable regulatory restrictions to
pay dividends or, that our board of directors will ever decide that we should pay dividends.

We have the ability to incur debt and pledge our assets, including our stock in the Bank, to secure that debt.

We have the ability to incur debt and pledge our assets to secure that debt. Absent special and unusual circumstances, a holder of
indebtedness for borrowed money has rights that are superior to those of holders of common stock. For example, interest must be paid
to the lender before dividends can be paid to the shareholders, and loans must be paid off before any assets can be distributed to
shareholders if we were to liquidate. Furthermore, we would have to make principal and interest payments on our indebtedness, which
could reduce our profitability or result in net losses on a consolidated basis even if the Bank were profitable.

Our board of directors may issue shares of preferred stock that could adversely affect the rights of our common shareholders.

Our authorized capital stock includes 10,000,000 shares of preferred stock, none of which are issued and outstanding. Our board of
directors, in its sole discretion, may designate and issue one or more series of preferred stock from the authorized and unissued shares
of preferred stock. Subject to limitations imposed by law or our Articles of Incorporation, our board of directors is empowered to
determine:

» the designation of, and the number of, shares constituting each series of preferred stock;

¢ the dividend rate for each series;

»  the terms and conditions of any voting, conversion and exchange rights for each series;

* the amounts payable on each series on redemption or our liquidation, dissolution or winding-up;
» the provisions of any sinking fund for the redemption or purchase of shares of any series; and

»  the preferences and the relative rights among the series of preferred stock.

We could issue preferred stock with voting and conversion rights that could adversely affect the voting power of the shares of our
common stock and with preferences over the common stock with respect to dividends and in liquidation.

The Company’s internal controls and procedures may fail or be circumvented and the accuracy of our management’s judgments
and estimates about financial and accounting matters may impact operating results and financial condition.

The Company’s management regularly reviews and updates its internal controls over financial reporting, disclosure controls and
procedures, and corporate governance policies and procedures. Any system of controls and procedures, however well designed and
operated, is based in part on certain assumptions and can provide only reasonable, not absolute, assurances that the objectives of the
system are met. Any failure or circumvention of the Company’s controls and procedures, or failure to comply with regulations related
to controls and procedures, could result in materially inaccurate reported financial statements and/or have a material adverse effect on
the Company’s business, results of operations, and financial condition. Similarly, the Company’s management makes certain estimates
and judgments in preparing the Company’s financial statements. The quality and accuracy of those estimates and judgments will
impact the Company’s operating results and financial condition.
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We are an emerging growth company and the reduced disclosure requirements applicable to emerging growth companies could
make our common stock less attractive to investors.

We are an emerging growth company. Under the JOBS Act, emerging growth companies can take advantage of certain exemptions
from various reporting requirements that are applicable to other public companies including, without limitation, reduced disclosure
obligations regarding executive compensation in our periodic reports and proxy statements, exemptions from the requirements of
holding a non-binding advisory shareholder vote on executive compensation and golden parachute payments, exemption from the
requirement of auditor attestation in the assessment of our internal control over financial reporting and exemption from any
requirement that may be adopted by the Public Company Accounting Oversight Board regarding mandatory audit partner rotation or a
supplement to the auditor’s report providing additional information about our audit and the financial statements (auditor discussion
and analysis). As a result of the foregoing, the information that we provide shareholders may be different than what is available with
respect to other public companies.

In addition, Section 107 of the JOBS Act also provides that an emerging growth company can take advantage of the extended
transition period provided in Section 7(a)(2)(B) of the Securities Act for complying with new or revised accounting standards. We
plan to elect to use the extended period for compliance and, as a result, our financial statements may not be comparable to companies
that comply with public company effective dates.

Qur securities are not FDIC insured.

Our securities, including our common stock, are not savings or deposit accounts or other obligations of the Bank, are not insured by
the Deposit Insurance Fund, the FDIC or any other governmental agency and are subject to investment risk, including the possible loss
of your entire investment in our stock.

Risks Related to Regulations, the E-Business Environment, and Our Industry

We are subject to extensive government regulation and supervision, which may interfere with our ability to conduct our business
and may negatively impact our financial results.

The Company and the Bank are subject to extensive federal and state regulation and supervision. Banking regulations are primarily
intended to protect consumers, depositors’ funds and the safety and soundness of the banking system as a whole, not our shareholders.
These regulations affect the Bank’s lending practices, capital structure, investment practices, dividend policy and growth, among other
things. Congress and federal regulatory agencies continually review banking laws, regulations and policies for possible changes.
Changes to statutes, regulations or regulatory policies, including changes in interpretation or implementation of statutes, regulations or
policies, could affect the Company and/or the Bank in substantial and unpredictable ways. Such changes could subject the Company
and/or the Bank to additional costs, limit the types of financial services and products the Company and/or the Bank may offer, and/or
limit the pricing the Company and/or the Bank may charge on certain banking services, among other things. Compliance personnel
and resources may increase our costs of operations and adversely impact our earnings.

Our failure to comply with laws, regulations or policies could result in sanctions by regulatory agencies, civil money penalties and/or
reputation damage, which could have a material adverse effect on our business, financial condition and results of operations. While we
have policies and procedures designed to prevent any such violations, there can be no assurance that such violations will not occur.
See “Business—Supervision and Regulation”.

Bank regulatory agencies, including the Federal Reserve, FDIC and the DFPI, periodically conduct examinations of our business,
including for compliance with laws and regulations, and could subject us to regulatory enforcement actions or other negative
consequences.

Bank regulatory agencies, including the Federal Reserve, the FDIC and the DFPI, periodically conduct examinations of our business,
including our compliance with laws and regulations. If, as a result of an
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examination, an agency were to determine that the financial, capital resources, asset quality, earnings prospects, management,
liquidity, or other aspects of any of our operations had become unsatisfactory, or violates any law or regulation, such agency may take
certain remedial or enforcement actions it deems appropriate to correct any deficiency. Remedial or enforcement actions include the
power to enjoin “unsafe or unsound” practices, to require affirmative actions to correct any conditions resulting from any violation or
practice, to issue an administrative order that can be judicially enforced against a bank, to direct an increase in the bank’s capital, to
restrict the bank’s growth, to assess civil monetary penalties against a bank’s officers or directors, and to remove officers and
directors. The CFPB also has authority to take enforcement actions, including cease-and desist orders or civil monetary penalties, if it
finds that we offer consumer financial products and services in violation of federal consumer financial protection laws.

If a bank regulatory agency determines that we have violated a law or engaged in an unsafe or unsound practice, we could become
subject to a variety of supervisory actions and orders, including cease and desist orders, prompt corrective actions, memoranda of
understanding and other regulatory enforcement actions. Such supervisory actions could, among other things, impose greater
restrictions on our business, as well as our ability to develop any new business. The Company could also be required to raise
additional capital, or dispose of certain assets and liabilities within a prescribed time period, or both. Failure to implement remedial
measures as required by financial regulatory agencies could result in additional orders or penalties from federal and state regulators,
which could trigger one or more of the remedial actions described above. The terms of any supervisory action and associated
consequences with any failure to comply with any supervisory action could have a material negative effect on our business, operating
flexibility and overall financial condition.

Monetary policies and regulations of the Federal Reserve could adversely affect our business, financial condition and results of
operations.

In addition to being affected by general economic conditions, our earnings and growth are affected by the policies of the Federal
Reserve. An important function of the Federal Reserve is to regulate the money supply and credit conditions. Among the instruments
used by the Federal Reserve to implement these objectives are open market operations in U.S. government securities, adjustments of
the discount rate and changes in reserve requirements against bank deposits. These instruments are used in varying combinations to
influence overall economic growth and the distribution of credit, bank loans, investments and deposits. Their use also affects interest
rates charged on loans or paid on deposits. The monetary policies and regulations of the Federal Reserve have had a significant effect
on the operating results of commercial banks in the past and are expected to continue to do so in the future. The effects of such
policies upon our business, financial condition and results of operations cannot be predicted.

Our deposit insurance premiums could be substantially higher in the future, which could have a material adverse effect on our
future earnings.

The FDIC insures deposits at FDIC-insured depository institutions, such as the Bank, up to applicable limits. The amount of a
particular institution’s deposit insurance assessment is based on that institution’s risk classification under an FDIC risk-based
assessment system. An institution’s risk classification is assigned based on its capital levels and the level of supervisory concern the
institution poses to its regulators. Past market developments and bank failures significantly depleted the FDIC’s Deposit Insurance
Fund and reduced the ratio of reserves to insured deposits. We are generally unable to control the amount of premiums that we are
required to pay for FDIC insurance. If there are additional bank or financial institution failures, we may be required to pay higher
FDIC premiums. Any future additional assessments, increases or required prepayments in FDIC insurance premiums could reduce our
profitability, may limit our ability to pursue certain business opportunities or otherwise negatively impact our operations.
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We are subject to federal and state fair lending laws, and failure to comply with these laws could lead to material penallties.

Federal and state fair lending laws and regulations, such as the Equal Credit Opportunity Act and the Fair Housing Act, impose
nondiscriminatory lending requirements on financial institutions. The Department of Justice, CFPB, the federal banking agencies and
other federal and state agencies are responsible for enforcing these laws and regulations. Private parties may also have the ability to
challenge an institution’s performance under fair lending laws in private class action litigation. A successful challenge to our
performance under the fair lending laws and regulations could adversely impact our rating under the Community Reinvestment Act
and result in a wide variety of sanctions, including the required payment of damages and civil money penalties, injunctive relief,
imposition of restrictions on merger and acquisition activity and restrictions on expansion activity, which could negatively impact our
reputation, business, financial condition and results of operations.

We face a risk of noncompliance and enforcement action with the Bank Secrecy Act and other anti-money laundering statutes and
regulations.

The Bank Secrecy Act of 1970, the USA PATRIOT Act and other laws and regulations require financial institutions, among other
duties, to institute and maintain effective anti-money laundering programs and file suspicious activity and currency transaction reports
as appropriate. If our policies, procedures and systems are deemed deficient we could be subject to liability, including fines, regulatory
actions and regulatory restrictions on our ability to proceed with certain aspects of our business plan or expansionary activities, which
would negatively impact our business, financial condition and results of operations. Failure to maintain and implement adequate
programs to combat money laundering could also have serious reputational consequences for us. See “Business—Supervision and
Regulation—Regulation of the Bank.”

General Risk Factors

Changes in accounting standards could materially impact our financial statements.

From time to time, the Financial Accounting Standards Board (“FASB”) or the SEC may change the financial accounting and
reporting standards that govern the preparation of our financial statements. Such changes may result in us being subject to new or
changing accounting and reporting standards. In addition, the bodies that interpret the accounting standards (such as banking
regulators or outside auditors) may change their interpretations or positions on how these standards should be applied. These changes
may be beyond our control, are difficult to predict and can materially impact how we record and report our financial condition and
results of operations. In some cases, we could be required to apply a new or revised standard retrospectively, or apply an existing
standard differently, also retrospectively, in each case resulting in our needing to revise or restate prior period financial statements.

Our stock price may be volatile, which could result in losses to our investors and litigation against us.

Many factors could cause our stock price to fluctuate substantially in the future. These factors include but are not limited to: actual or
anticipated variations in earnings, changes in analysts’ recommendations or projections, our announcement of developments related to
our businesses, operations and stock performance of other companies deemed to be peers, new technology used or services offered by
traditional and non-traditional competitors, news reports of trends, irrational exuberance on the part of investors, new or expected
changes to federal banking regulations, our limited number of shares and shareholders, and other issues related to the financial
services industry. Our stock price may fluctuate significantly in the future, and these fluctuations may be unrelated to our
performance. General market declines or market volatility in the future, especially in the financial institutions sector, could adversely
affect the price of our common stock, and the current market price may not be indicative of future market prices. Stock price volatility
may make it more difficult for you to resell your common stock when you want and at prices you find attractive. Moreover, in the
past, securities class action lawsuits have been
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instituted against some companies following periods of volatility in the market price of its securities. We could in the future be the
target of similar litigation. Securities litigation could result in substantial costs and divert management’s attention and resources from
our normal business.

If equity research analysts do not publish research or reports about our business, or if they do publish such reports but issue
unfavorable commentary or downgrade our common stock, the price and trading volume of our common stock could decline.

The trading market for our common stock could be affected by whether and to what extent equity research analysts publish research or
reports about us and our business. We cannot predict at this time how many research analysts will cover us and our common stock or
how many will publish research and reports on us. If one or more equity analysts cover us and publish research reports about our
common stock, the price of our stock could decline if one or more securities analysts downgrade our stock or if those analysts issue
other unfavorable commentary or cease publishing reports about us.

If any of the analysts who elect to cover us downgrade their recommendation with respect to our common stock, our stock price could

decline rapidly. If any of these analysts ceases coverage of us, we could lose visibility in the market, which in turn could cause our
common stock price or trading volume to decline and our common stock to be less liquid.
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Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

The Company’s principal executive offices are located at 1300 Clay Street, Suite 500, Oakland, California. The Bank operates a
branch office in Walnut Creek, California and loan production offices in Walnut Creek, San Jose, Sacramento and Oakland. All of our
offices are leased.

Item 3. Legal Proceedings

The Company is not involved in any material pending legal proceedings other than legal proceedings occurring in the ordinary course
of business. Management believes that none of these legal proceedings, individually or in the aggregate, will have a material adverse
impact on the results of operations or financial condition of the Company.

Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities
Market Information and Holders of Record

The Company’s common stock began trading on the NASDAQ Global Select Market under the symbol “CALB” on March 1, 2020.
The closing price for our common stock on December 31, 2022 was $23.78 per share.

As of December 31, 2022, there were approximately 205 shareholders of record. This number does not include shareholders who
maintain their shares in the name of brokerage firms or other financial institutions. The Company is not provided the exact number of,
or identities of, these shareholders.

Dividends

We have not paid dividends in recent years. It has been our policy to retain earnings to support our future growth rather than paying
dividends.

As a holding company, our ability to pay cash dividends is affected by the ability of our bank subsidiary, the Bank, to pay cash
dividends. The ability of the Bank (and our ability) to pay cash dividends in the future and the amount of any such cash dividends is
and could be in the future further influenced by bank regulatory requirements and approvals and capital guidelines.

For information on the statutory and regulatory limitations on the ability of the Company to pay dividends to shareholder and on the
Bank to pay dividends to the Company see “Item 1 — Business — Supervision and Regulation—Regulation of the Company” and
“Item 1 -- Business—Supervision and Regulation—Regulation of the Bank.”

Item 6. Reserved
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read together with our
Consolidated Financial Statements and accompanying notes presented elsewhere in this Report. This discussion and analysis contains
forward-looking statements that involve risks, uncertainties and assumptions. Our actual results may differ materially from those
anticipated in these forward-looking statements as a result of many factors, including those set forth under Item 1A “Risk Factors”
and elsewhere in this Report. Please see the “Forward Looking Information” immediately preceding Part I of this Report.

Critical Accounting Policies

Our consolidated financial statements are prepared in accordance with GAAP and with general practices within the financial services
industry. Application of these principles requires management to make complex and subjective estimates and assumptions that affect
the amounts reported in the financial statements and accompanying notes. We base our estimates on historical experience and on
various other assumptions that we believe to be reasonable under current circumstances. These assumptions form the basis for our
judgments about the carrying values of assets and liabilities that are not readily available from independent, objective sources. We
evaluate our estimates on an ongoing basis. Use of alternative assumptions may have resulted in significantly different estimates.
Actual results may differ from these estimates.

Allowance for Loan Losses

Credit risk is inherent in the business of extending loans to borrowers. Due to this risk, the Company must maintain an allowance for
loan losses that management believes is adequate to absorb estimated probable losses
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on existing loans that may become uncollectible. This reserve is established through a provision for loan losses that is recorded to
expense. Loans are charged against the reserve when management believes with certainty that the loan balance will not be collectible.
Any cash received on previously charged-off amounts is recorded as a recovery to the reserve. The Company formally re-evaluates
and establishes the appropriate level of the allowance for loan losses on a quarterly basis.

The allowance for loan losses consists of specific and general reserves. The specific reserve relates to loans that are individually
classified as impaired when, based on current information and events, it is probable that the Company will be unable to collect all
amounts due according to the contractual terms of the loan agreement. Loans for which the terms have been modified resulting in a
concession, and for which the borrower is experiencing financial difficulties, are considered troubled debt restructurings (TDRs) and
also classified as impaired. When a loan is considered to be impaired, the amount of impairment is measured based on the fair value of
the collateral (less costs to sell) if the loan is collateral dependent, or on the present value of expected future cash flows or values that
are observable on the secondary market if the loan is not collateral dependent. The general reserve relates to all non-impaired loans. In
determining the general reserve, management applies quantitative and qualitative factors to each segment of the loan portfolio.
Quantitative factors primarily include the Company’s historical delinquency and loss experience. For segments of the loan portfolio
where the Company has no significant prior loss experience, management uses quantifiable observable industry data to determine the
amount of potential loss to include in the reserve. Qualitative factors supplement the quantitative factors applied to each segment of
the loan portfolio and include: levels of and trends in delinquencies and impaired loans (including TDRs); levels of and trends in
charge-offs and recoveries; migration of loans to the classification of special mention, substandard, or doubtful; trends in volume and
terms of loans; effects of any changes in risk selection and underwriting standards; other changes in lending policies, procedures, and
practices; experience, ability, and depth of lending management and other relevant staff; national and local economic trends and
conditions; industry conditions; and effects of changes in credit concentration. While management uses the best information available
to make its evaluation, future adjustments to the allowance for loan losses may be necessary if there are significant changes in
economic or other conditions that affect the current risk profile of the loan portfolio.

Other Significant Accounting Policies
Our most significant accounting policies are described in Note 1 to our audited financial statements for the year ended December 31,

2022, included elsewhere in this Report.

Non-GAAP Financial Measures

Some of the financial measures discussed in this Report are considered non-GAAP financial measures. In accordance with SEC rules,
we classify a financial measure as being a non-GAAP financial measure if that financial measure excludes or includes amounts, or is
subject to adjustments that have the effect of excluding or including amounts, from the most directly comparable measure calculated
and presented in accordance with generally accepted accounting principles.

We believe that non-GAAP financial measures provide useful information to management and investors that is supplementary to our
statements of financial condition, results of income and cash flows computed in accordance with GAAP. However, we acknowledge
that our non-GAAP financial measures have limitations. As such, you should not view this disclosure as a substitute for results
determined in accordance with GAAP, and it is not necessarily comparable to non-GAAP financial measures that other banking
companies use. Other banking companies may use names similar to those we use for the non-GAAP financial measures we disclose,
but may calculate them differently. You should understand how we and other companies each calculate their non-GAAP financial
measures when making comparisons.
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The following table reflects the details of the non-GAAP financial measures the Company has included in this Report.

December 31, December 31,
{Dollars in thousands) 2022 2021
Allowance for loan loss as a percentage of outstanding loans,
excluding PPP loans:
Allowance for 10an 10SS .......cc.oeveeeierieieiiieeeeeeeeeeeeee e $ 17,005 $ 14,081
GIOSS JOANS.....eiiveieiieieeie ettt ettt et ete e e eeeneeenean $ 1,593,421 $ 1,376,649
LeSS: PPP 10ANS .....cuiiivieiieccee et 2,358 72,527
Gross loans, net Of PPP 10aNS ........ccoovviveiiieieiieieceeceeeeee e $ 1,591,063  $ 1,304,122
Allowance for loan loss as a percentage of outstanding loans,
eXCIUAINg PPP 10ANS ......cocvviereciereiiecieieieeeieie e 1.07% 1.08%

Results of Operations:
Overview

For the years ended December 31, 2022 and 2021, net income was $21.1 million and $13.4 million, respectively. The increase of
$7.7 million, or 58%, was primarily attributable to an increase in net interest income of 16.2 million and increase in non-interest
income of $3.2 million, partially offset by an increase in the provision for credit losses of $3.8 million, an increase in non-interest
expense of $4.2 million and an increase in income tax expense of $3.7 million.

Net Interest Income and Margin

Net interest income, the difference between interest earned on loans and investments and interest paid on deposits and borrowings is
the principal component of the Company’s earnings. Net interest income is affected by changes in the nature and volume of earning
assets and interest-bearing liabilities held during the quarter, the rates earned on such assets and the rates paid on interest bearing
liabilities.

Net interest income for the year ended December 31, 2022, was $7

0.9 million, an increase of $16.2 million, or 30% over $54.7 million for the year ended December 31, 2021. The increase in net
interest income was primarily attributable to an increase in interest income as the result of a more favorable mix of earning assets
combined with higher yields on those assets and the acceleration of an unamortized discount totaling $1.4 million related to the
repayment of previously purchased loans, partially offset by a $3.8 million reduction in the amortization of net fees received on
Paycheck Protection Program (“PPP”) loans funded under the Coronavirus Aid, Relief, and Economic Security Act (“CARES Act”).

For the year ended December 31, 2022 average total interest-earning assets were $1.87 billion compared to $1.89 billion for the year
ended December 31, 2021. The yield on average earning assets increased 116 basis points to 4.40% for the year ended December 31,
2022 from 3.24% for the year ended December 31, 2021. The yield on total average gross loans in the year ended December 31, 2022
was 4.96%, representing an increase of 67 basis points compared to 4.29% for the same period one year earlier. For the year ended
December 31, 2022, the yield on average investment securities increased 6 basis points to 2.90% from 2.84% for the year ended
December 31, 2021.

For the year ended December 31, 2022, average loans increased $127.0 million from the year ended December 31, 2021, while
average deposit balances decreased $14.9 million for the same period. As a result, the average loan to deposit ratio for the year ended

December 31, 2022 was 90.69% compared to 82.25% for the same period in the prior year.

Of the $127.0 million increase in average loan balances year over year, average commercial, real estate other and construction and
land loans increased by $151.8 million, $167.7 million and $18.9 million, respectively, as a
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result of organic growth. These increases were primarily offset by a decrease in lower yielding average SBA loans of $200.0 million

as a result of PPP loan forgiveness.

Of the $14.9 million decrease in average total deposit balances year over year, $54.2 million was attributable to a decrease in money
market and savings accounts, offset by an increase in total demand deposits of $8.9 million and an increase in time deposits of

$30.4 million. The cost of interest-bearing deposits was 0.87% for the year ended December 31, 2022 compared to 0.48% for the same
period one year earlier. In addition, the overall cost of average total deposit balances increased by 20 basis points to 0.47% for the year
ended December 31, 2022 compared to 0.27% for the year ended December 31, 2021.

As a result, the net interest margin increased by 90 basis points to 3.79% for the year ended December 31, 2022, compared to 2.89%

for the year ended December 31, 2021.

The following table shows the composition of average earning assets and average funding sources, average yields and rates, and the

net interest margin for the years ended December 31, 2022 and 2021.

Twelve months ended December 31,

2022 2021
Yields Interest Yields Interest
Average or Income/ Average or Income/
(Dollars in thousands) Balance Rates Expense Balance Rates Expense
ASSETS
Interest earning assets:
L0aNS (1) 1eiviiiieiiciieeeeeee et $1,495981 4.96% $ 74,240 $1,368,960 4.29% $ 58,677
Federal funds SOld...........cccoeevieviiiiiiicecceceee e 220,084 1.60% 3,519 450,898 0.13% 587
INVEStMENt SECUTILIES ....ccuveeeereeereeereeereeereeeree e eeve e v eevee s 155,748 2.90% 4,519 71,376  2.84% 2,029
Total interest €arning aSSELS .........cervereereriererereeeeeeeeeeeeeeneeeeeens 1,871,813 4.40% 82,278 1,891,234 3.24% 61,293
Noninterest-earning assets:
Cash and due from banks..............ccoeeevieviiiiicieciececeeeeeeee 19,838 17,642
ATl Other aSSEtS (2) ..euveveierierierieeieeieeieeieee ettt ees 61,517 60,008
TOTAL. ...t $1,953,168 $1,968,884
LIABILITIES AND
SHAREHOLDERS’ EQUITY
Interest-bearing liabilities:
Deposits:
Demand.........ccoovveevieiiiieeee e $ 40,054 0.08% 31 § 35623 0.11% $ 38
Money market and SAVINES .......ccceevrerieieieieieieieenes 651,429 0.70% 4,544 705,621 0.51% 3,627
THNC 1ttt 205,681 1.57% 3,235 175,240 0.43% 753
OthET ..ot e 121,464 2.88% 3,496 139,011  1.54% 2,145
Total interest-bearing liabiliti€s ..........cccceeverererieieieieieieieieiene 1,018,628 1.11% 11,306 1,055,495 0.62% 6,563
Noninterest-bearing liabilities:
Demand deposits.........ccceerueerieeiirieniieniieie et 752,348 747,868
Accrued expenses and other liabilities ............cccevvevveieriennnn. 21,256 21,363
Shareholders’ EQUILY .......cvevververieriertirieeteete ettt eeeee e e s esaesees 160,936 144,158
TOTAL ..ot $1,953,168 $1,968,884
Net interest income and mMargin (3).......cccecevvererereereerenieenieeseenenns 3.79% $70,972 2.89% $ 54,730

(1) Nonperforming loans are included in average loan balances. No adjustment has been made for these loans in the calculation of
yields. Interest income on loans includes amortization of net deferred loan fees of $1.5 million and $3.4 million, respectively.

-40-



(2)  Other noninterest-earning assets includes the allowance for loan losses of $15.4 million and $13.9 million, respectively.
(3) Net interest margin is net interest income divided by total interest-earning assets.

The following table shows the effect of the interest differential of volume and rate changes for the years ended December 31, 2022
and 2021. The change in interest due to both rate and volume has been allocated in proportion to the relationship of absolute dollar

amounts of change in each.

For the Years Ended December 31, 2022

vs. 2021
Increase (Decrease) Due to
Change in:
Average Average Net
(Dollars in thousands) Volume Rate Change
Interest income:
LLOAIS ettt $ 6304 $ 9,259 $ 15,563
Federal funds sold ......... (3,691) 6,623 2,932
Investment securities 2,448 42 2,490
Interest expense:
DICPOSIES ..ttt ettt ettt ettt ettt sre et eneeneeneensenes
Demand..........cceeuiiuieiieieieieiet ettt 3 (10) @)
(378) 1,295 917
479 2,003 2,482
(505) 1,856 1,351

$ 5462  $10,780 $ 16,242

Interest Income

Interest income increased by $21.0 million in for the year ended December 31, 2022 compared to the same period of 2021 as a result
of a more favorable mix of average earning assets combined with a rising rate environment. The increase in interest earned on our loan
portfolio of $15.6 million for year ended December 31, 2022 compared to the same period of 2021 was comprised of $6.3 million
attributable to an approximate $127.0 million increase in average loans outstanding and $9.3 million attributable to the increase in the
yield earned on loans to 4.96% from 4.29%.

Interest Expense

Interest expense increased by $4.7 million during the year ended December 31, 2022 compared to the same period of 2021, primarily
due to a rising rate environment. The average rate paid on interest-bearing liabilities for the year ended December 31, 2022 compared
to the same period one year earlier increased 49 basis points to 1.11% from 0.62%.

Provision for Loan Losses

We made provisions for loan losses of $3.8 million and $4,000 for the years ended December 31, 2022 and 2021, respectively. The
increase in the provision for loan losses was primarily attributable to the growth of the loan portfolio. The Company recorded net loan
charge-offs of $851,000 in the year ended December 31, 2022 compared to net loan charge-offs of $34,000 during the same period of
2021. The allowance for loan loss as a percent of outstanding loans was 1.07% at December 31, 2022 and 1.02% at December 31,
2021. The reserve percentage excluding PPP loans, which are guaranteed by the SBA, was 1.07% at December 31, 2022 compared to
1.08% at December 31, 2021 (see discussion in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Non-GAAP Financial Measures”). See further discussion of the Provision for Loan Losses and Allowance for Loan
losses in “Financial Condition — Allowance for Loan Losses”.
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Non-interest Income

The following table reflects the major components of the Company’s non-interest income for the years ended December 31, 2022 and
2021.

For the Years Ended

December 31, Increase (Decrease)

(Dollars in thousands) 2022 2021 Amount  Percent
Service charges and Other fEeS..........ovieirieirerieiieieteee e $4913 $3,222 $1,691 52%
Gain on Sale Of SBA T0ANS..........coouiiiiieiie et ere e eaeeenes 1,393 — 1,393 100%
Earnings on BOLL.......c..cooiriiiiiccnectese ettt 665 650 15 2%
ONET ..ttt ettt et e e e a e e te e ae et e erseete e te e beenseeseeste e beenreeneeas 403 301 102 34%
Total NON-INEETESE INCOITIE ....eovvivieeeieeieieieeteeeee ettt eee e e e et e seeesaeeeeeneeas $7374 $4,173 $3,201 77%

Non-interest income increased by $3.2 million or 77% for the year ended December 31, 2022 compared to the same period of 2021.
The increase was primarily attributable to $1.7 million of increased service charges and loan related fees and a gain of $1.4 million
recognized on the sale of a portion of our solar loan portfolio.

Non-interest Expense

The following table reflects the major components of the Company’s non-interest expense for the years ended December 31, 2022 and
2021.

For the Years Ended
December 31, Increase (Decrease)
(Dollars in thousands) 2022 2021 Amount__Percent
Salaries and DENETILS ......c..ccvieiieiieiiieie ettt ettt ettt $29,097 $26,031 $3,066 12%
Premises and €QUIPMENL .........c.cveiirierierierierieeeete ettt ettt ete e s etesbesseesesreeseeseeseas 5,093 5,098 %) 0%
ProfesSSIONal TEES ........couieiiiieitiieie ettt ettt 2,179 1,986 193 10%
Data PIOCESSINE. .....eveviieuirtiietietetetertet ettt ettt b ettt sttt ettt b et b et be e b nnes 2,647 1,934 713 37%
ONET ..ottt ettt et e et e et eete e te e te et e ete e teeteeateeteeeteeateenreeaeeas 5,649 5,388 261 5%
Total NON-INLEIESt EXPEINSE ...vvevverrerrerereireeriereeriereeseestessessessessessessessessessesseeseenes $44,665 $40,437 $4,228 10%

During the year ended December 31, 2022, non-interest expenses increased by $4.2 million or 10% to $44.6 million compared to
$40.4 million in the same period of 2021. Excluding the capitalized loan origination costs that are included in salaries and benefits,
non-interest expense was $48.8 million for the twelve months ended December 31, 2022 and $46.0 million for the same period in
2021, representing an increase of $2.8 million, or 6%.

Salaries and benefits for the twelve months ended December 31, 2022 were $29.1 million, representing an increase of $3.1 million, or
12%, compared to $26.0 million for the twelve months ended December 31, 2021. The increase in salaries and benefits expense was
primarily due to investments to support the continued growth of the business combined with a reduction in capitalized loan origination
costs.

For the years ended December 31, 2022 and 2021, the Company’s efficiency ratio, the ratio of non-interest expense to revenues, was
57.01% and 68.65%, respectively.

Provision for Income Taxes

Income tax expense was $8.8 million for the year ended December 31, 2022 which compared to $5.1 million for the same period one
year earlier. The effective tax rates for those time periods were 29.4% and 27.9%, respectively.

-42-



Financial Condition:
Overview

Total assets of the Company were $2.04 billion as of December 31, 2022 compared to $2.01 billion as of December 31, 2021. The
increase in total assets was primarily due to strong loan growth, partially offset by decreased liquidity resulting from the outflow of
deposits related to the forgiveness of PPP loans along with the payoff of other borrowings.

Loan Portfolio

Our loan portfolio consists almost entirely of loans to customers who have a full banking relationship with us. Gross loan balances
increased by $216.8 million from December 31, 2021 to December 31, 2022, primarily due to organic growth in the commercial and
industrial and real estate other loan portfolios, partially offset by a reduction in SBA loans due to PPP loan forgiveness and a reduction
in the other loan portfolio as a result of the Company selling a portion of its residential solar loan portfolio.

The loan portfolio at December 31, 2022 was comprised of approximately 40% of commercial and industrial loans compared to 34%
at December 31, 2021. In addition, commercial real estate loans comprised 57% of our loans at December 31, 2022 compared to 54%
at December 31, 2021. A substantial percentage of the commercial real estate loans are considered owner-occupied loans. Our loans
are generated by our relationship managers and executives. Our senior management is actively involved in the lending, underwriting,
and collateral valuation processes. Higher dollar loans or loan commitments are also approved through a bank loan committee
comprised of executives and outside board members.

The following table reflects the composition of the Company’s loan portfolio and their percentage distribution at December 31, 2022
and 2021.

December 31, December 31,
(Dollars in thousands) 2022 2021
Commercial and industrial ...........ccooovieeiiiiiieieeceeceeeeeee e 634,535 474,281
Real €8tate—O0ther .....c..oooviiiiiieiieiceecce e 848,241 697,212
Real estate—construction and 1and .............ccceevveeeiiieiiieecieeeceneens 63,730 43,194
SBA ettt ettt s aa b e et e e sae e beenreenaens 7,220 81,403
[0 711 1< OSSO P USRS 39,695 80,559
Total 10anS, GIOSS ...cc.eeueerieieieieieieiesie sttt 1,593,421 1,376,649
Deferred loan origination costs, net 2,040 1,688
Allowance for 10an 10SSES...........ccvieriiiierierienieieeie et (17,005) (14,081)
Total 10aNS, NEL.....cveieveiirieeee et 1,578,456 1,364,256
40% 34%
53% 51%
4% 3%
1% 6%
2% 6%
100% 100%

The following table shows the maturity distribution for total loans outstanding as of December 31, 2022. The maturity distribution is
grouped by remaining scheduled principal payments that are due within one year, after one but within five years, after five years but
within fifteen years, or after fifteen years. The principal balances of loans are indicated by both fixed and variable rate categories.
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Over One Over Five
DueinOne  Year But Years But

Year Or Less Than Less Than Over
(Dollars in thousands) Less Five Years  Fifteen Years Fifteen Years Total
Commercial and industrial ...........ccccoeieieiieieeieieeeee s $203,692 $293,633 $137210 $ — $ 634,535
Real estate—other ..........cceevvevienvennnnne. 37,064 372,114 427,604 11,459 848,241
Real estate—construction and land 44,748 11,294 7,688 — 63,730
966 2,350 3,077 827 7,220
1,298 2,142 36,255 — 39,695
TOtal I0ANS, GLOSS ....cveveverevieiieretieierereteteee et r s enens $287,768 $681,533 $611,834 $12,286 $1,593,421
Loans With
Fixed Variable
(Dollars in thousands) Rates (1) Rates Total
Commercial and indUStral ..............ccooeeieiiiee e $187,873 $446,662 $ 634,535
Real €8tatE——OthET ....ccvviiiviiiieei e 557,433 290,808 848,241
Real estate—construction and 1and.............ccccoovviiiiiiiiiecceeeeee e 6,000 57,730 63,730
SB A et et e e ta e et e e tb e et e e ntbeentbeeatreennreas 2,358 4,862 7,220
ORI .ottt et ettt e te et e et e eteeete e te et e eteeere e teennas 39,496 199 39,695
TOtal 10ANS, GIOSS...viveriereeieriieriiieseetesieseetest et eeeesesesesseresbeseebessessesessesenns $793,160 $800,261 $1,593,421

(1) Excludes variable rate loans on floors

Nonperforming Assets

Nonperforming assets are comprised of loans on nonaccrual status, loans 90 days or more past due and still accruing interest, and
other real estate owned. We had no loans 90 days or more past due and still accruing interest and no other real estate owned at
December 31, 2022. A loan is placed on nonaccrual status if there is concern that principal and interest may not be fully collected or if
the loan has been past due for a period of 90 days or more, unless the obligation is both well secured and in process of legal collection.
When loans are placed on nonaccrual status, all interest previously accrued but not collected is reversed against current period interest
income. Income on nonaccrual loans is subsequently recognized only to the extent that cash is received and the loan’s principal
balance is deemed collectible. Loans are returned to accrual status when they are brought current with respect to principal and interest
payments and future payments are reasonably assured. Loans in which the borrower is encountering financial difficulties and we have
modified the terms of the original loan are evaluated for impairment and classified as TDR loans.

The following table presents information regarding the Company’s nonperforming and restructured loans at December 31, 2022 and
2021.

December 31, December 31,

(Dollars in thousands) 2022 2021
NONACCTUAL LOANS ...t $ 1,250 $ 232
Loans over 90 days past due and still accruing............ccecveeeeeveeennnne — —

Total nonperforming loans............ccceerererieerieenienieeneereneenens 1,250 232
FOrecloSed aSSELS ......ceuerueuirueiriirieiirieirieteienteieetet ettt — —

Total nonperforming assets..........coceveverererereneneneneneeeeeens $ 1,250 $ 232
Performing TDRS ....cc.coueuivieiriieirietrieieieeesee et $ — $ —
Nonperforming 10ans / gross l0ans...........coceeeeeveeereninineenesenennenenn 0.08% 0.02%
Allowance for loan losses / nonperforming loans...........c.coeeeeeruennne. 1360.40% 6069.40%
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Allowance for Loan Losses

Our allowance for loan losses is maintained at a level management believes is adequate to account for probable incurred credit losses
in the loan portfolio as of the reporting date. We determine the allowance based on a quarterly evaluation of risk. That evaluation
gives consideration to the nature of the loan portfolio, historical loss experience, known and inherent risks in the portfolio, the
estimated value of any underlying collateral, adverse situations that may affect a borrower’s ability to repay, current economic and
environmental conditions and risk assessments assigned to each loan as a result of our ongoing reviews of the loan portfolio. This
process involves a considerable degree of judgment and subjectivity. In addition, various regulatory agencies, as an integral part of
their examination process, periodically review the Bank’s allowance. Such agencies may require the Bank to recognize additions to
the allowance based on judgments different from those of management.

Our allowance is established through charges to the provision for loan losses. Loans, or portions of loans, deemed to be uncollectible
are charged against the allowance. Recoveries of previously charged-off amounts are credited to our allowance for loan losses. The
allowance is decreased by the reversal of prior provisions when the total allowance balance is deemed excessive for the risks inherent
in the portfolio. The allowance for loan losses balance is neither indicative of the specific amounts of future charge-offs that may
occur, nor is it an indicator of any future loss trends.

The following table provides information on the activity within the allowance for loan losses as of and for the periods indicated.

Commercial Real Estate
and Real Estate Construction
(Dollars in thousands) Industrial Other and Land SBA Other Total
Year ended
December 31, 2022
Beginning balance ............ccoeeiririereeiinieeinienerennnas $ 8,552 $4,524 $ 681 $ 309 $ 15 $14,081
Provision for 10an l0SSES .........cccceveeevreeevveeerveeeireeeneenns 2,717 798 203 25 32 3,775
Charge-offS........oeirereriiieeeeeee e (650) — — (202) — (852)
RECOVETIES ...t 1 — — — — 1
Ending balance ............cooeeviriereirinieeiinrereeseseeennnas $10,620 $5,322 $ 884 $ 132 $ 47  $17,005
Net recoveries (charge-offs) gross loans...........c..c....... -0.10% 0.00% 0.00% -2.80% 0.00% -0.05%
Year ended
December 31, 2021
Beginning balance............cceceeoieieienieiiinieeeseeene $ 8,923 $3,877 $ 681 $ 604 $ 26 S$14,111
Provision for 10an l0SSEs ..........ccevvevieeerierienienieseseine (615) 647 — a7 (11) 4
Charge-0ffS......ceeiririeiee e — — — (278) — (278)
RECOVETIES ..c.vvinviiiieiiicicieecce e 244 — — — — 244
Ending balance ............ccevvvvereirieiereiieiereeeeeeennas $ 8,552 $ 4,524 $ 681 $ 309 $ 15  $14,081
Net recoveries (charge-offs) gross loans...................... 0.05% 0.00% 0.00% -0.34% 0.00% 0.00%

The provision for loan losses of $3.8 million for the year ended December 31, 2022 was primarily the result of growth in our core loan
portfolio along with continued qualitative assessments of the general macroeconomic environment.

Investment Portfolio

Our investment portfolio is comprised of debt securities. We use two classifications for our investment portfolio: available-for-sale
(AFS) and held-to-maturity (HTM). Securities that we have the positive intent and ability to hold to maturity are classified as “held-to-
maturity securities” and reported at amortized cost. Securities not classified as held-to-maturity securities are classified as “investment
securities available-for-sale” and reported at fair value.
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During the first quarter of 2022, the Company re-designated certain securities previously classified as available for sale to the held to
maturity classification. The securities re-designated consisted of mortgage backed securities and government agencies with a total
carrying value of $49.9 million at December 31, 2021. At the time of re-designation the securities included $281,000 of pretax
unrealized losses in other comprehensive income which is being amortized over the remaining life of the securities in a manner
consistent with the amortization of a premium or discount.

Our investments provide a source of liquidity as they can be pledged to support borrowed funds or can be liquidated to generate cash
proceeds. The investment portfolio is also a significant resource to us in managing interest rate risk, as the maturity and interest rate
characteristics of this asset class can be readily changed to match changes in the loan and deposit portfolios. The majority of our
available-for-sale investment portfolio is comprised of mortgage-backed securities (MBSs) that are either issued or guaranteed by U.S.
government agencies or government-sponsored enterprises (GSEs) and corporate bonds.

The following table reflects the amortized cost and fair market values for the total portfolio for each of the categories of investments in
our securities portfolio as of December 31, 2022 and 2021.

Gross Gross
Unrealized / Unrealized / Estimated
Amortized Unrecognized Unrecognized Fair
(Dollars in thousands) Cost Gains Losses Value
At December 31, 2022:
Mortgage backed SECUTILIES ......cveeeviieririeiiieieriieeeieeeeee e eenens $ 18,629 $ 26 $ (897) $17,758
GOVEINMENE AZEIICICS ....vevveeeeveerieeietieeieneesiesteeeseesesessessessessessessessessessessenns 29,809 — (1,043) 28,766
COorPOTate DONAS......euvveiiiieieieieitrieet ettt 430 58 — 488
Total available for sale SECUTIHIES.......ccuevvveviieeiiiiiieeeeeeeeee e $ 48,868 $ 84 $ (1,940) $47,012
Mortgage backed securities — $ (7,647) $53,716
Government agencies ................... — (627) 2,456
Corporate BONAS..........ccooiiiiuiiiicicicrc e 30 (3,739) 40,711
Total held to Maturity SECUITIES........cvevevereerirreriereierisieeieeeeesaeeeeans $108,866 $ 30 $(12,013) $96,883
At December 31, 2021:
Mortgage backed SECUTILIES ......c.cveviieriieeiiieeieriieeeiee et $ 29943 § 325 $  (320) $29,948
GOVEINMENT AZEIICIES ....veuvevevierieeieiierieeereestetessessesessessessessessessessessessensenns 3,093 — (100) 2,993
COorporate DONAS.......ecveiiieiieiicieeieceiiee ettt sttt eeeeseeeeens 41,725 694 (468) 41,951
Total available for sale SECUITLIES........ccceerurrereeirierieireireceeieeine $ 74,761  $1,019 $ (888) $74,892
Mortgage backed securities $ — $ (140) $22,632
Corporate bonds.........ccoeveeereeereienennnn — (30) 5,584
Total held to maturity securities $ — $ (170) $28,216

Deposits

Our deposits are generated through core customer relationships, related predominantly to business relationships. Many of our business
customers maintain high levels of liquid balances in their demand deposit accounts and use the Bank’s treasury management services.

At December 31, 2022, approximately 45% of our deposits were in noninterest-bearing demand deposits. The balance of our deposits
at December 31, 2022 were held in interest-bearing demand, savings and money market accounts and time deposits. Approximately
40% of total deposits were held in interest-bearing demand, savings and money market deposit accounts at December 31, 2022, which
provide our customers with interest and liquidity. Time deposits comprised the remaining 15% of our deposits at December 31, 2022.
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Information concerning average balances and rates paid on deposits by deposit type for the past two fiscal years is contained in the
Distribution, Yield and Rate Analysis of Net Income table located in the previous section titled “Results of Operations—Net Interest
Income and Net Interest Margin”.

The following table provides a comparative distribution of our deposits by outstanding balance as well as by percentage of total
deposits at the dates indicated.

(Dollars in thousands) Balance % of Total
At December 31, 2022:
Demand noninterest-DEATING ...........eeveerreriererieirieierenieesieeereeereseeneesensesennes $ 811,671 45%
Demand interest-DEaring ..........coeceruerueirienieiinieirieteeseeesteeet et 37,815 2%
Money market and SAVINZS........ccoeveieieieiieieiesiesiesieste e se e see e eseseeeseeseeeeas 671,016 38%
THIMIC .ttt a s et b et e e st se st nenenn 271,238 _15%
TOtal AEPOSIES ...evvevrerienieieieetiete ettt ettt ettt sbe et et eaeeeeeeeees $1,791,740 @%
At December 31, 2021:
Demand nOninterest-DEAIING ...........eeveerreieririeirieieenieesteeereseeresseesseneesesnes $ 771,205 46%
Demand interest-bDearing .............cccccevrveueuiririereirinieieeniriereeneeeseesseneneeseenenes 37,250 2%
Money market and SAVINZS.........cceveieieieierieieriesiesieste e sie e sre e eseeseeeeeseeseas 717,480 43%
THIMIC .ttt s et a et e e b ettt e b et e e s et s seneneenenenen 154,203 _ %
TOtal AEPOSIES ....eveneeeiieiieteieteeie ettt ettt eeene $1,680,138 100%

Liquidity

Our primary source of funding is deposits from our core banking relationships. The majority of the Bank’s deposits are transaction
accounts or money market accounts that are payable on demand. A small number of customers represent a large portion of the Bank’s
deposits, as evidenced by the fact that approximately 17% of deposits were represented by the 10 largest depositors as of

December 31, 2022. We strive to manage our liquidity in a manner that enables us to meet expected and unexpected liquidity needs
under both normal and adverse conditions. The Bank maintains significant on-balance sheet and off-balance liquidity sources,
including a marketable securities portfolio and borrowing capacity through various secured and unsecured sources.

Interest Rate Risk Management

We measure our interest rate sensitivity through the use of a simulation model. The model incorporates the contractual cash flows and
re-pricing characteristics from each financial instrument, as well as certain management assumptions. The model also captures the
estimated impacts of optionality and duration and their expected change due to changes in interest rates and the shape of the yield
curve. We manage our interest rate risk through established policies and procedures. We measure both the potential short term change
in earnings and the long term change in market value of equity on a quarterly basis. Both measurements use immediate rate shocks
that assume parallel shifts in interest rates up and down the yield curve in 100 basis point increments. There are eight scenarios
comprised of rate changes up or down to 400 basis points. We have established policy thresholds for each of these eight scenarios. In
the current interest rate environment, however, we do not consider a decrease in interest rates that is greater than 25 basis points. The
impact on earnings for one year and the change in market value of equity are limited to a change of no more than (7.5)% for rate
changes of 100 basis points, no more than (15.0)% for changes of 200 basis points, no more than (20.0)% for rate changes of 300 basis
points, and no more than (25.0)% for rate change of 400 basis points. The objective of these various simulation scenarios is to
optimize the risk/reward equation for our future earnings and capital. Based upon the results of these various simulations and
evaluations, we are positioned to be moderately asset sensitive, with earnings increasing in a rising rate environment.

The following table sets forth the estimated changes on the Company’s annual net interest income that would result from the
designated instantaneous parallel shift in interest rates noted, as of December 31, 2022.
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Estimated Percent

Net Interest Change

(Dollars in thousands) Income From Actual
Change in interest rates (basis points):

F300 ettt eaes $96,816 2.7%
F200 e e e eaes $96,164 2.0%
F100 et $95,194 0.9%
2100 e e e $93,257 -1.1%
2200 e e et $92,088 -2.4%

Capital Resources

We are subject to various regulatory capital requirements administered by federal and state banking regulators. Our capital
management consists of providing equity to support our current operations and future growth. Failure to meet minimum regulatory
capital requirements may result in mandatory and possible additional discretionary actions by regulators that, if undertaken, could
have a direct material effect on our financial statements. Under capital adequacy guidelines and the regulatory framework for prompt
corrective action, we must meet specific capital guidelines that involve quantitative measures of our assets, liabilities and off-balance
sheet items as calculated under regulatory accounting policies. As of December 31, 2022 and 2021, we were in compliance with all
applicable regulatory capital requirements, including the capital conservation buffer, and the Bank’s capital ratios exceeded the
minimums necessary to be considered ‘‘well-capitalized’’ for purposes of the FDIC’s prompt corrective action regulations.

At December 31, 2022, the capital conservation buffer was 3.40%.

At December 31, 2022, the Bank had a Tier 1 risk based capital ratio of 10.54%, a total capital to risk-weighted assets ratio of 11.40%,

and a leverage ratio of 10.23%. At December 31, 2021, the Bank had a Tier 1 risk based capital ratio of 11.38%, a total capital to risk-
weighted assets ratio of 12.25%, and a leverage ratio of 9.51%.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

As a smaller reporting company, we are not required to provide the information required by this item.
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Crowe

Crowe LLP
Independent Member Crowe Global

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Shareholders and the Board of Directors of
California BanCorp
Oakland, California

Opinion on the Financial Statements

We have audited the accompanying consolidated statements of financial condition of California BanCorp (the “Company”) as of
December 31, 2022 and 2021, the related consolidated statements of income, comprehensive income, changes in shareholders’ equity,
and cash flows for each of the two years in the period ended December 31, 2022, and the related notes (collectively referred to as the
“financial statements”). In our opinion, the financial statements present fairly, in all material respects, the financial position of the
Company as of December 31, 2022 and 2021, and the results of its operations and its cash flows for each of the two years in the period
ended December 31, 2022, in conformity with accounting principles generally accepted in the United States of America.

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on the
Company’s financial statements based on our audits. We are a public accounting firm registered with the Public Company Accounting
Oversight Board (United States) (“PCAOB”) and are required to be independent with respect to the Company in accordance with the
U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement, whether due to error or fraud.
Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to
error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence
regarding the amounts and disclosures in the financial statements. Our audits also included evaluating the accounting principles used
and significant estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe
that our audits provide a reasonable basis for our opinion.

/s/ Crowe LLP

We have served as the Company’s auditor since
2011.

Sacramento, California

March 24, 2023
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CALIFORNIA BANCORP
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(Dollar amounts in thousands)

December 31,

December 31,

2022 2021
ASSETS:
Cash and dUe fTOM DANKS ........covivuiiieiiiiiieceeeeeeeeeee ettt ettt ettt e st e et e eae e e e st e sreesaeesseentesnsesnseseean $ 16,68 $ 4,539
ST 1< Y B 1T Yo ) [ TSROSO 215,696 465,917
Total cash and cash EQUIVAIENES...........c.occiiieiiieiieieieiet ettt sttt teese e e s esaessessensessas 232,382 470,456
Investment securities:
Available for sale, at fAIr VAIUE..........ccveeiiiieeiecei ettt ettt et e et ereeeaeeereeeveeneeeaean 47,012 74,892
Held to maturity, at @amOTtiZEA COSL......uiiiiuieiiierieieietietetetet et e ste st e te e eteeseesaeseessessessessessessensessas 108,866 28,386
Total INVESTMENT SECUTTLIES .....ecveieeveeeereeeeteeeereeeeteeeeteeeeteeeeteeeereeeeseeeesreeesreeesreeerseeesseeesseeerseessreennns 155,878 103,278
Loans, net of allowance for losses of $17,005 and $14,081 at December 31, 2022 and December 31,
2021, TESPECHIVELY ...ttt ettt s et s s et s s sa s s s ans et s s e s s neneraes 1,578,456 1,364,256
Premises and qUIPIMENT, TEL.......cuerueiiriertirirteete ettt ettt et e st et et e tesbestesae et e eseeneeseeneeneeneenseneensens 3,072 4,405
Bank owned life inSurance (BOLI) ..........coiiiieiiiiiiiicieeie ettt sae e e eesaesaeeaeenseesneens 25,127 24,412
Goodwill and other INtANZIDIE ASSELS ......cc.ivvirirtiriiriiriieieeieet ettt sttt be et et e et e eesens 7,472 7,513
Accrued interest receivable and Other ASSETS..........iiiiuiiiiiiiii ettt e et e e e eaaee e e enaeeeens 39,828 40,676
TOMAL ASSEES. . .viveeeeeeeeeeeeeet ettt ettt e e et e e et ee et e esteae e st e st ese et e s este s e s e eae et eeseeaeeneeneeneeneensenteneenneneentenrenean $2,042,215 $2,014,996
LIABILITIES AND SHAREHOLDERS’ EQUITY = .oooooiiiiiiioiiee ettt
Deposits
NON-INEETESE DEATING ...vvviiveviivieietiieiietiiete sttt etestetesteseetesetesseseesessesasseseesessesesseseesassesassessssessesesesassansases $ 811,671 $ 771,205
TIEEIESE DEATING .....eeevieeieeienieieie ettt sttt ettt ettt et et e e s e ae s et e ssesbeesesseeseeseeseeseeseeneeneensensensensensan 980,069 908,933
TOLAl AEPOSIES .veuveevieiiieiieiietiettetete et ettt e ste et eteeteeteesaeseessensessesessessessessessaeseessessassessessensensenes 1,791,740 1,680,138
OthET DOITOWIIES. ... evieeieeieiietietesietestestestestestesteetesteeseeseeseeseeseessessensessensessessanseesessenseeseassassesaaseessensessensensansens — 106,387
Junior Subordinated et SECUITLIES. .......cveiiiueieceii ettt ettt ettt et e e e et e e eraeeeraeeenteeereeesaeeesnaeeenees 54,152 54,028
Accrued interest payable and other HabIlItIEs ..........cceoviieieieiieieieieesese et 24,069 23,689
TOtAL THADIIEIES ......eoveeeeeeeeeee ettt ettt ettt a et et e ete et e eseeaeeseeseeseeneenseneensenseneeseeneenen 1,869,961 1,864,242
Commitments and Contingencies (Note 7)
Shareholders’ equity
Common stock, no par value; 40,000,000 shares authorized; 8,332,479 and 8,264,300 issued and
outstanding at
December 31, 2022 and December 31, 2021, r€SPECtIVELY ....oveverieriiriesieeecieeieeeeeeeceeeee e 111,257 109,473
RELAINEA CAITINES. .....eeueeiieiieieieiee ettt ettt ettt ettt et e s ae st e et e s aeebeebeebe e st eseeneeneenseneensensenean 62,297 41,189
Accumulated other comprehensive (10ss) income, Net Of tAXES ...c..evververiereereriririeieeeeeee e (1,300) 92
Total Shareholders” EQUILY ......cviveieieieriesieee sttt sttt se st e e e e ensensenes 172,254 150,754
Total liabilities and shareholders’ EQUILY.........c.ccvecieieieiieiieieiererest ettt a e se s $2,042,215 $2,014,996



December 31, December 31,
2022 2021

The accompanying notes are an integral part of these consolidated financial statements.
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CALIFORNIA BANCORP
CONSOLIDATED STATEMENTS OF INCOME
(Dollar amounts in thousands, except per share data)

For the Years Ended
December 31,

2022 2021
Interest income
LLOAIS. ..ttt ettt ettt ettt et e et e et e ettt e et e ea e et e e et et e et e eat e et e te et e eatesate bt eteenteereesaean $ 74240 $ 58,677
Federal fUNAS SOI........oiiiiieeieceee ettt ettt e et e et e e ete e e eteeeeaeeseteseeaeeesseeesaeeeeresesreeesreeanes 3,519 587
TNVESTIMENT SECUTTLIES ...eivveieeeieeeieeieeetee et e et e et e et e eeteeesteseeteeeeseeeeteeeeteeeeseeesseeeeseseesesessseesseesesesesseeesseeenns 4,519 2,029
TOtal INLTETEST INCOIMIE ... .cvvieeeeiicteieeteieeeee ettt e et e et e et eeaeeeaeesaeeeteeesesessesesseseesssassseessseessssesseeanns 82,278 61,293
Interest expense
DIEPOSIES ..euvrvievieeieeietiettetet et et et eetesteeteeteebe e st eseeteessessessessessessessensassenseebeebeebeeaeebeeseeseessessentessensensensenbebebens 7,810 4,418
Borrowings and subordinated debt............cccciiieiiiiiiiiieieeeeee et 3,496 2,145
TOtal INTETESt EXPEIISE...c..eviiieiieiieiteietet ettt sttt ettt ettt e et et et et et e s b sbesbeebeebeeaeebe et ententenseaeeen 11,306 6,563
INCE INEETEST IMCOIMIC. ....vveeuvreetreeeteeeeteeeeteeeeteeeeteeeetreeeteeeeteeeeteeeeseeeeseeeessseesseeesssensseesssaesseeetssensssensssensseensseensssensneens 70,972 54,730
ProviSion fOI 10AI LOSSES .......oiviiiuiitieeiietieete ettt ettt ettt et e et eteeeteeeae et e eteeeteeeteeeseeaseeseeeaeeseeseesseenseeteeseenseenes 3,775 4
Net interest income after provision for 10an 10SSES ..........cecueierieriererireienseeee e 67,197 54,726
Non-interest income
Service charges and Other fES..........oiiiiriiieee ettt 4913 3,222
Gain 0N the SAIE OF LOANS. .......coiiiiiiieieccee ettt e e e e te e eaeeeteeeareesreeereeenns 1,393 —
OTNET .ttt ettt et ettt ettt ettt at e s et e s e b e b e b et e e be et e eteeteeteeaseteestensenseasensen s e s et e setenns 1,068 951
Total NON-INLETESt INCOMIE ....vivveeeerierieieeeeeetee st ete et e tee bt ebeeebeesaesseesseesseessesssesseesseesseessesssenseessennns 7,374 4,173
Non-interest expense
Salaries and DENETILS .........ccueiiiiiiiiiciccecee ettt ettt et et e e ra e te e b e enreees 29,097 26,031
Premises and QUIPITIETIE ........cc.eruiriiriertieeieeeieetet ettt et e et et e st s be et eae bt e st eneese e st eneeneensensesesensensens 5,093 5,098
ProOfeSSIONAl £EES ....veiiuviieeeeceiec ettt ete e et e et e e et e e ete e e ete e e eteeeere e erreeeraeeeraeeeraeeias 2,179 1,986
DAL PIOCESSINE ... .evieuteiienieietetet ettt ettt ettt et eat st e e st et et e s e be b e esesbeebeeaeebeeseeneeseeseenteneensensansetensentens 2,647 1,934
ONET ..ottt ettt et e e sa e et e st e et e e s b e erbeetb et e e ae e s beeabeette st e beenbeesaeereebeenbeesaeenaesreenraans 5,649 5,388
TOtal NON-INEEIEST EXPEIISE ....evveueenienieteeesteetesteete et eteete e teneestetessessestessestessesaeeseeseeneeneensensensesenseses 44,665 40,437
Income before provision fOr INCOME TAXES .......ecuiruiriririeiieiieieieiete ettt sttt ettt ettt et et et eneessenee s 29,906 18,462
ProvisSion fOI INCOME tAXES ......cuviieerieriieeeeeeeeereeeireeeireeeseeerseeeseeeseeeeseeesseeesseseseseeseeesseseeseseeseeeesesessesesseeesseeenns 8,798 5,094
INEE ITICOINC ...ttt ettt ettt ettt ettt ettt e et e tesse st e eteeseeaeeseeseeseessensensensensessenseseeseeseaseeneeseeneeneassensensensensensensens $ 21,108 $ 13,368
Earnings per common share
BASIC vvvveeeeeetee ettt ettt ettt ettt et et et et et et et et eae et ent et et eae et ent et et ete et eneetentereetens $ 2.54 $ 1.63
DIIULEA ..ottt et et e b e te e ae et e eaeeete e be et e eabeeteeete e beeabeerbeera e teeteenteeraeaaean $ 251 $ 1.61
Average common Shares OULSTANAING .........eeiruiruieiiieieieeee ettt ettt e tesae e 8,306,282 8,222,749
Average common and equivalent shares outStanding............ccoeeererirererinenieieeeeeeee e 8,404,317 8,292,942

The accompanying notes are an integral part of these consolidated financial statements.
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CALIFORNIA BANCORP
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Dollar amounts in thousands)

For the Years Ended
December 31,

2022 2021

INEE IIICOMIE ...ttt ettt ettt et e e e eateeaeeeae et e eneeeneeeaeeseseneseasseseeeasenssenesensesasesseenteensesnsesseenseenesensens $21,108 $13,368
Other comprehensive (loss) income

Unrealized losses on securities available for Sale, NEt...........coceeieiiieieiieieieieeee e (1,715) (779)

Unrealized losses on securities transferred from available for sale to held to maturity, net...........ccccecveenine (281) —

Amortization of unrealized losses on securities transferred from available for sale to held to maturity, net .. 9 —

TAX EITECL ...ttt ettt bttt ettt be e 595 230

Total other comprehensive (I0SS) INCOME........c..everierierierieeterieseeteeeeeteetetetesteseaessessessesseesesseeseessesseseessessensens (1,392) (549)

Total COMPIENENSIVE INCOME .......ccuiivieiieeieiieiieiieietetet et et e ete e eteeteetee st esteseessessessessessessessessesseeseessessessessessensens $19,716 $12,819

The accompanying notes are an integral part of these consolidated financial statements.
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CALIFORNIA BANCORP
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
(Dollars in thousands)

Accumulated
Other
Common Stock Retained Con}gizl;ri:mve Sharz}(l)(tﬁliers’
Shares Amount Earnings (Loss) Equity

Balance at December 31, 2020.........coemeieeeeeeeeeeeeeee e 8,171,734 $107,948 $27,821 $ 641 $136,410
Stock awards issued and related compensation expense...................... 68,355 1,688 — — 1,688
Shares withheld to pay taxes on stock based compensation ................ (14,426) (406) — — (406)
Stock Options EXerciSed........ccevueirierieirieirieinerieeree e 57,020 575 — — 575
Shares withheld to pay exercise price on stock options............ccceu... (18,383) (332) — — (332)
........................................................................................... — — 13,368 — 13,368
Other comprehensive (10SS)......cveveieierierierierierere e — — — (549) (549)
Balance at December 31, 2021 .....c.ooovviieiiieiieeeeeeeeeeeeeee e 8,264,300 $109,473 $41,189 $ 92 $150,754
Stock awards issued and related compensation expense...................... 76,121 2,065 — — 2,065
Shares withheld to pay taxes on stock based compensation ................ (16,047) (302) — — (302)
Stock OpPtioNS EXEICISE ... .uerveruiruiriieiieieiienieieee et 11,550 97 — — 97
Shares withheld to pay exercise price on stock options...........cccceeuee. (3,445) (76) — — (76)
........................................................................................... — — 21,108 — 21,108
Other comprehensive (10SS)........ceveieierierierieneneresese e — — — (1,392) (1,392)
Balance at December 31, 2022........c.cceiiiienienieereseee e 8,332,479 $111,257 $62,297 $(1,300) $172,254

The accompanying notes are an integral part of these consolidated financial statements.

-57-



CALIFORNIA BANCORP
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollar amounts in thousands)

For the Years Ended December 31,

2022 2021
Cash flows from operating activities:
INEL IIICOIIIE ... vttt ete ettt e vt ete et e eteeeteeeteeaeeaeeeseeeseenseesseessenseeaseenseeasenseenseenseenseessenseenseensens $ 21,108 $ 13,368
Adjustments to reconcile net income to net cash provided by operating activities:
ProviSion fOr 10N LOSSES ......ciiiueiiiiiiiiie ettt eaaeeas 3,775 4
Provision for deferred taXeS ........couvivieieriiiiieieeieeeee et e (1,281) (2,285)
DEPIECIALION ...ttt ettt ettt sttt et e et e e st e st ebeenbeenaesseenseenseensesnsesseenses 1,477 1,569
Deferred 10an COSES, NEL........eerverieiirieririeieteietertetete ettt ettt ettt ettt be e esesbeneenes (352) (1,165)
Stock based COMPENSALION, NEL ......ccvevvirveeiiiiieiieeieieiet ettt ettt ere e e eee e eesessesseseas 1,763 1,282
Increase in cash surrender value of life INSUrance ............ccceevevvevierienineneee e (665) (652)
Discount on retained portion of sold 10ans, NEt ..........ccceevererieririieeieeeeeeeeeee e (35) (35)
Gain 0N Sale 0F 10ANS, NEL.......ccviiieieieieieeee ettt st eseeseeseennens (1,393) —
Increase in accrued interest receivable and other aSSEts ........coovvvevvvvieeveieeiieeeirieeeree e, 3,215 2,946
Decrease in accrued interest payable and other 1iabilities ...........ccceeeieivceecineeieieieeee 1,051 1,177
Net cash provided by operating aCtivities ...........ceevevueruerrererierereseeeeeeeeeeneneneens 28,663 16,209
Cash flows from investing activities:
Purchase of INVESMENT SECUTTHIES ......cveevieieieieerieieeieeteetee st esteereeeeeeeesaeesreesseeseesesesseesseessesssanes (78,780) (65,224)
Proceeds from principal payments on investment SECUIItIES ..........ccvevevueerrerieinieineirereenneeenes 23,418 15,970
Proceeds from Sale OF IOANS .......c.cvevierieieiieieieieeee ettt 37,271 —
PUrchase 0f LOANS, NEL .......c.eveieiiiieceetiee ettt ettt ettt be st seeeeeseeseeneeneeneenean (56,439) (42,682)
Net (increase) decrease iN LOANS .........eceeiieriririeieiee et eet ettt e et saesee st eaeeseeseeneeseeneenes (197,026) 35,104
Capital calls on low income tax credit iINVEStMENtS............cceieiriiiiniiiiiirccrcceeececees (669) (614)
Redemption (purchase) of Federal Home Loan Bank Stock............cccooerivireninincninieceienee. 455 (1,344)
Purchase of premises and €qUIPMENL..........ccoviriririeieieieeteesie et eaeenees (153) (181)
Purchase of bank-owned life InSUrance poliCies...........ceoveieieriirienierieneriere e (50) (42)
Net cash used for INVEStiNgG aCtIVITIES ......e.veveeeieieierierie et (271,973) (59,013)
Cash flows from financing activities:
Net increase in CUSTOMET AEPOSIES......ccvirviivieieieiieieietieteteiestessestessessestessesseeseeseeseesseseessessesseses 111,602 147,932
Paydown of long term borrowings, net (56,387) (117,656)
(Paydown of) proceeds from short term and overnight borrowings, net.............ccccoeeveeveverennnen. (50,000) 35,000
Proceeds from issuance of subordinated debt, NEt...........ocovvvvuiiiviiiiiiiiieeeeee e — 29,224
Proceeds from exercised StOCK OPLiONS, NEt........ccecveieieieiieieieie et 21 243
Net cash provided by financing activities .........c.ccevvevverierieriesesenese e 5,236 94,743
(Decrease) increase in cash and cash equivalents ..........c..cccovevevereniincnenicnieeenns (238,074) 51,939
Cash and cash equivalents, beginning Of PEriod ............cceereirieririnieiiereeeeee e 470,456 418,517
Cash and cash equivalents, end Of PEriod .........cceirieiriiriririeieieeee e $ 232,382 $ 470,456
Supplemental disclosure of cash flow information:
Securities transferred from available for sale to the held to maturity classification .................... $ 49,889 $ —
Cash paid during the YEar 0T .......cc.eiiriiiiiiiee ettt
TIIEETEST ..ttt ettt e et et e e et et e eateneeseessent e st et e te et et e eae et e eneeaeeneenseneenteneententeneenean $ 10,488 $ 6,508
TIICOIMIE TAXES ...ttt ettt et ettt ea et eatenees e essene e st et esse st eeseeaeeseeseeaeeneenseneenseneensenseneanean $ 7410 $ 6,124

The accompanying notes are an integral part of these consolidated financial statements.
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CALIFORNIA BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization

California BanCorp (the “Company”), a California corporation headquartered in Oakland, California, is the bank holding company for
its wholly-owned subsidiary California Bank of Commerce (the “Bank”), which offers a broad range of commercial banking services
to closely held businesses and professionals located throughout Northern California. The Bank has a full service branch located in
Contra Costa County and 4 loan production offices located in Alameda County, Contra Costa County, Sacramento County, and Santa
Clara County.

The Company’s common stock trades on the Nasdaq Global Select marketplace under the symbol CALB.

Basis of Presentation

The consolidated financial statements are prepared in accordance with accounting policies and standards generally accepted in the
United States of America (GAAP), as well as prevailing practices within the banking industry. The consolidated financial statements
include the accounts of the Company and its wholly-owned subsidiary, California Bank of Commerce. All intercompany accounts
have been eliminated. The Company has no significant business activities other than its investment in the Bank.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial
statements, and the reported amounts of revenues and expenses during the reporting periods. Actual results may differ from those
estimates used in the Consolidated Financial Statements and related notes. Material estimates that are particularly susceptible to
significant changes in the near term relate to: the determination of the allowance for loan losses; certain assets and liabilities carried at
fair value; and accounting for income taxes.

Reclassifications
Certain prior balances in the consolidated financial statements have been reclassified to conform to current year presentation. These

reclassifications had no effect on prior year net income or shareholders’ equity.

Subse

quent Events

Management has reviewed all events through the date these consolidated financial statements were filed with the SEC and concluded
that no event required any adjustment to the balances presented.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, amounts due from banks, amounts held at the Federal Reserve Bank, and Federal
funds sold. The Company is required to maintain reserves against certain of the deposit accounts with the Federal Reserve Bank.
Federal funds are generally sold and purchased for one-day periods.

Investment Securities

Investment securities are classified into the following categories:

*  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.

-59-



*  Held-to-maturity securities, which management has the positive intent and ability to hold, are reported at amortized cost
adjusted for the accretion of discounts and amortization of premiums.

Interest earned on investment securities is reported in interest income, net of applicable adjustments for accretion of discounts and
amortization of premiums. Premiums and discounts are amortized, or accreted, over the life of the related security as an adjustment to
income using the level yield method adjusted for changes in principal prepayment speeds. Realized gains and losses on the sale of
investment securities are reported in non-interest income and computed using the specific identification method.

An investment security is impaired when its carrying value is greater than its fair value. Investment securities that are impaired are
evaluated on at least a quarterly basis and more frequently when economic or market conditions warrant such an evaluation to
determine whether such a decline in their fair value is other than temporary. Management utilizes criteria such as the magnitude and
duration of the decline, the intent and ability of the Company to retain its investment in the securities for a period of time sufficient to
allow for an anticipated recovery in fair value, and the reasons underlying the decline to determine whether the loss in value is other
than temporary. The term “other than temporary” is not intended to indicate that the decline is permanent, but indicates that the
prospects for a near-term recovery of value is not necessarily favorable, or that there is a lack of evidence to support a realizable value
equal to or greater than the carrying value of the investment. Once a decline in value is determined to be other than temporary, and
management does not intend to sell the security or it is more likely than not that the Company will not be required to sell the security
before recovery, only the portion of the impairment loss representing credit exposure is recognized as a charge to earnings, with the
balance recognized as a charge to other comprehensive income. If management intends to sell the security or it is more likely than not
that the Company will be required to sell the security before recovering its forecasted cost, the entire impairment loss is recognized as
a charge to earnings.

Loans Receivable

Loans that management has the intent and ability to hold for the foreseeable future, or until maturity or payoff, are reported at their
outstanding unpaid principal balances net of unamortized deferred origination fees and costs, any unamortized premiums or discounts
on purchased or acquired loans, and the allowance for loan losses.

Loans acquired through a portfolio purchase, or through a business combination, are recorded at their fair value on the date of
acquisition. Credit discounts or premiums are included in the determination of fair value; therefore, an allowance for loan losses is not
required or recorded on the date of acquisition. Should the Company’s methodology for determining the allowance for loan losses
indicate that any credit discount is no longer sufficient to cover probable losses inherent in the acquired loans, an appropriate increase
to the allowance for loan losses will be established through a charge to the provision for loan losses. During the year ended

December 31, 2022, the Company purchased commercial loans totaling $56.4 million, net of credit discounts. These loans were repaid
by the borrowers prior to year-end. During the year ended December 31, 2021, the Company purchased residential solar loan
portfolios totaling $42.7 million, net of credit and coupon rate discounts. These portfolios are reflected in the category “other” within
Note 3 of the consolidated financial statements.

Interest on loans, including purchased or acquired loans, is accrued on the unpaid principal balance and is credited to income using the
effective yield interest method.

Deferred origination fees and costs, and the accretion (amortization) of any discount (premium) related to acquired loans, are
amortized over the contractual life of the loan through interest income as an adjustment to the effective loan yield.
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Allowance for Loan Losses

Credit risk is inherent in the business of extending loans to borrowers. Due to this risk, the Company must maintain an allowance for
loan losses that management believes is adequate to absorb estimated probable losses on existing loans that may become uncollectible.
This reserve is established through a provision for loan losses that is recorded to expense. Loans are charged against the reserve when
management believes with certainty that the loan balance will not be collectible. Any cash received on previously charged-off
amounts is recorded as a recovery to the reserve. The Company formally re-evaluates and establishes the appropriate level of the
allowance for loan losses on a quarterly basis.

The allowance for loan losses consists of specific and general reserves. The specific reserve relates to loans that are individually
classified as impaired when, based on current information and events, it is probable that the Company will be unable to collect all
amounts due according to the contractual terms of the loan agreement. Loans for which the terms have been modified resulting in a
concession, and for which the borrower is experiencing financial difficulties, are considered troubled debt restructurings (TDRs) and
also classified as impaired. When a loan is considered to be impaired, the amount of impairment is measured based on the fair value of
the collateral (less costs to sell) if the loan is collateral dependent, or on the present value of expected future cash flows or values that
are observable on the secondary market if the loan is not collateral dependent. The general reserve relates to all non-impaired loans. In
determining the general reserve, management applies quantitative and qualitative factors to each segment of the loan portfolio.
Quantitative factors primarily include the Company’s historical delinquency and loss experience. For segments of the loan portfolio
where the Company has no significant prior loss experience, management uses quantifiable observable industry data to determine the
amount of potential loss to include in the reserve. Qualitative factors supplement the quantitative factors applied to each segment of
the loan portfolio and include: levels of and trends in delinquencies and impaired loans (including TDRs); levels of and trends in
charge-offs and recoveries; migration of loans to the classification of special mention, substandard, or doubtful; trends in volume and
terms of loans; effects of any changes in risk selection and underwriting standards; other changes in lending policies, procedures, and
practices; experience, ability, and depth of lending management and other relevant staff; national and local economic trends and
conditions; industry conditions; and effects of changes in credit concentration. While management uses the best information available
to make its evaluation, future adjustments to the allowance for loan losses may be necessary if there are significant changes in
economic or other conditions that affect the current risk profile of the loan portfolio.

Accrued Interest Receivable on Loans

Interest receivable is only accrued if deemed collectible. It is the Company’s policy to place a loan on non-accrual status in the event
that the borrower is 90 days or more delinquent (unless the loan is well secured and in the process of collection), or earlier if the
timely collection of contractual payments appears doubtful. At the time a loan is placed on non-accrual, accrued interest is reversed
out of interest income. Cash payments subsequently received on non-accrual loans are recognized as income only where the future
collection of the remaining principal is considered by management to be probable. Loans are restored to accrual status only when the
loan is less than 90 days delinquent and not in foreclosure, and the borrower has demonstrated the ability to make future payments of
principal and interest.

Loan Commitments and Related Financial Instruments

In the ordinary course of business, the Company is party to financial instruments with off-balance sheet risk, such as commitments to
make loans and commercial letters of credit, in order to meet the financing needs of its customers and to reduce its own exposure to
fluctuations in interest rates. The Company’s exposure to credit loss in the event of nonperformance by the other party is represented
by the contractual amount of those instruments. The Company uses the same credit policies in making these types of commitments as
it does for loans included on the balance sheet. Such financial instruments are recorded on the balance sheet at the time they are
funded.
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Loan Sales and Servicing

The Company has the ability to hold for sale the conditionally guaranteed portion of certain loans that are guaranteed by the Small
Business Administration (“SBA loans”). At the time that the Company deems a loan to be held for sale, it is carried at the lower of
aggregate cost or fair value. Net unrealized losses, if any, are recorded as a valuation allowance and charged to earnings. At
December 31, 2022 and 2021, the Company did not have any loans held for sale.

Gains or losses on SBA loans held for sale are recognized upon completion of the sale, based on the difference between the selling
price and the carrying value of the related loan sold.

SBA loans are generally sold with loan servicing retained by the Company. Servicing assets or liabilities are initially recorded at fair
value and are subsequently amortized in proportion to, and over the period of the related net servicing income or expense. Servicing
assets are periodically evaluated for impairment. Impairment is determined by stratifying the servicing rights based on interest rates
and terms. The amount of the impairment recognized is the amount by which the servicing assets for a stratum exceed their fair value.
Fair value is determined using prices for similar assets with similar characteristics, when available, or based upon discounted cash
flows using market-based assumptions. As of December 31, 2022 and 2021, the Company had servicing assets of $221,000 and
$248,000, respectively.

Premises and Equipment

The Company’s premises and equipment are carried at cost, less accumulated depreciation and amortization. Premises and equipment
are depreciated or amortized using the straight-line method over the estimated useful lives of the related assets. The useful lives of
furniture, fixtures and equipment are estimated to be 3 to 5 years. Leasehold improvements are amortized over the lesser of the
respective lease term (including renewal periods that are reasonably assured) or their useful lives, which are generally 7 to 14 years.

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.

Leases

At inception, contracts are evaluated to determine whether the contract constitutes a lease agreement. For contracts that are determined
to be an operating lease, the Company recognizes on the commencement date: (1) a lease liability, which is a lessee’s obligation to
make lease payments arising from a lease, measured on a discounted basis; and (2) a right-of-use (“ROU”) asset, which is an asset that
represents the lessee’s right to use, or control the use of, a specified asset for the lease term. In discounting the lease payments, the
Company uses an incremental borrowing rate represented by the rate it could borrow from the FHLB plus an appropriate credit spread.
The Company’s lease agreements include options to renew at the Company’s option. No lease extensions are reasonably certain to be
exercised, therefore none were considered in the calculation of the ROU asset and lease liability.

Federal Home Loan Bank Stock

As a member of the Federal Home Loan Bank of San Francisco, the Bank is required to maintain an investment in the capital stock of
the Federal Home Loan Bank (the “FHLB”). The investment, which is reported in other assets, is carried at cost, classified as a
restricted security, and periodically evaluated for impairment based on the ultimate recovery of par value. No impairment has been
recorded to date. Both cash and stock dividends from the FHLB are reported as income.
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Bank Owned Life Insurance

The Company has purchased life insurance policies on certain current and former 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.

Low Income Housing Tax Credits

The Company accounts for low income housing tax credits and the related qualified affordable housing projects using the proportional
amortization method. Under the proportional amortization method, the Company amortizes the initial cost of the investment in
proportion to the tax credits and other tax benefits received and recognizes the net investment performance in the income statement as
a component of income tax expense (benefit). As the Company disburses cash to satisfy capital calls, other assets are increased. Over
time, as the tax credits and other tax benefits of the project are realized by the Company, the investment recorded in other assets is
reduced using the proportional amortization method.

The Company had investments in low income housing tax credits with gross commitments (including amounts funded and unfunded)
of $13.6 million at December 31, 2022 and 2021. During 2022 and 2021, the Company did not add any new investments and had
$669,000 and $614,000 in capital calls throughout the year, respectively.

The investment balances outstanding were $6.2 million and $7.4 million at December 31, 2022 and 2021, respectively, and are
reflected in other assets on the consolidated balance sheet. Total commitments remaining for future capital calls were $1.0 million and
$1.7 million, at December 31, 2022 and 2021, respectively and are reflected in other liabilities on the consolidated balance sheet.

For the years ended December 31, 2022 and 2021, the Company recognized tax benefits of $208,000 and $207,000, respectively,
which were included within income tax expense on the statements of income.

For tax purposes, the Company recorded tax credit and other benefits of $361,000 and $1.4 million, for the years ended December 31,

2022 and 2021, respectively. The Company recorded low income housing credit investment amortization of $1.2 million for both of
the years ended December 31, 2022 and 2021.

Other Real Estate Owned

Other real estate owned consist of properties acquired through foreclosure. The Company values these properties at fair value less
estimated costs to sell at the time it acquires them, which establishes the new cost basis. After it acquires them, the Company carries
such properties at the lower of cost or fair value less estimated selling costs. If the Company records any income from the properties
after acquiring them, it includes this amount in other non-interest income. If the Company records any write-downs, or incurs any
operating expenses, on such properties after acquiring them, it includes this amount in other non-interest expense. At December 31,
2022 and 2021, the Company did not have any properties acquired through foreclosure.

Business Combinations

The Company accounts for acquisitions of businesses using the acquisition method of accounting. Under the acquisition method,
assets acquired and liabilities assumed are recorded at their estimated fair values at the date of acquisition. The Company utilizes
various valuation techniques including discounted cash flow analyses to determine these fair values. Any excess of the purchase price
over amounts allocated to the acquired assets, including identifiable intangible assets, and the liabilities assumed is recorded as
goodwill.
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Goodwill and Other Intangibles

Goodwill arises from business combinations and is generally determined as the excess of the fair value of the consideration transferred
over the fair value of the net assets acquired and liabilities assumed as of the acquisition date. Goodwill determined to have an
indefinite useful life is not amortized, but tested for impairment at least annually or more frequently if events and circumstances exist
that indicate that a goodwill impairment test should be performed. If the carrying amount of the goodwill exceeds its fair value, an
impairment loss is recognized in the amount of the excess, and the carrying value of the goodwill is reduced accordingly. The
Company’s goodwill resulted from the acquisition of Pan Pacific Bank in 2015, and is the only intangible asset with an indefinite life
on the consolidated balance sheet.

Goodwill impairment exists when a reporting unit’s carrying value exceeds its fair value, which is determined through a qualitative
assessment whether it is more likely than not that the fair value of equity of the reporting unit exceeds the carrying value (“Step
Zero”). The Company completed an impairment analysis of goodwill as of December 31, 2022 and determined there was no
impairment.

Other intangible assets consist of a core deposit intangible asset resulting from the 2015 acquisition. Core deposit intangible assets are
initially measured at fair value and then amortized over their estimated useful life, in this case ten years on a straight-line basis. The
Company considers the remaining useful life of its core deposit intangible asset each reporting period to determine whether events and
circumstances warrant a revision to the remaining period of amortization. If the estimate of an intangible asset’s remaining life were to
change, the carrying amount is amortized prospectively over the revised remaining useful life. The Company has not revised its
estimate of the useful life of its core deposit intangible asset for the years ended December 31, 2022 and 2021. As of December 31,
2022 the Company’s core deposit intangible asset was valued at $122,000 with a remaining useful life of 4 years. Assuming no events
or circumstances require a revision to the remaining useful life, the future amortization of the Company’s core deposit intangible asset
will be approximately $41,000 per year through 2025.

Income Taxes

Deferred tax assets and liabilities are recognized for the tax consequences of temporary differences between the reported amount of
assets and liabilities and their tax basis. Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws and rates
on the date of enactment. A valuation allowance is recognized if, based on the weight of available evidence, management believes it is
more likely than not that some portion or all of the deferred tax assets will not be realized.

The Company considers all tax positions recognized in its consolidated financial statements for the likelihood of realization. When tax
returns are filed, it is highly certain that some positions taken would be sustained upon examination by the taxing authorities, while
others are subject to uncertainty about the merits of the position taken or the amount of the position that would be ultimately sustained.
The benefit of a tax position is recognized in the consolidated financial statements in the period during which, based on all available
evidence, management believes it is more likely than not that the position will be sustained upon examination, including the resolution
of appeals or litigation processes, if any. Tax positions taken are not offset or aggregated with other positions. Tax positions that meet
the more-likely-than-not recognition threshold are measured as the largest amount of the tax benefit that is more than 50 percent likely
of being realized upon settlement with the applicable taxing authority.

The portion of the benefits associated with tax positions taken that exceeds the amount measured as described above is reflected as a
liability for unrecognized tax benefits in the accompanying balance sheet along with any associated interest and penalties that would
be payable to the taxing authorities upon examination. Interest expense and penalties associated with unrecognized tax benefits, if any,
are classified as income tax expense in the statement of income.
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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 9. 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.

Share-Based Compensation

The Company issues awards of equity instruments, such as stock options and restricted stock units, to employees and certain non-
employee directors. Compensation expense related to these awards is based on the fair value of the underlying stock on the award date
and is amortized over the service period, defined as the vesting period, using the straight-line method. The vesting period is generally
five years. A Black-Scholes model is utilized to estimate the fair value of stock options, while the market price of the Company’s
common stock at the date of grant is used for restricted stock units. Compensation expense is reduced for actual forfeitures as they
occur.

Earnings Per Share (“EPS”)

Basic earnings per common share represents the amount of earnings for the period available to each share of common stock
outstanding during the reporting period. Basic EPS is computed based upon net income divided by the weighted average number of
common shares outstanding during the period. In determining the weighted average number of shares outstanding, vested restricted
stock units are included. Diluted EPS represents the amount of earnings for the period available to each share of common stock
outstanding including common stock that would have been outstanding assuming the issuance of common shares for all dilutive
potential common shares outstanding during each reporting period. Diluted EPS is computed based upon net income divided by the
weighted average number of common shares outstanding during each period, adjusted for the effect of dilutive potential common
shares, such as restricted stock awards and units, calculated using the treasury stock method. Anti-dilutive shares are not included in
the calculation of diluted earnings per share.

For the Years Ended
December 31,

(Dollars in thousands, except per share data) 2022 2021
Net income available to common shareholders............cccoovvvevviiiieiiieeiieens $ 21,108 $ 13,368
Weighted average basic common shares outstanding ..............ccccoecveeeeennen. 8,306,282 8,222,749
Add: dilutive potential cCOMMON SATES........c.ccuerverierierierieseee e 98,035 70,193
Weighted average diluted common shares outstanding ..............ccccceceevvenennen. 8,404,317 8,292,942
Basic €arnings Per SNATeE ..........c.cecveririeiereietiiieeieteeeresteee et ss e ese e seseseenas $ 254 $ 1.63
Diluted earnings Per SNATE...........ccveerveiererieririeisieieresteeereseeresse e ssesesessessenas $ 251 $ 1.61

Related Party Transactions

Principal stockholders, directors, and executive officers of the Company, their immediate family members, and companies they
control or own more than a 10% interest in, are considered to be related parties. In the ordinary course of business, the Company
engages in various related party transactions, including extending credit and bank service transactions. All related party transactions
are subject to review and approval pursuant to the Company’s Related Party Transaction policy.

-65-



Federal banking regulations require that any extension of credit to insiders and their related interests not be offered on terms more
favorable than would be offered to non-related borrowers of similar credit worthiness. The following table summarizes the aggregate
activity in such loans for the periods indicated:

For the Years Ended
December 31,

(Dollars in thousands, except per share data) 2022 2021
Balance, BEGINMING ...........cccvrieieieririeieieiieieeetsieiee st ssesese e esesens $25,759 $ 4,915

NEW L0ANS ..ottt e — 26,100

Advances..........ceeeuneenee. — 4,425

Repayments and other (415) (9,681)
Balance, eNding .........cceerieirieirieinierieeeieet et $25,344 $25,759

None of these loans are past due, on nonaccrual status or have been restructured to provide a reduction or deferral of interest or
principal because of deterioration in the financial position of the borrower. There were no loans to a related party that were considered
classified loans at December 31, 2022 and 2021. The interest income associated with these loans was $970,000 and $609,000 for the
years ended December 31, 2022 and 2021, respectively.

Loan commitments outstanding with related parties were $10.0 million at both December 31, 2022 and 2021, respectively.
The Company also accepts deposits from related parties, which totaled $58.3 million and $36.4 million at December 31, 2022 and

2021, respectively. The interest expense associated with these deposits was $1.3 million and $273,000 for the years ended
December 31, 2022 and 2021, respectively.

Adoption of New Accounting Standards

In March 2022, the Financial Accounting Standards Board (“FASB”) issued ASU 2022-02, Financial Instruments—Credit Losses
(Topic 326). The amendments in this update eliminate the accounting guidance and related disclosures for Troubled Debt
Restructurings (TDRs) by creditors in Subtopic 310-40, Receivables—Troubled Debt Restructurings by Creditors, while enhancing
disclosure requirements for certain loan refinancings and restructurings by creditors when a borrower is experiencing financial
difficulty and requiring an entity to disclose current-period gross write-offs by year of origination for financing receivables and net
investments in leases within the scope of Subtopic 326-20, Financial Instruments—Credit Losses—Measured at Amortized Cost. The
amendments in this update are effective for fiscal years beginning after December 15, 2022. The adoption of this accounting guidance
is not expected to have a material impact on the Company’s Consolidated Financial Statements.

In December 2019, the FASB issued ASU 2019-12, Simplifying the Accounting for Income Taxes (Topic 740), which clarified and
amended existing guidance to provide for more consistent application. ASU 2019-12 became effective for fiscal years beginning after
December 15, 2021. The adoption of this standard did not have a material effect on the Company’s operating results or financial
condition.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of Credit Losses on
Financial Instruments. ASU 2016-13 significantly changes how entities will measure credit losses for most financial assets and
certain other instruments that are not measured at fair value through net income. The standard will replace the current incurred loss
approach with an expected loss model, referred to as the current expected credit loss (“CECL”) model. The new standard will apply to
financial assets subject to credit losses that are measured at amortized cost and certain off-balance-sheet credit exposures, which
include, but are not limited to, loans, held-to-maturity securities, loan commitments and financial guarantees.
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Additionally, ASU 2016-13 expands the disclosure requirements regarding an entity’s assumptions, models and methods for
estimating the allowance for loan and lease losses. In addition, entities will need to disclose the amortized cost balance for each class
of financial asset by credit quality indicator, disaggregated by the year of origination. For public business entities that meet the
definition of a smaller reporting company, such as the Company, ASU 2016-13 is effective for interim and annual reporting periods
beginning after December 15, 2022. Upon adoption, ASU 2016-13 provides for a modified retrospective transition by means of a
cumulative effect adjustment to equity as of the beginning of the period in which the guidance is effective.

The Company has selected a software vendor for implementation, sourced and tested required data from the Company’s loan systems,
tested data feeds to the model, contracted for and received results from independent third parties of model validation of the CECL
model and process, determined appropriate segmentations of its portfolio, and selected a preliminary forecast period for reasonable
and supportable forecasts. The Company has generated, and continues to evaluate, model scenarios under CECL in tandem with its
current reserving processes for interim and annual reporting periods during 2022 due to the fact the Company elected to delay
implementation of the CECL process as allowed by FASB. While the Company is currently unable to reasonably estimate the impact
of adopting this new guidance, management expects the impact of adoption will be significantly influenced by the composition and
quality of the Company’s loan and held-to-maturity investment portfolios, as well as the economic conditions as of the date of
adoption. The Company also anticipates changes to the processes and procedures for calculating the allowance for credit losses, and
an additional allowance for held-to-maturity investments. The Company’s evaluation is nearing completion, however we continue to
review the full impact and the changes to internal controls required.

2. INVESTMENT SECURITIES

The following table summarizes the amortized cost and estimated fair value of the Company’s investment securities at December 31,
2022 and 2021.

Gross Gross
Unrealized / Unrealized / Estimated
Amortized  Unrecognized Unrecognized Fair
(Dollars in thousands) Cost Gains Losses Value
At December 31, 2022:
Mortgage backed SECUITHIES .....ccveeereieriieiiieiereieesiee et eee e eenens $ 18,629 $ 26 $ (897) $17,758
GOVEINMENE AZEIICICS ....veuvineeveetieeeetierieeeeseeseeeeseeeeeessessessessessessessessesseeseens 29,809 — (1,043) 28,766
COTPOrate DONAS.....cveeiiiiiiicieeieeeeieee ettt ene e 430 58 — 488
Total available for sale SECUTItIES.......ccuevvveveieeieeiieieeceecee e $ 48,868 $ 84 $ (1,940) $47,012
Mortgage backed SECUITHIES .....coveeereieriieiireieteieeeree ettt eee e eenens $ 61,363 $ — $ (7,647) $53,716
GOVEINMENT AZEIICICS ....veuveneeveeeieeietierieeeeteeneeneeseeaetessesessestessessessessesnesseens 3,083 — (627) 2,456
COTPOrate DONAS.....cveeiieiiiicieeieeeeieeteeee ettt eee e 44,420 30 (3,739) 40,711
Total held to Maturity SECUTTIES.....cviverereriererreiereieisieeeeeeesaeeenens $108,866 $ 30 $(12,013) $96,883
At December 31, 2021:
Mortgage backed SECUTIHIES ......cveeeviierireriiieieterieeetee et eenens $ 29943 § 325 $  (320) $29,948
GOVEINMENT AZETICIES ....eeervenereneenirienietitetertereerestebesteeebe st bt seeressetebessesennens 3,093 — (100) 2,993
COorPOTate DONAS......cuvviiiiiiiitiieierie ettt 41,725 694 (468) 41,951
Total available for Sale SECUTIHIES ....cvivuvivviiceieieieeeeeceeeee et $ 74,761 $1,019 $ (888) $74,892
Mortgage backed securities $ — $ (140) $22,632
Corporate bonds...........cce.n.e.... — (30) 5,584
Total held to maturity SECUIItIS.........c.ceererueueeririerciririeicereeeeeceens $ 28386 $§ — $ (170) $28,216

The Company purchased 8 available for sale securities for $36.0 million and 11 held to maturity securities for $42.8 million during the
year ended December 31, 2022. The Company purchased 9 available for sale securities
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for $36.5 million and 7 held to maturity securities for $28.7 during the year ended December 31, 2021. The Company did not sell any
securities during the years ended December 31, 2022 and December 31, 2021.

Net unrealized losses on available for sale investment securities totaling $1.9 million were recorded, net of deferred tax assets, as
accumulated other comprehensive income within shareholders’ equity at December 31, 2022. Net unrealized gains on available for
sale investment securities totaling $131,000 were recorded, net of deferred tax liabilities, as accumulated other comprehensive income
within shareholders’ equity at December 31, 2021.

During the first quarter of 2022, the Company re-designated certain securities previously classified as available for sale to the held to
maturity classification. The securities re-designated consisted of mortgage backed securities and government agencies with a total
carrying value of $49.9 million at December 31, 2021. At the time of re-designation the securities included $281,000 of pretax
unrealized losses in other comprehensive income which is being amortized over the remaining life of the securities in a manner
consistent with the amortization of a premium or discount.

The following table summarizes available for sale securities with unrealized losses at December 31, 2022 and 2021 aggregated by
major security type and length of time in a continuous unrealized loss position.

Less Than 12 Months More Than 12 Months Total
Unrealized / Unrealized / Unrealized /
Unrecognized Unrecognized Unrecognized
(Dollars in thousands) Fair Value Losses Fair Value Losses Fair Value Losses
At December 31, 2022:
Mortgage backed securities..........oevevrvirrerennnee $ 10,920 $ (537) $ 4,347 § (360) $ 15,267 $ (897)
Government agencies ..........ecerereeruereererennenes 28,765 (1,043) — — 28,765 (1,043)
Total available for sale securities ............ $ 39,685 $ (1,580) $ 4347 § (360) $ 44,032 $ (1,940)
Mortgage backed securities..............ccevevevnnnnne. $ 32271 § (5,244) $ 21,445 $ (2,403) $ 53,716 $ (7,647)
Government agenCies ..........ecervereeruereererennenes — — 2,456 (627) 2,456 (627)
Corporate bonds .........cceceeveerieirienieenieeniennnns 14,607 (1,143) 22,880 (2,596) 37,487 (3,739)
Total held to maturity securities .............. $ 46,878 $ (6,387) $ 46,781 § (5,626) $ 93,659 $  (12,013)
At December 31, 2021:
Mortgage backed securities............ccocevverervennnnen $ 14302 $ (320) $ — 3 — $ 14302 $ (320)
Government ageNCIes .........c.evververeerreeeeeereneeenes 2,993 (100) — — 2,993 (100)
Corporate bonds .........ccceeveeireenereneneeneeniens 15,233 (200) 4,732 (268) 19,965 (468)
Total available for sale securities ............ $ 32,528 $ (620) $ 4,732 § (268) $ 37,260 $ (888)
Mortgage backed securities...........ccoerverervennnnen $ 22,632 $ (140) $ —  $ — $ 22,632 § (140)
Corporate bonds ........c.ccevveveerierereseee e 5,584 (30) — — 5,584 (30)
Total held to maturity securities.............. $ 28216 $ (170) $ — 3 — $ 28216 § (170)

At December 31, 2022 the Company’s investment security portfolio consisted of 60 securities, 55 of which were in an unrealized loss
position at quarter end. At December 31, 2021 the Company’s investment security portfolio consisted of 44 securities, 16 of which
were in an unrealized loss position at year end. Management believes that changes in the market value since purchase are primarily
attributable to changes in interest rates and relative illiquidity. Because the Company does not intend to sell and is unlikely to be
required to sell until a recovery of fair value, which may be at maturity, the Company did not consider those investments to be other-
than-temporarily impaired at December 31, 2022 and December 31, 2021, respectively.

-68-



The following table summarizes the scheduled maturities of the Company’s investment securities as of December 31, 2022.

Available for Sale Held to Maturity

Amortized Fair Amortized Fair

(Dollars in thousands) Cost Value Cost Value
LSS that ONE YEAT .....cviviiieeiciieiieeieieeeieeet ettt sveeteeteebeeteeseesaessessessensens $ 2,508 $2478 $ 5,709 $ 5,702
ONE 10 fIVE YOAIS ....etiiiiietieiiciietietteiteti et et et et e ae st e stesbestesseebeeseeseesaeseessessensans 34,833 33,682 17,839 17,171
FIVE 10 tON YEATS .. .eviviteiieiieieeiieiieitett et et et et e sae st e stesaesteeseebeeteesaesaessessensensens — — 32,032 29,719
Beyond teN YEATS ......ccvevveeiieiieiieiieiieieiieieie ettt sttt ese s naenaens 2,095 2,058 21,365 16,803
Securities not due at a single maturity date ..........coceeeeieiriecireeieieieieene 9,432 8,794 31,921 27,488
Total INVESTMENTE SECULILIES........eeveeerieeiieeeeeeeeee et ettt $48,868 $47,012 $108,866  $96,383

The amortized cost and fair value of debt securities are shown by contractual maturity. Expected maturities may differ from
contractual maturities if borrowers have the right to call or prepay obligations with or without call or prepayment penalties. As such,
mortgage backed securities included in a pool are not reflected in the maturity categories above and instead are shown separately as
securities not due at a single maturity date.

3. LOANS AND ALLOWANCE FOR LOAN LOSSES

Outstanding loans as of December 31, 2022 and 2021 are summarized below. Certain loans have been pledged to secure borrowing
arrangements (see Note 6).

December 31, December 31,
(Dollars in thousands) 2022 2021
Commercial and indusStrial ..........ccoovviieeeiieiiieeiceeeeeeee et 634,535 474,281
Real €8tate = OtheT ....ooviiiiieeceeeeee et 848,241 697,212
Real estate - construction and land..............ccoeeeveiieiiieciiecicceceeceeens 63,730 43,194
SBA oottt e ae b tae s re e beereeaeeraens 7,220 81,403
OtNET .ttt ettt te b b e e raeere e aeebeenneas 39,695 80,559
Total 10aNS, GIOSS ...eevveeieeienieieieieieiertestesie et ee et eae e seeneeneas 1,593,421 1,376,649
Deferred loan origination COStS, NEL .........ccvevveruerererierereseeeeeeeeeeeeeeenees 2,040 1,688
Allowance for 10an 10SSES........oeveieieieierieieesese e (17,005) (14,081)
Total 10aNS, NEL.......coiviiiieiieiiciiecte ettt e 1,578,456 1,364,256

SBA loans include Paycheck Protection Program (“PPP”) loans funded under the Coronavirus Aid, Relief, and Economic Security Act
(“CARES Act”), which was enacted as a result of COVID-19. Of the $491.2 million in PPP loans funded by the Company as a result
of the initial launch of the program in April 2020 and the re-launch of the program in January 2021, approximately $488.8 million of
those balances have been granted forgiveness by the SBA as of December 31, 2022. Outstanding PPP loans were $2.4 million and
$72.5 million as of December 31, 2022 and December 31, 2021, respectively.
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The following table reflects the loan portfolio allocated by management’s internal risk ratings at December 31, 2022 and 2021.

Commercial Real Estate
and Real Estate  Construction
(Dollars in thousands) Industrial Other and Land SBA Other Total
As of December 31, 2022
Grade:
PSS o $613,395 $840,993 $62,031 $ 6,132 $39,695 $1,562,246
Special MeNtioN ........c.ccveevieeiieerieieeiieieeieereeeeeverieeeeseeseaeseas 18,157 2,602 — 490 — 21,249
Substandard............cc.coveeiieiiiiieeeeee e 2,983 4,646 1,699 598 — 9,926
TOtAL .o $ 634,535 $848,241 $63,730 $ 7,220 $39,695 $1,593,421
As of December 31, 2021
GIAAC: ottt ettt et e e te e teebe b e essesseesaeenbans
PSS oo e $450913 $690,916 $39,074 $79,379 $80,559 $1,340,841
Special MeNtioN ........cecevvirererineneeieieeieeeeeeceee s 20,904 1,583 1,278 1,111 — 24,876
Substandard............ccceeeeviiiiiiie e 2,464 4,713 2,842 913 — 10,932
TOtAL oo $474281 $697,212 $43,194 $81,403 $80,559 $1,376,649
(Dollars in thousands) 30 Days 60 Days 90+ Days Non-Accrual Current Total
As of December 31, 2022
Commercial and industrial ............c.cocoevviiiiiiiiieeeeeeeece e $ — $ — $— $1,028 $ 633,507 $ 634,535
Real €State - OtheT .. .c..oiviiiiiiieeieeeeeeeee e 3,160 — — — 845,081 848,241
Real estate - construction and land.............ccccoeveveviieiiiiiieiiiecee — — — — 63,730 63,730
SBA ottt ettt et e te et eaeeera e — — — 222 6,998 7,220
OBRET .ttt ettt et ettt e te et eaeens — — — — 39,695 39,695
Total 10ANS, GIOSS ....cvviveeeeriieriieeieteiereetee ettt eseseesesseseenas $3,160 $ — $— $1,250 $1,589,011 $1,593,421
As of December 31, 2021
Commercial and industrial ..............ccocoooveeeieeeeeeeeeeeeeeee e $ — $2597 $— $ — $ 471,684 § 474,281
Real €State = OthET .......oivviiiiiieeieceeeeeeeee e — — — — 697,212 697,212
Real estate - construction and land.............ccccooevveviiiviiiiiiiiiecee — — — — 43,194 43,194
SBA oottt et te et et e et aeeere e — — — 232 81,171 81,403
OBRET .ttt ettt ettt et e eaeeas — — — — 80,559 80,559
Total 10ANS, GIOSS ....cueiveeieriieriieeiereeereeee et eres et eseeeesesseseeaas $ —  $2,597 $— $ 232 $1,373,820 $1,376,649
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The following table reflects the impairment methodology applied to gross loans by portfolio segment and the related allowance for

loan losses as of December 31, 2022 and 2021.

Commercial Real Estate
and Real Estate  Construction

(Dollars in thousands) Industrial Other and Land SBA Other Total
As of December 31, 2022
Gross loans:
Loans individually evaluated for impairment ................cccoceennnen. $§ 10228 § — § — § 2228 — § 1,250
Loans collectively evaluated for impairment............cccceceecveeennene. 633,507 848,241 63,730 6,998 39,695 1,592,171
Total Eross 10ANS..........c.ciiriiveeiiieieeeeeereee e $ 634,535 $848,241 $63,730 $ 7,220 $39,695 $1,593,421
Allowance for loan losses:
Loans individually evaluated for impairment .............c.cocovvuevene. $ -8 - 858 — 5§ — %5 — 5 —
Loans collectively evaluated for impairment............c.cccceevueeennnne. 10,620 5,322 884 132 47 17,005
Total allowance for 10an L0SSES .........coovuveveeieeieeieeeeeeeeeeeseeeeens $ 10620 $ 5322 $ 884 $§ 132§ 47 $ 17,005
As of December 31, 2021
Gross loans:
Loans individually evaluated for impairment ..............cccceeveveneene. $ — % — $ — $ 731 % — $ 731
Loans collectively evaluated for impairment..............cccceeveneneene. 474,281 697,212 43,194 80,672 80,559 1,375,918
Total Eross L0ANS.......ccoevevieieirieieiirieeeee e $474281 $697,212 $43,194 $81,403 $80,559 $1,376,649
Allowance for loan losses:
Loans individually evaluated for impairment ................coceeennnen. $ - $ — $ — §$ 1428 — 8 142
Loans collectively evaluated for impairment..............ccceveeruennene. 8,552 4,524 681 167 15 13,939
Total allowance for 10an LOSSES ........covveeveeeveeeeeieeeeeeeeeeeeeeeeeeneens $ 8552 $ 4524 § 681 $§ 309 $ 15§ 14,081

71-



The following table reflects information related to impaired loans as of December 31, 2022 and 2021.

(Dollars in thousands)

As of December 31, 2022
With no related allowance recorded:

Commercial and industrial............c..cooveeevieiieeiieeeieceee e

With an allowance recorded:

Commercial and industrial............c..cooeeevvieieeieeeeeieceee e

Total:

As of December 31, 2021
With no related allowance recorded:

Unpaid Average Interest
Recorded  Principal Related Recorded Income
Investment Balance  Allowance Investment Recognized
............. $1,028 $1,678 $— $1,028 $—
............. $§ 222 § 896 $— $§ 227 § 4
............. $ — & — $— $ — $—
............. § — & — $— § — $—
............. $1,028 $1,678 $§— $1,028 $—
............. § 222 § 8% §— $ 227 $ 4
............. $ 232 § 705 $— $ 233 § 14
............. $§ 499 § 499 §142 $ 477 $ 59
............. § 731 $1,204 $142 $ 710 § 73

The recorded investment in impaired loans in the tables above excludes accrued interest receivable and net deferred origination costs

due to their immateriality.

The following table reflects the changes in, and allocation of, the allowance for loan losses by portfolio segment for the years ended

December 31, 2022 and 2021.

Commercial Real Estate
and Real Estate Construction
(Dollars in thousands) Industrial Other and Land SBA Other Total
Year ended
December 31, 2022
Beginning balance............ccoceevieirienieiinieeeeeene $ 8,552 $ 4,524 $ 681 $ 309 $ 15 $14,081
Provision for 10an lOSSES .........cccevvveeeveeevreeeieeeneeeneenns 2,717 798 203 25 32 3,775
Charge-0ffS......ceeivireeieeee e (650) — — (202) — (852)
RECOVETIES ..ottt 1 — — — — 1
Ending balance ...........ccocoveeieieieieieeeeeeeee $10,620 $5,322 $ 884 $ 132 $§ 47  $17,005
Net recoveries (charge-offs) gross loans...................... -0.10% 0.00% 0.00% -2.80% 0.00% -0.05%
Year ended
December 31, 2021
Beginning balance............coceeveeenerineneinenneneenenens $ 8,923 $3,877 $ 681 $ 604 $ 26 $14,111
Provision for 10an [0SSESs ........c.ccevverierierienerenierieseens (615) 647 — 17 (11 4
Charge-0ffS......coeirireeieeeeee e — — — (278) — (278)
RECOVETIES ..ttt 244 — — — — 244
Ending balance ............coeveveveveviveeeeeeeeeeee e $ 8,552 $ 4,524 $ 681 $ 309 $ 15  $14,081
Net recoveries (charge-offs) gross loans...................... 0.05% 0.00% 0.00% -0.34% 0.00% 0.00%

Interest forgone on nonaccrual loans was $199,000 and $43,000 for the years ended December 31, 2022 and 2021, respectively. There
was no interest recognized on a cash-basis on impaired loans for the years ended December 31, 2022 and 2021, respectively.
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Troubled Debt Restructurings

At December 31, 2022 and 2021, the Company had no recorded investments or allocated specific reserves related to loans with terms
that had been modified in troubled debt restructurings.

The Company had no commitments as of December 31, 2022 and 2021 to customers with outstanding loans that were classified as
troubled debt restructurings. There were no new troubled debt restructurings during the years ended December 31, 2022 and 2021.

The Company had no troubled debt restructurings with a subsequent payment default within twelve months following the modification
during the years ended December 31, 2022 and 2021.

4. PREMISES AND EQUIPMENT
The following table reflects the Company’s premises and equipment as of the years ended December 31, 2022 and 2021.

December 31,
(Dollars in thousands) 2022 2021
Furniture, fixtures, and eqUIPMENL ...........c...eeverrierereririerereiiereeeeseseeseesesenas $ 6,211 $ 6,066
Leashold improvements .........ccceeeeeirireeieieieieieniesie e e 6,707 6,708
12,918 12,774
Accumulated depreciation and amortization...........c.ccecevererererenenenenennen. (9,846) (8,369)
Total premises and eqUIPMENL .......c..cerveerierererieenenieeneenieeereseenennens $ 3,072 $ 4,405

Depreciation and amortization included in occupancy and equipment expense totaled $1.5 million and $1.6 million for the years ended
December 31, 2022 and 2021, respectively.

5. DEPOSITS
The following table reflects the Company’s deposit portfolio for the years ended December 31, 2022 and 2021.

December 31,

(Dollars in thousands) 2022 2021
Demand noninterest- bearing ..........ccevevveverrereeerieirieisieeeeseessseseenens $ 811,671 $ 771,205
Demand interest-Dearing ............ccecveeveeerierieriesieriesesesese e eeeeeeeenes 37,815 37,250
Money market and SAVINES........cceeeeieieieieieieriese e 671,016 717,480
Certificates Of AEPOSIL......cerreririeieieieieieiet e 271,238 154,203
TOtal AEPOSILS....eoveveeriieeiiieietiieteteeetet ettt se e s e $1,791,740 $1,680,138

The Federal Deposit Insurance Corporation (FDIC) insures up to $250,000 per depositor per FDIC-insured bank. The Company,
through its wholly owned subsidiary, had certificates of deposit accounts greater than $250,000 totaling $56.2 million and

$50.9 million at December 31, 2022 and 2021, respectively. The Certificate of Deposit Account Registry Service (CDARS) Network
enables financial institution members to utilize deposit placement services that qualify large customer deposits for FDIC insurance.
Included in certificates of deposits were CDARS accounts totaling $31.8 million and $38.3 million at December 31, 2022 and 2021,
respectively. Additionally, the Company had brokered certificates of deposits totaling $180.3 million and $60.6 million at

December 31, 2022 and 2021, respectively and certificates of deposit accounts less than $250,000 totaling $2.9 million and

$4.3 million at December 31, 2022 and 2021, respectively.
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The following table reflects the aggregate annual maturities of the Company’s certificates of deposit for the years ended December 31,
2023 through 2027 (dollars in thousands).

Less Than or

Amounts Maturing During Equal to Greater Than

The Year Ended December 31, $250,000 $250,000 Total
2023 ettt h e b bbbt e bt et b et et et etenben $ 2,496 $268,356 $270,852
2024t h bbbttt et et ettt enten 373 — 373
2025 ettt ettt et e e be et e e bt enbeenbeeaae st e neenseenaennes — — —
2026t ettt et et e e et e e tae e eabe e erbe e aeeatbeeeareenans 13 — 13
2027 e e e et et e era e e eat e e tb e e bte e aae e erbe e taeestaeeaareennns — — —
Total certificates Of AEPOSIt.........oveveiririereirieieiiirieieeesteee e $2,882 $268,356 $271,238

6. BORROWING ARRANGEMENTS

The Company has a borrowing arrangement with the Federal Reserve Bank of San Francisco (FRB) under which advances are secured
by portions of the Bank’s loan and investment securities portfolios. The Company’s credit limit varies according to the amount and
composition of the assets pledged as collateral. At December 31, 2022, amounts pledged and available borrowing capacity under such
limits were approximately $484.1 million and $393.0 million, respectively. At December 31, 2021, amounts pledged and available
borrowing capacity under such limits were approximately $317.8 million and $218.9 million, respectively. In April 2020, the
Company secured an additional arrangement with the FRB for a $332.7 million Paycheck Protection Liquidity Facility (PPPLF) two
year term borrowing maturing in April 2022 at a fixed rate of 0.35%. The Company repaid the PPPLF borrowing in full during the
second quarter of 2022 and therefore had no balance outstanding as of December 31, 2022. At December 31, 2021, the PPPLF
borrowing arrangement had an outstanding balance of $56.4 million.

The Company has a borrowing arrangement with the Federal Home Loan Bank (FHLB) under which advances are secured by portions
of the Bank’s loan portfolio. The Company’s credit limit varies according to its total assets and the amount and composition of the
loan portfolio pledged as collateral. At December 31, 2022, amounts pledged and available borrowing capacity under such limits were
approximately $386.1 million and $335.1 million, respectively. At December 31, 2021, amounts pledged and available borrowing
capacity under such limits were approximately $184.1 million and $88.1 million, respectively. In December 2021, the Company
secured a FHLB short term borrowing for $50.0 million at a fixed rate of 0.18%. This FHLB short term borrowing was repaid in full
during 2022 and had an outstanding balance of $50.0 million at December 31, 2021.

Under Federal Funds line of credit agreements with several correspondent banks, the Company can borrow up to $123.0 million.
There were no borrowings outstanding under these arrangements at December 31, 2022 and December 31, 2021.

The Company maintains a revolving line of credit with a commitment of $3.0 million for a six month term at a rate of Prime plus
0.40%. At December 31, 2022 and December 31, 2021, no borrowings were outstanding under this line of credit.

The Company entered into a three year borrowing arrangement with a correspondent bank on April 27, 2020 for $12.0 million. The
note is secured by the Company’s investment in the Bank and has a fixed rate of 3.95%. There were no borrowings outstanding under
this arrangement at December 31, 2022 and December 31, 2021.

The Company issued $20.0 million in subordinated debt on September 30, 2020. The subordinated debt has a fixed interest rate of
5.00% for the first 5 years and a stated maturity of September 30, 2030. After the fifth year, the interest rate changes to a quarterly
variable rate equal to then current three-month term SOFR plus 0.488%. The subordinated debt was recorded net of related issuance
costs of $300,000. At December 31, 2022 and December 31, 2021, the balance remained at $20.0 million, net of the remaining
unamortized issuance cost.
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The Company issued an additional $35.0 million in subordinated debt on August 17, 2021. The subordinated debt has a fixed interest
rate of 3.50% for the first 5 years and a stated maturity of September 1, 2031. After the fifth year, the interest rate changes to a
quarterly variable rate equal to then current three-month term SOFR plus 0.286%. The subordinated debt was recorded net of related
issuance costs of $760,000. At December 31, 2022 and December 31, 2021, the balance remained at $35.0 million, net of the
remaining unamortized issuance cost.

7. COMMITMENTS AND CONTINGENT LIABILITES

Financial Instruments with Off-Balance Sheet Risk

The Company 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. The Company’s exposure to credit
loss in the event of nonperformance by the other party for commitments to extend credit is represented by the contractual amount of
those instruments. The Company uses the same credit policies in making commitments as it does for loans included on the balance
sheet.

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 accounts receivable, inventory, and deeds of trust on residential real estate and
income-producing commercial properties.

At December 31, 2022 and December 31, 2021, the Company had outstanding unfunded commitments for loans of approximately
$644.1 million and $620.0 million, respectively. Unfunded loan commitment reserves, included in the allowance for loan losses,
totaled $430,000 and $380,000 at December 31, 2022 and December 31, 2021, respectively.

The outstanding unfunded commitments for loans at December 31, 2022 was comprised of fixed rate commitments of approximately
$36.7 million and variable rate commitments of approximately $607.4 million. The following table reflects the interest rate and
maturity ranges for the unfunded fixed rate loan commitments as of December 31, 2022.

Over One
Due in Year But
One Year Less Than Over

(Dollars in thousands) Or Less  Five Years Five Years Total
Unfunded fixed rate loan commitments:
Interest rate less than or equal t0 4.00%0 ........ccvevverrerieieeieieieeieeeeee et $17,908 $ 3,600 $4.810 $26,318
Interest rate between 4.00% and 5.00% — 5,637 355 5,992
Interest rate greater than or equal to 5.00% 868 3,504 — 4,372
Total unfunded fixed rate loan COMMUIEMENTS........c...ooveeviiiiiieiieieeeecee e $18,776 $12,741 $5,165 $36,682

Operating [ eases

The Company leases various office premises under long-term operating lease agreements. These leases expire between 2023 and
2027, with certain leases containing either three, five, or seven year renewal options.
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The following table reflects the quantitative information for the Company’s leases at December 31, 2022.

December 31,

(Dollars in thousands) 2022
Operating lease cost (cost resulting from lease payments)...........cccceceeeneene. § 1914
Operating lease—operating cash flows (fixed payments) .........c..ccceceevenene. $§ 2441
Operating 16ase—ROU @SSELS........ccueerreiriererririeirieieirieeseesieeereseeeeseneenes § 4555
Operating 1ease—labilities ........c.ccoevereireririnieereeeee e § 5942
Weighted average lease term—operating 1€ases ..........coceceveeerereenecnennnne. 2.5 years
Weighted average discount rate—operating 1€ases ...........cocecevereeerieerennnne. 4.45%

The following table reflects the minimum commitments under these non-cancellable leases, before considering renewal options
(dollars in thousands).

December 31,

(Dollars in thousands) 2022
20023 ettt e e e e e te e teete et e e e e eteeeteenbeereeereeateeteens $ 1,497
2024 ..ottt teete et e e teeere e teenbeeaeeereeareeteans 1,456
2025 et ettt te et e e tbeeraeere e beeareeraeereesreereens 1,500
2020 ...ttt et te e be b e et e e raeereebeenbeeraeereesreereans 1,435
2027 ettt et e e e te e be et e etbeereeereebeenbeeraeeaeesaeenrean 357
THETEATTET .....cvieiiieeiiciece ettt et ae e e saaense e —
Total undiscounted cash flOWS .......cc.coovviieiiiiciiiiciiece e $ 6,245

Discount 0n Cash fIOWS.......cc.eeieueiiciiiieieeceeetee ettt e

Total lease liability

Rent expense included in premises and equipment expense totaled $1.9 million and $2.1 million for the years ended December 31,
2022 and 2021, respectively.

Contingencies

The Company is involved in legal proceedings arising from normal business activities. Management, based upon the advice of legal
counsel, believes the ultimate resolution of all pending legal actions will not have a material effect on the Company’s financial
position or results of operations.

Correspondent Banking Agreements

The Company maintains funds on deposit with other federally insured financial institutions under correspondent banking agreements.
Insured financial institution deposits up to $250,000 are fully insured by the FDIC under the FDIC’s general deposit insurance rules.

At December 31, 2022, uninsured deposits at financial institutions were approximately $2.9 million. At December 31, 2021, uninsured
deposits at financial institutions were approximately $11.0 million.
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8. INCOME TAXES

The following table reflects the federal and state components of the Company’s provision for income taxes for the years ended
December 31, 2022 and 2021.

For the Years Ended
December 31,

(Dollars in thousands) 2022 2021
Federal:

CUITEIE ..ttt ettt et e e e e eaeesaeeeaesatessaesasesseensesneeas $6,568 $4,972

DEferred ..o s (921) (1,632)

Federal provision for income taxes 5,647 3,340
State:

CUITENL ..ot e e e e e e e et e e e eeateeeeeaaeeeeenaaeeeenns 3,511 2,407

DETRITEA ...ttt (360) (653)

State provision for iNCOME taXeS..........cevvrueeeerierienierienieneneneseeeeeeneen 3,151 1,754

Provision for income taxes $8,798 $ 5,094

The Company’s reported amount of income tax expense differs from federal statutory income rate for the years ended December 31,
2022 and 2021 primarily due to California franchise taxes, low income housing credits and tax exempt income. The following table
reflects a reconciliation of the effective tax rate for the years ended December 31, 2022 and 2021.

For the Years Ended
December 31,

(Dollars in thousands) 2022 2021
Statutory federal iINCOME taX TaALe.........c.cerevveveuiririereeriniereeniereccreereee e 21.0% 21.0%
State income taxes, net of federal benefit............cc.oooveevieiiiiieiiicieiicceceeeeeenes 8.3% 7.6%
Low income housing credits, net of investment 10SSESs ..........ccceveveererereneennne -0.3% -0.8%
Increase in cash surrender value of life insurance.............cceeveeveeveeeeeeeceecieenenn, -0.5% -0.8%
Share-based COMPENSALION ......c.evveueruerieririeirieieienteieeeeteierte sttt sbe e 0.2% 0.4%
OhET, N ...eivieieeiieeee ettt ettt et ettt e et e et e etaeeteeeteeaaeeasessseereens 0.7% 0.5%
EffECtIVE tAX TALE ...veevvieviiceeciecee ettt ettt ettt et eae e e eve e teeaeeaeeas 29.4% 27.9%
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Deferred tax assets and liabilities result from the tax effects of temporary differences between the carrying amount of certain assets
and liabilities for financial reporting purposes and their related amounts used for income tax reporting purposes. The following table
reflects the Company’s deferred tax assets, net of deferred liabilities, included in other assets in the consolidated financial statements.

December 31,

(Dollars in thousands) 2022 2021
Deferred tax assets:
Allowance fOr 10N 10SSES .......ccuvivuiiviiirieeiecteeee ettt enee e $ 5027 $ 4,163
Lease HabDIlity.....c.coeeuieieieieeese ettt 1,757 2,428
ACCTUCA CXPEIISES ...evinienienienieieiesteete sttt ettt et esee e e testesteseesbeeseeseeneeneenes 1,876 1,666
OTANIZAtION COSS ....veuveueerieieteierteete et et et et etet et e e stestestesbesteebesbeesesaeeneas — 14
Share-based COMPENSALION.......cc.eviruiririiiieieieieieieeere ettt eeeeeeene 370 391
Deferred COmMPENSAtion........c..ecvereririrerireieeeeeeteeee et 1,072 1,077
Net operating 10ss carryforwards............cccevvevierienenenenieneneneseseececeeeee 971 1,166
L0an AISCOUNES .....ovviniieiiieiiecieieete ettt ettt e e e sse e beesseennesneenne 19 34
Unrealized loss on available for sale investment securities................c........... 549 12
State tax dedUCHION......c..icvievieeiectieeeete ettt ettt 743 417
OBNET ..ottt e et te e enean 1,134 882
Total deferred taX ASSELS .....cccvviiiieeieieeeeeie ettt 13,524 12,250
Deferred tax liabilities:
Deferred 1oan origination COSES..........ceveririreririeieieieienese et (1,679) (1,592)
Right Of USE @SSEL....eoueiiieiieiieieieee s (1,347) (1,903)
Core deposit INtANZIDIE .......ccuevviriiriiriiirieeeeeeeeeee e (36) (48)
ONET ottt ettt ettt e b et bbb e beebeeaeeteeteeaneneas 31 (92)
Total deferred tax labilities........ccoccveeeerieriieiieieeiee e (3,093) (3,635)
Net dEfEITed tAX ASSELS.....vioviivieeiieieeieei ettt ettt ee et e e eesereereeneeneeneeneaneas $10,431 $ 8,615

As a result of the acquisition of Pan Pacific Bank in 2015, the Company has net operating loss carryforwards. Pursuant to Sections 382
of the Internal Revenue Code, annual use of net operating loss carryforwards may be limited in the event of a change in ownership.
The net operating losses absorbed as a result of the acquisition are subject to Section 382 annual limitations in the amount of
approximately $640,000 per year. At December 31, 2022, the net operating loss carryforwards for Federal and California income tax
reporting purposes totaled $3.0 million and $4.2 million, respectively, and will begin to expire at various dates from 2030 to 2035 if
unused. At December 31, 2021, the net operating loss carryforwards for Federal and California income tax reporting purposes totaled
$3.6 million and $4.8 million, respectively.

For the tax years 2022 and 2021, the Company filed income tax returns in the U.S. Federal and various state jurisdictions. There are
currently no pending U.S. Federal or state income tax or non-U.S. income tax examinations by tax authorities. The Company is no
longer subject to tax examinations by U.S. Federal and state taxing authorities for years prior to 2019 for Federal tax returns and 2018
for state tax returns.

The Company is required to record a valuation allowance if it is more likely than not that some portion, or all, of the net deferred tax
asset will not be realized. The Company evaluated both positive and negative evidence, including forecasts of future income,
cumulative losses, applicable tax planning strategies, and assessments of current and future economic and business conditions and
determined that a valuation allowance was not needed to reduce the net deferred tax asset as it is more likely than not that the results
of future operations will generate sufficient taxable income to realize the recorded balance. As of December 31, 2022 and 2021, there
were no unrecognized tax benefits or interest and penalties accrued by the Company.
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9. FAIR VALUE MEASUREMENTS

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.

The carrying amounts and estimated fair values of financial instruments at December 31, 2022 and 2021 are as follows:

Fair Value Measurements

Carrying
(Dollars in thousands) Amount Level 1 Level 2 Level 3 Total
As of December 31, 2022
Financial assets:
Cash and due from DANKS............coeveuieeieieeeeeeeeeeeeeee et $ 232,382 § 232,382 § — 3 — $ 232382
Investment securities:
AVAIlAbIE O SALE ....c.veveeeeeeeeeee e 47,012 — 47,012 — 47,012
Held t0 MAtUIIEY ....veueieieieieireeiee ettt 108,866 89,433 7,450 96,883
LLOANS, NEL .. vttt ettt ettt e et e et e et e eteeeateeeaeeeeteeerteeenneeeneeenes 1,578,456 — 1,519,903 1,519,903
Accrued INterest TECEIVADIE .........ocviiveiiiiiiceiceee et 7,769 — 926 6,843 7,769
Financial liabilities:
DIEPOSIES c.vveveviieeenietetiste ettt te et sa et et te e s st ese s ese st sese s se e sese s eneneesenennes $1,791,740 $1,520,502 $271,178 $ —  $1,791,680
Subordinated debt...........c.coovviiiieiiicecieeeeeee et 54,152 — — 49,027 49,027
Accrued Interest PAYabIe ..........coveririeiriiire e 1,678 — 1,007 671 1,678
As of December 31, 2021
Financial assets:
Cash and due from banks............ccccoeeriirieiieieiiieieeeeeee e $ 470,456 $ 470,456 $ — — $ 470,456
Investment securities:
AVaAIlAbIE OI SALE .....ooivviieiiceieeeeee e 74,892 — 67,981 6,911 74,892
Held t0 MAtULIEY .....cveveveeeiiicrieieieeeie ettt es 28,386 22,632 5,584 28,216
OGNS, NMEL.. vttt ettt ettt et b e st seeseeae s e ese s sseseeseenas 1,364,256 — 1,353,888 1,353,888
Accrued INterest rECEIVADIE ..........cveivveeeiiieiiceee ettt 5,713 — 633 5,080 5,713
Financial liabilities:
DIEPOSIES .ttt ettt ettt ettt n et nen $1,680,138 $1,525,935 $154,146 $ —  $1,680,081
Other DOITOWINZS .....cevevereeieeieieiirieietetee ettt ettt se et s e eneneesesennes 106,387 — — 106,387 106,387
SUbOrdinated debt...........c.ocveieieiieeiciieieceee et 54,028 — — 56,092 56,092
Accrued interest Payable ...........coiiivieriiieieieeee e 859 — 42 817 859
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These estimates do not reflect any premium or discount that could result from offering the Company’s entire holdings of a particular
financial instrument for sale at one time, nor do they attempt to estimate the value of anticipated future business related to the
instruments. In addition, the tax ramifications related to the realization of unrealized gains and losses can have a significant effect on
fair value estimates and have not been considered in any of these estimates.

The methods and assumptions used to estimate fair values are described as follows:

Cash and Due from banks—The carrying amounts of cash and short-term instruments approximate fair values and are classified as
Level 1.

Investment Securities—Since quoted prices are generally not available for identical securities, fair values are calculated based on
market prices of similar securities on similar dates, resulting in Level 2 classification. For securities where market prices of similar
securities are not available, fair values are calculated using discounted cash flows or other market indicators, resulting in Level 3
classification.

FHLB, IBFC, PCBB Stock—It is not practical to determine the fair value of these correspondent bank stocks due to restrictions placed
on their transferability.

Loans—Fair values of loans for December 31, 2022 and 2021 are estimated on an exit price basis with contractual cash flow,
prepayments, discount spreads, credit loss and liquidity premium assumptions. Loans with similar characteristics such as prepayment
rates, terms and rate indexed are aggregated for purposes of the calculations. Loans are generally classified using Level 3 inputs.

Impaired loans—Impaired loans are evaluated on a quarterly basis for additional impairment and adjusted accordingly. The fair value
of impaired loans with specific allocations of the allowance for loan losses that are secured by real property 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. The methods utilized to estimate the fair value of impaired
loans do not necessarily represent an exit price.

Deposits—The fair values disclosed for demand deposits (e.g., interest and non-interest checking, passbook savings, and certain types
of money market accounts) are, by definition, equal to the amount payable on demand at the reporting date (i.e., their carrying
amount) resulting in Level 1 classification. The carrying amounts of variable rate and fixed-term money market accounts approximate
their fair values at the reporting date resulting in Level 1 classification. For time certificates of deposit, the estimated remaining cash
flows were discounted, based on current rates for similar instruments in market, to determine the fair value (premium)/discount and
accordingly are classified as Level 2.

FHLB Advances—FHLB Advances are included in Other Borrowings. Fair values for FHLB Advances are estimated using
discounted cash flow analyses using interest rates offered at each reporting date by correspondent banks for advances with similar
maturities resulting in Level 3 classification.

Paycheck Protection Program Liquidity Facility (PPPLF)—The fair value of PPPLF is estimated using a discounted cash flow based
on the remaining contractual term and current rates at which similar advances would be obtained resulting in Level 3 classification.

Senior Notes—Fair values for senior notes are estimated using a discounted cash flow calculation based on current rates for similar

types of debt which may be unobservable, and considering recent trading activity of similar instruments in market which can be
inactive and accordingly are classified within in the Level 3 classification.
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Junior Subordinated Debt Securities—Fair values for subordinated debt are calculated based on its terms and were discounted to the
date of the valuation to calculate the fair value on the debt. A market rate based on recent debt offering by peer bank was used to
discount cash flow until reprice date and subsequently cash flow were discounted at Prime plus 2% for its security. These assumptions
which may be unobservable, and considering recent trading activity of similar instruments in market which can be inactive and
accordingly are classified within the Level 3 classification.

Accrued Interest Receivable—The carrying amounts of accrued interest receivable approximate fair value resulting in a Level 2
classification for accrued interest receivable on investment securities and a Level 3 classification for accrued interest receivable on
loans since investment securities are generally classified using Level 2 inputs and loans are generally classified using Level 3 inputs.

Accrued Interest Payable—The carrying amounts of accrued interest payable approximate fair value resulting in a Level 2
classification, since accrued interest payable is from deposits that are generally classified using Level 2 inputs.

Off Balance Sheet Instruments—Fair values for off-balance sheet, credit-related financial instruments are based on fees currently

charged to enter into similar agreements, taking into account the remaining terms of the agreements and the counterparties’ credit
standing. The fair value of commitments is not material.

Assets Recorded at Fair Value on a Recurring Basis

The Company is required or permitted to record the following assets at fair value on a recurring basis as of December 31, 2022 and
December 31, 2021.

Fair Value Measurements

(Dollars in thousands) Fair Value Level 1 Level 2 Level 3

As of December 31,2022 ..........coooiiiiiieiieieeetee e

Investments available for sale:
Mortgage backed SECUIILIES........cvcviiriereeiiiereeiieiereeee ettt $17,758 $— $17,758 § —
GOVETNMENE AZEIICICS ..c.vevviveeeeeiienieiienieteterte e stestesteetesteeseeaeereeseeneeneenseeesensenes 28,766  — 28,766 —
COTPOTate DONAS ...ttt ettt ettt ettt 488 — 488 —
Total assets measured at fair value on a recurring basis ..........cceceeeeevvereereeniennene. $47,012 $— $47,012 $§ —

As of December 31,2021 ........ooooviiieiieeeee e
Investments available for sale:

Mortgage backed SECUIIHIES. ......cuirveiireieriieeieieeecst ettt $29,948 $— $29,948 § —
GOVEINMENE AZEIICICS ... vevieeierieeienienteseetestestessessessesseeseeseeseeseeseessessessensensensensenes 2,993 — 2,993 —
COTPOrate DONAS .....e.veevieeiieieiieiieiieetee ettt ettt e e e e s e s nes 41,951 — 35,040 6,911
Total assets measured at fair value on a recurring basis ..........ccoceeverveviereeriennene. $74,892 $— $67981 $6,911
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The following table reflects the changes in all assets measured at fair value on a recurring basis using significant unobservable inputs
(Level 3) for the years ended December 31, 2022 and December 31, 2021.

Corporate Securities

Year Ended December 31,
(Dollars in thousands) 2022 2021
Beginning Balance ............ccccvciiviieuieieieiiiciiieeesieeeeeeeee e $6,911 $ —
PUICHASES ...ttt ettt ea e s e e e saeeenaeeenes — 2,033
Transfers INt0 LeVEL 3........oivviiiiiieeeeceeeeee et — 4,878
Transfers out Of Level 3 ......oioiiiiieieieeceeee e (6,911) —
Ending BalanCe..........ccoeviieuiiiiiiiiieiiieeeieeetcee ettt $ — $6,911

Assets Recorded at Fair Value on a Non-Recurring Basis

The Company may be required, from time to time, to measure certain assets at fair value on a non-recurring basis. These include
assets that are measured at the lower of cost or market value that were recognized at fair value which was below cost at the reporting
date.

The following table summarizes impaired loans measured at fair value on a non-recurring basis as of December 31, 2022 and 2021.

Fair Value Measurements

Carrying
(Dollars in thousands) Amount Level ] Level2 Level3
AS 0f DeCemMDEr 31, 2022 ....uveiceeieiee ettt ettt ettt et ettt eaeeens
Impaired loans—Commercial.... v $1,028 §— $— $1,028
Impaired 10anS—SBA.........coi et 222 — — 222
Total assets measured at fair value on a non-recurring basis...........ccccocevervreenenne $1250 $— $— $1,250
As of December 31, 2021
IMPaired 10anS—SBA ..........oiiuieieiecececceeee et ee et s ettt $ 731 $— $— § 731
Total assets measured at fair value on a non-recurring basis..........coceceveerereenennen $ 731 $— $— $ 731

The fair value of impaired loans is based upon independent market prices, estimated liquidation values of loan collateral or appraised
value of the collateral as determined by third-party independent appraisers, less selling costs, generally. Level 3 fair value
measurement includes other real estate owned that has been measured at fair value upon transfer to foreclosed assets and impaired
loans collateralized by real property and other business asset collateral where a specific reserve has been established or a charged-off
has been recorded. The unobservable inputs and qualitative information about the unobservable inputs are based on managements’
best estimates of appropriate discounts in arriving at fair market value. Increases or decreases in any of those inputs could result in a
significantly lower or higher fair value measurement. For example, a change in either direction of actual loss rates would have a
directionally opposite change in the calculation of the fair value of impaired loans.

10. EQUITY INCENTIVE PLAN

Stock-Based Compensation

In an effort to attract, retain and motivate eligible employees and non-employee directors, the Company implemented an equity
incentive plan to provide potential additional future compensation based on the performance of the Company. The equity incentive
plan aligns the interests of employees and non-employee directors with the interests of shareholders and reinforces the relationship
between shareholder gains and compensation.
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On May 18, 2017, the Company’s shareholders approved the 2017 Equity Incentive Plan which supersedes the Equity Incentive Plan
that was established in 2014. On August 6, 2020, the Company’s shareholders approved an amendment and restatement of the 2017
Equity Incentive Plan (as amended and restated, the “Amended 2017 Plan”). The Amended 2017 Plan increased the number of shares
that may be granted under the plan from 420,000 shares to a maximum of 920,000 shares. The Amended 2017 Plan provides for the
following types of stock-based awards: incentive stock options, nonqualified stock options, stock appreciation rights, restricted stock,
restricted stock units, performance shares, and other stock-based awards. The amount, frequency, and terms of stock-based awards
may vary based upon competitive practices, the Company’s operating results and government regulations. As of December 31, 2022,
the Company has issued incentive stock options, restricted stock units, and other stock-based awards under the 2017 Amended Plan.

Stock options issued under the Amended 2017 Plan may be granted to employees and non-employee directors and may be either
incentive or nonqualified stock options as defined under current tax laws. The exercise price of each option must equal the market
price of the Company’s stock on the date of the grant. The term of the option may not exceed 10 years and generally vests over a five
year period.

Restricted stock and restricted stock units issued under the Amended 2017 Plan may be granted to employees and non-employee
directors. The grant price of each award equals the market price of the Company’s stock on the date of the grant. The awards generally
vest over a five year period.

Other stock-based awards may be granted to employees and non-employee directors, and include stock awards that vest immediately
without restriction.

At the time the 2017 Equity Incentive Plan was adopted, the total authorized shares available for issuance under the 2014 Equity
Incentive Plan (the “2014 Plan”) was 404,235 shares and the number of shares available for future grants was 39,123 shares. As the
2017 Equity Incentive Plan superseded the 2014 Plan, no further grants may be made under the 2014 Plan and, as such, the shares that
were available for future grant under the 2014 Plan may no longer be awarded.

As of December 31, 2022, there were 739,753 shares of outstanding awards under the Company’s stock-based compensation plans
and 210,645 shares available for future grants under the Amended 2017 Plan.

Total compensation cost that was charged against income pertaining to the 2014 Plan and the Amended 2017 Plan was $1.8 million
and $1.3 million for the years ended December 31, 2022 and 2021, respectively.

Stock Option Awards

The following table reflects a summary of the stock option activity under the 2014 Plan and the Amended 2017 Plan for the year
ended December 31, 2022.

Stock Option Awards
Outstanding
Weighted
Number of Average
Shares Exercise Price

Stock option awards outstanding, December 31, 2021 .......c.cccevvevvevierieniennennns 445,256 $17.75
(121111 TP 64,000 $22.09
EXEICISEA ..ottt s s s (11,550) § 834
Forfeited or €XPIred........cocvcvevieiiveuiiicieieceee ettt (54) $1848
Stock option awards outstanding, December 31, 2022 .........cccecvevvevrerienienrennnns 497,652 $18.53
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The following table reflects the weighted remaining life and aggregate intrinsic value related to the stock options issued under the
2014 Plan and the Amended 2017 Plan at December 31, 2022.

Weighted  Aggregate
Number of  Remaining Intrinsic

(Dollars in thousands) Shares Life (Years) Value

Stock option awards OULStANAING .........ccceevuerirririeirieirieieeneeseeee s 497,652 6.38 $2,613
Stock option awards fully vested and expected to Vest........c.ccveveieciecierierieriennne 225,442 7.39 $1,032
Stock option awards eXerciSable..........ccvevuerierieriererieseee ettt 255,772 5.41 $1,535

The following table reflects information related to stock options exercised and granted during the years ended December 31, 2022 and
2021.

For the Years Ended
December 31,

(Dollars in thousands) 2022 2021
Options exercised:
INENSIC VAIUE ..ttt $ 436
Cash received, net........ $243
Tax benefit realized $—
Options granted:
Weighted average fair value .........cccooeveeiiiiieieeeeee e $7.60  $7.27

The fair value of each option grant is estimated on the date of the grant using the Black-Scholes option pricing model. The following
table reflects the assumptions used by management in the Black-Scholes option pricing model for the years ended December 31, 2022
and 2021.

For the Years Ended
December 31,

2022 2021
EXPECted 1. .o 10 years 10 years
Stock price volatility 35.2% 31.9%
Risk free interest rate . 2.2% 0.5%
Dividend YIEld ......cooveuiiniieiiiniiciineccec e 0.0% 0.0%

As of December 31, 2022, there was $1.67 million of total unrecognized compensation cost related to non-vested stock options
granted under the 2014 Plan and the Amended 2017 Plan. The cost is expected to be recognized on a straight-line basis over a
weighted average period of 5.5 years and will be adjusted for subsequent changes related to forfeitures.
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Restricted Stock Units

The following table reflects a summary of the restricted stock activity under the 2014 Plan and the Amended 2017 Plan for the year
ended December 31, 2022.

Non-vested Restricted

Stock Units
Weighted
Number of Average
Shares Grant Value

Non-vested restricted stock units, December 31, 2021 .....cc.ooovvvvveveeeveeeveeeneens 222,157 $17.59
(31511 RO 92,969 $21.64
VESEEA ..ttt ettt ettt ettt ettt e et e et eetbeete e te e b e esbeeraeeneebeennas (69,592)  $18.11
Forfeited or XPired.........cocevevirereriiieieeeteeee e (3,433) $18.29
Non-vested restricted stock units, December 31, 2022 .........covveevvveeeveeeveeeneenns 242,101 $19.00

As of December 31, 2022, there was $4.6 million of total unrecognized compensation cost related to non-vested restricted stock units
granted under the 2014 Plan and the Amended 2017 Plan. The cost is expected to be recognized on a straight-line basis over a
weighted average period of 5.5 years and will be adjusted for subsequent changes in estimated forfeitures. The Company estimates the
impact of forfeitures on historical experience. Should the Company’s current estimate change, additional expense could be recognized
or reversed in future periods.

Other Stock-Based Awards

Stock awards totaling 6,753 shares were granted and issued during the year ended December 31, 2022. These stock awards were fully
vested upon the date of the grant. The grant date fair value of these awards was included in the compensation cost that was charged
against income pertaining to the Amended 2017 Plan.

11. OTHER EMPLOYEE BENEFIT PLANS
Profit Sharing Plan

In 2007, the Company adopted the California Bank of Commerce Profit Sharing 401(k) Plan. All full-time employees 21 years of age
or older with 3 months of service are eligible to participate in the 401(k) Plan. Eligible employees may elect to make tax deferred
contributions up to the maximum amount allowed by law. The Company may make additional contributions to the plan at the
discretion of the Board of Directors. Bank contributions may vest at a rate of 20% annually for all employees. The Company made a
fully vested contribution to the 401(k) Plan for the years ended December 31, 2022 and 2021 in the amount of $792,000 and $745,000,
respectively.

Salary Continuation and Retirement Plan

The Board of Directors approved a salary continuation plan for certain executives. Under the plan, once these certain executives reach
age 65, the Company is obligated to provide them with annual benefits after retirement. The estimated present value of these future
benefits has been accrued from the effective date of the plan. The discount rate used to estimate the present value of future benefits
was 4.30% and 3.25% for the years ended December 31, 2022 and 2021 respectively.

The expense recognized under this plan for the years ended December 31, 2022 and 2021 totaled $298,000 and $1.2 million,

respectively. Accrued compensation payable under the salary continuation plan totaled $3.6 million and $3.3 million at December 31,
2022 and 2021, respectively, and is included in accrued interest payable and other liabilities on the balance sheet.
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12. REGULATORY CAPITAL REQUIREMENTS

The Company is subject to various regulatory capital requirements administered by federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory, and possibly additional, discretionary actions by regulators that, if
undertaken, could have a direct material effect on the Company’s financial statements. Under capital adequacy guidelines and the
regulatory framework for prompt corrective action, the Company must meet specific capital guidelines that involve quantitative
measures of the Company’s assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices.
The Company’s capital amounts and classification are also subject to qualitative judgments by the regulators about components, risk
weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company to maintain minimum amounts and
ratios (as defined in the regulations) of Common Tier I Capital, Tier I Capital, and Total Capital to risk-weighted assets, and of Tier I
capital to average assets. Management believes, as of December 31, 2022, that the Company meets all capital adequacy requirements
to which they are subject.

The following tables reflect the consolidated Company’s and the Bank’s capital adequacy ratios at December 31, 2022 and 2021 as

well as the minimum capital ratios required to be deemed “adequately capitalized” and “well capitalized” under the regulatory
framework.

As of December 31, 2022

Actual Adequately Capitalized Well Capitalized
(Dollars in thousands) Amount Ratio Amount Ratio Amount Ratio
Company Capital Ratios:
Tier T Capital .......ccovveiriieirieeeee e $166,082  7.98% $ 83,229 4.00% $104,036  5.00%
(10 AVETaZe ASSCLS) ..euveiieiieieeiieeiieeiteie et eite st et te e se e
Tier I Common Capital ........cccceceeieieiienienienienienenesencseseeeeeeee $166,082 823% $ 90,836 4.50% $131,207 6.50%
(to Risk Weighted ASSELS).....cevveuerveirierieirieieienieesieeereseeieeee e
Tier T Capital c..oc.eeuieeiiiieiiiieceeeeee e $166,082  8.23% $121,114  6.00% $161,485  8.00%
(to Risk Weighted ASSEtS).......ccveieieienienienienieneneneeeseeie e
Total Capital.......cccoeevieiiiiieieeeee e $237,669 11.77% $161,485 8.00% $201,857 10.00%
(to Risk Weighted ASSEtS).....ceoveveierierierierierienereee e
Bank Capital Ratios:
Tier T Capital ...oceeeeeeeieiieieieeeeee e $213,670 10.23% $ 83,552  4.00% $104,440  5.00%
(0 AVETAZE ASSELS) ...veevieuieuienienienieieieiesie e ste e steseesee e eeeeneeneeneenes
TIEr T CapPital ...ocveeeieeiiieiieieieeeeeeee e $213,670 10.54% $ 91,190 4.50% $131,718  6.50%
(to Risk Weighted ASSES).....veveierierieierieriesieee e
Tier I Common Capital .........cc.ccevievievierieniiniesieeieee e $213,670 10.54% $121,586  6.00% $162,115  8.00%
(to Risk Weighted ASSES).....cuecvevuerierierierierieeieeiesieee e
Total Capital.....cc.ccevveieeiieiirieeieeee e e $231,105 11.40% $162,115 8.00% $202,643 10.00%
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As of December 31, 2021

Actual Adequately Capitalized Well Capitalized
(Dollars in thousands) Amount Ratio Amount Ratio Amount Ratio
Company Capital Ratios:
Tier T Capital .......ccovveiriieiriee e $143,148  7.23% $ 79,204 4.00% $ 99,005  5.00%
(0 AVETaZE ASSCLS) ..evveiieiieieeiieeiierit et eteette st et ete et et aeese e
Tier I Common Capital .........ccocoeveivieinenininieiiciiccceceeeeee $143,148 8.62% $ 74,695 4.50% $107,893  6.50%
(to Risk Weighted ASSELS).....cccoveveerirueueininieiirinieieinineeiceneeeeieeeene
Tier I Capital .......ccooevieiniiiiiiicccce e $143,148  8.62% $ 99,594  6.00% $132,792  8.00%
(to Risk Weighted ASSEtS).......ccveieierienienienienienenieseseseeie e
Total Capital........ccouevirinieiniiiiiecteece e $211,637 12.75% $132,792 8.00% $165,990 10.00%
(to Risk Weighted ASSEtS)......cecveieierienierieieniererieseeesieeie e
Bank Capital Ratios:
Tier I Capital .......cccoueviriniiniinicceee e $188,635 9.51% $ 79,373  4.00% $ 99,216  5.00%
(0 AVETAZE ASSELS) ...veevieuierienienienieeeieie e ste st e seesteseesee e eneeneeneeneenas
Tier I Capital .......cccouevirinieiiiee e $188,635 11.38% $ 74,616 4.50% $107,779  6.50%
(to Risk Weighted ASSES).....cveverierierierierieriesieeie e
Tier I Common Capital .........ccoeerieirieerenieiineirieeecseeeeeeeee e $188,635 11.38% $ 99,489 6.00% $132,652  8.00%
(to Risk Weighted ASSELS).....cvecvevierierierierieiesieeie e
Total Capital......c.ccevueieeirieirieeieeee e $203,095 12.25% $132,652 8.00% $165,814 10.00%
(to Risk Weighted ASSELS)......coveuerveiriirieirieieienieesieeeieseeieeee e
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13. PARENT COMPANY ONLY FINANCIAL INFORMATION

The following table reflects the summary parent company only Statements of Condition for the years ended December 31, 2022 and
2021.

December 31,

(Dollars in thousands) 2022 2021
Assets:

Cash and due from Danks ............ccocveivveriireierieeieeeeeeee e $ 8977 $ 9,968
Investment in bank SUDSIAIATY ..........ccccveieieieiieiieieieieeeee e 219,842 196,253
OthET @SSELS....eeviiveeie ettt ettt ettt ettt e et e et et aeeate et e ereeereereene 8,213 5,954
TOLAL ASSEES ...ttt ettt ee et ev e et e st e aeeeaeetesaeesaeeeneenesnesreesneenne $237,032 $212,175
Liabilities:

Junior subordinated debt ........cc.eeveveeeeeeeeiee ettt $ 54,152 $ 54,028
Other Liabilities 10,626 7,393
Total HADIIEIES . ...eccvveiereeceieeceiee ettt eeeanees 64,778 61,421
Shareholders’ EQUILY .......ccveruerierierierierereereete ettt e 172,254 150,754
Total liabilities and shareholders’ equity .........ccoceevereirvierierieiienereeeee $237,032 $212,175

The following table reflects the summary parent company only Statements of Income for the years ended December 31, 2022 and
2021.

December 31,

(Dollars in thousands) 2022 2021
INEETESE EXPEIISE v.vvveveveieiieteieaiteteeet et teee et ese st setese s esese e seseseseesesesessssesesessesesesas $(2,240) $(1,477)
INON-INEETESE EXPEIISE ..nvenvenverterirterieeterieeieetteitettestetetessestestestestesbesbesbesbesbesaeeneeseenes (727) (543)
Income (loss) before provision for iNCOME taXes .......ccerververererereneeinieeeeeeenen (2,967) (2,020)
Provision fOr iNCOME tAXES ........o.erueeriririeieieieiete ettt enees 877 596
Income (loss) before equity in undistributed subsidiary income .............ccceeneenee. (2,090) (1,424)
Equity in undistributed subsidiary iNCOME...........ccerueruerererirenieeseeeeeeeeeeeenen 23,198 14,792
B[R TT0) 13 TR $21,108 $13,368
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The following table reflects the summary parent company only Statements of Cash Flows for the years ended December 31, 2022 and
2021.

December 31,

(Dollars in thousands) 2022 2021
Cash flow from operating activities:
NEEINCOIMIE ...ttt ea e s e et e eae et e easeneeneeneeneeneeneenes $ 21,108 $ 13,368
Adjustments to reconcile net income to net cash provided by operating
activities:

Equity in undistributed (earnings) of subsidiary income.............cceccecveueenenne. (23,198) (14,792)

Change in other assets and other liabilities, net...........cccocerereerenenceneeienne 1,078  (4,157)
Net cash provided by (used for) operating activities..........cecveeeeevereeiecreieienennn (1,012)  (5,581)
Cash flow from investing activities:
Investment in SUDSIAIATY ........coereririiiiieieieeeeee et —  (30,000)
Net cash provided by (used for) investing activities .........c.ceverereeerererereeceneene —  (30,000)
Cash flow from financing activities:
Proceeds from issuance of subordinated debt, net ..........coouveveviieiiiiiiiiiiiceeeeee — 34,224
Proceeds from exercised StOCK OPLIONS .......cccevveruerieriesieriereee e 21 243
Net cash provided by (used for) financing activities..........cecevveerveerenerenerenennenens 21 34,467
(Decrease) increase in cash and cash equivalents ............ccccocevevineniniincncnennenee. (991) (1,114)
Cash and cash equivalents, beginning of period ...........ccoceeeverievirerinennenieceen 9,968 11,082
Cash and cash equivalents, end of period.........c.cceceevievienieneneneninennrceen $§ 8977 $§ 9,968
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Item 9. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Management of the Company, with the participation of its Chief Executive Officer and Chief Financial Officer, conducted an
evaluation of the effectiveness of the Company’s disclosure controls and procedures, as defined in Rules 13a-15(¢e) and 15d-15(e)
under the Exchange Act. In designing and evaluating the disclosure controls and procedures, management recognizes that any controls
and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives, and management was required to apply judgment in evaluating its controls and procedures. Based on this evaluation, the
Company’s Chief Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and procedures
were effective as of the end of the period covered by this report.

Changes in Internal Control over Financial Reporting

There was no change in the Company’s internal control over financial reporting that occurred during the Company’s last fiscal quarter
that has materially affected, or is reasonably likely to materially affect, such controls.

Management’s Annual Report on Internal Control over Financial Reporting

Management of the Company is responsible for establishing and maintaining adequate internal control over financial reporting (as
defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act). Our internal control system is a process designed to provide
reasonable assurance regarding the preparation and fair presentation of published financial statements in accordance with GAAP. All
internal control systems, no matter how well designed, have inherent limitations and can only provide reasonable assurance with
respect to financial reporting.

As of December 31, 2022, management assessed the effectiveness of the Company’s internal control over financial reporting based on
the criteria for effective internal control over financial reporting established in “Internal Control-Integrated Framework,” issued by the
Committee of Sponsoring Organizations of the Treadway Commission in 2013. Based on this assessment, management determined
that the Company maintained effective internal control over financial reporting as of December 31, 2022.

Crowe LLP, the independent registered public accounting firm, audited the consolidated financial statements of the Company included
in this Annual Report on Form 10-K. Their report is included in Part II, Item 8, under the heading “Report of Independent Registered
Public Accounting Firm.”

Attestation Report of the Independent Registered Public Accounting Firm
Pursuant to SEC rules applicable to emerging growth companies, this Annual Report on Form 10-K does not include an audit report

on internal control over financial reporting from the Company’s independent registered public accounting firm.

Item 9B. Other Information

None.

Item 9C. Disclosure Regarding Foreign Jurisdictions that Prevent Inspections

None.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this item with respect to our directors and certain corporate governance practices will be included in our
Proxy Statement for our 2023 Annual Meeting of Shareholder (the “Proxy Statement™) or an amendment to this report to be filed with
the SEC within 120 days after the end of the Company’s fiscal year ended December 31, 2022. Such information is incorporated
herein by reference to the Proxy Statement.

We maintain a Code of Business Conduct and Ethics applicable to our Board of Directors, principal executive officer, and principal
financial officer, as well as all of our other employees. Our Code of Business Conduct and Ethics can be found on our internet website
located at www.californiabankofcommerce.com.

Item 11. Executive Compensation

The information required by this item will be included in our Proxy Statement or an amendment to this report to be filed with the SEC
within 120 days after the end of the Company’s fiscal year ended December 31, 2022. Such information is incorporated herein by
reference to the Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
The following table sets forth information regarding outstanding options and other rights to purchase or acquire common stock granted
under the Company’s compensation plans as of December 31, 2022.

Number of Securities
Remaining Available

Number of Securities for Future Issuance
to be Issued Upon Weighted Average under Equity
Exercise of Exercise Price of Compensation Plans
Outstanding Options, Outstanding Options, Excluding Securities
Warrants, and Rights Warrants, and Rights Reflected in
Plan Category (a) (b) Column (a)
Equity compensation plans approved by
security holders
.............................................................. 739,753  § 18.68 210,645
Equity compensation plans not approved
by security holders
Total $
.............................................................. 739,753 18.68 210,645

The remaining information required by this item will be contained in our Proxy Statement, or an amendment to this report, to be filed
with the SEC within 120 days after the end of our fiscal year ended December 31, 2022. Such information is incorporated herein by
reference to the Proxy Statement.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The remaining information required by this item will be contained in our Proxy Statement or an amendment to this report to be filed
with the SEC within 120 days after the end of our fiscal year ended December 31, 2022. Such information is incorporated herein by
reference to the Proxy Statement.
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Item 14. Principal Accountant Fees and Services

The remaining information required by this item will be contained in our Proxy Statement or an amendment to this report to be filed
with the SEC within 120 days after the end of our fiscal year ended December 31, 2022. Such information is incorporated herein by
reference to the Proxy Statement.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

(a)(1) Financial Statements: The financial statements listed under Part II-Item 8. “Financial Statements and Supplementary Data” are
filed as part of this Annual Report on Form 10-K.

(a)(2) Financial Statement Schedules: All financial statement schedules have been omitted since the required information is either not
applicable or not required, or has been included in the Financial Statements and related notes.

(b) The following exhibits are filed with or incorporated by reference in this Annual Report on Form 10-K, and this list includes the
Exhibit Index.

Exhibit
Number Description of Exhibit

3.1 Articles of Incorporation of California BanCorp

3.2 Amended and Restated Bylaws of California BanCorp

4.1 Form of Certificate of Common Stock of California BanCorp 1

4.2 Description of Common Stock (incorporated by reference to Exhibit 4.2 to the Company’s Annual Report on Form 10-K
filed on April 14, 2020)

43 Form of 5.00% Fixed-Floating Rate Subordinated Note due 2030 of California BanCorp (incorporated by reference to
Exhibit 4.1 of the Company’s Form 8-K filed on September 30, 2020.

44 Indenture, dated as of August 17, 2021, by and between California BanCorp and UMB Bank, National Association, as
trustee, including the Form of 3.50% Fixed-to-Floating Rate Subordinated Note due 2031 of California BanCorp
(incorporated by reference to Exhibit 4.1 of the Company’s Form 8-K filed on August 17, 2021.

10.1 Form of Indemnification Agreement by and between California BanCorp and its directors and executive officers t

10.2 Form of Indemnification Agreement by and between California Bank of Commerce and its directors and executive
officers T

10.3 Amended and Restated California BanCorp 2017 Equity Incentive Plan* (incorporated by reference to Appendix A to
the Company’s Definitive Proxy Statement filed on July 1, 2020)

10.4 Form of Stock Option Award Agreement under the Amended and Restated California BanCorp 2017 Equity Incentive
Plan* (incorporated by reference to Exhibit 10.6 to the Company’s Form 10 filed with the SEC on March 4, 2020)

10.5 Form of Restricted Stock Award Agreement under the Amended and Restated California BanCorp 2017 Equity Incentive
Plan* (incorporated by reference to Exhibit 10.7 to the Company’s Form 10 filed with the SEC on March 4, 2020)

10.6 Form of Stock Option Award Agreement under the California Bank of Commerce 2014 Equity Incentive Plan*
(incorporated by reference to Exhibit 10.10 to the Company’s Form 10 filed with the SEC on March 4, 2020)

10.7 Form of Restricted Stock Award Agreement under the California Bank of Commerce 2014 Equity Incentive Plan*

(incorporated by reference to Exhibit 10.11 to the Company’s Form 10 filed with the SEC on March 4, 2020)
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Exhibit
Number

Description of Exhibit

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

Employment Agreement, effective May 7, 2018, by and between Steven E. Shelton and California Bank of Commerce*
(incorporated by reference to Exhibit 10.9 to the Company’s Form 10 filed with the SEC on March 4, 2020)

First Amendment to Employment Agreement, dated as of April 28, 2022, by and between California Bank of Commerce
and Steven E. Shelton (incorporated by reference to Exhibit 10.1 of the Company’s Form 8-K filed on May 2, 2022)*

Employment Agreement, effective May 20, 2019, by and between Thomas A. Sa and California Bank of Commerce*
(incorporated by reference to Exhibit 10.13 to the Company’s Form 10 filed with the SEC on March 4, 2020)

First Amendment to Employment Agreement, dated as of April 28, 2022, by and between California Bank of Commerce
and Thomas A. Sa (incorporated by reference to Exhibit 10.2 of the Company’s Form 8-K filed on May 2, 2022)*

Employment Agreement, dated as of August 9, 2022, by and between California Bank of Commerce and Scott Myers
(incorporated by reference to Exhibit 10.3 of the Company’s Form 10-Q filed on August 11, 2022)*

Employment Agreement, dated as of June 19, 2018, by and between California Bank of Commerce and Michele Wirfel
(incorporated by reference to Exhibit 10.9 of the Company’s Form 10-Q filed on August 11, 2022)*

Employment Agreement, dated as of July 1, 2019, by and between California Bank of Commerce and Vivian
Mui(incorporated by reference to Exhibit 10.8 of the Company’s Form 10-Q filed on August 11, 2022)*

Employment Agreement, dated as of March 10, 2016, by and between California Bank of Commerce and Thomas M.
Dorrance(incorporated by reference to Exhibit 10.6 of the Company’s Form 10-Q filed on August 11, 2022)*

First Amendment to Employment Agreement, dated as of June 19, 2018, by and between California Bank of Commerce
and Thomas M. Dorrance(incorporated by reference to Exhibit 10.7 of the Company’s Form 10-Q filed on August 11,
2022)*

Executive Supplemental Compensation Agreement by and between California Bank of Commerce and Steven E.
Shelton* (incorporated by reference to Exhibit 10.14 to the Company’s Form 10 filed with the SEC on March 4, 2020)

Executive Supplemental Compensation Agreement by and between California Bank of Commerce and Thomas A. Sa*
(incorporated by reference to Exhibit 10.15 to the Company’s Form 10 filed with the SEC on March 4, 2020)

Form of Executive Supplemental Compensation Agreement by and between California Bank of Commerce and each of
Scott Myers, Thomas M. Dorrance, Vivian Mui and Michele Wirfel (incorporated by reference to Exhibit 10.4 of the
Company’s Form 10-Q filed on August 11, 2022)*

Second Amended and Restated Split-Dollar Agreement effective January 13, 2019 by and between California Bank of
Commerce and Steven E. Shelton* (incorporated by reference to Exhibit 10.18 to the Company’s Form 10 filed with the
SEC on March 4, 2020)

Split-Dollar Agreement by and between California Bank of Commerce and Scott Myers (incorporated by reference to
Exhibit 10.5 of the Company’s Form 10-Q filed on August 11, 2022)*
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Exhibit

Number Description of Exhibit

21.1 Subsidiaries of California BanCorp

23.1 Consent of Crowe LLP

31.1 Certification of Chief Executive Officer pursuant to section 302 of Sarbanes-Oxley of 2002

31.2 Certification of Chief Financial Officer pursuant to section 302 of Sarbanes-Oxley of 2002

32.1 Certification of Chief Executive Officer pursuant to section 906 of the Public Company Accounting Reform and Investor
Protection Act of 2002

322 Certification of Chief Financial Officer pursuant to section 906 of the Public Company Accounting Reform and Investor
Protection Act of 2002

101.INS  Inline XBRL Instance Document (the instance document does not appear in the Interactive Data File because its XBRL
tags are embedded within the Inline XBRL document)

101.SCH Inline XBRL Taxonomy Extension Schema Document

101.CAL Inline XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF  Inline XBRL Taxonomy Extension Definition Linkbase Document

101.LAB Inline XBRL Taxonomy Extension Labels Linkbase Document

101.PRE  Inline XBRL Taxonomy Extension Presentation Linkbase Document

104 Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101)

* Indicates a management contract or compensatory plan.

T Incorporated by reference to the exhibit of the same number of the Company’s Form 10 filed with the SEC on March 4,
2020.

Item 16. Form 10-K Summary
None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

CALIFORNIA BANCORP

Date: March 24, 2023 /s/ Steven E. Shelton

Steven E. Shelton
Chief Executive Officer
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the registrant in the capacities and on the dates indicated.

Signature/Name Title Date
By: /s/ Steven E. Shelton Chief Executive Officer and Director March 24, 2023
Steven E. Shelton (Principal Executive Officer)
By: /s/ Thomas A. Sa President, Chief Financial Officer and ~ March 24, 2023
Thomas A. Sa Chief Operating Officer
(Principal Financial and Accounting
Officer)
By: /s/ Andrew J. Armanino Director March 24, 2023

Andrew J. Armanino

By: /s/ Stephen A. Cortese Chairman March 24, 2023
Stephen A. Cortese

By: /s/Kevin J. Cullen Director March 24, 2023
Kevin J. Cullen

By: /s/ Stephen R. Dathe Director March 24, 2023
Stephen R. Dathe

By: /s/ Wayne S. Doiguchi Director March 24, 2023
Wayne S. Doiguchi

By: /s/ Rochelle G. Klein Director March 24, 2023
Rochelle G. Klein

By: /s/Julie J. Levenson Director March 24, 2023

Julie J. Levenson

By: /s/ Frank L. Muller Director March 24, 2023
Frank L. Muller

By: /s/ Millicent C. Tracey Director March 24, 2023
Millicent C. Tracey

By: /s/ Edmond E. Traille Director March 24, 2023
Edmond E. Traille
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EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statements No. 333-251181 and 333-238979 on Form S-8 and 333-
266959 on Form S-3 of California BanCorp of our report dated March 24, 2023 relating to the financial statements, appearing in this
Annual Report on Form 10-K.

/s/ Crowe LLP
Sacramento, California
March 24, 2023



EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Steven E. Shelton, certify that:

1. Thave reviewed this annual report on Form 10-K of California BanCorp.

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4.  The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b.  Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of end of the period covered by
this report based on such evaluation; and

d.  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrants’ board of directors (or persons
performing the equivalent functions):

a.  Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b.  Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: March 24, 2023 /s/ Steven E. Shelton

Steven E. Shelton
Chief Executive Officer



EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas A. Sa, certify that:

1. Thave reviewed this annual report on Form 10-K of California BanCorp.

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4.  The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b.  Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of end of the period covered by
this report based on such evaluation; and

d.  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrants’ board of directors (or persons
performing the equivalent functions):

a.  All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b.  Any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: March 24, 2023 /s/ Thomas A. Sa

Thomas A. Sa
Chief Financial Officer



EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 906 OF THE
PUBLIC COMPANY ACCOUNTING REFORM AND INVESTOR PROTECTION ACT OF 2002

In connection with the periodic report of California BanCorp (the “Company”) on Form 10-K for the year ended December 31, 2022,
as filed with the Securities and Exchange Commission (the “Report”), I, Steven E. Shelton, Chairman, President and Chief Executive
Officer of the Company, hereby certify as of the date hereof, solely for purposes of Title 18, Chapter 63, Section 1350 of the United
States Code, that:

(1) the Report fully complies with the requirements of section 13(a) or 15(d), as applicable, of the Securities Exchange Act of
1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

This Certification has not been, and shall not be deemed, “filed” with the Securities and Exchange Commission.

Date: March 24, 2023 /s/ Steven E. Shelton

Steven E. Shelton
Chief Executive Officer



EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE
PUBLIC COMPANY ACCOUNTING REFORM AND INVESTOR PROTECTION ACT OF 2002

In connection with the periodic report of California Bancorp (the “Company”) on Form 10-K for the year ended December 31, 2022,
as filed with the Securities and Exchange Commission (the “Report”), I, Thomas A. Sa, Chief Financial Officer of the Company,
hereby certify as of the date hereof, solely for purposes of Title 18, Chapter 63, Section 1350 of the United States Code, that:

(1) the Report fully complies with the requirements of section 13(a) or 15(d), as applicable, of the Securities Exchange Act of
1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

This Certification has not been, and shall not be deemed, “filed” with the Securities and Exchange Commission.

Date: March 24, 2023 /s/ Thomas A. Sa

Thomas A. Sa
Chief Financial Officer
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