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California First National Bancorp, (OTCQX: CFNB, “CalFirst” or the “Company”), is a bank holding
company headquartered in Orange County, California with two subsidiaries, California First National Bank
(“CalFirst Bank” or the “Bank”) and California First Leasing Corporation (“CFLC”). The primary business
of the Company is secured financing provided through leasing and financing capital assets, commercial
loans acquired through participation in the syndicated commercial loan market, by providing non-recourse
loans to third parties secured by leases and equipment, and direct commercial loans. The Bank,
responsible for substantially all lease and loan origination, gathers deposits through posting rates on the
Internet and conducts all banking and other operations from one central location. CFLC participates in
lease transactions with the Bank and also has a growing investment in a portfolio of equity securities.

This financial report contains forward-looking statements which involve management assumptions, risks
and uncertainties. The statements in this report that are not strictly historical in nature constitute
“forward-looking statements.” Such statements include, but are not limited to, beliefs regarding
investments in equity securities, swings in stock prices and the potential for this to cause significant
volatility in reported net earnings, projected changes in lease originations and in the lease and loan
portfolios, the credit quality of the lease and loan portfolio, the adequacy of reserves for credit losses, the
impact of regulatory limitations on business activities and Bank opportunities, beliefs regarding expected
tax rates applicable to future periods, including the benefit of lower tax rates, impact of changes in
interest rates and changes in generally accepted accounting principles (“GAAP”). Such forward-looking
statements involve known and unknown risks, uncertainties and other factors that could cause actual
results to be different from the results expressed or implied by such forward-looking
statements. Consequently, if such management assumptions prove to be incorrect or such risks or
uncertainties materialize, the Company’s actual results could differ materially from the results forecast in
the forward-looking statements. All forward-looking statements are qualified in their entirety by this
cautionary statement, and the Company undertakes no obligation to revise or update this information to
reflect events or circumstances arising after the date hereof (September 25, 2019).
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Selected Financial Data

The selected financial data and operating information presented below should be read in conjunction with the
financial statements and notes thereto.

INCOME STATEMENT DATA YEARS ENDED JUNE 30,

(in thousands, except per share amounts) 2019 2018 2017 2016 2015
Finance and loan income $ 10,189 $ 17575 $ 26234 $ 25471 $ 21,489
Investment and interest income 4,001 3,067 3,014 2,230 1,516

Total interest income 14,190 20,642 29,248 27,701 23,005
Interest expense on deposits and borrowings 1,599 3,422 7,229 6,210 3,945

Net interest income 12,591 17,220 22,019 21,491 19,060
Provision (release) of reserves for credit losses (1,100) (4,225) 250 1,475 1,175

Net interest income after provision for credit losses 13,691 21,445 21,769 20,016 17,885
Operating and sales-type lease income 1,388 1,709 2,716 1,146 305
Gain on sale of leases and leased property 1,839 2,963 4,336 3,497 4,791
Other income 129 299 387 220 3,132
Gain (loss) on equity investments (607) - - - -
Realized gain (loss) on sale of AFS securities - (1,008) - 23 481

Total non-interest income 2,749 3,963 7,439 4,886 8,709
Non-interest expenses 7,073 9,374 10,484 10,834 11,779
Earnings before income taxes 9,367 16,034 18,724 14,068 14,815
Income taxes 2,033 3,525 7,601 5,420 5,760
Net earnings $ 733 $ 12509 $ 11,123 $ 8648 $ 9,055
Basic earnings per common share $ 071 % 122 % 1.08 $ 083 $ 0.87
Basic common shares outstanding 10,284 10,284 10,280 10,399 10,460
Cash dividends per share $ 050 $ 048 $ 046 % 044 3 0.42
Dividend payout ratio 70.1% 39.5% 42.5% 53.2% 48.5%
Net interest margin 3.76% 3.40% 2.71% 2.78% 3.15%
Net interest spread 3.02% 2.99% 2.47% 2.54% 2.88%
Effective tax rate 21.7% 22.0% 40.6% 38.5% 38.9%
Return on average assets 2.09% 2.35% 1.30% 1.06% 1.39%
Return on average equity 3.58% 6.21% 5.78% 4.59% 4.87%
BALANCE SHEET DATA AS OF JUNE 30,

(in thousands, except per share amounts) 2019 2018 2017 2016 2015
Cash and cash equivalents $ 71606 $ 63,307 $ 96,055 $ 105,094 $ 60,240
Fixed income securities available-for-sale (AFS) 23,978 36,725 86,469 94,382 80,003
Equity securities 75,944 38,890 9,040 1,462 1,209
Commercial loans 31,075 104,630 306,009 403,736 243,462
Net investment in leases 90,526 123,467 190,798 237,674 298,324
Total assets 304,944 389,202 715,585 888,176 731,074
Deposits 87,745 169,425 468,634 633,147 471,906
Borrowings - - 40,000 40,000 42,000
Non-recourse debt 2,655 3,368 279 4,449 10,193
Stockholders’ equity $ 207,304 $ 204,963 $ 196,134 $ 191,022 $ 188,218
Equity to total assets ratio 67.98% 52.66% 27.41% 21.51% 25.75%

Book value per common share $ 2016 $ 1993 $ 1907 $ 1858 $ 17.99
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Overview of Results, Trends and Outlook

For the fiscal year ended June 30, 2019, net earnings of $7.3 million decreased by 41.4% or $5.2 million from $12.5
million in fiscal 2018. The Company’s lease and loan portfolio declined by 47% during this period, resulting in a
42% decline in finance and loan income and contributing to a $4.6 million, or 27%, decline in net interest income.
2019 earnings were also reduced by losses of $607,000 related to changes in the fair value of our investment in
equity securities. The earnings impact of these issues were offset only in part by a $982,000 or 154% increase in
dividends earned from the equity portfolio and 25% reduction in non-interest expense.

For the year ended June 30, 2019, new leases booked of $56.0 million were 22% below $71.9 million booked in
fiscal 2018. With bookings of new leases down and an increased share sold to third-party participants, the net
investment in leases declined 27% to $90.5 million at June 30, 2019. Loan sales of $50.0 million during the year
reduced the loan portfolio to $31 million at June 30, 2019 as part of a plan to move resources out of the syndicated
loan market. On the positive side, lease originations in fiscal 2019 were up 4% from fiscal 2018, aided by an over
300% increase in the fourth quarter, producing a backlog of lease commitments of $40 million at June 30, 2019, the
highest level in 7 quarters. This was achieved despite a reduction of the sales organization to a small group
focused on our core customer base.

During fiscal 2019, the fair value of CFLC’s equity securities increased by 95%, or $37.1 million, to $75.9 million at
June 30, 2019, and exceeded the Company’s cost by $1.6 million. The portfolio includes net new holdings of $38.8
million. The Company’s investment strategy is focused on equity securities of publicly traded corporations that
provide attractive cash returns and price appreciation over time. The strategy also aims to buy stocks that are
undervalued relative to the rest of the market. Following the adoption of a new accounting standard effective July 1,
2018, during fiscal 2019 all changes in the fair values of equity securities (whether realized or unrealized) have been
recognized as gains or losses in our consolidated statement of earnings. These gains and losses are determined
based on the stock price on the last day of a fiscal quarter and have varied widely. Prior to July 1, 2018, these gains
and losses were recorded in other comprehensive income and therefore comparisons between fiscal 2019 and 2018
net earnings are not meaningful. Notwithstanding the potential volatility in equity markets and impact on earnings,
management believes the development of CFLC’s equity portfolio is an attractive opportunity and intends to
continue to redeploy capital to this endeavor.

Consolidated Statement of Earnings Analysis

Net Interest Income — Net interest income is the difference between interest and dividends earned on the leases,
loans, securities and other interest earning assets and interest paid on deposits or borrowings and is affected by
changes in the mix of interest earning assets and liabilities, the movement of interest rates, and funding and pricing
strategies. The following table presents the components of the increases (decreases) in net interest income by
volume and rate:

2019 compared to 2018

Volume Rate Total
Interest income (thousands)
Net investment in leases $ (3,633) % 302 $ (3,331)
Commercial loans (4,599) 544 (4,055)
Fixed income securities (821) 62 (759)
Equity securities 963 20 983
Interest-earning deposits with banks 81 629 710
(8,009) 1,557 (6,452)
Interest expense
Demand and savings deposits (208) 13 (195)
Time deposits (1,570) 208 (1,362)
Borrowings (266) - (266)
(2,044) 221 (1,823)
Net interest income $ (5,965) $ 1336 % (4,629)

Total interest income for the year ended June 30, 2019 decreased 31.3% to $14.2 million from $20.6 million in
fiscal 2018. The decrease includes a $4.1 million or 53.9% decrease in commercial loan income and $3.3 million
decline in finance income.
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e The decrease in commercial loan income resulted from a 61.2% decrease in average loan balances to
$72.3 million that did not offset the increase in average yield of 75 basis points to 4.79%.

¢ Direct finance income declined 33.1% to $6.7 million reflecting a 36.1% decrease in average investment
in leases to $103.5 million that offset a 29 basis point increase in average yield to 6.50%. Both fiscal
2019 and 2018 lease yields benefitted from recognition of accelerated finance income, but excluding that
benefit from both years, the average lease yield in fiscal 2019 increased by over 78 basis points
compared to fiscal 2018.

e Investment interest income declined 2% as a decrease of $759,000 in income from fixed income
securities offset a $710,000 increase from interest bearing deposits with banks, reflecting a 25% decline
in average combined balances offset by a 56 basis point increase in average yield.

e Dividend income increased 154% as the average investment in equity securities increased 150% to
$58.7 million while the yield was relatively unchanged. Interest income on cash and fixed income
securities was down 2%.

e Interest expense paid on deposits and borrowings in fiscal 2019 declined 53.3% to $1.6 million, reflecting
a 58.2% decrease in average balances to $131.5 million offset by a 13 basis point increase in average
cost to 1.22%.

e As aresult, net interest income decreased 26.9% to $12.6 million for the fiscal year ended June 30, 2019
from $17.2 million for fiscal 2018, notwithstanding the 36 basis point improvement in net interest margin
in fiscal 2019 to 3.76%.

The following table presents the Company’s average balance sheets, finance and loan income and interest earned
or interest paid, the related yields and rates on major categories of the Company’s interest-earning assets and
interest-bearing liabilities:

Year ended June 30, 2019 Year ended June 30, 2018
Average Yield/ Average Yield/
Assets Balance Interest Rate Balance Interest Rate
Interest-earning assets
Interest-earning deposits with banks $ 64,889 $ 1,574 2.43% $ 59,344 $ 864 1.46%
Fixed income securities 35,817 804 2.24% 75,405 1,563 2.07%
Equity securities 58,655 1,623 2.77% 23,430 640 2.73%
Commercial loans 72,326 3,462 4.79% 186,296 7,517 4.03%
Net investment in leases (1) 103,543 6,727 6.50% 162,082 10,058 6.21%
Total interest-earning assets 335,230 14,190 4.23% 506,557 20,642 4.07%
Other assets 15,712 24,738
$ 350,942 $ 531,295
Liabilities and Shareholders' Equity
Interest-bearing liabilities
Demand and savings deposits $ 49,701 461 0.93% $ 72,754 655 0.90%
Time deposits 81,801 1,138 1.39% 219,883 2,501 1.14%
Other borrowings - - - 21,642 266 1.23%
Total interest bearing liabilities 131,502 1,599 1.22% 314,279 3,422 1.09%
Non-interest bearing demand deposits 1,845 4,528
Other liabilities 12,552 10,990
Shareholders' equity 205,043 201,498
$ 350,942 $ 531,295
Net interest income $ 12,591 $ 17,220
Net interest spread (2) 3.02% 2.99%
Net interest margin (3) 3.76% 3.40%
Average interest earning assets over
average interest bearing liabilities 254.9% 161.2%

(1) Average balance is based on daily balances, includes non-accrual leases, and is presented net of unearned income.
(2) Net interest spread is the difference between the average yield on interest earning assets and the average rate paid on interest bearing liabilities.
(3) Net interest margin represents net finance and interest income as a percent of average interest earning assets.

Provision for Credit Losses — During fiscal year 2019, the Company released reserves of $1.1 million from the
allowance for credit losses, compared to a release of reserves of $4.23 million in fiscal year 2018. The fiscal 2019
release of reserves is consistent with the 70% decline in the loan portfolio and 27% decline in leases since June 30,
2018. At June 30, 2019, the allowance for credit losses of $1.5 million, 1.22% of the investment in leases and
loans, is considered to be appropriate for the consolidated portfolio.
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Non-interest Income — For the year ended June 30, 2019, non-interest income of $2.7 million fell 30.6% from $4.0
million in fiscal year 2018. Non-interest income in fiscal 2019 includes a loss of $607,000 recognized based on the
fair value of equity securities at June 30, 2019 while fiscal 2018 included a $1.0 million loss on sale of fixed-income
securities. Excluding unrealized and realized securities losses from both periods, non-interest income for fiscal
2019 of $3.3 million was down $1.6 million from fiscal 2018, largely due to a $1.5 million decrease in income from
the sale of leases and loans.

Non-interest Expenses — The Company’s non-interest expenses recognized for the year ended June 30, 2019
decreased by $2.3 million, or 24.5%, to $7.1 million compared to $9.4 million the year before. The decrease in
expenses in fiscal 2019 was due to lower salary, benefits and general overhead expenses as a result of a reduction
in headcount and business volumes. Excluding the impact of a $795,000 decline in deferred expenses, non-interest
expenses in fiscal 2019 were down 30%.

Income Taxes — The Company’s effective tax rate for the year ended June 30, 2019 was 21.7%, compared to
22.0% for the year end June 30, 2018. The Tax Cuts and Jobs Act (“Tax Act”) signed into law on December 22,
2017 reduced the U.S. Federal corporate tax rate from 35.0% to 21.0% effective January 1, 2018. As a result, the
applicable tax rate for fiscal year ending June 30, 2019 was 27.2%. The reclassification of unrealized equity gains
from other comprehensive income to retained earnings on July 1, 2018 and reconciliation adjustments to deferred
tax liabilities related to the Tax Act resulted in incremental credits of $515,000 and reduced the effective rate for
fiscal 2019.

The Company’s effective tax rate for the year ended June 30, 2018 of 22.0% benefited from revaluing deferred tax
assets and liabilities at December 31, 2017 based on the Tax Act and revised federal tax rates to be in effect in
future years. This resulted in an estimated net tax benefit of $2.03 million recognized in results for fiscal 2018.

Financial Condition Analysis

The Company’s consolidated balance sheet continues to reflect significant liquidity and a strong capital base.
Shareholders’ equity at June 30, 2019 was $207.3 million, or 68% of total assets, with cash and equivalents at
$71.6 million. At June 30, 2019, total assets of $304.9 million were down 21.6% from $389.2 million at June 30,
2018, as loans of $31.1 million declined 70%, leases of $90.4 million were down 27%, and total deposits of $87.7
million declined 48%, while the investment in equity securities increased 95% to $75.9 million.

Lease and Loan Portfolio

June 30,
2019 2018 2017 2016 2015
(in thousands)
Net investment in leases $ 91640 $ 124867 $ 192,741 $ 239,964 $ 301,733
Commercial loans 27,587 101,984 306,826 401,629 238,978
Commercial real estate loans 3,878 4,134 4,387 6,679 7,531
Total leases and loans 123,105 230,985 503,954 648,272 548,242
Less allowance for credit losses (1,504) (2,888) (7,147) (6,862) (6,456)

Net leases and loans  $ 121,601 $ 228,097 $ 496,807 $ 641,410 $ 541,786

The lease and loan portfolio remains geographically diverse. The following table shows the geographic distribution
at June 30, 2019 and 2018.

(dollars in thousands) Net Investment in Leases & Loans
June 30, 2019 June 30, 2018

State Balance _Percent Balance Percent
California $ 19,373 15.8% $ 30,290 13.2%
New York 15,410 12.6% 17,681 7.7%
Texas 9,154 7.5% 20,137 8.8%
Colorado 8,621 7.1% 13,110 5.7%
Connecticut 7,031 57% 7,155 3.1%
Florida, Virginia, North Carolina, Kentucky, Georgia, Tennessee 18,895 15.5% 33,465 14.6%
Indiana, Wisconsin, Minnesota, lllinois, Michigan, Ohio 16,940 13.8% 25,659 11.2%
Maine, Pennsylvania, Rhode Island, Maryland 10,761 8.8% 19,667 8.6%
Washington, Hawaii 5328 4.4% 11,362 5.0%
Canada & Puerto Rico 1,959 1.6% 15,653 6.8%
All other states (no state greater than 1.0%) 8,779 7.2% 34,735 15.3%

$ 122,251 100.0% $ 228,914 100.0%
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The lease and loan portfolio is also distributed across a wide spectrum of industry groups as shown below:

Net Investment in Leases & Loans

June 30, 2019 June 30, 2018

Industry Balance Percent Balance Percent
Educational services $ 22,034 18.0% $ 29,344  12.8%
Healthcare and social services 21,358 17.5% 44 560 19.5%
Wholesale distribution 16,312 13.3% 25,138 11.0%
Retail Trade 9,900 8.1% 25,614 11.2%
Manufacturing - chemicals and materials 9,742 8.0% 10,287 4.5%
Arts, entertainment and recreation 9,269 7.6% 14,642 6.4%
Agriculture and food products 9,230 7.6% 11,403 5.0%
Manufacturing — industrial 8,981 7.3% 26,086 11.4%
Public administration 4,961 4.1% 6,631 2.9%
Manufacturing - automotive, truck, aerospace 4,679 3.8% 5,961 2.6%
Transportation 2,991 2.4% 3,678 1.6%
Mining and oil & gas services 1,761 1.4% 5,298 2.3%
Scientific, professional, other business services 938 0.8% 15,021 6.6%
Financial services 86 0.1% 3,725 1.6%
Building and construction 9 0.0% 82 0.0%
Commercial airlines and aviation services - 0.0% 1,444 0.6%

$ 122,251 100% $ 228,914 100%

Most of the industry groups identified above include customers identified by different industry codes that may not be
directly comparable or considered a concentration. However, at June 30, 2019, approximately 17.3% of the
portfolio is with public and private colleges and universities, up from 11.8% at June 30, 2018, and approximately
7.8% of the portfolio consists of hospitals and medical centers, down from 10.3% at June 30, 2018. The
universities and colleges are located throughout the United States and the group includes over 112 leases with 50
different institutions and no university representing more than 3% of the portfolio. The hospital portfolio involves 11
different credits and includes 12 lease schedules.

Lease Portfolio

At June 30, 2019, leases accounted for 74% of the Company’s lease and loan portfolio, compared with 54% at
June 30, 2018. Leases generally are for initial terms ranging from two to five years and are structured individually
to accommodate a variety of customers’ objectives. The Company conducts the leasing business in a manner
designed to minimize risk, however, we are subject to risks through the investment in lease receivables held in our
own portfolios, lease transactions-in-process, and residual investments. During the fiscal year ended June 30,
2019, 66.8% of the property value of new leases booked by the Company was held in its own portfolio, down from
77.5% during fiscal 2018 and 80% in fiscal 2017. For the fiscal year ended June 30, 2019, the Company’s net
investment in lease receivables decreased by $31.4 million and the investment in estimated residual values
decreased by $1.6 million. The decrease in the investment in lease receivables reflects the sale or assignment of
$15.8 million of lease receivables and a lower volume of new lease bookings. The decrease in investment in
residual values is due to a lower volume of new leases on which the Company records a residual compared to the
volume of residual values recognized during the year.

The Company often makes payments to purchase leased property prior to the commencement of the lease. The
disbursements for these lease transactions-in-process are made to facilitate the lessees’ property implementation
schedule. The lessee generally is contractually obligated by the lease to make rental payments directly to the
Company during the period that the transaction is in process, and obligated to reimburse the Company for all
disbursements under certain circumstances. At June 30, 2019, the Company’s investment in property acquired for
transactions-in-process of $3.7 million was down 59% from $9.0 million at June 30, 2018, and 79% from $17.1
million at June 30, 2017.

The Company leases capital assets to businesses and other commercial or non-profit organizations. All leases are
secured by the underlying property being leased. The Company’s strategy is to develop lease portfolios with
risk/reward profiles that meet its objectives and emphasizes diversification on both a geographic and customer
level, and spreading the Company’s risk across a breadth of leases. The average size of lease transactions
booked over the past five years has fluctuated between $751,000 to $1.1 million. During the year ended June 30,
2019, three credits accounted for 21.6%, 11.6% and 5.2% of the property cost of leases booked during the fiscal
year, respectively, with the five largest transactions aggregating to 46% of leases booked. During the year ended
June 30, 2018, three commercial credits accounted for 17.3%, 6.5% and 6.1% of the property cost of leases
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booked during the fiscal year, respectively, with the five largest commercial accounts aggregating to 42% of leases
booked. At June 30, 2019, one customer accounted for 8.2% of the Company’s net investment in leases,
compared to one customer accounting for 7.9% of the Company’s net investment in leases at June 30, 2018.

The Company leases and finances most capital assets used by businesses and organizations, with a focus on high
technology systems and other mission critical assets. In addition to computer systems and networks, property
leased includes medical equipment, manufacturing production systems, automated warehouse distribution
systems, retail point-of-sale and inventory tracking systems, telecommunications systems such as wireless
networks, voice over Internet protocol (“VolP”) systems, and a wide variety of non-electronic property, including
office equipment, machine tools, school buses, trucks, exercise equipment and office and dormitory furniture. The
mixture of property subject to leases booked varies year by year. A comparison of the mix of property subject to
new leases booked in each of the two years ending June 30, 2019 is set forth below (dollars in thousands):

Year End June 30, 2019 % 2018 %

Computer Hardware and Software $ 15,332 27.4% $ 20,731 28.8%
Medical Equipment 13,126 23.5% 16,256 22.6%
Manufacturing 10,302 18.4% 6,060 8.4%
Furniture & Fixtures 5,867 10.5% 7,603 10.6%
Point of Sale 3,160 5.6% 6,689 9.3%
Warehouse 2,278 4.1% 1,755 2.4%
Transportation 1,871 3.3% 3,099 4.3%
Office Equipment 1,646 2.9% 2,093 2.9%
Yellow Equipment 912 1.6% 5,089 7.1%
Telecommunications Systems 247 0.4% 1,230 1.7%
Other 1,224  2.2% 1,287  1.8%

Cost of Property on Leases Booked $ 55,965 $ 71,892

Commercial Loan Portfolio

The Company’s commercial loan portfolio of $31.5 million at June 30, 2019 was down 70.3% from $104.6 million at
June 30, 2018 and represented 26% of the Company’s net investment in leases and loans, down from 46% in fiscal
2018 and 62% in fiscal 2017. The portfolio at June 30, 2019 is comprised of 7 syndicated loan credits with an
average balance of $3.9 million, and 2 real estate loans with two subsidiaries of one corporate guarantor. The
syndicated loans have maturity dates between June 2021 and February 2024, however $6.0 million of the balance
at June 30, 2019 was paid-off on July 3, 2019, and the remaining loans are expected to be refinanced or sold prior
to maturity.

At June 30, 2019, all syndicated loans were characterized as “Term Loan B” loans with $14.5 million or 46%
characterized as “leveraged loans” under guidance promulgated by federal bank regulators, down from $50.4
million or 51% at June 30, 2018. Only two credits of $7.5 million were characterized as higher risk at June 30, 2019,
compared to 5 credits for $22.2 million at June 30, 2018. No loan credits are rated lower than B by Moody's
Investors Service or rated less than pass by the Bank.

Equity Securities

The Company’s equity securities portfolio consists of common stock holdings of public companies with readily
available prices and is carried at fair value. The portfolio is dominated by U.S. large cap equities which made up
86% of the portfolio at June 30, 2019 with 12% in U.S. mid cap equities and 2% in a tax-exempt mutual fund. The
equity portfolio at June 30, 2019 consisted of 43 stocks, up from 25 at June 30, 2018. During fiscal 2019, the
Company invested $38 million in 31 different securities, including increasing positions in 13 holdings, and sold one
stock that was acquired during the year. The equity portfolio cost basis, unrealized holding gains or losses and fair
value by primary industry sector at the end of fiscal years 2019 and 2018 are presented below:

(in thousands) Unrealized

Cost Basis Gains (Losses) FMV
as of June 30, 2019
Commercial / Industrial $ 33,399 $ 3,523 $ 1172) $ 35,750
Consumer 18,901 1,750 (1,554) 19,097
Financial 11,787 726 (723) 11,790
Healthcare 10,290 106 (1,089) 9,307

$ 74377 % 6,105 $ (4538 $ 75,944
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(in thousands) Unrealized
Cost Basis Gains (Losses) FMV

as of June 30, 2018
Commercial / Industrial $ 19,758 % 2,610 $ (606) $ 21,762
Consumer 7,558 449 (14) 7,993
Financial 4,148 98 (178) 4,068
Healthcare 5,203 341 (477) 5,067

$ 36,667 $ 3,498 $ (1,275) $ 38,890

The equity portfolio had a cumulative net unrealized gain of $1.6 million at June 30, 2019. During the twelve
months ended June 30, 2019, the Company recognized a net unrealized loss of $607,000 from the equity securities
portfolio that included a net gain of $2.3 million in the first quarter, a net loss of $8.4 million in the second quarter, a
net gain of $4.8 million in the third quarter and a net gain of $742,000 in the fourth quarter. These gains and losses
arising from changes in the fair values of equity securities are recorded as part of Non-interest Income. The
Company realized a $49,500 gain on the sale of an equity security in fiscal 2019.

Upon the adoption of ASU 2016-01 on July 1, 2018, the Company reclassified unrealized gains on equity securities
of $2.2 million at June 30, 2018 ($1.6 million, net after-tax) from accumulated other comprehensive income to
retained earnings.

Fixed Income Securities Available-for-Sale

The Company maintains a portfolio of fixed-income securities to generate interest income and to provide liquidity to
the Bank. The Company’s securities available for sale of $24.0 million at June 30, 2019 were down $12.7 million or
34.7% from $36.7 million at June 30, 2018, due to the maturities of US Treasury securities and a corporate bond.

The carrying cost and fair value of the Company’s available-for-sale securities at June 30, 2019 and 2018 is as
follows:

As of June 30, 2019 As of June 30, 2018
(in thousands) Amortized Fair Amortized Fair
Cost Value Cost Value
U.S. Treasury notes $ 23,996 $ 23,978 $ 31,964 $ 31,728
Corporate debt securities - - 5,002 4,997
Total securities available-for-sale $ 23,996 $ 23,978 $ 36,966 $ 36,725

The weighted-average maturity of debt securities at June 30, 2019 was 2.0 months and the corresponding
weighted-average yield was 1.73 percent.

Asset Quality

The Company monitors the performance of all leases and loans held in its own portfolio, transactions-in-process
and loan commitments as well as lease transactions assigned to lenders, if the Company retains a residual
investment in the leased property subject to those leases. The accrual of interest income on leases and loans will
be discontinued when the customer becomes ninety days or more past due on its lease or loan payments with the
Company, unless the Company believes the investment is otherwise recoverable. Leases and loans may be
placed on non-accrual earlier if the Company has significant doubt about the ability of the customer to meet its
lease or loan obligations, as evidenced by consistent delinquency, deterioration in the customer’s financial
condition or other relevant factors. The following table summarizes the Company’s non-performing leases and
loans.

June 30,
Non-performing Leases and Loans 2019 2018 2017 2016 2015
(dollars in thousands)
Non-accrual leases and loans $ - % 3 % 3 % 12 $ 41
Restructured leases - - - - -
Leases past due 90 days (other than above) - - - - -
Total non-performing leases and loans $ - 3 3 $ 3 $ 12 $ 41
Repossessed equipment - - - 1,300 -
Total non-performing assets $ - % - 8 - $ 1312 % 41

Non-performing leases as % of net investment
in leases and loans before allowances 0.00% 0.00% 0.00% 0.00% 0.01%

Non-performing assets as % of total assets 0.00% 0.00% 0.00% 0.15% 0.01%
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Non-performing assets consist of non-performing leases as well as any repossessed assets. There was no direct
finance income actually recorded on non-performing leases during fiscal 2019, 2018 and 2017.

In addition to the non-performing leases identified above, there was investment of $972,000 in leases at June 30,
2019 classified as substandard, that currently are experiencing financial difficulties or that management believes
may experience financial difficulties in the future. This amount compared to $3.5 million at June 30, 2018. Although
these credits have been identified as potential problems, they may never become non-performing. These potential
problem leases are considered in the determination of the allowance for credit losses.

Allowance for Credit Losses

The allowance for credit losses and the residual valuation allowance provide coverage for probable and estimable
losses in the Company’s lease and loan portfolios. Lease receivables, loans or residuals are charged off when they
are deemed completely uncollectible. The determination of the appropriate amount of any allowance is based on
management’s judgment at that time and takes into consideration all known relevant internal and external factors
that may affect the lease and loan portfolio. The following table summarizes the activity in the allowance for loan

and lease losses for the five years ended June 30, 2019.

Years Ended June 30,

2019 2018 2017 2016 2015
(dollars in thousands)

Property acquired for transactions-in-process before allowance $ 3653 $ 8955 $ 17,101 $ 30,932 $ 31,340

Net investment in leases before allowance 91,640 124,867 192,741 239,964 301,733

Commercial loans, before allowance 31,465 106,118 311,213 408,308 246,509

Leases and loans, before allowances $ 126,758 $ 239,940 $ 521,055 $ 679,204 $ 579,582

Average leases and loans $ 175,869 $ 348,378 $ 605,069 $ 601,237 $ 493,054

Allowance for credit losses at beginning of year $ 2888 $ 7,147 $ 6862 $ 6,456 $ 5,299

Charge-off of lease receivables, loans and transactions-in-process a7 (24) - (1,120) (29)

Charge-off on transfer of loans to held-for-sale (273) a7) (168) - -

Recovery of lease amounts previously written off 6 7 203 51 1

Provision (release) of reserves for credit losses (1,100) (4,225) 250 1,475 1,175

Allowance for credit losses at end of year (“Allowance”) $ 1504 $ 2888 $ 7,147 $ 6862 $ 6,456
Components of allowance for credit losses:

Allowance for lease losses $ 1114 $ 1400 $ 1943 $ 2,290 $ 3,409

Allowance for loan losses 390 1,488 5,204 4,572 3,047

$ 1504 $ 2888 $ 7,147 $ 6,862 $ 6,456

Allowance as percent of leases and loans before allowances 1.22% 1.25% 1.42% 1.06% 1.18%

Net (charge-offs) recoveries as percent of average leases and loans (0.16)% (0.01)% 0.01% (0.18)% (0.00)%

The allowance for credit losses decreased to $1.5 million at June 30, 2019 from $2.89 million at June 30, 2018 and
consisted of $37,500 allocated to specific accounts and $1.47 million that was available to cover losses inherent in
the portfolio. The Company considers the allowance for credit losses of $1.50 million at June 30, 2019 adequate to
cover losses specifically identified as well as inherent in the lease and loan portfolios. However, no assurance can
be given that the Company will not, in any particular period, sustain lease and loan losses that are sizeable in
relation to the amount reserved, or that subsequent evaluations, in light of factors then prevailing, including
economic conditions and the on-going credit review process, will not require significant increases in the allowance
for credit losses. Among other factors, a renewed economic slowdown may have an adverse impact on the
adequacy of the allowance for credit losses by increasing credit risk and the risk of potential loss even further.

Based on management’s evaluation of the lease and loan portfolio at each period end, management has allocated
the allowance for loan and lease losses for the past five years as shown in the table below:

2019 2018 2017 2016 2015
% of % of % of % of % of
Allowance Leases Allowance Leases Allowance Leases Allowance Leases Allowance Leases
Amount and Amount and Amount and Amount and Amount and

Allocated Loans Allocated Loans Allocated Loans Allocated Loans Allocated Loans

(dollars in thousands)

Net Investment in Leases $1,114 74.4% $1,400 54.1% $1,943 38.2% $2,290 37.0% $3,409 55.0%
Commercial Loans 329 22.4% 1,427 44.2% 5,143 60.9% 4511 62.0% 2,936 43.6%
Commercial Real Estate Loans 61 3.2% 61 1.8% 61 0.9% 61 1.0% 111 1.4%

$1,504 100.0% $2,888 100.0% $7,147 100.0% $6,862 100.0% $6,456 100.0%
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While the allowance is allocated by category above, the allowance is general, in nature and available for the
portfolio in its entirety.

Liguidity and Capital Resources

The Company funds its operating activities through internally generated funds, bank deposits, borrowings and non-
recourse debt. At June 30, 2019 and 2018, the Company’s cash and cash equivalents were $71.6 million and
$63.3 million, respectively.

Deposits at CalFirst Bank of $87.7 million at June 30, 2019 were down 48.2% from $169.4 million at June 30, 2018.
The $81.7 million decrease from June 30, 2018 is consistent with the 46.7% decline in the lease and loan portfolio
over that period and the Company’s reduced funding needs. The following table presents average balances and
average rates paid on deposits for years ended June 30, 2019 and 2018:

Twelve months ended June 30,

2019 2018
Ending Average  Average Ending Average  Average
Balance Balance Rate Balance Balance Rate
(dollars in thousands)

Non-interest bearing demand $ 1,686 $ 1,845 na $ 2,208 $ 4,528 n/a
Interest-bearing demand deposits 806 943 0.13% 1,070 1,177 0.20%
Savings & money market deposits 38,696 48,759 0.94% 60,645 71,577 0.91%
Time deposits, less than $100,000 13,933 20,438 1.29% 25,566 45,720 1.08%

Time deposits, $100,000 or more $ 32624 $ 61,363 1.42% $ 79936 $ 174,163 1.15%

The following table shows the maturities of certificates of deposits at the dates indicated:

June 30, 2019

$250,000 More than
Or less $250,000
(in thousands)

Under 3 months $ 15684 $ 4,592
3 — 6 months 7,047 2,321
7 — 12 months 7,693 5,595
13 — 24 months 2,079 540
25 — 36 months 444 562
$ 32,947 $ 13,610

The Bank has a borrowing agreement with the Federal Home Loan Bank of San Francisco (“FHLB”) and as such,
can take advantage of FHLB programs for overnight and term advances at published daily rates. The Bank had no
short-term borro