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To Our Shareholders - from the desk
of Mark A. Kolanowski

On behalf of our directors
and officers, it is my pleasure to
present to you the HCB Financial

Corp. 2017 Annual Report.

To summarize the year for you, | would say that all
aspects of our business performed well, providing
what has turned out to be the best financial outcome
that we have been able to report in recent years.

For the twelve months ended December 31, 2017,

net income was $2,081,721 or $1.95 per common
share. This equates to a 17 percent improvement over

our 2016 earnings of $1,783,509 or $1.67 per share.

As you’ll see in reviewing our financial highlights,
we achieved record balance sheet levels in assets,
deposits and loans in 2017. During the year, total
assets increased 5 percent to $326,104,665. Total
deposits rose 1 percent to $264,806,644 and net
loans increased by 13 percent to $195,439,526.

We were particularly pleased to see that loans in

the residential real estate, commercial and consumer

loan portfolios all posted year over year growth.



There are several key components to our strong performance in 2017 that I'd like to bring to your attention. The first is
continued quality loan growth which has contributed to an improved mix of earning assets on our balance sheet and improved
net interest income. Next, our Trust and Investment Group had a very successful year. This has allowed us to maintain our
non-interest income near a level that we’ve seen in the past without having the robust mortgage refinance volume that had
been a major contributor in recent years. Finally, we have been successful at containing our other expenses to a modest 2

percent increase over the prior year while still making capital improvements and investing in our future.

Aside from our financial achievements, we made tremendous strides this past year in enhancing our products and services.
Each year brings a renewed focus on improving the customer experience, and 2017 was no exception. Our technology

plan included an enhancement to online banking, DocuSign for fast and convenient loan applications and approvals, and
SecurLock, which enables customers to control their own debit card usage. A new checking product offers customers identity
theft coverage, credit monitoring, shopping rewards, cell phone protection and savings on products and services. These

advances allow us to compete at the highest level for customer satisfaction and expectations.

Our investment in the future includes investing in our youth. We have partnered with the Barry Community Foundation and all
Barry County school districts to offer the KickStart to Career children’s savings program. This program provides an education
savings account for every kindergarten student in the county. In addition to opening these accounts for our young savers, we
have committed to providing financial literacy lessons in every classroom. Not only are we teaching children the importance of
saving, but we are establishing relationships with schools and families as well. Our efforts over the past year were recognized

by the Michigan Bankers Association with the MBA Financial Literacy Innovator Award 2017.

There are a couple of important changes within in our leadership team that I’d like to bring to your attention. In July,

Amanda M. Currier was promoted to Vice President, Controller/Compliance Officer. Amanda began her career with us in

2002 as a part-time Customer Service Representative and was promoted to Branch Manager by 2006. She then moved

into our accounting area in 2009 and promoted to Assistant Vice President in 2015. Amanda holds a Bachelors of Business
Administration in Accounting from Grand Valley State University and a Masters of Business Administration from Cornerstone
University. We are very fortunate that Amanda chose to make her career right here, at home, with her community bank. In
January of 2018, Joan M. Heffelbower was appointed to both the Hastings City Bank and the HCB Financial Corp. Boards of
Directors. Joan began her affiliation with Hastings City Bank in 1990, retiring last year as Executive Vice President and Chief
Financial Officer. She earned her Bachelors of Business Administration degree from Aquinas College and a Masters of Business
Administration from Grand Valley State University. Joan’s experience and expertise in bank operations and finance will make

her a tremendous addition to our Board of Directors.

Our Annual Meeting will be held on Wednesday, April 18, 2018 at 1:00 p.m. in the Main Office of Hastings City Bank. Whether
you are able to attend or not, please complete and return the enclosed proxy in advance of the meeting. This will allow us to
tally the votes prior to the meeting and proceed without undue delay. Our directors, officers and | look forward to seeing as

many of you there as possible.

Yours truly,

Mark A. Kolanowski

President and Chief Executive Officer

HCB Financial Corp.
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AT YEAR-END 2017 2016 % CHANGE
Assets $326,105 $309,562 5%
Deposits 264,807 261,258 1%
Loans, net 195,440 173,576 13%
Investments 101,368 106,01 -4%
Stockholders’ equity 29,914 28,614 5%
FOR THE YEAR 2017 2016 % CHANGE
Net income $2,082 $1,784 17%
Return on average assets 0.66% 0.58% 14%
Return on average equity 6.99% 6.09% 15%
Net charge-offs to avg loans 0.00% 0.13% -96%
PER SHARE

Dividends per share $0.70 $0.62 13%
Net income per share 1.95 1.67 17%
Book value at year end 28.06 26.84 5%

Dollar amounts in thousands, except per share data
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Building vibrant

and growing communities,

together.

Se Part of
Somethnince

At Hastings City Bank, we are invested and passionate about giving

back to the communities we serve by contributing our time, expertise,
and resources. We partner with local organizations to increase our impact
in the community by offering programs to increase financial literacy,
provide supplies and scholarships for students, volunteering, and more.

Our goal is to build vibrant and growing communities, together.



Retter Service
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Our focus has always remained the same, to provide services, and customer-friendly tools to help you

and maintain excellent customer service and we’ve manage your finances whenever you need them,

got awards to prove it. As a community bank, from wherever you are. Bank the way you want to

we strive to continually deliver value through the bank with any of our digital tools or personal services.

products and services we offer - each designed with
your personal or business needs in mind. We offer

personal financial assistance, competitive rates, online

/O~ 1600+

FINANCIAL LITERACY STUDENTS IMPACTED
CLASSROOM VISITS BY FINANCIAL LITERACY
PRESENTATIONS
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Crowe Horwath LLP

Independent Member Crowe Horwath International

INDEPENDENT AUDITOR’S REPORT

Board of Directors and Stockholders
HCB Financial Corp.
Hastings, Michigan

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of HCB Financial Corp., which comprise the
consolidated balance sheets as of December 31, 2017 and 2016, and the related consolidated statements of income,
comprehensive income, stockholders’ equity and cash flows for the years then ended, and the related notes to the
financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’'s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of HCB Financial Corp. as of December 31, 2017 and 2016, and the results of its operations and its
cash flows for the years then ended in accordance with accounting principles generally accepted in the United States
of America.

Crowe Horwath LLP
Grand Rapids, Michigan
February 21, 2018

HCB Financial Corp.
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HCB Financial Corp.
Consolidated Balance Sheets
December 31, 2017 and 2016

Assets

Cash and cash equivalents:
Cash and due from banks

Interest-bearing time deposits in other financial institutions

Securities available for sale

Securities held to maturity (fair value of $332,884 in 2017 and

$1,069,830 in 2016)

Restricted investment in Federal Home Loan Bank stock
Loans, net of allowance of $1,375,019 in 2017 and

$1,286,089 in 2016

Premises and equipment, net
Other real estate owned, net
Bank owned life insurance

Accrued interest receivable and other assets

Total assets

Liabilities and Stockholders' Equity

Liabilities:
Deposits:

Non-interest-bearing

Interest-bearing

Federal Home Loan Bank advances
Accrued interest payable and other liabilities
Total Liabilities

Stockholders' equity:

Common stock, no par value - 1,500,000 shares authorized; issued
and outstanding of 1,066,000 in 2017 and 2016

Capital surplus

Retained earnings

Accumulated other comprehensive income
Total stockholders' equity
Total liabilities and stockholders' equity

2017 2016
$ 10,028,704 $ 11,275,902
10,028,704 11,275,902
28,181,000 30,862,000
71,281,075 72,512,827
325,049 1,055,314
1,580,800 1,580,800
195,439,526 173,576,153
7,975,847 8,070,538
- 12,000
6,447,989 6,274,909
4,844,675 4,341,413
$ 326,104,665 $ 309,561,856
$ 48,450,889 $ 51,343,756
216,355,755 209,914,480
264,806,644 261,258,236
30,000,000 18,663,000
1,383,886 1,026,428
296,190,530 280,947,664
1,623,800 1,623,800
2,601,641 2,601,641
25,380,419 24,095,627
308,275 293,124
29,914,135 28,614,192
$ 326,104,665 $ 309,561,856

See accompanying notes



HCB Financial Corp.

Consolidated Statements of Income
Years ended December 31, 2017 and 2016

Interest income
Loans, including fees
Investment securities:
Taxable
Tax-exempt
Federal funds sold and other

Interest expense
Deposits

Federal Home Loan Bank advances and other debt

Net interest income
Provision for loan losses

Net interest income after provision for loan losses

Other income

Service charges and fees
Trust income

Net gain (loss) on securities
Net gain on sale of loans

Earnings from bank owned life insurance

Other income

Other expenses

Salaries and employee benefits
Occupancy and equipment
Data processing

Professional fees

FDIC Insurance

Other operating expenses

Income before federal income taxes
Federal income taxes
Net income

Basic and Diluted earnings per share

See accompanying notes

2017 2016
7,629,042 $ 7,204,502
1,295,570 1,055,670
531,219 567,121
529,608 511,993
9,985,439 9,339,286
267,215 289,725
320,660 282,139
587,875 571,864
9,397,564 8,767,422
95,000 60,000
9,302,564 8,707,422
1,549,397 1,527,734
485,527 399,253
21,140 44,181
221,570 311,961
208,639 210,351
226,857 285,229
2,713,130 2,778,709
5,455,121 5,224,464
1,257,030 1,249,022
1,468,977 1,437,043
464,864 434,979
98,000 135,500
987,740 1,041,614
9,731,732 9,522,622
2,283,962 1,963,509
202,241 180,000
2,081,721 $ 1,783,509
1.95 §$ 1.67

HCB Financial Corp.
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HCB Financial Corp.
Consolidated Statements of Comprehensive Income
Years ended December 31, 2017 and 2016

2017 2016

Net income $ 2,081,721 $ 1,783,509
Available-for-sale securities

Unrealized holding gains (losses) arising during the year (51,046) (1,061,194)

:?]e:;ﬁr?(i:fgcriteio(r;?djustment for net realized gains (losses) included 21,140 44,181
Defined Benefit Plans

Net unrealized gain/(loss) on defined benefit plan (24,000) (37,555)
Other comprehensive loss before income tax benefit (53,906) (1,054,568)
Income tax related to other comprehensive loss (B) 18,328 358,554

Other comprehensive loss (35,578) (696,014)
Comprehensive Income $ 2,046,143 $ 1,087,495

(A\) - Included in net gain (loss) on securities
(B) - Federal Income Tax expense in 2017 and 2016 includes $7,188 and $15,022 related to reclassification adjustments

See accompanying notes



HCB Financial Corp.
Consolidated Statements of Stockholders' Equity
Years Ended December 31, 2017 and 2016

Accumulated

Other
Common Capital Retained Comprehensive
Stock Surplus Earnings Income Total
Balance at January 1, 2016 $ 1,623,800 $ 2,601,641 $ 22,973,036 $ 989,138 $ 28,187,615
Net income - - 1,783,509 - 1,783,509
Other comprehensive income (loss) - - - (696,014) (696,014)
Dividends declared - $.62 per share _ - (660,918) _ (660,918)
Net income - - 2,081,721 - 2,081,721
Other comprehensive income (loss) - - - (35,578) (35,578)
Reclassification of disproportionate
tax effects (note 1) - - (50,729) 50,729 -
Dividends declared - $.70 per share - - (746,200) . (746,200)
$ 1,623,800 $ 2,601,641 $ 25,380,419 $ 308,275 $ 29,914,135

Balance at December 31, 2017

See accompanying notes

HCB Financial Corp.

15



16

HCB Financial Corp.

Consolidated Statements of Cash Flows
Years Ended December 31, 2017 and 2016

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating
activities:
Provision for loan losses
Depreciation
Net amortization of securities
Earnings on bank owned life insurance, net
Loans originated for sale
Proceeds from sale of loans
Net (gain)/loss on sales of other real estate
Net gain on sales of loans
Net gain on securities
Net loss on disposal of assets
Net change in:
Accrued interest receivable and other assets
Accrued interest payable and other liabilities
Net cash from operating activities
Cash flows for investing activities
Net change in interest-bearing deposits in other financial institutions
Activity in available-for-sale securities:
Sales
Maturities, prepayments, calls
Purchases
Activity in held-to-maturity securities:
Maturities, prepayments, calls
Purchases
Loan originations and payments, net
Purchase of mortgage loans
Purchases of premises and equipment, net
Proceeds from sales of other real estate owned
Proceeds from sales of assets
Net cash for investing activities
Cash flows from financing activities
Net change in deposits
Proceeds from Federal Home Loan Bank advances
Repayments of Federal Home Loan Bank advances
Short-term borrowings, net
Cash dividends paid
Net cash from financing activities
Net change in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Supplemental disclosures of cash flow information
Cash paid for interest
Cash paid for income taxes
Supplemental non-cash disclosures
Dividends declared and not paid
Transfer of loans to other real estate owned

See accompanying notes

2017 2016
2,081,721 $ 1,783,509
95,000 60,000
472,454 488,594
216,736 263,648
(173,080) (176,628)
(7,963,905) (11,938,460)
8,185,475 12,250,421
8 (24,801)
(221,570) (311,961)
(21,140) (44,181)
8,926 -
(484,935) 158,378
280,158 2,510
2,475,848 2,511,029
2,681,000 2,430,000
10,551,247 4,760,430
11,027,459 10,855,612
(20,572,455) (11,608,662)
2,515,265 4,165,250
(1,785,000) (3,310,000)
(12,248,876) (11,957,009)
(9,709,497) -
(386,989) (345,379)
11,992 337,294
300 -
(17,915,554) (4,672,464)
3,548,408 711,393
19,000,000 13,000,000
(7,663,000) (6,663,000)
. (244,593)
(692,900) (639,601)
14,192,508 6,164,199
(1,247,198) 4,002,764
11,275,902 7,273,138
10,028,704 $ 11,275,902
579,577 $ 572,831
399,238 375,000
266,500 $ 213,200
- 74,243



HCB Financial Corp.
Notes to Consolidated Financial Statements
December 31, 2017 and 2016

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations: HCB Financial Corp. (the Company) is a bank holding company headquartered in
Hastings, Michigan. The Company's wholly owned subsidiary, Hastings City Bank (the Bank) operates
seven full-service banking offices in and around Barry County. The Bank offers a variety of deposit and
lending services.

Principles of Consolidation: The consolidated financial statements include the accounts and operations
of HCB Financial Corp. and its wholly owned subsidiaries, Hastings City Bank, Banin Corp., Citybanc
Insurance Services, HCB Real Estate Holdings, LLC and Court Street Financial, Inc. All significant inter-
company balances and transactions have been eliminated in consolidation.

Subsequent Events: The Company has evaluated subsequent events for recognition and disclosure
through February 21, 2018, which is the date the financial statements were available to be issued.

Use of Estimates: To prepare financial statements in conformity with accounting principles generally
accepted in the United States of America, management makes estimates and assumptions based on
available information. These estimates and assumptions affect the amounts reported in the financial
statements and the disclosures provided, and future results could differ.

Cash Flows: Cash and cash equivalents include cash, deposits with other financial institutions and
federal funds sold. Net cash flows are reported for customer loan and deposit transactions and for interest
bearing time deposits with other financial institutions.

Cash and Cash Equivalents: The Company maintains deposit accounts with other financial institutions
which generally exceed federally insured limits or are uninsured.

Interest-Bearing Time Deposits in other Financial Institutions: Interest-bearing time deposits in other
financial institutions consist of fully insured certificates of deposits with $7,888,000 maturing within 1 year,
$18,804,000 maturing within 2-5 years and $1,489,000 maturing within 6-10 years.

Restricted Investments: The Bank is a member of the Federal Home Loan Bank (FHLB) System and is
required to invest in capital stock of the FHLB of Indianapolis. The amount of the required investment is
determined and adjusted periodically by the FHLB.

Securities: Debt securities are classified as held to maturity and carried at amortized cost when
management has the positive intent and ability to hold them to maturity. Debt securities are classified as
available for sale when they might be sold before maturity. Equity securities with readily determinable fair
values are classified as available for sale. Securities available for sale are carried at fair value, with
unrealized holding gains and losses reported in other comprehensive income, net of tax.

Interest income includes amortization of purchase premium or discount. Premiums and discounts are
amortized on the level yield method. Gains and losses on sales are based on the amortized cost of the
security sold. Gains and losses on sales are recorded on the trade date and determined using the specific
identification method.

Management evaluates securities for other-than-temporary impairment (“OTTI”) on at least a quarterly
basis, and more frequently when economic or market conditions warrant such an evaluation. For
securities in an unrealized loss position, management considers the extent and duration of the unrealized
loss, and the financial condition and near-term prospects of the issuer. Management also assesses
whether it intends to sell, or it is more likely than not that it will be required to sell, a security in an
unrealized loss position before recovery of its amortized cost basis. If either of the criteria regarding intent
or requirement to sell is met, the entire difference between amortized cost and fair value is recognized as

HCB Financial Corp.
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HCB Financial Corp.
Notes to Consolidated Financial Statements
(Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

impairment through earnings. For debt securities that do not meet the aforementioned criteria, the
amount of impairment is split into two components as follows: 1) OTTI related to credit loss, which must
be recognized in the income statement and 2) OTTI related to other factors, which is recognized in other
comprehensive income. The credit loss is defined as the difference between the present value of the
cash flows expected to be collected and the amortized cost basis.

Loans: Loans that management has the intent and ability to hold for the foreseeable future or until
maturity or payoff are reported at the principal balance outstanding, net of unearned interest, deferred
loan fees and costs, and an allowance for loan losses. The Bank's loans are generally secured by specific
items of collateral including real property, consumer assets, and business assets.

Interest income is reported on the interest method. Interest income on loans is generally discontinued at
the time the loan is 90 days delinquent unless the credit is well-secured and in process of collection. In all
cases, loans are placed on nonaccrual or charged-off at an earlier date if collection of principal or interest
is considered doubtful.

All interest accrued but not received, for loans placed on nonaccrual, is reversed against interest income.
Interest received on such loans is accounted for on the cash-basis or cost-recovery method until
qualifying for return to accrual. Loans are returned to accrual status when all the principal and interest
amounts contractually due are brought current and future payments are reasonably assured.

Loans held for sale are reported at the lower of cost or market, on an aggregate basis. Mortgage loans
held for sale are generally sold with servicing rights retained; the carrying value of mortgage loans sold is
reduced by the amount allocated to the servicing right. Gains and losses on sales of mortgage loans are
based on the difference between the selling price and the carrying value of the related loan sold.

Allowance for Loan Losses: The allowance for loan losses is a valuation allowance for probable
incurred credit losses, increased by the provision for loan losses and decreased by charge-offs less
recoveries. Management estimates the allowance balance required using past loan loss experience, the
nature and volume of the portfolio, information about specific borrower situations and estimated collateral
values, economic conditions, and other factors. Allocations of the allowance may be made for specific
loans, but the entire allowance is available for any loan that, in management’s judgment, should be
charged off. Loan losses are charged against the allowance when management believes the
uncollectibility of a loan balance is confirmed.

The allowance consists of specific and general components. The specific component relates to loans that
are individually classified as impaired. A loan is 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, and for which the borrower
is experiencing financial difficulties, are considered troubled debt restructurings and classified as
impaired. Commercial and commercial real estate loans are individually evaluated for impairment if
outstanding loans to a borrower are, in aggregate, over $150,000 and the risk rating assigned to a loan is
a non-pass rating. If a loan is impaired, a portion of the allowance is allocated so that the loan is reported
net at the present value of estimated future cash flows using the loan’s existing rate or at the fair value of
collateral if repayment is expected solely from the collateral.

Troubled debt restructurings are also considered impaired and are measured at the present value of
estimated future cash flows using the loan's effective rate at inception. If a troubled debt restructuring is
considered to be a collateral dependent loan, the loan is reported, net, at the fair value of the collateral.
For troubled debt restructurings that subsequently default, the Company determines the amount of
reserve in accordance with the accounting policy for the allowance for loan losses.



HCB Financial Corp.
Notes to Consolidated Financial Statements
(Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The general component of the Allowance for Loan Losses covers non-impaired loans and large groups of
homogeneous loans and is based on historical loss experience, over the last three years, adjusted for
current risk factors. The following portfolio segments have been identified and the risk factors listed below
are considered in determining the allowance for loan loss:

Residential real estate loans are evaluated for impairment using various economic indicators.
Environmental factors that may impact collateral value on residential real estate loans include data on
average local home sales, national and local economic conditions, and local employment rates. These
factors are used to calculate an adjustment for current economic conditions. Other residential real estate
loans with additional risk factors are loans where the payment is more than 30 days past due.

Commercial loans are evaluated for impairment using the following risk classification codes assigned to
commercial credits internally:

e Risk Ratings 1-5 are considered to be within an acceptable risk tolerance to the bank.

e Risk Rating 6 is considered special mention. Typically, these loans are inadequately protected by
the current net worth or paying capacity of the obligor, even though the value of underlying
collateral may be sufficient to protect against loss. These loans are included on the watch list.

e Risk Rating 7 is considered substandard. Typically, these loans have well-defined weaknesses,
normal repayment is in jeopardy.

e Risk Rating 8 is considered impaired non-accrual. All the weaknesses of a 7 rating exist plus the
loan is in non-accrual status. These loans have significant weaknesses making full collection of
interest unlikely.

o Risk Rating 9 is considered doubtful. All the weaknesses of an 8 rating exist, however, these
weaknesses now make collection or liquidation in full, based on existing conditions, improbable.

e Risk Rating 10 is considered loss. The bank recognizes loss credits by recording the charge-off
in a timely manner.

These risk codes are reviewed and adjusted as appropriate in several circumstances. A formal loan
review process is conducted on loans above various dollar thresholds based on the type of collateral
securing the credit. The loan reviewer will either affirm that the risk rating is appropriate or recommend a
change. Risk codes are also adjusted upon loan renewals, additional requests, and upon receipt of
knowledge that an event has caused a change in apparent risk of an individual credit. In addition,
business loan charge-offs are evaluated annually to assess the likelihood of deteriorating to charge-off
before the determination that an allocated reserve is required. That additional loss factor is applied to
non-impaired loans with a 5 and 6 rating. Any loans that are not individually evaluated for impairment are
assigned an additional risk factor if they become past due by 30 days or more.

Consumer loans are both secured and unsecured and an additional risk factor is applied to loans that
are past due by 30 days or more.

Bank-Owned Life Insurance: The Company has purchased life insurance policies on certain key
executives. Bank owned life insurance is recorded at the amount that can be realized under the insurance
contracts at the balance sheet date, which is the cash surrender value adjusted for other charges or other
amounts that are probable at settlement.

Transfers of Financial Assets: Transfers of financial assets are accounted for as sales, when control
over the assets has been surrendered. Control over transferred assets is deemed to be surrendered
when (1) the assets have been isolated from the Company, (2) the transferee obtains the right (free of
conditions that constrain it from taking advantage of that right) to pledge or exchange the transferred
assets, and (3) the Company does not maintain effective control over the transferred assets through an
agreement to repurchase them before their maturity.

HCB Financial Corp.
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HCB Financial Corp.
Notes to Consolidated Financial Statements
(Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Servicing Rights: Servicing rights represent the fair value of retained servicing rights on loans sold.
Servicing assets are expensed in proportion to, and over the period of, estimated net servicing revenues.
Impairment is evaluated based on the fair value of the assets, using groupings of the underlying loans as
to interest rates and then, secondarily, as to prepayment characteristics. Fair value is determined using
prices for similar assets with similar characteristics, when available, or based upon discounted cash flows
using market-based assumptions. Any impairment is reported as a valuation allowance to the extent that
fair value is less than the capitalized amount.

Servicing fee income, which is reported on the income statement as other income, is recorded for fees
earned for servicing loans. The fees are based on a contractual percentage of the outstanding principal
and are recorded as income when earned. The amortization of mortgage servicing rights is netted
against loan servicing fee income. Servicing fees total $135,000 and $123,000 for the years ended
December 31, 2017 and 2016, respectively. Late fees and ancillary fees related to loan servicing are not
material.

Premises and Equipment: Land is stated at cost. Premises and equipment are stated at cost, less
accumulated depreciation. The provision for depreciation is computed principally using the straight-line
method over the estimated lives of the related assets. Expenditures for normal repair and maintenance
are charged to expenses as incurred.

Other Real Estate Owned: Real estate properties acquired through or in lieu of loan foreclosure are
initially recorded at the fair value less estimated selling cost at the date of foreclosure. Any write-downs
based on the asset’s fair value at the date of acquisition are charged to the allowance for loan losses. If
fair value declines, a valuation allowance is recorded through expense. Costs after acquisition are
expensed.

Long-Term Assets: Premises and equipment and other long-term assets are reviewed for impairment
when events indicate their carrying amount may not be recoverable from future undiscounted cash flows.
If impaired, the assets are recorded at fair value.

Post Retirement Benefit: The Bank sponsors a post retirement benefit plan that provides medical and
life insurance benefits to eligible retirees, who retired prior to 2004, for life. At year-end 2017, the plan
provided benefits to 12 participants. At year-end 2017 and 2016, the accrued benefit obligation
recognized in the consolidated balance sheet and the unrecognized actuarial gain were $246,851 and
$64,050 and $268,648 and $88,050, respectively. Additional disclosures related to the post retirement
health care plan are not material to the financial statements.

Income Taxes: Income tax expense is the total of the current year income tax due or refundable and the
change in deferred tax assets and liabilities. Deferred tax assets and liabilities are the expected future tax
amounts for the temporary differences between carrying amounts and tax basis of assets and liabilities,
computed using enacted tax rates. A valuation allowance, if needed, reduces deferred tax assets to the
amount expected to be realized.

A tax position is recognized as a benefit only if it is “more likely than not” that the tax position would be
sustained in a tax examination, with a tax examination being presumed to occur. The amount recognized
is the largest amount of tax benefit that is greater than 50% likely of being realized on examination. For
tax positions not meeting the “more likely than not” test, no tax benefit is recorded.

The Company recognizes interest and/or penalties related to income tax matters in income tax expense.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

During December 2017, the federal legislature approved new corporate tax rates which are effective in
2018 and, among other changes, reduced the maximum federal corporate tax rate from 34% to 21%. As
a result of this change, the Company revalued its net deferred tax liability and recorded a gain, included in
tax expense, of approximately $28,000.

Earnings Per Share: Basic earnings per common share is net income divided by the weighted average
number of common shares outstanding during the period, which were 1,066,000 for both 2017 and 2016.
There were no potentially dilutive common stock equivalents for 2017 or 2016.

Off-Balance Sheet Financial Instruments: Financial instruments include off-balance sheet credit
instruments, such as commitments to make loans and standby letters of credit, issued to meet customer
financing needs. The face amount for these items represents the exposure to loss before considering
customer collateral or ability to repay. Such financial instruments are recorded when they are funded.

Comprehensive Income: Comprehensive income consists of net income and other comprehensive
income. Other comprehensive income includes unrealized gains and losses on securities available for
sale and changes in the funded status of the Company's post retirement benefit plans, which are also
recognized as separate components of equity.

In February 2018, the FASB issued ASC 2018-02 “Income Statement-Reporting Comprehensive
Income.” The tax law enacted in December 2017 required the re-measurement of all deferred tax assets
and liabilities, including those related to adjustments that arose through comprehensive income. This
ASC, which entities could adopt for financial statements not yet issued, was adopted by the Company as
of December 31, 2017 and provided that disproportionate tax effects resulting from adjustments made
upon enactment of the tax law should be reclassified into or out of accumulated other comprehensive
income (AOCI), with an offsetting adjustment to retained earnings. Accordingly, the Company recorded
an adjustment of $50,729 to decrease retained earnings and increase AOCI at December 31, 2017.

Loss Contingencies: Loss contingencies, including claims and legal actions arising in the ordinary
course of business, are recorded as liabilities when the likelihood of loss is probable and an amount or
range of loss can be reasonably estimated. Management does not believe there are such matters that will
have a material effect on the financial statements.

Fair Value of Financial Instruments: Fair values of financial instruments are estimated using relevant
market information and other assumptions, as more fully disclosed in a separate note. 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 the estimates.

Dividend Restriction: Banking regulations require maintaining certain capital levels and may limit the
dividends paid by the bank to the holding company or by the holding company to shareholders.

Reclassifications: Certain items in the prior year financial statements were reclassified to conform to the
current presentation.
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NOTE 2 - SECURITIES

The fair value of available-for-sale securities and the related gross unrealized gains and losses recognized in accumulated other
comprehensive income were as follows:

Available-for-sale

Gross Unrealized Gross Unrealized

2017 Amortized Cost Gains Losses Fair Value
U.S. Government and federal agency $ 8,030,201 $ 62,813 $ 35,437 $ 8,057,577
State and municipal 50,118,833 735,829 352,038 50,502,624
Mortgage-backed, residential 8,487,401 14,921 73,791 8,428,531
Corporate 4,223,667 1,072 26,643 4,198,096
Asset-backed securities 94,802 - 555 94,247
Total $ 70,954,904 $ 814,635 $ 488,464 $ 71,281,075

2016
U.S. Government and federal agency $ 11,311,515  $ 83,809 $ 997 $ 11,394,327
State and municipal 48,572,681 782,284 401,757 48,953,208
Mortgage-backed, residential 10,842,180 14,874 122,310 10,734,744
Corporate 1,248,879 3,945 - 1,252,824
Asset-backed securities 181,497 - 3,773 177,724
Total $ 72,156,752 $ 884912 §$ 528,837 §$ 72,512,827

The carrying amount, unrecognized gains and losses, and fair value of securities held-to-maturity were as follows:

Held-to-maturity

Gross Gross
Unrecognized Unrecognized
2017 Amortized Cost Gains Losses Fair Value
State and municipal $ 325,049 $ 7835 $ - $ 332,884
2016
State and municipal $ 1,055,314 $ 14516 $ - $ 1,069,830

The fair value of debt securities and carrying amount, if different, at year-end 2017 by contractual maturity were as follows:
Securities not due at a single maturity date, primarily consisting of mortgage-backed securities, are shown separately.

Held-to-maturity Available-for-sale
Amortized Cost Fair Value Amortized Cost Fair Value
Due in one year or less $ 9,999 $ 10,114 $ 4,194,982 $ 4,201,362
Due after one through five years 315,050 322,770 37,164,116 37,228,152
Due after five through ten years - - 19,597,174 19,814,492
Due after ten years - - 1,511,231 1,608,538
Mortgage-backed, residential - - 8,487,401 8,428,531
$ 325,049 $ 332884 $ 70,954,904 $ 71,281,075
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NOTE 2 - SECURITIES (Continued)

Securities pledged at year-end 2017 and 2016 had a carrying amount of $4,758,000 and $8,172,000 respectively, and were pledged
to secure public deposits and other purposes as required or permitted by law.

Securities with unrealized losses at year-end 2017 and 2016, aggregated by investment category and length of time that individual
securities have been in a continuous unrealized loss position, are as follows:

Less than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized
2017 Value Loss Value Loss Value Loss
U.S. Govt. and
federal agency $ 4,940,061 $ 35,437 $ - $ - $ 4,940,061 $ 35,437
State and municipal 9,512,382 61,426 8,252,003 290,612 17,764,385 352,038
Mortgage-backed,
residential 4,654,171 38,407 3,120,926 35,384 7,775,097 73,791
Corporate 3,459,488 26,643 - - 3,459,488 26,643
Asset-backed securities - - 94,248 555 94,248 555

$ 22,566,102 $ 161,913 $ 11,467,177 $ 326,551 $ 34,033,279 § 488,464

2016

U.S. Govt. and

federal agency $ 497,528 $ 997 $ - $ - $ 497,528 §$ 997

State and municipal 15,875,534 401,757 - - 15,875,534 401,757

Mortgage-backed,

residential 9,981,146 122,310 - - 9,981,146 122,310

Asset-backed securities - - 177,724 3,773 177,724 3,773
$ 26,354,208 $ 525,064 $ 177,724  $ 3,773 $ 26,531,932 $ 528,837

Unrealized losses have not been recognized into income because the securities are of high credit quality, management does not
intend to sell and it is not likely that management would be required to sell the securities prior to their anticipated recovery, and the
decline in fair value is largely due to changes in market interest rates. The fair value is expected to recover as the securities
approach their maturity date and/or market rates decline.

Sales of available-for-sale securities were as follows:

2017 2016
Proceeds $ 10,551,247 $ 4,760,430
Gross gains 23,902 11,491
Gross losses (4,710) -

In 2017 and in 2016 the Company had additional net gains of $1,948 and $32,690, respectively, on the call of available-for-sale
securities.
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NOTE 3 - LOANS

Loans at year-end were as follows: 2017 2016
Residential real estate:
Residential mortgages $ 65,189,984 $ 54,549,760
Home equity loans 12,506,908 12,591,684
Commercial:
Real estate secured 51,079,811 48,196,407
Not real estate secured 20,858,857 17,311,477
Municipal 37,035,639 32,546,951
Consumer 10,143,346 9,665,963
Subtotal 196,814,545 174,862,242
Allowance for loan losses (1,375,019) (1,286,089)

$ 195,439,526 $ 173,576,153

Mortgage loans serviced for others are not reported as assets. Such loans aggregated to $53,814,000 and $52,515,000 at year-end
2017 and 2016, respectively. Capitalized mortgage servicing rights were $386,000 and $390,000 at year-end 2017 and 2016,
respectively.

Certain directors and executive officers of the Company, including their associates, were loan customers of the Bank during 2017
and 2016. The outstanding loan balances for these persons at December 31, 2017 and 2016 amounted to $2,089,000 and
$2,150,000, respectively. During 2017, new loans to these persons amounted to $260,000 and payments amounted to $321,000,
compared to new loans of $706,000 and payments of $241,000 during 2016.

Activity in the allowance for loan losses for 2017 and 2016, by portfolio segment, was as follows:

Residential
December 31, 2017 Real Estate Commercial Consumer Total
Allowance for loan losses:
Beginning balance $ 441,895 $ 784,306 $ 59,888 $ 1,286,089
Provision for loan losses (14,845) 112,933 (3,088) 95,000
Loans charged-off (5,509) - (7,436) (12,945)
Recoveries - 1,866 5,009 6,875
Ending balance: $ 421,541 $ 899,105 $ 54,373 $ 1,375,019
December 31, 2016
Allowance for loan losses:
Beginning balance $ 470,389 $ 932,837 $ 42,168 $ 1,445,394
Provision for loan losses (28,823) 40,249 48,574 60,000
Loans charged-off - (190,792) (38,070) (228,862)
Recoveries 329 2,012 7,216 9,557
Ending balance: $ 441,895 $ 784,306 $ 59,888 § 1,286,089
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NOTE 3 - LOANS (Continued)

The following table presents the balance in the allowance for loan losses and the recorded investment in loans by portfolio segment

and based on impairment method as of December 31, 2017 and 2016:

December 31, 2017
Allowance for loan losses:

Individually evaluated for impairment
Collectively evaluated for impairment

Ending allowance balance attributable to loans:

Loan balances:

Individually evaluated for impairment
Collectively evaluated for impairment

Total ending loan balances:

December 31, 2016
Allowance for loan losses:

Individually evaluated for impairment
Collectively evaluated for impairment

Ending allowance balance attributable to loans:

Loan balances:

Individually evaluated for impairment
Collectively evaluated for impairment

Total ending loan balances:

The following table presents information related to impaired loans by class of loans as of and for the year ended December 31, 2017

Residential
Real Estate Commercial Consumer Total

$ 305,652 $ 454,486 $ 11,020 $ 771,158
115,889 444,619 43,353 603,861

$ 421,541 $ 899,105 $ 54,373 $ 1,375,019
$ 1,162,090 $ 991,632 $ 39,430 $ 2,193,152
76,534,802 107,982,675 10,103,916 194,621,393

$ 77,696,892 $ 108,974,307 $ 10,143,346 $ 196,814,545
$ 310,184 $ 364,816 $ 13,232 $ 688,232
131,711 419,490 46,656 597,857

$ 441,895 $ 784,306 $ 59,888 $ 1,286,089
$ 1,319,720 $ 1,550,587 $ 44263 $ 2,914,570
65,821,724 96,504,248 9,621,700 171,947,672

$ 67,141,444 $ 98,054,835 $ 9,665,963 $ 174,862,242

and 2016:
December 31, 2017
Unpaid Allowance for Average Interest Cash Basis
Principal Recorded Loan Losses Recorded Income Interest
Balance Investment Allocated Investment Recognized Recognized

With no related allowance recorded:
Residential real estate

Residential mortgages $ 144,367 $ 144,367 $ - $ 146,442 $ 7975 $ 7,876

Home equity loans - - - - - -
Commercial

Real estate secured - - - - - -

Non-real estate secured - - - - - -
Consumer 868 868 - 1,551 82 82
Subtotal 145,235 145,235 - 147,993 8,057 7,958
With related allowance recorded:
Residential real estate

Residential mortgages 1,017,723 1,017,723 305,652 1,030,142 46,894 46,985

Home equity loans - - - - - -
Commercial

Real estate secured 991,632 991,632 454,486 1,014,912 26,539 24,096

Non-real estate secured - - - - - -
Consumer 38,562 38,562 11,020 40,231 265 204
Subtotal 2,047,917 2,047,917 771,158 2,085,285 73,698 71,285
Total $ 2,193,152 $§ 2,193,152 § 771,158 $ 2,233,278 $ 81,755 $ 79,243
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NOTE 3 - LOANS (Continued)

December 31, 2016 Unpaid Allowance for Average Interest Cash Basis
Principal Recorded Loan Losses Recorded Income Interest
Balance Investment Allocated Investment Recognized Recognized
With no related allowance recorded:
Residential real estate
Residential mortgages $ 269,088 $ 269,088 $ - $ 275,570 $ 14,624 $ 14,644
Home equity loans 8,644 8,644 - 10,066 478 483
Commercial
Real estate secured 446,775 446,775 - 460,598 21,907 20,072
Non-real estate secured 26,741 26,741 - 39,629 403 428
Consumer 31,031 31,031 - 36,392 333 423
Subtotal 782,279 782,279 - 822,255 37,745 36,050
With related allowance recorded:
Residential real estate
Residential mortgages 1,041,988 1,041,988 310,184 1,053,449 47,952 48,040
Home equity loans - - - - - -
Commercial
Real estate secured 1,077,071 1,077,071 364,816 1,094,656 32,621 32,465
Non-real estate secured - - - - - -
Consumer 13,232 13,232 13,232 13,341 58 52
Subtotal 2,132,291 2,132,291 688,232 2,161,446 80,631 80,557
Total $ 2914570 $ 2,914,570 $ 688,232 $ 2,983,701 § 118,376 § 116,607

The recorded investment in loans excludes accrued interest receivable and loan origination fees, net due to immateriality. For
purposes of this disclosure, the unpaid principal balance is not reduced for partial charge-offs.

Nonaccrual loans and loans past due 90 days still on accrual include both smaller balance homogeneous loans that are collectively
evaluated for impairment and individually classified impaired loans.

The following tables present the recorded investment in nonaccrual and loans past due over 90 days still on accrual by class of
loans as of December 31, 2017 and December 31, 2016:

Residential real estate
Residential mortgages
Home equity

Commercial
Real estate secured
Non-real estate secured
Municipal loans

Consumer

2017

Loans Past

Due Over 90
Days Still
Nonaccrual Accruing
$ 51,900 $ -
564,146 -
5,845 -
$ 621,891 § -

2016
Loans Past
Due Over 90
Days Still
Nonaccrual Accruing
$ 56,249 $ -
397,283 -
1,762 -
$ 455,294 § -
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NOTE 3 - LOANS (Continued)

The following table presents the aging of the recorded investment in past due loans by class of loans as of December 31, 2017 and
2016:

30 -89 Days Greater than 89 Loans Not Past
December 31, 2017 Past Due Days Past Due Total Past Due Due
Residential real estate
Residential mortgages $ - $ 51,900 $ 51,900 $ 65,138,084
Home equity 39,331 - 39,331 12,467,577
Commercial
Real estate secured 1,012,338 564,146 1,576,484 49,503,327
Non-real estate secured - - - 20,858,857
Municipal loans - - - 37,035,639
Consumer 25,979 5,845 31,824 10,111,522
$ 1,077,648 $ 621,891 $ 1,699,539 $ 195,115,006
December 31, 2016
Residential real estate
Residential mortgages $ - $ 56,249 $ 56,249 $ 54,493,511
Home equity - - - 12,591,684
Commercial
Real estate secured - 397,283 397,283 47,799,124
Non-real estate secured - - - 17,311,477
Municipal loans - - - 32,546,951
Consumer 6,837 1,762 8,599 9,657,364
$ 6,837 $ 455294 $ 462,131 $ 174,400,111

Troubled Debt Restructurings:

The Company has allocated $505,000 and $543,000 of specific reserves to customers whose loan terms have been modified in
troubled debt restructurings as of December 31, 2017 and 2016. Of these reserves, $380,000 and $373,000 represent reserves on
collateral dependent troubled debt restructures. The outstanding balance of such loans was $732,000 at year-end 2017. The
Company committed to lending additional amounts of $0 and $12,000, as of December 31, 2017 and 2016 respectively, to
customers with outstanding loans that are classified as troubled debt restructurings.

The modifications of the terms of such loans included one or a combination of the following: a reduction of the stated interest rate
of the loan, an extension of the maturity date at a stated rate of interest lower than the market rate for new debt with similar risk,
capitalization of interest due or a nominal principal advance to enhance collectability of the debt.

Modifications involving a reduction of the stated interest rate of the loan were for periods ranging from 12 months to 30 years.
Modifications involving an extension of the maturity date were for periods ranging from 12 months to 30 years.

There were no troubled debt restructures during the year ending December 31, 2017. During 2016, 1 commercial real estate loan
was modified. The pre-modification outstanding recorded investment on this modified loan was $41,900 and the post-modification
outstanding recorded investment was $13,500. This troubled debt restructuring increased the allowance for loan losses by $13,500
and resulted in a charge-off of $9,000 during the year ending December 31, 2016

There were no troubled debt restructurings in payment default within twelve months following the modification during the year
ending December 31, 2017 and December 31, 2016. A loan is considered to be in payment default once it is 90 days contractually
past due under the modified terms.
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NOTE 3 - LOANS (Continued)
Credit Quality Indicators:

The Company categorizes loans into risk categories based on relevant information about the ability of borrowers to service their debt
such as: current financial information, historical payment experience, credit documentation, public information, and current economic
trends, among other factors. The Company analyzes loans individually by classifying the loans as to credit risk. This analysis
includes credit relationships with an outstanding balance greater than $150,000 and non-homogeneous loans, such as commercial
and commercial real estate loans. This analysis is performed annually, at renewals, and when new information on a credit is learned.
The Company uses the following definitions for risk ratings:

Special Mention: Loans classified as special mention are included on the watch list, have identifiable weaknesses
and are reviewed quarterly for impairment. If left uncorrected, these potential weaknesses may result in deterioration
of the repayment prospects for the loan or of the institution's credit position at some future date. Not rated loans that
are past due 30-89 days are also included in this category.

Substandard: Loans classified as substandard are considered very high risk, included on watch list, have well-
defined weaknesses, normal repayment is in jeopardy and they are reviewed quarterly for impairment. Not rated
loans that are more than 89 days past due are included in this category.

Impaired Non-Accrual: Loans classified as impaired non-accrual are very high risk and are in non-accrual status.
These loans have significant weaknesses making full collection of interest unlikely.

Doubtful: Loans classified as doubtful have all the weaknesses inherent in those classified as impaired non-
accrual, plus significant weaknesses making full collection through payment or liquidation questionable and
improbable. The bank had no doubtful loans in 2017 and 2016.

Loans not meeting the criteria above, that are analyzed individually as part of the above described process, are considered to be
pass rated loans. Municipal loans are primarily short-moderate term loans to municipalities related to maintenance or improvement
projects that are funded by approved special tax assessments. The Company reviews updated financial information on long-term
issues periodically. Groups of homogeneous loans and municipal loans are not rated and are listed as pass.

Based on the most recent analysis performed, the risk category of loans by class of loans is as follows:

Impaired
December 31, 2017 Pass Special Mention Substandard Non-Accrual Total
Residential real estate
Residential mortgages $ 63,975,994 $ 1,162,090 $ - $ 51,900 $ 65,189,984
Home equity 12,467,577 39,331 - - 12,506,908
Commercial
Real estate secured 48,224,781 1,963,378 327,506 564,146 51,079,811
Non-real estate secured 20,858,857 - - - 20,858,857
Municipal loans 37,035,639 - - - 37,035,639
Consumer 10,072,092 65,409 - 5,845 10,143,346
Total $ 192,634,940 $ 3,230,208 $ 327,506 $ 621,891 $ 196,814,545
Impaired
December 31, 2016 Pass Special Mention Substandard Non-Accrual Total
Residential real estate
Residential mortgages $ 53,182,435 §$ 1,311,076 $ - $ 56,249 $ 54,549,760
Home equity 12,583,040 8,644 - - 12,591,684
Commercial
Real estate secured 45,343,606 1,950,648 504,870 397,283 48,196,407
Non-real estate secured 17,284,736 26,741 - - 17,311,477
Municipal loans 32,546,951 - - - 32,546,951
Consumer 9,613,102 51,099 - 1,762 9,665,963
Total $ 170,553,870 $ 3,348,208 $ 504,870 $ 455294 $ 174,862,242
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NOTE 4 - PREMISES AND EQUIPMENT
Premises and equipment are summarized as follows:

2017 2016
Land $ 1,785,136 $ 1,785,136
Buildings 9,534,803 9,265,933
Furniture and equipment 2,877,860 5,625,464
14,197,799 16,676,533
Less: Accumulated depreciation (6,221,952) (8,605,995)
$ 7,975,847 3 8,070,538

NOTE 5 - DEPOSITS
Time deposits of $250,000 or more were $1,682,000 and $1,823,000 at year-end 2017 and 2016, respectively. Scheduled
maturities of all time deposits for the next five years and thereafter are as follows:

2018 $ 13,693,023
2019 3,056,068
2020 1,143,977
2021 371,076
2022 1,430,540
Thereafter 699,894

The Company held deposits of approximately $2,221,000 and $2,911,000 for related parties at December 31, 2017 and 20186,
respectively.

NOTE 6 - FEDERAL HOME LOAN BANK ADVANCES

Advances from the Federal Home Loan Bank were $30,000,000 and $18,663,000 at year-end 2017 and 2016, respectively. The
weighted average fixed interest rate of outstanding advances was 1.76% and 1.54% at year-end 2017 and 2016, respectively.

Advances are payable at maturity dates, or prior with penalty for prepayment. The advances were collateralized by $55,460,000
and $47,330,000 of first mortgage loans under a blanket lien arrangement at year-end 2017 and 2016, respectively.

Scheduled maturities and required payments over the next five years and thereafter:

2018 $ 16,000,000

2019 2,000,000
2020 -
2021 -
2022 5,000,000
Thereafter 7,000,000

$7,000,000 of advances are “Putable” advances which provide the Federal Home Loan Bank (“FHLB”) the option to convert the
entire advance to an Adjustable Rate Advance at certain dates beginning in 2021. The advances are fixed rate advances until that
time. If the FHLB exercises its option, the Company may pay off the advance without penalty. These advances have final maturity
dates in 2026

The Company's Federal Home Loan Bank Overdraft Line of Credit had a balance of $0 at year-end 2017 and 2016.
NOTE 7 - RETIREMENT PLAN

The Bank sponsors a 401(k) savings plan that allows eligible employees to contribute a percentage of their annual compensation.
The Bank matches a portion of the participant's contribution, up to plan-specified maximums. The Bank contributed $71,000 and
$60,000 to the plan during 2017 and 2016, respectively. The Bank may also elect to make a profit-sharing contribution to the Plan.
Additionally, retirement benefits are provided to substantially all employees under a discretionary profit-sharing and employee
stock ownership plan (ESOP). The Bank recognized expense of $205,000 and $190,000 during 2017 and 2016, respectively,
related to the profit-sharing plan, which includes contributions to the ESOP of $130,000 and $120,000 in 2017 and 2016,
respectively.
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NOTE 8 - FEDERAL INCOME TAXES

On December 22, 2017, H.R.1, commonly known as the Tax Cuts and Jobs Act (the “Act”) was signed into law. Among other
things, the Act reduces the Bank's corporate federal tax rate from 34% to 21% effective January 1, 2018. As a result, the Bank is
required to re-measure all of the deferred tax assets and liabilities using the enacted rate at which it expects them to be recovered
or settled which is now the reduced federal tax rate. The adjustment required from that re-measurement is recorded in the
current period as additional income tax expense or benefit. The re-measurement resulted in a benefit of $28,000 in 2017.

The provision for income taxes is summarized as follows: Year ended December 31
2017 2016
Current $ 286,241 $ 334,000
Deferred (56,000) (154,000)
Benefit due to enactment of federal tax reform (28,000) -
$ 202,241 $ 180,000

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities
for financial reporting purposes and the amounts used for income tax purposes. Significant components of the Bank's deferred
tax assets and liabilities are as follows:

December 31

2017 2016
Deferred income tax assets:
Allowance for loan losses in excess of deductible amounts $ 205,000 $ 300,000
Post retirement benefits 52,000 91,000
Accrued liabilities 86,000 103,000
Other 27,000 34,000
370,000 528,000
Deferred income tax liabilities:
Prepaid expenses (29,000) (45,000)
Book-tax basis differences on property and equipment (208,000) (154,000)
Unrealized gains on securities (68,000) (121,000)
Mortgage servicing rights (81,000) (133,000)
Other (29,000) (54,000)
(415,000) (507,000)
Net deferred income tax assets/(liabilities) $ (45,000) $ 21,000

At December 31, 2017 and December 31, 2016 there were no unrecognized tax benefits recorded. The Bank does not expect
the amount of unrecognized tax benefits to significantly change within the next twelve months. There were no interest or
penalties recorded during 2017 or 2016. The company is subject to U.S. federal income tax and is no longer subject to
examination by taxing authorities for years before 2014. At December 31, 2017, the Bank has $2,328,000 of alternative minimum
tax credit carryforwards which do not expire and are now carried as tax receivables on the balance sheet since, under the new
federal law, the Bank expects to recover the entire amount by 2022 via reduction of regular tax liability or refund.

A reconciliation of the difference between federal income taxes and the amount computed by applying the statutory rate are as
follows:
Year ended December 31

2017 2016
Taxes at statutory rate $ 777,000 $ 668,000
Effect of tax-exempt interest (460,000) (450,000)
Effect of BOLI income (59,000) (60,000)
Benefit due to enactment of federal tax reform (28,000) -
Other (27,759) 22,000
$ 202,241 $ 180,000
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NOTE 9 - LOAN COMMITMENTS AND STANDBY LETTERS OF CREDIT

Some financial instruments, such as loan commitments, credit lines, letters of credit, and overdraft protection, are issued to meet
customer financing needs. These are agreements to provide credit or to support the credit of others, as long as conditions
established in the contract are met, and usually have expiration dates. Commitments may expire without being used. Off-balance
sheet risk to credit loss exists up to the face amount of these instruments, although material losses are not anticipated. The same
credit policies are used to make such commitments as are used for loans, including obtaining collateral at exercise of the
commitment.

At December 31, 2017 and 2016, the Bank had commitments to fund loans to customers and available unused lines of credit of
$19,752,000 and $18,125,000, respectively. Commitments under outstanding standby letters of credit amounted to $337,000 and
$1,405,000 at December 31, 2017 and 2016, respectively.

NOTE 10 - REGULATORY MATTERS

Banks are subject to regulatory capital requirements administered by federal banking agencies. Capital adequacy guidelines and
prompt corrective action regulations involve quantitative measures of assets, liabilities, and certain off-balance sheet items
calculated under regulatory accounting practices. Capital amounts and classifications are also subject to qualitative judgments by
regulators. Failure to meet capital requirements can initiate regulatory action. The final rules implementing Basel Committee on
Banking Supervision's capital guidelines for U.S. banks (Basel Ill rules) became effective for the Bank on January 1, 2015 with full
compliance with all of the requirements being phased in over a multi-year schedule, and fully phased in by January 1, 2019. The
net unrealized gain or loss on available-for-sale securities is not included in computing regulatory capital. The table below presents
capital adequacy information assuming full phase-in of these new requirements, which includes the full 2.50% capital conservation
buffer which will be required as of January 1, 2019. The capital conservation buffer for 2017 is 1.25% and for 2016 is 0.625%.
Management believes, as of December 31, 2017 and December 31 2016, the Bank meets all capital adequacy requirements to
which it is subject.

Prompt corrective action regulations provide five classifications: well capitalized, adequately capitalized, undercapitalized,
significantly undercapitalized, and critically undercapitalized, although these terms are not used to represent overall financial
condition. If adequately capitalized, regulatory approval is required to accept brokered deposits. If undercapitalized, capital
distributions are limited, as is asset growth and expansion, and capital restoration plans are required. At year-end 2017 and 2016,
the most recent regulatory notifications categorized the Bank as well capitalized under the regulatory framework for prompt
corrective action. There are no conditions or events since that notification that management believes have changed the institution's
category.

Actual and required capital amounts (000's omitted) and ratios at year-end are presented below:

To Be Well
Required Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Regulations
Amount  Ratio Amount Ratio Amount Ratio
2017
Total capital to risk-weighted assets: $ 30,987 17.19% $ 18,926 10.50% $ 18,025 10.00%
Tier 1 (Core) Capital to risk-weighted assets: 29,612 16.43 15,321 8.50 14,420 8.00
Common Tier 1 to risk-weighted assets (CET1) 29,612 16.43 12,617 7.00 11,716 6.50
Tier 1 (Core) Capital to average assets: 29,612 9.33 20,633 4.00 15,872 5.00
2016
Total capital to risk-weighted assets: $ 27,645 16.79% $ 17,293 10.50% $ 16,470 10.00%
Tier 1 (Core) Capital to risk-weighted assets: 26,359 16.00 13,999 8.50 13,176 8.00
Common Tier 1 to risk-weighted assets (CET1) 26,359 16.00 11,529 7.00 10,705 6.50
Tier 1 (Core) Capital to average assets: 26,359 8.57 20,001 4.00 15,386 5.00
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NOTE 11 - FAIR VALUE

Fair value is the exchange price that would be received for an asset or paid to transfer a liability (exit price) in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date. There
are three levels of inputs that may be used to measure fair values:

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

Level 2 — Significant other observable inputs other than Level 1 prices such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data.

Level 3 — Significant unobservable inputs that reflect a company’s own assumptions about the assumptions that
market participants would use in pricing an asset or liability.

The Company used the following methods and significant assumptions to estimate the fair value of each type of financial instrument:

Securities: The fair value for securities are determined by quoted market prices, if available (Level 1). For securities where quoted
prices are not available, fair values are calculated based on market prices of similar securities (Level 2). For securities where quoted
prices or market prices of similar securities are not available, fair values are calculated using discounted cash flows or other market
indicators (Level 3). Discounted cash flows are calculated using spread to swap and Treasury curves that are updated to incorporate
loss severities, volatility, credit spread and optionality. During times when trading is more liquid, broker quotes are used (if available)
to validate the model. Rating agency and industry research reports as well as defaults and deferrals on individual securities are
reviewed and incorporated into the calculations. The Company had no securities designated as Level 3 securities at year-end 2017
and 2016.

Impaired Loans: The fair value of collateral dependent impaired loans with specific allocations of the allowance for loan losses is
generally based on recent real estate valuations. These valuations 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
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. Impaired loans are evaluated on a
quarterly basis for additional impairment and adjusted accordingly.

Other Real Estate Owned: Assets acquired through or instead of loan foreclosure are initially recorded at fair value less costs to sell
when acquired, establishing a new cost basis. These assets are subsequently accounted for at lower of cost or fair value less
estimated costs to sell. Fair value is commonly based on recent real estate valuations which are updated no less frequently than
annually. These valuations 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. Real estate owned properties are evaluated on a quarterly basis for
additional impairment and adjusted accordingly.

Valuations for both collateral-dependent impaired loans and real estate owned are performed by certified general appraisers (for
commercial properties), certified residential appraisers, state licensed appraisers or licensed realtors (for residential properties)
whose qualifications and licenses have been reviewed and verified by the Company. Once received, an adminstrator level or higher
reviews the assumptions and approaches utilized in the valuation as well as the overall resulting fair value in comparison with
independent data sources such as recent market data or industry-wide statistics. On an annual basis, the Company compares the
actual selling price of collateral that has been sold to the most recent valuation to determine what additional adjustment should be
made to the valuation to arrive at fair value. The most recent analysis performed indicated that a discount of 20% should be applied.
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NOTE 11 - FAIR VALUE (Continued)

Assets and liabilities measured at fair value on a recurring basis are summarized below:

Fair Value Measurements at December 31 using:

2017 Carrying Value Level 1 Level 2 Level 3
U.S. Government and federal agency $ 8,057,577 $ - $ 8,057,577 $ -
State and municipal 50,502,624 - 50,502,624 -
Mortgage-backed, residential 8,428,531 - 8,428,531 -
Corporate 4,198,096 - 4,198,096 -
Asset-backed securities 94,247 - 94,247 -
Available-for-sale securities $ 71,281,075 $ - $ 71,281,075 $ -
2016
U.S. Government and federal agency $ 11,394,327  $ 5,748,594 $ 5,645,733 $ -
State and municipal 48,953,208 - 48,953,208 -
Mortgage-backed, residential 10,734,744 - 10,734,744 -
Corporate 1,252,824 - 1,252,824 -
Asset-backed securities 177,724 - 177,724 -
Available-for-sale securities $ 72,512,827 $ 5,748,594 $ 66,764,233 $ -
Assets measured at fair value on a non-recurring basis are summarized below:
December 31, 2017 Level 1 Level 2 Level 3
Impaired Loans
Residential mortgages $ $ $ 351,962
Commercial
Real estate secured - -
Non-real estate secured - -
Total impaired loans - 351,962
Other Real Estate Owned
Commercial real estate - -
Total impaired loans / other real estate owned $ $ - $ 351,962
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NOTE 11 - FAIR VALUE (Continued)

December 31, 2016 Level 1 Level 2 Level 3

Impaired Loans

Residential real estate

Residential mortgages $ $ $ 302,172
Commercial

Real estate secured - - 127,660

Non-real estate secured - - 15,707

Total impaired loans - - 445 539

Other Real Estate Owned

Commercial real estate - - 12,000

Total impaired loans / other real estate owned $ - 3 - $ 457,539

As discussed previously, the fair values of impaired loans carried at fair value are determined by third party appraisals. Management
makes adjustments to these appraised values based on the age of the appraisal. The following table presents quantitative
information about level 3 fair value measurements for the larger or more complex classes of financial instruments measured at fair
value on a non-recurring basis:

Unobservable Range
December 31, 2016 Fair Value  Valuation Technique Input(s) (Weighted average)

Management discount
for property type and
recent volatility

10% - 20%
(17%)

Sales comparison

Impaired loans - commercial real estate  $ 127,660
approach

Impaired loans, which are measured for impairment using the fair value of the collateral for collateral dependent loans, a level 3
value, had a carrying amount of $732,000 prior to a valuation allowance of $380,000 at December 31, 2017, resulting in an additional
allocation for loan losses of $90,000 for the year ending December 31, 2017. At December 31, 2016, impaired loans had a carrying
amount of $819,000, prior to a valuation allowance of $373,000, resulting in a reduction of allocation for loan losses of $22,000 for
the year ending December 31, 2016.

Other real estate owned, with a valuation reserve, measured at the lower of carrying or fair value less costs to sell, a level 3 value,
had a net carrying amount of $0, at December 31, 2017. As of December 31, 2016, the net carrying amount was $12,000, which is
made up of outstanding balance of $12,000, net of a valuation allowance of $0, resulting in a write-down of $0 for the year ending
December 31, 2016.
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NOTE 11 - FAIR VALUE (Continued)

The methods and assumptions, not previously presented, used to estimate fair value are described as follows:

Carrying amount is the estimated fair value for cash and cash equivalents, interest-bearing deposits, short-term borrowings,
accrued interest receivable and payable, and variable rate loans or deposits that reprice frequently and fully. The methods for
determining the fair values for securities were described previously. For fixed rate loans or interest-bearing deposits and for
variable rate loans or deposits with infrequent repricing or repricing limits, fair value is based on discounted cash flows using current
market rates applied to the estimated life and credit risk. Fair value of debt is based on current rates for similar financing. It was not
practicable to determine the fair value of FHLB stock due to restrictions placed on its transferability. The fair value of off-balance
sheet items is not considered material.

The carrying amounts and the estimated fair values of financial instruments are summarized as follows:

Assets:

Cash and cash equivalents
Interest-bearing deposits

Securities - held-to-maturity

Securities - available-for-sale

Federal Home Loan Bank stock

Loans, net

Accrued interest receivable
Liabilities:

Deposits

Federal Home Loan Bank advances

Accrued interest payable

2017 2016

Carrying Estimated Carrying Estimated

Amount Fair Value Amount Fair Value
$ 10,029,000 $ 10,029,000 $ 11,275,902 $ 11,276,000
28,181,000 28,075,000 30,862,000 30,256,000
325,049 333,000 1,055,314 1,070,000
71,281,075 71,281,000 72,512,827 72,513,000
1,580,800 NA 1,580,800 NA
195,439,526 195,362,000 173,576,153 173,430,000
1,344,219 1,344,000 1,163,280 1,163,000
$ 264,806,644 $ 264,820,000 261,258,236 261,161,000
30,000,000 29,538,000 18,663,000 18,526,000
45,628 46,000 37,330 37,000
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Hastings City Bank, a
subsidiary of HCB Financial

Corp., operates seven

full-service banking offices.

L ocations

1. Hastings 3. Bellevue 5. Caledonia 7. Marshall

150 West Court Street 111 East Capital Avenue 9265 Cherry Valley SE 124 West Michigan Avenue
Hastings, Ml 49058 Bellevue, M| 49021 Caledonia, Ml 49316 Marshall, Ml 49068
269-945-2401 269-763-9418 616-891-0010 269-558-0994

888-422-2280

2. Middleville 4. Nashville 6. Wayland
435 Arlington Street 310 North Main Street 156 West Superior Street
Middleville, Ml 49333 Nashville, Ml 49073 Wayland, M| 49348

269-795-3338 517-852-0790 269-792-6201
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