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SELECTED FINANCIAL INFORMATION

{in thousands, except for per share data)

1995
RESULTS OF OPERATIONS
Interest Income + 4,069
Intarest Expense 1,914
Met Interest Income 2,155
Provision for Loan Losses {36)
Cther Income 185
Cther Expenses 2118
Income Before Income Taxes 318
Income Taxes B85
ket Income i 253
PER SHARE DATA
Met Income / (Loss) Per Share 0.07
Book Valus Per Share 0.87
BALAMNCES AT YEAR END
Total Assets 42 545
Loans, Met of Unearned Fees 20514
Total Deposits 39,594
Shareholders' Equity 3,039

SELECTED STATISTICS (IN PERCENTAGES)

Return on Average Assets 0.56
Heturn on Average Equity 5.80
Average Equity to Averags Assats 6.47
ket Interest Margin 4.51
Interest Income to Average Earning Assets £.84

Non-accrual Loans 90+ Days to Average Assets (.24

1894

S 4,081
1,674

2 467
88

201
3,780
(1,200}
(325
(875)

{0.27)
0.81

45,708
32.914
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American Pacific Bank

INTRODUCTION

American Pacific Bank was organized and continues to operate under the
laws of the srare of Oregon. The Bank is 2 member of the Federal Reserve
Bank of San Francisco, and all deposits are insured by the Tederal Deposic
Insurance Corporation. American Pacific Bank srock has been on

WASDAD (Symbol AMPBA) since 1989,

Arocrican Pacific was formed in 1979 o provide banking services to the
rural comtounities of Aumsville and Mill Cicg, Oreson. Since that tine,
the Bank is continuing to evolve trom its heginnings as 2 small communicy
hank into an institution with the strength to have an impact in the
financial commnunity within the Pacific Rim, The scope of the Bank has
increased (o not only satisfy the needs of the people where i originared, but
ro also provide real estare, commercial and persunal lending services
throughout Cregon and Southwest Washingron. Exccutive offices, includ-
ing a full service real estare lending production offices, have been estab-
lished in the financial district of Partland.

Today, the Bank has a reputation of providing fricndly, personal and effi-
cient service ta customers living throughout Oregon and Southwest Wash-
ington in the areas of construction lending, commercial loans, permanent
mortgages, business financing, and consumer loans. Awmerican Pacitic
Bank’s furure will continue o be characrerized by continued growth and
SUCCEsS.



“Our high standards of

service and personal touch

will continue (o set us
apart from other banking

institutions i our market.”

CHATEMAN'S MESSACE

Dear Shurcholders an Friende:

1 is with great pleasurs Uhat | share the many highlighis and successes of Awerican Pacific
Bank’s preceding vear. Tam eager to announce thar the goals and expecrations set for 1995
were exceeded. | can confidencly add that the many secomphishments of American Pacilic
Bunk in 1993 are due o Lhe solid structure and strong setse of morule wmong the Bank's
emplovees. I is arrrihores such as Uhese which lead me ra high expectations of suceess for
American Pacific Bunk in the fumre,

The Tank successtully recovered from a loss in 1994 due o rapid and unprecedented
increwses in inferest rates Lhroughoue the vear. In 1993, the Bank reported o nee profir of
5133,04 L, or $.07 per share, caompared 1o u loss of FRT3.815, ar 527 loss per shure, in 1994
The Banks profit in 1995 was made possible throurh o combined effore from all depart-
et oy merease profitabilicy uod minimize riske,

Iry 1995 the Bunk created a Private Bunking Deparrment in the Pordand Office, which has
proved o be very promismg, Trom che anset of the program in mid-vear, the deparnnomt
bias ncquired new customers trom cthe Pacific Rim region and s continally seeking ways in
which to increase business relations with them, Tn addition ra enhancing its offores in the
local market arew, munagement has made plans of tupping into che Asian marked, in which
the Bank has a competitive vdge in language shills

American Pacific Bank lws proven thac in offering personulized bunking servnices, profiL-
akility cun be improved. Management und seaff have waorked togelier in lubeling Ameri-
can Pacific Bank o unique instiration. Our high seandards of service and persoral touch
will conrinue o ser us apart rom other banking instilutions in our market. We are looking
forwurd ro fulfilling che demand of personalized banking, as well as incressing proficalbalite
in 149,

Yourr continuing interest and supporr is greadly spprociaced.

Fai T Chan
Chewrmam




PRESIDENT'S MESSALGE

Dear Shareholders and Frivnds:

The stability Americun Pucific Bunk expenienced in 1923 will lead the way toa successiul
1996 The Bank has remained competitive i its marker, and has proved 1o be progressive,
accurding tovarious mrics of rhe Bank. | am proud to urmounce chat che Banks Lguidice
antl cash flew prew twice as stromg throughour 1995, Burthermore, | am confident chat our
enrire lnan portfolio will continue in che end of being one of rhe souncdest wineng peer
banks. danugement and seaff have worked dilizently to enable the success of each depact-
wenil. I exceodine our geals ser in 1993, the prediciion of continued groweh and prafir-
ability in 1996 hecomes more attainable,

A straregically planned i 1993, the Bank sold approximacely 311 millian in parcially
secured crudit curds, while mainraining appeaximately $9 willion in fully andfar parrially
secured credit card sccounts, Selling the credit card accounts was carelully planned for the
henefic of managing the Bank’s wrowth while cnsuring momimal risk to the eredit card
purttolio. Through this sale, the Bank has achicved an enhunced asset qualicy withaut
cacrilicing profitability. We cxpect thar this strategy will pasitively impact the overall
condition of rhe Bank.

Once again, aur Coostructicn: Loun Depuromene experienced a successful yvear i 1995,

The depurtment’s effores were reflected in approximately $19 million in commirments for,

1995 The Construction Loan Department has set a profitable vend of pusiovely effecring
Banlk earnings, while successtully bearing no losses In addicon ra mestitie e ket
demunds, che Banlehas implamented a Peranetn Muortgage Loan Program wichoat raking
Toryg-term interest rate Tisks: The Constructon Loan Departmernt roinsins to be oo essen-
teal facer of American Pacilic Bank succoeas.

American Pacific Bank’s emplovess have defined cthe troe mesning of rearmsweork and have
sicessiully incorporated this pracrice woro their daily rourines. This Lus been w contmibur-
mg facrar 1o the Mesible Tnuncisl position snd seructuee of che asaat/liakility nianasement
and s reflected in rhe ewcellenr level of ssser gualive Qur effective and persnnalized
customner service fulfills o growing demand wichin the indosory, 83 evidenced in the success
of the Bank in 1993 Maintuinmg our high standards of service, while perpetuaring
strateuic management, will ensure the continued success of American Facific Tank i
Faars i vown.

I Took farward to w profituble vear for Amenecan Facific Bank, ity sharcholders and
customers. Thank you fot your comtinued support:

David "1 Clen
Pregicdent and Chief Exective O ficer

“Our effective and
personalized customer
service fulfills a prowing
demand within the
mdustry, as evidenced in
the success of the Bank in

1995 "




AMERICAN PACIFIC BANK
BOARLD OF DIRECTORS & MANAGEMENT

The Board of Dirccrors and managerent of Ametican Pacific
Bank is camprized af the [llowing persons, all of whom ate
cminently qualilicd in their mdividual areas of responsibilityg
The multi-culaal sareee of rhis groue brings o unigue and
effecrive perspective o b Bunk’s duily operations and its lang
tenn strutedics. Lnlike most financial insrirucions, the Board
MMembers of American Facific Bank and members of senior
managament are active and well known not only o rhe Tocal
comnunitics, but alse in the business and palitical cnvinon-
ments of the Far Easr.

BOARD OF DIRECTORS

Tar 11, Chan: Chatrman of the Board

' Baised in Hong Kaong,
where he was educaled
aL 5. Juseph College,
Mr. Chan moved ro Eo-
gland and graduated
Frean Mortbiwestern Paly-
technic with a desree in
husiness managenient
and cotmerce. He en-
tered the financial
COTMUNICY A3 A Invesi-
ment banker und even-
tually  became  che
principal in a Hang
Kong hased securirics

firm.

bfe. Clyan became Chaic-
man of American Pacific
Banlk i [957 when e was still called Santiam Valley Fank atud
an the verge of failure. He assemblad 4 completely new
nuanagemenr ream and aumediately began a restructuring pro-
ciss, Thar process has evelved to the poin: where roday the
Bank’s assets Love grown from 32 millin o well cver 540
millioe the significant loss posivion af 1986 has wored inte s
profin; and, the sscurities trade within the NASDAG system.

Mr Chan is equally ut home in the husiness world of the Tlnired
Stares, Cuareada, Curepe, and the Far East. He Brings invaluable
expertise onan international level o Americun Pacific Bank.,

Ukawid T, Cherni Presielent, (Uhief Execatve Oy
and Metnber of the Board of Directors

Mr. Clien began his career with the National Bank of Cun-
meree (luter ¢alled Ranier Bank} in Seanle, Washingon m
1966, [n 1970, he entered the public sevior serving us the
Firsance Direcior fur various municipalivies, The most regent of
these was the ciey of Beaverron, Oregnn where he was directly
responsible for managing rhar ciegs $60 million annoal badeee
He wis appointed by Prosident Besgan’s adininstration o an
administpative post within the Tarmers Tome Admumnizrration

of the TLE. Deparrment
of Agriculiyre in 19485,
el wssummed che position
of Oregon Srare Direc-
tar. Llnder the admimis-
tration of Presidenr
Tsh; he was elaviaied o
Lhe position of Associane
Adminjstrator in Wash-
ingron, 10 In sl ca-
pacity he wssisted the
Administrator in manag-
ing ihe Federul
Crovernunent's chief agri-
culture and rural devel-
ppment agency, with
more thun [2,000 em-
plovees, X200 field ol-
Fices navictwide and
loan portfelio exceeding $50-killion, with un unnual budger of
approximately $10 billion,

Mlr. Chen received his Muoster of Axts in Political Science fram
the Universicy of Oregan, his Bachelor of Ars i Mathomarics
trom the University of Washingron, and o Bachelor of Arrs in
Fulklic Adminisiation from the Taean Narional Chueng Hsing
Uneversicy. o acdlition o his responsibilicies with the lhank,
Sle Chen is active 1o the Porrland communiny whers lie servis
vrt the Board of Directoms of bolls The Lodves and Fishes, Tne,
and Uinired Was.

Fichard Y. Cheong: Senior Vice Presilene, Ohief Finaneial
Officer and Member of the Boand of Divecions

Mr. Cheong boegun his
curcer with Archur An-
derzen & Company in
1955, a3 a wmember of the
Manapement Informa-
tion Consulring Livi-
sicn, [ that capacity, he
suceesslully mannged
complex syarems devel-
opment projects His ne-
sponsihilitics included
priparition and
implemenration of the
progects, inoaddition to
supervision of the sraff
assipned o the underiak-
ing. Prior o joining the
bank, Mr Cheong was
AN investmient manager
wirh a Japanese real estate svndication company Tar tivo veurs.

e joined the bank i 1991 and has since been elevated e has
preseql position, As Senior Vice President;, Mr Cheong’s ve-
sponsibilitics mnchide both supervision of all personnel and ac-




counttabiliy for all finsncial aod accounting aspeers: of the

Bank.

WMr. Cheong holds o Mascers of Business: Administeation in Fi-
tance from the University of Cregon and a Bachelor of Business
Achuindstration in Firsnee alse o the Universiey of Oregon. He
iz active in the local comnunicy a3 a member of che Wiorld Affairs
Couneil s the Oregon Nanthwest China Couneil,

Alesander B Korelin: Member of the Maard of Diveciors

Mr Eorelin hus served on
the Board of Directors
since 1988, Tle has been
involved in the financial
COTHITUTILY S0 Tukly-
ing hia MDA in Tncermna-
tiohal Trade and Fnance
from the Universicy of
Fuger Sound. Tle has
served a5 a consultant o
large publicly traded
commpanies, forcim bused
stacl exchanges, and pri-
vale businesses since
founding his own fimn m
1952, Beouuse of Mr
Korelina experience and
cducation, he conlinues
to provide the senier
management of the Bank
with valualde input re-
carding Jday ro dav eperations and futre objectives,

Mr Forclin ploys anactive mele in comwndly service bath in
Crrepon and Soudvrest Washingren, e s dhe Dresident of che
Hotary Club of Greater Clack Couomey [ the pase e has seived as
Presiderst ol Portland’s Broadway Toastmasters; the Charman of the
Fellowship Comrittee of the Botary Clubs of Por lacl the Chair-
man of the -3 {Childrens Tmmunization) Tasl Force in Clak
oty anel, 5 menber of the Paand of Direcros of Grearer Clark
Conmty Rotary Chab where he was chisimnan o Comnruomnily Service.

Francisz T1 Tlendrcles: Member of the Bowrd of Divectors

Mr. Hendricks is in-
valved 1in the agricul-
rural  community  in
Aunmeville, Oregon
where he bas lived all of
his lite. He i3 a pasc
memhber of rhe Aums-
ville Schoal Board tor
eight voars where, during
his wenure, Lo served on
thie Budeel Commities
o siv years. [le s alsiooa
member af rhe Wilco
Farmers Group and the
Sublimity Hurvest Pesti-
val. He is currently a
wemher of the Board of
Mireccors of Santium
hdemorial T lospital.

MANAGEMENT

David T. Chene Presdent, Chisf Exvnctenwve Offficer
and Member of the Bard of Divectors

Richard Y. Choorue Sevior Vice Presdont, Chief Finanelal
Officer wned Member of the Beand of Direcions

David AL Christianson, [r: Senior Vice Presiden
unc Chief Credie Cfficer

W, Chriscianson has
over thicy  vears
CHPGTEEICE (11 lvanking,
holding prosressive posi-
rions as [leparcment
Headl, Division Hewd voad
Senior Loan Officer. He
has a strong backeround
in both corporare and
reul st letuling, Most
recently, he served as the
Direcior of Corporate
Banking snd Senior Vice
President of Barnert Tank
of Marton County Flor
idu: Prior 1o assutning
chut position, he was Se-
ninr Vice President of rhe
Special Assels Depart-
ment for Bamett Banl:,
Tn thar capacity, he was
responiaible [or all real esae and commercial loans which were
classificd substarcdard by the Bank. Reporing direcily 1w the
Fresident, he directly handled negociations and workoue strace-
wies for these loans. Mo Christiansan iz a member of rthe Amer-
curt Bunbers Association and beas taoghe o the Undversivy ol
Clklahama and Mowva Universioy of Fro Louderdule on the subject
of commercial lending, and real sstare lending.




YOUR MONEY AT WORK FOR YOU

Eeal estare finanve amd scoured crindi cards are our twe largea
lings of husiness. Once agam no losses were suffered in erther of
these twe porcfalios, Corsimer and business loans ke up the
remainder of the banks” loan porfelio that comrinues to srow and
ko proficable.

American Pacific Bank has foonsed on areas of lending in which rhe
misks can be minimized thriugh cyperienced decisve manaseinent and
comErrvarive undereTicing practicoes.

Real Estate Lending

The Keal Esiste Lending [Nvisiom cperates in threr areas: Cotstric-
frem Lendiang, Residential and Commercial Losn Brokering and Foesi-
dential and Cormmersial Fortfiho Londing,

A mew product Line heas been added i thie residemiial comstmaction umd
Eln::url'ﬁ'Jl.I.O iIJ:IEI.r'lS] the " Al -Ome™ Toan which iz a 'i-'l'11!~'T1'l1<:ﬂ<:|n_."p£:n1|:-1-
vent Joon that has nme clesine and ne ser of dacuiments. This prodne:
affiands us greacet compenicive advaniape when vwing for comstiuction
and or permanent business. These loame will all be salible an e
seconclary matket s thar the bank win sl loans eastly in ooder 1
maintain + high voluine of Toans for cur custimmens and prospoeces while
at the sume rime provide liguidier for funding new loans. These loans
will ranue in size from 323,000 up to $600,000 Toam commirments toe
1995 where just ooy $25,300,000,

The comuercial real estace purtfilio while eadimg che vear at approi-
mately 317 onllon i enpecied to inceease in 1996 to affer further
diversification wo the real estate portiolio as well 2 4 higher vield,

Thie majoricy of 4l our consttuction losns have a permanent loan
takeot unles iU is put ines our portfilio. The loan brokempe while
generating just over $55.000 o les ineome duritye 1995, hag been
reotpanized and i3 expecred o create mon: protie during 1996,

In all, the real estate lending departinenr senersted moexcess af
F1.357,000 m feo and interest income during 1995,

Credit Card Lending

Amenican Pacilic Bank contimins to be ane of the leadine secirid
el it card lendersin the nation. The credit cands have been markered
and serviced through a cecomized thind party compruoy, Quar sl
puaranrees g specilic mre of retum riothe banle o May of 1S the
Rank will be chaigmyg sorvicers and wnlizing 2 variery of marketing
firraw amad initiatives o improve the Bank's carnings:

Secured credic cards require the accounc helder v depasit funds with
thi: banl in an amenme equal o che erodit it of the seeowat, Thee
deposits secure the payment of the crodit casd balimees. The depuisies
presvide sigaificant protection aymmnst losses ra e bunle.

Duiring 1993, our eredic cand purtfelio (hoth secoured snd wnsecpred)
averaged over 317 million, Mure than 45,000 card helders nationwido
generated over $48.7 millicn in tramsacrions finaneed Ty rhe Bank.

Tn 1895, the Fank sold off inost of che ceedit cand scenunts that had
eraduaced won parrially wosecimed] seans

Otther Banking Services

L2 1995, the Bank cstablished o Privare Banking Department dealiog
with high et worth individuals m the Parcland wrdd TPacafic Ban
cuuntrics. Cownmercial, lnstallinent, Adjusiable Rare Mortzaptes
CARM ) and Construcnon-Permanent Morreages aue provided by the
bank. O of the new products in the secnred credic card wres s 2 *Mo
Tncome” credir cards however, an account holder must deposie 1200,
of the credit canl limic in s Jeposit account,

The Bandk is still considuring Toust Services, Tnvescment Banking Ser-
wices and Mansgement Consulting Services.

[
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AMERICAN PACIFIC BANK

INDEPENDENT AUDITOR’S REPORT
AND
FINANCIAL STATEMENTS

DECEMBER 21, 1295, 1984, ancd 1993

INDEPENDENT AUDITOR'S REPORT

MOSS ADAMS

CLEWITITRIED FUBLIC _J";{_'r_"l_‘:T,_,NI.-'\NTE

To the Boand of Tirccrors srwl Stockholders
American Facific Bunl:

W Live audired the accompuniving balance sheers of American Pacific Bank us of December31, 1995 und
1094, und the related sracements of operations, changes in stackhaolders' equiny, and cash {lows for each of
rhe three years enuded December 31, 1995, 1994, und 1993, These financial starements are the ot hilivy
of the Bank’s munageiment. Our responsibility is to cxpross an opinion on these financial statcments based on
our alits.

We conducted aur andits in accordunce witl generally accepred audiving standards. Those standands require
that we plan and perform the audits w obtain reasenable assurance ubout whether the financial statements
are free of nuaterial missratement, An audit meludes examining, onoa tesc basis, evidence supparting rthe
amounts and disclosures i the financial stacements, An audit also includes assessing the accounling
principles used and significant estiuates made by managemene, as well as evaluating the overall financiul
statement preseiation. We helieve that vur audits provide a reasonable basis for our opinicn,

Inn our opinion, Lhe financial sacements relemred 1o above present fairly, in all matenial respects, the financial
position of Amaerican Pacific Bank as of December 31, 1995 and 1994, and the results of its operations and
its cash flows for cach of the three vears ended December 31, 1995, 1994, and 1993, in conformity with
sencrully secepred accounting prineiples.

Mortland, Cregon
January 26, 1996



AMERICAN PACIFIC BANK BALANCE SHEET

YEAR ENDED DECEMBER 31

“

ASSETS 1995 1894
Cash and noninterest-bearing balances due from depository institutions % 1,498,380 4 677,982
Interest-beanng deposits due from dapository institutions 11,048,000 5.672 000
Investment securifies:

Available-for-sals 9,163,544 1,963,966
Held-to-maturity - 2,855,769

Federal Reserve Bank stock 120,700 119,300
Loans, net of allowancs for loan losses and unearnied income 20,514,489 32,813,804
Land, office building, equipment, and improvements, net 421,502 393334
Other real estate owned 98,473 93 572
Accrued interest and other assets 672787 710,134

Total assats 543,544,971 545,705,861

“

LIABILITIES AND STOCKHOLDERS’ EQUITY 1995 1994
Deposits
Moninterast bearing demand deposits $ 1,800,074 $ 1,679,758
NOW and money market accounts 7.720.034 6,218,620
Savings and time deposits 20,372,585 34,483 557
Total deposits 39,093 B03 42,381,935
Accrued interest and othar liabilities 512,374 569,118
Total liabilities 40,505,977 42,951,054
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS EQUITY
Class A common stock, no par value: 200,000,000 shares
authorized, 3,496,368 shares issued and outstanding
in 1985 (3,401,521 in 1994} 4,028,800 3,981,376
Surplus 805,000 805,000
Accurmulated deficit {1,875,701) (2,128,738}
Unrealized loss on available-for-sale securities, nat of taxes {19,105) (2.831)
Total stockholders” equity 3,038,994 2,754,807
Total liabilities and stockholders' equity 843,544 971 545,705,861

The accompanying notes are an infegral part of these financial statements,




AMERICAN PACIFIC BANK STATEMENTS OF OPERATIONS
YEAR ENDED DECEMBER 31

e s e e T e T T g e e e g w el

1995 1994 1993
INTEREST INCOME
Imterast and fees on loans 53,231,513 $3,318,125 53,683,306
Interest on investment securities
LS. Treasury seourities 22,489 15,647 -
Obligations of U.S. Govemment agencies 400,684 586 696 207,586
Other domestic taxable securities 8,014 6,847 13,540
interest on deposits due from depository institutions 406,931 153,224 ___B8.786
4 069 631 4,080,639 3.874 218
INTEREST EXPEMNSE
Interest on deposits 1,914,158 1,614,446 1,669,810
Met interast income 2155473 2,466,193 2,204 408
Frovision (adjustment} for loan losses {96,120) 88,186 277,139
Met interest income after provision
{adjustrment) for loan losses 2,251,593 2.378.007 1,927,268
NONINTEREST INCOME
Loan charges and service fees 153,406 156,380 148,576
Real estate brokerage fees, net of commissions 16,576 40,780 233,364
(5ain on the sale of securities 5 = 27,826
Other noninterest incoma 15034 4101 35,467
Total neninterest income 185,016 201,261 _ 443,233
NONINTEREST EXPENSES
Salaries and employee benefits 858 244 822,204 1,182,438
Occupancy and eguipmant expenses 275,500 228 B77 275,038
Other operating sxpanses 8283473 1,185,071 860,699
Loss on sale of available-for-sale securities - 478,831 -
Loss on sale of held-to-maturity securities - 1,075,000 -
Total noninterest expenses 2,118,214 3,780,083 2,319,076
INCOME (LOSS)

BEFORE PROVISION FOR INCOME TAXES 318,295 {1.200,815} 51,426
INCOME TAX (EXPENSE) BENEFIT {65,358) 325,000 L
NET INCOME (LOSS) £ 253,037 $ (875,815) $_ 51,426
MET INCOME (LOSS)

PER SHARE OF COMMON STOCK $ .07 5(.27) $.02

The accompanying notes are an integral parf of these financial slatements.




AMERICAN PACIFIC BANK
STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

x

WET
UNAEALIZED LOSS ON TOTAL
CDMMDN ETDGK SUBSCRIBED LINEARNED ACCUMULATED  WALABLEFNR-SALE SIDCKHOLDOERS
SHARRES EMOUNT STOCK COMPENSATION  SURPLUS TERGH SECURITIES ELUITY

BALAMCE
fi of Decembar 31, 1992 sp 475524 53107736 & (53400) & (7aO00) 5 S905.000 11,304,348 Bz %2 5R0.867
I$SUANCE OF COMMON STOCK:

Exgrciseof wartants 481,000 438,090 - - z s = 428,080
PAYMEMNT FOR SUBSCRIEED
SHARES - - 53,400 . - - - 53,400
RECOGNITION OF UNEARNED
COMPENSATION - - - 74,000 - - - 74000
HET INCOME A T F sy IS il 51.426 it 51,426
BALANCE
Az of December 31, 1993 2o566R21 3535828 - - - ons000  (1,252.923) - 5,167,903
1$SUANCE OF COMMON STOCK:

Exercise of warrants 435000 440,550 - - - = = 440,550

Public: ofteting 10,000 5,000 - - - ; - 5,000
WET CHANGE UNREALIZED
LOSS ON AVAILABLE-FOR-SALE
SECURITIES, NET DF TRXES - - - - - - {2.B31) {2431}
WET LOSS e s ¢ - - - _(ETapiE) poaii {875,215)
BALANCE
fs of December 31, 1984 3401,571 3861376 - - gOS,000  (2,426,736) (2,831 > 754,807
ISSUANCE DF COMMON STOCK:

Stock rights ofering 21,648 40,824 = - - - - 40 8e4

Public offaring 13,000 &, 500 - = - - - 6,500
MET CHANGE UNREALIZED
LOSS ON AVAILABLE-FOR-SALE
SECURITIES, NET OF TAXES - - - - = - [16:274} (16.274)
MET INCDME - by I =N : - 253,087 253.037
BALAMCE
fiz of Decambear 31, 1995 3,496,369  $4.023.800 sy $ - $305,000  S{1.875.701) $i19,105) 53,038,994

The sccompanying notes ane an integral part of these financial staforments.




AMERICAN PACIFIC BANK
STATEMENTS OF CASH FLOWS

YEAR ENDED DECEMBER 31

CASH FLOWS RELATING TO OPERATING ACTIVITIES
Met income (lass)
Adjustments to reconcile netincome (loss) to netl cash provided
By (used in) operating activities:
Gain on sale of equipment
Depreciation and amonization
Provisicn (adjustment) for loan losses
Loss on sala of held-lo-matunty securities
Loss (gain} on sale of available-for-zale securities
Loss (gain) on sale of othar real estate cwned
Loss on disposal of real estate owned
Write-down of dther real estate owned
Defarred tazes
Federal Reserve Bank stock dividend
Change in cash due to changes in certain assets and liabilities:
Decrease {increase) in accmied interest and oiher assels
Increase (decrease) inaccrued interest and other liabilities
MNet cash provided by (Used in} aparating activities

CASH FLOWS RELATING TO INVESTING ACTIVITIES
Met increase (decrease] in interest-bearing deposits
Purchases of held-to-maturity securties
Purchases of available-for-sale securitias
Froceeds from sale of held-to-maturity securities
Froceeds from maturity of availablesfor-sales securtios
Froceeds from sale of available-for-sale securities
Furchases of investment securities priar o adoption of FASE Mo, 115
FProceeds from the sale or maturity of investment securities priar

1o adoption of FASHE MNo. 115
Met (additions ) repayments of loans made to customers
Froceeds from sale of unsecured credit card partiolio
Aecovenes of charged-off loans
FPurchase of building improvements, equipment, and furniture
Proceeds from sale of fived assets
Proceeds from sale of other real estate owned

Met cash provided by (used in) investing activities

CASH FLOWS RELATED TO FINANCING ACTIVITIES
Met Increasa {decrease) in noninterest-bearng demand, NOW, money
market, and savings depasit accounts
Met increase {decrease) in tifne accounts
lzsuance of common stock
Met cash pravided by (used in) financing activities

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
GCASH AND CASH EQUIVALENTS, beginning of vear

CASH AND CASH EQUIVALENTS, end of year

SUPPLEMENTAL SCHEDULE OF CASH FLOW INFORMATICN
Cash paid for interast

SCHEDLULE OF NONCASH ACTIVITIES
Unrealized gain {lozg) on available-for-sale securities, net of tax

Transfer of securities fram held-to-maturity 1o available-for-sale
DISCLOSURE OF ACCOUNTING POLICY

1995 1994
B 253037 & (a75815)
(5,498 -
40,846 57,787
(86,120 88,186
s 1,075,000
= 478,831
. 5,567
5 358 (325.000)
(1,400] .
(18,535 292,596
(56,745) 23,087
180,243 820,339
{5,377,000) 3,748,000
: (3,941,810}
{8,112,845) {1,866,110)
L 1,425,000
1.063,365 -
2. 700,000 8074931
1,700,813 (3,027,265
10,781,546 L
3,076 73512
{26,634 [11,406)
8,042 -
A T 104,662
2,680,363 (520, 286)
1,588,306 {1,615,831)
(3.076,638) 223 502
AL 445 550
(2,340,908} {946,685
520,398 {546,638)
977,982 1,624 618
$ 1488380 % 977882
$ 1.882.013 $ 1,633,082

5 16,274

L 2,831

5 2

3 2,859,016

1993

5 51,426

7,636
277,139

(27,826
{4,764)
{10,379)
11,498

(104,343)
[512,864)
(252477

{8:.545,000)

{6,032,800)

4,849,071
(8,558,583)
9,332,225

{23,099)
29,603

(9,348,593)

840,208
8,283,184
555,490

_9.558,882

57812
1.566 806

$ 1.824618

5 1436617

ARSI

For purposes of reporting cash flows, cash and cash equivalents include: cash and noninteresi-beanng balances due from depository

ingtituiians.

The accompanying noles are an integral part of these financial stalements.



AMERICAN PACIFIC BANK NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1995, 1994, and 1993

NOTE1 ORGAHIZATION AND SUMMARY OF SIGHIFICANT
ACCOUNTING POLICIES

{a) Organization

American Pacific Bank is & statechartered bank authorized to provide

banking services by the State of Oregon. The Bank, headguartered in

Aumsville, Gregon. has ane branch located in Mill Gity, Oregoen and a

teal estate: loan production office sefvingthe Portland, Oregon and

Yancouver, Washington metropaolitan areas.

A5 a membhber of the Federal Reserve and Federal Deposit Insurance
Corpaoration (FOIC), the Bank is subject ta the regulations af these
fedaral agencies as well as the regulations of the Oregon State Depart-
ment of [nsurance and Finance. All of the requlatory agencies periadi-
cally conduct examinations of the Bank. Examinations by both the State
of Oregon and the Federal Reserse took place in 1993 and 1994, In
Mowvember 1995, a joint examination was conducted by bath agancies,

A repoit issied as A result of joint federal agency examinations in 1992
concluded that the Bank's credit concentrations, capital adequacy. past
garnings, liquidity pasition, apparent noncompliance of specified bank-
ing repulations, aswell as other factors. were of comeem. As a result, the
gxaminers and the Bank modifisd and replaced a 1984 Written Agree-
ment during July 1893, The modified Written Agreement, which remains
effective at Decamber 31, 1895, committed the Bank to the adoption af
policies and procedures intended 1o address the concerns outlined in
the 1992 sxamination report. in the opinian of management, the Bank is
in full cormpliance with the provisions of the Written Agreament as of
December 31, 1995,

{b}  Managemenl's estimates and assumptions

In preparing the financial statemants, management is required to make
actimates and assumptions that affect the reported amounts of assats
and liabilities &5 of the date of the balance sheet and revenues and
gxpenses for the peripd. Significant estimates primarily invobse the
adequacy of the allowance far loan losses. Actual results coold differ
siginificantly from those estimatas.

{6}  Invesiment securities

The Bank adopted the Fnancial Accounting Standards Board's State-
ment No. 115, “Accounting for Certdin Inwestments in Debt and Equity
Securities,” as of January 1, 1994, The pranouncement requires that the
Bank specifically identify it investment securities as "held-tomaturity,”
“avdilatle-for-=ale.” or trading accounts " Accordinghy. management has
determined that all investrment securities held at Decamber 31, 1995, are
“Bvailable-for-sale” and conform to the following accounling policies:

Securities held-to-maturity - Bonds, notes, debentures, and time de
pasits for which the Bank has the intent and abiline o hald to maturity
are reparted at cost, adjusted far premiums and discoants that ara
recognized in interestincome using the jnterest methad over the period
to miaturity.

Sacurilies’ available-for-sale - Availablefar-sale securities consist of
bionds, notes, debenturss, and certain equity securities nat classified as
held-to-maturity securities. Unrealized halding gains and losses, net of
ta¥, on available-for-sale securities are reported as a net amount as a
separate companent of equity until realized. Fair values for investment
securities are basad on quoted market prices. Gains and Iosses on the
sale of available-far-sale securities are determined using the specific-
identitication rmethod.

Declines in the fair value of individual held-to-maturity and available-for-
sale securities belaw their cost that are ather than temporary, fsul in
werite-cowns of the Individual securities to their falr value. The related
write-downs are charged against earnings as realized losses; Pramiums
and discounts are recognized as interest incoma using the interest
method over the period to maturity

{d}  Loans, nst of 3lowance for foan losses and unsamed ncome
Lodns are stated at the amount of unpaid principal, reduced by an
allowance for loan losses and unearned income. nterest on loans is

calculated by using the simple-interest method on daily balances of the
principal amount outstanding. The allowance for |oan losses is estab-
lished thraugh a provision for loan losses charged to expenses. Loans
are charged against the allowance for loan losses when managemeit
befieves that the callectibility of the principal is unlikely, Theallowance is
an amount that management believes will be adequate to absorh possi-
hle Insses on existing [oans that may become uncollsctible, based on
evaluations af the collectibility of loans and prior oan loss expergnce.
The evaluations take into consideration such factors as changes in the
nature and volume of the loan partfelio, overall partfolio quality, review
of specific. problem loans, and current economic conditions that may
affect the barrower's ability to pay,

Accrual of interest is- discontinued on g lean when management be-
lieves, after considering economic and business canditions; callestion
effarts and collateral position, that the borrower’s financial condition is
such that collestion of interest is doubtful. Loan originatian fees and
certain direct origination costs are capitalized and recognized as an
adjustmant of the yvield of the related loan.

Variaus regulatary agencies. as-an integral part of their examination
process, periedically review the Bank's allowances for loan losses and
Insses on oiher real estate owned. Such agencies may raguire the Bankto
recagnize-additions o the-allowsances based on their judpments abaut
information available tothem at the time of their examination. The Bank
underwent examinations by applicable regulatany agencies during 1995,
1694, and 1993 Tha accompanying financial statements reflect the ac-
calmting adjustments required as 2 result of the regulatory examinations:

The Bank adopted the Financial Accounting Standards Board's State-
ments Mo, 114 “Accounting by Craditors for Impairmeant of 2 Loan” and
Na. 118 "Accounting by Creditars for Impaiement of & Lean - Incomea
Recagnition and Disclosures” as of January 1, 1985, These pranounee-
ments require that impalred Toans be measured based an the present
walug of expectad future cash flows discounted at the |oan's effective
intarest rate arat the Ioan’s market price or the i value of the collateral
if the loan is collateral dependent. The adoption of these statements did
not have a significant effect an the 1995 financial statements.

(6) Land, oflice building, equipment, and improvements
Lanid, affice building, equipment, and improvements are stated at cost,
less accumulated depreciation and amortization.

Depreciation and amartization are camputed pringipatly on the straight-
line methad ever the estimated useful lives of the assets. which range
from 5 to 40 years:

it} Oihe real astate awned

Other real estate agquired through partial ortotal satisfaction of loans, is
carried af the lowar af cost or fair market value, At the date of acguisi-
tion, lasses, ifany, are charged to the dlowance for loan losses.

{g) Income taxes

Defarred 1dx assets and labilities ara reflected at currently enacted
incorme tax rates applicable to the periad in which the deferrod tax assats
arfiabilities are expacted to be realized orsettled. As changes in tax laws
ar rates are enacted, deferred tax assets and labilities are adjusted
through the provision for income taxes.

ih)  Netincome {loss} pershare

Eamings per share were compuied by dividing net income by the
weighted average number of shares of common stock and commaon
stock equivalents outstanding for the years ending December 31, 1995,
1884, and 1993, Gommon: stock equivalants include the nomber of
shares issuable on exercise of the utstanding options less the numbar
ol shares that would have been purchased with the procesds from the
cxorcise of the options based an the average prce of commaon stock
during the vear. The weighted average number of shares af common
stock and comman stock equivalents outstanding for the years ending
December 31, 1995, 1994, and. 1993, were 3454 680, 3,284 646, ang
2,646,563, respectively,



{1} . Off-balance-sheet financial inst'uments

in the ordinany course of business, the Bank has entered into off-bal-
ance-sheat financial instruments consisting of commitments 1o extend
credil as well as commercial letters of credit and standby letters of
credit. Such financial instruments are recatded in the financlal stata-
ments when they are funded or mlated fees are incurred or received.

The Frdancial Accounting “Standards Board issued Statement Mo, 119
"Disciozures about Derlvative Financial nstruments and Fair Value of
Financial Instruments”™ which became effective for the Bank far the year
ending Pecember 31, 1995, This pronouncement reguires that banks
holding demvative financial instruments, disclose quantitative and gualits-
tiva information abiout the instruments. As of Becember 31, 1395, and for
the year than ended, the Bank held no dervative linancial Instruments.

() Falrvalue of firancial instruments
The foliowing methods and assumptions were used by the Bank in
estirmating fair values of financial instruments as disclosed hergin:

Cash and cash eguivalens - The careying amounts of cash and short-
term instruments approximate their fair valus,

Held-to-maturity and available-for-sale securities - Fairvalues tor invest-
ment securities, excluding restricted equity securities, are based on
quoted market prices. The carrying values of restricted equity securities
Appragimeats fair values.

Laans receivatile - For variablg-rate loans that reprice freguently and
have no significant changs. in credit rsk, fait values are based on
camrying values, Fair walues for certsin mortgage |oans (for example,
pae-to-faur family residential). credit card loans, and other consumer
|pans are based on guoted market prices of similar loans sold in con-
[unstion with securitization transactions, adjusted for differences in loan
charactenstics. Fair values far commercial real estate and commercial
[twins are estimated using discounted cash flew analyses, using interest
rates currently being offered Tar loans with similar terms to bormowars of
similar credit quatity. Fair values for impaired loans are estimated using
diseounted cash flow analyses ar underlying collateral walues, where
applicabie.

Deposit liahilities - The fair values disclosed for demand deposits are,
by definitian, equal to the amount payable on demand at the reporting
date [that is, their carrying amounts]. The carying amounts of variable-
rate, fined-term money market accounts and certificates of deposit
(COs) approximate heir fair valigs 3t the reporting date. Fairvalues for
flxed-rate GDs are estimated using a discounted cash flow calculation
that applies interest rales currently being offered an certificates 1o a
schedule of aggregated expected manthly maturities on time- deposits:

Of-balance-sheet inghruments - The Bank's off-balance-zheet instru-
ments include unfunded commitments: to extend credit and standby
fetters of credit. The fair value of these imstruments is not cansiderad
practicable to estimate because of the lack of quoted markst prices-and
the inability toastimate Tair valoe without incurring excessive costs.

(k}  Reclassifications
Cartain reclassifications have been mada to the 1994 and 1943 financial
statements to conform with corrent vear presentations.

MOTE 2 - INVESTMENT SECURITIES
The amartized cost and estimated market values of investment securi-
ties are us follows;

GROES GROSE ESTIMATED
AMORTIZED UNRAERLIZED UNREALIZED MARKET
COET GAINS LDESES VALUE
Degembesrd, 1985
egilaale lar-gala sanarilics::
L& Treasiovsacurties $1 881,154 56,68 3 1,987 322
Collszeralizar mortgage

abiligatinn: 2480 .33 2 BOs 248824
Deberturas 4756 102 4,082 E 4,759,794
34,1494 459 &4 BEd S BdS - 58169544

[Tt froosad i)

(Camhued from i3st colom]

GROES GROES ESTIMATED
AMORTIZED UNAREALIZED UMREALIZEDN MARKET
CDsT GAINS LOEEES VALUE
December 31,1984
fuizilable-1or-sale securities
L&, Traasury sannlies FARL1N 5 3 ra3 L daTAdA
o getans of ]
.5, Goverament agenoas
[ebentires 1480134 HEE) A7 LATEA18
11,353 7ai - %1789 51965966

|Eld-Ee-miasurty sacarilies:
Cligations of
Jo5. Govarnmanlagencies:
Collateral med moripage
abligtipns
Dehaniures

2 437,585 ¥ b2k B S L I -

398,174 47,738 250,435
856, 760 £ - LT I T
The amaortized costand eslimated market value of investment securities
at Decamber 31, 19595, by contractual maturity, are shown befow. Ex-
pected maturities will differ fram contractoal matirites because borrow-
8rs may have the right to call ar prepay obligations with or without call
of prepayment penaltias.

AVRILABLE-FOR-SALE
SECURITIES
k ESTIMATED
AMORTIZED MARKET
COET VALUE
Thite: iTv ong wear or kss 51,986,596 F1.991 604
Doue afler ane yaar Hrongh Tivy yaars 4,862 6RO 4,363 459

Dhue after five vezrs Shrough tor badrs 388 3B 392 573
Collataralized marigageoblinations 2ABD G 2821828
58,198 4RD 9,160,544

During 1995, pursuant to implementation quidance on accounting for
CErain investments in debt and eguity seclrities issued in a Spocial
Aeport by the Fnancial Accounting Standards Board, the Bank réas-
sessed the approprigteness of its classifications for investment seouri-
fies. Accordingly, seclrities with an amortized cost of B2.859,016 were
transierrad from the held-to-maturity category o the available-for-sale
category. This resulted in the recognition of an unrealized 1oss on
dvailable-for-sale securities, net of tas, of 513,512 at the time of transfer,

Az of Decembar 31, 1895 and 1994, investment securities with an
amartized cost af $792 500 and S800,000, respectively, ware pledged to
secure deposits of public funds. In addition, the Bank had pledged
$2.858.016 and 52 855,768, respectively. to VISA USA to support the
Bank’s secured credit card lehding activities:

Buring 1994, due to market pressures on fixed rate investments, per-
suasion from requlatary authorities, and managemant’s and the Boards'
desirg not to expose the Bank to further interest rate risk; the Bank sold
held-to-maturity securities having an amortized cast af $2 500,000,
Procesds of 1,425,000 from these sales restited in recognized Iosses
of $1.075,000. These [osses combined with losses of $478.831 realizod
o the sale of available-for-sala securities, resulted in aggregate losses
on securities sales of $1.553.831 in 1984, The Bank realized no-gain or
loss on the sale of investment gecurities during 1995

NOTE3 LOANS
The camposition of foan balances is summanzed as follows:

DECEMBER 31,

1953 1084
Crecit cards F3.001,338 319,292,419
Fiea esmie - conalracion 8,201 273 10,593 795
Commancial ang agricaiura 2000 402 2,264 367
I sEliment 7B1.533 L7830
Qe raft accounts 4449 L04G
IR B en dhdns 4sr
Allwanca 1or loan lossas 1364,169) (577 P01
L:raarmied ircome 95 51) T35
$20,514 4989 S3.043 804



[mipaired laans having recorded balances of $108,715 at Decaimber 31,
1095 and $132,404 at December 31, 1994, have hean recognized in
conformity with FASE Statement Mo, 114 as amended by FASH State-
ment Mo. 118, The total allowanca for loan losses related to'these loans
was 520,994 and $34.197 on December 31, 1995 and 1994, respec-
tively. Interest income on impaired: loans of $5.736 and $31.611 was
racoqnized far cash payments received in 1995 and 7994, Had the
impairad loans parformed according to their onginal terms, additional
interest income of $1.074 and 522,348 would have been recagnized
during 1995 and 1994, respectively,

The maturity range of tha loan porttalio as of December 31, 1995, 15 as
follors:

DUE AFTER OME
DUE W ONE THROUGH  DLUE AFTER
YEAR OR Lmﬂ_ | FIVE YEAAS  FIVE YEARS TOTAL

Gornmescial, agncalteral. 2nd fae
ostare-constructionloans. . RE217A08  #1.474146

Lireelileart loans B0 36
|mstafiment loansang averdrafts 183,330

S12A8a%d B0 hra ag
: 9.00.335
| 227,035 ARE,E0E 5,967

FIRAMAET  SLI0LIB1 $IESIEIE 20,765,767

Nonacciual leans 0BT

SXBr1Asy
Fiari-rate kans 50000 186 S72a470 5 HI5A41 520 7RO 7A7
fidjustable rate bans E185.335 9771 819975 gGpr-Ldy

10404480 81,707 167 S1EBTEIE 70783 62

Homacznuallcars 108,#15

520,871,877

HOTE4 ALLOWANCE FOR LDAN LDSSES
Changes in the allowance far loan losses were as follows:

YEARS ENDED DECEMBERZ1.
1835 1904 1863
BALAKCE , beqinning of wear 372,204 S24026E 5230634
Frevision (s ustment) for loan ksses (351 20} BE.2A6 i |
loans charged-ott (15.481] 1349 8RR (2/B5T
Recavarias i lnsns prviouysly charged-off Jble 4512
BAl AMCE; 2nd of vear B $a72.282 3240 268

HOTE & SIGHIFICANT GROUF CONCENTRATIONS OF CREDIT RISK

Iost of the Bank's commercial and agricultural loan sotivity is to cus-
tomers located nearits headguarters and hranch office in Aumsville and
Wil City, Dregen, respectivaly. These geographical amas are primarily
invabved in the agriculture and forest products industries,

The Hark's real estate loan production office in Fortland, Oregan makes
redl estate construction loans to builders and their custamers in the
Portland, Oregon, and Vancouver, Washington metropolitan areas, The
office alsa provides real estate mortgage hrokerage services to its cus-
tomers for which it receives fee and commission income, &5 of Decem-
ber 31, 1995 and 1994, the Bank had 39.7% and 31.7%, respectively, of
ita loan portfolio camprised of real estate constrictian joans.

The Bank makes credit card loans to gualitied individuals thraughaut the
United States. With the exception of approximately $1,954 103 in out-
standing, unsecured credit card accaunts, all other approved credit card
lines are fully secured with time certificates of deposit. As of December
31, 1895 the Bank had 43.1%. of its loan partfolia comprised of pul-
standing credit card balances. Of the outstanding balance of
59,001,336, approximately 2% were unsecured and 78% were sectred
with time certificates.

HOTE 6 BANKCARD AGREEMENTS AND CREDIT CARD TRANSACTIONS

In-May 1881, the Bank entered into 3 "Bankcard Program Development
Agreement” with |JL Corporation {currently known as Bonaissance
Bankeard Servicas), an Oregon carporation involved in the business of
develaping. establishing, marketing, and senvicing consumercredit card
accounts. The Bank entered into the agreement with the intent of utiliz-
ing Renaissance's expertise in the development of 3 awn secured and
guaranteed consumer Visa and Mastercard programs. The oniginal
agregment with Repaissance extends for a five-year period with provis-
ions for autamatic one year extensions unless otherwise terminated by
elther party. However, as further described in Note 16, the Bank and
Renaissance have completed o ssttlement agraement and mutual re-
[pase, the eftect of which included the sale of $10,791, 548 of the Bank's
credit cand portfalio by December 31, 1995

Under tarms af the original agreement, Renalssance has been generally
responsible for marketing for credit card accounts and servicing the
outstanding portfolio. The Bank has heen responsible for approving
credit terms, establishing secured deposit optiens, defining palicies and
procedires, and maintaining pwnership of cradit card accaunt halances,

The majority of the Bank's consumer credit card accounts are reguired
to be fully secured with time cerfificates of deposit at the Bank Balances
outstanding far these: secured credit cards totaled $3.602 382 a5 of
December 31, 1985, Cerain other credit card ascounts, known as *flips™
or graduated secured accounts, have became partially unsecurad with
the passage of time dug to (he customer's creditworthiness. As of
December 31, 1995, outstanding “flip" accounts were $5.078,912 of
which . approximately 32% or $1,634,603 was unsocurad, Total out-
standing balances under both the fully and graduated secyred credit
cdrd programs were $8.681,294 as of December 31, 1995, with
F12:297.064 in time certificates of depasit collateralizing (hese obliga-
tions.

#nother segment of the Bank’s creditcard portfolio consisted of guaran-
tedd accounts These accounts were established through 3 marketing
agent for Aenaissance. | December 1993, the Bank sold, without re-
celrse and through Renaissance, its ehtire giaranteed credit card port-
folio at book vale of $8 332 225, Included in the sale agreament was a
provision that the Bank receive a fee of 1-1/2% per annum of the
average outstanding batance of all sold credit cand accounts: untit April
1894, when the Bankwas na (onger the issuer af hese cards.

A final companent of the Bank's cradit card portfolio consists of unse-
cured ‘accounts issued pursuanl to an agreement with |BAA Bancard,
Ine.-As of December 31, 1885 and 1984, these unsegured credit cards
totaled 320,042 and S333,733, respectively,

Forthe years ending Decembear 31, 1985, 1884, and 1893, the Bank's
nit interast margin an credit card accounts was as tollows!

" YEARS ENDED DECEWBER 31,

1005 1904 1993
Inlerest and Fa fromeng 31513149 $.507328 SURTB LS
Intaress aspense A6 2as 930,753 B 30T
et mierast mesrgin 5 706,890 £ 556,575 ey el

NOTE 7 LAHD, OFFICE BUILDING, EQUIPMENT, AND IMPROVEMENTS

Major classifications of land, office building, equipment. and im-
provemeants are summarized as follows:

YEARS ENDED DECEMBER 31,

1995 1984

Land 5 A6.A65 § 35 dEk
Bullgirgs 298 406 2RE, 87
Equipmiznt 482,240 128,195
Leazehold irmp dvamans 1547 e
B2t 558 72044

Acoumulated deprzclation dnd arsarization (407 TEh] LAGHTES)
5471 592 LRI L




MOTE & TIME DEPDSITS

The aggregate amount of time certificates of depasit in denominations
of $100,000 of mare waz 53,974 821 as of December 31, 1995 and
B3055.310 a3 of December 31, 1994,

The maturity range for time certificates of deposit of 100,000 ar more
and all othertime deposits are as follows as of December 31, 1995

TIME
CERTIFIGATES
OF 510,000 ALL OTHER
OA WORE TIME DEPDSITS
Dug irthree mantks or iess F2 810500 56,928,758
e after three- manths through coesear 13650321 17319855
(e afties ne wear L sagh s wosrs 33 38,060
$2.974 891 525,147,651

NOTE 8 OTHER OPERATING EXPENSES
(ther operating expensas for 1995, 1994, and 1893, were-comprised of
the following:

YEARS ENDED DECEMBER 31,

1005 1084 1983

D3l processing s2penses Gred12a 3259873 F7.558
Fredessinnal sarvions TE12T 323 B4 162462
aophone; postape, and whe Fansior gepenses 137 257 13744 14k, 540
Irsurance 127 B2 188 453 124,523
Btinparg, supplias, and prniing epan ses 23,595 A0.861 AEAZE
Aduttizing 4ila 1048 20,967
Automatic tllzr machinz processing fees T84 5206 0156
Publie rmfationg @ business deeele prent 10234 fi 847 g
MSFEanc othar operating losses 1307 G821 &3k
Diher nperafing expanses 141331 205,375 925,234
o 31, 185071 SHELERE

HOTE 10 INCOME TAXES
The inceme fax provisions for Decembar 31, 1995, 1984, and 1593,
eonsist df the follawing:

YEARS ENDED DECEMBER 31,
1985 1954 1983
Tases currantly payablz M b= 5=
Dafarred taxaxpansa fhenedin Ah,368 (325,00 + Fpr
Prowisaan far income tases 266,358 $1325.000) ]

Thi 1995 and 1993 provisions far incorme taxes differ from amounts
camputed using statutany rates as foilouws:

YEARS EMDED DECEMEBER 31,
1885 1694 145

Fagaral ingpme g at 51a1~_|r;-r-,'f fatas F10B.2EA 5 7714
State Incorme laxes, ot of federal bensfit BHLE - abg
Applicaticn of aet opsrating loss carrsonwe il H33ar - (#3223
Deciranser i waluabion alkessanie [F25.000)

dthar diffeicices 3540 7

T S 1 R

Deferred tax asset and lability accounts consisted of the following as of
Dacomber 31, 1995 and 1994,

DECEMEBER 31,
1945 1984
Digfprried tax assils 5175543 FanTT
[etoaerating I'_;-'ss carmfa e nd 98,020 46T 40D
Vel it aemancs (1B5,BEE (R
Deterred tex iakilities (122068 (27 2500
het dzfamed tax ao5el §_ P60 R47 3 525,000

As of December 31, 1995, the Bank had net operating |oss car
reforesands available fo offsat futire income taxes in the approximate
amaunt of $1. 400,000, These carndorwards-gxpire in 2009,

NOTE 11 TRANSACTIONS WITH RELATED PARTIES

Certain directors, execulive olficers, and principal stockholders are cus-
tomers of and have had banking transactions with the Bank in the
ordinary course of business, and the Bank expects to have such transat-
tiomns in the futire. All Inans and cormmitments to loans included in such
transactions were made in compliance with-applicable Bws an substan-
tially the same terns {ingluding interest rates and collateral) as those
prevailing at the time for comparable transactions with other persons
and, inle apinion of the management of the Bank, do not involve more
than the narmal risk of collectibllity or prasent any other unfavorable
features. There were no oans outstanding to.directors, executive offi-
cers, principal stockhalders, and companias with which they are associ-
ated at either December 31, 1995 and 1994, with the exéeption of an
auta Ioan issued jn Septernber 18985, with an putstanding balance of
15,372, and credit card loans with cutstanding halances of $25,656
and $12.328 at December 31, 1985 and 1994, respectively,

NOTE 12 EMPLOYMENT AGREEMENTS

The Barik has establlshed employment agreements for certain current
and predecessor chief executive officers. 0 1994, the Bank appraved an
emplovment agragment for its current President and Chief Executive
Officer. Tenms of the agreement:provida for an.annual safary of 396,000,
pUstomary benefits, and provisions for g performance banus based
upan the attanment of profitability levels and & stipulated retim:on
AVErANE asseis,

HOTE 13 COMMON.3TOCK TRANSACTIONS

(2] Common stock warrants

During 1994 and 1993, outstanding warrants were exgmised. by the
Hank's Chairman, execotive officers, and various investors, to wham
werp transferred share purchase rights. The following summarizes tho
ingrease in the Bank's common stock far the exercise of warrants as well
as the amaunt of unexercised warrants that remain autstanding:

SHARE INCREASE IN COMMDMN
PURCHASE EXERECISE STOCK
RIGHTS FRIGE ACTUAL  AVAILABLE
Unexerclscd wairants 2t
Dacaitiber 311992 GG GRG
Warrants-examizad 481 200 5.849 AL25,000
Jnexarized warrants at
Depember 31 1982 129 B5E
Warrants issuad A0
W anls-cansmled 12, 510,000

W rrants Esarcisan {435,000) ' 5.3%40 5105 Adi 65
Unexerrised varrants st -
[ecember31, 1985 cxpir-
fri i Fabruaty =396 79558 EED 470,394

(R} Stock offerings and sales agreements

In-Qetaber 1994, the Bank issued an offering memorandum for the sale
of 3,500,000 shares of cammon stock af S50 per share. The offering
was ariginally to expive oo March 31, 1995, butwas further extended by
the Board of Directors until Septermber 30, 1995, In October 1995, the
Bank Issued amcother offering memprandum for the sale of up to
3,414,627 shares of comman stock at §.50 for 2 35-day period ending
Movermnber 21, 1995, As of Docomber 31, 1995, additional capital of
$52 424 was raised as a result of these affzrings.

In January 1994 the Bank executed stock sales agresments with the
Chairman and executive officers of the Bank. Under these agreements,
rights were granted fo purchase 300,000 shares of stack at 51 per
share. Attached to each stock purchase right were ten stock warrants
allpwing for the purchase of 2,000,000 additional shares at an exsrise
price ranging from 51,0550 §1.25 per share.

During 1994, stock purchase rights for 390,000 shares ware exercised
and resulted In $440,650 of additional capital, On December 15, 1994,
to the extent that stock had not been purchased, either directly or
indirectly thraugh the exercise of warrants, the agresments were can-
celled.




{g]  Stack option plans

In Aprl 19891, the Bank executed a stock option agreement with its
Chairrian of the Board. The agreemeant granted the Chairman-aptions to
acquire 100,000 shares of common stock &t an oplion price of $0.01 per
share. On the date of grant, the Bank's common stock was trading at
appraximately-$.75 per share. All shares under the option agreement
were exercisad during 1992, Compensation expense of 74,000 associ-
ated with the Bank's granting of the 100,000 shara option was included
in salary expense for the year ended December 31, 1993,

In“fpril 1982, shareholders of the Bank approved the 1992 Restated
Nongualified Stack Option Plan for Emplayees (Employes Plan) and tha
Restated Nondiscretionary Stock Option Plan for Nenemplayes Divec-
tars [Dutside Director Plan),

The:Emplayes Plan provides for the grant of options to employees up
to an aggregate of 490000 shares of the Bank's comman stock, All
employees of the Bank who mest eligibility requirements may partic-
ipate in the Empleyee Plan which is administered by a committes of
the Board of Directors. The committes has the authority to grant
opticns including determination of the conditions and timing of
grants, designation of the employees: to whom options are lo be
granted, as well as the number of shares subject to option and
selectian af the exgrcise price for shares apticned. The Plan became
effective upon stockholder approval and will terminate ten years after
the effective date. As of December 31. 1995, options for 288500
shares were outstanding under the Emplayee Flan,

The Qatside Director Plan covers all nonamployes directars of the Bank.
This'Plan provides far the grant of aptions to directars up t-an agore-
gate of 39,000 shares of the Bank's commeon stock. Tha Plan is adminis-
terad by a committee of the Board of Directars which specifiss the
conditians, tirming, and oxercise price of grants of options. Under the
Plan, optiens may he exercised anly while the grantes serves as.a
directar ar 'within 12 months Tollowing his or her termination as a
directar. The exercise price far options may not be less than 5% of fair
markit value of the stock on the date of grant. Similar to the Emploves
Plan, the Outside Director Plan became effective in April 1992, and will
terminate-in ten years. A of December 31, 1985, all options have heen
grantad under the Quiside Director Plan,

Bath Restated Plans tor emplovess and dirgctors have twa restrictians
in the recipients exercise: riohts, First, recipients may not exercise op-
tiang until after six manths from the grant date.

Further, the Bank may require recipients not to dispoze af exercised
sharas for up to 12 maonths from: the completion of an undereritten
public offering of the Bank's securities should sugh aceur.

In conjunction swith the Employee Plan, the Bank has established a
Gpecial Incentive Option program for management. In this pragram
nptions will be granted to the Bank's management only if the Bamk
exceads spacified annual return on asset targets. The exercise price for
the Special Incentive Options is $0.01 per share. The number of shares
aptioned are based on the fair markst value of the Bank's comiman stack
at the time of grant divided into management's. performance based
salary, which ranges fram-ane fa six manths of normal compengation as
describied in the following table:

NUMEBER OF MONTHS'
BASE SALARY [N
EHHIIH. HHHFII'!_I.]H AEEETS FORM DF SHARES
Lazg Than 1.0 Kie
100 o148 % 10
1.5 ™ dn 1.5 3% .0
0% 02 495 20
2.5 %t 2003 2.0
3.0F% o Anre 6.0

Information concerning all owtstanding optlans as aof December 31,
1995 and 1854, is as follaws:

DECEMBER 31,
AVERAGE AVERAGE
EXERCISE EXERCISE
; 1545 PRICE 1944 PRICE

Lirdér optian at baginting of yedr 49,000 3237 a9.a00 )
Grantag during tha waar 346,500 1125 - -
Exarizar during tha waar
wancelke during fhe year AE00D 1o (05007 21
Undes option 2t year-erd 435500 584 L8000 5247
Dxgrrisabiear year-end 435,500 254 45,000 B2.AT

111 Optinns for 45,500 shases were at 53,40 (Canadian) and'<9,000 shires wiore 2t an
Anerane of 527
L3 Dpfiansdor 40 500 skares ware at 53,40 [Sanadian).

NOTE 14 EMPLOYEE BEMEFIT PLANS

In August 1993, the Bank adopted 2 401k) Retirement Salary Savings and
Profit Sharing Pran. The Plan became effective on July 1, 1993, &l parma-
nent emplayees are eligible oAce they meet the age and sendce regquire-
rnants. Emplewer contribaticns am determined annually by the Board of
Directors, Employer cantribitions of 812,328 and 515482 were made for
the wears ended Decamber 31, 1995 and 1804, respectively, Mo emplayet
contributions were madea fof theyear anded Decarmber 31, 1883,

MOTE 15 FINANCIAL INSTRUMENTS WITH DFF-HALANCE-SHEET RISK
In-the normal course of business to maet the financing needs of its
customers, the Bank is-a pady to financial instruments with off-balance-
sheet risk. These finanélal instruments include commitments to extend
gridit and the issuance of letters of credit, These instruments invalye, to
warying degrees, alements of credit and interast rate Ask in excess of the
amount racognized |n the statement of financial position. The contract
amuourils.of those instrurmants reflect the extent of involvement the Banlk
has in particular classes of financial instrumerts.

The Bank's exposure to-credit loss inthe event of nanperfarancs by
the ‘other party to the financial instrument for commitments to gxtend
credit and letsers of credit written, is represented by the contractual
amaunt of those instruments. The Bank uses the same Gradit policies in
making comminments and conditional obligations as It dees for on-bal-
ance-sheet instruments.

Lnless noted othenedse, the Bank reguires collateral or other sacunty to
suppart financial instrumsents with credit nsk.

GONTAACT AMOLUNT
AT DECEMBER 31,
1045 1994
Finanzia instruments whose coriract
Emouis mpresenl cradik iz
Ganstructian lean carmmm e ents $4.54707 5 7.0RG ETE

Lina pf crefid commitments SEASD #9805

Grecit card ooinmimarts 163 707 1280911
B1LTEEM 320,146,344

Commitments o extend credit are agreements to lend o a customer as
lerg as there is no-vialation af any conditton established In the cantract.
Commitrents generally have fixed expiration dates or other termination
clauses and may reguire payment of a fee. Since many of the commil-
ments are expactad W dxpire withaut being drawn upon, the total com-
mitment amounts do nat necessarily represent future cash
requirements. The amount of collateral obtained, if desmed necessary
by the Bank upon extensian of credit, is based an management's credit
evaluation af the counterparty, Collateral held varies but may. inclode
dopositing accounts held by the Bank, accounts receivable; inventorny,
property, plant and equipment, and income producing propertiss.

Letters of ¢redit written are conditional cammitrments issued by the Bank ta
guarantes the performance of a custorner to 3 third-party. Those guarantess
are primarily issued ta suppart public and private borrowing arangaments,
including commercial paper, band financing., and similar tansactions,

The eredit risk involved in jssuing letters of cradit is essentially the same
as that imealved inextending |oan facilities to custamers,



MOTE 16 FAIR VALUES OF FIHANCIAL INSTRUMENTS

The folliwing table shows the estimated fair value and the related
carrying values of the Compamy’s financial instruments at December 31,
18495,

CARRYING ESTIMATED

AMOUMNT FRIR VALLE
Gzsh and due fram financial instititicns 51,496,380 $1488.280
Interask-parving dalanees vith
financial irstiticns 511,028,000 F11.049: 500
Securities avdilania-fo-3ale 58,160,544 34,189 522
| pans, val ol alloanag for ban lo5Eas 520,514,480 320,532 43
Nominterost-bearing demand degosds 51,800,874 31,900 504
KOWard maney market accourts 57,720,034 377204034
Savings.and fima denosis 550,378 05 330,355,780

While these estimates of fair value are based on management’s judg-
ment of the most appropriate factors, there is no’ assurance that ware
the Corpany to have disposed of such fems at December.31, 1995, the
gstimated fair values would necessarily have been achieved at that date,
since market values may differ depending on various circumstances.
The estimated fair values at December 21, 1995, showld not necessarily
be considered to apply at subsegquent dates.

I addition, other assets and liabilities of the Company that are not
defined as financial instruments are nat included in the above disclo-
sures, such as property and equipment. Also. nonfinancial instroments
typically not recognized in the financial staterments nevartheless may
have value but are nat inclided in the gbove disclosures, These include,
among cther items, the estimated samings power of core deposit ac-
counts, the eamings potantial of oan servicing rights, customer good-
will, and similar ftems:

HOTE 17 COMMITMENTS AND CONTINGENGIES

(a} Operating [ease commiiments

&5 of December 531, 1995, 1594, and 19493, the Bank leased certain
branch facilities as well as equipment and fixtures under noncancellable
operating leases. Rent expense for 1985, 1894, and 1993 was
$126,631, $103,759, and 5130 629, respectively. The approximate ‘an-
nual commitment for rentals under these operating leases is summa-
rized a& follows:

YEARS EMDING DECEMBER 31,
1446 3156,001
1947 157 67
1904 145,557
1988 41847
2000 11,633

Total rrarmi e paymarts required 512 bes

ib)  Litigalion

Fursuant to the terms of its Bankcard Program Bevelopment Agraerment
{884 MNote 6), KL Corporation, now known as Renaissance Bankeand
Services, Inc., developed, established, marketed, and sendced con-
sumer credit card accounts on behalf of the Bank. In June 19894, the
Bank declared a Notice of Material Breach, advising Renalssance that it
had breached certain abligations pursuant to the Agreement, thus invok-
ing the termination provisions set forth in the Agreement, In July 1994,
Renaizsance initiated legal proceedings against the Bank. In its com-
plaint, Renaissance sought injunctive relief prohibiting the Bank from
terminating the Agreement, and alleged breach of contract and misrep-
resentation with respect to an alleqed refusal of the Bank to sell certain
credit card accounts. By subsequent order of the Gourt, most of the
disputes between the Bank and Renaissance wera submitted to arbitra-
tian pursuant ta the terms of the Agreamant,

In mid-danuary 1995, the Bank and Renaissance reached an agree-
ment in principle resolving all disputes between the parties. The
parties subsequently negatiated a comprehensive Settlement Agree-
ment and Mutual Release to effect such resalution. As agreed by
both parties, the resclution provides, amang other things, that Re-
naissanca will purchase from tha Bank its partfallo of parially or
totally unsecured consumer gredit card accaunts existing as of Feb-
riary 28, 1895, The purchase price for the portfolio was at par, and
wis completed by December 31, 1995, The ¢redit gard accounts sold
in 1995 amaunted to $10.791,546,

The resolution between the parties also provides that the underly-
ing Agreement would expire pursuant to its ferms on May 28,
1986, unless atherwise renewed by mutual consent of both par-
ties, At that time. the Bank would have the option to sell, and
Renaissance would have the option to purchase, additional con-
sumer credit card accounts which have become either totally ar
partially unsecured,

Beginning May 1996, the Bank will cantract with Western States
Bankeard Association (WSBA) of Stocktan, California, 1o repart and
manage the Bank's secured credit card portiolic. At that time, the
Bank will assume all risk manapement responsibilities including col-
lection and due dillgence procedures. WSBA will provide all other
portiolic management reguirements.

In the ordinary eourse of busingss, the Bank may become mvalved in
various other litigation arising from normal bank activities: In the
opinion of management, the ultimate disposition of these actions will
not have @ material advarse effect on the Bank's financial position o
resufts of operations:

HOTE 18 REGULATORY MATTERS

The Bank iz required to maintain minimum amounts of capital to total
“risk weighted™ assets, as defined by banking regulators. At December
4, 1995, the Bank s required to have minimum Tier 1 and total capital
ratios of 4 00% and 8.00%, respectively. The Bank's actual ratios at that
date were 13.86% and 15.11% for both Tier 1 and total capital ratios,
‘raegge%;ﬁveiy. The Bank's actual leverage ratio at December 31, 1995, was

COMMON STOCK
TRADING INFORMATION*

Fiscal Year Ended Dec. 31,1995  High Low
Fourth Quarter %0.50 S0.38
Third Quarter .56 038
Second Quarter 0.44 0.25
First Quarter 0.75 0.25

Fiscal Year Ended Dec. 31, 1984  High Low
Fourth Quarter 5075 $1.25
Third Quarter 1.06 0.62
second Quartar 1.62 1.00
First Quarter 1.75 0.94

“This {nformation is pot part of the audited financial stalments.




CORPORATE DATA

AMERICAN PACIFIC BANK

OFFICES
Main Office:

N2 Main Street
F.O. Box 350
Aumsville, OR 97325
Tel. (503) 749-1200
Fax (503) ¥49-1008

Branch Office
300 N. Santiam Blvd.
Mill City, OR 87360
Tel. {503) 897-2337
Fax {503) B27-4408

Executive Offices and
Real Estate Division
121 S.W. Moarrisan
Suite 900
Partland, OR 97204
Tel. (503) 221-5801
Fax (503) 221-6242

MARKET MAKERS
Black & Company; Inc.
Datek Securities Corp.

Ernst & Company

Herzeg, Heine, Geduld, Inc.
Investars Associates, Inc.
Knight Securities L.P.
Mash Weiss / Div. of Shatkin Inv.
Paragon Capital Corporation
Sherwood Securities Corp.
Troster Singer Corporation
Wien Securities Corp.
Wm. V. Frankel & Co., Inc.

CORPORATE COUNCEL
Hampton Bolliger

AUDITORS
Maoss Adams

STOCK EXCHANGE LISTING
NASDAQ - AMPBA

AMERICAN PACIFIC BANK
IS AN EQUAL HOUSING LENDER



