T i
i
.

American Pacific Bank

1996 Annual Report



SELECTED FINANCIAL INFORMATION

(I thausands, axcept for per share data)

1996
RESLILTS OF QPERATIONS
Interast Income & 4,018
Interest Expenze 1243
Met Interest Income 2475
Provision for Loan Lossas 200
Other Income 190
Other Expenses 2,194
Income Before Income Taxes 27
Income Taxes a6
Met Income 185
PER SHARE DaTA
Met Incomea / Par Share 0.05
Book Value Per Share 0.82
BALANCES AT YEAR END
Total Assets 37,891
Loans (Met of Loan Loss and Unearned Income) 23,772
Total Deposits 33,891
Shareholders' Equity 2,702

SELECTED STATISTICS (IN PERCENTAGES)

Betum on Average Assets 044
Retumn an Average Equity 5.00
Average Equity to Average Assets 977
Net rterast Margin 6.07
Interest Income to Average Eaming Assets 10.80

Meon-accrual Loans 30+ Days to Average Assets 0.09

19es

S 4,060
1,914
2,155

(96)
185
2,118
318
65
253

0.07
0.87

43,545
20,514
359,984

3,038

056
8.80
647
451
9.84
0.24
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American Pacific Bank

INTRODUCTION

American Pacific Bank was organized and continues ro aporate under the
laws of the state of Oregon. The Bank is a member of the Federal Reserse
Bank of San Francisco, and all deposits are insured by the Federal Deposit
Insurance Corporation. American Pacific Bank stock hus been on

NASDAQ (Symbal AMPBA) since 1959,

American Pacific was formed i 1979 to provide banking services ro the
rural communirics of Aunsville and Mill City, Oregon. Since that time,
the Bank is continuing ro evolve from its beginnings as 4 small community
bank into an institution with the strenpth w have an impact i the
financial community within the Pacific Rin. The scope of the Bank has
mereased to not only satisly the needs of the peaple where it originated, but
o alsa provide real estate, commercial and personal lending services
throughout Creoon and Southwest Washingron. Exccutive offices, includ-
ing a tull service real estate lending production offices, have been estah-
lished in the financad diserice of Portland.

Taday, the Bank has a reputation of providing friendly, personal and effi-
clent service to customers living throughout Orepon und Southwest Wash-
ingtan in the aress of construction lending, commercial loans, permanent
mortgages, business financing, and consumer loans. American Pacific
Bank’s future will conrinue o be charcrerized by continued growth and

SUCCCES,
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[Mear Shareholders and Frisnds:

Dhuring fiseal 1996 American Pacific Bank began to expand i already established business
relationships in Orepon's Asian commuonities and Pacilic Ron countnes, The Bank’s
Chamnnan, Me Fal Chan, began actively pursuing business relationstips in Hong Konp;
Mr. Dawid Uhen, Presiden and Chict Exceurive Officer, began to explore nppariunitivs m
Tavwan, Cur newly estallishad Provare Panking Deparinent begun setively promating rhe
Bunb in boch Oregon and Southwest Washingron. Also of note, David Clen was asked o
setve an Orepon Crovernor Jehm Kizhbaukers Intemational Trade Adwisory Conridtiee to
promote Gregon business in the bar Bas, a position which he acceped,

Bamings for the year, belure income tax snd exmraordinary expenses, were $36 1,832 us
compured t 19955 eamings, before rax and estraondinary eapenses, of $315422. Bamings
lior the vear, aller income tux provision and extraordinary expenass, were 5183,310, or 5
cents pershare, as comipares woa nel incomee of 3253,037, or 7 cents pershare, reported lor
the fmeal vewr ended December 31, 1995 The met income Tor 1996 ineluded a sne-time
corersion and deconversion aredit card expense of $90,0000 Ner inrerest income tose
BO%, o 7R, 247 for the Tourthy quarler, as congpured with $439.346 for the same periad
vne yeur agi The Bank's eaming assers remained high at 7%, a higher rouo comparad 0
rhe peer gy, @l the Bank continues to maineain a scrong cash and Hauidivy positon,

The Funk enuded the yeae wich $37.891,322 in roral assers, dowens 139 from the FTCVICUs
vear. Taral depasics werc ul $33,890,512, down 15.2% from the previous vear The Jifier-
erice i che asser and deposic balances from 1996 10 L3995 cun be ateribured to the sale of a
portion ol the credic curd portfol w 1996, which resulrad in the nooerenewal of the
Cernificare of Depasits thal proviously sceuritized the portion of the ceedir card porlolio
thuat was sold, Az reporred in the 1998 second quarner tews release, cifconve Map 22, 19946,
the [ank ook the scoured credit card operations inchouse. The Bank now moalizes ull
income and fees from the credic card partfolio, snd will be responsible for any chargesofis.
Previously, The Bank's secured credie card porefalio was manage! amder a livevear agree-
ment by an cutside vendor, wherehy the Bunk: was compensated by a fived rate of relum.
As gt of the termination agresment with the aulside vendog, the Bank sold a parrian of
rhe vredic curd portfiliog as a resulr, the Bank ended che 1996 fiscal year with $3.655,095
in secured credit cand receivabiles.

The Bank cnded the year with $23,771,716 in total loans, an increase of 13.9% compared
Le 1995, To dare, rthe Bank has not suilered any losses frome s real estare landing
opetdtions, As of December 31, 1996 classified assers (problem asets) wore SBE992, or
C23% of tonal assels, s comnpared to §LFE 093, or 3.41% reported on December 31, 1995,
resultmg in a reduction of 559100 ar &1 This improvement tetlects o diveet effert by
managenenl to resolve preblem assers, as well as to maintain high qualily assows. During
1994, mare than 5320, 200 ol new capital was wlded, sl the Bunk contimies ro be 2wl
capitalized bank,

A alwars, we thank nor shancholders aod Griends for e continued suppore
(s /7
By 7+ CAe

[ravid T, Chen
Iresident and Chief Execurive Ocer

T

Tai H. Chan

Chuatrman

“Our high standards of

service and personal touch

will continue o set us
apart from other banking
mstitutions i owr market.’

Myr. Fai H. Chan

)

"Our effective and
personalized customer
service fulfills a growing
demand within the industry,
as evidenced in the success
of the Bank in 1996.7

Mr, David T. Chen



AMERICAN PACIFIC BANK
BOARD OF DIRECTORS & MANAGEMENT

The Board of Directors snd menugenent of Amencan Pacific
Bank is comnprised of rhe following persons, all of whom s
eminently gualified i their individual areas of responsiblicy,
The mulri-colrural nature of this grouge brings a onique and
effecrive perspective ro the Bank’s duily cpenaticnes and i long
terim strategies. Uinlike most financial institutions, the Board
sebers of Awwerican Pacific Bank and members of senior
management are active and well krnown nor anly i the local
communirias, buc alko in che business and polivical envieen-
muenits al the bar Kasr

BOARD OF DIRECTORS
Fai H. Chan: Chatemen of the Bowerd

Raised in Hong Kong, where he
was cducuted a5 Joseph Cal-
lege, Mr Chon moved o bugland
and araduated from Norchwestom
*ulytechiic wirh adecree in busi-
ness markeeinenl sl comtnence.
e znrered the financial
COMMUNITY A% o investnent
banker and evenrually became
the pritcipal in & Hong kong
hased securitics i

Mr Clian became Chairman of
Amenicun Pacilic Bunk o [987
when it was srill called Santian

; Vallew Thanl and on che verse o
fuilure. He assembled a completely new managemenr team and
immediately began o restmicouring process. Thal process has
evalved (o the poinr where roday the Banlds sssers Buve grown
from 39 million oo well gver $45 millian; the significant loss
posicion of 1986 has turmed ineo s profin and, the securines
trade wachin the S~ ASDAL svsLen.

bl ol i egually ac home in the busmess world of the Uniced
Staces, Canads, Europe, sl thie Far East Tle rings mealunkle
expertise amnan intermarional level w Araerican Pacific Dank.

David T, Chene Presiteny, Chisl Breowive Cfficer
and Member of the Boord of Divecions

blr. Chen hemin hus career with
the Nasenal Bank of Commerce
(lacer calles] Banier Pankd in Se-
arcle, Washingtom i 1986, In
1970, he entered che public seeter
serving @i the Finance Director
for wurtous wunicipalities. The
most tecent of Lhese was the ciry
of Beaverton, Uregon where he
was direcrly rezponsible for mun-
aeing Lhar cinds $60 million an-
rual budeet. Hie woas appoinred by
Freatdent Tewran’s adminisira-
fiom to an administoative post
within rhe Tarmers Home Ad-
windstration of rhe 125 Depart-
went of Agriculrore in 1935, and asswned the positian of Cre-
gon Stare Pirecran Under the admmiscracion of Prosident
Bush, he was elevated e the position of Associate Administra-

tor e Washington, TAT Tn that capaeity he wssisted the Achuins-
Lrator o imanaging the Federal Ciovernment’s chief agriculoure and
il dovelopment weeney with mwee than 12000 amployess,
2,200 field effices nacionwide and a lown porttelic excesding 550
[xillie, with an anowal bedger of approximately 310 hillion

b, Chen recedved his Muaster ol Arls in Palitical Science from rhe
University of Oregon, his Buchelor of Ars in Machematics o
rhe Ulniversity of Washinaron, and a Bachelor of Ares in Dublic
Addministration oo the Taiwan Mational Ching Tlaing Univer-
sity. In nddicion to his vesporsibilivies sy the Bank, Me Cher is
acrive i rhe Parrland conmmity wheve he serves one the Bourd of
Drigectors of both The Loaves and kishes, Toe, and Tnited Way

Richard Y. Cheong Senior Vice Presiclent, Chiel Findneal
Lt and Membey of the Board of Divectors

Mr, Cheong began bs caneer wilh
Arrhur Andersen & Company in
L9855, as a member of the Man-
pgement. Infanmation Cansoling
Diivistenn, lo that capacing he sue-
cessfully mumaged comples svs-
rems development projects. s
resposibilivies includad prepara-
oen and foplenentation of the
projects, in addition te supervi-
sion of the araff assipned to the
utilerraking. Prior to jmning the
bunk, M Choenng wasan invescs
ment manarer with @ Jdpancse
real esrare syndicarion company
fiar Lwd yemrs.

Huduined thae bank i 1990 and bas since been elevated to bus
prosent position. As Senior Viee Pregident, Mr Cheong’s respona-
Filities include both supervision ol all perscnnel and aceounrakil-
iy far all financial and accoumtne sspects of the Bank.

Mr Cheong holds 4 Masters of Business Administration in Ti-
mance frorn the Tlniversity of Oregone aml o Bachelor of Nosines:
Adminiatracien in Finance alzo from the Lniversivy of Ooogon. He
iz active in rthe local communite ws 2 member of e World Adlaie
Clavml s the Oregon NMonhisest Ching Cooneil,

Alewancer I Koreling dMember of the Boeerdl of Direciors
£ v

e, Korelin has served nn the
Board of Directors sinee 1953, He
lias been invalved m the finoneial
coltmunity aince receiving hia
MBA in lnternational Trade and
Finance trom the Lniversity ol
Fuger Sound, He hus seevaid us u
consulranr ra larpe publicly
truded vompanies, forelgn hased
stock exchanges, und privale
husinesses since founding his own
firm in 1952 Becsuse of Mo
Korelins experience and edu-
cativn, he canrinues o provide
the senior mansgement of the
Biank with valuable input regard-
i i e duy aperalions al future aljecrives,



Mr Korelin plays an active tole in commumnity service both m
Crrewon and Souchwest Washington, He is the President of che
Rotary Club of Grearer Clark Counry In the past he has served
as President of Poctlund’s Broadway Toasrmascers; the Chair-
man of the Fellowship Commuttee of the Rotary Club of Por-
land; the Chairman of the 13 (Children’s Immunization) Task
Force in Clark Countyy atul, a member of the Boacd of Tirecrors
of Greater Clack. County Rotary Clul where he was chairman
of Comounity Service,

Frunicis H. Hendricks: Member of the Board of Threctors

b Hendricks is involved inoche
agricultural community in Aums-
ville, Crepon where he has lived
all of his life. He is a past member
of the Aumsville School Board
for eight vears where, during his
renure, he served on che Budget
Clommittes Tor sis vears. He ia
also a memnber of the ¥iloo Farm-
ers Group and the Sublanity Hae-
veat Fearival, Ile is cumently o
menberof the Board of Directors
of Santivm Memorial Hospital.

Jumes M, boi: Member of the Bogard of Divecrors

e Me joined the Board of Tn-
reclors in December 199, and is
an attemey in Portland, where he
specializes m Incemariorial Busi-
ress Transactions, Chinese Law
und Pusiness lminigration Law.
He received his Juris Doctor fram
Willamerte University, Oregon
ang Pachelor of Ars from Shang-
bui Universicy, China, M hei
represents and wdvises inany
American and Multinational
companies conducting business in
China and rhe Unired Scates. [le
also hundles husiness and im-
rugrarion cases for clicnts in Asia

and Europe.

Mo Mei s an active member of American Bar Associaton,
Oregon and Washington Stare Bar Associutions, Awmerican [m-
migration Lawvers Associarion, and TL 5, District Coure for the

Diatricr of Orezon. In the past, M Mei served on the Boand of

Diresrors for the Northwest Regional China Council,

MANAGEMENT
Dravid T Chene Presideny, Chief Execuive Cfficer
aridd Member of the Board &f Lireciors

Bichard ¥, Cheon: Sendor Vice Prestdent, Che Fingneial
Crficer amed Member of the Boarl of Directors

Dravid A, Christianson, Jr: Senor Vice Presiden
and Chief Credic Officer

]

Wr, Christisnson has over thirty
years expericnce in banking,
holding progressive positions as
[Jeparcment Head, Division Head
urd Benior Loan Officer. He Las a
strong hackground in both corpo-
rate and real eseate lending. Mosr
recently, he served as the Threcoor
of Cuorporate Banking and Seniar
Vice President of Burnett Buank of
Marion Couney Flarida. Prior to
agsuming thar position, he was
Senior Wice President of the Spe-
cial Assers Department for Bar-
nett Bank, In that capacity, he
was responsihle for all real estare
andd commercial loans which were classified substandaed Ty the
Bark, Reporting divecely to the President, he dircetly hondled
negoriations and workaur arraregies for these loana, Mr
Christianson is o member of the American Bankers Associarion
and has tauehe at the University of Oklaboma and Naowva Tlni-
virsity of Ft. Lauderdale on the subject of cominercial lending,
and real esrare lending.

Dienovan Wahs: Senior Vice Presulent,
[irectar of Real Hstate Lending

M Wabs hus thirey five vears of
Lanking experience, He began his
career in 1963 after attending col-
fewe al Oregan Stare in Business
Administration. He has a strong
kackpround m veal estate lending,
especially income property. [is
curcer started it the Savings and
Loan industry (then called Houi-
table 5 & LY, where he held vari-
aua posicions as Deparcment
Head, Branch Manager of four
different offices, Vice President of
the largest production office
(Zalem ) in the company. host
recently he has served as Senior
Loan Oificer and then Vice President of American Pacific
Bunks loan division, where he has been responsible for all real
eatate lending activiries. Mr Wals is a member of Maortpase
Brakers Associalion of America and Oregon Bankers Associa-
tiony, where he sets oo the state teal estate committes, He has
also held several organizational offices such as past president of
Martpage Bankers Association in Yakima Washington, past 1
recror of Creegon Srate Beaver Club and Vice President of
Corvallis Home Builders Association, He is also a graduate of
thi Northwest Banking School from the University of Wash-
I,




YOUR MONEY AT WORK FOR YOU

Aumncrican Pacitic Punk has focosed om sreas of lendime in whick
rhe risks can be wanimized Qeowel experienced decisive monnge-
menit and conservalive nnderwriting practices

Dhar success is oot ondy measured by onr camings, bot alsa how we
posttively aftect the communicies we senne i ot matker aresss Amer
ican Pacific Banle is commirzed to giving hack to che commumitics we
serve throngh communing invalvermen gl service

Boal cstate finanes and erodie cande ane ot weo lacsest lines of busi-
ness. Consomer smed bisiness Loans nwbe up e remainder of the
Bk’ Town portfodio it continies o grow and be protitable.

Real Hstare Lending

The Real Esate Lending Division ogerates (n three areaz Constnee-
cion Lending, Besidonoal and Commueres] Tosn Brokeriog aiud RBesi-
dencial and Commercizl Pordfiola Limuding.

Dur vesidential and commercial porrfolao Toae ended he year willy
cover BT milhon in ousizndiog balanees: bMost all of chese loons ave
suluble on the secondary marker. This peovices the Banle che Hlexibilicy
eo osintainy @ hagh veloee of loats [on o customers and prospects
while ar the same time provide liquidicy for Smibng new Toame, Thes:
lans ranged insice trom H25.000 up F 70000 Tevan covmmniroenits
for L9496 were increased close to $30 mitlon:

Uhis mzgority of all onr coretroction Toae geneally have o peranent
lowm pakeont omless ot pot i sur pordolio. The Loan Broleraze
Dieparient penerated just over 338,000 in foo income during 1996,
Diurie that petiod, mote loans were added 1o che Banks® portfnlin
instead of being brokered ou,

I all, the Beal Estare Lendmg Thvisiom gererated close o 515 mil-
lier in fee and interesr incomue doring 1990w increase of over
F2RL00S from the previeus vear

Credit Card Lending

Amercon Pacific Bank concinuad to B one of che leading seoomsd
crodit cord lenders in the nadgon. [0 hly of 1896 Monoy Magazine
mamed American FPacfic Bank as haviog ooe of the fve "hest secured
creshil cards™ in the conneey, To My o 1996 the Bank changed secvics
ereoami] ook sorne of the credit cand operations ehouse, Usine a
variety of maubetine feons and initiatives the bonk petively seoks m
increase ity credic cand porcbolio,

Seured credin cands reguire thie wecounl, buolder to deposic funds with
us inan ameunt equal oo the credic limic of the scomme 7 hese
depasits secure the pavmenc of the credic card balinces. A now Mo
Linccme” credic card has been added during the past wear that equires
a deposit of 120, of the credir cand amauns, The deposivg Gor eese
secresd eredie cand secounts provide sipmifican proteciion aains)
liszes o rhie bank.

Lo 1995 and 1998, the Banl: sold off most of the credit cand soccoms
that hesd graduared focs parnially umeccnoed st

During 1996, our credit cad porcialio {hoth secme] smd unsecurad)
averaged over 33,0 million: Mare than 2,500 cend haoldess mariomaweide
penensrid over $130 million inomamsactions loaoneed by che Banle,

Other Banking Services

lie L9946 the Banlds Frivare Danking Deparrmenr, dealmg wirh hagh
pes indivaduals in Portland and Pacific Thm cponimes, accounted lor
over F3 million m new losns and 326 million o deposics, Cononer
cial, installment, Adpostable Bare Mortgages{ ARRS) and Codsliue.
tionFemanern domypmzes are provided by the Banls. This deparcment
b atbracted oew custoners consising of both companics and busi-
cwess people Troo oy of the Facific Bim countries. We cxpoct chis
overseas and intormacional customer hase to contite to g thnayde
ot BT amd bevond.

The Bank is also consideting expansion inro lrst Servioes, Tnvest
ment Danking Services and Mansgement Consulting in the fature.

gl

e
UInE




AMERICAN PACIFIC BANK

INDEPENDENT AUDITOR’S REPORT
AND
FINANCIAL STATEMENTS

DECEMBER 31, 1996, 1995, and 1994

INDEPENDENT AUDITOR’S REPORT

MOSSADAMS LLp

CERTIFIRD PULBLLIS ACCOUNTANTS

Tor the Board of Threctors and Sockbolders
American Pacific Bank

We have audired the acoopanying balunce sheets of American Pacific Bunle ds of December 31, 1996 and
1995, and the reluted statements of aperations, changes in stockholders’ equicy, and cash Qows [or cach of
the three years in the perind ended December 31, 1996, These financm] scatements ure the respensibilicy of
Lhe Burnk’s management. Cur responsibility is Lo express un opinion on rhese fingncisl seaements bused on
o mudirs.

We comducted our andits in accordance with generally accepred anditing stundunds, These standards require
thar we plan and pecionm e audits tooobrain reasemakle assuraiwe sbout whether the financial sratements
are [ree of waterial misstacement. An andit includes craining, on a rest hasis, evidence supporting the
wmounts and disclosures in rhe financial satcnents, An audic also includes wsessing the accounting
principles used and siznificant estimates made by managemenr, as well as evaluating the overall financial
statement presentation. We belicve that our wudies provide a reasamable busis for our opinion.

In cur opanion, the financial statements relemmed o above present fairly, in all material respecrs, the financial
positian of Auerican Pacilic Bunk as of December 31, 1996 aned 1995, and the resulrs of ite aperations arud
ity Cash flows for cach of the three vears in rthe pericd ended Decembar 31, 1996, in vonformity wich
venerally accepred accounting principles.

Mo Udesur 12P

Fartland, Oregon
Jaruary 1[4, 1997




AMERICAN PACIFIC BANK BALANCE SHEET

YEARS ENDED DECEMBER 21

ASSETS 1896 1895
Cash and nohinterest-bearing balances due from depository institutions § 537398 $ 1,498,380
Interest-bearing deposits due from depositary institutions 2,021,000 11,048,000
Imvestmant sacurities available-for-sale 10,256,680 9169, 544
Federal Reserve Bank stock 136,350 120,700
Loans, net of allowance for loan losses and unearned income 23771716 20514 489
Land, office building, equipment, and improvements, net 367 442 421 552
{ither real estate owned - 98,479
Accrusd interest and other assets 800,735 672,787

Total assets $37,891,322 543,544,971

LIABILITIES AND STOCKHOLDERS® EQUITY 1996 1985
Deposits
Moninterest bearng demand deposits $ 2,073,128 $ 1,900,974
NOW and money market accounts ; 8,818,543 7720034
Savings and time deposits 22,898,843 30,372 5495
Total deposits 33,820, 512 359,993,603
Accrued interest and other liabilities 208 447 512,374
Total liabilities 34,188 989 40,505 977
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS EQUITY
Class A common stock, no par value; 200,000,000 sharss
authorized, 4 535,103 shares issued and outstanding
in 1996 (3,426,362 in 1995) 4,550,423 4,028,800
Surplus 805,000 805,000
Accumulated deficit {1,890,391) (1,875,701}
Unrealized loss on available-for-sale securities, net of taxes (62,699} (19,105)
Total stockholders’ equity 3,702,333 3,038,994
Total liabllities and stockholders’ equity $37,891,322 543,544 971

The accompanying notes are an intagral part of these financial stalements.



AMERICAN PACIFIC BANK STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31

“

INTEREST INCOME

Interest and fees on loans

Interest on investment securities
LS. Treasury securities
Obligations of U.S. Government agancias
Other domestic taxable securities

Interest on deposits due from depository |nstitutions

Total intarest income

INTEREST EXPENSE
Interest on deposits

Mat interest income

Provision {adjustment) for loan losses

Met interest income after provision
{adjustment) for loan logses

MNONINTEREST INCOME
Service charges and fees
Heal estate brokerage fees, net of commissions
Gain on the sale of available-for-sale securities
Other noninterest income

Total noninterest income

NONINTEREST EXPENSES

Salaries and employes benafits

Oceoupancy and equipment expenses

Other operating expensas

Loss on sale of available-for-sale securities

Loss on sale of held-to-maturity securities
Total noninterest expenses

INCOME (LOSS)

BEFORE PROVISION FOR INCOME TAXES

INCOME TAX (EXPENSE) BENEFIT
NET INCOME (LOSS)

NET INCOME (LOSS)
PER SHARE OF COMMON STOCK

The accompanying niotes are an integral par of these financial statements.

19886 1995
$2,951,407  $3.231,513
120 408 22 489
512,935 400,684
7,425 8,014

_ 326,336 408,931
4,018,511 4,069,631
1,543,091 1,914,158
2475420 2,155,473
199,679 (98,120
2,275,741 2,251,593
135,655 153,406
37,219 16,576

9,396 -

___ 8320 15,034
190,599 185,016
974,855 959,241
285,013 275,500
934,620 883,473
2,194,488 2118214
271,852 368,395
(86,542 _{65,358)
$ 185310 $ 253,037
B 06 F 7

1994

$3.318,125

15,647
586,636
6,947
153224
4,080,639

1,614,446

2,486,193
_ 88,186

2,378,007

156,380
40,780

4.1
201,261

822,304
238,877
1,165,071
478,831
1,075,000
3,780,083

(1,200,815)
_ 225,000

5.(875,815)

S__ (27)




AMERICAN PACIFIC BANK
STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

ﬁ

MET UMAEALIFED

LOES 0N [O1aL
COMMON STOCK AECUMULATED  JWAILABLE-FOR-SALE  HIDCKKDLOFRS
SHAHES AMIOLINT SURFLUS OEFIGIT SECURITIES EQLITY
EALANGE
As of Decembar 31, 1983 2,956,521 § 3535528 $ 905,000 $ (1,252,923 i = § 3187005

ISSUANCE OF COMMON STOCK:
Exercise of warrants 435,000 440,550 . - - A0 hAlk
Publlc offaring 10,000 5.000 - = - 5.000

HET CHANGE UNREALIZED LDSS
DN AVAILABLE-FDR-SALE

SECURITIES, NET OF TAXES . - . . {2 831 {e.8s1)
MET LOSS 2! | - - _[875.818) - {875,815}
BALANCE

As of Decermibar 31, 1994 401 521 3,901,376 805,001 (2,128738) (2,831) 2,754,607

ISSUANCE OF COMMDN STDCK:

Stock Fights difzring © o Bl&ae 40,924 : 2 40,924
Fublic-utering 14,000 6,500 - - - 5,300
NET CHAMNGE UNREALIZED LDSS
ON AVAILABLE-FOR-SALE
SECURITIES, NET OF TAXES = - - : {16,274) (16.274)
HET INGCOME - : - 253,057 ¥l 253037
BALANCE
A of Decambar 31, 1995 3.496,269 4,028 800 85,000 (1,875.701 {19,105} 3,009.944
ISSUANCE OF COMMON STOCK:
Exercise of options 10,000 1125 - - 3,125
Stock rights offsring 1,028,734 518,445 - > - 515,455

NET CHANGE UNREALIZED LOSS
ON AVAILABLE-FDR-SALE

SECURITIES, NET OF TAXES - - - {43,504) {43 504)
MET INCOME - o, - 185,310 - 185,310
BALANCE

As of Decembar 31, 1996 4.535,103 34,550,423 5805,000 $17,690,391) 3[62 599) $3,702,333

The accompanying notes are an integral part of these financial staternents.




AMERICAN PACIFIC BANK

STATEMENTS OF CASH FLOWS

YEAR ENDED DECEMBER 31

CASH FLOWS RELATING TO QPERATING ACTIVITIES
Met income {loss)
Adjustments to reconcile net income {oss) to net cash
provided by operating activities:
Gain on sale of equipmant
Depreciation and amorization
Frovision [adjustment) for loan losses
Loss on sale of held-to-maturity securitios
Loss [gainy on sale of available-for-sale seclrities
Loss (gain} an sale of other real estate owned
Defarred taxes
Change in cash due to changes in certain assets and liabilities:
Decrease (increasa) in accrued interest and other assets
Increase (decrease) in accrued interest and cthear liabilities
Met cash provided by operating activities

CASH FLOWS RELATING TO INVESTING ACTIVITIES
Met increase (decrease) in interest-beanng deposits
Purchases of held-to-maturity securifies
Purchases of available-for-sale securitips
Purchase of Federal Resene Bank stock
Proceeds from sale of held-to-maturity securities
Proceeds from maturity of available-for-zale securitiss
Proceeds from sale of available-for-sale securities
MNet {additions to} repayments of loans mads to customers
Procesds from sale of credit card portfolio
Furchase of credit card partfolio
Recoveries of charged-off |oans
Furchase of building improvements, equipment, and furniture
Procesds from sale of fixed assets
Procesds from sale of other real estate owned

MNet cash provided by (used in) investing activitiss

CASH FLOWS RELATED TO FINANCING ACTIVITIES
Met increaze (decrease) in nonintarest-bearing demand, MOW,
rmaney market, and savings deposit accounts

Met increase (decrease) in time accounts
Issuance of common stock

Met cash used in financing activities
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

SUPPLEMENTAL SCHEDULE OF CASH FLOW INFORMATION
Cash paid for interest

SCHEDULE DOF NONCASH ACTIVITIES
Unrealized gain on availabla-for-sale securities, net of tax

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

1996 1985
& 185310 § 253037
- 15,498}
64,396 40,845
199,679 (26,120
(9.396) 3
{7.428) :
86,542 65,358
{192,032) [18,535)
(213,857 56,745)
113,174 182,343
5,028.000 (5.377,000)
{8 464,196} (3.112 .845)
[15.650) 1,400}
4,434 623 1,063,365
2,885,781 2,700,000
(B,056,433) 1,700,813
4,865,044 10,731,546
168.052) d
4,963 3.076
{10,248) [96.634)
- 8,042
133474 S S aerye
4 507,313 2 678,953
1,377,196 1.588,306
(7 480.287) (3.975,638)
521,623 47 424
{5,561,468] [2.340,908)
1960.981) 520,398
1,498,380 §77 982
5 537,309 $ 1,488.380
5 1,717,083 $ 1,982.013
$ 43594 5 16274
e 5 2,858,015

1984

$ (875,815)

&7 787
B8, 186
1,075,000
478,831
5,667
[325,000)

292 696
_ 23,087
_ 820,339

3,748,000
(3.941.610)
(1,966,110

1,425,000

3,074,931
(3,027 265)

73,512
(11 ,406)

104,662
~(520,286)

(1.615,831)
223,502
445,550

[345,683)

(646,626)
1.624.618

$ 977.982
$ 1,639,082

§ 283
$‘=-

For purposes of reparting cash flows, cash and cash equivalents include: cash and noninferest-bearing balances due from dapositony

Institetions.

The accompanying notes are an infegral part of these financial staterments.
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AMERICAN PACIFIC BANK NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1996, 1995, and 1994

HOTE 1 — DRGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUMTIMG POLICIES

Drganization — American Pacific Bank is a state-chartered bank authar-
ized to pravide banking serdices by the State of Cragon. The Bank,
headquartered in Aumswille, Dregan, has one branch |ocated in Mill City,
Oregan and a real estate loan production office serving the Portland,
Dregon and VMancouver, Washington metrapolitan areas.

As a member of the Federal Reserve System and Federal Deposit Insur-
ance Corporation (FOIC), the Bank is subject to the reguiations of these
federal agencies as well as the regulations of the Oregan State Depart-
ment of Insurance and Finance. All of the regulatary agencies periodi-
cally canduet examinations of the Bank. Examinatians by bath the State
ot Oragon and the Federal Reserve took place in 1996 and 1995,

A report issued as a resull of joint federal agency examinations in 1992
concluded that the Barnk's credit concentrations, capital adeguacy, past
sarnings, lguidity position, apparent nongompiiance of specifisd bank-
ing requlations, as el as ather factars, were of concarn. As aresuit, the
graminess and the Bank modified and replaced a 1984 Written Agree-
ment during July 1993. The modified Written Agreamant, which remains
sftective as of December 31, 1996, cammitted the Bank 1o the adaation
of policies and pracedures intended to address the concarns outlined in
the 1992 examination report, In the opinion of management, the Bank is
in substantial compliance with the provisians of the Written Agreement
as of December 31, 1996,

Management’s estimales and assumplions — 0 preparing the financial
statements, managament is reqguired to make estimates and assump-
tiens that affect the reported amounts of assets and liahilities as of the
date of the balance sheet and revenues and expensas for the periad,
Actual results cauld differ sigrificantly fram those estimates. Significant
estimates primarily involve the adequacy of the allu:uv.anu:a tor loan
Ipsses and the provision for Ioan losses.

Investment securilies — The Bank is required to specifically idemntity its
investment securities as “held-to-maturity,” "avallable-far-sale,” of
“trading accounts.” Accondingly, management has determined that all
investrnen! sacurities held as of December 31, 1996 and 1995, are
"avaifable-for-sale” and conform to thi following accounting policies:

Securitis held-to-matunty — Bonds, notes, debentures, and times deposits
for which the Bank has the intent and ability to hald to maturity are reparted
alcost, adjusted for premiums and discounts that are ecognized in inferast
inéome using the interest method over the pariod o matity.

Securities avaifable-forsaie — Avdilable-for-sale securities consist of
Bonds, notes, debenturss, and cerlain equily securities nat classified as
hald-to-maturity securities. Unrealized helding gains and |osses, net of
tax, an dvailable-far-sale securities are reported as a net amaunt and a
sepdarate componant af equity until realized. Falr values far investment
securities are Dased an quoted market prices. Gains and Ipsses on the
sale of available-for-sale securities are determined using the specific-
identification methad.

[eclines in the fair value of individual held-to-maturity and availabla-tor-
sale securities befow their Gost that are ather [Ban tmparary. result in
write-gowng of the individual securities ta their fair value. The related
write-dosens are charged apainst earnings as realized losses. Pramiums
and discaunts are recognized as interest income using the interast
methd cver the period to maturity.

Loans, netof allowance for loan losses and unearned ingame — Loans
are stated at the ameount of unpaid principal, reduced by an allowance
far loan losses and unearned income. Intarest on loans is calculated by
using the simple-interest method an dailv balances of the principal
amount outstanding. The allowance for loan losses is established
through a provision for loan osses charged to expensas: Laans are
charged against the allowance for lpan losses when management be-
ligves that the callectibility of the principal is unlikely, The allwvance is
an amaunt that managament believes will be adequate to absorb possi-

bl logses on existing [pans that may hecome uncollectinle, based on
gvaluations of the collectibility of loans and prior loan |oss experience.
The evaluations take into consideration such factors as changes in the
nature and volume of the loan partfolio, overall porttolio quality, review
of specific problem loans, and current esonemic conditions thal may
affect the barrowers ability to pay. Impaired loans are measured based
on the present value of expected future cash Tows: discountad at the
Ipan's effective interest rate or at the |pan's market price ar the fairvalue
of the collateral if the loan is collateral dependent. Accrual of interest Is
discontinued on a loan when management balisves, after cansidering
soonomic and business conditions, collection afforts and collateral positian,
that the borrower's financial condition is such that collection of interest is
doubtful. Loan origination fees and certain direct origination costs are
capitalized and recognized as an adjustrent to the vield of the related loan.

Warous regulatony agencies, as an integral part of their examination
process, periodically review the Bank's allowances for foan lesses and
lasses on ather real estate owned. Such agencies may require the Bank
ta recognize additions to the allowances based on their judgments about
information awailable to them at the time of their examination. The Bank
undereent examinations by applicable regulstory agencies during 1996,
1985, and 1994, The accampanying financial statements reflect the
accaunting adjustmerts required a3 & result of the regulatony examinations,

Land, office building, equipment, and improvements — Land, office
building, equipment, and improvements are stated at cost, less accumu-
laged depreciation and amaortization. Depreciation and amortization are
camputed principally an the straight-fine method over the estimated
useful Ives of the assets, which range from 5 to 40 years.

Other real estate owned - Other real estate acquired thraugh partial or
total satisfaction of loans is initially recarded at the lower of cost ar fair
imarket value, After the date of acguisition, valuations are periadically
performed by management and the real estate is carried at the lowar of
carrying amount or fair value less cost to sell, Revenue and expenses
from aperations and changes inthe valuation allowance are included in
loss an other real estate,

Income taxes — Deferred tax assels and labilities are reflected at cur-
rently enacted income tax rates applicable to the period inwhich the
deferred tax assets of liabilities ars expected to be raalized or settled, Az
changes in tax laws or rates are enacted, deterred tax assets and liabli-
ties are adjusted through the provision for incaome taxes.

et income (1oss) per share — Earnings (losses) per share are cam-
puted by dividing net income by the weignted average number of shares
of comman steck and comman stock eguivalents oulstanding far the
vears ending December 31, 1996, 1995, and 1994, Common stogk
gnuivalents include the number of shares issuable on exercise of the
autstanding options fess the nomber of shares that would have been
purchased with the procesds fram the exarcise of the aptions based on
the average price of common stock during the year The weighted
average number of shares of common stack and commaon stock equiva-
lents outstanding far the vears ending Decernbar 31, 1996, 1995, and
1994, were 3,919,061, 3,454,660, and 3,284,646, respectively.

Ofl-balance-sheel financial instrumignts — In the ordinary course of
business, the Bank enters into off-balance-shest financlal instruments
cansisting of commitments 1o extend credit as well as commercial
letlers of credit and standby |etters of cradit. Such firancal instrumeants
are recorded in the financial statements when they are funded or related
fees are incurred or received.

The Financial Accaunting Standards Board issued Statement Mo, 119
"Disclosures abaut Derjuative Financial Instruments and Fair Value of
Financial Instruments™ which became effactive for the Bank for the wear
ending December 31, 1985, This pronouncement raguires that banks
hotding derivathve financial instrurnents, disclose quantitative and quak-
tative information ahout such instruments. As of December 31, 1996
and 1995, and for the years then ended, the Bank held no derivative
financial instruments.




Falr value of financial instruments — The follouwing methods and as-
sumptions were Lsed by the Bank in estimating fair values of financial
imstruments as disclosed hergin:

Cazh and cash equivalanis — The carrying amounds of cash and short:
term instrumeants approximate their fair value.

Availalble-for-sale securities — Fair values for investiment seourtios, ex-
cluding restricled equity securities, are based on quated markel prices,
The carrying values of restricied equily sscurities approsimate fair values.

Lagns receiisbie — Far variable-rate loans that reprice fraquently and
hawe no significant change In credit sk, fair values are based on
carrying vaiugs, Fair values for certain mortgage leans (for example,
pne-Lo-four family residential), credit card pans, and olher consumer
loans are hased on quoted market prices of similar loans sald in con-
junction with securitization transactions, adjustad for differences in loan
characteristics. Fair values for commercial real estate and commercial
loans are estimated using discountsd cash low analyses, using interest
rates currently being offered tor loans with simiiar terms fo barrwers of
similar credit guality. Fair values for impaired (oans ars estimated using
discounted cash flow analyses ar underlying collateral values, where
appticabla,

Dapaosit lighilitias— The fair values disclozsed for demand depasils are,
by definition. equal to the amount payahle or demand al the report-
ing date (that is, their carrving amounts). The carrying amaunts of
variable-rate, fixed-term maonay markel accounts and certificates of
deposit [CO8) appraximate their fair values at the reparting date. Fair
values for fixed-rate COs are estimated psing a discounted cash flow
calculation that applies interest rates currenily being offered an cer-
lificates to a schedule of aggregated expected menthly maturities on
tima deposits,

Of-balance-sheet Instrumants — The Bark's ofl-balance-sheet instr-
mants include unfunded commitments to extend credit and standby
letters of credit. The faic value of these instruments 5 nal considered
practicable to estimate because of the lick of quaoted market prices and
the inability to estimate tair value without incurring excessive costs,

Reclassifications — Certain molassifications have leen made o the
1985 ang 1994 financial statements to conform with current year pre-
senfations.

MOTE 2 = INVESTMEMT SECLUIRITIES

The amirtized cost and estimated market values of investment securi-
tieg are a5 faliows:

GROSE GROSS  ESTIMATED
RMORTIZED UMREALIZED LUNREALIZED BIARKET
COST GAINS LOSEER VALUE
December 31,1996
Ariladle-foi-sale secyiles:
LLE. Trasury sanirities F1,495,187 5856 Sa05 B 405545
Collatzraized morgage
obligaiors 2 AR EN 4,479 FR05 18]
Deilarturas 6,301 B3 ] 32,260
IERES £2.27R T AL S
GRAOSE GROSE  ESTIMATED
AMDATIZED UMREALIZED UNREALIZED MARKET
COST GAINE LOZEES VALDE
Decemberd, 1985
axilable-Tar-s: 1 sandties:
L&, Traasasy sesurilics B1.0E1,754 A6, TAA i G1.987 98k
Collataralizan ma mgsne
Obligaticrs 2 A5 B3S - JEa0s 2 d4¥) pEn
Cehanfures £ 756702 i0ez ) 4703 734
30198189 E.EED 33805 39,189 544

The amertizen costand estimated market valus of investmant sacurities
a5 of Docember 37, 1996, hy contractual maturity, are shown below.
Expactad maturities will ditter fram contractual maturities because bor-
rowers may have the rght ta call or prevay abligations with ar without
call of prepayment penalties.

AVAILABLE-FDR-SALE

SECURITIES
ESTIMATED

AMORTIZED MARKET

COET VALUE
Mg nora yaas orless 57, TARA30 YT REWS
Due b ora vaar thezagh fivs yaare E [0, 5EE 557 739
Dz afies five yeaes Lbrug b e vears SOk quE 87 853
Guligleralizid maortgzge ohligasions 3 4B1 BT 2339 157
57055 68 #10,255 £30

During 1985, pursuant to implementation guidance an accounting
for cerfain investments in debt and eguity securities ssued inoa
Special Report by the Financial Accounting Standards Eoard, the
Bank reassessed the appropriateness of its ¢lassilicalions for invest-
ment securities. Accordingly, securities with an amortized cost of
52,858,016 were transferred from the held-to-maturity categorny to
the available-for-zale categary, This resulted inthe recognition of an
nnrealized loss on available-for-sale securities, nel of lax, of $13.512
at the time.of [ransfer,

As of Decembar 21, 1996 and 1995, Investinent securitios with an
armartized cost of 800,000 and $792,500, respeclively, wers
pledyed to secure deposits of pualic funds. In addition, the Bank had
pledged §1,262 263 and $2.859. 016, respectively, to VISA LISA to
suppart the Bank's secured credil card lending activities.

During 1994, due to market pressures on fixed rale myestments,
persuasion from regulatary authorities, and management's and the
Board's oesire not ta expase the Bank Lo further interest rate risk, the
Bank sold neld-to-matunity securitins having an amartizen cost of
32,500,000, Proceeds of 51,425,000 from these sales resulted in
recognized losses of $1,075,000, These losses combined with
losses of 478,831 realized on the sale of available-Tor-sale soouri-
ties, rasulted in aggregate losses on sacurities sales of 51,553,831
in 1844, In 1995 the Bank realized gains of $5.398 on sales of
avallable-for-sale securities: no gain or loss an the sale of inves!-
ment securitias was realized during 1995,

MOTE 3 - LOANS
The compasition of lnan halances i surmmarized as follows:

DECEMBER 31,

1998 17945
Cradit zads H3,ERE ok F900 596
Eeal wslaty - consniction J.TTE DN A.241 72
Cornmert zle1d agticuliura 4448 gan 2743402
113 Mol 456 B4E Ta1aaa
Cverdref: ascourts 1858 4454
24245 793 POATATT
Sllowsaaca ton aun osses 180,309 (264,763
dacen od incarra (128,235 [B3.375)
BN L) B20.E74 4G

Impaired loans having recorded balances of 864,703 on December
31, 1986 and $108,715 on December 37, 1895, have been recop-
nized. The total aliowanee for wan |osses related to these loans was
£0.205 and $20.994 on Decernber 31, 1936 and 1995, raspactively,
Interest income on impaired loans of $23,440, 55,736, and 531,611
was recognized for cash payments received in 1996, 1985, and
1984, respectively. Had the impaired Ipans perfarmed according ta
their original tarms, additional interest incame of §4.728. 51,074,
and §22,248 would have been recagnizas during 1996, 1995, and
1994, respectivaly.




The maturity range of the loan pertfolio as of December 31, 1996, is as

falloes:
OUE AFTER ONE
DUE I OWE  THROUGH  DUE AFTER
YEAR OR LESS  FIVEYEARE FIVE YEARS  TOTAL

Corrmercial, agrleullural, ard real

eatate-canslructinon ingns F 15042817 56,245 A66 53,393.929 - &0 167 BAE
Credit ezrf Inans 1.6k, 831 - HE-Lo |
natallnenl luans antd oue e safts 73099 245 9ug =, 357,034
FISFTE 749 Sgbuimhl  BIBOONID 24210559
Moraccual laans anai
Ga4,245 Y00
Fleat rata oz S0 1658 SEaa08 FA3.893,979 517,297 664
Adjustabis jatz loans 3,614,934 3,297 940 SH12ATS
13573743 56,237 881 HB.F:IEI::'-.UZ:'] 21210 hER
Monaccival icens x|
F24.245.790
NOTE 4 - ALLOWAKNCE FOR LDAN LOSSES
Chanoes i the allowance far loan losses were a5 follows:
YEARS ENDED DEGCEMBER3.
1005 12495 1834

RALANCE, bealnrirg ol yez F 764,160 FavEng 5240 252
Frovisinn (adjastmeant) far ioan losses 108,679 [9E1 20 A 16
|.oars chamgec-ott (7?2 ET (15081} 120,G66)
Rucaverias or loans oeviously sharged-arl 4883 7 Tl
BALAMZE, ane of vEar 5343 E,C_i'l SAEA1RY Taviua

MOTE 5 — SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK

Most of the Bank's commercial and agricultural loan activity is fa cus-
tormers |ecated near its headquarters and Dranch office in Aumsville and
Mill City, Gregan, respectively. These geographical areas ara primarily
involved in the agrculture and farest nroducss industries,

The Bank’s real gstate loan production office in Portland, Qregan makes
real estale canstruction loans to builders and their customers in the
Fortland, Oregon and Vancouver, Washington metrapolitan areas. The
offive also provides real esiate marlgage brokerage services to its cus-
tomers far which it receives fea and commission income. As of Decerm-
ber31, 1995 and 1995, the Bank had 32.1% and 39.7%, respectively, of
its ldan partfalo comprised of real estate construction loans,

The Bank makes credit card loans ta qualitiad individuals throughaut the
United States. With the txception of aporoxirately 5353189 in out-
standing, unsecured credit card accounts, all other approved credit card
lings are fully secured with time certificates of deposil. As of Decemn-
ber 31, 1996, 15.1% of the Banks loan portfolio was comprised of
outstanding credit card balances, Of the outstanding balance of
53,655,008, approximalely 10% were unsecured and 90% were secured
with time cerificates,

HOTE € — BAMKCARD AGREEMEMNTS AHD CREDIT CARD
TRANSACTIONS

In May 19971, the Bank entered intg 3 “Bankcand Program Development
Agreement® with |JL Corporation {currently known as Renaissance
Bankeard Services), an Oregan corporation involved in the business of
developing, establishing, marketing, and servicing consumer gredil card
accounts. The Bank enterad into the agreement with the intent of utiliz-
ing Renaissance's exportise in the development of its own secured and

guaranteed consumer Visa and Mastercard programs. The ariginal
agreement with Renaissance extendad fora five-year period with provis-
ions for aulamatic ane year extensions unless otherwise terminatad by
gither party. However, as further described in Note 17, the Bank and
Renaissance have completed a setilement agreement and mutual re-
lgase, the effect of which mcludod the sale of §15,456,590 of the Bank's
credit card portfalio by December 31, 19496, As & condition of the
agreament termination, Renaissance will receive a fee of 10% of the net
profit frarm all retained credit card accounts for & peried of 24 manths,

Under terms of the original agresment, Benaissance was genarally re-
sponsible for marketing for credit cand accounts and servicing the
autstanding porttolio. The Bank was responsible for approving credit
terms, establishing secured depesit aptions. defining policies and pro-
cedures, and maintaining ownarship of credit card account balances,

The majority of these consumer credit card accounts are required to e
fulty secured wilh time certiticates of deposil at the Bank. Certain other
credit card accounts. known as “flins” or graduated secured accounts,
frave became partially unsecured with the passage of time due to the
Customar's craditwarthiness, As of Docamber 31, 1996, approximately
B0% of [he outstanding "flip" aceaunts were secured, Total autstanding
balances under both the Tully and praduated secured credit card pro-
qarams were $3,177 862 az of Dacamier 31, 1956,

Anathar segrrient of the Bank's credit card porliolio consisted of quaran-
toed accounts. These avcounts were established thraugh a marketing
anent for Repaissance. In December 1983, the Bank sold, without re-
course and thraugh Renaissance, its entire guaranteed credit card part-
falia 4t book vaiue of 8,332 225, Included in the sale agreement was a
provision that the Bank receive a fee of 1-1/2% per annum of the
average outstanding balance of all sold credit card accaunts until April
1994, when the Bank was no longer the issuer of these cards,

Another elernent of the Bank's credit card parfolio consists of unsecured
doeounts issued plrsUant o an agreement with 1BAA Bancard, Inc, (IBAS)
ar acquired through puchase. As of Decamber 31, 1996 and 1995, [BAA
unsecured credit cards toraled $285.167 and 5320,042, respectively, A
portfalio of Unsecured credit cards purchasad dunng 1996 al & discountad
price of 568,052 totalec $68.007 as of Decomber 21, 1996,

A final component of the Bark's credit card porttalio congists of secured
accaunts which are reparted and managed by Western States Bankcard
Association (WEBA) of Stockton, Califurnia, The Bank has assumer all
risk management respansioilities including callection and due dilipence
procedures. WaBA orovides all other portfolio management reqLire-
ments. These sccounts totaled $124,244 az of Dacember 31, 1996

For the years ending December 31. 1996, 1995, and 1984, tha Bank's
net interest margin on credil card accounts was as follows:

YEARS EMDED DECEMEBER 31.
1996 f985 184934
Invrest ane fee nzomc SUBROIS  B1BINT4E 21307393
Inlares! vzpensa E43,188 B0 258 450753
MEL inlesast rmamin 5437 729 R70A 890 L Sﬁbﬁ

KOTE 7 - LAND, OFFIGE BUILDING, EGUIPMENT, AND IMPROVEMENTS

Major classifications ot land, office building, equipment, and im-
pravements are summarized as follows:

YEARS EWDED DECEMBER 31,

1008 1495

-anid 535,463 535,465
Huikd ngs 299,306 295,508
Fripmeat 49, A5k 482,240
Lesalizld impsavererts 12,347 18547
B30.A04 bEg s

fecymulatzd dearegition i armatization 423 182 1407 7661
567 442 5421 592




MOTE 8 — TIME DEPDBITE

The aggregate amount of time certificates of deposit in denominations
of $100,000 or mare was $3,310,380 as of December 31, 1996 and
£3.974.821 as of December 31, 1895,

The matesity range for time certificates of deposit of $100,000 ar more
and all ather time deposits are as fallows as of December 31, 1906

TIME
CERTIFICATES
OF §100,000 ALL OTHER
R MORE TIME DEPDSITS
Dz in thres months or less F2126.290 5 5159415
Dz aftar theaa it Liaogh ang year 231 543 12,227 254
Dz e ora e tirsugh “hee years ZELEAT #4411
f3.310,380 F15.221 783

KOTE 9 — OTHER OPERATING EXPENSES

Ofher operating expenses [or 1996, 1895, and 1994, were comprised of
the following:

YEARS EWDED DECEMBER 31,

1936 1395 1894

Credil cany experses RATR A0 £ LT B R B
Data processing expanses 139 256 223,125 FHRATR
Prafasgianal services | 15 896 189,127 323870
Trlephiora, peslags, and wretranster exparses  147.5810 137237 197378
Insaranc: g2 502 |27 862 1ARA5R
Statinnery, supnlies, and printing cxpanses Sl 3. 067
Aduerlizing 1,353 2 13 |7, 288
Automatic ta ler mashina pracessing ks 3,547 7.915 8.200
Puhlic ralafinns i buginess desclopament T3.638 1,538 6.4
WEF and othal operat ng losses. 2458 | 821
[ther operating expanses b GEE 27,317 193984
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HOTE 10 -INCOME TAXES

The Income tax provisions for December 31, 1996, 1955, and 1984,
congist of the following:

YEAAS EWDED DECEMBER 31,
1986 1005 1994
Tases curcnily payes e k1 o 5
Deferrad tamexpanse 1/4.454 147,292
Sarafit of ral vparaling 1285 carrytorsand (400,0400) (28, 565) -
Grange In valuatior alizeance (47 M) 63377 G800

ripairre Lo ez {benetis) 5 BE.542 §odadad 5200000

The 1995, 1995, and 1994 provisions for income taxes differ from
amounts computed wusing statutery rates as tollows:

YEARS ENOED DECEMBER 31,

1996 1985 188
Fedesal incanz tases at stanytany mites $ 10 HT08.R54 3
State inoama taxas, net of wderal beash oM 5035 -
Drrease in valuzlan allovance [17.882) #3371} 320,000
Cither differences EA 3,540 %
5 BEbL4E FAGARE  H(325.0000

Deferred tax asset and liability accounts consisted of the following as of
Decemnber 31, 1996 anil 1995:

DECEMBER 31,
1996
Delersed tax assets F 83500 311543
Metapetog oss carrstaraard 245,000 208,029
VaiLatian allovwanss (142 200 (185852
Deferres tax liahiliting [23.E0D: (122 388
Met deferred tax assat 173,000 §_2hi b4z

#z of December 31, 1996, the Bank had net operating loss car-
rvforwards available to offsel future income taxes in the approximate

amaunt of 8650 000, These carryforeards expirg in 2009,

HOTE 11 -TRANSAGTIONS WITH RELATED PARTIES

Certain directors, executive officers. and principal stockholders are cus-
tamers of and have had banking transactions with the Bank in the
ordinary course of business, and the Bank expects to have such transac-
tions in the future, Al loans and commitments to loans included in such
transactions were made in compliance with applicable laws on substan-
tially the same terms (including interest rates and collateral) as thosse
prevailing at the time for comparable transaclions with other persans
and, in the opinian of the management of the Bank, do not involve more
than the normal risk of collectibiity or present any ofher unfavorable
features. Az of Decernber 31, 1996 and 1885, only an auto loan with an
gustanding halance of 10,757 and credit card loans with outstanding
balances of $11,181 and $25.656, respectively, were outstanding to
related parties,

NOTE 12 -EMPLOYMENT AGREEMENTS

I 1994, the Bank established an employment agreement for its current
Fresident and Ghief Exerutive Officer. Terms of the agreemeant provide
faran-annual salary of 96,000, custamary benefits, and provisions far
a performance borus based upan the attainment of profitability levels
and a stipulated refurn an averages assets.

HOTE 13 - COMMON 3TOCK TRANSACTIONS

GCommon stock warranls — During 1994 and 19493, outslanding warrants
wiese exercised by the Bank's Chairman, executive officers, and various
investars, to wham were transferred share purchase rights. The Tollov-
ing summarizes the increase in the Bank’s comman stack tor tha axar-
cize of warrants as well as e amount of unexercised warrants that
expited in 1006:

SHARE INCREASE
PUACHASE EXERCISE 1N COMMON EXPIRED
RIGHTS PRIGE STOCK  WARRANTS
Unexercisan warrants at
Deambier 37, 1993 124 656
Warrants msued 5300000
‘Warants cance |z (290,000
Wrrans peecrizad durirg 193¢ (435,000 30910 31.05 SA40,5Ad
arrantE aepined
In Fehruary 1996 $ED F70.994

79.650

Slock offerings and sales agreements — In Octaber 1984, the Bank
issued an offering memorandum for the sale of 3,500,000 shares of
common stock at $.50 per share: The offering was ariginally 1 expire on
March 31, 1995, but was further extanded by the Board of Directars uriil
September 30, 1995, In October 1885, the Bank issued another offering
memarandum far the sale of up to 3.414.521 shares of common stock
at 5.50 for a4 35%-day period ending Mowvamber 21. 1935, This offaring
wias algo further extendad by Board approval. As aof December 31, 1996,
additional capital of 557,922 was raised a5 4 result of these offerings,

Stock oplion plans —In April 1992, shareholders of the Bank approved
the 19892 Festated Mongualified Stock Option Plan for Employess
(Emplayee Plan) and the Restated Mondiscrationany Stock Dption Plan
tor Nonemployee Directors (Culside Directar Plan).

The Employee Plan provides for the grant of eptions to employess up to
an aggregate of 490,000 shares of the Bank's comman stock, All em-
plovees of the Bank who mest aligibility requiraments may participate In
the Employvee Plan which is administesed by a committee of the Board of
Directors, The committee has the authority to grant options including
determination of the cenditions and timing of grants, designation of the
gmplovees to whom opticns are to be granted, as well as the number of
shares subject to option and selection of the exercise price for shares
optioned, The Plan hecame effective upon stackholder approval and will
tarminate ton yvears after Lhe effective date. As of December 31, 1996,
oplians for 386,400 shares were outstanding under the Employes Plan.




The Qutside Director Plan covers all nonemployee directors of the Bank,
Thiz Pian provides far the grant of aptions 1o directors up to an aggre-
gate of 39,000 shares of the Bank's common stock: The Plan s adminis-
tered by & committee of the Board of Direclors which specifies the
canditions, timing, and exercise price of grants of aptions, Under the
Flan, options may be exercised anly while the grantoo serves as a
director or within 12 menths faliowing termination a5 a dirsctor, The
exgrgise price for options may not be less than 85% of fair market valye
of the stack an the dalg of grant. Similar to the Emplayee Plan, the
Dutside Director Pian became effective in April 1992, and will terminate
in ten vears. As of December 31, 1996, ail aptions had been granted
tngder the Qutside Directar Plan and oplions to acquire 37,000 shares of
cammon stack were autstanding.

Both Festated Plans for emplovees and directors have twa restrictions
in the recipient's exercise rohts. First, recipients may not exercise op-
tions until after six months from the grant date. Further, the Bank may
require recipients not to dispose of exercised shares for up to 12
months fram the completion of an undereritten public afferng of the
Bank’s securities shauld sieh ocour.

In conjunction with the Employee Plan. the Bank has established a
Spacial Incentive Option program for management. In this orogram,
aptians will be granted to the Bank's management only it the Bank
excaeds spacified annual return on asset targets. The sxercise price for
the Spevial Incentive Options is $0.01 per share. The numaer of shares
optioned are based on 1he [air market value of the Bank's commaon stock
at the time of grant divided info management's performance based
sdlary, which ranges fram one to six months of normal compensation as
described in the fallowing table:

NUMBER OF MONTHS'
BASE SALARY IN

ANNUAL RETURKH ON ASZETS FORM OF SHARES

Leas than =.0% hane
N 4% % 10
1.5 [ 1,90 % 20
ERR B 4.0
2EM 02 B a0
3.7% ar more g

Infarmation concerning all outstanding oolions as of and tar the vears
anded December 31, 1996 and 1995, i= as follows:

DECEMBER 31,
AYEAAGE MVERAGE
EXERCIEE EXERCISE
1996 PRIGE 1905 PRIGE

Unzaraalion, aaqinning ar year 433500 05400 44 000 $23700
Erarved dunng she year 10.c0n 05313 S EDT 03124
Exercized during tha vea- {10,000, natds - -
Dancalled dunag b yaar - 20003 1.3a00
Undsr ppzion &t vea-visl 433,500 S0.aalu 432,300 S0.5400
Exeraiszhle at yaar-cnd 133 5N 505500 433,500

HOTE 14 - EMPLOYEE BENEFIT PLAKS

In Auqust 1993, the Bank adapted a 404 (k) Retiremant Salary Savings
and Profit Sharing Plan. The Plan became effective onJuly 1, 1993, Al
permanent employees are eliginle once they mest the age and service
raguirements. Employer cantributions arg determined annually by the
Board of Directors. Employer contnbutions of 812,328 and $15.482
ware imade for the years ended December 31, 1995 and 1994, respec-
tively. Mo emplover contributions were made for the year ended Decem-
har 31, 1965,

NOTE 15 —FINANCIAL INSTRUMENTS WITH DFF-BALANCE-SHEET RISK
In the: normal course of business 1o maet the financing needs of its
customers, the Bank is a party ta financial instraments with off-balance-
sheet risk, These financial instruments include commitments to extend
credit and the issuance of letters of cradil. These instruments invalve, to
warying degrees, elements of credit and interest rate risk in excess of the
amount recagnized in the statement of financial position, The contract
amounts of those inslruments reflect the extent of involvement the Bank
has in particular classes of financial instruments:

The Bank's exposure to credit Ioss in the event af nonperformance by
the other party 10 the financial instrument for commitments to extend
credit and letters of credit written Is reoresented by the contractual
amaunt of those instruments. The Bank uses the same credit policies in
making commitments and conditional ohligations as it does for on-bat-
ance-sheet instruments

Linless noted ctherwize, the Bank requires collateral or other security to
suppert financial instruments with credil risk,

CONTRACT AMDUNT
AT DECEMBER 31.
18945 1805
Financizl ins:nimrarts whoss canbrad
Ainaunts sepresant credis sisk:
Cangtruetlon loan anmmitments 56.880 530 5447 107
Liits af ceadit commitre2rts 20§ 521 aG.A7N
Gredit card somreitnents 2538816 7 65 727
G676 A11, 767 S04

Commitments to extend credit are agreements o lend te a customer a5
Ig & there is no viclation of any condition established in the contract,
Commitments generally have fived expiration dates or other termination
cliuses ang may require payment of a fea. Since many of the cammit-
merts are gxpected toexpire withaut being drawn upon, the total com-
mitment amounts do nat necessarily represent future cash
requirements, The amount of calfateral ablained, if doemed necessary
by the Bank upon extensian of credil, is based on management’s credit
evaluation of the counterparty. Callateral helg waries but may include
depository accounts held by the Bank, accounts receivahle, irmventory,
praperty, equipment, and income producing properties,

Letiers of cradit written are conditional commitments issued by the Bank
to guarantes the performance of & customer o a third-party. Those
guarantess are primarily issued tosupport public and private borrawing
arrangements, including commercial paper, bend financing, and similar
transactians. The credil risk involved inissuing letters of credit is essan-
tially the same a5 that involved in extending loan facilities to customers.

HOTE 16 - FAIR VALUEE DF FINANCIAL INSTRUMENTS

The following tahle shows the sstimated fair value and the related
carrying vwalles of the Bank's financial instruments at December 31,
1896 and 1995,

DDECEMBER 3, 1996 DEGEMBER 31, 1008

CARRYING  ESTIMATED CARBYING ESTIMATED
AMOUNT FAIR VALLE SROLINT - FAIR WALLE
Gasl and dua frarr firanciz)
ristitutions S 33799 5 REF.AL0 5 1 486360 4 1.433.340
Interest-aarning balangas wish
firarclal sl Latiors 5ol uon 203,000 Fnds 003 511049000
Gdrarcies fvailable-tor-suly  BI02GEARED BI0 ESERAC 3 OURI544 5 01RD524
08N3, net o° Likraeaneefor lnan
[[EEHES FEITTIFIE 323836370 Fa5la439 820632218
MNovinterast-haanrg semand
Jeposits FOOFII2E 5 L073126 0 5 1900374 51000444
RO aad mwr iy naree:
ACLDIE 3 BMAAAY 8 BOGRSEY 5 020004 3 TTEINA4
Savings and tima deposls . B2 Q98845 S8 OSEEdE  BBDBTRADE 330 355 Fag

While these estimales of tair value are based an managements judg-
ment of the Mozt appropriate factors, thers is no assurance that were
the Bank to have disposed of such tems an December 31, 1996, the



estimated fair values would necessarily have been achigved at that date,
since market values may differ depending an various circumstances,
The estimated fair values on Decembear 31, 1896, should not necessariy
he congiderad to apply at subsequent dates.

In addition, other agsets and labilities of the Bank that are not defined as
financial instruments are not included inthe above disclosures, such as
property and equipment. Also, nonfinancial instruments typically not
recagnized in the financial statements nevartheless may have valug but
are not inclded in the above disclosures. These include, amang other
iterns, the estimated earnings power of core depasit accounts, the
aarnings potential af loan Servicing nghts, customer goodwill, and
similar items.

HOTE 17 -COMMITMENTE AND CONTINGENCIES

Operating lease commifments - A5 of December 31, 1996, 1955, and
1994, tho Bank leased certain branch facilities as well as eguipment and
fixturas under noncancellable operating l2ases, Rent expanse for 1996,
1995, and 1994, was $145,202, $125.631, and $103,759, raspectivaly.
The approximate annual commitment for rentals onder these operating
leasas is summarized as follows:

YEARS EMDING DEGCEMBER 31,
1997 5184 049
1958 12 Ba4
{EEL] 119,134
2000 11 504
5183 540
Litigation - Benaissance Bamkcard Sendces. Inc. — Pursuant to the

terms of its Bankcard Program Develapment Agreement {see Mole 6),
[JL Corporation, now known a5 Rendissance Bankcard Services, Inc.,
developed, established, marketed, and serviced cansumer credit card
accounts on behalf of the Bank. In June 1994, the Bank deciared a
Motice of Material Breach, advising Benaissance that it had breached
certain obfigations pursuant to the Agreement, thus invoking the termi-
nation provisions set forth in the Agreement. In July 1994, Renaissance
initiated legal proceadings against the Bank. In it complaint, Renais-
sance soupht injunctive relief prohibiting the Bank from terminating the
Agresment. and alleged breach of contract and misrepresentation with
respect to an alleged refusal of the Bank to sell cerain credit card
accounts, By subsequent order of the Court, most of the disputes
between the Bank and Renaizsance vwere submitted to arbitration pursu-
ant to the terms of the Agreement,

In mid-January 1995, the Bank and Renaissance réacked an agreement
in principle resalving all disputes between the parties, The parties sub-
sequently neqotiated a comprehensive Settlement Agresment and Mu-
fual Helease to effect such resolution, As agreed by both parties, the
resolution provided, amaeng other things, that Renaissance would pur-
chase from the Bank its portfalio of partially or totaly unsecured can-
sumer credit card accounts existing as of February 28, 1895, The
pumchase price. for the portfolio was at par, and was completed by
December 31, 1995, The credit card accounts sold in 1995 amaunted to
10,791,546

The resolution between the parties iso provided that the underbying
Agresment would expire pursuant to its terms on May 28, 1996, unless
otherwiss rengwed by mutual consent of both parties, AUThal ling, he
Bank had the aption to sell. and Benaissance had the optian to purchase,
additional consumer crédil card accounts which had becomes either
tatally ar partially unsecured. Az a result, additional credit card accounts
totaling 54,665,044 were purchased Oy Renaissance.

Other litigalion — In the ordinary course of business, the Bank may
became involed in various other litigation arising from narmal bank
activities. In the apinion of management, the ultimate disposition of
these actions will nol have a material adverse effact on the Bank's
financial position or results of aperations,

HOTE 18 - REGULATORY MATTERS

Az of Decambar 31, 1996, the mast recent notification Tram the Dffice of
the Comptraller of the Curréncy categorized the Bank as adequately
capitalized under the regulatony frameseark far prompt corrective actian.
Ta be categorized as adequately capitalized the Bank must maintain
minimurn total risk-based, Tiar | risk-based, and Ter | leverage ratios as
set-forth inthe table below. There are no conditions or events since that
notification that management belisves have changed the insttution’s
category,

“TOBEWELL
CHPITAL IFED LR DFR

<0H CaR sl FHORIFT CGHH = Wk

) :f!;._"__IJI'I._ l".:-Ii]IJI".-Z_:'I:'_FLiI'I FONIE ALTHYA FROVISICTG:
AROURT  AATIR AROLUNT - RS HMONT - BATIC
At ol Decemberd, 19496
(i thuszres)
Taral capleal o1k
vieghted assets 5007 1EA %R 32123 =AM REGED  =10.0%
Tiur | zapital ta righ-
wehted assets $iA0: 14d% S04 = uibbd  mEON
Tler | caaltal 1 gverage
d55els 370 nE% S1EIN . = 0% SE0TE aang

A= of December 31,1995
[in Lhgasand=)
Tital capital fo fig-

wieightze assets #2301 1E1% 51,740 =8.0% 82788 10.0%
i Faapilal lorsk-

waighterd assets HA R ] 5 dfh zdd% $1512 =B
Ter | capital to avarage

ZE5eTE JAmd E3:% 51,950  =4.0% 2412 =50%

COMMON STOCK
TRADING INFORMATION*

Fiscal Year Ended Dec. 31, 1996  High Low
Fourth Quartar 50,50 50,50
Third Quarter (.84 0.44
Second Quarter 0.56 0.44
First Quarter 0.88 038

Fizcal Year Ended Dec. 31, 1993  High Low
Fourth Quarter $0.50 H0.38
Third Quarter 0.56 0.38
Second Quarter 0.44 0.25
First Quarter 075 0.25

*This information is not part of the sudited feancial statmerits,
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