


SELECTED FINANCIAL INFORMATION

{In thousands, except for per share data)

RESLILTS OF OPERATIONS 1999 12998 1997
Interest Income 5 5,157 5 4,660 5 413349
Interest Expensa 21861 1,858 1,537
Met Interest Income 2,996 2802 2802
Provision for Loan Losses 101 62 215
Other Income 268 265 204
Other Expenses 2,500 2452 2,537
Income Before Income Taxes G663 543 254
Income Taxes/(Benefit) 191 74 (81}
MNet Income 472 459 335
PER SHARE DATA* *
Met Income Per Share 0.49 0.41 0.30
Boek Value Par Share 447 4.03 3.60
BALANCES AT YEAR END

Total Assets 53,280 51,874 43,114
Loans (Net of Loan Loss and Unearned Income) 45,741 35 448 28,828
Total Deposits 47,330 48,994 38,702
Shareholders’ Equity 5,098 4,574 4,082
SELECTED STATISTICS

Return on Average Assets _ 0.80% 1.01% 0.82%
Aeturn on Average Equity 8.71% 11.18% B.58%
Average Equity to Average Assets 921% 9.57% 9.54%
Net Interest Margin to Averags Assets 5.68% 6.12% 8.85%
Interest Income to Average Earning Assets 10.15% 10.50%: 10.66%

COMMON STOCK TRADING INFORMATON

Fiscal Year Ended Dec. 31, 1999 High Low
Fourth Quarter %418 52.75
Third Quartar 5.50 3.00
Second Quarter 6.88 3.13
First Quarter 4.38 238

Fiscal Year Ended Dec. 31, 1298 High Low
Fourth Quarter $5.50 $3.38
Third Quarter 5.38 4.05
Second Quarter .63 4 50
First Quarter 5.00

The bank did 2 4 fo 1 reverse spiit an May 19, 1297, The Fer Share Data for 1097 was atlfusted fo reflac! this
Change fov COmpansan purposes
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American Pacific Bank

Since 1979

INTRODUCTION

Amnerican Pacilic Bank was orpanized and continues ro operate under the
laws of the State of Oregon, The Bank is regulared and its deposits arc
insured by the Federal Deposir Insurance Corporarion. American Pacific

has rraded within the NASDAQ svstemn {Svinbol AMPBB) since 19589,

Aunerican Pacific Bank was formed in 1979 to provide banking services to
the rural communities of Aumsville and Mill City, Oregon, Since thar
time, the Bank continues to evolve from its beginnings as a small commu-
niry Bank into an institution with the screngch o have an impact in the
financial community encompassing the Pacific Rim, The scope of the
Bank has increased not only o satisly the needs of the people where it orig-
inated, bur to also provide real estate, commercial, and personal lending,
as well as eredit card services chroughour Oregon and Sourhwest
Washington. Executive offices, including a full service lending office and o
main branch have been established in che financial district of downtown
Partland.

Today, the Bank has a reputation of providing friendly, personal, and effi-
cienit sorvice o customers living throushout Orepon and  Southwest
Washingron in the arcas of construcrion lending, commercial loans, per-
manent morrgages, business financing, consutmer loans, and deposic ser-
vices, The Bank relocared o its new headquarters in the financial district
af dewnrown Portland in Janwary 2000, American Pacilic Bank's tuture
will continue 1o be characrerized by conrinued growth and success.
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Message from Chairman and President

Jarmary 31, 2000
Dear Sharebalders % Friends,

The past year marked 4 peried of strone growih stol eaciting impravemants far American
Facitic Bunde While both net earnings and laan produerion increased, vour Bank alse
cxperienced an ncrease in assers and deposits, Manngement and stulf huve perststed in
working dilipently to ensure the success of cuch depariuwent, while concinuoushy looking
o make wall mecessury ouprevements and advancements. Barh rhe loan portfolio and the
credit catd deparements have hanafitred from the appodntmene of My Harlun Boreos s
our new Chief Credit Officer. As the new millerminm begins, American Pacilic Bank
Tonlas forward to makine the Year 2000 4 vear of exceptional growth and snccess,

We are pleased rooreporr eamings for 1999, before tuxes, were $662.578, or 5038 per
share, as compared to 3542,305, or 3048 per shate, (or 1995 This represents an increase
of 22.2%, Due o the high wses of $198,500 versus 373,673 for 1998, ner enmings after
Liziess for 1999 were 3472 078 as compared to 3405694 for 1998 The increase dn incoms
was Jdue privnarily o che inerease in lending activivies. As of December 31, 19993 1oral
Lo were 53446.3 million us compared 1o 537.4 mullion for the same pericd a yearape, rep-
tesenting a 23.7% increase..

The Bunde ended thee {seal vear with 33353 millian in rotal assers, az compared o 551.8
willicas fior the previaus year, an increase of 2.9%. Toral deposits woere ue $47.3 million us
compared to 3470 millon friom the previous veus, an inercase of 0.7%, Additionally, the
Bank hus not suffered uny losses itoin the construction and morrgage Toan partfalios m the
last several yoars. Your Bank also remains well-.capiralized with the levere rutio ac 8.5%
and the ride-hased capiral rateo ac 12.7%, The Book value we ol Decemnber 31, 1999 was
2447 por share,

Ty anv effnet o continue our hisoory of groweh, the Bank bus moved Lo o new groond-level
locozion in the hears of downwown Fortland’s (nancial districr. From rhia new location,
Arnerican Pucific Bunk will continue 1o offer our personalized financial zervices, in addi-
tom o new services such as a small husiness loun depurtinent and sn ATM wiil night
depositery, As we progress tnto the new willerodiun, American Pacific Bank is also pre-
pared Lo advance into the high-tech environmenr of elecrronic banking, Taring Year
2000, the Bank will offer lnrerner Banking, as well as c-commeree which will provide
links to arher financial services,  As we cagerly work Lo Lombine on-line hanking with
old-lashioned, individual wrrention, Aaerican Facific Tank w1l continue to maincam onr
hagh standacds of personal service while providing our customers with up-to-dute banking
SLTVICEA.

We ook lorward Lo 4 suceesful Year 2000 and thank you for your continued support und
confidence.

.
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Duvid T Chen

Presidlent and Chief Execurive Oificer

X ., Fi
Pui IT. Than
Chaimuan, Board of Directors

“Bridmng global communi-
ties through the Bank's
online banking services will
present hetter | {713 Tnities
for our customers in the
new millennium”

B | Tt
Fa H. Chan

banking with old-fashioned
friendly customer sevvice
will continue to set us
apart from other financial
instilutions

Dawvid T. Chen




AMERICAN PACIFIC BANK
BOARD OF DIRECTORS & MANAGEMENT

The Board ol Bircetors and maragenwnt of Amencan Pacific
Bunk is comprised of the following persons, all of whon are cini-
nently qualified in their individual areas of responsibilicy. The
milticultural naoare of this group brings 2 unigue and effecrive
perspective to the Banks daily vperations and ims long tenin
strutegies: Uinlike most financial institations, the Board
Members of Aucricun Tacific Banl ard memwbers of senior man-
gemenl e active and well known not only 10 the local com-
munities, bur alsn it e business and pelitical environments of

rhe Far Easr,
BOARI OF DIRECTORS

Fai H. Chan: Chamman of the Boawd

Faed in Tlang Kong, where he
was educated  ar St Joseph
College, Mr. Chan moved 1w
England  and  graduated  from
Moarthwesrern Polvtechnic wirh a
degree i business manazemend
and commerce. TTe antered Che
financml communivy sy an invesr-
menr  banker and  evenroally
bicae the princpal in 2 Hong
Kong bazed seciurivies (e

: Mr Clian beeame Chairman ol
Auncrican Pacific Bank in I987 when it was snill ealled Suntism
Valley Bank and un the verge of failure. He assciobled a com-
plerels new inunugement ream and iminediscely began a rescrac-
furing process. That process hus cvolved o the point where
tuday the Banlk's ascers huve grown from $9 million w well over
$33 million; the siunificant loss posiriog of L2986 has nomed inme
A profiv and, the securities trade within the NASDAQ sysem,

Mr Chan i equally st home in dhe Risiness world of the Tlared
Stares, Canady, Eurepe, and rhe bar Bust, He brings invalyahle
expertise o an inrarnacions] level to American Paciiic Bunk.

David T. Chere Presilens. Chisf Exeourive Ofiicer
o Member of the Baard of [ Neectors

Mr Chen bepan his career with
the Warinnal Park of Commerce
(larer called Bander Bankd in
Scattle, Washingran in 1966, 1n
1970, he entered the public sector
serving as the Finunce Directar for
vatious wmunicipaliries. The mos
mecent of these was the city of
Beaverton, (regon where he was
divectly resporwible for managing
the ciee's 300 million antigal bud-
oty Ile was  appointed by
Frezident Besoan’s administearion
L an adowinistrateee post within the Famnes Home Adminiciea-
tion of che 105 Depanument of Amicnlture in 1953, und
assuied  the position of Cregon Srare Direcior. Under the
acduanisteation of President Push, he was clevated to the posi-
ton of Associare Administrator in Washimgron, T0CL In chat
capacily, he assisved the Adininiserator in managing the Federal
Gnvernment’s chici ugriculture and rral develepment agency,
with more Lhan 12,000 emplavees, 2,200 leld offices natinnwade

and a Tean porlolio cxcceding 350 billion, with sn smoeal bud-
ger of approximately $10 Willion,

b Chen received his Master of Arms in Paliticel Science from
the University of Orepnn, his Bachelor of A in Marhematios
from the Universiry of Washingeon, and a Bachelor of Arts in
Public Adminisirstion from the Tatwan Narional Clhung 1Tsing
Univerity. In addition ro his responsihilitios wich the Banlk, M
Chen was uppoinred by Onewon Governor Kitzhaher o servie as
4 Commizaioner [or L lntemaricnal Trade Coininissicn,

Tong Win Chan: Member of the Boed of Divectors

Tong Wan Chan known us Tony
Chan, began his carcer as an
Dwvestnene banler specializing in
Axtan equiry financial products
frr Peregring lonvestmene 1Tnld-
ings Limited (FITILY) in Hoog
Fomg Mr Chan was one of [our
peaple responaible [or strucaring
argl  marketing  for Parecrine
Dierivatives, o subsidiary of PLHL,
which produced annual weomTing
profite of 520w $30 mallion.
More wecently, Mr Chan werked
as an Investment Danker for Commerzhank, Glabal Equities,
where he was involved in the esrablishmenr af o new resomal
muziness center m Hong Kong for the Globul Bguiries Division,
Since July 1999, M Chan buas worleed for American Fronleer
Finwneial Corporation us un Invesrmene Tanker specializing in
the conrdination of the Companys high tech and emerging
Inrernet related strarepic fundiog activitdes,

Alenander B, Korelin: Mamber of the Busirad of Threczors

Mr. Korelin has served on the
Bvare ol Directors since 1984, He
hus been invalved in the fuaocial
COmMmUNIEY dince rocolving his
MBA in Intematicnal Trade and
Firvance from the Ulnrversicy ol
Puger Sound. TTe hac served oy
conaulrant oo latee publicly rraded
enmpatiics, forcigm hased stach
cachumges, and private busingsses
since founding his vwn finm in
1962, Beoawse of Mo Kaorelin
caperience and  education, he
continues to provide the senior managemenr of the Bank wich
valuahle inpat regarding day ro dav aperations snd future abjac-
t1ves.

Mr, Korelin plays an active rale in commuotity seovice bath in
Cregon and Soathwest Washinglon. He 15 the President of the
Brrary Club of Grearer Clack County, In the past he has served
a3 Prosident of Portland’s Broadway Toasrmasrers; the Chadnman
af the Fellmeship Commirtee of the Rowry Club of Partland:
the Chairinun of the I-3 (Childeen's hnmonization Task Foree
in Clack Countys and, & wember of the Board af Dircctors of
Creater Clark Couny Rotary Club where he was chadrman of
Communiry Service,




brancis H. Hendricks: Member of the Bogad of Dhrecioes

e Hendricks is invalved m the
agricullurul UL LY in
Avmgville, Oreron where he hus
lived all of his lite. Tle iz a past
wentber of the Aumsville Schowl
Bourd for cight years where, dur-
ing his tenure, he served on the
Pudlget Commirtes for siv vears,
He s also o metuber of the Wiloo
Farmers Group and the Sublimity
Harvesr Fesrival. Te is anrrently a
menther of i Board ol Directors
of Sanciam Memorin] Hosparal,

Tamnes M, bed Member of ihe Boord of  Heeoiors

Mo Mei joined rhe Bomd of
Dircctors i Dlecemnber 1996, and
is un actomey in Portlond, where
he =pecializes 0 Incernational
Busitess  lransacrions, Chinese
Law wmd Business lmmisralion
Law:. Tle recetved hiz Turis Docror
frem Willamerre  Ulniversity,
Oregon unid Bachelor of Arts rom
Shanghin University, China. M
Mel represents and adwvises many
American  dd  Multinatianal
cornpanics conducting business in
Ching and e Lnived Seares. Hea also handles husiness and
irmmigration cases for clicnes o Asia and Borope.

ML Mei s oan active member of Aunericom Bar Association,
Cregon und Washingron State Bar Ascociarions, American
Immigration Lawyers Assoctation, and UL 5. Districe Courl for
the Disericr of Oregon. In rthe past, 3r Wei served on the Bourd
ol Direcears for the Northweest Regional China Councl,

MANAGEMENT
Travid T, Chen: Prestdent, Chisl Execuiive C)ffizer
ad Member of the Doard of Divectors
[arlm Barcws: Sevior Vice President
and Uhief Cvedic Ufficer

Mr. Buarcus has heen actively
ivolved i the Grancial services
industry for 13 years. Price wo join-
ing American Facific Banle, he
was  Lthe magaging direcror of
Analyquest, LLC, o provider of
sorftare, educariona] curricalum
sril consulring <ervices for che
finsncinl services indusiry. His
career hegan in 19301 with the
Feaderal Deposir Tnsurance Carpo-
rucicn i Portland as 8 hank exam-
iner. TTe wis also on thee Lacully of
the PO Mativnal Teaining Cenrer it Washmgton, DC,

L 1990 Mo Barcus joined 115 Bank in Dontland s o consul-
tant, and eventually becames g wice president and senior loun
poetfolio analyse for LS. Bank's Credic Administracion and
Frlicy, In 1992 he was promoted to senior credic adminiatrarion
cificer, and managed rhe commiercial ke systems, nanageinent

infarmarion swatems and lean pardfaliocredit visk aralvsis func-
lioms Tor the banks [ 1995 Me Barcus was appomted program
munager for 13, Bank's nterstute bankine project, whete he
successtully directed the merger and integradon af LS. Bank’s
mulvigle sl banks i a single anrirg.

W, Tarcus holds a2 Bacheloss' Devrce  in Business
Adenindsiration it Finaoce fom Western Srate Tlniversiey, and
is u graduare of the Pacific Cowsl Banking Schoal ar the
Universiry of Washingron. Tle bas also served on e Tacolty of
the “arthwes Cammergial Schoal of Lending ae che University
oaf Porthand for several veurs,

Richard Y. Cheone: Seraar Viee Prasident, Chief Fmuncal
Oty onal Corporsie Secvetary

Wi, Cheong began his carcer with
Arthur Anderen & Company in
1935, us a wwember of the Man-
apement Informution: Comsulting
ivigion. In that capacity, le suc-
cesstully managed complex SATEITA
development projects, His tespon-
sibilities inclided preparuion and
muplementarion of the projects, in
addition o supoervision al the scaff
assipned oo the undercakime, Drior
o juining the Danle Mr, Cheong
wus uIy investinent manager with a
lapanese real estare syndication company for two yeucs.

He joined the Bunk m 1998 and has sine been elewared o his
present posirion. As Sendnr Vice DPresident amsl CFO, Me
Cheong’s responsibiliies include shared responsibilities in per-
sommel und operativres, wud swecouncakilive far all financial and
accounting aspects of the Bunl:

Mr. Cheong helds « MBA  and DBachelor of Business
Adminiseration bech in Finence trom Uie Liniversitg of Oregon.
He iz active In the local community with Jundor Achicveinend
and the Orecon Motthwest China Council, and served on the
Bourd of Loaves und Fishes, e, anud Unived Way of Creson.

| Nanmosean VWéaba: Sentor Vice Presilent,
Drector of Beal Esioue Lending

M Wabs has thiroefive veurs of
bunking caperience. He hegan his
career in 1963 after actending col-
lege ul Oregon State in Business
Adrmistration, Hae has o sirong
background in real esrare lending,
especially incowe properly His
carcer starred ar Bguicable 5 & L,
where hae held various positions as
Geparrment Tlead,  Brunch
barager of o differenr offices;
and Vice President of the largest
production office in the company.
WMaer recently, he has cervad as Senior Loun Oficer and then
Vice President of Americon Paciiic Bank’s loane division, where
ke Tas heen respansikle for all real esrate lending sotivitics. M
Wube i u memboer of Mongaee Brokers Association of America
and Orepan Bankers Azsociation, where he sits on Ul stale ceal
eetale conuoittes, He bas also held several arganizacionnl offices
such as past President of Mortspge Banbers Association in
Yakima, Wathitgton, past Divecror of Uregon State Beowver
Club, und Wice Dresident of Corvallis Home Byilders
Associarion. He is alsa 2 araduate of the Northwest Bunking
School from the University ol Washinglono.




YOUR BANK AT WORK

Clur suecess B nel only inessured by our corniees, but also by hose we
positively affece the communivies we sumve in our macler areas,
Armerican Pacific Bank s committed to givieg back o che communi-
ties we gerve thuowds comnmumity involvement and service,
Aumerican Facitic Dank. hus (ocusead onosress of lending in which the
visky can be minimized cheouah experienced, Jecisive management acd
conservative poulerwriring pracrices,
Beal estare finance and credic cands sre oo owo lavmest lises o husmiess.
Consomers and business loais gebe up the semainder of the bank's
lowry posrtlelics char comrinues o erow and be peolitable.
Real Hatate Lending

American Pacitic Banl's Feal Estare Lendmg Mivision opetates i
ily o the felloming areas: construccion lendiy: fur resideneal and com-
metcial propeciies, restidential and commersial terny lendion, ol resi-
demrial lesn bralzering,
The Bamlk’s residencial and conunercial portfolin losns ended 1998wty
5413 million in oorseundmg haloneces, and an nerease of nearly 3545,
aver the previous veas, Most of the readencial loans peaeraed have
been underwrirten forsale on the secondary marker providing the flex-
ibilicy to caintain s high volume of loan availabilive, as well a5 Hipid-
iry ot furids Residential lodns originresd and zold during 1999 toaled

2D anillivm.

Aunerican Facific Bank® real cseate loans cange o size froom $100,0080
iy 1,200,000 Prodects prewrer cham $1,2000000 qre pacticipaled with
wiher leniders, This allows us oo be dnvolved in largier lowms, while ar che
same tine fuaintsinmg & large snd strone customer base and minimis-
Mg ST CEposuee o eish.

Lasam commitments for constioe tots and commeenl real sstace lending
for 1999 were i excess of $26 million, To eoncro] the sk involved in
the speculative aspectol thi s, rhe majoricr of the cowiinnents
are either portfolio loans, with @ pecoaienl loan takennt, or are sald an
the secondary inacker.

Muring L399, the enire Renl Fsrore Lending Division experienod «
siynificimt wn in revenues over 19985, Thver 335 million o interest
and fee inconne was generated, an increzse of [9% over the pror vear
Credit Card Lendine
Anverican Pacific Baalds secured creddst ward comtinues o be:one of the
best values in thee marion as rated by Bank Rate Moniter and Cand e,
In addicion to protnoting vour credet cands theough 2 variew of oadi-
ticnal marketing channels, and direwily throagh the bank's websice

iwwwapbank.com}, we offer our secwced credit card thieoughe a wariory
ol Intemer cooommerce siles. Approsmmuarely ome-half of owr applica
cien regueests coms: from the laternet” The wsage of Tnterne and soopsi-
aitiom af quality crediv cand perriolios to schieve groweh continues o be
che bank's markenmg cmphasis o e Tuioe

Secured crediv cards recire thie scoount halder e deposiv fuseds itk
the: bark in an amount equal v the wredic inet of the acoounc. The
deposits for all secred -'T':j]ir cord accownts provide siguilicamt pmorei-
Lom ugarmst losses as owell o an etficres and mergensive tunsliog
gouree 1 he hank.

Maring L9099 cwr credic can] portolie wos 20 $3.1 million at vearend,
penterating ever $249,000 in nel jncome. Nel churpe-ofts on the port-
folio were a very low 195 of wreraee ontstanding balances, a- com-

prred rotrhe mduseey s average ol 260%

Internet Banking
Reangruzing the nportance of fechnalooy and the lnremet, as well a
thie increnangly vital rle chey clay o Goance, the bank will mtroduce
American Qolice Banking, o wirtnal' Insernet brancly o dhe vedr of
2000, Beginming with a completely redesigne] web ste, Amercan
Oinline Banling will qnckly become o conter of ecommence G onr
clienie, From vicwing acoount sbaemenns, iramsferring fmdy, and pay-
ing bills b wecre suphisticared cash managemene funccisns of ACH andd
wire rransfers, o victaal braoels will allose cusromiers 2o cransoee busic
mess any where, uny sime Applving for Amevican Pacific Baok credic
cands, mortgaze loans, and depuosit scconmits hus never been more cou-
VRILELL 0F edsicr. Jwe!

e pour Bank for the new willsiacium.

Small Business Lending Center
Ty bt mser the nesds otour small business customers, wnd to cxpand
the bank's seevices, 1 Sl Fusiness Lending Cenrer will open fn 2000,
Witk s crmbination of excellen service wml experionees poople, we
will meer chie teeds of smull businesses wich lines of credin, tenn liname-
ingy arramgements, 5B leang, deposi prodoces, amd online services.

Other Banking Services

Dhuring 19592, che Daodes branches snd costomer service aréas poovided
qualive, persomal service 1o high rer worth individuads oo trade ares
unel the Pacific B
Cither services we offec gw costoners melie aomesymer loons of all
rvpes, includicnr peraonal snd sueo loons: Lo addicion o siimcting new
inmigrants from the Pacific Rimn, we regpnlurly sotrace now cuscomers
who are tised of T Terge bank cnviconment and ae loaking e off-
cienr +nd personalied baok iy servives.

q 1f Al
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AMERICAN PACIFIC BANK

INDEPENDENT AUDITOR’'S REPORT
' AND |
FINANCIAL STATEMENTS

DECEMBER 31, 1999, 1998, AND 1297

INDEPENDENT AUDITOR’S REPORT

MOSS -ADAMS 1LP

CERTIFTED FUDLE ACTCOUNTS

T the Toard of Directors aned Stockholders
Arericant Pacilic Buuk

Wee B audited the secompanyving balance sheets of Awecican Pacilic Bank us of Decomber 31, 1999 gl
1994, umad thie related starements of imcome und comprehensive meome, changes m o srockholders’ equity,
and cazh flaws for each of che years m the three-vear periad ended Tlecamber 31, 1999 [ hese financial
sratements ares the respansibilivy of American Pacilic Bank's management. Cur resporsibalivy s w0 cxpress
un opinien on these finoncial sttements based on our sudies,

W conducted vur aundits in accordance with genermally secepied uoditing semdards, Those seandards requine
cthat we plan and perform the audits to aobtain reasonable sssurance abour whether the financial starements
are free of marerial missratement. An aodic inclodes examining, an a test basis, evidence supporting the
ot and disclosures in e lnancial stavetnenes. An audit also inelodes assessing the accounting prin-
ciples vzed and symifican: estimates made by management, as well 2z evaluatmg the overall financial state-
ment presencarion. We helieve chat our andits provide a reasnnahle hasis for aur opinion.

I nur opinian, the financial sratements referred o above present fairly, 1 all marerial respecrs, rhe finan-
ial position of American Pacific Bank as of Decarnber 31,1299 and 1998, and the rosults ol ils operations
anel ity cash Hlows tor cuch of the yedars in e threcyear pericd ended December 31, 1999, in confonmicy
with generally accepred accoumting principles.

/2% édw I

Portland, Orepon =
Januare 26, 2000

More:  These financial statements have not been reviewed, or confirmed for aconracy or relevance by
the Pederal Deposit Tnsurance Corporarion.
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YEARS ENDED DECEMBER 31

1899

1298

ASSETS
Cash due from banks 5 1,083 247 45 013,787
Fadaral funds sold 525,000 10.460.000
Total cash and cash equivalents 1,608,247 11,373,767
Investment securities available-for-sale 3,611,195 2,036,632
Federal Home Loan Bank stock 162,800 -
Federal Reserve Bank stock . 136,600
Loans helo-for-sale 545 634 1,960,700
Laans, net of allowance for lnan losses and unearned income 45 740 680 35 446 046
Land, buildings, equipment, and |sasehold improvemeants, net 565,487 344,935
Acocrued interast and other assels 645,456 576263
Other real estate owned 200,548 -
Total assets 5 53280047 $ 51,874,040
LIABILITIES AND STOCKHOLDERS’ EQUITY 1999 1998
Deposits:
Moninterest-hearing demand deposits $ 2,438,696 5 2219118
NOW and money market accounts 13,625,731 10,428 004
Savings accounts 2.328.087 2,048,311
Time deposits 28.936.587 32,207,192
Total deposits 47,329,511 46,993 585
Acerued interest and other iabilities B54. 566 207,231
Total liabilities 48,184,077 47,300,816
COMMITMENTS AND CONTINGEMNCIES {(MNote 17)
STOCKHOLDERS' EQUITY
Commion stock, no par value; 200,000,000 shares authorized,
1,171,776 shares issued and outstanding in 1994,
1,134 276 shares issued and outstanding in 1998 4,593,486 4,552,811
Surplus 840,625 405,000
Accumulated deficit (413,778 {385,056)
Accumulated other comprehensive income, net of taxes 30.3683) el T Lobs
Total stockholders' equity 2,085,970 4,574,133
Total liabilities and stockholders' equity $' 53,280,047 551,874,849

See accompanying notes.




AMERICAN IFIC BANK

STATEMENTS OF [-L\FC' YME

I ] - e
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ISIVE INCOME

1999 1998 1997

INTEREST INCOME .
Interast and fees on loans % 4,654,708 § 4,010,335 S 3,718,671
Interest on investment securities
U.S. Treasury securities 2812 3,285 43.463
Ohbligations of U.S. government agencies 122,218 293,097 420,376
Othar domestic taxable securities 8,303 9,087 8,192
Interest-on Federal funds sold 238.503 282,820 147 445
Total intarest income 5,156,945 4,658,724 4,339.147
INTEREST EXPENSE
Interest on deposits 2,161,040 1,857 674 1.536 786
Met intarest income 2,995,805 2,801,050 2,802,361
FROVISION FOR LOAN LOSSES 100,963 61.665 215,357
Met interest income after provision for loan losses 2 894 936 2.7349.385 2 587,004
NONINTEREST INCOME
Service charges and fees 121,150 128,447 167,983
Eeal estate brokerage fees, net of commissions 51.506 63,604 31,817
Gain.on sale of loans 88.640 68,176 -
Gain (loss} on the sale of available-for-sale securities - 1,217 (400}
Other noninterest income _ 6.476 3,195 4.652
Total noninterest income 267 772 264.639 203,862
NOMINTEREST EXPENSES
Salaries and employes benefits 1,288,850 1,244 740 1,187,227
Ceocupancy and equipment expenses 292180 291,432 296,127
Other operating expenses _821.088 _ 925484 1.052.917
Total noninterest expanses 2.500.128 2.461.656 2,536,271
INCOME BEFORE PROVISION FOR INCOME TAXES 662,580 542,368 254,595
INCOME TAX PROVISION (BENEFIT) 180,502 73675 (B1,247)
NET INCOME 472,078 468683 335,842
OTHER COMPREHENSIVE INCOME
Unrealized gain {loss) on securities, net of tax:
Unrealized holding (loss) gain arising during gericd 8 (32,741) g5 22,084 $ 43,522
Reclassification adjustment for {gain) loss included in net income . (803} 264
Cther comprehensive income _ (32,741} 21,291 43788
COMPREHENSIVE INCOME % 439,337 5 480984 % ___3?9,_1’:‘;2?3
BASIC EARNINGS PER COMMON AND COMMON
EQUIVALENT SHARE T 1 $ A1 3 .30
DILUTED EARNINGS PER COMMON AND
COMMON EQUIVALENT SHARE $ A0 $ 39 3 28

See accompanying rnotes.




AMERICAN PACIFIC BANK
STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

h

ALCUMLI_ATER
JIHER  TOTAL _ , _ :
CCORNEGH STACK ALCUMLILATED COMFIEHEME IVE SETICKHOLCERS:
BilAHZE  AWCUNT  SURPLUS  JEHICIT  MROWE  EOUNY

BALANCE. Decembar 21, 1255 4,535,703 4,550,427 $ 905,000 & (1,690 281 5 (A2, R90) §3702.333
1 {ur4 ravarse stock-splt (3:401,327) ; £ 7 - . =
Mzt ircome and comprahsnsiveincome o Ay T SRR A0 8 ~ 536.A42 '_ﬂjjﬁ B |
BALAMCE, Crcernber 31, 1997 |, 13357 4550423 . 905,000 (1,354,548 (18,913 4081961
Exarcise of stock opfars 1] 2188 - : - x 2183
Met income ant conprehenzive iscnme N T ALl ERT e B __4@ A _ARgaad
BALANCE, Dacerrber 21, 1988 1,134 278 4,562 541 205,000 (885 A58 2478 4,574,133
Exeren of siock oplions 57,500 46,875 5525 - N A2,500
Met inname and comprenensiva nooma - U AT __£7207E [42.741) 130387
BALANCE, Decerntier 31, 1909 1171778 $ 4,599,480 $O40E25 & _ (413778 $ (30,363, 55,095,970

See accompanying notes.
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AMERICAN PACIFIC BANK

STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31

f== s — = = R —— T
1999 1998 1997
CASH FLOWS FROM CGPERATING ACTIVITIES
Met income % 4720768 F 468,693 5 335 842
Adjustments to reconcile net income to net cash from operating activities:
Gain o sale of lpahs {58,640} {BB,178) 3
Depreciation and amortization 57195 43,178 06,485
Frovision for loan losses 100,869 61,665 215,357
(Gain) loss on sale of available-for-sale securities - (1.217) 400
Deterrad income taxes d2,182) 62,032 (81,247
Met sales (originations) of loans held-for-zale 1,415,066 {844,617) (266,809)
Federal Home Loan Bank stock dividends (5,100) 3 =
Change in cash due to changes in certain assets and liabilities;
{Increase) decrease in accrued interest and other assels (12,081) 85,240 124,918
Increases (decraase) in accrued interest and other liabilities S RATERE (23.807) 32,361
Met cash from operating activities 2444 640 {316.808) {282 6B5)
CASH FLOWS FROM INVESTING ACTIVITIES
Furchases of available-for-sals securitias {2.286511) (1,116,902 -
FPurchases of Federal Reserve Bank stock - {50 {200)
Purchases of Federal Home Loan Bank stock (157, 700) - 7
Proceeds from sale of Federal Reserve Bank stock 136,600 - =
Proceeds from maturity of available-for-sale securities 464,203 4:423 B5S 3121 861
Proceeds from sale of available-for-sale securities - 400,000 1,487 054
Loans originated, net of principal repayments (10,507,521} {5,074,938) (&,250,096)
Purchase of credit card portiolios - {608,517) -
Furchase of building improvements, equipment, and furniture {277 757} (45,354) [38.254)
Net cash from investing activities (12,628,586}  (2.019,504) {1.670,485)
CASH FLOWS FROM FINANCING ACTIVITIES
Met increase in noninterest-bearing demand, _
MNOW, monsy market, and savings deposit accounts B 2695081 & 794 748 5 1,643,337
Met (decrease) increase in time accounts (3.360,155) 7487 271 3,167,716
lssuance of commeon stock 82500 2,188 =
Met cash from financing activities 418 426 8.294 208 4 811,053
(DECREASE]) INCREASE IN CASH AND CASH EQUIVALENTS {3,765,520) 5,957,495 2857873
CASH AND CASH EQUIVALENTS, beginning of year 11,373,767 5 A416.272 2 558393
CASH AND CASH EQUIVALENTS, end of year $ 1,608,247 $ 11,373,767 £ 5416272
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid for interest $_2.198.060 $_1.900.250 % 1578137
Cash paid for income taxes g.o00 % 10.000 1.200
SUPPLEMENTAL DISCLOSURE OF NOMCASH ACTIVITIES
Unrealized (loss) gain on available-for-sale securities, net of taxes 3 (303631 % 220094 43522
Acquired real estate in settlement of loans H 200.548 & L i

See accompanying nates.
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HOTET = DRGAMIZATION AND SUMMARY OF SIGHIFICANT
ACCOUNTING POLICIES

Drganization — American Paciic Bank (the Bankj, headguartersd in

Partland, Oregon, is an Dregon state-chartorod bank. The Bank provides

eommearcial banking produsts and senvices to the Parland. and Salemn,

Oregenmetrapolitan areas through. o branch offices.

The Bank iz subject to the regulations of the Federal Deposit Insurance
Corporation (FDIC) and the Qrepan State Department of Insurance and
Finance. Through their oversight responsibilities, these agencies periodi-
cally conduct examinations of the Bank.

Management's eslimates and assumpfions — In preparing the financial
staternents, management is requited to make estimates and assumptions
that aftect the reported amaunts of assats and labildies as af the dale of
the Balance sheet and revenues and expanses for [he: period. Estimates
and assumptions mads by maragement primarily invalve the valuation of
the alioveance for [oan losses. Actual results could differ significanthy
from thiose estimates,

Investment secltities — The Bank is required to specifically idantife its
imvestiment securitias as "held-to-matuety ™ “available-for-sale,” or “trading
accounts.” Accordingly, managsment has determined that all investment
securities held a5 of Decenber 31, 1998 and 1998, are “mvailable-for-sale.”

Auailanle-for-sale securiliss consist of bonds, nates, debentures, and car-
tain equity. securities. Sacurities classified as available-for-sale may be
sold in respanse to such factors as: (1) chanaes in market intersst rales
and related changes in the security’s prepavment risk, (2 needs for lig-
widity, (3] changes in the availability of and the yield on alternativainstru-
ments, and (4} changas in funding sources and terms. Gaing and losses
on the sale of aviilable-for-sale securities are datermined using the spe-
cific-identification method.

Unrealized holding gaing and lossas, net of tax, an available-for-zale
secuUritios are reported a2 a net amaunt in @ separate companent of -
ty uintil realized, Fair values for investment securifies are based on quat-
eehmarkel prices. Declines in the fair value of individual available-for-sale
securities balow their cost Ihat are other than temporary, result in-wiite-
downs of the Individual securities to their fair value, The refated write-
dawms would be-included in earnings as raalized lossos. Fremioms and
discounts are recognized as interest income using the interest method
aver the narfod Lo maturity. i

Loans, nel of allowance for loan losses and unearned income — Loans are
stated at the amount of unpaid principal, reduced by 20 allowanca for loan
losses and uneamned income, Interest on loans is caiculated by using the
simple-intarast mathod on daily balances of the principal amount autstand-
ind. The allosance far loan losses is established through & provision for
loan losses charged to expenses, Loans are charged against the allowancs
for loan Insses wihen ranagement beligves that the tollectibiity of the prin-
cipal is unlikely. The alloseanca is anamount [hal maragement eliaves wil

be adequate to absarh passible lasses an gxisting loans that may becoine:

uncaliectinle, based on evalvations of the callectifility. of Idans and prier
Ioan |gss exparience. The evaluations fake inkd consideration such factars
35 thanges in the natire and wolume of the loan portfolin, overall partiolia
quality, review of speciic problem loans, and curentecananic conditions
that may affect the borrower's ability o pay, lmpaired [oans are maazsured
based on the present valus of sxpected futire cash fiows discounted a1 (he
lgan’s affeclive ntorest rata o at the lnan's market price or the fir value of
the collateral if the loam is collateral dependent. Accrual of intereat i$ dis-
continued - an & loan when management believes, after considering eoo-
nomic-and business condtions, callection effarts and collateral position,
that e borrovears financial condition is such that collection of inerest is
daustful: Loan origination fees ard certain direct crigination cosls are cap-
italized and recognized as an adiustmant to the vield of the related Ioan.

Virious regulalory apencies, as an integral part of their examination
process, aeriodically revigw the Bank's allowances for loan losses and
losses. Suth agencies may require the Bank ta racognize additions to the
allpwanee hased on their judgments about infarmation available to them
at the time of their examination. The Bank underwent examinations by
applicable regulatary agencies during 1949, 1998, and 1997 The ancon)-
parying financial statemaents retlect amy accounting adjcstments required
d5 & result of the requiatory examinations,

Ty IS RIS A CTATRAERTC
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Loans held-for-sale — Mortgage |oans ariginated and-ntended for sala in
the secondary market are carred at (he [ower of cost or ostimated mar-
ket walue In the aggregate. Met Unrealized iosses are recoghized by
charges to income through a valuation allowance.

Mortgage loan sales are primariy o a servicing released hasis. Gaing ar
lnsses are recognized to the extentthat the sales proceeds of the murtgage
[nzns sold exceed or are less than the net boak value dt the ime at zale.

Land, buildings, &quipment, and leasehald improvements - Land,
buildings, pquipment, and leasenold improvements ars stated at cost,
less accumulated depreciation and armortization. Depreciation and amor-
tization are compuled principally by the straight-liae methad Gver tho
astimated Useful lives of the assets, which range fram 54w 40 years.

Other real estate owned - Feal estate acquired by the Bank in satisfac-
fion of dabl is carried at the Iower of cost or estimated -net reatizable
value. Withen oroperty is acquired, dny extess of the loan balanoe over its
patimated net realizable value 15 charged to the allowance for loan fosses,
Subseduent write-downs to net realizable value, if-any, ar dny disposition
faings or fosses are included in poninterest incame and expense.

Advertising — Advertising costs are charged fo expense during the vear
irwhich they are (ncurred. Advertising expenses were 513,118, 320,784,
and 526,289 in 1999, 1998, and 1997, respectivaly.

Income laxes - Deferred tax assets.and labilites are deteemined based on
the tax eftects of the rifferences beteman the dook and tax bases of the
various balance sheet assets and liabilities. Deferred tax assets and liakil-
ities are reflected at cureenthy enantad income Lax rales applicable ta the
perial in which the defarred tax assets or labilities are expected to'he real-
ized orsettled. As changes in tax lows ar rates are enacted, deferrad tax
asgets and labilities are-adjusted through the provision Ter income tayes.

Statemeni of zagh flows — For the purpose of presentation in the state-
mant of cash flows, cash and cash equivalents are genarally aill shart-
termi investiments with a maturity of three months or less, Cash and cash
enuivalents normally include cashon hand, amounts due from banks, and
tederal funds sold,

Otf-halance-sheet financial Ingtruments - Thio Bank holds no derivative
financial instrumants, Howevar, in the ordinary course of Husiness the
Bank enters inlo off-balance-sheet financial inslruments consisting of
cammitments to exterd credit, commilments under credit card arranga-
ments, commercial leiters of cradit, and standby letters of cradit, Such
financial instruments are recordec in the financiabstatements when the
credits are funted or related faes are earnad.

Fair value of financial instruments — The faliowing methods and
dssUrmpians were used by the Bankin estimating Fir values of financial
inatruments as disclosed hergin;

‘Cash and cash equivalants — The carrying-amounts of cash and shot-

werm-nstruments approximate thelr f@ir value,

Avaffatie-Tor-sgle sevuritios — Fair values for investment securitios are
based an quoted market prices. If 2 quated market price is not available,
fair valug is estimated using quoted market prices for similar s2curities,.

Fadera! Horme [ oan and Fedaral Reserve Bank slook—Thi carrving value of
Federal Homa Loan and Federal Reserve Bank stock approximates fair valte,

Laans held-for-sale - Fair value represents the anficipaled proceeds fram
zale of the loans.

Loans recélvalie— For vanable-rata laanz that reprice lrequently and have
na signilicant change in credit risk, fir valles are based on carmying val-
ues, Fair values far fixed-rate loans are estimated using discounted cash
flow analyses, using interost rates currently being offered Tor loans with

&imnilar terms to borrowers of aimilar credil quality, Faic values for

impaired loans are estinaled using discounted cash flow analyses or
underlying callateral values, whore applicable.

Dagasit Watilities — The fair values distlosed for demand depasits are, by
definiticn, equalto the amount pavable on demand at the reporing date
(that is, their carreing amounts). The carmying amounts of variablo-rate;
fized-term muney market accounts and eertificates of deposit (GDg)
afproximate thair fairwalues al the reporting date. Fair values for fiked-



rate GOs are estimated using a discountsd cash flow calculation that
applies interest rates currantly being offersd on cerificates 1o a seheduln
of agprenatad expecied monthly maturitiss on time deposita:

Acerued fnferes! receivable and payable — The carrying ameounts of
accried interest raceivable and pavabie appraximate their fair valuss.

gif-halance-sheet insiruments — The Bank's off-balance-shest instru-
ents inclede ynfunded commitments to gxtend credit and standoy let-
ters af credit. The fair value of these instruments i not considered prac-
ticable to estimate because of the lack uf quoted markst prices and the
mability to estimate fair walus without incurring excossive costs.

Stock oplions - The Barik medsures compansation cosl using the inttin-
sic walug mathnd, which computes compensation cost as the difference
between a company's stock price and the option price al the grant date.
dccordingly, no compenzatian cost hasbesn racognized for its stock
nptinn plans. [tthe Bank followed thefair value based methed of account-

ing for slock option plans, the eftact would be insignificant to the 1599,

1948, and 1997 financial stalzments.

Recenily issusd accounting slandards - In Junz 19399, the. Financial
Biooounling Standards Board (FASE) jssued Statement of Financial
Secount Standard (SFAS) Moo 137 “Accounting for Derivative
Instruinents and Hedging Activities — Deferral of the Effective Date of
FASE Statement Mo, 133" SFAS Moo 133 petabiishes accounting and
reparting standards for derivative instruments, incliding certain deriva-
five instruments embedded in other contracts, (coliectively referrad to as
derivatives) and for hedging activities, | requires that the Bank moognize
all terivatives as either assets or liabilities o the slatement of financial
position and measore those instruments & fair value. If certain conditions
are'met, & derivative may be spacifically cesionated a5 {3} a hedoe of the
grposUre o changes in the tair value of a tecoonized asset or liabilily or
an unrecognizad firm commitinent, (B) a nedge of the sxposure ta vari-
ahlo cash {lows of afarscasted transaclion. of {c)a hedge of the fareign
currency exposure of 4 nel investrent in & foreign operalicn, an unrec:
agnizad firm-commitmant; an availabls-Tor-sale security, ora forelon-tur-
rency-denaminated forecasted transaction; SFEAS Na, 133, as amended
by SFAS Mo, 137, shall he eftective far 3l fiscal quarters of all fiscal years
heninning after Junc 15, 2000, Other issued but not et required RASE
statemients are not currently applicable to the Banks operations,
Miaragement believes tliess pranouncements will have no: material
impact Upon the Bank's financial position or results of aparation,

Reclassifications — Certain roclassifications fave been made (o the 1998
and 1897 financial statements to conform with currenl year prasentatians.

MOTE2 - IMVESTMENT SECURITIES
The amoertized cost and astimated fair values ot available-far-sale invest-
ment sacuritics are as fllows:

AUATLABLE-FOR-SALE SECURITIES

ESTIMATED

AMORTIZED FalR

GOST VALUE

[luesn ona yesr v lasy 5 - 3 L
[y after one. vear theangh fan vears 3,787,144 1745 070
Lua after five wears traagh ten yaans 00,000 48177
Dz afler 360 vears 20000 e
R3E37. 194 23511108

s of Decarnber 21, 1992 and 1958, investment securities with an amar-
tizes cost of 1,000,000 and $750.000 respectively. were pledged to
secure deposits of public Tunds: j

The Bank, a5 & membet of the Federal Reserve Bank (FRB) and Federal
Home Loan Bank [FHLB} systems, was required to maintain an invest-
ment in restricted equity securities of FRB and FHLB. Both FRB and FHLE
stock are not actively traded but are redesmanle at corrent book value. In
1694, the Bank redepmed its inmerest in FRE stock for 5136600, As of
Decomber 31, 1989, the Bank's invastment in FHLE stock was 5162, 800,

MOTE 3 - LOAHWS, NET OF ALLOWANCE FOR LOAN LOSSES AND
UHEARNED INCOME

Tha composition of oan balances is summarized as fallows:

1008 1008
Coairail F2RADE 130 511,294,336
Seal sgtie — coastuct on HAE 240 10.543. 142
Aeal malatn acimanart E,&h7 bd 4,339,334
Creelis-aasds A0E250 2182 487
Inssat me 187,97 FRAN23
Ovendraf accounts 1415 11,712
L6, 336,186 15 OEF. 754
Allawance for izar [9s3es 1470655 424,542
Lincarned incarrs 124 5535 i) B
5 G 7E0.880 3§ SR 440046

Chariges in the gllowance forloan losses wers a5 follobs:

1849 1998 1997
BALANCE, ey g Bl wcar h 434,542 L od5fE2d- 5 345,430
Provision for loan Inssas 106 11,665 MAe.3a7
Leans zharged-aif . [GER (102,508 (110,385
Fecoesries 20 lnans previnusly cergod-off 3452 11062 3233
BroANUL, BN AT vedr F4i0 B0 G = i W |

Impalred loans having recorded balances of $7.000 and 5354674 .on
Decarmber 31, 1999 and 1998, respectively, nave been recognized by [he
Bank. The tomsl allowance for loan losses related o these loans g
$1.050 and 35,351 on December 31, 1999 and 1998, respectively.
Interest income racognized for cash payments recelved an impaired

GROES GROSS  ESTIMATED |Gang was insighificant in 1999, 1998, and 1987 . Had the impairad loans
ERUUH - : e ol = paran 10ans
""EEETIE” ”"Em‘gm U"&%"ELE'?D 'ﬂﬁlﬂi performed according to their original terms, additional interest incomg
that would have been recognized during 1999, 1988, and 1897, respac-
December 31, 1094 tivaly, would also fave been insignificant.
Jaligelzng af 1.5, ; £ : :
e e e HGS $2,237,199 ] Sl24ETD R2IE258] The maturity range of the loan porttalio, including loans held-for-sale, a5
Ciollazeralized morpane. oim of Decembar 31, 1999, 5 a5 folows:
abligationg 1:300.000 (17,355)
Municipai sacurties bR s (.05 oI
TR e e DUE IN AFTER OME
SR LTl 450041 GBI DHEYEAR ~ THADUGH  DUEAFTER
DA LESS FIVE YEARS FIVE YEARS TOTAL
5 GROES EBTIMATED :
AMORTIZED UNEEEEIED UNAEALIZED FAIR Goremersial and reg, estatz.  §OBER1EE4 . F 2826081 SEDMEEDT F4R004,1u2
COST Gaing LOSSES YALUE Grenit card 'aans 3R i - 3102248
g Insbaliieart loang and cvesdrafts G187 95151 = 186,382
December 31, 1998
Lol labarlzan minrkgig §IE7REGIY . BOEM 4R FE0MIGEOT  AR2A1,7A3
oklipatizns 065,020 #8999 i - 1966378 Faracer.al Inans _ RANAT
L isipal sestrilis FLOA L (245 B ind
: § 46,441 B2
e B R
}.2.037.020 $us4e SisdE  hE0uEEa2
; S e = S i ST Fiebd--atz ans § 4101930 54510348 5 BATRA3D 4 gagoday
The amortized cost and astimated fair valus of invesiment securities 45 of Adtsabla rale loang’ _ BAREAG mdbEl 2TIATAAR 26T MG
December 31, 1993, by coniraciua’ maturity, are shown in:thie next col- S FA Gidon ol
uran. Expected maturities will differ fram contractoal maturitics because B12705604 52021802 UTIOROE. Sl

borrowers may have the right o call ot prepay obligalions with ar with-
out call ot prepayment penalties.

Nanarzral lndns EF0.DET

3 45681 58D



MOTE4 - ACCRUED INTEREST RECEIVABLE AMD DTHER ASSETS
Accried interest receivable and other assets consist of the following:
1990 19498
Ancriad micas! meeiva ki R 2ET R4 5195, 194
Mefarred ingory s 234407 192325
Prepali exparses A1.580 £7 401
diber recalvables 1471 835 147 358
R i F 5FE.260

MNOTES - LAND, BUILDINGS, EQUIPMENT, AND LEASEHOLD
IMPROVEMENTS
Major classifications af land: buildings, equipment, and leasehold

improvements are summarized as follows;

1000 1996
Laad 5 dodsa $. 35465
Buildngs A02.01 S0E.02°
Einipinien 364.777 5¥0 960
|- masshnle  mprove mane 20a8 _ e
ana,?61 1,771
Accurulzted depreciathon and amnorlizatioe (GREA08 1 E6.638]
SEELhE 244,035

Lorstivetion i prograss _dandd -
$ SE548S g 344535

HOTE G- TIME DERDSITS
Time cerlificates of deposit of §100,000 ar more aggregated 56,466,809
45 uf December 31, 1989 and $5,54.731 as of December 31, 1093,

The sehigduled maturities-far time certificates of deposil of 100,000 ar
rnire and all other time depasts are-as fallows as of Docember 31, 15949:

TIWE CEATIFICATES ALL OTHER
OF 5100000 THNE
OR MORE DEFDEITS

00 IR B $19,425,632

2001 ool TS| R ATRARYT
202 i SREATT

b 6,466,804 F 22470188

NOTE 7 - (OTHER OPERATING EXPENSES

Other cperating oxpenses for 19949, 19098, and 1997, were comprised of
rhe following:

1004 198 1497
Crediz zasd experse G 23c 852 funzies 353140
Data pracessing gecisas l££ 412 14264 133,348
Telephons, peslags, and vird transfer Bxpanss 11,205 156, 21R 155,525
Professianal sarvizes 108,718 124,367
InsLanea 46,244 GE, 300
Stalionesy, supgiss, and pnting cxpsiges 44,554 K.
Fubliczzlazions ane ouzness deszlopinend THERT 0TE
Autpmghic teliar maching prosessing fkes 4,000 A
Advertising 13158 PERD
MSF and cllwr dperating Inssas 1 BOE 5651
Mg operating experses TIHLBE 10232 1304

SE e 5925484 51062817

HOTE 8 - INCOME TAXES |
The income tax provisian consists of the following:

1988 1008 1997
Carrad § 237 Rt Gl -
Dergrear [EREE Rl 181 247}
Inzzme dax provision (beaet) $ 100507 IS e S 00 | - |

The 1958, 1998, and 1997 provisions for income taxes diffar from
amotnts compiterd using statutory: ratas as follows:

10410 1908 1987
Fatara| moame Lages zt sttty rates 5 #nd 411 FEDEER. 5 R9TLD
Stale incaing baes, nat of federal benetl 28,462 2dss B.A65
Jecraase | valuarior glovancs - 1149.829) (742 00
Qlhar g teqanaes e 43 baet [T REL
180 EDE bR I TR < e |
Effecilva tas rata gy 15.68% i37.91%

Deferred tax asset and liability accounts consisted of the following as of
Dacermber 31, 1998 and 1995

1834 1908
Deterrad tax assals:
Loa7 loss reser §-A] b 3 65974
Metop2rating loss cairyloreasd 183,804 145005
Ctkar ; 5,57
.76 211,860
Leabarrin L Tiakilitins:
Aczuridlzbed degresistian 31846 Ei19.853)
Otaer B - KL -
LSS I18AGGT
el vafarran fax ganets - 5 PR4 407 3 182225

As of December31, 1989, the Bank bad net operating loss carmyforadards
dvdilable Ao oftset future incame lases in-the agproximate amount of
B35 77T, Theso carrytoraards expire in 2009,

HOTE 9 - BANKGARD AGREEMENTS AMD CREDIT CARD TRANSACTIONS
In May 3991, the Bank enfered into 4 “Bankcard Program Developmen
Agreemert” with another Company [or the purpose of assisting the Bank
in develapment of #is own secured and guarantesd consumer Visa and
Mastércard arograms. Durng 1996, ihe Agresment was terminated. the
effect of which dncluded the sale of $15,456 590 of the Bank's cradit carg
partfolio to the counterparty to the-Agresment. As & condition of the tar-
mination agresment, the counterparty alsa received & fee of 10% of the
et prafit from all retained cradit card accounts far 2 period of 24 manths
faliowing terminalion,

These consumer credit card actaunts-wers originally required to be tulhy
sacured with time cartificates of depesit at the Bank, The majority of these
actounts have hecame partially unsecured wich the passags of time dua to
the customer’s creditworthiness. Total autstanding halances urder bath
the fully andt graduated secured credit card programs were 51,321 412
ang 51,612,520 a5 of Decamber 31, 1939 and 1898, raspactively,

The: remaining credit cart portfalio cansists of secured and unsecured
accounts, which are sarviced by Western Sfates Bancard Association
(WWSBA). The Bank has assumed all risk management respansibilities
inciuding eollection and due diligence procedures. WSBA pravides all
pther portéalio Service requiremants. Unsecured aceounts included in this
credit. care portfolio totaled $729.598 and -3B22 A79; senurad accounts
totaled 51,051,240 and 5747,768 as of December 31, 1999 and 1908,
respectively

For the vears ending December 31, 1999, 1998, and 1997, the Bank's net
interest margin an credit card accounts was as follows:

1993 1988 1087
lIntz2rest and 1oy insnme 026,18 S BELGIA - F 951,208
Interest expense 23618k 308307 SEETT
et interest mardin 3 B9i o83 & 332,11 3 58 DEE

NOTE 10 - GONCEMTRATIONS OF CREDIT RISK

Most of the Bank's commistzial loan activity is to customars located near
its Hiendguarters and branch affice, These gebgraphical areas are primar-
iy imeobved in commercial business and residential development activi-
ties, As of Docernber 31, 1952 and 1998, commercial loans yere 61%
and 49%. respectively of the Bank's loan portiofio,

The Bank's real estate lending department in Portiand, Oregon makes real
gslate canstruction laans to buiiders and thelr customars primarily in the
Fartland, Cregon and Mancouver, Washingten: metropolitan areas. The
office als0 provides real estate mortgage Drokerage services o its cus-
tomers for which it raceives fee and commission income: As of December
41, 1989 and 1908, 20% and 29%, respectively, of the Bank's loan port-
foliowis camprised of real estate construction loans.

Tha Bank makes credit card loans to qualified individuals thraughout the
United Stales, A= of December 31, 1999 and 1998, 7% and 8%, respec-
tively, af the Banks loan portfoliac was comprised of autstanding cradit
card balances,



NATE 11 = TRANSACTIONS WiTH AELATED PARTIES

Certain diresiors, executive officers, and oringipal stockholders are cus-
tomers of and have had-banking transactions with the Bank in the arei-
fary course of husiness, and the Bank expacts th have such transactions
in the futura, Al lnans and commitments to loan included in sueh trans-
actions were made in-compliance with applicable laws on substantially
the-sama terms {inciuding interest ratos and collateral) as those pravail-
ing af the time for cumparable transactions with ather persans and, inthe
opinion of the management of the Bank, do not invalve mere than the
narmial risk af callectibilit:or prasent aiy other unfavorable features: The
tollowing table summarizes loan transactions hetween the Bankand relal-
el parties during 1999 and 19398:

1998 1004
FALANCL begianing of vear 5 I67as 2054
_OANS Tt 7a0.0M I e
Zoang paid (186AETY (45 408
Bl r‘.N[i.E. witd of faar 52101359, 5 16.TGE

In December 1598, the Bank entsred into a Co-Branded Crecit Card
Agreement with eBanker USA.Com, Inc. (gBanker), a cormpany far which
tha Bank’s Ghairman and Chisf Executive Dfficer serue as members of the
Bnard of Oirectars. Under the Agreement, eBanker has agreed o estab-
lisk and maintain a website for soliciting credit card customers over the
internet. The program is designed to attract subprime and busingss crad-
il card Barrowers under @ eash secured arrangement. The Bank has
agreed Lo service the accounts for & manthly fee an-a cost plus basis;
EBanker will fully fund the pragram, and assume all risks and he respon-
sitile for any losses from co-branded accounts. Atthough no activity Tiad
accurred under (his program as of Decembar 31, 1981, management
expects the co-tranded credit card pragram will commence during the
first half of 2000,

MOTE 12 -~ COMMON STOCK TRAMSAGTIONS

Private placement offering — In.June 1989, the Bank’s Board of Dirsctors
spproved a private placement offering for the sals of 11 units of eguity
interest at S46,500 per unit or an-anoregate ameont of $511,500. In the
private. placement offering, each unit will consist of 10,000 shates of
common stock and warrants for 100,000 additional shares. The exarcise
price for the warrants will be $4.65 par share-until September 30, 2000,
then increasing to $4.15 per share thraugh September 36, 2001, to §5.65
per share through September 30, 2002, to S6.15 per share through
September 30. 2003, and to S6.65 per share through. September 30,
2004, when the warrants expire:

As of Decamber 31, 1998, the Bank's Chairman had subscribed 1o 5-1/2
units of the private placement offering and paid the subserptioh frice of
$255 760, Because finalization of the private placement offering wil
require approval by the Bank's sharehalders at the annual shareholders’
meating In April 2000 the Bank has récarded subscription funds received
fram tha Chairmn 25 o liabilite at Decamber 31, 1598

Stack option plans — In April 1992, sharshaldars of the Bank approved
the 1992 Restatnd Nongualified Stock Option Plan for Employess
(Employes Plani and the Restated Mondiscretionary Stock Option Plan for
Manemploves Directars {Dutside Director Plan).

The Finployes Pian provides for the grant of opticns to employees up 1d
an aggregate of 122,500 shares of comman stock. All employees of the
Bank who meet eligibility requirsments may participate in the: Employes
PFlar, which isadministered by a committes of the Board af Directors, The
committes has the authority 16 grant aptions Including detsrmination of
the canditions and timing of grants, designatian of the smployess o
whom options are to be granted, as well as the nomber of shares sudject
tn option and selection af the exercise price for shares oplioned. Undar
the plan, optians may he exercised only whils the grantes is an employ-
e or within 12 months following termination af employment. The plan
became effective upon stockholder aporival and will terminate ten years
after (he effective dale. As of Becember 31, 1999, options far 63,200
shares were autstanding under the Employves Plan.

The Quiside Director Plan covers all nonemplovee directors of the Bank,
This plan provides for the grant of aptions to directars dpto an aggregate
of 9,750 shares af cormmon stock. The pian s administered by 8 som-

R

miltee af the Board of Dirgctors, which specifies the-conditians, timing,
and gxercise price of grants of aptions. Undar the plan, options may be
exerrisad anly while the gramtoe sarves as a director orowithin 12 manths
follawing termination as'a direclor, The exarcise price for options may nat
be less than B5%% af fair markel value of the stockon the date of grant.
Similar to the Emploves Plan, the Dutside Directar Plan became etfective
in &pril 1992, and will terminate in ten years. 4% of Decembsr 31, 1999,
eplions for 4,250 shares of comman stock wers outstancing under the
Dytsice Director Plan.

Betl Restated Flans for employess and diregiors have two rastrictians I
the recipients exercise rights. First, recipients may not exercise options
until after six maonths tram the grant date. Further, the Bank may require
recipients not to dispose of exercisad shares far up to 12 manths from
the complation of an underyritten public offering ol the Bank's sacurities

Tre following summarizes options available and cutstanding under both
the Diractor and Employss Plans as of December 31, 1994, after the
etfect of the 1807 reverse stock-split

DUTSIDE ) GCOMBEIHED
DIREGTOR PLAN EMPLOYEE PLAN PLANS
WEIGHTED WEIGHTED
AYERAGE AYERAGE
OFTION OPTION
SHARES  FRICE SHARES PRICE SHARES
daions culztaading as of
Decemmber 31 1995 8,260 § Ak o485 $1.23 2575
Opions grantad in- 1997 - 3 - 4,500 o gn 4500
[ptinns sancslled in 1897 fo 00 § nAE |63l FlEE R
Cptiang outstanding as of 3
Dezembar 21,1397 42450 } 557 45000 5126 102260

Opticnes aarcisabie as o

N-Dezdy i2a0° . fBSZ 4000 ST.26 102,280
Opt 015 reseved 35 of s

[zpember &7, 2837 5300 22000 ~2ann

e =

Oplicns autstancing &3 of

[zcember 31, 1957 4:250 Y542 25,000 $1.26 10223
Qptioes qrarded in THEQ Lk b 438 4410 o] 5,300
Qptines e cised i 1598 L300 § 438 = 5 - (a0
daliors zancelled in 1995 - = i 500 £1.25 [2,300)
Dationz cwEianding @5 ol

Decanraer 31 1986 1850 5 ARz D B0 5148 10, £
Upiang peertlseble as of e

December 31 1996 4,250 4 55% 1004900 5146 A0SR0
Cptions resarvid as ol o e

Jeaurnibar 21,1998 S 18100 24,100
Optiang outstarding as af

[apernbar 51, 1393 4250 §o5AaR 100,900 3146 105,150
Opl st graniud 01394 - §i {.aun 5 RT3 7,000
Oplaag exerc sed in (999 - 5= [a7.a00) 125 (37500
Opticns cangel iad (-89 Hoo- (7. 2000 i S 1 R (1 1}
Oplicrs aulstanding &35 21

Ueceriber 31, 1082 4:250 5 652 £ 1487 G7.4a0
dptiors 2xercisaflia as of 7

MRcamber 31, 1985 4l ok 53,2040 8157 7 A0
T T e i ! : X ;

Decamaer 31,1905 500 LEARD 24 500

At December 31, 1599, the rangs of axercise pricés and weinhiled aver-
age remaining contractual life of outstanding options was $1.25 - 55.52
and approximately ten manths. respactivaly.

HOTE 13 - EARNINGS PER COMMON AKD COMMON EQUIYALENT SHARES
Staterment of Financial Accounting Standard {3FAS) No. 128, "Earnings Par
Share! requires a dual presentation of basic and diluted eamings par shars,
Basic sarnings per share axcludes dilution and is computed by dividing
incame available to common stockhalders by the waighted average num-
ber ot common shares outstanding for the vear Diluted sarnings per share
retlact the patential dilufien that could occur if common shares were issued
pursuant 1o the exercise of aptions under the Bank's stock option plans.
The follawing table ilustrates the computations of basic and diluted earh-
ings par share for the years ended December 37, 15949, 1558, and 1887




INCOME SHARES PER SHARE
1993 [NUMERATOR|  (DEMOMIMATOR] AMOUNT
Basic eamings par share
Ieaeng wvailatle nosommon saarsholders. 5402006 1 4458.707 L3N
Efect of dilutive sacurizles: T
Outstancing camman steck opplians - 26 453
Diluted sarmings per share
Incarma qua’lable te comman sharahedors
plus azsumed comvealang 72078 1,075 170 40.40
19898
Basic earnings per share
Inzeme availablz W eormon Sharealdees 3465693 1154028 5'-:'-;51
Etiet of dil J6ive sacar fiss: i
Qutstanding cemmsd sock opticis et B2,071
Diluted earnlngs per share
Incame available Lo swnrmn sharshnlcars
pPlus assnned convergiang G458 pad 1:184.039 .30
19497
Bazlc earnings per share
nikore cediiabla breammon shareboders §333,842 1,135,775 a0.30
Effazt af d i intive securitas:
Dustanding common slock aplioes - TRATS
Oiluled oamings per share
Inaeme availiale o commor shareholders
e S33UMET ConvaIEons 3336342 1,208,500 5025

NOTE 14— EMPLOYEE BENEFIT PLANS

The Bank maintaing a 401(k} Retirement Salany Savings and Profit
Shering Plan. All permanent employees are sligible once they meet the
age and service requirements. Emplover contributions match 50% of all
qualified emploves contributions; to a maximum of 3% of annual salary,
Ernployer contrinutions of 520,176, $21.043, and 518,543 wera made for
the years ended December 31, 19599, 1998, and 1997, respectively.

WOTE 15— FIMAMGIAL IMSTRUMENTS WITH OFF-BALANGE-SHEET RISK
I the narmal course of business 1o meet the financing needs of its cus-
torners, the Bank s a party to financial instruments with off-balance-
sheat risk. Thesae financial instruments inciude commitments to extand
credit and the issuance of letters of credit, These instruments invalve, fo
varying degrees, elements of cradit and interest rate risk in excess of the
amaunt recapnized in the balance sheet The contract amounts of thase
instruments reflect the extent of invalvement the Bank has in particular
classes of fifanaial Instrurmsnts,

The Bank's exposure to gradit ioss in the event of nanperformance by the
other party to the financlal instrumant far commitmients to extend credit
and letters of credit written is representad by the cantractial amoeunt of
thase instruments. The Bank uses the same credil policies in making
comrmitments and condilional chligations ag it does for on-halance-shest
instrumeants,

Unless nated otherwise, the Bank reguires collstoral or-other security to
support financial instrumaents with credit risk.

COMTRACT AMOONT
f% OF DECEMBER 31,
1949 1984
Financial instruments whoss contrast amaunts
-represent cradit sk
Sorstristior 1aan cdmmilmants 32900 R15

Sreditcand carnitmmnts 4,781,363
Lingal credic spmmirments o 2hE
Lobiems af 2rediz 22,000

53 ThEE

F 4987148

extension of credit, is based on maragement’s credit evaluation of the
counterparty. Callateral held varies but may include depository accounts
held by the Bank, accounts receivable, imentary, property, equipment,
and income producing properios.

Letters of credi written are conditional commitrients issued by the Bank
to guarantes the performance of a customer tn a third-party. Those guar-
antees are primarily issied to support public and orivate borrowing
arrangements, fncluding cormmercidl paper, bond financing, and similar
lransactions, The credit risk invalved in issuing lellers of credit is essen-
tially the same’as thal fnvalved in extanding loan facifities to customers.

NOTE 16 — FAIR VALUES OF FIMANCIAL INSTRUMENTS

The Tollowing tabie ilustrates the estiratac fair value and the related car-
rying wahies af the Bank's financial instruments as of December 31, 1990
and 1883,

1993 1904
EETIMATED ESTIMATED
CARRYING FAIR GARAYING FiiA
ANMOUNT YALUE AMOUNT VALUE
Gazboard dugtont baias ALY 053 &oERAED 4 MaTE
Fed=ral furcs sold N = R i ER = L 3 1 [ F
siant sazrbes maiabeduaae b ET195 0 3 BENA0E FOUMRRR? 5 PrESE3R
[ i Bogsoren Bane shock H - 5 - t JIEEM S 135N
Fererz Home Lean dank <nk £OREAN R CRESN i - §
| cans hekd fir s2% £OREE 3 Rdnad L 200 T R O - ]
Lizans, nul 67 = lgz e for baar
Icgszs and Sazanngd s $ASTALESD - SR RRE S FI4dh0de  Eua e
Arunst e raeiablz b SR o MR 3 B 17 . S R
Hanintirssl-bearing demard depozs  § Z230EEE § XAMLERS 3 e % 2M80E
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Tz dzpasits I L g 1 AALEITARD  §AC4eh (48
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While thesa estimates of fair value are based on management's judament
af the most appeopriats factors, therd is no assurance that, were the Bank
[0 have disposed-of such itens at December 31, 1999, (he estimated fair
values wolld necessarily have been achieved at that date, since markel
values may differ depending on various circumstances. The estimatod fair
vatues at December 31, 1999, should not necessarily be considered to
apply at subsequent dates.

In addition; ¢ther assets and liahilitiss of the Bank that are not defined as
finanial instruments are nat included in the above disclosures, such as
propery and eguipment, Also. nenfinancial instrameants typically nat reg-
ponized in the financial statements nevertheless may have value hut arg
not included in the abave disclosures, Thess include, among other fems,
the estimaled earnings power of core deposit accountz, the earnings
putantial of loan servicing rights, custamer goodwill, and similar items.

NOTE 17 — COMMITMENTS AND CONTINGENCIES

Employmeni agreements - The Bank has entered into employment
agregments with its Chist Execotive Officer and its Chisf Firancial Qificer,
In addition ta praviding customary salaries and benefits tothe executives,
the Agraements which expire on March 30, 2002, provide for payments
of 299% of the executives’ mosl recenl base salaries in the svent of a
change in Bank control. as defined. Further, in the case of the Chiel
Exgcutive Officer, the Agreement provides for incentive compensation of
“net accounting prafit goals,” @5 defined, are attained.

Operating lease commitments — As of December 31, 1999, 1998, and
1997, the Bank leased certain branch facilities and equipment, Rent
expense for 1999, 1998, and 1997 was 5155071, $150,000, and
3154 844, respectively The approximate minimum annual commitment
for fulure rendals under operating leases is summarized as follows:

Commitments to extend credit are agreements to lend to.a customer as
Iong as there (s no violation of any candition estahlishad in the contracl,
Commitments ganatally hava fixed expiration dales or ather terminatian
clauses and may requite payment of a fee. Since many: of the commit-
ments are expecled to expirg without being drawn upan, the total com-
mitment amounts do not necessarily reprasent future cash requiremsnts.
The amount of collateral ohiained, if deemed necessary by the Bank upon

i

YEARE ENDIMG DECEMBER 31,

2008 § 82064
200 17 a4
n: 179,224
2003 193,214
200 ETNR]
Thereaftar 1078306
1,885,902



Legal confingencies — |n the ordinary course of busingss, the Bank mey
hacame involvad in varidus tigation arising from normal banking activi-
tigs, nthe-opinion of management, after consultation with legal caunsel,
thera arg no current matters expacted ta have 2 matarial adverse effect on
the Bank's financial condition or resuls of operations.

Yegr 2000 issue — Because of the unprecedented nature of the Year 2000
issug, (s effects, if any, may nat be idertified wntl 3 future date,
Managermant tanndt assure. (hat the Bank Ras identified all Year 2000
igsues; that the Bank's remediation effarts have been succsssful in wholg
ar in part, orthat parties with whom the Bank does 'business will not ba
significantly impacied by Year 2000 issues. .

WOTE 18 — REGULATORY MATTERS

As ot Decernber 31, 1999, the mast recent notification from the Oftice of
the Comptroller of the Currency categorized the Bank as wefl capitalized
under the regulatory framewark for prompt carrective action. To be cate-
gorized 45 well capitalized the Bank must maimtain minimurm tatal risk-
basad, Tiae 1 risk-basod, and Tier 1 leveraos ratlos a3 et forth in the tahls
helows. Thare are no conditions of events sinca that notification that man-
agernent heligves have dhanged the institition's category

T0 BE WELL
CAPITALIZED LUNDER
FOR CAPITAL . PRDMPT CORRECTIVE
ARTUAL -ADEQUACY PURPDSES  ACTION PROVISIONS
AMOUNT  RATIO  AKIOUNT.  RATIO  AMOURT  RATI
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(in thoazancs)
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