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SELECTED FINANCIAL INFORMATION

{in thousands, except for per share data)

1993 1292
RESULTS OF OPERATIONS
Interest Income % 3.874 % 2859
Interest Expanse 1,670 1,2E88
Met [nterest Income 2,204 1,571
Pravision for Loan Losses 277 96
Other Income 443 439
Other Expenses 2,319 1,793
Income Before Income Taxes 5 121
Income Taxes — —
Met |ncome 5 121
PER SHARE DATA
Met |ncome Per Shara n.02 0.05
Book Value Per Share 1.08 1.04
BALANCES AT YEAR END

Total Assets 47 508 38.311
Loans, Met of Unearned Fees 30,150 30,700
Total Deposits 43,774 34,671
Long Term Ohligations — —_
Shareholders’ Equity 3,188 7,581

SELECTED STATISTICS {IN PERCENTAGES)

Return on Average Assets 011 0.41
Beturn on Average Equity 1.95 5.56
Average Equity to Average Assets 555 .34
het Interest Margin 6.00 52
Interest Income to Average Eaming Assets 957 10.32

Mon-accrual Loans 90+ Days to Average Assets 00,0048 0.0059
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American Pacific Bank

) INTRODUCTION

Under the capable and conservative leadership of both senior management
and the Board of irecrors, American Dacific Bank is conrinuing o evolve
from irs hepinnings as a small community hank inco an institution
wirh the strength (o have o major impact in the financial communicy
within the Facific Rim,

American Pacific Bank wus organized and continues to operate under the
Laws of the state of Oregon. The Bank is a momber of the
Federal Reserve Bank of San Francisco, and all deposits are insured by the
Federal Deposit Insurance Corpotation.
American Pacific Bank srock has been traded on NASDAQ
(Symbol AMPBA) since 1989,

American Pacific was formed in 1979 1o provide hanking services to the
) rural communitics of Aumsville and Mill Ciey, Oregon.
Since that time, the scope of the Bunk has increased to not only sarisfy the
needs of the people where it originated, hut to also provide real estare,
commercial and persemal lending services chroughaut
Orregon and Southwest Washingron.
Exceutive olfices, including a full service loan department, have been
eatablished in the financial disericr of Poreland.

Today, the Bank has a reputstion of providing persotial and efficient
service to customers living throughowt Oregon anud
Southwest Washingron in the arcas of construction lending,
commercial loans, permanent mortgares, business Hnancing,
and consumer loans. American Pacific Bank's future will continue
ta be characrerized by continued growth and success,




“We ave in husiness for
o principal reasons:

to wrant the best service to
our customers and to
provide the preatest possible
return on our shareholders’

muestnents,”

CITAIRMAN'S MESSAGE

Trear Sharehaolders wnd briends:

L9493 was 7 vear of profitability, growth and, in a sense, tunsition for American Pacitic
Tiank, Tarly in Junuary, we embarked npon a new divection - one which is Fuilding upan
onar past suicesses and one which I beliove, lowds 1o 4 position of fumre profitakilice nar
just in Oregan, hutin the eneire Pacilic Rim.

To help me, the Baard of Direcrors, and the Banks stall scoomplish this, in warly Spring
[ smnounced the appomtment of Mo David Chen as President and Chief Execurnve
Cfficer.

Dravid Chen brings ro o Bunk a weulth of financial expenience from barh rhe public
and privare sectors, The sucuess which he has achieved dunng his career has made him
wall known and respecred Tacally and nationally. Under the administrations of
Tresidient Bush and President Reagan, he served ss Navional Associute Adminisrracor of
the Farmers TTome Adminstoation i Washington, T0E, On the reginnal level, us the
apency's Chegon Stale Director, Priar ro chis, as a Finsmee Direcrar, he hiad complete (is-
cal respunsibilivy for varions mumcipalitics located throngheoue the United Srares,

Resulms of the yeur have confitmed the Teadership abilivy of David Chen; the expertise of
the exccutive wanagement ream; and the cteclive counsel of the Board of Direcrors in
suiding the Banle to both wrowth and prolivablivg.

[ am proud to say that Juring 1993, m spite of w major charge-off, the Bank remamed
profitable and grew. Interest incowe increased by almost 33%0; wotal assers and share-
Liglders” equicy increused by 25%; and the boole walue per shuare rase,

The stall and management of American Pacific Bank are proud ol its lang oraditon of
service. | encournige you to review rhis special report, which lnoks ar both our begin- |
nings and future directions.

We are i business for two pritcipal reasons, to granc che best aervice o our cuslonees
and ro provide the greatest prssible refm on our shureholders” investments, | pledge ro

coneinue to da all im my pewer to mect these expacratinns.

Thanlk you for your continuing inreresc and support.

Fai TL Chan .

Cherman
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TRESIDENT'S MESSAGE

Dear Shareholders and Drends:

When Chaitman Fai Than and the Twoard of Directors approached me lnte in 1992 and
presented rhe opportunity o join American Pactfic Bank, 1 was tlactered omd filled with
a sense of both oppertunity wnd challenge

| appreciared the confidence which the Chairman and the Bourd had inomy abilitics,
and atrer careful consideration, | decided e aceept the olfer wo become par of chie inan-
APETACTIE LLulLL,

| believe rhat American Tacific Bunk will shonly become sn imporiant part of the
Pacific Tum’s fnuncial conuounity. 10 would be uowize ro think thar we could assume
the size of the giants in o industey; howewer, that is not our mandate, Our mission s
re fill a wery wnportant nche withim che industry — a niche that @ sloen up by the stoall
vet highly profitable “houtique istiutions” which provide service thar s bach high in
guality and completely personal. My philasophy is that each of our cusromers muar he
rreated as ancimpartanr individual and not as just o number within the spstem

The challenee that L envision For myself and rhe Banle is reofald.

Firse and foremost, American Tucific Bunb bas o ke positioned wnong the wp pecono-
ing batks in the Nortbweest. The significant improvement that nccurred during 1993,
mndicares that we will atrain thac stamiz in the near fuane,

Secondly, once our foundution has been solidified in Oregon, T helieve thar we musr
offer our services to cusromers living throoghouc rthe Pacific Rim who demand soplust-
cation and qualitym their banking relationships, Since the Dircctors and semior warn-
agernent bve coneacts throwghoue this region and are comforeable doing business wirh
them, T faresee success in this phase af the Bank's evalurion,

| see w prommising future for American Pacilic Bank. All of the pisces are there to allow
vzt fill an bmporiant posicion swithin the inrernational financial communiry, Tr s very
exciting far me ro ke a part of chis unigque opportunity,

[ laak farward Lo w proinising future for American Pacific Tank, it sharehalders and cus-
LUELETS.

L) .

/ 4@&-@5 P&

Piavid T, Chen
President umid Chisf Deecwsive Officer

“Otr misston 15 to fill a
very important niche
within the industry -

e niche that is taken up

b the small, et highly
profiable, “boutique
mstitugions” which provide
sevvice that ts both high in
guality and completely

personal”




AMERICAN PACIFIC BANK
BOARID OF DIRECTORS & MANAGEMENT

The Board of Directors and management of American Pacific
Bank is comprised of the following persons, all of whom are
eminently qualified in their individual areas of responsibility.
The multi-cultural nature of this group brings a unigus and
effective perspective to the Bank's daily operations and its
long term strategies. Unlike most financial institutions, the
Board Members of American Pacific Bank and memberg of
senior management are active and well known not only in
the Incal communities, but also in the business and palitical
ervironments of the Far East.

BOARD OF DIRECTORS
Fai H. Chan. Chafrman of tfie Board

Raised in Hong Kang, where he was educated at 3t Joseph
College, [Mr. Chan moved to England and graduated from
Marthwestern Polytechnic with a degree in business man-
agernent and commetrce  He entered the financial commuoni-
ty as an investment banker and eventually became the prin-
cipal in @ Hong Kong based securities firm.,

Mr. Chan became Chairman of American Pacific Bank in
1987 when it was still called Santiam Valley Bank and on the
verge of fallure. He assembled a completeliy new manage-
ment tearm and immedialely began a restructuring process.
That process has evolved to the point where today the
Bank's assets have grown from $9 million to well over $50
million; the significant loss position of 1986 has turmed into
a profit; and, the securities trade within the NASDAQD sys-
tem.

Mr. Chan is equally at home in the busingss warld of the
United States, Canada, Europe, and the Far East. He brings
invaluable expertise on an international level to American
Facific: Bank.

David T. Chen | Prasident, Chief Executive (fficer
and Member of the Board of Directors

Mr. GChen began his career with the Mational Bank of
Commerce {later called Ranier Bank) in Seattle, Washington
in 1966, In 1970, he entered the public sector serving as
the Finance Director for various municipalities. The most
recent of these was the city of Beaverton, Qregon where he
was directly respansible for managing that city's $60 million
annual budgst. He was appointed by President Reagan's
administration to an adminisirative post within the Farmers
Hame Administiation of the U.5. Department of Agricutture
in 1985, and assumed he position of Oregon State Director.
Under the administration of Frasident Bush, he was slevated
to the position of Associate Administrator in Washingtan,
0.G. In thal capacity he assisted the Administrator in man-
aging the Federal Government's chief agriculture and rural

development agency, with more than 12,000 employees,
2,200 field offices nationwide and a [oan porifolio exceeding
$50 billion, with an annual budget of approximataly 510 bil-
lign,

Mr Ghen received his Master of Arts in Political Science
from the University of Oregon, his Bachelar of Arts in
Mathematics from the University of Washington, and a
Bachelor of Arts in Public Administration from the Taiwan
Mational Chung Hsing Universily. In addition to his respon-
sibilities with the Bank, Mr, Chen is active in the Portland
community where he serves on the Board of Directors of
both The Loaves and Fighes Foundation and United Way.

Richard Y. Cheong: Semior Vice Erasident, Chief Fnancial
Officer angd Member of the Board of Divecfors

Mr. Cheong began his career with Arthur Andersen &
Company in 1985, as a member of the Managament
[nformatian Congulting Division. |0 that capacity, he suc-
cessfully managed complex systems development projacts
His responsibilities included preparation and implementa-
tion of the projecls, in addition to supervision of the staff
assigned to the undertaking. Prigr to joining the bank, Mr
Cheong was an investment manager with a Japanese real
estate syndication campany for two years,

He joined the bank in 1981 and has since been elevated to
his present position. As Senior Vice President, Mr,
Cheang's respongibilities include both supervision of all per-
sonnel and accountability for all financial and accounting
aspects of the Bank,

Mr. Cheong holds & Masters of Business Administration in
Finance from the University of Oregon and a Bachalor of
Arts in Finance also from the University of Oregon, He is
active in the logal community as a2 member of the World
Affairs Council and the Oregon Northwest China Counail.

Or. Eng Lack Khoo: Member of the Board of Directars

Or. Khoo is a surgeon of internal medicing and car-
dielogy, and iz the former Chief of Staff of Portland,
Oregon’s Woodland Park Hospital  He brings a unigue blend
of talents to the Board of Directors from bioth his scientific
background and his extensive involvernent in the area of
relations hetween the United States, Japan and China.

Or. Khoo is ane of the leaders of Portland's Chinese
Community. He has served as the Prasident of the Chinsse
Conszolidated Benevelent Association, and he was instru-
mental in the construction of the well known “Chinagate™
which serves as the entrance to Portland's Chinatown. He is
invalved in Portland Rose Festival's popular Dragon Boat
Races, Or, Khoo vas active in first introducing the Dragon

d



Az Pocific Bavk Bodrd Mesabery from (eft do right: D, By Lock Bhoa, Dazid T Cher, Fal H. Chao,
Framcis H Henilrigks, Eichard Y Cheomg, Alexander B, Eovelin.

Boats to the Festival and Partland became the first: .3 ity
to spansar this unigue event.

As one of the Bank’s outside directars, his input in the areas
of both local and international business is invaluatle.

Alexander B Karelin: Wainber of Hie Board of Directors

Mr. Korelin has served on the Board of Directors since 1988,
He has been invalved in the financial community since
receiving his MBA in International Trade and Finance from
the University of Puget Sound. He has served as a consul-
tant to large publicly traded companies, foreign based stock
exchanges, and private businesses since founding his owm
firm in 1882. Because of Mr. Korelin's experience and edu-
cation, he continues to provide the senior management of
the Bank with valuable input regarding day to day operations
and [uture objectives,

Wr. Korelin plays an active rale in community affairs both in
Portland, Qregon and Vancouver, Washingion. He is the
Chairman of the [-3 {Children’s Immunization) Task Force in
Vancouver and serves on the Board of Directors of the
Roetary Club of Greater Clark County where he is also the
President-Elect for 19956.

Francis H Hendricks: Member of e Board of Directors

Mr. Hendricks is involved in the agricultural community in
Aumsville, Oregan where he has lived all of his lile. Heisa
past memhber of the Aumsville School Board where, during
his tenure, he served on the Budtq;at Committes for six
vears. He is also a member of the Wilco Farmers Group and
the Subilimity Harvest Festival. He is currently @ member of
the Board of Directors of Santiam Memorial Hospital,

MANAGEMENT

David T. Chen @ President. Chief Executive Officer
and Member of the Board of Directors

Bichard Y. Cheong; Senfor Vice Presidant, Chief Financial
Officar and Member of the Board of Directors

David A, Christianson, Jr.: Serior Vice President and
Chief Cregit Officer
iAppairted March 28, 1934)

Mr. Christianson hag over hwenty-five years experience in
banking, holding progressive positions as Department Head,
Division Head and Senior Loan Officer. He has a strong
background in both corporate and real estate lending  Most
recently, he served as the Director of Corporate Banking and
senior Vice President of Barnett Bank of Marion Gounty
Florida, Prior to assuming that position, he was Senior Vice
Fresident of the Special Assets Department for Barnett
Bank |n that capacity, he was responsible for all real estate
and commercial loans which were classified substandard by
the Bank. Reporting diractly to the President, he directly
handled negatiations and workout strategies for these loans.
Mr. Christianson is a member of the American Bankers
Association and has laught at the University of Dklahoma
and Naova University of Ft. Lauderdale on the subject of com-
mercial landing, and real estate lending.




YOUR MONEY AT WORK

Histomeully, Awerican Pacific Banl has focused on areas of
Fusimess in which the risks could Be minimized throwgh decis
SVE ManAgement,

Conrrenstly, onar vwo largese lines of husiness are real estate
finance md secured credit canla o 19973, the Bank has auf>
tered e losaes ar charge offs 1o chase teeo devisions.

Rl Estate [Hvision
Livthe real esrare division, we operace i three areas residential
comstruction lending, permanent nan beoleing and commer-
clal real estate financing:
Ir i lve resideniial construceion area, the Bank's policy o chat
OB of the comstroctinm leans muoste be for homes which have
the permonent mortegges dlready in place. These loans rangs

i osize from 375,000 o 5F6E0,000, 1993 loun commitnenis:

were Tornore than 513 million,

We currently broker all permunent residentind lins aral sam
fees for each ome rhat s closed. Dunme 1993, we placed inore
thun $30,000,000 in residential mocrrage loans to lenders spe-
cializing in this field

l1v ithe commercial division, we make consoruction leans,
Cemmument financing is in place Lelore we malte rhe loan and,
in all cases, we amonge the pemmunen) fnancieg. VUsually, we
rerain a amall percencase ownership of the permunent s,
along with the servicing and relared faes,

Avpproximocely $7 million in loems were commitiad in 1995

By wear end 1993, these threo roal estane divisions had genarar-
ed more than 51.# million n income.

Credit Card Tending

e olfer secured credit cards on o nacienwde basis.

The cards ore macketed and servisd through a recopniced
third parry vender, which also guorsmeces o specifoed rae of
retvrne b he bk

With secured credic cards. the sccount helder deposits Tundds
with us in the beginaing inan amount equal o the credit
L of the e, Those deposiis secure the pavment of che
credic cord balances, The depesits proside significant protece
fiom against losses thar i3 in addition o the protection offuned
vy the gostantes ol the third parey vendor dhae mackers and 'W,.
services the scoounts for ns,

L 1993, aur portfelio (hath secured and unscoured credi
cardst rotalal $23 aillion. Maore than 62,000 card haolders
natiomwide wenersred over $83 willion in cransaccions
tinanced by the Bank,

The Future
Aawe grow, we plan to offer chese addiclonal survices 1o our
[EIE RN IR o
=45 Direct Finoneing Invalving Variable Rare Mortgages
#EE Privatee Bunking

FEE T e Sarvices

ks B lnmagementt Coneliing
¥ Tpeiment Banking Services

ST TR ]

Mirinieide ceed il cards ave aomilable,

Agricnthire loons inclide griss sead fierning,

o



AMERICAN PACIFIC BANK

INDEPENDENT AUDITOR'’S
REPORT
AND FINANCIAL STATEMENTS

DECEMBER 31, 1993, 1992 and 1291

INDEPENDENT AUDITOR'S REPORT

MOSS-ADAMS

ORERTTIFTET PLORTIC A0S0 NTANLDS

Ter the Hoarcd af Direcuots atwl Stockholders
Amencan Pacific Banl:

We have andited rhe accompanying balance sheet of Amwericon Dacific Banle as of Decermber 31, 1993,
1992 and 1997, and the relared starements of operarions, changes i stockholdos’ cquity und cash flows
forr each ol che three yoars coded December 31, 19930 These financial starements are e responstbilivg of
rhe Bank’s management. Our responsibilivy 15 10 express an opinden on these financial atatemnerire based
oy o sadie,

We conducred our audits in accordanve with generully accepred auditing standards. | hose standards
require that we plan and perform rhe andits to abtain ressonable wssirance about whether the financal
slatements are free of muterdal misstitement, Ancandit includes examining, onea test basis, evidence sup-
parting the ameatits atd disclosures in the finuneial statements, Ancandic also includes assessing the
accounting principles used and significant estimates mwade by weriugemene, as well as evaluaring che over-
all finusneiul stucement presentation. We believe thar cur audits provide s reasonahle basis for our opin-
o

In our opinion, the financial stacements referred to akave present faicly, in all wuterial respects, the finun-
cial position of American Pacific Bunk s of December 31, 1993 and 1992 and thie resulis ol its aperalions
and irs cash flaws for each of the three years in the poriod ended December 31, 1993, in confarmiry wirh

penerilly accepred ecounomg principles.

Direa. Lidomar

Porcliand, Cremon

bebruwry 11, 19594




AMERICAN PACIFIC BANK BALANCE SHEET

YEAR ENDED DECEMBER 31

ASSETS 1283 1992
Cash and noninterast bearing balances due from
depository instituticns % 1,624,618 5 1,666,806
Federal funds sold 8,420,000 875,000
Total cash and cash equivalents 11,044 618 2,441 BOG
Investment securities (market value 1983 - 54,837 578,
1892 - $3.861,659) 0,084 262 3,872,707
Loans, net of allowance for loan losses and unearnad income 80,150,237 a0,699 640
Land, office building, equipment and improvements, nat 443 360 BO7. 121
Other real estate owned 110,230 218,332
Accrued interest and other assets B75 41 571.058
$47,508,108 $58,310.664
LIABILITIES AND STOCKHOLDERS®’ EQUITY 1993 1902
Deposits
Moninterest bearing demand deposits $ 1.452.784 1732710
MOW and money market accounts B.172.628 7,833,743
Savings and time deposits 34.148.761 25,604,329
43,774,174 34,670,782
Securities sold under agreements to repurchase - 800,000
Accrued interest and other liahilities 548,031 558,805
44 320 205 35729677
Commitments and contingencies -
Stockholders’ squity
Class A commeon stock, no par value; 200,000,000 shares
authorized 2,956 521 shares issued and cutstanding
in 1883 (2,475,521 in 1982) 3,535,826 3.107.736
Common stock subscription receivable - (53,400)
Lnearned compensation = (74,000
Surplus 805, 000 905,000
Accumulated deficit {1.252 923) {1,304.348)
3,187,903 _P5EQO98T

The accompanyving rotes are an integral
part of these financial statemeants.

$47.508,108

$38,310,664



AMERICAN PACIFIC BANK STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31

INTEREST INCOME 1993 1992 1991
Interest and fees on loans $3,583,306 52,554 BE8 $1.223,549
Interast on investment securitics
LS. Treasury securitias - - 25711
Chbligations of
.5, Government agencies 207 585 234,180 381
Other domestic taxable securities 13,540 10,1280 5,539
Interest on federal funds sold 69.788 55 284 127,066
3.874.218 2,858 522 1,282,246
INTEREST EXPEMNSE
Interest on deposits 1.6 1 1.287 933 S10.670
Met interest income 2,204.408 1,570,588 771,676
Provision for loan losses 277139 95 850 104,110
Met interest income after provision
for loan losses 1.927. 2609 1474 730 _ 867,466
NONINTEREST INCOME
Loan charges and service fees 146,576 167,881 152,896
Heal estate brokerage fees, net of commissions 233,364 259.939 121,176
Gain on the sale of securities 27 826 = -
Other noninterest income 35,467 11,880 o188
Tatal nenintarest income 443 233 439,810 _351.590
NOMNINTEREST EXPENSES
Salaries and employee benefits 1,182 438 B79,003 512.598
Occupancy and equipmeant sxpenses 275,539 181,479 116,240
Othet oparating expensses _860.650 _732.8949 _491.299
Total noninterest expenses 2319076 1,793,431 1420317
MNET INCOME {LOSS) $ 51428 $ 121118 3 (101,261
MET INCOME {LOSS)
PER SHARE OF COMMON STOCK $.02 5.05 SL13)




AMERICAN PACIFIC BANK
STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

COMMON STOCK

TaTAL

SULSEHIHED UNERRMED ACTUMINLATED  STOCKHOLDERS'
EHARES SROLINT ARTUAT COMPEMSATION  SURF_US LEFICIT COLITY

BALANCE

December 31, 1990

T558,328 $1,298,150 5 - 5 - $905.000  8i1,324.208) §973.844

ISSUANCE OF COMMON STOCK:

Private placement offering 150,000 114,000 . s . : 114,000 v

Exercise of warrants 710,000 531,900 - - - - 831,300
HET LOSS - - - - = s (101,281} (101,261}
BALANCE

December 31, 1851 1,418,329 2144 050 - - 806,000 {1,425467) 1,623,583
ISSUANCE OF COMMON STOCK:
Exercise of warrants Sa34.344 831,666 (53,4000 r - = 778,166
Exgrcise of options 100,000 75,000 - (74.000) - - 1.000
Fublic offering 22848 57,120 - - - - 67,120
Met income - - - - - 121118 121118
BALAMNCE

December 31, 1982 2,475,521 3, 107.736 (53,4007 [74,000) 805,000 (1.304,3449) 2 580,087 ‘

).

ISSUANCE OF COMMON STOCK:
Exercise of warrants 481,000 428,080 53,400 - - . 451,490
RECOGHITION OF UNEARNED

COMPENSATION - - - 74,000 - - 74,000
MET INCOME - - - - - 51.426 51 426
BALANCE

December 31, 1993 52,856,521 $3.535.826 b t g - 5905000  S{1.252.823) $3.187.8903




AMERICAN PACIFIC BANK

STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31

CASH FLOWS RELATING TO OPERATING ACTIVITIES

Met income (loss)

Adjustments to reconcile net income (loss) to net cash provided

by (used in) operating aclivities:
Depreciation
Provision for loan losses
Gain onsale of securities
(Gain on sale of other real estate owned
[Gain} loss on disposal of land and eguipment
Write-down of other real estate owned

Change in cash due to changes in certain assets and liabilities:

Decrease {increase) in accrued interest and cther assets
Increase (decrease) in dccrued interest and other liabilities
Mst cash provided by {used in) operating activities

CASH FLOWS RELATING TO INVESTING ACTIVITIES

Furchases of investment securities

Froceeds from the sale or maturity of investment securties
Met additions to loan principal

Furchase of building improvements, squipment and furniture
Recoveries of charged-off loans

Proceeds from sale of fixed assets

Met cash used in investing activities

CASH FLOWS RELATED TO FINANCING ACTIVITIES

Mel increase in deposits

Securities sald under agresment to repurchase
Issuance of common stock

Met cash provided by financing activities

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, baginnirig of year

CASH AND CASH EQUIVALENTS, end of year

SUPPLEMENTAL SCHEDULE OF CASH FLOWS INFORMATION

Cash paid for interest

DISCLOSURE OF ACCOUNTING POLICY

For purposes of reporting cash flows. cash and cash squivalents incfude: cash and nohinterest-bearing balances due from

1993 1992 1991
$ 51,428 $ 121,118 $ (101.261)
57,636 44 783 31,009
277,139 95,850 104,110
(27,826 : -
{4,764) = :
(10,373) 3,905 -
11,498 28,371 2,765
(104,343) 15,576 {648,552)
512 864) 356,314 _ 131420
(252.477) 665,817 (480,803}
{6,032,800) (3.504 880) (335,774}
4,849,071 417,501 57.950
373.682  (17,085,036) {5,068 630)
(23,099) (134,745) [45,797)
- 3,121 45,008
28,603 __2.089 el 5l
_ (803,593}  (20.391.879) (6,237,243}
8,103,302 14,811 482 10,289,122
: 500,000 -
_555.490 £36.286 745,800
0,658 882 16,147,768 11,036,022
8,602.812 (3.578,294) 4,318,970
2,441,806 6,020,100 703.130
$11.044 618  § 2441806 S 6,020,100
$ 1436617  $ 1.081.620 $ 583,100

depository institutions, and federal funds sold. Generally, federal finds are purchasead and sold for ong-day periods.




AMERICAN PACIFIC BANK NOTES TO FINANCIAL STATEMENTS

CECEMEER 31, 1993, 1922 and 1991

HOTE 1
DRGANIZATION AND SUMMARY OF SIGHIFICANT ACCOUNTIHG POLICIES

(a) Orpanization

American Pacific Bank is & state-charered bank quthorized to provide hank-
ing senices by Lhe State ol Oregon. The Bank, keadguardored in Aumsyille,
Qregon, hag one branch: located n Wi City, Otegon and & real estate loan
production office s2nving the Partland. Cragon and Vancouver, Washington
rrgtropdlikan dreds.

A5 g member of the Federal Reserve and Federal Doposit Insurance
Corporatinn (FOIC) the Bank:is subject to the requiations of these Tederal
agencios as well as the raaulations of the Gregon Slate Deparemant of
Insurance and Fnance. A of the renulatory agencies pariadically conduct
gxamingtions ot the Bank. inJuby 1992 and Mey 1993, such an examination
wag conducted by the State of Oregon. In Movember 19%2. @ joint exsmina-
tion was monducted by the Feldaral Reserve and FOIC. The Faderal Arsorvg
diso conducted @n sxamingtion in Decemoer 1993,

Tha report issuad &5 @ tesult of the joint feceral agency exarningtion of 1992
concluded (hat the Bank's credit concentritions, capital adaquacy, past oarn-
ingz, liguidity posioon, apparent nonoompebance of specified banking regula-
tiong, a5 well a3 other factors, wer of concem. As 4 resul, the examiners
anc tha Bank modified and replagec 4 1984 Writen Sgreement during July
1993, The moditied Written Sgragmant, which ramalited effactive: at
Decamtiar- 31, 1893, commitfas the Bank to the adoption of policiesand pro-
ceduras intendad 1o address the eoncerns cubined in the 1892 examination
repoel. i the opinion of management, the Bank iz in compliance with tha
provisicns of the Written Agreemont as of Dacambar 37, 1903,

{B) Inyesiment securities

[rvestment securifies are stated at cost, adjusted for amortization of pemi-
ums and accretion of discounts, |nvestmant sscurilies are acquired swith an
infent to fold until maturily bel may besoid orinr o maturity.  invastment
spolirities lranssctions are recorded on 4 trade dafa basis, The dacizicn o
purchase investmant seourives s hased an a current assessment of expecied
econnmic congiions, inciudlag the intarest rale envimnment.  The determi-
naton to sell investmant secorities is based an manag2ment's asspezmant of
changes in aconomic

or timanaial mareas conditons, Interast rate risk, and balasce sheel-and lig-
widity positions. When the gssessment of the ateremanticnea factors
changes fron that onginally axpected. managemant attermots 10 rainves: the
proceeds from such saies in instrumants which will enfgnce the long-term
viEld nn e investment securities o improve the risi profie of the Bank. In
thecase that investmant securities sra sold, gaing &nd lossos arg compliad
under ihe specific idanfificetion mothad,

Mnrtgage-hacked securftes, which include privatelr iszued collataralizan
maortgage abligations, represant partic pating interasts in pools of lang-tarm
first morigags loans nriginated and serviced by tha issuers of the securities.
Privately issied collsteralized mertgage oblipaticns are cebl securities it
are socired by morlgage logns or othar mortgage-backed sacuritizs. Such
sacutities are recorded at unpaid principal Balances, adjusted for unamor-
tizad premiuras and unzamsad discounts,

(&) Loanz, netol allovance for foan leszes 2nd uneamed income

Loans arz stated at tha amount of unpaid principal, reduces by an allovance
for loan Inszes and uneamed fncome: Interest on loans is caloulated by
uzing the simple-interest method on daily belasces of t5e principal amaunt
outstanding.  The allowarce for [oan Insses is establisied through 8 picyl-
slon tor Iman Inssas charged to exoensss, Loans are changed against the
allpwance for loan losses when mandgement oelisvas that the collactbility of
the principal is unlikely. Tha allowance /s an amoust that managamant

befigves will be adaguate to gheorl possible lossas on exlsting loans that
may hecome uncoilecible, basad on evelugtions of e colectibility of logns
and priorlogn loss experisnce,. The evaluafions tgke into ponsideration such
factors as changss in the naturg and volurma of the loan portfollo, overall
nartfolin quatity, review of specific prubkerm loans, and current aconomic
conditions that may alfect the borrower's ahility te pey. Accrugl of Intorgst is
discenlinued on & loan wher management belisves, after considerlng eco-
nortic and husingss conditions, collection efiorls and colkateral position, that
the barrower's financial condition iz suen that callacton of inferest is dout-
ful.

Warious requiatons agencies, as an inlagral part of their examination grocess,
periadically revisw the Bani's allowances for ioan fozses and [osses on ather
feal 2sldie awned. Such agencics may raquire the Bark to recognize addi-
ticns 2o the allowances hasad on thelr judgmenis about infermation oeaiable
ta thinm af tha time of Heir axamingtion. The Bank underment examinations
by applicable reaulatory agencies during hoth 1983 and 1982, As 3 resultof
lhese requlatnry examinations. additions to the allowanca foi lean losses
sasre ranuired and provided by e Bank.

] Land, afiice building, agigment and Impiovemants

Land, officg building, squipment and Improvemants ara stated at cost, less
geeumulated depreciation @nd amortiza®on. Depreciation and amartization
ara computed principally on the straignt-ling method owar the estimtated use-
tul livas of the-azsats, which rangs from & to 40 vears,

(8] Other res! eslste owned

Other resl astats acquirgd through partial or total satistaction of loans, is car-
riedd @t th lewer of costor falr market valug, At the date ol aoquisition, Inas-
as; 1Fany, are ahiroed tothe Slowence for lnan Insses.

{1} Incoms laxes

Gortgin income and expensé items ere accounted for in-diffarent periods for
incoms lex purposss than for financial reporting pusposas. Provision for
defarred taxes are made in racognition of tese tamporany dilfarences.

The Fingrcial Avcounting Slandands Bodrd has issued Statemant of Financial
Accounting Standards (Statemant) Mo 109, "dceoonting for Income Taxes®
which was edopt=d by Amercan Pacific Bank for the year ending December
31, 1883, Smamment Mo, 109 changad e method of deeounting for incoma
taxas from the delerred mefhod o the azzat and tahilite mathod, The obiec
tive ol the asset and lishility mathed i3 to estabiish deferrad 1ax assels and
lighilities for the tamporany differences betveen the lirancizl reporing basis
ard the tax basis of the Company's assets and lshilities at enacted 9% rafes
expecies W e in effect wren such amounts amn realized or saftled, Tha
effect of the charno in geeoznting principie has baan determinad to 2e imima-
tirial 1o proviousty jsswed lrancial stelemmsnts,

i1} el income {loss) per share
Mat income: (iogs) per shars is calcutated on the basis of the weighted aver-
age number af shares oulslanding during the year.

[ Dif-balance-gheal lnansial insirumenls

In tho crdinary course ol businegss, the Bank has endered into- off-balanno-
sheat {fnancial instrements gonsisting of commitmaents to-gxtand cradit
commitments under credit casd arrangaments, commerclal latles of credit
andatandby letters of credit. Such financial instruments are recorded in the
financial statements when they become payahla.

{i) Reclassifications
Cartain recigssificgtlons have been made to the 1992 end 1991 finanzia
statements Lo conferm with current veas prosentations.




NOTEZ  INVESTREMT SECURITIES

The aimartizad cost and ratimated madset valugs of investment sacurities ane
a5 fotloms;

GHISS GROES CETIRATELD
AMDETIZED UMRESLIZED  LRREALIZED  MARKLT
G0ET GAlE LOBSES ALLIE
December 31, 1093
Mzlipations of U5
Govarnment AgrNGiEs:
Coliateratizad mortgagn
noligations £#1,684.262 % - F45078 51,530,184
[ahantures 3.400.000 101,606 3298, 504
Federal Resamme Benk
stock 100, C0 — e 1,000
850584268 B - RldG6E4 54837 570
Dacember 31, 19582
0 Dhligations of 113,
Goverment agencias:
Gollateralized merlgags
abligations 43,555,688 5 9628 f22@092 53545620
Debentuies 206,818 2016 = 228,234
Faceral Reserve Bank
3tnck graon - % &7 200
SIRTTO7 $11.644  BEZA92  $3.0A1.658

The amarfized cost and estimated make: valug of isvestment securilies at
Cecentoerdt, 1993, by contractual maturily, are shown helow, Espected
matuzities will difizr from centiactual maturites because DOCWars may have
i right to cell or prepay chlipations wWith o without call or prepayment
penallles,

C5TIMATED

AWIDETIZED [MARKET

CRsT WALLIE
Due without an Indleamed matunty % 200,000 § 408394
© D after five yesers trough o0 years 500,000 487,500
[lue after fen yoars A.0R4. 252 3.951.684
$5.004 262 $937 678

Al Decarnber 31, 1993 and 982, investinent saguritics with an amostized
cost of 3522 500 and $560,000, respectivaly, wers pledgod to secure
dannaits of public funds, |n-additon, the Bank had pladgad 52 250,000 ard
a1, 700,000, respootively, o WISA USA to support the Bank's secured cradit
card lending activities.

Diring 1984, the Bank wili adopt the Financinl Arcounting Slandands Board's
Statement 1158, "Bccounting for Cerlaln Investmants in Debt and Equity
Securilies”, This accounting principle will raquire the Benk o idenbfy invest-
ment securities as “held o maturine”, "available forosale”™ or Sracing®
accounts. Masagerment anticipalzs that 2/l invasteent securities will be dan
tifiee 2z “held to maturdty® nr "availabie (o sale” in which casa "held o malu-
riby" Trvestrments will 2o carriod at amortized cost and Favailabla for sale®
investments at fair markel velge. Tha fair market valoe adjustiment on “avail-
abla for sale” ineestrents will be recorded as #n adinstment to e Bank's
stockholders' eguity, A3 of Drcember 31, 1993, maragement hao not dater-
rined the appropriate classificaton for the Bank’s investimant secuiities and,
Iherefare; the rffect nf adopting the accourting prinziple.

KOTE3 LOAHS

The compositon of logn balances i summarized as follows:

DECEVEBER 1

1983 180

Credit cands S16,087.053 $17 635,781
Fegl petate - construction 11,331 548 108110075
Gommearcial and agricutural 2,123.160 1,873,216
Installmant 403,203 031,364
Dnrdraft ReEounis ANG 4738
30,451,061 31.054, 776

Lnezrned ngsma (60,562 [115.500}
520150297 530,689.640

Loans anwhich the acereal of interast has haen discontinuad at Decambar 31,
1895 and 1992, amounted to 5217.665 and $165,756, respectvely, Interost
fncoms which would have haan realized on Lhe nonagsraal and charged-off
Inans, i they had remained current, was 515,052 during 1993, 513,215 during
{992 and 527,903 during 1921

Tha maturly rarge of the loan portfolio as of December 31, 1983, is a5 ful-
lmws:

MLIF AFTEF, OME
OUE I GHE [HHIUEA MilE AFTER
YLAR O LESS  FIWEYEARE  FIMEYEARS TOTAL

Comnrrerafal. agricultieral
and resl estate -

constriction loans 511,706,678 & 733,730 5 904,383 133448997

Credit cars loans 16,087,088 - 2 16,087 285
Irestallmenl loans

and nverdrafts & i1 43,340 178,420 BN 418

ST ATAASY 51977070 FO0B30FE 30233346

Menaccrual (oars 217 GBS

SE.EI.-fJfJJ_.L'lﬁ_L_ 1

Fixrr-rate loans $F15120667 § 94473 § 714018 519765616

Adjustadle-rats lnans 8841848 ARG163 123769 10444 780

H0R0M .55 F15813894 5 Bdiaff  30F33.396

Mangcgiual loans v _ M7EEE

$an.451.081

HOTE4  ALLOWANCE FOR LOAM LOSSES

Ghenges in the allowance for loan losses wirs as follows:

YEAR EMOED DECEMECR 31,

1943 1994 1481
Balance, baginning of year $230836 5140688 % 91347
Prowision [or l0an losses 277139 45 850 104,110
L_nans charged off (276,513 = 100,000
Recovarias on loans previously
chargas off Etos 214 45,00
Balance, end of vear f 240067 $230636 5140665




NOTES  BIGNIFICANT GROUP COMCENTRATIONS OF CREDIT RISK

Most of the Bzne's commersial and agriculieral iuan activity is to costamers
ucated near its headquarters ang brasch office in Aumsville and Ml City,
Oraqen, mspacthvely. These geographicel arsas are orimarily imsolved in the
anricultuie and torest products industriss.

Tne Bank's real estale logn production office in Portland, Otegon makes: real
rstate conslruction Ipans fo bwilders and thelr costormers in tha Partland
melropelitin zrea, The office also providds real estate mortgage brokesaps
sarvicas to its customers lor which it receivas foe and commission neome,
4s of Dacamber 31, 7883 and 1992, the Bank had 37 2% ard 35.1%, respac-
Lvaly, ofits loan porfolin comprised of 2al estae construction loans.

Tha Bank makes credit card inans to-qualifisd Individugls throvghout the
United States. \With the cecestion of aporoximately 51,850,000 in outstand-
ing, unsrcured cradlt card accourts, all other approved credit caid lines are
fully sacured wilh lime certificates of daposit. As of December3t, 1283, tha
Bark fad 52.8% of its loan parfolin comprised of cutstanding credit card
balances. Of the outstanding balance of $16,087,980, approxinmeately 10%
wiarn nsecured and $0% were secured with fime cartificates.

WOTEG  BAHKCARD AGREEMENTS AMD CREDIT CARD TRANSACTIONS

In May 1981, the Bank entarad Into a "Benkeard Program Devalopment
Agreemarnt” with [L Corporglion (currently known as Pangissance Bankeard
Servicash, an Oregun corparation imenlved in the busingse of developing,
aslatilishing, marketing and sarvicing consumer credit card accourts. The
Sank entered jnie tha agreemenl with the intent of utizing LL's axpertise in
thy devalopment of its awn secursd and guarantesd onsumer Yisa and
Mastarcard programs. The aqrasmant with |JL axlends for a fivesvear prrod
with provisinng for automatio one vear exlensions unlass othanwise terminal-
e by aither party.

Under terms. nf the agregment, 1L 15 responsible primarily for markating for
credit card accounts and servicing the outstanding portfolio. The Bank is
responsibie lor approving cragit f2ms; astablishing secuted deposit optiona,
defining policies and procedures and malngining cwnership of ceedit card
acrount salances.

The najority of the Bank's consuser cradit card accounts sre required to be
fully securad wwith time certificates of deposit at the Bank. Balancas out-
standing for these secured credit cards totallad $11,393,622 at Deceinber
31, 1995, Carmin other cradit cand accounts, knewn as “Ifps” or gradeated
secured secounts, have become parially unsgtured with the passana of fme
dunto tha customer’s cradibvorthiness, 85 of Derember 31, 1993, 1otal oul-
standing *Mlp" aceourts wera 54,348,985 of which approximately 30% or
51,305,000 was unsecunan. Angthar seqment of the Bank's credit card poit-
folio consistag of quaranteed accounts. . These accounts wirg established
threugh & markeling agent for L. The marketing agsnt was required to
malritain deposit accounts of not less than 20% of the establishad cradit limit
as collataral for thase accolunis. The refmainino unsecunad balances wara
guargntzad by 1L I December 1993, tha Bank soid, without reeolise and
thicupgh L, its antire guaranteed cradit card portfollo at book valua of
38,332,225, Incloded in the Sale anieement s a-provision that the Bank will
regaivn o fag of 1-142% per arinum ot the average cusstanding balasce of all
sofl credil card accounts 45 long 58 it ramaing issuer of e card. & final
componant of the Bank's cradit card porifolio consistz of unsacirod

ancounts issusd pursuant to an agracoont with B4 Bancard. oo As of
Decernber 31, 1993, these unsaclred credit cards totaled $345,472,

Az of Necemier 31, 1993, the Bank had 516,742 517 oulstanding under tha
Fally and graduated secosed credd card programs with 521, 7R0.446 in fime
certiticates of deposit  collateralizing  these ohliga¥ons, For the vears
ending Dacember 31, 1893, 1992 and 1991, the Bank's ret interast margin
an oredil card accounts was as follows:

YEAR ENDED DECEMBER 31

1493 1593z |9
Interast incoms 51.61R,536 5975.954 110,710
Inlerest expense AZ5.207 414,253 32,737
et infarast marg o §_791.209 Fa61.701 % Trera

NOTE?  LAWD, OFFICE BUILDING, EQUIPMEMT AND IMPROVEMENTS }

Major clesifications of land, office building, squipmant and improwements
arg.simmarizzd as tollows:

YEAR ENDED DECEMBER 31

1953 1692
Land 5 35485 $ 54,510
Buildings 284,231 28421
Equiprnasnt 418 By 419,203
Leasannid improvements 12047 12.347
750,652 770,891
Acoumulaled depreciatinn
and amartization (07 Jads [2B3 770}

5443, 360 sadri

WOTE®  TIME DEPOSITS

The aggragam amaunt of lime cerliticates of deposit in denominations of
F100.000 or more was 2,150,357 at Decembior 31, 1993, 32,665 665 at
Decermber 31, 1992, and 52,369,206 at Dacember 31, 1991




WOTEQ  QTHER OPERATING EXPENSES

Other aparating exoenses for 1993, 1992 and 1991, were comprised ol tha
faflowing:

YEAR EMDED DECEMBER 31
14983 194 1901

Data processing expenses G242 h50 $142,087 § 53385

Professjongl serdices fass 152462 210786 146407
Telephone, postage and wira

{tansfar Bxpanses 148849 |27 738 02360
Insuranca 144523 bHF967 29,664
Stationery, suppliss

and printing expenzes 5428 30801 33836
Fulvertising 20 567 15408 16,630
Automalie t2ller maching

processing fees 0,088 12407 10,205
Puilic relatinns and

buginess development TAl9 2ABRS 712684
MEF and clher operating lo2ses 3,235 1,195 27
Other nperating axpenzes 126204 106609 65131

53B0,690 $732.949 $481.258

HOTE1D [HCOME TAXES

The Bank has no provision for income taxes far the years ended Decembar
31, 1993 and 1982, as net operaling loss carrforwards wers sutlicient o
alfset otherwise taxghln amounts. Defarred tax asset and liahility accounts
consisted of the fallowling as of December 31, 1993 and 1922

DECEMBER 31
1593 1992
Matarred tax asseis $ an3h b L i
Mat oparating loss cartyforaand 208,030 22h 6TE
Waluation aliowanca {262,913 (280,241)
Datarred Lax labilities {36 ABH) [32.312)
et deferred tax asset (hasii) & - %

A of Decembar 31, 1983, the Bank had rel oparating [oss carnforeards
avelialile to offeet future income taxes in the emount of $672.121, Thase
carryforaards expire in 2007 and ama subject o the limitation that no more
tran $53, 371 of operating Iosses crealed prior o 1990 are gvailable to offset
the provision for income taxes in any fiscal year.

NOTE11 TRANSACTIONS WITH RELATED PARTIES

Carlain dirzctors, executiye officers and prncipal stockholders are customens
uf zned have had fanking transactions with tha Bank inthe ordinary course of
buaingss. and tie Bank axnects to have such ransactions in the future. Al
lans and commitments @ loans ingluded in such transaclions wWere mada in
commpliance with applicable laws on substantially tha same t2rms (inclucing
interast rates and collateral] as those prevalling ai die time for comparabla
transacticns with other parsons and, i the opinico of the managameant of tha

Bank, doonot invnbve mce than e normal nsk of collectibility or presant @ny
plher unfavorable fagtures  Thare were no loans outstanding to directors,
exacutive afficers: principal stockboidars and companies with which they are
associatad at gither December 31,1983 and 1997, axcept fur cradit card
loang with gn outstanding halance of 2523 and $20.14% at December 31
1993 anc 1992, respaciively,

Inchidad in other assets at Dacember 31, 1998 and 1992, 5 a recaivable of
S116,750 and 5194,583, respactively, due from the Bank's Ghairman. The
rereivable, which is pavable manthly with intarst at &%, represents gxpens-
a5 mourmed by the Chairman during his eflors to raiss additional capital and
pramole public selations on behalf of the Bank.

MOTE 12 EMPLOYMENT AGREEMENTS

During 1992 and 1993, the Bank cancelled employment agregments (L had
with its former Ghainman and Chief Exegutive Officer, as wall as its former
Fresidenl. The Chaliman and Griaf Fraciutive Officer's employmant aqres-
mant, and all provisions conlained therin axcept stock oplion FAORtS, Warge
cancalled and to be replaced by another ageement, However, on Apell 1,
1993, g Chzirman resigned his posttion as Ghigl Executve Offiter and an
eltarmative employmenl agreement did not besnme effective. In May 1993,
the former Prasidant's amployimenl wag lerminated, s a result, the Bank
made a szveranca payment of $85,000 and terminatad all provizicns of the
1852 employment agreement including stock option righls.

Subsaguant to Dacambar 21, 1893, the Bank approved an-employment reso-
lulion Tor its cusrent Presidant and Chiaf Execulive Officar, Terms of the
agraament provide Tor an aneual salary of $96.000, customary benefits. and
provisions for a performance bonws 2ased upan the attanment ol profitabil
Iy [ewgls and a stipulated return nn average dssels.

MOTE 43 GOMMON STOCK TRANSACTIONS

Ouring 1985, the Bank completed the issuznce nf 3,300,000 shares of com-
man siock an the Yancouver Brilish Columbiz Stogk Exchange at @ pric of
G082 {Canadian) par shero. In Mowembar 1990, (rading of e Bank's stock
was terminated on the Mancouver Stock Exchangs after histing hed hecome
pffactive on the Mational Associallon of Securities Dealers Aulomated
Cuotations (MASDAD) nver-the-countar market in tha United Btates. During
Seplember 1990, the Bank's comman stock was renamed and rodesignated
as no par value, Class & common stock,

During 1994, the Bank complatad a private placersent stock offering involy-
ing its Chairman of the Board of Dirctors. In Februgry 1991 tha Chairman
acauired 150,000 shares of common stock at & prica of 50,89 par share
which increasod the Bank's nutstanding commaon siock By 5378000 after
dedocling offering costs, [ conjunctinn with this privale placemant nffaring,
the Ghairman received 2,250,000 transferatly share purchase warants, The
warrants, which fra setto sxpire Inten vears, have an srercise price of $0.52
per share for tha first five yeers with an increase of 203 In tha exercise price
during the secord fve vears,




During both 1992 and 1983, (ie Chairman and variaus invastors, 1o whom
he fad transierrsd share purchasa rights, exercised culslanding warrants.
The foilowing summarizes the increass in die Bank's common stnck for the
ronrcise of waarrants as well as thie amount of unexercised warrants that
ramaln aulslanding:

SHARE INCRZASE
FURCHASE CELHCISE 17 CORS R0
RIEKTS RRICF STACK
Warrants issued 2,250,000
Warrants gxercisad T10;000 $.80 &531.200
Unexerz/sed warants
at Dacambar 31, 1991 1,540,000
Warrants exarcisod &id, 344 a8 $774, 166
Warranws axchangad fo;
stock subiscriplion Lk A4 53,400
034,344 %8371 bdE
nexercised warrants
ot Dacemhar 31, 1992 G006 E5E
Wi rrEits enercised _4371.000 84 fd42a. 050
Unaxarcisen wermnts
at Decemoer 31, 1993 124,658

In Saptamhgr 1993, the Bark fssued an offering circilar for the sale of
1,400,000 shares of is common stock at g price of S2.50 per sharz. Tha
afferlag expired in Movamber 1992, and resuited n the issuince of 22,648
additionat shares and an increase in ccnenon stock of $57.170,

Additicnally, a5 further describsd n Motz 14, the Bank's Chairman of the
Boare exercised stock antions far 100.000 shares al 80.07 per sham during
1982

MOTE 14 STOCK OPTIONS

At iis annual meesing of sharehoidars in March 1989, the Ban
ratified an Employees ard Dirctors Stock Oplion Plan. Unde: tha Plan,
nptions te acquiny not more than 558,323 shares of common stock. subjecl
to adjustmant for changes in the Bank's capital stucture, wee granted to
CRrtain employees and directors. The axarcise prics of Lhe options is equal to
5.38 [Canadian) par share also adjusled fur changes in the Bank's capital
slructuse. . Basad-or the 10 Tor 1 reverse stock split that ocourred in 1990,
aptiens currently cutstanding are limiteid to 55,833 shares of cormmon stock
At a purchase price nf 53,80 {Canadian), Oplions under the Plan may ba
exercised at any tima within the term ot the grant after the Bank has two con-
secutivd vears of profitabilivy following the and of fiscal 1988, All yrants
nntiongd under this Plan sxpire in Februany 1994, The Bank of Canada noon
rate ol -exchange for Ganadian to Uniled States duollars on December 31,
1903, was TR0,

In April 1991, the Bank executed a stock opton agieement with its Chairman
and Chigt Executive Offizar, The agresment grantes the Chairman aptions to
acquire 100,000 shares of commun stock at an option price of 50.01 per
starg. On the date of grant, the Beks common sleck was trading at
aporosimately $.75 per sherg, Al shares unter Lhe option agreemant warp
exercigad during 1992 (see Noteld). Compensation gxpansa of 574,000
aszociatd with the Bank's granting of tha 100,000 share option was inclug-
ad in saiary expanse for the year endad Dacamber 31, 1992,

In &pril 1922 sharehoiders of the Bank approved the 1992 Restated
Mongualified Stock Opten Plan for Emplovess (Employes Plen) end fon
Resiated Nondiscretionary Steck Oplion Flan for Monempleves Direciors
iDutsice Director Plan). The Emplayes Plan prowvides for the grant of cplons
to amployees up to an agoregats of 490,000 sharas of the Bank's comman
glock. All emplnyees of tha Bank who meel eligibility requiremants may par-
ticipate in mo Emploves Plan which i aoministersd By 8 commiies of tha
Board of Direclurs. The committes has the authority to grant opticns includ-
ing determinaton of the conditons and Yming ol yrants, desiognation of tha
employeas to whom cptions are to be aranted as well as the numbar of
srerns subject W ootion end sefection of the exarcise price for shares
optionsd. The Plen benema offective upon stockholder approval and will tar-
minate ten yaars after the elfzalive date. Durng 1992, optinns for 120,000
shares wors granted under the amployes plan. OF thess, options for 110,000
shares were grantad to thg Bank™s than President and Execuive Ving
Fresident [zee alzo Mote 12, Employment of both the Presidant and
Sxecutive Wice President was terminatad in 1993 rasulfing in cancallation o
thoie stock oplions. Mo cpiinns worg granted in 1993 pursuasl o the olan.

The Outsice Dircotor PRan covers all nonemplovee directars of the Bank.
Thia Flan provides for the grant of options tn difectors. up 1o an aggragate of
49,000 shares of the Bank's common stock, The Plan (s adrinisterad by a
comumittee of tha Board of Directors which specifies the conditions, fming
ang exerciss proe of granls of opsons. Under the Plan, options may be
axnrcised ofily while the grantes sarves /8 a director orwdthin 12 menis fos-
oy His or har termimation &8s & dirgclos The exercise price for nptions
may not ba less than @h% ol fair market value of e stock on the date of
qrart. Simifar to the Ernployee Plan, the Quizide Dictar Plan bacams atfec-
it I April 1982, and wol terminate in tan vedrs. Curing 1983 and 18952,
nptions for 19,000 and 20,000 shares, resoectively, were grantac undar the
nutside diractor plan,

Both Reslaled Flang for employoes and directors have lwd restrictons in the
recipient’s pxercise sights, Firsl, recipienis may nol #xercise optinns ontl
aftar sk months from Lhe granl date. Futthar, the Bank may require recipl-
ants not e dispose of exercised sharos for upto 12 months feam e com-
pletion o an underweitten pubtic offering of the Bank's Securities shoulg
SUCT DGCUT.

In qanjunction with the Employes Plan, the Rani 7as established a Special
Incentive Option prageam for managament. [0 this srogran, opoons will o6
aranied to the Bank’s management orly if the Bank exceeds specifind annual
refurn on 33set larpels. The exercise price for the Spagiel Incantive Oplions
5 001 per share. The: numaer of shares optioned ars based on the fair
marsel value of the Bark's common slock al the time of arant divided info
management's performance bases salary, which ranges from ona 1o Six
manths of noimal compensation as dessrbed in the forlowing table:

MUMBER OF MONTHS
BASE SALARY [N
FORY OF SHARES

AMPIUAL RETURR QR ASSETS

[Less dan 1.0% Mg
1.0 (o1 480 1.0
1.5% tn 1.99% 20
20% 10 4% 4.0
2.0 to 2 98% a0
3.0% or mers 4.0

™

D



The Ghairmian of the Soard of Directors is also eigible for the Special Incentlve
Options. Howwevar, he will recaive cash compensaton if targets are achigvad
using & base monthly salasy Nioore of 510,000 for purposes of deimining e
amaunt received.  Since inception, thera heve basn nostock options granted nor
cash compansation paid under the Spacial Incentive Qption progran.

Infarmition conceming &l cutstanding options as of Decerber 31, 1953 and
1992, iz a3 foliotys:

OECEMBER 31

1953 1952
[indar ngtion £9,500 198,000
Exarrizable FLE00 -
Exerzised durlng the vaai - 100,000

Grantag during the wear 19.000 1hG,000
Canceled during the vaar 118,500 =

.]@II}TE 15 FINANCIAL INSTRUMERTS WITH OFF-BALANCE-SHEET RISK

I the normal course of business to mest the financing noeds of its clstomers,
the Bank is a sarty Lo firancial nstruments with off-balance-sheet risk.  These
financizl instruments inciude commitmeants to estend crecit and the ‘ssuance of
letters of cradit.  These Instruments involve to varging degrees, slements of
credlit and interast rate risk In excess of the:amount racognized in the statemeant
al financial position:  The contract amounts ol those instruments retlect tha
extent of involvament the Bens has in parscular classes of financial instrumants.

The Bank's exposure Lo credit loss in the event of nonperfarmance by the other
party to the financial instrumant for commitments to extend cradit and letters of
crodit written, is reprasaniad by tha contractual amount of those instrumants.,
The Bark uses e same credil policies In making: cormilments gnd conditional
obilipations as it coas for on-balansa-shaat instruments.

IInlass noted otherwise. the Bank requires collzteral or other securily Lo support
linancial ingtruments with credit rizk.

marily ssoed o support public and private borrowing arrangemenits, including
commercial papar, hond fingncing and similar transactions. The credit risk
invclvad in jssuing latters of cradit 15 essentiatly the samo as that jrvoled in
exlending (uan facilities o customers,

WOTE1E COMMITRENTS AND CONTINGEMCIES

ta} Operaling lease transactfons - As of December 31, 1983, 1992 ano
14981, the Bank feasad cerfain branch lacilities as well as eguipmeant and fxlures
usdar nencancallable operating leases.  Rent-expensa tor 1983, 1892 and 1991,
was 5130,629. $60,617 and $33.510, raspactively. The approximata annual
cormimitment for rentals under these operating leases Is summarized as Tollows;

YEAR EMDING DECEMBER 31

Contract Amoual al December 31

1943 1582
o
J)Finar cial ingtrumants
whose contraclameunts
represant cradit rigk;
Conztniction lgan commitments 7537130 58,057 62T

Lirg of cradit commitmenls a4 743 53,333

Gredit card commitments 10,368 354 7.990.106
818,001 257 $16.101.068

Commitments to axtend cradit are agraaments o lend Lo & cuslamer
4t long as thara is no Wiolalion of any condition establishad in the contract.
Eommitments generally havd fixed expiraion dates or otter Sarmination clagses
and may requice payment of & oo Sincs mamyof the commitments are expecied
L0 expire without haing drawn upen. the total commitment amounts do not nec-
gsganly rprasant fulure cash raquirements. Tha amount of collataral obtained, if
deemad netessary by the Bank upon extansion of cradit, i3 based on manage-
mant's credit avaluation of the counterparty. Collateral helg varies but may
meluda ‘doposiing dccounts leld by the Bank, accounts receiaahle, invantony,
propemy. plant end equipment &nd income progusing propartias,

Letters of cracil viritten are corditional commitments issued by the Bank to guar-
antes the perfarmance of 4 customar tooa third-party,  Those quaranlées are pri-

1584 525,810

1505 | 5344
1546 13200
1897 1,100
{b) Liligafien - In the ordinary course of business. the Sank becomeas

immlved in varnus [migation ansing fram normal bank activities. (n the cpininn.of
manageman:, the ulimats disposition of these actions will nat meave & material
adwerse eflect on the Bank's financial position or results of operaticns

MOTE17 EMPLOYEE BEMEF|T PLANS

In August 1993, the Bank adopled & 040k Retirament Salary Savings and Profit
Sharing Plar. The Plan became effective on July 1, 7993 All permanent ermploy-
ees ara eligible ence they meet $e-age and sesvice requirements. Emplover con-
triutions are determined annoally by the Board of Diragtors, . Ao amployer con-
[ributione wers mgda dor the wear ended Decernber 31, 1993,

WOTE18 REGULATORY MATTERS

The Benk is requirad to maintain minimum amounts of capital to total “risk
weightad” assets, as defined by hanking requiators, At December 30, 1993, e
Bank ig requirad Lo have minimum Tier 1 and 1otal capital ratos of 4.00% and
B.O0%, respectively. The Bank's actual ratios at that date were 15.73% and
1701 % for hoth Tier | and total capital ratios, respectivahy. The Bans's actyal
leverage ratio at Decamberd, 19593, was 6.71%.

COMMON STOCK
TRADING INFORMATION*

Fiscal Y¥ear Ended Dec, 31,1933 High Loy
Forth Quarter $250  $1.23
Third Quarler 343 1.25
Second Quarter 263 1.88
First Quarter 2.56 2.00

Fiscal Year Ended Den, 31,1992 High Lo
Farth Quarter fear  feaz
Third Quartzr 2.40 240
Second Ouarter 312 267
First Quartar 325 300

*Thifs Sforination is nod part of e auoited Snancial siaiemenis.
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