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SELECTED FINANCIAL INFORMATION

iin owsznds, except for per share datal

1997
RESLILTS OF OPERATIONS
Imterest Income $ 4333
Interest Expanse 1,557
Met Interest Income 2802
Provision for Loar Losses 215
Other Income 204
Other Expenses 2837
Income Before Income Taxes 254
Income Taxes/{benefit) (81)
Net Income _ 335
PER SHARE DATA*
ket Income / Per Share 0.30
Book Value Per Share 3.60
BALANCES AT YEAR END
Total Assets 43114
Loans (MNet of Loan Logs and Unearned Incoma) 20,825
Total Deposits 28,702
Shareholders' Equity 4,082

SELECTED STATISTICS (IN PERCENTAGES)

Ratum on Average Assets 0.82
Return on Average Eguity 8.58
Average Equity to Average Assets 954
Met interest Margin to Average Assets 6.85
Interest Income to Average Eaming Assets 10.66

Mon-accrual Loans 30+ Days to Averags Assets 0.09

*Per shara data for 1986 was adjusted for companiaon purposes.
For further details, please see Fnancial Statements Note #12.
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American Pacific Bank

INTRODUCTION

American Pacific Bank was organized and continues to operate under the
laws of the State of Oregon. The Bank is 3 member of the Federal Reserve
Banlk of San Francisco, and all deposits are insured by the Federal Deposit
Insurance Corporation. American Dacific Bank has raded within the
INABDAL sysrem (Symbol AMPBB) since 1989,

American Pacific Bank was formed in 1979 o provade banking services o
the rural comtnunities of Aumsville and Mill Ciry, Orepon. Since that
timne, the Bank continues to evolve from irs beginnings as a small commu-
ity Bank into an mstitution with the streneth to have an impact in the
financial commmunity encompassing the entire Pacific Rim. The scope of
the Bank has increased not only to sarisfy the needs of the peaple where it
originated, but to also provide real estate, commercial, and personal lend-
ing services rhroughout Oregon and Southwest Washingron. Fxecutive
offices, including a full service real estate lending production office, have
been established in the financial district of Portland.

Today, the Bank has a repuration of providing fricnudly, pemsonal, and
efficient service ro custoters living throughoul Oregon and Sourthwest
Washington in the areas of constucrion lending, commercial loats, per-
wanent morrgages, business linancing, and conswner loans. The Bank is
planning to move its headquarters o the Portland Metrapolitan Area in
1998, American Pacific Bank's future will continue w be characrerized by
continued growth and success.
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[hear Sharehalders & Friends, lanwury 27, 1998

This pust year proved 1w be a very positive year fur your Barke. The overall pedformance
produced notable results, including u strengrhening of the inunugement teanm, an increase
i taral assets, an wrease in the area of privace banking, and srowth in the real state

lending area. We are happy to repore char all of those resulred in a recunl profit level of

Your 1997,

Larnmgs for the year, alier income rax provisions and exeracrdinary cxpenses, were
$335,842 or 3030 per share, as cowpared o earmings of 3185,310, ar 30,20 pot share, in
the previous year The 1997 net earnings ligure tepresenes an 81 % ncrense aver 1996 The
rowth in nee meame was primarily due to an increase inour Tean partfolio, As of the 1997
vour end, totul loans were 33008 million, 27 compared o $23.7 millian in 1996, Ner
inferest income rose 13.6% o 328 millivn in 1997 compared with $2.3 million in 1996,
Your Bank's earning asset matio was 94.5%, which put us in the upper end of the range ol
othwer banks in our peer group.

W are pleased ro report thae with the appaintment of our new Chicl Credit Officer, M
David Dahlstrom, your Bank's loan portfolie cantinues w be well managed anl continnes
to prome We ciiled the year wirh 343,10 million in toral assets, sn increase of 139 over
1996, Depasirs were 538.7 millon | an increase of 14% from rhe previous yean The Bank
has naintuined cursranding asset gualicy with Toans tha continue o perfor well, {Wirh
the exceprion of normal lesses in the arca of credic cards, the Bunk has nor suffered ATy
lisses within the loan portfolio.)

As of December 31, 1997, Classified Asscts were only 350,792 or less than two renths of
e pereent of assels compared o $89,000 0r 0.23% of 1996, This noticeably low classifiesd
asset figure reflects the continued cifeetiveness of aur asse HLUTEIEE TN e,

Phe positive natuee of L997% resules of American Pacific Bank were summed up well by
the Fortland Business Journal when they reporred in an article enritled *The Yeur in
Stocks” rhar Amcrican Pacific Tank wus one of the best perfunners in Oregan. The
Business Jourmal examined the stocks of 53 publicly held Clrepen compunies to see how
they perfonined during 1997, using December 15, 1997 as their cut off dare, and included
wur Banke as ane of the best performers.

We rhank cur sharehalders and friciuls for their continued suppore and we look forward
contining positive resules and growrh in 998

( céﬁa&:ﬁ’f/ ‘ Cf}’{"‘ﬂ ==

Fad T1. Chan [/ David T Chen
Chaimman of the Bourd I'resident and Chicl Exccutive Oifficer

“Our high standards of
service and personal touch
will continue to set us
apart from other banking
nstitutions in our market.”

Myr. Fai H. Chan

“Our effective and

persomalized customer
service fulfills a growing
demand within the industry,
as evidenced m the success
of the Bank in 1997."
Mr. David T. Chen



AMERICAN PACIFIC BANK
BOARD OF DIRECTORS & MANAGEMENT

The Bourd of Threcrars and management of American Pacific
Bank 15 comprizsd of the lollowing persons, all of whom we
cruitiently qualilicd mn chewr individual areas ol responsihiling
The multi-cultural nature of this group brings g unique and
effecrive parspective Lo the Bunlds daily operanions and its long
term strategies. Linlike most Hinancial maritetiong, the Boord
Mewhers of Awcrican Pacific Tank and members of seniar
manprement are actve and well konown not only in the lacal
eommnities, but also i the business and polinical environ-
menits of Ui Far Bust,

BOARD OF DIRECTORS
Fai H. Chane Chaivman of the Board

Baised in Tlong Kong, where he
wis educared ar S0 Joseph Col-
lepe, M. Chan woved to England
and graduated from Norhwestern
Polvtechric with a degrec in busi-
ness managenent snd commerce.
He ecntered the financial
COTUILUTILY 48 an nveatment
bunker and evenroally becwme
the principal in a Hong Kong
[rases] securitics tirm,

Mr Chan becane Chamman of
Atnerican Pacitic Banle in 1947
when ie was still called Saatian
Vulley Bank and on the verge of
failure. He asseinbled wocomplerely new manageinent team and
immediately began a resrrucruring process, Thar process has
svolved to the point where wday the Banks assers have grown
from 39 million 1o well over $40 millinn; the signiticune loss
poaition of 1986 has rurmed into o profit; snd, the securnries

erade within the NASDAQ ayatem.

M Chan iz equally ar homne inthe bosiness woeld of Uhe United
Stares, Canudu, Europe, and rhe Far kast. He brings invaluable
expectise onan inrernanional level wo American Pacific Dank.

Drseid T. Chen: President, Chief Exevutive Officer
and Member of the Bowsil of Directars

T e, Chen began his carcer wach
: the National Bank of Commerce
(Later called Baner Bank) in Se-
accle, Washingran in 1966, In
1270, he enered the public sector
serving us the Tinance Director
for warious municipalities. The
st Tecent of rhess was the cily
of Beaverron, Oregon where he
was direutly responsible for man-
aging the cins $60 million an-
rual budger. He was appainted by
Fresident Beagun's adminisrra-
tion o an wdinindstrative pose
within the Furmers TTome Ad-

ment of Agriculture in 1985, and assumed the position of Cre-
gon Stare Director. Under the administration of Presidenr
Buish, he was elevared 15 the position of Associate Administra-

tor in Washington, D0 In that copacity, be assizred the Admimis-
raror in managing the Federal Gosernment’s chiel wericulimre and
rutal development agency, wilth wore than 12,000 ermplovees,
2,200 field effices naionwide und a loan portfalin excecding $30
billirty, withy artanmal budset of appeosimacely $ 18 billion.

M. Chen vecetved his Master of Arts in Political Science froim
the Uhniversiry of Oregon, his Bachelor of Arts in Malicuedcs
from the University of Washingran, and & Bachelor of Aves in
Public Adminstration frome the Tamwan National Chung Hsing
Universiey. T addition to his responsibilities with rhe Bank, Mr
Chen was wppointed by Oreson Governor Kilslaber to serve as a
Connissioner for rhe Inreroational Trade Commmission.

Richanl Y. Cheong: Senior Vice Presidens, Chief Binanicial
idfficer and Member of the Bowrd of Divectors

Wr Cheong began his career with
Arthur Andersen & Company in
1985, ax 2 member of tle Mun-
agement |nformation Consulting
Dievazicw Trn tha capucity, he suc-
cesslully munuged complex svs-
temns development prajecis. His
responsihilities included propara-
oo ad fioplemencacion of the
projects, o addinen o supecvi-
sion of the small assivned o the
underraking. Pricr (o joining che
Pandk, Mr Cheonyg was an mvest-
went munpger wich a [apanese
real esrare syndication company
four v yesars.

[Te joined the Bunle in 1997 and has sinee been clevated o his
present position, As Senwor Vices President and 2P0, Me Cheong's
responsibilities include both supervision of all personnel and ac-
countahility for all fimancial and accountmg aspecrs of the Bank.

Mr Cheeng halds o Maziers o Business Admuntstrarion in
Finvance from rhe University of Oregon and a Bachelar of Busi-
ness Administration in Finanees also from the Ulniversity of
Chegon, He is active in the lecal communitg as a merabor of the
World Altairs Council and rhe Orevon Northwest China
Counetl, und serves on the Bourd of Loaves and Tishes, Ine.

Alexunder B Korelin: Meanber of the Buard of Divectors

Mr Forelin hus served an rhe
Boand of Directors since 1988, Ha
has been invalved in rhe finan-
cial communiry singe receiving
his MBA in Intemuarional Trade
and Finonee from the Tlneversity
of Puger Somd. Tle has served os
a conaulrane o large poblicly
traded companies, (oreign based
stock cxchanges, and privare
businesses since founding his awn
firm in 198%. Because of Mr,
Karalin's expericnce and edu-
catian, he continues o provide
he seniior manugement of the




Bank with valuable mpur regarding day to dav sperstions and
future chicctives.

Mr. Karelin plays an active tole in cammumity servics both in
Oregon and Sonthwest Washingron. He is the President of the
Buoeary Club of Greater Clark Couney, Tn the past he has served
as President of Porrland’s Broadway |Gastmasterss the Chair-
mat af the Fellmwship Commirtee of the Rotare Club of Parr
lanils the Chairman of the I-3 (Children's Tmmunization) Task
Force in Clark Counry: and, a member of the Bourd of Directors
of Greater Clark Caunty Rotary Cluls where he was chainmun
al Commumity Service,

Francis TT. Hendricks: Meamber of
the Noard af Diveczovs

Mr Hendricks 15 mvalved m the
agricultural commumty m Aums-
ville, Orepon where he has lived
all of his lile, He is 4 past wember
ol e Aurmaville School Bead
fior cight vears where, during his
tenure, he served on the Bodect
Crommilles for s vears. He s
also a member of the Wileo Farm-
ers Carestipr and e Sublinvity Hur-
veat Festival Ile is currently a
roetber of the Board of Direcross
of Suntivm Memariul Hospiral.

Junes M, Mei: Member of the
Diovand of Directins

Mr. Muer joined the Bourd of Ti-
rectors i Decemnber 1998, and i
an ateeorney in Porcland, whers he
specializes in Internatiomal Busi-
neas Trunsactions, Chinese Law
srid Business [iinigration |aw,
He recaived his Turis Thector from
Willamette University, Orepgan
and Bachelor of Arts from Shang-
Lt Univarsity, China, Mr. Mei
represents und advizes muny
Americun und Multinational
cownpantes condugting husiness in
Chma and the Unired States, Tle also handles business sl
tmmigration cases for clicnes in Asia and Europe,

Mr Mei s an sctive member of Ametican Bar Associatian,
Lrepon and Washingron Stue Bur Associations, American hn-
migration Lawvers Association, and L. S, Distnier Couorl, for the
Disrrict of Oregen. In the past, Mr. Mei served on the Board of
Divectors for rhe Morthwest Regionual China Conncil,

MANAGEMENT
Dravid T. Chen: President, Chicf Executive Officer

et Member of the Board of | Mrectors

Richanl Y, Cheong: Senior Vice President, Chief Financial
UHfeeer aned Member of the Board of Direcors

Diavid &, Dablstrom, Jr.: Senicr Vice President
anad el Creic Officer

; Diavid bus 20 years of experience
asa lending officer and cxecurive:
He hus experience us u commer-
cial lender, workour specialist,
eredit sdiminiscraror, wanuger of
commercial loan apes, and man-
aging a centralized loan center for
small husiness including the sules
foree. Most recently, David was
the Senior Viee Presidenc for the
Mowrhweat Roegion Business Buank-
ing Group for Firel lnterstare
Bunk, Ile developed and im-
plemented Lhe cenrealized loun
center for the 3 swate region. The
centralized center was respomsible

fur underwriting, collecring und menitorng the portfolin ol
business louns under 5250000, David holds u Mastere o Busi-
ness Administration from Ciry Liniversity in Searrle, Washing-
ten, and a Bachelor of Arts from California Stawe Universiny -
Fullertomn.

Uoanerean Waba: Senior Viee Presiden.
Dhvector of Real Dseare Lendig

M Wabs has rhiry-live years of
bankimg expericice, He began his
careerin | 303 ifter arrending cal-
lewe at Oregon Stale in Business
Adhinimustracion. He hus a srrong
backgronnd in real estare Tending,
especially income properiy. His
career stareed in the Savings and
Luun indusrry {tben called Foui-
rable 5 & L), where e held vard-
ous pasitiwons as Deparunent
Head, Branch Manager of four
dilferent offices, and Vice Presi-
dent of the Largest production of
fice {Salem) in rhe company.
Most recently, he hos served as
sendor Loan Chilicer and rhen Viee Tresident of American Pa-
cific Bank’s loan division, where he has been responsible for ull
real estute lending activities. Mr. Waks is w memhber af blortgare
Brokers Association of Americs (MBA) and Oregon Bankers
Associarion (OBA), where he sits on the siace real estate con-
rrtres. He has also Ll several arganizational offices such as
past President ol Mortgage Bankers Assocarion i Yakima,
Washingron, past Dircetor of Oregon State Teaver Club, and
Wice President of Corvallis Home Builders Associntion. He i«
ulse a1 graduace of the Northwese Banking School fram the
University of Washington.




YOUR MONEY AT WORK FOR YOU

Amezrican Pacific Tank luos Lcused on areas of lewding o which rhe
risks can be miniwzed eoush sxpericnced, decisive managemen wid
corEeyvalive underarrining practices,
Crur suceess 5 not only messired by o eamiogs, bue alsn by L we
postively affecr the comuutes we serve in oot markel aress. American
PPavific Bank s counitted mrgiving back W die communiries we serve
chuougly commiming invalvenient snd service.
Real estate firwmnee and eredit cands are our mwa larzesr Lines of bustness.
Cursnner and bosiness lowns make un rhe remainder of the Banks loos
pertinlie dhu continues roogrow and e profitable

Real Estate Lending
Arncrican Pacilic Bank's Real Estare Leading 1ivision operates primar by
m the following Qiree areas. Conarogrion Lendmg for residencial and
commeiciol properties; residential wd commercind partfalis lesdmg and,
cormmercial Inarn brekerinn.
Tl Bunle's residentinl and vommercial porrtelio loans endid the Tase fiscal
vearwith 5193 millicw in outstanding baluces, This was an increass of b
williva wwer the prial yesr representing & growth of 1%, Much of vou
Bank's portfnlio is waderwrrren forsale oo e secomdamy marker providing
thie (lexcibulity fs maincain w bigh vohime of Joan availalelite while ar the
same time, provicding Gyuidite fo fand additional Laans

Aunencen Macitic Pank’s louns munie inosioe froon $ 100000 1 1,000,000
Urneets greare: tian 51,000,000 are panticipated wich orher leaders Ty
allows ws ko b oinwaleal e the lareer lans wlale a0 the same time
mzintaining o lse aod seomg custamer Trse

Loan comumrmenes i Flzcal 1997 were in cxcess of 15 milliom, and rhe
Loan Tioberage Deparrment generated more shan S30,000 im0 ner foe
incowe for vour Bank, Te diuauist the spociiative aspect ol this business,
rhe majotitg of the commirments we echer porttelin loae or bave 3
Fetuaner Joan taleoagt.

haring Fiecul 1998, the esidentiol Morasme Department i eapected o
experience significant vroweh ms s resolt of Luing adhinonal Tram officers
and an-additional wn processen Alsec Qus Departmenr iz cucrenily trans-
itiemung fram being siply o morrgage broler (o assuming the rle of o
morrgage bauker The sddirional fees cesulting from rhis business will have
o sLroTt impAcr ay vour Banks protiss.

Dhurimgz Fiseal 1997, the Bank's Real Estate Lendmg Division expesieneed a
significail pain mrevenies over Fiecal 1996, More than 32,5 million in fee
andl interesr nwewe was gonerted, reulling tnoa 2% zin of 700,000
reecr the praor vear,

Credit Card Legdins
Ametican Pactfic Bank continued (o be one of rhe very few secured credie
curl lenders in the vaion, Lsing s wavioty of warketane frms 2nd iniie
tiwes; your Bank sctively seebs W inerease irs oredit cud ponicdio, During
1997, we purchasad o small seonred portfolic and we will cprrinee 10
puarans otlier purchases jn the counng year.
Secured credit cards peguire the aceoinr holder o depasit fands widy e
Fank it-an amount equal e the credit limie of rhe account, T 1997, the
Dawk elso implementsl mone flexible secueed credit card programs, in
arder o Le more comperitive in the searmed credic cand wadeiplace. The
depesits for all srcuced crediv card scconns provide sumaficant pratecrion
agiinst lisses as well 25 an eflective fundime somrce o the B,
Druriour 1997, our eredst curd porfalio (Barly secured and unsecared ) aver
aged aver 33,1 million. Mo than 5300 cand halders noionwide penere
ated alosst 310 million in trsnsacrions dusing e vear, Mot fosses an e
rerage poruolio wes approsiwacely 3,55 which compares avorshly r
telustey seandards,

Other Banking Services
Durinyr Fiecal 1997, your Bunk's Privare Tanking Departnent, which deals
wirh highe e worth individuals from bork onr traditional secvice area in
thie slate of Orcgon wod people wha Tive in Pacilic Bn COUATTIcE, A
connted lur ever 517 million in new loans and $1.5 willion m new
deposils,
Hervices olfered o these customen imclude commerrinl and instellmens
lowis, adriseable rare Mozt (ARM'S), constiuctive andir permanent
mertgnges, dnd eredic caeds, Your Bunk alsy provides import Letiers o
Credic services o these Ludwaduals throngh s rorcespondent Bank.
Mhis. Departiuent 3 regularly sttt new customers in e llowing
cotepories: husincss cusaoalione, business prople, and new mmmigranes
trom Pacific Biw counrics.

Wee expect this overeess wd miemational cosromer base w continne. ta
grovwsin 19908 uned Tevomd.




AMERICAN PACIFIC BANK

INDEPENDENT AUDITOR’S REPORT
AND
FINANCIAL STATEMENTS

DECEMBER 31, 1997, 1996, and 1995

INDEPENDENT AUDITOR’S REPORT

MOSS ADA MSLLP

CLETIFIED PURLIC ACCOLUNTARTE

T rhe Bowrd of Direcrors and Seock bl ders
Aancricun Facific Bank

W huve wudited che accompanying balance sheets of Anerican Pacific Bank as of December 31, 1997 and
1296, and the related stuemnents of operarions, clines mostoclkdhnlders’ couity, und cash flowes for each of
the three vears inthe period ended Decenber 31, 1997 These financial statemenrs are the responsibility of
American Pacilic Bank'’s management. Our responsibilitg is o express an apinion o these financial
statements bused on oue andies.

We conducted our audirs in acoorlance with generally accepred audicing srandards, Those seandards require
thiat we plan and perfonn the wudits ro obrain reasonable wsurance abaut whether the financial srarements
are free of material misstatement. A awdit includes examining, on o rest basis, evidence supporling the
amounts and disclosures i the financial statemenrs. Anowudic also inclides asessing the accomting
principles used and significant estimutes made by management, as well as evaluating the overall financial
stutement presentation. We belicve thae our audirs provide a reasenable basis lor our opinen.

Loy our opinion, the financial statements referred ro ahove present fairly, inoall meacerial reapects, the financial
position of American Pacific Bank as of December 31, 1997 and 1996, aned the resules of its operations amd
irs cash Hows for each of the three veurs in the period ended December 31, 1997, in corfornity with
eenerully accepred accounring principles.

/2% édw o1 4

Partland, Oregon
Febwyury B, 1995




AMERICAN PACIFIC BANK BALANCE SHEET
YEARS ENDED DECEMBER 31

ASSETS 1997 1996
Gash due from banks 5 871272 % B37.399
Federal Funds Sold 4,545,000 2,021,000
Total cash and cash equivalents 5416272 2 558,399
Investment securities available-for-sale b, 703,667 10,256,680
Federal Reserve Bank stock 136,550 136,350
Lezans hald-for-sale 847 907 .
Loansg, net of allowance for lean losses and uneamead income 20,826 258 23,771,718
Land, buildings, equipment, and leasehold improvements, net 249,201 367 442
Accrued interest and other assets 734,509 A0, 735
Total assets $43 114 2364 $37.801,322

LIABILITIES AND STOCKHOLDERS’ EQUITY 1997 1996
Deposits

Moninterest-bearing demand deposits ' 5 2008153 5 2073128

MNOW and money market accounts 10,237,736 8,518,543

Savings and time deposits 26.455,676 22,998,843

Total deposits 28,701 565 33,880,512

Accrued interest and other liabilites 330,838 298 477

Total liabilities 39,032,403 34,188,989

COMMITMENTS AND CONTINGENCIES (Mote 17)

STOCKHOLDERS' EQUITY
Class A commaon stock, no par value; 200,000,000 shares

authorized, 4,535,103 shares issued and outstanding in 1996 - 4,550,425
Class B common stock, no par value; 200,000,000 shares
authorized, 1,138, 775 shares issued and outstanding in 1997 4,550,423 -
Surplus 205,000 905,000
Accumulated deficit {1,354,5459) (1,690,391}
Unraalized loss on available-for-sale securities, net of taxes (18.913) (B2,6599)
Total stockholders” equity 4,081 961 3,702,333
Total liabilities and stockholders' equity $43,114,364 $37,891,322

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




AMERICAN PACIFIC BANK STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31

INTEREST INCOME
Interest and fees on loans
Interast on investment securities
LS. Treasury securities
Obligations of U.S. Government agencies
Cither domestic taxable securitiss
Interest on Federal funds sold
Total interast income

INTEREST EXPENSE
Intarest on deposits

Met intarest income

Provision (adjustment) for loan losses

Met interest income after provision
{adjustment) for loan losses

NONINTEREST INCOME
Service charges and fees
FReal estate brokerage fees, net of commissions
3ain on the sale of available-for-sale securities
Other noninterest income

Total noninterest income

NONINTEREST EXPENSES

Salaries and employvee benefits

Dccupancy and squipment expenses

Other operating expenses

Loss on sale of available-for-sale securities
Total nominterest expenses

INCOME BEFORE PROVISION FOR INCOME TAXES
INCOME TAX PROVISION (BENEFIT)
NET INCOME

BASIC EARMNINGS PER COMMOMN AND
COMMON EQUIVALENT SHARE

DILUTED EARNINGS PER COMMON AND
COMMON EQUIVALENT SHARE

The accompanying noles are an intagral part of these financial stalemarns,

53,719,671 $2.951 407
43,453 120,408
420 376 §812,935

8,192 7.425
147 445 326,336

4,230 147 4,018.511

1,536,786 1,543,091

2,802,361 2475420

_ 216,357 199,679

2,567,004  2,275741
167,993 135,655
31,817 37,219

- 9 396
4,652 8,329

_ 204 262 180,599

1,187.227 o974 855
295 127 285013

1,052,917 934,620

400 -

2,536 671 2,184 488
254 595 271,852
{81,247) 85,542

% 335,842 $ 185310

8 EA.:J & 20

% 28 g 20

$3,231,513
22,489
400,684
B.014
406,931
4,069,631
1,914,158

2155473

{96,120)
2,251,593
153,406
16,576
__15,034

185016

959,241
275,500
883,473
218214
318,385
65,358

$ 253.037

$ 30



AMERICAN PACIFIC BANK
STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY

BET CHAMGE IN
LIMREALIZED

COMMON STOEH COMIEON STOCK LOSS 0N TaTAL
CLASE & GLASS B BCCLMLLATED. AWAILABLE-FOR-5ALE STOCHHOLDERS
SHARES BRADILNT SHARFS AMTUNI SURPLLS NEFICIT SECURITIES Loy
BALANCE
#s of Decambear 37, 1994 aAN.521 & A0 376 - - § 905,000 82128738 5 (2R3 $ 27540807
ISSUANCE OF COMMON STOCK:
Stock rights offering B1,848 40 924 - - - - - 40,5924
Public: offering 13,000 6,500 - - - - - 6,500
HET CHANGE IN UNREALIZED LOSS
(i AVAILABLE-FOR-SALE
SECURITIES, NET OF TAXES = 2 2 - 16274 {16,274
NET INCOME i ; = = | ; 253,087 YUy 253057
BALANCE
Az of Decamber 31, 18995 3486369 4,078,800 s = AOS.000 1875701 {19,105) 3,035,934
ISSUANCE OF COMMON STOCK:
Frercise of aplons 10000 3175 - - - - 3175
Stock nghls offering 1,028,734 518.49A - - - - - 518,403
MET GHANGE IN UNREALIZED LOSS
ON AVAILABLE-FDR-SALE
SECURITIES, NET DF TAXES : . - - - (43,554 (43,5094
MET INCOME : oL E - : o 185,310 - 185,310
BALAHCE
A5 of Decernber 31, 1298 4536103 4550423 - - 905000 i1.690,391) {62,693) 3,702,333
1 FOR 4 REVERSE STOCK SPLIT (3,90 328
‘CONVERSION OF CLASS A
TO CLASS B SHARES (1133775) (4580423 1133775 4550493
NET CHANGE IN UNREALIZED LOSS
ON AVAILABLE-FOR-SALE
SECURITIES, MET OF TAXES - e - = : 43,786 43 78R
NET INCOME - - - - 335,842 = 335.542
BALAMCE
s of December 31, 1907 - 5 - 1133775 $4.550423 $905.000 $(1,354 549 $i18.813] $4,081 961

The accompanying notes are an integral pant of these financial siatemenis.
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AMERICAN PACIFIC BANK
STATEMENTS OF CASH FLOWS

YEAR ENDED DECEMBER 34

e e e e
1897 1996 1995

CASH FLOWS RELATING TO OPERATING ACTIVITIES
Mat income $ 335842 g 185310 % 253,037
Adjustments to reconcile net income to net cash fram operating activities:

(Gain on sale of equipment - - (5,498)
Dapreciation and amortization 56,495 G4 306 40,8546
Provision {adjustment) for loan losses 215357 199 670 (36,120)
Loss [gain) on sale of available-for-zale securities 4040 {9,386 -
Gain on sale of other real estate owned - {7.428) =
Deferred income taxes (81,257) 86,542 65,358
Criginations of loans held-for-sale (947.907 5 7
Change in cash due to changes in cenain assets and liabilitias;
Dacrease (increase) in acerued interest and other assets 124,916 (192.032) (18.535)
Increase (decrease) in accrued interest and other liabilities 32,361 (213,897) {56.745)
Met cash from operating activities [282,585) 113,174 182,343
CASH FLOWS FROM INVESTING ACTIVITIES
Furchases of available-for-sale securities - {8.464,196) {8,112 B45)
Furchases of Federal Beserve Bank stock {200} {15,650) {1,400)
Proceeds from maturity of available-for-sale securities 3,121,861 4 434 623 1,063,365
Procaads from sale of available-for-sale securities 1,497,094 2885781 2,700,000
Met (additions to) repayments of loans made to customers {6,259,248) (8,086.433) 1,700,813
Proceeds from sale of credit eard portfolio 7 4,665,044 10,791,546
Purchase of cradit card partfalic ¢ = (68,052) -
Recoveries of charged-off loans 8,253 4,363 3.078
Purchase of building improvements, equipment, and furniture {38,254) {10,248} (96,634
Proceeds from sale of aguipment and furniture - - 8,042
Froceeds from sale of other real estate owned = 133,479 -
Met eash from investing activities (1,670,435 (4,520,687) 8,055,263
CASH FLOWS FROM FINANCING ACTIVITIES
Met increase In noninterest-bearing demand, MOW,
money market, and savings deposit accounts 1,643,337 1377196 1,588 306
Met increase (decreass) in time accounts 3,167,716 (7. 480,287) [3,976,638)
Issuance of commeon stock = 521,623 47424
Mat cash from financing activities 4,811,053 (5.581.468) [2.340,908)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 2,857,873 (9,988,981} 5,897,398
CASH AND CASH EQUIVALENTS, beginning of year 2,558,398 12,547 380 5,649,582
CASH AND CASH EQUIVALEMNTS, end of year 5 5418272 $ 2.558,38% 512 547 380
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid for interest $ 1.578,137 % 1,717,083 $_1.982,013
SUPPLEMENTAL DISCLOSURE OF NONCASH ACTIVITIES
Unrealized gain {loss) on available-for-sala securities, net of taxes & 43736 $  {43.5%4) & (15.274)
Transfer of securitias fram held-to-maturity to availabla-for-sale % - g - $ 2,850,016

The accompanying notes are an integral part of thase financial statemernits.
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AMERICAN PACIFIC BANK NOTES TO FINANCIAL

STATEMENTS

DECEMBER 31, 1997, 1996, and 1995

HOTE1- ODRGANIZATION AND SUMMARY OF SIGHIFICANT
ACCOUNTING POLICIES

Organization — Amarican Facific Bank is & slate-chartered bank authonzed to
provids hanking services by the State of Qragon. The Bank, arginally head-
guartered in Aurnsville, Oregon, has one branch located in Mill City, Oregon
and 2 real estate loan praduction office serving the Portland, Cregun and
Yaneouver, Washington metropolitan areas. Dufng 1987, the Bank obtained
both sharehalder and state approval to move the Bank's headgquarters to Mill
City, with the intent of eventually moving the headquarters and the Ll City
Branch to Portland. The costomers of the Wil Gity branch will then be served
by the Aumsville branch.

As a mernber of the Federal Reserce Systom and Fadaral Deposit Insurance
Corparation (FOME), the Bank is subject to the regulations of these fadaral
agencies as well as the rogulations of the Dregon State Department of
Inzurance and Finance. Al of the requlstory agencies perindically conduoet
axaminations of the Bank. Examinations by both the State of Oregon and the
Federal Reserve took piace in 1997 and 1996,

A report issued 35 a result of joint federal agency examinations in 1987
concluded that the Bank's credit concentrations, capital adequacy, past eamn-
inas, luidity position, apparant noncompliance of speciied banking regula-
tions, as waoll 83 other factors, were of concern, In Juby 1993, the Bank
gntered into-an agreement with the Regulatory agencies. Such agresment
limits the payment af dividends, requires maintenance of specilisd levels of
capital and related ratios, commics the Bank to-improve the quality of its loan
portfolie, and to improve certain other operational matters. The agreament
remging in offoct, As of December 31, 1997, the Bank is in full compliance
with the provisions of the agreemeant,

Management’s eslimates and assumptions — |n preparing the financizl
sfatements, management is requirsd fo make estimates and assumptiong
that alfect The reported amounts of assets and liabilites as of the date of the
balance sheet and revenuas and expenses for the pencd. &ctoal results coold
differ significantly from those eslimates. Significant estimates primarily. in-
volve the adequacy of the allowance for Inan Ipsses and the provision for
Inan fosses.

Invesimenl securlfles — [he Bank is required to spacifically identify its
investmenl securities as “held-to-maturity,” “available-far-sale,” or “trading
acoounts.” Accordingly, managament has determned that all investment
secorities hekd as of Decernber 31, 1997 and 1996, are “available-far-sale”
and contorm to the following accounting palicy:

Securilies available-for-sale — Available-for-sale securtios consist of bonds,
notes; debentures, and certain equity securties not classified as held-to-ma-
turity securities. Unrealized holding gains and losses: net of t2x, on available-
tor-sala securiliss are reportad as a net amaunt and a separate component of
oouity until realized. Fair values Tor ineestment securitizs arg based on
quoted rmarket prices. Gains and losses on the sale of aveilablo-for-sale
securities are datermined using the specific-id entification method.

Declings in the fair value of indridual held-to-maturite and available-for-sale
securities below their cosl thal are other than temporary, resdlt in write-
dowins of the Individual securities to their fair value. The related write-towns
ane charged against camings as realized. Pramiums and discounds ar roc-
ognized as interast income using the interest method over the period to
rriaturity.

Loans, net ol allowance 1or Inan logses and unearnad income - Loans are
stated at the amount of unpaid principal, reduced by an-allowance for loan
losses and unearned income. Interest on loans is calculated by using the
simple-intarest method on daily balances of the principal amount outsland-
ing. Tha allowanee for loan losses is established through a pravision for loan
losses charged to expenses. Loans are charged against the allowance for
loan |osses when managament believes that the collectibility of the principal
is unfikely, The allowance is an amount that management befieves will be
adequate to absorh possible losses on existing loans that may become
uncollectible, based on evaluations of the collectibility of loans and prior loan
loss axperence, Tha cvaluations take into consideration such factors as
changes in the nature and volume of the loan partiolio, overall porfolia
guality, review of specific probler loans, and current economic conditions

that rmay atfect the borrower's ability to pay, Impeired foans are measured
hased on tha present value of expocted future cash flows discounted at the
Ioan’s affective interest rate or at tha loan’s market price or the fair value of
the callateral if the loan is collateral dependent. Accrual of interest is discon-
tinued on a loan when management helieves, after considering economic
and business conditions, callection etforts and coliateral position, that the
porrowars financial condifion is such that ecllection of interest s doubttul,
Loan origination fees and certain direct arigination costs are capilalized and
recogiized as an adjustment to the vield of the related loan.

Various regulatory anencies, 45 an integral part of their examinalion process,
pariodically review the Bank's allowances for loan losses and losses an other
real esiate owned, Such agencies may require the Bank to recognize addi-
tions Lo the allowances based ontheir judgments about information available
tu them at the time of their examination. The Bank underwant examinations
by applicable regulatory agencies during 1997, 1996, and 1995, The accom-
panying financia! statements refloct the accounting adjustments required a3
a reaull of the reguiatory examinations,

Loans held-far-zale — Mortgans loans originated and intended Tor salein the
secondary market are carried at the lower of cost or estimated market value
in the agaregate. Met unrealized fosses are recognized through a valuation
allowance hy charges to income,

Land, bulldings, equipmant, and Improvements — Land, buildings, equip-
mant, and improvements are stated at cost, less aocomulated dopreciation
and amortization, Dopreciation and amortizition are compited principally on
ne straight-line method aver the estimated useful fives of the assets, which
range from 5 to 40 years,

Diher real estate owned — Dther real estale acquired through partial or fotal
satisfaction of loans is Imtally recorded at the lower of cost or fair market
wilug, Aftor the date of acquisition, valustions are periodicalty performed by
management and the resl estate is carred at the lower of carrylng amaurt or
fair value less cost toosell. Revenus and axpenses from operations and
changes in the valuation allowanee are included In loss onather real ostate,

Advertising — Adwertising costs are charged to expanse during the year in
iwhich they are incurred,

Income tanes - Deferred tax assets and liahiliies are refiected at cumantly
enacted income tax rales applicable to the period in which the deferred Lax
assats or fiabilities are expected to be realized or settled. As changes n Lax
laws or rales are gnacted, deferred tax assets and liabilities are adjusted
thraugh the provision for income taxes.

Slatement of cash llows — Cash equivalonts are generally all shart-term
imeestments with a maturity of thrae months or less. Cash and sash equiva-
lents narmally mclude cash on hand, amounts due from banks, and tederal
funds sold.

Di-palance-sheet financial instruments — The Bank holds no derivative.
financial instruments. However, inthe ardinary course of business, the Bank
hds entered into off-balance-shest financial instruments consisting of com-
mitments o extend credit, commitments under credit card arrangements,
commercial lettars of credit, and standby letters of credit,. Such financial
instruments are held for purposes other than trading and are recorded in the
financial staternents when the credits are funded or related feas are earned.

Recently fssusd accounting standards — In June 1997, the Financial Ac-
counting Btandards Board (FASE) issued Statement of Financial Accounting
Standards {SFAS) Mo, 130 “Meporting Comprehensiva Income™ which the
Bank is required to adopt for vears beginning after Deceanber 15, 19497, This
statement establishes standards for reporting and display of comprehensive
Inzorme and its compaonents (revenues, expenses, gains, and 10sses) in a full
set of general purpose financial statements. When adopted, the unrealized
9ain or loss on available-for-sale securities will be recognized as a compo-
nent of comprehensive income,

Other issued but not yet quired FASE statements are nol currently applica-
ble o the Bank's aparations.




Falr value of financial insirumenls — The (ollowing methods and assump-
tions were used by the Bank in estimating tair values of financial instruments
as disclosed horein:

Gash and cash equivalenis — The carndng amounts of cash and shart-term
instrurments approximate their fair value.

Available-for-sale securities — Fair values for investment securities, sxcluding
rostricted equity securities, are based on guoted market prices, Tho carrying
values of restricled equity securitios approximate fir walies,

Leans receivabfe— For variable-rate loans that reprice frequantly and have oo
significant change in credit risk, fair values are based an carying values, Fair
willles for certain mortgage loans (for example, cne-to-four famiky residen-
tial), credit card foans. and other consumer loans are hased on quoted
markat prices of similar Inans sold in conjunction with securitization transac-
tionz, adjnsted for differences in loan charactenstics. Fait values Tor com-
mercial roal estate and commersial loans are esimatad using discounted
cash flove analyses. Lsing inlerest rates currently being offered Tar lnang with
similar terms Lo borewers of similar credit qualily. Fair values for impaired
Inans are estimated wsing discounted cash flow analyses or undarlying
collateral walues, whare applicable:

Deposit fabiities — The fair values disclosed for demand deposits are, by
gefinition, equal to the amaunt payable on demand al the reporting date (that
is, thair carying amounts), The carrying amounts of variable-rate, fixed-
terrm mongy market accounts and certificates of deposit (C0s) approzimate
their fair valugs at the reporting date. Fair values for fixed-rate CDs are
asfimatod using a discounted cash fow calcutation that applies intersst rates
currentty baing offered on cerificates to a schedule of aggregated expected
manttly maturities on time deposits.

Accrued interest - The carrying amounts of accrued interest approximate

their fair valzes.

Off-batance-sheet insfrumeants — The Bank's aff-balance-sheet instruments
include unfunded commitments to exdend credil and standhy letters of
credil. The fair value of these instruments is not considerod practicable 1o
astimate becaose of the lack of quoted market prices and the mabun-' [¥]
estimate fair value withoul incurnng sxeessive costs.

elock optians — o Octoher 1995, the FASA issued SFAS Mo 123, “dzcount
ing for Stock-Based Compensation.™ This new standard defines a fair valua
ased inethed of accounting for an employves stock cption ar similar equity
instrumant,

This statemeant gives entities a choice of recognizing relaled compensation
aupense by adopting the new fair value mathod of to conlinug t maasure
compensalion using the intrinsic value approach under Accounting Princi-
ples board (APBE)Y Opinion Mo, 25, the former standard. 1f the tarmor standard
Tar measurement were elected, SFAS No. 123 requires supplemeantal disele-
surd to show the effects of using the naw measurement criteria. The Bank
fras elected to continue using the measurement prascribed by APE Opinion
Mo. 25, and accordingly, this pronouncemnent has had no affect on the Bank's
financial position or results of operations.

Reclaszificalions -~ Certain reclassificalions have heen made to the 1996
and 1993 financial statements ta corform with current vear presentations.

MOTE 2 - IHVESTMENT SECURITIES

The amprized cost and estimated market values of investmant securiies are
a5 follows:

GROSS GAOSS ESTIMATED
ANMORTIZED UNREALIZED UUMREALIZED MAAKET
GOET GAINE LOSSES YALUE
December 31, 1997
Az abla-for-sale secuibisg
IS, Treasury secuiitizs. 5 399,545 5 - § 045 - poapamag
Cnllgteral zed motgage
rhligations 2,387 D3R (27,06 2.386.004
Debentirns 2 045 B42 [T5Ed) 2,928, 154
5792323 5 - 3124, uﬁE] 85,703,667

BROSS GROSS . ESTIMATED
AMORTIZED UNRERLIZED |UUNREALIFED MARKET
COST GAINE LOSSES VALUE
December 31,1936
Al lable-for-sale secuilizs:
U5, Treasery seciriias 57 4961092 4 #56 3 iBOaY 51496543
Collazerzlzes marpage

chligatians FABL A - (B4R 399, 152
COrbentyres 54891 815 1,420 1§ [3E200) 0,360,955
510551 578 $2276 33727 510,256,660

The amortized cost-and estimated market value of investmant securities on
Decomber 31, 1997, hy contractual maturity, are shown befow. Expected
maturities will differ trom contractual maturities because borrowers may
hiave the right to call or prepay obligations with or without call or prepayment
penaltias.

AVAILABLE-FDR-SALE

SECURITIES
ESTIMATED
AMORTIZED MARKET
COST VALUE
Jur-in ore Year af ess §l 246 #ad 51,244,894
Due allcr una yaar thraugh e yedis (305
[ after five waars Lhrmigh ten vears 187 035

2347095
85,737,325

Collzterlizer mortgzge oblisalives 2.366.007

As at Decembar 31, 19597 and 7996, investment securities with an amor-
tizod cost of $800,000 were pledged to secure deposits of public funds,
addition, the Bank had pledged $1.262.263 as of Decernber 31, 1996, to
VISA USA 1o support the Bank's secured credit card lending activities.
During the year ended Decemnber 31, 1997, pledood sacurities werg no
longer required undar the VISA LISA agreemant.

In 1997, the Bank realized losses of 5400 on sales of available-for-sals
gsecurities. In 1996, the Bank realized gaing of 59,396 on sales of available-
far-sale securitios.

Tha Bank, as a memher of the Federal Reserve Bank system, is requined to
imaintain an investmant in capital stock of the Federal Roserve Bank, This
stock is not actively traded hot is redoemable by the Federal Reserve Bank at
its curment book valle.

MOTE 3 - LOANS AND ALLOWAMCE FOR LOAM LOSSES
The compnsition of loan balances is summarized as follows:
DECEMBER 31,
197 1306
Gredit carms R 3 3636095
Hzal 2slale sonstrstan 7282273 fov2 0
Commersia-and a9 sullirsl 11054847 8,225,640
TresLallrramnt 7dg REd 4,367 940
Quaidra’l accaunts 7431 1. 950
A0.377 459 24,243,750
Alowance 1ar luan ossas {453,524 [345.839)
Lnaamed irome LB 08 _[123,235)
29,877,755 521 771718
Changes in the afowance for loan losses were g folloos:
YEARS EWDED DECEMBERIT,
1907 1046 1945
BALANGE, bapivrerg o vear 5345835 5 2R4069 372 0oy
Prassion (adjusimenl) lor Inan'iassas Ak L 156,674 [36,1.20)
Luans chiargad-gf (110.875) (122,97 115,0481)
Reraveras on loars previceshy ckarged-off 853 + 465 3,076
BALANCE, end al wuar Haa.a24 1345850 £264, 169

Imipaired loans having recorded batances of 540,565 on December 31, 1897
and 535,371 on Dacember 31, 1896, have heen necognizad in confarmity
with SFAS Mo, 114, as amended by SFAS No. 118, The total 2l owance for
Ioan losses refated to these loans was $1,067 and $0 on December 31, 1997
and 1996, respectively. No intorest income was recognized lor cash pay-
ments received in 1977, Intarest income an impaieed loans of 514,648 and



85,736 was recognized for cash payments recaived in 1996, and 1995,
respectively. Had the impaired loans performed according ta their arginal
terms, additional interest income of 54,313, 83,051, and 51074 would have
been recognized during 1997, 1996, and 1995, respectively,

The maturity range of the lnan porttalio as of Decamber 31, 1997, i us
folkowrs:

[MIE AFTER DME
OUE IW OHE THROUGH  DUE AFTER
YEAROR LESE FIVEYCARS FIVE YEARE  TOTAL

Cammeancial, agnculturat; and il
eslale-coslicdion Ieans §13,067 00100 7 305,254 86,637,276 326396460

Gragit rand lzars 2,811,288 = 2811285
Inslallment kns and awvardrafs 221 585 | 7602 12E.536 SM 150

SIE004529  5i 470y P FE7.FS2 0 A0,3371,403
Hezngzorial inars 40,966

G30,372 460

Fizpd-rate Inang 5 B3V 543 32080070 RTT0RARY RiaT3 R
Baljuslahle rile lans 0,799,445 5089 |42 14,158,625

15146880 §74/9.258 87,705,658 0331505

Nimdcer ' loany AN Ak
F4L 372460

HOTE 4 - ACCRUED IMTEREST RECEIVABLE AMD OTHER ASSETS

Accruad interest receivable and other assets consist of the following:

YEAAS EMDED DECEMBER 31,

1990 19496
Agurued THerest recaivahe 4236377 5P8a £49
Dettered income tixkes 54,007 173.000
Craiit sard receivahles 162,738 e G524
Other receival =g #7045 /U564
Preipaill penanzes 61,557 _A1a08
5734509 800,755

MOTES - LAND, BUILDINGS, EQUIPMENT, AND LEASEHOLD IMPROVEMENTS

Major classifications of land, buildings, equiprnant, and leasehald im-
provemants are summarized as follpes;

YEARS ENDED DECEMBER 31,

19497 15856

Land 35,465 5 36464
Bijildings 288 506 299,906
EGuiprmernt RaDTAD 492 d56
Leazaka d improverenls 12 12347
E77 548 339,604

Accumulalad deprecation. ang amort@ztion 1S2LES T [AT2 R
H344 #0q Ja6T A

NOTE 6 - TIME DEPDSITS

The agaregate amount of time certificates of deposil in denominations at
$100,000 ar more was $4,147 273 as of December 31, 1997 and 53,310,380
as af Decernber 31, 1996,

The scheduled maturities for time certificates of deposit of $100,000 or more
and all other time doposits are as follows as of December 31, 1997

TIME
CERTIFICATES

OF £100,000 ALL CTHER
R MORE TIME DEPOSITS
1493 $4147 573 16507 918
1949y TRE, 109
2000 5 03 736
34147208 §149 554 764

HOTE 7 - DTHER OPERATING EXPENSES
Other oparating expenses for 1997, 1996, and 1995, wane comprised of the

following:
YEARS EWDED DECEMEER 31,
1947 1356 1985

Sredit cart espsinsy ta58, 180 $27E 505 514849
N3tz processing cineisny 133,348 158 256 243125
Hlolzssional sereings 124,367 118 B5E 168,127
Telephone, postage. and wire transfar expenses 195,545 145618 197257
Insurance f7,A00 A7 502 |27 262
Slationery. suppling, and prining e<penses a7 ey B33 ARG
fdvertising 26,280 .59 24,815
Aatnmzic tziler mashing pracossing lees TR 3.243 f8ts
Public relations and bisiness devalopment 10F1a 15 688 159,538
MEF and ather operatiag kases AR 2495 | Bl
Dt wparating gapanses 130731 EE.:]ZL‘Z 18T

$1.052.17 1934620 SBAS 4w

NOTE & - INCOME TAXES

The income tax provisions foi Decembar 31, 1997, 1996, and 1995, consist
of the foliowing:

YEARS ENDED DECEMBER 31,

1507 1998 1995
Currant ] - 5 - ] -
Lererred _[d 1.247] 5,542 £53A53
I 13 s on (B2ngrit) $ 381,297 5 JB.540 5 B8.354

The 1997, 1986, and 1995 provisions for income taxes differ from ameounts
computed using statutory ratos as follows:

YEARS ENDED DECEMBER 31,
1987 1846 1005
Fedoral incwre lages at sthkgny ratas 3 dbde % 104,503 $108,254
ateincome ties, netal lederal benait B ARG 24 6,435
Decrgase in waluation-aliowarce |74 2.000) T AR (23371}
Other ditterenies (359571 1957 1540
5141247 b H6.342 $ B5.368

Daeferred fax asset and liability accounts consisted of the following a.sE
[racamber 31, 1997 and 15906

DECEMBER 31,
19497 199
Tleferrad Tax assols 5155 04 $ d0.500
Met spesating loss carmyTardard 7120000 244,000
Walustion allovane: - (142,000
Diedersar tax liahilities 122,000 23500
et deferan tax assel § 254 247 $. 173,000

A5 of December 31, 1997, the Bank had nel operating loss carrptonwarnds
available to oftsot future income taxes in the approsimate amount of
£320.000. These carrylorswards expire in 2009,

NOTE 9 - BANKCARD AGREEMENTS AND CREDIT CAAD TRANSACTIOHS

In May 1991, the Bank enlered into a "Bankcard Program Devalopment
Agraarant™ with |UL Corporation {currenthy known as Henaissance Bankeard
Services), with the intent of utilizing Fenaissance's expertise in the develop-
ment of ity vwn secured and guarantesd consumer Visa and Mastercard
proqrams. The ariginal agreement with Renaissance extended for a five-vaar
perind with provisiong for automatic one vear extensions unless othorwise
terminated by either party. Howewer, during 1996, the Bank and Renaissance
completed a settiernent agrecment and motual releass, the effect of which
included the sale of $15456.590 of the Bank's credit card porliolio by
December 31, 1996, A5 a condition of the agreement termingtion, Fenais-
sance will raceive a fee of 10% of the net profit frome all relined credit card
accounts for a pariod of 24 months,

The miajorily of these consumer credit card accounts were reqguired to be
fully secured with time certificates of deposit at the Bank. Cerdain other credit
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card accounts, known as “flips” or graduated secured accounts, have be-
come partially unsecured with the passage of time due to the customers
craditwarthiness. As of December 31, 1937, approximately 90% of the
outstanding “Hip” accounts were secured. Total oulstanding balances under
hoth the fully and graduated secured credil card programs were $2.133 642
and $3,177 662 as of Dacember 31, 1987 and 1996, rospactively.

Anather slement of the Bank's credit card portfolio consisted of unsecured
acenunts issuad purseant toan agreement with IBAA Bankeard, Inc., [1EAA).
As of December 31, 1996, (BAA unsecured crodit cards totalled $285 167,
Curing 1997, the agreorent with 1BAS was torminated and these accounts
were transforrad to Western Statos Bancard Association (WSBA) of Siock-
ton, Galifarnia, These unsacured acoounts totalled $155 653 as of Deceinbier
31,1997,

Another segment of the Bank's credit card portfolio consists of credit cards
acquired through purchase. A portfolic of unsecurod cradit cards purchased
during 1997 and 1996 at a discounted price of $238,323 and $68.052, respec-
fively. totalled $106,375 as of Decernber 31, 1997

A final component of the Bank's credit card porttolio consists of secured
accounts which arg serviced and reported by WSEA. The Bank has assumed
all risk managemeant responsibilities including callection and due diligence
procedures, WSBA pravides all othor portfolio service requirements. These
accounts totalled $375.575 and $124,244 as of Docember 31, 1997 and
1996, rospectively. &s of Decamber 31, 1997, all of tha Banks credit card
ACCOUNts are serviced by WSBA.

For the years ending Decamber 31, 1997, 1996, and 149595, the Bank's not
interest margin on credit card accounts was as follows:

YEARS EMDED DECEMEBER 31,

1047 108 199
Interest and fuaincome 951 206 SRELR17 51519140
[ntarest cxpunse a0 543144 GilE, 250
et interest mangi ¥ 586.029 5445720 5 F0EEH

NOTE 10 - COMCENTRATIONS OF CREDIT RISK

Must of the Bank's commercial and agriculiural loan activity is to customers
Incated nedr its headguarters and branch office, These geographical aroas
arg primarily involved in the agriculture and forest products industries,

The Bank's real estale laan production office in Purtland. Oregon makes reat
estate construction foans to builders and their customars in the Partland,
Oregon and Vancouver, Washington metropolitan areas. The office also
provides real estate mortgage brokerage services to its cuslomers far which
il receives fee and commissian income. As of December 31, 1997 and 1995,
the Bank had 23.8% and 32.1%, respectively, of its luan parttolio comprized
nf real ectate construction lnans,

The Bank makes cradit card loans to qualified individuals throughout the
United States. With the exception of approximately $302,068 in autslanding,
unzecured credit card accounts, all other approved credit card fines arc fully
securad with lime certificates of deposil. As of December 31, 1997, 0.3% of
the Barks fvan portfolic was comprised of autstanding credit card balances.
Of the oulstanding balance of 32 511,785, approximately 11% wera unse-
Cured angd B9% were cecured with time certificates.

NOTE 11 - TRANSACTIONS WITH RELATED PARTIES

Certain directors, executive officers, and principal stogkhalders are custorn-
ers of and have had banking transactions with the Bank in the ordinary
course of business, and the Bank expects to have such transactions in the
future, All lnans and commitiments o Joans included In such fransactions
veere made in compliance with applicable laws on sUbstantially tho same
terms {including interest rates and collataral] as those prevailing at the time
for comparable transactivns with other persons and, in the opinion of the
managemant of the Bank, do not involve more than the normal risk of
collectibility ar present any other unfavorable features. As of December 31,
1997 and 1996, anly crodit card loans with putstanding balances of $20,6471
and $11,181, respectively, were outstanding tiv related parties.

NOTE 12 - COMMON STOCK TRANSACTIONS

CapHal stock - During Miy 1997, the Bank amended its Articles of Incomo-
ration Lo provide for the conversion of Class A comman stock to Mgy
issued Glass B comman stock: One share of Class B stock was issusd for
four shares of Class A stock, Each share of Class B stock is entitled ta the
sama rights and privileges as the Class A stock, and is entitled tn vate,

Shock offerlngs and sales agreements — In Jciober 1934, the Bank issued
an offering memarandum for the sale of 3,500,000 shares of Class A com-
rman stock at 5.50 par share, The offering was originally to expire an March
31, 1995, but was further extended by the Board of Directors until Septem-
for 20, 1885 In Detober 1995, the Bank issued another offering memaoran-
dum for the sale of up to 3,414,521 shares of Class A common stock at 5.50
for a 3b-day period ending Movamber 21, 1995, This aftering was also
further extended by Board approval, As of December 31, 1996, additional
capital of $570,922 was raised as a result of these aterings.

Stock option plans - |n April 1592, shareholders of the Bank approved the
1992 Restated Nonqualified Stotk Option Plan for Employees {Fmployes
Plan] and the Restated Nondiscretionany Stock Oplion Pran tor Nonemployes
Directors [Outside Direclor Plan),

The Emplovea Plan provides for the arant of apdinns to employess up toan
aggregate of 122500 sharos of the Bank's Class B comman stock. &1
empleyees of the Bank who meet eligibility requirements may participats in
the Employee Plan which is admimisterad by a committes ot the Board of
Directors. The committee bas the authority to granl aptinns including deter-
mination of the conditions and timing of grants, designation of the anpomy-
ees tn whom options are to be granted, a5 well as the number of shares
subject to aption and selection of the exercise price for shares nptioned.
Under the plan, options may he excrcised only while the grantas is an
amplayee or within 12 months follmwing termination of employment. The
Flan became effective upon stockholder approval and will terminate Len
Years atfer the effective date. As of December 31, 1947, options for 98,000
shargs were culstanding under the Emplaver Plan,

The Qutside Director Plan covars all nenermployvee directars of the Bank. This
Plan provides for the grant of options to directors up to an aggrogate of
8,750 shares of the Bank's Glass B common stock. The Plan is administerad
by a committee of the Board of Diroctors which specifies the conditions,
liming. and exarcise price of grants of optiens. Under the Plan, options may
b exercised only while the grantee serves as a dirsctor or within 12 months
tellowing termination as a directer. The exergise price for options rmiay not be
less than 85% of fair markel walus of the stock on the date of grant. Similar
to the Employves Plan, the Dulside Dircctor Plan became effactive in April
1292, and will terminate in ten yvears, &s of December 31, 1397, options for
4,250 shares of commuon stock wore outstanding under the Outside Directar
Pian.

Both Aostated Plans for employess and dirsctors have two restictions in the
recipient's exercise rights. First, recipients may not exercise aptions unti
after six months from the grant date, Further, the Bank may require recipl-
ents nat -t dispose of exercised shares for up to 12 months from the
completion of an underwritten public offering of the Bank's securities shonld
such ngeur,

In conjunction with the Employes Plan, the Bank has established a Special
Incentive Optinn program for management. |n this program, nptions will be
granted Lo the Bank's management onby if the Bank excesds specifiod annual
return on asset targets. The exercise price for the Special Incontive Optians
is $0.00 per share. The number of shares optioned are based on the Fair
market value of the Bank's common stock at the fime of grant divided into
managentent’s performance-based salary, which ranges from one to six
months of normal compensation a5 descrinad in the following thle:

BASE SALARY IM THE
AMMUAL RETURN DN RSSETS FORM OF SHARES
e than 1.0% Nane
0% b 1.48 % 1.4
15 % 1199 % 2.0
20% g F 40 % 4.0
2H% WA 5.0
30 o mwre 6.0




The fallowing surmmarizes options available and owtstanding under koth the
Director and Employee Plans as of Decerber 31, 1997, after the effect of the
current Years reverse stock split

COMEIRED
o DIRECTONS FLAN EMPLOYEL'S PLAK PLARS
WFIGHTFD WEIGHTFL:
AVFRANF SWFRALF
GPTION DPTICY
SHAHES FAICE SHAHES FRICE SHAHIE
Dptons putstanding
at December 31, 1995 4,240 Siz.00 94, 125 5125 10535
Dptians prantat in 1957 - 5 4,400 Ge PR 4.a00
Dpticines wsencised in 1937 8 3
Dpliang cances &d in 1997 [5, 0K 5 {BEa; 5 15,625
Cpliang eaistanding
al Lezermnber 31, 1887 _4.200 SLELD 9,000 812k 102,250
(ptions seervisahle AL TR
&t Decembar 31, 7557 4750 G700 98,000 FLER 102250
(Fpzions raserved ¥
at Legembar 31, 7957 5500 24,500 30,000

COMBIRED

Y LG OF'S FLAN LIPLOYEL'S PLA PLANS
WEISHTED WEIGHTED
MVERAGE AVERARE
OFTIGN QFTION
SHARES MRICE SHARES PRICE SHARES
Ogtinrs nutstanding
at Jecamber 31 1995 3230 $1200 8123 3123 HMLE7S
Oplives granted i 1996 3 2500 31.23 ARG
Oplions exersized in 1996 ¥ - ¥ - .
Options cacelledin 15 - 3= (23007 3122 [2.300)
Optinna nutsianding
at December 31, 1996 9250 1200 125 5123 133 33
Oplioms veerisabily N E
at Dacemher31, 1998 9240 F12.00 94,125 G123 133,373
Oplions risanesd E o ==
ab Deceinbar 31, 1995 28.874

A00 28.37H

HOTE 13 — EARNINGS PER COMMON AND COMMON EQUIVALENT
SHARES

Curing the year ended December 31, 1997, the Bank effected 8 1 for 4
revarse stonck split. The earnings per commen and common equivalent
shiares calculation has been restated to reflect the reverse stock split for all
periads presonted.

In 18497, the FASE issued SRAS Mo 128, “Earnings Per Shae™ which is
effective fur fimancial stitements issued for perinds ending after December
15, 1957, SFAS Mo, 128 replaced standards for computing and presenting
garnings per share and raguires a dual presentation of basic and diluted
garnings par share. Basic earnings pel share excludes dilution and is com-
puted by dividing income available to comman stockholders by the weighted
average number af common shares outstanding for the vear Dilted earn-
ings per share refect the potontial dilition: that could occur f commaon
shares were issund pursuant to the cearcise of optinng under the Gompany's
stock option plans. Comparative eamings per share data for the years ended
December 31, 1997, 1996, and 1995, have been restated to conform with the
currant vear presenbation. The following table lluslrates the computations. of
basic and diluied eamings per share for fhe years ended Jecembear 31, 1987,
1986, and 1995

MEOME SHARES  PER SHARE
1547 (Mumeralzy (Qénarcicatay GMUUNT

Basic sarnings per share

[ncoime availah k2 to comman sharehoicars £335, 840 51, 135775 § 03
Effact of diluliva secnritias:

Dul=tanding carmman stock oplons - f2h1h
Diluled earnings par shara

InGome avallas o Lo cormmuoe sharale ey

Plus assnmed corversicns Faas, 842 Gi,206 390 4 028

INCGME SHARES  PERSHARE
1996 tMumerztor] (Denpminatery  ARDUNT
Basiz earnings per share
|nepme Fvgiizkle fo comman skareholders 5185310 $ Bda 330 5 D20
Effieacil il il livst =anuritias:
Cubstancing comman stan nptians - aTaT
Diluted =arnings pershare
Income vailable to comman shareholders
Fius dssnnpd - convassiong 5TERA0 3 mA727 R DED
INCOME SHAREY PEHSHARE
T O (Yumeratnr) §Danarninatar; AMIUNT
Basic earnings per sharg
Incamie availak: b carmmion sharehnhdaes 52R3.037 3 - 854,081 § a2
EHect al diative sucurilivs:
Justanding common s10ck options = 22,298
Diluted samings per share
Incarm e 2vailabile Ly comenom sharah e
plus agsumed soersons F233.037 5 87717 3029

WOTE 14 - EMPLOYEE BEMEFIT PLANS

I Auggust 1993, the Bank adopted 2 401(k) Retirement Salary Savings and
Frofit Sharing Plan, The Plan became effective on July 1, 1983, All perma-
nent emplovess are eligible once they meet the ape and service require-
ments. Emplover contributions are determined annually by the Board of
Directors. Emplover contributions of $18,543 and 512,328 were made for
the wear ended Oecamber 31, 1997 and 1995, respectivel. Mo emplover
contributions were made for the year ended Decamber 31, 1996

NOTE 15 - FINAKCIAL INSTRUMEMNTS WITH OFF-BALARCE-ZHEET AIZK

In the nomnal cowrse of business to meat the financing noeds of its custom-
arg, the Bark is a party to financial instruments with off-balance-sheet risk.
These financial instruments include cammitments © extend credit and the
issuanee ol letlers of credit. These Instroments inso e, 1o varging degrees,
glerments of credit and interest rate risk in exoess of the amount recognized
in the halanoe shoet, The contract ameunts of those instruments. reflect the
extent of involéement the Bank has in particular classes of financial instru-
mants,

Ihe Bank's exposure to credit loss in the event of nonperformance by the
other party tothe financial instiument for commitments to extend credit and
letters of credil written is reprasented by the conlractual amodnt of those
instruments. The Bank uses the same credit policias in making commitments
and conditional abligaticns as it doos for an-balance-sheet instruments.

Unless noted albervdise, the Bank requires collaleral or other security to
suppart tinancial instruments with credit risk,

CONTRACT AMOLUNT
AT DECEMBER 31,
1947 1938

Firanecial instruments whose cortract
amoaLrts reprasent Cracit nek:

Canstruntion loan commitrments 54,038,949 36 880530

Lirw atf cradit correnitmanis Mz 2E 20881

Cract card sommilments 2,703 08z 2588 216

5 5,994,254 o987 A6/

o T

Commitmeants to extend credit arc agreements to lend to a customer s Inng
asthere is no violation of any condition established in the contract. Commit-
ments gererally have fixed expiration dates or other termination clausas and
may require payment of & fee. Since many of the commitments are expoctod
1o expire without being drawn upon, the Wotal commitment amounts do not
necessarly reprasent future cash requirements. The amount of collateral
abtained, if deemed necessary by the Bank upon exdension of credit, is based
an management’s credit evaluation of the counterparty. Gallateral held variés
but may in¢lude depostory accounts hotd by the Bank, acoounis receivable,
imventory, property. and equipment. and income producing properties.




Letters ot credit written are conditional comrmitments issued by the Bank to
guarantes the performance of 4 customer to a third-party. Those guarantees
ara primarily issued to support public and private borrowing arvangements,
including commercial papar, bond financing, and similar transactions, The
credit risk involvad in issulng fetters of credit is essentially the same as that
imvolvad in extending loan facilities ta customers,

MOTE 16 = FAIR VALUES OF FIMANCIAL INSTRUMENTS

The fallowing table shows the estimated fair value and the rolated carrving
values of the Bank's Tinancial instruments at December 31, 1997 and 1996.

OECEMHER 1, 1947
CARRYING  ESTIMATED
AMOURT  FAIR VALUE

§ BTILM? 5 OBTIETD 3 SATA99 & 53Tsed
$ 455000 § 4545000 § 2021000 % 2021000

DECEMBER 31, 1906
GARAYING  ESTIMATED
AMOUNT  FAIR VALUE

Cash and dus from banks
Federal funds sold
Insestment securitias
availablefor-sgie $ 5703867 § 5703567
L0375, net of afawance tar loan
Ingsas and waezied incorme 379,376,256 $30,313 448

F10,256,650  §10.256 840

§20,7F1,716 $23.838.370

ornied interest

and other zs3ets 5 VM5DE § TMA09 5 00715 400735
Morinterast-baaring demand

deposts 5 2,008,153 5 EO0E153 P 2073126 5 2075126
MO and money marset

accaunls BRER A6 51055701 apasad §OB9RIEET

Savings and SIme deposits FEOARSETE RET.O01.630  BP2 004 840 S22 552 EA3
Accruzd Interes

and ather liabilities $ 0838 § 3 E38 5 2984r7 § ZBAATT

While these estimates of fair valua are based on management's judgment of
the most appropriate factors, there is no assurance that wera the Bank to
have disposed of such items at December 31, 1857, the estimated fair valuas
would necessarily have been achieyed at that date, since market values may
differ depending on various circumstances. The estimated fair values at
December 31, 1997, should not nacessarily be consldered to apply at subse
quent dates.

I addition; other assets and liahilities of the Bank that are not defined as
financial instruments are not included in the above disclosures, such as
property and equipment. Also, nenfinancial instruments typisally not recog-
nized in the financial statements nevertheless may have value bt are not
included In the ahove disclosures. These include, among other items, the
astimated earnings power of core deposit accounts, the earnings potential of
lean servicing rights, customer goodwill, and similar items.

HOTE 17 — COMMITMENTS AND CONTINGEMCIES

Operating lease commitments - As of December 31, 1997, 1996, and 1995,
the Bank leased cerain branch facilitias as well as equipment and fixtures
under noncancellable operating leases. Rent expenss for 1997, 1996, and
1995, was $154.644, $145.302, and $175,631, respectively. The approxi-
mata minimurm annual commitrment tar rentals under these oparating leases
is summarized as follpws;

YEARS EHI?ING DECEMBER 31,

1844 127 087
1439 126,067
2000 11,218

f264 352

Litigation — In the ordinary course of husiness, the Bank may become
imeolved in various other Hiigation arising from narmal bank activities. In the
opinicn of management, the utimate disposition of these actions will net
hiave a material athverse eftect on the Bank's financial position or results of
operations,

HOTE 15 — AEGULATORY MATTERS

As of Decernber 31, 1997, the miost recent notification from the Office of the
Comptroller of the Gurrency categonized the Bank as adequately capitalized
under the regulatory framewark far prompt corrective action. To be catego-
rizerl a5 adequataly capitalized the Bank must maintain minimum total risk-
based, Tier | risk-based, and Tier | leverage ratios as sat forth in the table
befoiw. There are no conditions or events since that notification that manage-
ment belipves have changed the insttution’s categony.

TOEZ T
CAPITALIZEL UM DER
FOA CAFITAL PROMFT CORRECTIVE
ALTHA| ADEQUASY PURROSES  ACTION PHOVISIONS
SEIOUNT - RATIC SMOUNT ARTIO

AMOLNT  RATIO

Az af Decernber 31,1907

{in thou=ands)
Teaal capltal 10 risk

welhted assets F4538  150% 52326 zEO0% 32BN =100%
T | capital fo rigk=-

vieightad assets b e MYk B e Bl 51,165  =d.0% $1.744 2B0%
Tier | cagltal to everage

assets 81 92'% §1.720 0% d218h =5.0%
s of December 31, 1996

lin thausands)
Totzl caprtal ta rlsk-

waightad assals 54007 15453 $21280 =A0%  SIGED »10.0%
Tier | capal to rigk-

weiphied asscls BRT0R 14.2% 51043 = 0% P56 =6.0%
Tles | capital b average

assats $3.702 BR% 1610 =di]% 22 2h 0%

COMMON STOCK TRADING INFORMATION?

Fiscal Year Ended Dec. 31, 1997 High Low
Fourth Guarter 55.63 $2.3
Third Quarter 2.50 2.25
Second Quarter™ 275 2.00
First Qhuarter 3.25 213

Fizcal Year Ended Dec. 31, 1996*** High Low
Faurth Quarter $0.56 S0.50
Third Guarter 0338 0.44
Second Quarter 0.56 n.44
First Quarter 0.88 038

*Thiz infarmiation v ool part of the sudited finanoa! statments

"The Bame il 4 revecse stock split of 4 fo0.1 on Mgy 19,1997, Thy stk
prices far e st (uarter ang Secong’ Guacier of 1597 were adjustad
fi gt s ohangs for companson gonpases. The Dow Sl sum
bl of thia revarse split iz ANMPEE,

$ 4 The stock prices foe 1996 werg gob adiisted far the rsveree 2alit and
ware traded ander the oid spmial AKEGA,
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