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SELECTED FINANCIAL INFORMATION

(In thousands, except for per share data)

RESULTS OF OPERATIONS 1988 1897 1996
Interest Incoma $ 48680 $ 4,339 $ 4018
Interest Expense 1,858 1,537 1,543
Met Interest Income 2802 2,802 2475
Provision for Loan Losses g2 215 200
Other Income 280 204 180
Other Expenses 2478 2537 2104
Income Befara Income Taxes 542 254 271
Income Taxes!/(Benefit) T4 (81) 26
MNet Income 468 335 185
PER SHARE DATA ** ke

Met Income Per Share 041 0.30 0.05
Book Walue Per Share 3.78 3.60 0.32
BALANCES AT YEAR END

Total Assats 51,874 43,114 37,81
Loans (Met of Loan Loss and Unearned Income) 37,296 20 826 23772
Total Deposits 45,994 38,702 33,891
Shareholders’ Equity 4,574 4,052 3,702
SELECTED STATISTICS {in percentages)

Return on Average Assets 1.01% 0.82% 0.45%
Return on Average Equity 11.16% 8 58% 5.00%
Average Equity to Average Assels 9.37% 9.54% 9.77%
Met Interest Margin to Average Assets 6.12% 6.85% 6.07%
Interest Income to Average Earning Assets 10.50% 10.66% 10.80%
Mon-Accrual Loans 80+ Days to Average Assets 1.58% 0.09% 0.09%

COMMON STOCK TRADING INFORMATON*

Fizcal Year Ended Dec. 31, 1958 High
Fourth Quarter £5.50
Third CSuarter 8.38
Second Quarter G663
First Quarter 5.00

Fiscal Year Ended Dec. 31, 1987 High
Fourth Guarter 5563
Third Quarter 2.50
Second Quarter 278
First Quarter 3.25

*Thia infovmation iz nof pact of e saoiieg Boanoal slalemenly

"ETRe Gank o a rovaesn shock splt of 40 Tan Way 158 1857 e siagk prices tor the First Quarter and the Second Quarisr of
TOLF wars geis oo Lo raflect s cfangs for companzen miioses, Tha nove stoct saimbal of 108 révaiss Stoow 500 s A1IF00,




s
L —— 1

American Pacific Bank

Since 1979

INTRODUCTION

American Pacilic Bank was oneandzed and continues to operate under the
laws of the Srare of Oregon. The Bank is a member of the Federal Rescrve
Banlk af San Francisco, and all deposits are insured by the Tederal Deposit
Insurance Corparation. American Pacific has rraded within che NASIDAD
svstem {Symbol AMPBI) since 1959

American Pacific Bank was formed in 1979 to provide hanking services ra
the roral communities of Aumsville and Mill Ciry, Oreron. Since that
tine, the Bank contimuoes 1o evolve Irom its beginnings as a small commu-
nity Bank into an institution wirh the strengrh o have an impact in the
[inancial community cncompassing the Pacilic Rim. The scope of the
Bank hus increased not only to satisfy the needs of the people where ic orig-
inared, but o also provide real csrate, commercial, and personal lending,
as owell ws credit card services dhroughout Oreson and  Sourhwesr
Washingron, Execurive offices, including a full service lending oliice and a
ity branch have been established m the linameial district of downtown
Partland,

Today, the Bank has a reputation of providing [riendly, personal, and efli-
clent service to customers living throughout Oregon and Sourhwest
Washingron in rhe areas of conscruction lending, commercial loans, per-
manent mortgares, business Hoancing, consnner loans, and deposit ser-
vices. he Bank moved itz headaguarrers ro the Porrland meteo area in May
al this past vear American Pacilic Bank's luture will continue to he char-
acterized by continued growth and success.
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Message from Chairman and President

Januury 27, 1990
Trenr Shorchalders S0 Fricowds,

The paar vear warked o perad of strong sroweh for Ameticat Pacitie Banl, W hile both
net earmnings and laan production increased, vour Bunk also experencel an increase in

ussels uncd deposits, Management sl staff have persisied in worlang diligenly s ensie
the success of cach deparrment, while contivmonsly koking w make all necessury
improvements and sdvencements, The growth und expansion vaor Buok experience:] in

1995 will Lead che way raoa suceessful 19049,

We are pleased ro sepert thae your Bank has increosed ins earnings in L998 by 0%, srow-
i lrome $335,542 in 1997 Lo $468,697 (0 1995, Hamings per share also increased fram
FO30 10 30,41 The inerease in nel incomme was due prinarily w che increase in loams, As
of Diecember 31, 1998 1oral hans were $37.4 million as campared Lo 5308 million for thae
provicus youn, represenititg o 2 1% merease. During U vear, the Tank seld approximare.
ly $3.7 millive in permanen residential leans on the cecondury marleer, The sale of louns
alser enhaneed the comines of the Bank durine L9958

The Bank ended the fiscal year with 3508 millinn inoratal assets, a2 compared o 343,1
millicn in 1997, un increase of 20%. Thval deposits were ar $40.9 nillion as com [ared L
ST mullion from the previous vear, an increase ol 2L%, Ar vear-end, wiul classified
Cprabhlent? wssets vepresenred only G.LE% of tota] assels. Additicrally, the Bauk bias nor
suttered any losses [ron the commercial, construedon, and marrgage loan partfalios in Lhe
last several vears. Your Bunl ulso remaing well-capitalizod with the lewerage cavicrut 392 %
and rhe risk-bused capral ratie at L347% The Bank continues o ke hughly liquid with
the liquidiey ratio ul 26,74%.

As reatimaony o successtul 1998, vour Bunk was fearired 1n 1998 Cregon Tusiness Power

Eualk as O af the Top 1,000 Companies. Sm
mp-tertorming compzanies o both the “Banks” and "Oregon’s Public Companics” care-

acificully, the Tank was numed one af L

gores. Our ellective and personalized customer service remains one of our best assels und
fulfills the growing demand within the idusiry, As we work to maintain hese bish san-
dards of savice and continue w mows we lock forsard o anether suceessiul yoar fne

American Pacilic Banl:,

Az always, chank vou for vour on-going confidance and support

o
i s 7 n
CH B> il Py -
2 Jf AN s 0 L A,
# “
Fai H. Chan 7 David T. Chen
Chairngan, Board of Direclors Prisident and Chief Exeoutive Oficer

"Our high stundards of

service and personal touch
will continue to set us
apart from other banking

institutions m our mearker.”

My, Fai H. Chan

“Ohir effecrive and

personalized customer
service fulfills a Srowing

demend within the indhustry,

s evidenced in the success
of the Bank in 1997 "
Mr. David T. Chen




AMERICAN PACIFIC BANK
BOARD OF DIRECTORS & MANAGEMENT

The Toard of Dirccloes amd management of Amencan Paciiic
Bank is comprised of the falleaving persers, ol of whon ure emi-
nently quatificd in rheis individual areas of responsibilice The
mulei-cularal natire of this group brings a anique and effeciive
perpecrive o the Banks dailv cperations and s lang e
stealegics, Unlike mosr fnanciol msoorions, (e Board
Members of American Pacilic Bank and membuers ol senioe man-
agement are active and well knewn son coly o che Llacal cow-
muniries, Lol alse in che husimess and polisical snwinonmenes of
Lhax Far Bust,

BOARD OF DIRECTORS

Fai H. Chan: Choeman o the Buerd

Based in Hung Kong, where he
was  educaced  at Sr Joseph
Collese, ¥ro Chan woved o
Eovland  and  eraduaced  from
Narthwesiern Palytechnic with 4
degres in business matascient
ard commerce. He entered  the
fimancal communicy as an mvest-
menr  banker and  eventually
bBecenwe the principal in u Hong
Koo based securivies fm,

Wi Ohare became Chaiman ol
Atdrericun Pacific Bank i 1987
when it was atill called Sancam
Walley Tank and oo che verse ol
luilure, Tle asseinbled a compleizly new munagement reaim and
immediately began a restructuring process. Thar process has
evinlveil o che poaint where wday the Banks asscts lave prowen
from 39 mullion o well over 340 million; the simificant loss
pasizion of 986 hay turmed tnus o profie; aod, the securdes
trade within the NASTAL seslen

Mr, Chan ie equally at home in the bosiness world of the Uil
States, Canada, Evrope, and the Far East 1Te brings invuluable
crpertise v an inrernanonsl level m American Pacilic Banle

Pavid T. Chen: Prasiden, Oief Tracunve £z
and Member of the Do of {Heciors

Wi Clhenr began his carser with
the National Banlk of Counnerce
flater called Banier Bank) in
Seartle, Wachingron in 1986, In
1950, T eered che public seclor
serving as the Tnance Direcior for
vigriows tomicipalivies. The mose
recent of rhese wes the cicy of
Beaverran, Oregon where he was
directly resporsible for managing
the vitys 62 million arnnual bud-
gl He  was Appoirdod h‘}-'
President Reagan's wlminiscration
AN ATindslralive post within
the bermers Home  Administed-
viote of the 1050 Departiment of
: Apmculture 1 19493, aned assumed
rhe position of Cregan State Divecror, Under the wlininstration
al Tresident Bush, he was clevared roorhe position of Associare
Adminisoaror in Woshmeron, 100 [n that cupaciry, he assicwed
the Adminmtrawor in managiog the Federa] Giovarnments chicl

-

agriculiore and rural developiene agency, with wore than
12000 complovess, 2200 beld offices nationwide and 2 loan
portielio exceeding 350 Billion, with sn annoal hadger ol
approximately $123 Fillion.

Mr, Chen received his Master af A in Dolitical Science from
the Universiry af Oregon, hus Bachelor of Ares in Marhematics
fram the University of Washingron, and a Dachelor of Ars e
Public Administration fram the Taiwan Nuzwonal Chone Heing
Ulniversits, T acklivion te has responsibilivies with the Bank. M

Chen was sppoinred by Oreson Governor Kirchabor 1o serve 28
a Commissioner lor the Tarersacions] Teade Commizsion.

Bichard ¥. Cheang: Senior Viee Prasider, Uhief Fmancial
Oicer wund Member of Ul Bourd of Drecros

Mr Cheone began bis curcer wirh
Arthor Andersen & Company o
1985, ws a wamber of rhe Mun-
agement Informarion Cosulting
Dhiviston. I thal capacicy, be sue-
ceasfully muanared  comples sye-
e developrenr projects. His
responsihilicies inclughed prepara-
rion and implementotion of the
prodects, inoaddition ra superi-
sion of the staff assigned 1o the
umderraking. Pror o joiting the
Banl:, M Clheong wos an imvese-
ment mundeer with 2 lapanese
real estae syndication oonpany
Lo v vears,

He joined rhe Bunle in 1997 and has sinee been elevared 1o his
present posiions As Senior Vied Presidenr and CFEO, My
Chesng's rosponsibilitics include hoth supervision ol ull person-
rel, operationa and accoamarahilise for all fraocid and aceoond-
ing aspects ol the Banl,

e, Cheome holds o Masters of Disiness Adwdnistearion in
Firwnace from e Universiry of Oregonoand o Fachelor ol
Business Acluinisoation in Finaoge also from the Universicy of
Chregon. He tsacrive in the local communiry as & menther of the
World Atfaiss Coundil und the Orepnn Northwest Ching
Counneil, and servis on the Board of Lowees aud Fishes, [ne

Alvaander 13 Korelin Member of the Soordd of Divecoor

Mr, Korelin has served oo the
Foand ol Dircesors since 1954, He
bz been invalved in the firancal

g
LUy snce receiving his
WEA in linterrationn] Teade anl
Finsnee from the University of
Fuger Sounle He hos served s a4
consulomt o lares publicly traded
companics, foreisn hased  stock
cechanpes, and privawe businessss
sinee lounding his o (oo
1982, Decanse of bMr Korelink
caporience and education, b con-
tinnes rooprovide dhe senor man-
sttt of rthe Pank with wolu-
able inpul mosurding dav oro duy

eperations and future abjectives,




e Korelin plays an walive mole in commumicy service borh in
Orepon und Southwess Washingron. TTe e rhe President of e
Rarary Clul of Grearer Clatk County. i e past b b served
as Presicdent of Porlandy Brosdway Tossmmusters; the Chairman
af thie Fellowship Commitree of the Romry Cluls of Foelad;
the Chanman of the T-3 (Children’s lmmunization] Task Foroe
in Ulark Countyy and, 3 member of the Bourd of Cirectors of
Crreater Clatk Covny Rotury Club where he was chaivman ol
Cotnrmunity Service,

Prameis 1T Tlendricks: Mamber of

I i R [
R e O ATy

b, Hendricks is invaived in rhe
axricnlroral  commundy i
Angville, Cregens where he has
Lwadd all of his life, TTe is a pasre
member of the Aumsville Sehciol
Tioard for eighe vears where, dur-
g his ooz, be serveed on the
Budeet Commitree for six vears.
[1e 5 also a member af (he Wil
Farmers Ciroup and the Sublimicy
Harves Festival, He s currenslv o
memner of the Board of Thracrons
of Santiam Memorial Hospival,

James M. Maiz Meanber of the
Boirid o Dhivectons

Wi Mei ninad (he Boand ol
LHrector in Deccnber 1990, and
i an urtomey i lordand, where
he zpecializes in Tnternavional
Buosiness  lransactions, Chines:
Lawe ancl  Business Lnmigration
Luw, He recereed has Toris Tioctor
from  Willamerre  Lonoversily,
Crregnn and Bachelor of Ares (oo
Shurehui Lhiversioy, Ching M
et represenes and advises mang
Armerican  and  Muolvinational
comanies cotilu ling business in

ok
China and rhe Unitel Staes. He also handles business and
mnmvpratici casis for clicnes i Asta and Turope,

wr, Bl isoan active member ol Aoerican Bur Asseciucion,
Oregon and Washingron Stae Bar Associarions, Amencan
Immigraticn Lawyers Assocarion, and 105 Disrrcr Coan for
thie Dlistricr of Crepnn, Tn che pase, M Mei cerved oo the Board
of Direetors for the Sarthwes Begional Ching Couneil,

MANAGEMENT
David L Chen: Presdent, Chig) Exeowive Oifcer
anid Mernber of the Board of Divectors

Richard ¥, Cheang: Sendoe Vice Cresidens, Chiel Flgncal
Ciffeer aned Member of the Bowerd of Divecrors

Drvid A Dabilateam: Seador Wice Pecstder
ead Cleel Crealie Ofiicer

b, Dabklstrom has 200 vears of
e pericnee g lending oilicer md
exceutive, He hos cxperience as a
commercial lender, wonloour spes
cizlier, credi adminisiraton, wan-
wer ol w comnnercin] lean ares,
und manacing o centralized loan
center for small bosiness ineluding
the sales (orce. Most recenly, Mr
Dahistrom was che Senior Vice
Tresidenc for the Morthwesr
FEeginn Dusiness Banking Group
lar First Interstate Banl, e
developed and anplemenred the
centralized loan center for the 5
srare reginn. he cenloalingl cens
e ws reapangible o olersriting, collecing and monitoring
the parrfalic of busitiess lowns under 3250,222 M Dahlatrom
Felds o Mustess of Business Adminiscrarion from Cine L ndversily
au seatele, Washingron, and o Bachelor off Ars Tnom Culilbrnia
Stare Universiry - Fulleria,

Dromenvan Wahe: Semer Vies Prasidonn
Divecior of Keal Bawmee Lending

o M Whabs has chirerfive vears of
S T hanking experence. He began his
o career m L9683 slier altnding col-
lege at Ovegon State i Buainess
Advmnisriation, Tle has 2 arrong
backaroute! i real estate Londing,
cepecially income propoty. 1
curcer started in the Savings and
Loan  indusrry (then called
Fopuitaiale = & LY where he held
various positions as Depurcment
[Mead, Branch Manager of foore Jif-
terent nffices, and “ice President
ol the Largest production eifice
(Salem) in the company Moss
recenitly, hie has served as Senioe
Lisars OMlicer und rhen Wice Prasidenr of American Pacific
Bamtk's loam Jdivision, where be has been responsible lor sl real
estate lending activitivs. Mr Wabs is o member of Morgmge
Thrmkers Assouinlion of America (WMBA) and Oregon Bankers
Asseciation [DBA), where be sirs oo rhe atare real ssiaie com-
witeee e hasoalao held several croanizaional eifices such as
past Fresident of Mooigaee Bunbers Associution in Yalama,
Woashington, puse Direcror of Oregon Soare Beaver Club, and
Vice President of Corvalli= Tlome Boilders Association. Hu iy
alse wogrnduate of rhe Morthwest Baoking School wom the
Llniwersicy of Washinglon.




YOUR MONEY AT WORK FOR YOU

ann Pavitic Bark Las fooused oo B ol lendizur i wlicli the
|al-;: can be mirimized through experienesd, decisive managoment snd
comserediive nnaderwriting practices

Ui success 15 0ot oy ceasieed by our earnings. [t also v los we
I_,DG tll,lll"' 'rh.\.1 |.|'||:"' NI 'i||l.'\ Yol RUITY 'iT'I LAHT r11-:T]~:-::'. HTL N
Annerican Pacitic Pack is compaices oo ziving back o the communi-
EJ_E“- L ST T.I"ITI'IU!&;I"I CAITTRITI ".l '|T'|\.'I l]\.‘l Tl "'l'] SUTW IO

Bl eerare oanee aod credi -ud.a Al DL L Ligeat Jines of brusciiess
Chopsumet and buasiness Lo matac up rrerems in et Park K
portelio i continues 1o o and e proliable

Real Estate Lending
American Facifio Fanbes Ranl Bsigoe Lovaling Division operses proar-
iy i te tollowine three arens: Constrocnen Lending for residential
amed commercial procertive; residential soad cowanercial goecfodio lend-
s ang, cesizlencizl bean beokering,

Thae Barks wesidentinl o0 commersis] porefalios looams ended thie laar
Facal vear witks 2200 million in cutsandiog balanees This was an
increase of 5409 milliem s the
17.5%, even alizr the sale ol approsinaely $3.7 millicn i permaient
residene] loanms Moach of wor Banks sesidential porrfalio s under-
wiilten Ton saie o e secondary macker croviding e Oeaildlive 1o
mintzin o highowo nme of loam avmbbilieg whele ar the same sime proe-
wrdiagr liguidive we fund addivious] loaes,
Aperican Pacific Bonlds cons rangs in size from 5120200 oo
F1000000 Trojects sreawr than 31,000,003 are partoc with
aber lenders. Dhis allows us to e inealved in e lareer loans while at
Uhie sennte Hime i o Ganise sl soong customer b,
Loar sommiticsacs ol Consticoicn L.amme:cml beacling for Fiscal
TR e am ereoess of 2% wnlliom while rre Readorial |
Department merecated an adzitiona: 521 mi i in resicencinl loans,
T dimnisrich e specnlative aspest of this fasiness, the oy of e
commitments aee either portolic leoas, have o permanene loan rale-
e, o e seld o the aecordiaey ke,

[ g Pigea | 1995, the Resid u:nrm| kA croange Departmone caperi *t‘ccri
significant growth as o ceswle of hiving adzitcnal loan oiticers and addi
tiopal loan srocescrs The additional less reselting fom Uiz des
frenil fute hde apuesivive aepach cn eonr Banlds poelie,

THOT yuar Teprosenong a growth of

Lemehimg

Thering Freanl 1995, the Fanls entive Resl Farare Tamding ivizion
LTI il 2 signeticant gain in revenues over Lisonl 1897, Oheep 33
milbon in feo and inrerest income was senersted, resulting i o 200
eaim o FA0C 000 e the pring vear

Lredit Cned Lending

Anverican Pacilic Pavk comtinned to be oo ol (he best secured cred:
earid lenders inrhe matior as raresd 2y ohe eredil cand survey metizations
piivh s ok Bare Moniter and Cars Diake nadelision rooosing o wari-
eoy ot matkesing firms o macket it coedit cord parstaliog we have imple-
meneed o prineioin reace i the Baalds website wwnwnapbank.cco o
ve ﬂppht?:tb—‘ Lz i petting anap plicacieo [oie e Lo muu: 1z
S Ol spyHont e resaest s corming ense dee Baok s welsts! Dhring
1208, we purchisind rwe crsdie caml poriolios oo bk in Oregon
ancdhan anecher homb o Uliliformin, SR asage of smiterner and aeipesi-
o of queaicy crezit savd portfolios o achives growrh continoe o ke
the: I"ﬂnﬂc;- marketiag emeliesis in the fune.
Secured crediv cands requine e accoee helder e depuosiv Tusnds with
e Band i e ampunt el te G emadic Tt ol e socounn, T
Jopeetts a2l seoared rr.*rﬁl card seconms provide sigriticant protoc
tho wgwemst lozaes os well o5 an effective and imevpersive funding
sonrees tothe Hank
Proioe 1998, vur crsdie sand son ki was b $3.2 aillion ot vear end,
oere than 3500 cand toliders moationswide senenated clinea 320ailen
it ranecchieme Jumimg the yesr comributing o mprowad mel camings
sir the bl Mer fesses on the syomge ]'lr'|1'Hn|.(: wors ar Y which
cormpirey favorszly o ndustoy standsods,

Cither Banking Services
Lamd, e Bands Customer Services Dezartioent concin:
dliwiduals bty Freir ot trae
vand pecple whe Tive inhe

Lhring tisza.
ves b ey e sereices toc Dol ne ety in
Ao servoe are in b Sede ol Oreyse
Pacilic B coamirmes.

T e
AT, WETIONS tyiees of ol COEEs, SN TrLC el 3!'Id
and crecdic casds, Yo Danle alse poovide Impere Letrers of Credit sece
vices b these dividuals tirgeh s corvesponclent bank,

offored o these costomers moiude commercial srd imaralment
Srmnancne .I.\."-.-IP.E.

Titieadeparnent is regelely armacring noew costomess mo b falhseing
veomica: simess organizarions, buamess v, and now frmigrancs
trom rhe PMacific im arca,

FETIT R L
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AMERICAN PACIFIC BANK

INDEPENDENT AUDITOR’S REPORT
AND
FINANCIAL STATEMENTS

DECEMBER 31, 1998, 1997, AND 1996

INDEPENDENT AUDITOR’'S REPORT

MOSS -ADAMS LLP

CERTICICD TUBLE ACCOUNTS

Tos the Board of Dwecrors and Srockhalders

Aunencan Facific Banlk

We have andired the asccompanying  balsnee  sheers of  American Pacific Bank a2z aof
Devcember 31, 199 sl 1997, and the related statemenrs of income and comprehensive incone, clunges
i stockhelders’ cquity, und cash flows for each of the years in the three-vear period ended December 31,
1998, These financial smrements are rhe responsibilicy of Awericun Docific Banks management. Cur
responaihiling is rooexpress 2m opdnion oo Uwese Gnoncial staremenes based snone aodies.

We conducred cur andirs in accordance with generally sccepted wudinmg standards. These srandards require
thiar we plan and perfonn the wadit w obtain reosenable sssurance abour whether e Anancis] st iemneas
sre Iree of materiul misstutement, An audit inclides examining, oooa lest busis, evidence supporting the
umounes and disclesures i the financial sratemenra. A awdil also includes nssessing the accounring pri-
ciples used and significant satimates made by ienageneent, os well as evaluaring rhe averall financial <rare-
ment preseiitation. We belicve thae our wadits provide a reasenakle hasis For our opinion,

I oner apinion, the linatwisl statcments referred to shove present faiehy inoall material respoecis, the loen-
clul position of Amenicun Pacific Bunle as of December 31, 1998 and 1997, und the results of its operarions
and it cash flows for each of the vears in rhe rhree-vear period erided December 31, 199, m conformicy
with generally accepred accounting prinviples.

/2%, é Lo’ 1P

Farrland, Oregon
Felrgary 13, 1990

Noter These fismeial srarements have not heen reviewed. or condimed for accuracy or relevance by
rhe Federal Deposic Tnaurance Corporation.

=.1




ANMERICAN PACIFIC BANK
BALANCE SHEET

YEARS ENDED DECEMBER 31

N

ASSETS 1998 1997
Cash due from banks B 913,767 & B71.272
Federal funds sold _10L460,000 _ 4,545 000
Total cash and cash equivalents 11.373.767 5416,272
Investment securities available-for-sale 2036,632 5,703,667
Federal Reserve Bank siock 136,600 136,550
Loans held-for-sale 1,960,700 947 007
Loans, net of allowance for loan losses and unearned income 35,446,046 20,606,258
Land, buildings, equipment, and leasshold improvements, net 344,935 349,201
Acerued interast and other assets E7B.269 734505
Total assels 3 51,874,948 543,114,364

%

LIABILITIES AND STOCKHOLDERS' EQUITY 1998 1997
Deposits;
Monintarest-bearing demand deposits 3 2218118 3 2008153
MOW and money market ascounts 10,428,004 10,237,736
Savings and time deposits 24 346 463 26,455,676
Total deposits 45,593 585 38,701,565
Accrued interast and other liahilities 307231 330,828
Total liabilities A7, 300,816 39,032,408

COMMITMENTS AND CONTINGENCIES {Note 17}

STOCKHOLDERS' EQUITY
Class B common stock. na par value; 200,000,000 shares
authorizad, 1,134,275 shares issued and outstanding in 1998,

1,133,775 shares issued and outstanding in 1997 4 552,611 4,550,423
Surplus G05.000 805,000
Accumulated deficit {885,858) (1,354,549
Accumulated other comprehensive income, net of taxes 2,378 (18,513}

Total steckholders’ equity 4,574,133 4,081,961
Total liahilities and stockholders’ equity 5 51 874,949 543114364

See accompanying notes.




AMERICAN PACIFIC BANK

STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
YEARS ENDED DECEMBER 31

1998 1997 1996
INTEREST INCOME
Interest and fees on loans 3 4.010.335 $ 3719671 $ 2,951,407
Interest on invesiment securities
LS. Treasury securities 3,285 43,463 120,405
Ohligations of U.5. Government agencies 253,097 420,376 612,835
Ctther domestic taxable securities 89.067 8,182 7425
Interest on Federal funds sald S382.920 147,445 326,336
Total interest income 4,658,724 4,339.147 4,018,511
INTEREST EXFPENSE
Interest on deposils 1857674 1.536.7868 1.543.091
Met interest income 2,801,050 2,802,361 2475420
PROVISION FOR LOAN LOSSES 61,665 215,357 198,678
Met interest income after provision for loan losses 2,738,385 2.587.004 2,275,774
MNOMINTEREST INCOME
Service charges and fees 128,447 167,993 135,655
Real estate brokerage fees, net of commissions 63604 41,817 37,219
Gain on sale of loans 6B 176 - S
Gain on the sale of available-for-sale securities 1,217 . 0,356
Other noninterest income 3,185 _ 4652 _ - &320
Total noninterest income _ 264 639 204 262 190,598
NMOMINTEREST EXPENSES
Salaries and employes benefits 1,244,740 1,187,227 874,855
Occupancy and equipment expenses 291,432 295,127 285013
Other operating expenses 925,484 1,052 917 g934.620
Loss on sale of available-for-sale securities - 400 -
Total noninterss! expensas 2,461,656 2,536,671 2184 488
INGCOME BEFORE PROVISION FOR INCOME TAXES 542 368 254 585 271,852
INGCOME TAX PROVISION {(BEMNEFIT) 73,875 (81.247) 26,542
NET INCOME 458,693 335,842 135,310
OTHER COMPREHENSIVE INCOME
LUnrealized gain {loss) on securities, net of tax:
Unrezalized halding gain {loss) arising during period 5§ 22084 5 43522 $ (47,493
Reclassification adjustment for {gain) loss included in net income {E03) 264 {6,201}
Other comprehensive incomsa 21.291 43,786 {43,504}
COMPREHENSIVE INCOME $_ 480984 5 379,628 5 141,718
BASIC EARNINGS PER COMMON AND COMMOMN
EQUINVALENT SHARE S 41 % 230 5 _ .20
DILUTED EARNINGS PER COMMON AND
COMMOMN EQUIVALENT SHARE 3 39 3 28 & 20

See accompanying notes.




AMERICAN PACIFIC BANK
STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY

ﬁ

AGCUMULATLL:

COMAMON 5100 COMMIY STOCK 0THLE TATAL
GLAES 3 CLARER ACGLIMIEATED COMPEERERSIVE - STOCKHOLDLES
SHARLE ASMCNT SHASES EoUnT LUHPLLY LQFFICIT IMNEIE EQLITY
BALANGE. Docember 31, 1885 456368 § 4078000 - 8 - R 905,000 §1.875,701) § 19,105 § .08 294
ISSUANCE OF COMMON STOCK:
Exercise of options 10,000 3125 - - - - - 3123
Stack rights offering 1,028,734 514488 - = 5 518,498
Met incoma and tomprehansivi incoie : - - = = g0 [43,504) — 141718
BALANCE, Dzcamber 31, 1995 4535108 4,580 427 = - 805000 (1,690,301 (B2, #90) 2,702,333
1 far 4 ravarse stock split (3.401,328) - - - - - -
Conversion of Class A to Cass B shaes 11,133,779 {,550,423) 113,775 4,530,427 - - =
Ivet inenme and comprzhenaive income = - £ = L= 3 4 43,786 __ a7 e2a
BALANCE, December 31, 1907 - £ 1133778 4360423 905,000 {1,354,54% (18,913 08, 867
ISSUANCE OF COMMON STOCK:
Exercise of aptions - ] 504 21ge = 3 2158
Met Incume and camarehensive income - - ez - _ 4R3EE3 A 450
BALANCE, Decombar 31 1208 B S 1134275 FASE2GT1 5905000 5_ (B35 856 3__2.378 $4.574.133

See accompanyving notes




AMERICAN PACIFIC BANK

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31

e e T e R e T Y

1998 1997 1996
CASH FLOWS FROM OPERATING ACTIVITIES
Met income § 46BBS3 § 335842 $ 185310
Adjustments to reconcile net income to net cash from
operating activitios:
Gain on sale of loans (6B.176) - -
Depreciation and amortization 43178 56,485 64 396
Provision for loan losses 61 665 215357 198,678
Loss {gain) an sale of available-for-sale securities (1,217} 400 (9,396)
f3ain on sale of other real astate owned - - (7,428)
Deferred incorme taxes 2,032 {81.247) 86,542
MNel ariginations of loans held-for-sale {944,617) (966,809 =
Ghange in cash due to changes in cerfain assets and liabilities:
Decrease (increasa) In accrued interest and other assets 85.240 124916 (182,032)
Increase (decrease) in accrued interest and other liabilities {23.607) 32381 (213.887)
Met cash from operating activities (316.809) (282.685) 113174
CASH FLOWS FROM INVESTING ACTIVITIES
FPurchases of available-for-sale sacurities {1,116.202) - (B.464,196)
Purchases of Federal Reserve Bank stock (50} {200) (15,650)
Proceeds from maturity of available-for-sale securities 4,423 855 3.121.861 4,434 623
Froceeds fram sale of available-for-sale securities 400,000 1,437,094 2,885,781
Loans originated, net of principal repayments (5,074,536} (6,250,996) (8,081,470)
Proceeads from sale of credit card portialio - - 4.665.044
Purchase of credit card portfolios {G08,517) - {68,052)
Purchase of building improvements, equipmeant,
and furniture {45,354) (38.254) {10,248)
Proceeds from sale of other real estate owned - - 133,479
Met cash from investing activities (2,019 .3904) {1.670.495) {4.520,687)
CASH FLOWS FROM FINANCING ACTIVITIES
Met increase in noninterest-bearing dermand,

MNOW, money market, and savings deposit accounts T 794749 5 1843337 $ 1377198
Met increase {decreasa) in fime accounts 7487271 3.167.716 (7.480,287)
lssuance of commaon stock 2,183 - 521.623

Met cash from financing activities 0,294 208 4.811.0563 (5.581.468)
INCREASE {DECREASE) IN CASH AND CASH EQUIVALENTS 5,957 485 2,857 B73 (9,988,981)
CASH AND CASH EQUIVALENTS, beginning of year 5416272 2,558,399 12 547 380
CASH AND CASH EQUIVALENTS, end of year 511373767 $_ 5416272 $_2.558.200

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid for interest $ 1900230 & 1578137 5 1,717,083

SUPPLEMENTAL DISCLOSURE OF NONCASH ACTIVITIES

Unrealized gain {loss) on available-for-sale securities, net of laxes 8 21281 § 43 786 $  (43.954)

See accompanying notes.




AMERICAN PACIFIC BANK NOTES TO FINANCIAL STATMENTS

ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTIMG POLICIES

Organization - Amsrican Pacitic Bank is a state-charizred bank autha-
rized to provide banking services by the State of Qregan, The Bank, orig-
inally headguartersd in Aumseily, Dregon, had one branch located in K
City, Oregen and a real estate loan production office sening the Portland,
Dregan and Vancouver, Washinglon metropslitanareas. During 1497, ke
Bank obtained both sharcholder and State regulatory approval to mave
the Bank's hezdguarters ta Mill City, with the inteat of eventually maving
the headouarters from the Mill Gily Branch o Parlfand. The fransfer to
Portland was accomalished in May 19948, at which time the Mill City
Branch was closed. The former customers of tha Mill Gity hranch are now
served by the Aumsville Dranch,

A5 a member of the Federal Ressrwe System ann Fedesal Deposit
Insurance Sarporatan {FOIG). the Bank is subjecl to the regulations of
these federal agencies as well as the regulations of the Oregan State
Departnent af Insurance anit Finance. These requlatory agencies period-
inally onduct examinations of the Bank, Examinations by both the State
ot Oregon and the Federal Reserve fook place in 1998, 1997, and 1946

NOTE1 -

In July 1993, the Bank entered into a Written Agrecment {Agreement)
with the Requlaiory agencies. Such agresment limited the payment of
dividends, required maintenance ol specilied fevels of capilal and refated
ratios, committod the Bank to improve the qualty of its loan portfolio, and
to improve certain atker oparational matters, As the Bank was in compli-
ance with all the tarms of the Agreement and managament has improved
tha Bark's condition in accordance with the purpose of the Agresment, it
was terminated effective June 30, 15898,

Managemeni's estimates and assumptions - 0 prepadng the tirancial
siatements, managemant is required to make estimates and assumpriong
that affect the reported amaunts of dassets and labililies as of the date of
the balance sheet and revenues and expenses for the period. Estimates
and assumptinng made by maragement primarily invohes the valuation of
the allowance for lean fosses, Actual results could differ significantly
from those estimatas.

Investment securities — The Bank = reguired to specifically icentidy its
investment securities as held-to-maturity, available-for-sale, or trading
accounts. Ancorclingly, management has determinad that all investment
securities beld as of Decomber 31, 1988 and 1997, am dvailable-for-sale
and conform to the following accounting policy:

Sectrites avadabie-for-sale — Bvailable-for-sale securities cansist of
bonos, notes, debentures, and certain equity securities. Securities classi-
tied a5 available-for-sale may he sald in respanse o such factars as: (1)
changes in market interest rates and refated shangss in the sesurity’s pre-
payment risk, (2} needs for fquidity, (3) changes in the availaoility of and
tha yield an altermative instrumeants, and {4) changes in funding souices
and 1ermes. Unrealized bolding gaing and [osses, net of twe, on dvailzible-
fur-sale securities are reparted as a net amount in @ separate component
of equity until realized. Fairwalues far investment securities are basen an
nuated market prices. Gains and losses on the sale of available-for-sule
securities are determined using the specfic-icentification method.

Darlings jr the fair valoe of individual avaifable-for-sale securitiss el
their cost that are cther than temporary, result in serite-downs of the indi-
vidual sacurities 1o their fair walue. The relater write-cowns wioulkl be
included in egrnings a3 realized losses, Premiums and discounts ame rec-
ngnized as interest incorme Lsing the interest method over the pariod ta
maturity.

Loang, nel of allowance for loan Iosses and unearned income — Loans
dare stated at the ammint of nnpazic principal, reduced by an allowance for
loan losses and unsarned income, Inwsest on loans s caloulaled by using
the sirple-interest method an daily balances ot the principal amount aut-
glanding. The allowanee for Inan lasses is established through a prowi-
sion for lean logses charged to expenses. Loans are charged against the
allawsanse for loan losses when maragement baligves that the callectibil-
tv of the principal s unlikely. The allowance iz an ameunt that manage-
ment befieves will be adequale o absark possible losses on existicng
lpans that may become uncollectible, based on ocvaluations of the col-
lectibifity of lnans and pricr Inan foss experience. The evaluations take
inta cansideration such factors as changes in the naturz and volumea of

the loan portfolio, averall perifolio quality, review aof specific problem
loans, and currant eganomis canditions thal may alfecl the borrower's
ability tw pay. Impaired loans are measured based on the presant value of
axpected future cash flows discountad at the ioam's effective interesl rale
or atthe loan's market price ar the fair valus of the collatora if the loan is
collateral dependent. Accrual of interest is discontinued on a loan when
managamsnt halieves. aller consicering sconamic-and business condi-
tions, callection fforts and collateral position, that the oarrower's finan-
cidl condition is such that collertion of interestis doobtful. Laan origing-
fion faes and carlain direct origination costs are capitalized and recog-
nized as an adjustmeant to the vield of the refated foan.

Various regulatory agencies, as an integral part of thoir examination
process, periodically review the Bank's allowances for lpan lasses and
lnsses oh other real estate owned. Such agencies may reguire the Bank
to recognize additions to the allowances aased on their judgments about
information availzbla to there at the tme af heir examination: The Bank
Underaent sxamirations by apolicagle requlatory agencies during 15998,
1997, and 1898, The accampanying financial statements reflect any
accounting adjustments required as 4 resull of the reguiaiory
exarminationg,

Loang held-for-sale — Mortyage oans originated ard intended Tor salo in
the sccondary market are carriec at the lower of cost or estimated mar-
ket walug in the aggregate. Mel unreaized insses are renagnized thraligh
A vaiation gllowance oy charges to income.

Loan servicing — The Bank salls morgage loans pomarily on a servicing
réleased beosis and recogrizes a cash or g prosent valoe gain or loss. &
cash gain or 1053 is recognized oo the extent that the sales proceeds of
the mortgage lans sold excesd ar dre less than he net ook valie al the
time of sale. Loan servicing income s recorded when carned. Loan ser-
vicing costs are charged e expense as incurred.

Land, buildings, equipmend, and lgasehold improvements — Land,
bullgings, equipment, and leasshald improvements are stated at cost,
less scoumulated deoprociation and amortization. Depreciaticn and armar-
tization are computed principally an the straight-lFne method over the
gatimated usefil lives of he assels, shich range Trom 50040 vears,

Other real estate owned — Redl estate acquired by the Bank in satisfac-
tint af cell s carced al the lower of cosl ar estimated nel realizable
value. When property is acouired, any excess of the loan balancs aver its
estimated net realizabie value is charged to the allowance for loan [nsses.
Subseguent write-downs to net realizable value, i0ame ar any dispasition
qgaing or losses are included in noninterest income and expense.

Advertising — Advertising costs are chargad 0 expense during the year
inwhich they are incurred,

Income taxes — Deforren tax assots and liabilites are determined based
an the fax effects of the cifferances hatwean the book and tax Dases of
he warinng balance sheel assels and liahilities, Deferred tax assels and
lighilities are retiected at currently enacted income tax rates applicable to
the period in which the neferred tax assets of liabilities are expected to be
realized or selied, As changes in lax lewes ar rales are enacted, delerred
tax assois and liabilities are adjusted through the prowizion far income
taxes.

Slatement of cash llows — Far the purpose of presertation in the state-
ment of cash flows, cash and cash enuivalents are gensaally all shart-
Lerrn investments with a maturity of throc manths or less. Cash and cash
equivalents narmally include cash on hand, amounts due fram banks; and
ferieral funds salkl.

Off-balance-sheet financial instrumends — The Bank holds na derivative
fimancial staterments, However in the ardinary course of business the
Bank vnters into off-balance-sheet tinancial instrurmonts consisting of
commitments to extand credit, commitments unoer credit card arrance-
ments, cammersial letters of credit, and standby latlers of credit, Such
firancial instruments are recarded in the tinancial statements when the
crecits are funded o refated fres are parnad.

Fair value of financial instruments — The following methods and
aasUmptinns weare used by the Bank in estimating fair valires of financial
instrurmzants as disclosed horein;



Cagh and eash eguivalants — Tha Garrving amounts of cash and shorl-
lerm instruments approsimate ther fair value.

Avaiabie-for-sale seeorftfes — Fair values for investment scouritios aro
based an guoted markst prices, [Fa quoted market prics is oot avaiable,
fair value is estimated using yualed markel prices far simifr seouritios,

Federal Aeserve Bank stock - The carrving walue of Federal Reserve
Barik stock approximates s fair valoe.

Laans heid-far-sale — Fairvalue represents the anticipated proceads fram
sale of the [oans.

Lagns racalvaife — Far variable-rate Inans that reprice frequently and have
na significant change in credit sk, fairvalies are based an carnying val-
u=g. Fairvalues for fived-rate Inans are estimated using discointed cash
flow analyses, using interast rates currently being offered for loans with
similar terms to barrowers of similar credit guality. Fair values for
impaired loans dre estimated using discounted cash flow analvses or
underlying coliateral values. where applicablz.

Daposit ftaiitfias — The fair values disclosed for nemand deposits are, oy
clefinitian, equai ta the ameunt pavable on cemand at the separting date
+that is, their carrying amounts). The carrying amounts of variable-rate,
fixed-torm morey market accounts and cerditicates ot ceposit (CDs)
approximats their tair values at the reporting cate. Fair values for fixed-
rate CDs arc cstimated wsing a discounted cash flow calculation that
appliss interest rates susrently being offersd on o cortificates to 4 scheduls
ol aypregated expected mantily maturitios o time deposits,

Accrued interast and affver assets and liadifites — The carrying amounts
o7 acoried intorast and other assats and liabilities approximate their fair
values.

Off-balance-sihoet instrivments — Tha Bank's off-Dalance-sheat instru-
ments incluce unfunded commitments to extend credit and standby 12t
tors of credit. Tha tair value of these instruments is not considered prac-
ticable to ostimate because of the lack of guoted masket prices and the
inabiity to cstimato fair value without incuering cxcessive costs.

Stock oplions — The Bank measures campensation cost using the intrin-
sin walug method, which computes compensation cost a5 the difference
betweon a company's stack price and the option price at the grant date.
Aooerdingly, no compensation cost has boen recognized for its stock
sption alans.

Recently issued accoumting slandards - In June 1997, the Financial
Accounting Standards Board (FASD) issucd SFAS Mo, 130 Boporting
Gumprehonsive Income. This statement ostublishes standards for repart-
g comprehensive ncorme dnd its companents (TEYENUES, SXpeIses,
gaing, and lossas) inoa full set of financial slatements. This Statemean
reuires that the Bank recognise e unrealized gain ar loss on-availatble-
for-sale seoartiss as a component of comprehensive incoms. This
Statercent is effective far the vear enden Derember 31, 1298

har issued bul neb yet reguired FASE slatements are nol surrently
appiicable 1o 1he Bank's operalions, Management believes these aro-
aauncements will have na material impact upon the Bank's finane:al pasi-
tion ar results of operation.

Reclassifications — Cerlain reclassifications have besn mace 1o (he 1897
anc 199G financial Stalaments 1o canfarm wil ) Current year presentations.

MOTE 2 — |HYERTMENWT SECURITIES
The arnurtized cost and estimaled markst values of investinent securities
are as follaws;

GROSE GROES ESTIMATED
AMOATIZED  UIMAEALIZED UNREALIZEDF  MARKET
COST GAING LOSSES VALUE
December 31, 1998
Aed Ahle-far-zale sezunzies:
Callatar mnrgane
nligalingg A 1,983,028 3390 ¥ R 1,988 078
[ Lnizipal sesurilivs Tono [S4ES 24 hEd
52 033 025 §59:0 GUade; 52 0dg 632

GROSS GROSS ESTIMATED
AMORTIZED  UNREALIZED UNREALIZED — MARKET
GOST GAIKS LOSSES VALUE
December 31, 19497
hosilhle-fae-sale sacurtas:
SR TrEdE Ny BEGLTITRS 53995445 5o i [ I A 12 L R N
Ctlalerlizmd inar igags
obligations 2,397,095 * (21,0417 £, 30E,U0E
D germres AL B - (Fa0d 2058150
AR TR2A23 5 5126.G567 53.7D30GGT

e

The amortized cost and estimated marker value of investment seouritias
gz of December 31, 1988, hy rantractual maturity, are shawn below.
Expocted raturities will ciffer fram contractual maturities because bar-
riers may hive the right to call or prepay chiipations with or without
call or prepayment penalties.

AVAILABLE-FOR-SALE

SECURITIES
ESTIMATED
ARYOATIZED MARKET
COST VALUE
Mein g v2a- or less 5 = 5
D -#'tar pra wear tirogh fee vears %
Loae a'Lar N gsars Shiropk Gg71 gears ala7a
[ oot tar yoars 19.474

1 SRR 5T

Lz ararzlizac morpane obliaazions

§2.033.007 $2.036.532

Ag of December 31, 1988 and 1997, investnent securities with an amor-
tized costat $750,000 and S800,000 respectively, were pledged t0 secure
deposits of public funos.

Ihe Bank, as a member of the Federa’ Reserve Bank systam, is requiren
W maintzin an investmant in capital stock of the Fedosal Beserve Bank.
This stock is not actively traded Butis redesmable by the Faderal Reserve
Bank at 15 currenl hook vilus,

MOTE Z— LOANS, NET OF ALLOWAMCE FOR LDAM LOSSES AND
LUKEARMED INCOME

The compasiton of foan balances s summdrized a5 foliows;

1998 1997

Dk sial F17,R9.536 F 15074947

Haal calate  posirackon 10535212 T252875
Fizal estate — parnaaen; LR T b, c28,80¢
nredtrams 5,182 467 P10
Tk ] b ] e 06T
Lprdrall aceounls 1112 TA0°

sh4E ind 0572 EB0
Allewante for nan ipsges (428 L4 2 452 RE4,

Unearnzel inorra (93,165 187 BRT)
§.5544R 04k

Changus in the allowance tar loan losses wers &5 follows:

§.DDHOR SN

17
B ANCF, Baginning of vear §3456.239
Fr an B ler asses Miaaa7
Loansg cha-gos-wl (110,828
[iecavenies of 1a0s go2avious ¥ shargas-ci G200

JALANCE, a o war 58624

5 428,542

Impares lnans having recorded balances of $35.674 an Deeembar 3,
1858, and 540 566 an Jecemaar 31, 1997, have bean recognized in-con-
formity with SRS Mo, 714, 25 amended by SFAS Mo, 178, The tatal
allesante for doan losses related to these loans was 55,351 and 1,067
an December 31, 1995 and 1997, respectively Inlgresl incame on
impairec leans of 5197 and 514,648 was recognized far tash payments
received in 1998 and 1994, respectively. Mo interast income was recog-
nized far cash payments received in 1997, Had the impaired loans per-
farmead ascording to their arigical terms, adoitional intérest income of
3,628, 54,313, and 53,051 would have been reeognized duricg 1998,
1997, and 19496, respectively,




The maturity range of the laan pertiolie as of Decernber 31, 1998, is as
follpus:

OuEe
OUE IN AFTER OME
ONE YEAR THROUGH  DLUE AFTER
OA LESS FIVE YERRS FIVE YEARS TOTAL
Crrnnartizl ard raal gstata §14.825.700  §59583,003 5AERREDE. F 52446921
il Gard loans 3182467 - A0 867
ratallment zans and avardrals A047 . FEEE 303135

F1R258108 9455 757 T e S = K Y
Morascrtal loans 55,257
5 45 OB Thd
Fisat-rate laa1s 300280265 31467 451 15238808 &
Adjusranle ata foang £O47 gas 7 268 20k i

5 TEZI0ABE 5 BABRTAY A B2A5ANG

Hanananz! |l aans

NOTE 4 - ACCRUED INTEREST RECEIYABLE AND OTHER ASSETS
Accrued interest receivable and ather assets congist of the fellowing:
1988 1007

Aceried intzrest recevable $ 105,105 3 25RAT
Defer-ar noeme taees 18E.2e 254 2ET
Gratiil card rapeiva hlag TET RN EC
Frapale axpeazes 1745 F1 507
(e =eepeaales 14104 i I

5076 RgY DRGEE e
NOTE 5 - LAND, BUILDINGS, EQUIPMENT, AND LEASEHDLD

IMPROVEMENTS
Major classifications of land. bulldings, equipiment, and |easchold
improvements are summarized as follows:

1988 1997
Land 5 3E46E I A54AG
Buidinas i 200,306
Ecu g ngr 570,965 Q50,40
Leasahots mproveren s 0RE 18847
B T73 EvTBER
Aramilated depresiatian and zrorfizacion 1585 8341 B BT
3 244038 kT o]

NOTE 6 — TIME DEPOSITS
Time cortificates ot deposit of $100.000 ar more aggregated §5,541,731
as of Decemnber 31, 1998 and 54.147.273 a5 of December 31, 1987,

The scheduled maturities tor time certificates of deposit of $100,000 or
more and all other time deposits are as follows as of Cecember 31, 1998:

TIME CERTIFICATES ALL OTHER
OF 5100,000 TIME
OA MORE DEPOSITE
195 54,247,994 # 25,036,557
200 1,203,757 3,APE,900
2001 507 BED

14

WOTE 7- OTHER OPERATIMG EXPEMNSES
Other cperating expenses for 1998, 1857, and 1996, were comprized af
the follewing:

1984 1547 1396
Credit card expens: bl e 3 aaR0a0 geFRA0n
Jets aracassirg GxpHisag 141641 133,344 1R REE
2rolass nial sereicag A9.754 124367 1M ERE
Talephinra, pog-age. ang wire Tanstar exenzes |36.242 155,545 SARED
NELFENCE 34,534 62,4900 P
Stetoneny, supplics, and printicg cepenses 42,830 ATART 11 R4%
aavarizng nzal 7R84 21353
Aulonaliz baller rrachina preaessing feas B08 TE10 4.344
Fuzilz ralatians a7d business caelopmen 18,235 0l 15.844
ME= zrd othar opzratiag lossas { dob £ 65 2496
Othar coaraing =ocrsa: 100,232 TRLTE AR.a372

F 9860 G L R L
MOTE 8 — IHCOME TASES
[he income tay provizsian consists of the fallowing:

1494 1597 1456
aurrent 511644 5 5 -
Defrred nanaz 1A1.2:47) 22047
larn g provision (ensfit) G736 2N 4 B2 bed

The 1988, 1997, and 1986 provisions for incame taxes differ from
armpunts compuied using stafuitary rates as follois.:

1948 14997 1496
Fezara income Lages ol sbatulury rales $159.336 5 80,742 Ba03.303
St Incame Lascs, nes oF Faduczl barafit 2016 B ARR 11,124
Dicrgasa in waliation allawancs (148 6Ray 742 D0, L7 862)
Dl gz arices 5552 SRR _lugrr
H_ 3675 b R T b [

Daferred tax asset and lakility accounts consisted af the Talowing 25 of
Dacember 31, 1998 and 1997

Dularrial Lax assels:
Lengin lerss -asenue o i 7Fels

det nparsting loss canviorwsand 4o.d0E 48 04
21° gl 428 Bln

Jeferred tax Gk ililics:

Aocdmilalid oopeciation 11, GES) 121508

aluativn allover:e - [149.£89)

[et pafarar tax assets 5103 2Rt bt B

As of December 31, 1994, the Bank had niet aperating loss carryforsards
dvdilable too offset Tullee income laxes in the approximate amount of
$405.800. These carryforwards expire in 2009,

HOTEQ -~ BANKCARD AGREEMEMTS AND CREDIT CARD TRANSACTIONS
In My 1999, the Bank ertersd into 2 Bankoard Program Development
Apreement with |JL Corporation {cureently known as Renaissance
Bankcard Services), with the intent of utilizing Renaissance's expertise in
the developrment of its own secured and quarantaed consumer Visa and
Mastereare programs, During 1996, 1he Bank and Renalssance complet-
e & salllement sgreemert and mutual release, the effect of which includ-
gl the sale of $15,456,590 of the Bank's credit card portfalio in 1986, A=
& condition of the agreement termination, Rendissance received a fee of
10% af the net profit Tram all ratained crecit card accounts Tora periad
of 24 manths,

These consumer credit card aceonnts wers origirally recuied o be Tully
securad with fime certilicales of deposit 4l (he Bank, The majarity of thess
Accounls have become partially unsscured with the passage of time due
to the customer's crediteorthingss. Total outstanding balances under both
the fully and graduated secured credit card programs were §1 612,320
and 52,133,642 a3 of Decemnber 31, 1995 and 1997, respechively,

The remaining credit card porfolio consists of ‘secured and unsecursd
accounts which are serviced and reported by Western States Bancard
Agsociztion (WSBA). The Bank has assumed all risk management



respansibilities including collection and due diliperce procedures. WSBA
provides all other partialio service reguirements. Unsecured accounts
totaled S822,279 and $302,0687; secursd accounts tatalad §747.768 and
Sa75,575 as of Decambar 31, 1998 and 1997, respectively,

Far (e years ending December 31, 1988, 1857, and 1998, the Bank's net
imterest margin on credit card accounts wWas as follows:

1998 107 1004
|3erast-ar ‘Bl TR 5883 814 fis Fusbhdly
[rerast 2xpensa 108 357 463 17F LR
Foabinerast margi RN 5436079 fagT.7E0

MOTE 10 = COMCENTRATIONS OF GREDIT RISK

IMustal the Bank's commarcial Inan antivity is to customers located near
its headguarters and branch office, These geogranhical areas are primar-
ity imvalved in metropolitan business and residential development activi-
fies. A% of December 31, 1998 and 1997, commorcial loans were 49%
andl £3%, respectively, of the Bank's loan portralio.

The Bank's real estate lending oopartrment in Porland, Oregon makes reai
gstate construction loans to auildess and their custamers in the Partland.
Qregon ard Marcouwer, \Washingtan metropelitan areas. The attice also
pravides real estate morlgage brokerage services to its customers for
shich it recaives fon and commissian inconte, As of Deeamber 31, 1988
and 1897, 28% and 24%, respectivaly, of the Bank's laan portialio was
gomprised of real estate canstruction loans.

The Bank makes credit card luans Lo qualified indwviduals thraughant the
United States. As of Decembar 31, 1948, 955 of the Banks [oan portfofio
wias nomprised of putstanding credit card balancos,

MOTE 11 — TRANSACTIONS WITH RELATED PARTIES

Certain directors, executive offiches, and principal stockholders are nus-
tnmers of and have had hanking transactions with the Bank in the ordi-
nary course of Dusiness, and the Bank expects to have such transactions
in the future, Al loans and commitimeants ta loan inciuded in such trans-
actians serd made in complisnes with dpplicadle Bws an sunstantialy
the same terms {including interest rates and coilaleral} as thase pravail-
ing af the fime for comparable transactions with ofher persons and. in the
apinian al 1hz management of the Banlk, do not invohe mare than the
narmal risk of cellectibilily or present any other unfavarable features. As
of December 31, 19588 and 1957, credit card Toans with oiistanding bal-
ances of 516,755 and 520,641, respectively, ware sulztanding 1o ralasd
parties. Addificnally, §1,000,000 of related party real estate leans were
lundead durng 1995, and subsequenty seld prier to year-end.

NOTE 12 ~ COMMON STOCK TRANSACTIONS

Capital stock — During May 1997, the Bank amendad 55 Articles of
Ipcarparation o provide far the conversion of all Class A comman stock
to newly izsued Class B common stock. Qe share of Class B stock was
issued tor tour sharos of Glass A steek. Fach share of Class B sock s
ertitled to the same rights 2nd priviloges as the Glass & stock; and i enti-
tled fo vnte:

Stock offerings - In Octeber 1984 ke Bank issued a0 offering mema-
randur for the sale of 3,500,000 skares of Class & comman stockat 5.50
per share. The offering was crigirally to cxpirg oo barch 31, 1995, But
wias (urthir extandsd oy the Board of Directors until September 30, 1995,
I Ockabur 1995, Lhe Bark issued anather offering memerandum tar the
sale of upto 3,414,521 shares of Class & commnn stock 2t 5.50 fora 35+
day periad ending Mowemozr 21, 1995, This affering was also further
extended by Board approval, Az of December 31, 1986, addilicral capital
of BRT0. 822 was raized a5 a result of these offerings.

Stock aption plans - In April 1992, shareholders of the Bank approved
the 1992 Restated Mongualitiod Stock Dotion Plan Tor Employees
(Emplryer Plany and the Restated Mondiscretionary Stock Option Pla far
Nonemployee Directars (Outside Director Plan).

Tho Emploves Pran provides tor the grant of aptions to emplneees ipta
ar agorecate of 122,500 shares of the Bank's Class B comman stagk. All
employars af the Bank wha rmest eligibiity reguirernents may participals
it the Finplowes Plar which is administered by a committae of the Board
af Mirectors, The committes has (he authory to grant cpticns including
determination of tha condiions and liring of grants, desigration of the

emplayess to whorm aplons ars 1a be granted, as well as the numbar of
shares subject to option and selectivn of (ke exercize price for shares
aptionad. Under the plan, options may be exemised anlky while the
grantes s an emplovee of within 12 manths following ermination of
empluyment. The plan became effective upan stockholder approval and
will terminate ten years after the effective date. As of Decamber 31, 1998,
aptions for 100,500 shares wera autstanding under the Einployes Plan.

I'he Outgide Director Plan covers all nonsmploves directars of the Bank.
This pfan provides far the grant of options ta directors up Lo an aggregats
af 9,750 shares of the Bank's Glass B cammon stock. Tha plan is admin-
istered by & committes of the Board of Directars which specifies the con-
diticns, timing, and exercise price of grants of oplions, Under the:plan,
aptions may be exercised only while the grantee serves as & director or
wilhin 12 months folowlng lermination as a director. The exercise price
tor options may nat be less than 85% of fair markst value of the stockon
thi date of grant. Sinvlar to the Employas Plan, the Qulsids Directar Plan
became effective in April 1992, and will terminate in ton years, A% of
Desembar 31, 1958, options for 4,250 shares of common stock wera
autstanding under the Outsice Dircctor Plan,

Buth Restaled Flans for employessand directars have two restrictions in
the recipient's exercise rights. First, recipients may not exencise opticns
untii after six manths fram the grant date. Further, the Bank miay require
recipients net to dispose of exercized ghares for up to 12 maonths from
the completion of an undenwrillen publc offering of the Bank's securitizs.

The following summarizes options available and outstanding under Goth
the Direclar and Emplovee Plans as of December 31, 1958, after the
offect of the 1997 reverse stock split

OUTEIDE COMBIKED
DIRECTOR PLAM EMPLOYEE FLAKW _ PLAHS
WEIGHTED WEIGHTED
AYERAGE AVERAGE
QOPTION OPTION
SHAREE  PRICE BHARES PRICE BHARES
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Nieng grantedin 1996 5 51.25 2.a00
Jmions eesrcisad in 1996 = 5 51.2h {E.al0
Gotions cancallan in 1556 = fi= : L]
Dptiones psberad ing as o
Tegembar 31, 1386 _ 3750 R.EDE 04,188 Sids 105,375
Cptiong exarcisable os of ol U
dezambsr 51,7 EHG 9250 5oz 0E 94125 T [1 <
EDR 2eais PRATG
Cptong outstanoiry as of
Juzernbar 5, 7 G il 5 sl 94,170 5785 103,375
Cplicnes aranied in 1237 Bt 4,300 B £,500
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Lrtians rarzelad © 1997 [A.000) 51700 (G258 4k (b
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Daznnbar 37, T0ET 1,250 i EhZ a0 ERL R (1
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OpLam canriised in 14993 15ud] } d.d 3 & - Al
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HOTE 13 = EARNINGS PER COMMON AND COMMON EGUIVALENT SHARES
During the year ended December 31, 1947, the Bank ettected a 1 for 4
roverse stucx split, The sarnings per comman and comman eguivalent
shara calculation has been restated to refloct the reverse stock splitforall
perinrs pragented.

SFAS Mo, 128, Earnings Per Share requires & dual prasentation of basic
and diluted sarnings oer share. Basic carnings par share gxchides dii-



tian and is compuled by dividing income availabie to common stock-
haldass y e weightod average number of common shares cutstanding
for the year. Diluted sarnings per share raflecl e potential dilution that
sould CIBI:IJI' if comman shares were issued pursuant to the exercise af
options uncer the Banks stock pption plans. The fallowing rable illus-
trates the computations of basic and diluted earnings per share for the
vears ended Dacomber 31, 1998, 1997, and 1936;

INCOME
1908 [NUMERATOR |

SHARES  PEA SHARE
IDEXOMIKATOR] ARQUNT

Bazic earnings per share

Commitinents to extend credit are agreements ta lend oo customer as
long as there is no viokalion of any condition established in the contrac:,
Commitments generaily nave fixed sxpiration dates ar other termination
Clauses and may requirg uayment of a foe, Since many of the commil-
ments arz expactod to expire without being drawn open, the total com-
mitment amaunts do nal necessarily represent future cash raguiraments,
[ amaunt of eollateral obtained, 7 deemead nacessary by the Bank upon
Bxlension of credit. is based on managemsnt's credit ovaluation of the
countarparty, Gollateral held varies ot may include depasiinry aouounts
held iy the Bank, accaunts regefvable, inventory, property, equipment,
and inceme producing properties.

Inczme availebls b conncwn shareks ders 5468 Bad {464 pz8 50,21 y - ; o )
Efact of diludive sueartas: = Lettars ef cradit writlen are conditional commitiments issaad by the Bank
Qulslarding commen swock aptiors - 20071 to guasantse the performance of a custormer to'a third-narly, These guar:
- ! dntees are primarily issued o support pubiic and private borrowing
”"“t:ﬂrf::’";"gz‘l‘aﬂfg?E'l‘“;enm . arrangements, inciuding commarcial paper, band financing. and similar
LR A o [ FE R P R HE rA x ' R ' o
ol AESIRIE vl g 40433 | 14000 0.2 trarisactions. The credit risk involved In issuing lellers of crodit is essen-
S =T ol tially the same as that invalved inextending loan tacilities to custamers,
1997
ki i . MOTE 16 — FAIR VALUES OF FINANCIAL INSTRUMENTS
Mmys paf =Snare - - & £t . - s
T malsbla o Comron sharéhaders  SEEEB1Z RS HiL50 The Tallowing table shows the estimated fairvalue and the rlated carmy-
Fifar of dillrive s2crtas, == ing values ot the Banks financial instruments as of Decenber 31, 1898
Qutstanging ceminen & ok aplior s = (B arid 1997,
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MOTE 14 — EMPLOYEE BEMEFIT PLANS anintersl-becive denarl epesite § 8519118 I | R R (e ]
The Bank maintains a 401(k) Retirement Salary Savings and Profit il e T L I FoB 2
: i Sndres ang lw iepesis B L i..4 HER 3 36 455, 67F

Sharing Plan. All permanent employess are gfigible once they meot the
ane and servico requirements. Eraplever contributicns match B0% of all
quelificd employee contributions, @ a maximum of 3% ot annual salary.
Emplover contributions of §21,043 and $18,543 were mads far the years
ended Decermber 31, 1908 and 1997, respectively. Ma emplayer contri-
butions were made for the year ended Decembar 31, 1986,

NOTE 15— FINANCIAL INSTRUMENTS WITH QFF-BALAMGE-SHEET RISK
In the normal course of business to meet the financing needs af ils cus-
tomers. he Bank g a party to financial instruments swith off-balance
ahest risk, Those financial instraments include commitments to extend
credit and the issuance of lettars of credil, These instruments invohe, to
varving degrees, elemants of credit and intorest rate risk in excess of 1hae
amaunt recagrized in the balnco sheat. The contract amounts of those
instrurnents reflect the extent of involverent the Bank has iv particular
clhasses af financial instruments.

The Bank’s expostie 10 credil luss in the avent of nonperfarmance fy (he
atner part' to e financial instrumant for cemmitments 2 extend crodic
and [etres of crodit written is "Bpresel itec by the contractual amoont of
those inss rumunts The Bank usas the same credit policies in making
commitments and condificnal chiligations as it does tor on-balance-sheat
instruments.

Lnless noted athereise, the Bank reguires colileral or other security to
support financial instruments with credil risk,

B e

Accruelinterssad iz iabiltes  § 0 dCvEn on o 31RAE AOFAR 3
While these estimates af fair valus are based on maragement’s judgment
of the most appropriate factars, there is no assurance hal, wers the Bark
I havo disposed of such items 21 December 31, 1998, the estimatad fair
valles would necessarily have been achieved at that date, since parkot
valLes may ditfer depending an various aircumslances, The pstimated fair
values &t Decemiber 31, 1998, shoulo not necessarily be cansidared o
anply &l subsequent dates.

I additicn, §higr assets and labilitizs of the Bank that are-not defined as
financial instruments are not included in the aove disclosumes, such as
property and equiament, Alsa, nonfinancial instruments tepically nol rec-
agnized in the financial statements revertheless may have value but are
nut included in the above disclosures, These include, among cther items,
the estimaled sarnings power of core deposit accounts, Lhe earnings
patential of loan servicing rights, custormer goedwill, and similar items.

MOTE 17 — COMMITMENTS AND CONTINGENCIES

Dparating lease commitments — As of December 31, 1998, 1997, and
19946, the Bank |eased cer@in branch facilites and equiprment. Fent
gipense tor 1988, 1897, and 1986 was 5150,000, $154.844, and
8145302, respeclively, The approxicate minimom arnual commitment
for rentels under these cperating leases is summarized az follows:

YEAHS ENDIKNG DECERMYBER 31,

CONTAAGT AMIDUNT
A% OF OECENMBER 31,
1994 107
[parsia sl urnenrs whose contract amaunts
raprasent ¢oadit gk
Carstrucdian loan som mimarts 16077273

LAt card zommismarts 14,768,A91
lirz of cragt copuribneas ART 0T
Latters af cracil 000
FLRAT 4 5 b4y 54

14

(EEE
2000

Legal contingencies - |n the ordinary course of business, the Bank may
becorme irveoleed in varicus ather liligation arising frem narmad bank
activities. ln the apinion of management, the ultimate disprsitior of theys
acticng will mot have a material adverse affect on Ihe Bank's financial
pusition or results of aperations,



Year 2000 issug — The Year 2000 (Y2K) issue is the resull af alder cam-
putar programs being written vsing twa digits rather than four o define
the applicable year. A compuier program that has date-sensitive socitware
mdy recagnize a date using 00 as the year 1900 rathar thanthe year 2000,
This cotld resull in asysterm falure ar miscaleulations sausing disraption
af operalions neluding, amang othes things, & Emparary inability 1o
procoss transactions, send statements, ar engage insimilar normal busi-
ness activities.

Bused onoan assessment of computer hardware, saftwarz. and. othe
couipment operated by tha Bank, managemenl presentiy believes that all
enuipment and grograms wil be ¥2K compliant by Jure 30, 7899 4 pro-
gram faraddressing the Y2K issue thraugh awarensss, assessimeant, rep-
avation, and testing has been developec and implamanted. The costs of
implementing and completing e program's phases have nat Deen of 2
material nature and should continug Lo 92 minimal through program
cormpletian.

The Bark has nitsied lormal comminications with al significant suppi-
ars ta determing the extent toowhich they are wulnerable to thase thind
parties’ failures fooremedy thoir own Y2K impact issues. Third-party
resannaes have indicated satisfactory progress in addressing any nesds
far aquipment or softwara renavation. The Bank's lare cusinmeans are
alzn being contacied fo build Y2K awarenass and encaurage sarly salu-
Lions regarding potential besingss disruption due te processing failuros,
There can be no guarantee thatthe systoms of other companiesan which
tha Bank's swstemsa rely will be timely converted, orthat a failure to con-
vert by anather company, or a conversion that is incompatible with the
Bank's systems, would not kave a materal adverse effect on the Bank,
Haweear, the Bank will test for the Y2K preparednsss of all internal func-
tions and external functions orovided by third parties whenzver possibla,

MOTE 18 - REGULATDRY MATTERS

Az af Decembar 31, 1998, the most recenl netfication fram the Office of
the Comptmalier of the Currency catoparizec the Bank as well capitaiized
undarthe requlatery framework for prompt corrective action. To be cate-
gorized as well capitalized the Bank must maintain minimun total risk-
fazed, Tier 1 risk-based, and Tier 1 leverage ratios 25 Set farthin the 1able
hafony, Thers ars aecanditions ar events since hal natification that man-
dgement belisves have changed the institution's catogory.

TOBE WELL
CAPITALIZED UK DER
FOR CAPITAL PROMIPT CORAECTIVE
KCTLIAL ADEOUACY PURPDSES - ACTIDH PROVISIONS
AADURT  RATID AMOURT  RATID  AMOUNT  RATIO
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