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{in thousands, except for per share data)

Interest lncome $ 7.378 % B.708 £ 5157

Interest Expense 3 685 2,119 2161
Net Interest Income 3,683 3.589 2996
Frovision for Loan Losses 173 362 101
Other Income 35 3441 268
Other Expensas 3,180 2,841 2,500
Income Before Income Taxes 873 72y 663
Income Taxes!{Benefit) 336 276 191
Met Income B3y 451 472
Met Income Per Share (.36 0.32 0.37
Book Value Per Share 4 59 423 3.85
Total Assets 75,7489 78,74 53,280
Loans {MNet of Loan Loss and Unearned Income) 63,977 70,740 45,741
Total Deposits 8¢ a7y 653.351 47,330
Shareholders’ Equity 6,782 6,207 5,006
Feturn on Average Assets 0.68% 0.68% 0.80%
Return on Average Equity 8.30% 7.87% 9.71%
Avarage Equity to Average Assets B.24% 8.69% 2.21%
Met Interest Margin to Average Assets 4.70% 5.45% 5.68%
Interest Income to Average Earning Assats 10.08% 10.18% 10.15%

Fourth Guarter 83.15 5268

Third Quarter 285 2.00

Second Quarter 3.50 2.68

First Cuarter 3.50 2.62

Fourth Quarter Sa.72 88,25

Third Quarter 3.94 325

Second Cluarter 4.00 1.50

First Quarter 12.00 1.50
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American Pacific Bank

=itice 1879

INTRODUCTION

American Pacific Bank was organzed und conrinues Lo operate under the
laws of rhe State of Oregon. The Bank 15 regulared and irs deposite are
insured by the Tederal Deposit lnsurance Corporation. American Pacific
Bank has rraded within the NASDAQ systems (Svmbol AMPPR) simce
1959,

American Pacific Bank was formed in 1979 (o provide banking scrvices o
the rural communities of Aumsville and Mill Ciry, Orevon. Sinece char
rime, the Bank has continued to evolve fronn its beginnings as a small cotu-
mutity bank into an institution with the strenarh to have an impacr on
the financial community encompassing rhe Pacilic Rim, The scope of the
Buuik hias increased ro satisty nat only the needs of che people where ir arig-
inared, bor w also provide credit card services i addition ro real cstace,
commercial, and personal lending services throughout Oreson and
Sourhwest Washington. Executive offices, includmg a full-service lending
oilice and a main branch, have been established in rhe (inuncial districr of
downrown Portland.

Toduy, the Bank has a reputation ol providing friendly, personal and effi-
cient sorvice o customers lving rheoughout Oregon and  Souchwest
Washington in the areas of consrruction lending, commercial loans, per-
MANENT Morrgaees, business Mhancing, consumer loans, eredic caeds atid
deposit services, The Bank relocated 1w its new headquarters in the finan-
cial distrier of dawntown Portland in January 2000 and also provides [ull
Internet bankime and Wl payment services o its cuslotiers through its
oriline delivery channel, American Online Bank. On March |, 2001, the
Bank opened its new Wood Village Branch in Wal-Mart on the East Side
of Portland. American Pacific Bunls future will continue to be characrer-
ized by continued growch and proficabilies.
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Message from Chairman and President

Warch &, 2002

Dear Sharcholders and Friends,

The Year 2001 was successtul and filled with positive develapment, in Spile
ol the years economic recession. Loun production and revenues have
expanded sreadily.

The Bank’s expansions were demonsteated by the successful establishrment
of our new Wood Village Branch, an in-stare retail branch located in che
new Wood Village Wal-Marr, the solid acrivity i Real Esrare lending, and
the rapud growth in business lendine, Wich the addition of the new branch,
the Bunk now elfectively scrves customers and businesses extended
through the Gresham area in East Partland. We conrinue o enhance our
products and service with our traditional personalized customer care.

We are pleased to report that net income for the fourth quarter ended
December 31, 2001 rose 149% as compared 1o same quarter m 2000, and
net earnings after taxes for the lourth quarrer of 2001 came 1w $221,516, or
$0.15 per share, us compared 1o $88,916, or $0.07 par share, reported for
the same period last year. Net earnings after taxes for year-end 2001 came
to $337.234, or %036 por share, an Increase of 9% us compared o
2450,798, or $C.32 por share, reporeed for the same period Tast vear.

It should also be noted thar net interest income for the fourth quarter
ciided Decomber 31, 2001 was $1,100,186 compared to 3927975 for the
satrie quarter last year, an incresse of [9%0. The excellent resulss of the
fourth quarter were partially lucilivared by the decrease in interest cxpense,
but were also due ro rthe continued scrong demand in both construction
lending and commercial reul esrare lending.

The Bank reduced its asscts size from 578,741,551 ar the end of fiscal 2000
to $75,. 748,871 at the end of 2001, a decrease of 4%, This decrease was the
result of management’s decision to not renew higher cost jumbo deposits ar
maruriry. Total deposits decreased 55,774,501 or 9%, during fiscal 2001 as
compared Lo fiscal 2000. Total oursranding loans decreased minimally from
272,726,852 in 2000 1 871,398,231 in 2001, This vecurred because the
Bank sold $12 million m commercial real estare loats in the sccond quar-
ter of 2001 ro case the concentration in the commercial real cstate loan
portfolio and increase overall liguidity,

We expect 2002 will be unother encourasimy vear for our Bank. With our
strategically  locared branches and our American Online Bank
(www.aphank.com) delivery channel, the Bank will provide services ro it
customers more ¢liiciently in the years to come,

b ( e P (ke

]‘_'ﬂi H. Chan David T. Chen
Chairman, Board of Dircctors Fresident and Chicl Excoutive Olficer

ol

“Bridging global communi-
ties through the Bank’s
omline banking services will
present better opporviunities
for owr customers n the
new millennium”

Fat H. Chan

“Combining electronic

banking with old-fashioned
friendly customer service
will continue to set us
apart from other financial
mnsttutions”

David T. Chen




AMERICAN FPACIFIC BANK
BOARD OF DIRECTORS & MANAGEMENT

BOARID OF DIRECTORS
bBai TT. s Chafrman of the Boord

Radsed i Hong Beng, where he was
edicared ur Si. Joseph College, Mr
Clan mirved to Dnelasd and graduated
from Northwesrern Prlrechnic with o
Jepree mu busitiess maragement and
commerce, e cmeral the linancial
conunity as an avestusnt banker
and cventually became rhe principal in
a Hemg Koy based sccurities firm.

WM Chun became . Chairman of
Armerican Macific Bank in 1947 whean or
was still called Santiam Valles Bank and on the verge of Lailune.
He wsserbled o complerely now wansagemenr ream and immedi-
ately Fegin a4 restricturing process That process has evalved o
the printwhere today the Bank's assers have grown Inom 59 mil-
livoy 1o well ower 379 million; the significant Toss posinom of
1936 hus urmed inne s proficgand the securities trade within the
MASTIAL svsteom

MWir Chan s cqualls at wome in the business woeld of the
Limited Srarcs, Cunwda, Furepe. and the Far East He brings
rvaluable sxpertize onoan intermariaral level o American

Tacific Buand

Duoesd T Chien: Fresdent, Cheed Execuiiie Officer
ared Bdemmber of the Voand of Divecwrs

Wi Chen bopun his career wmith the
Watianal Dank of Commmerce (larer
called  Bagnier TBankd in Scaule,
Washington in 196 In 19720 he
cotered the public scewor surving ds the
Tinumce Dirssror for warions municipal-
ities, The most recend of these was the
city of Beaverron, Oregon where he was
dircctle resprnainle for munuging rhe
cirys 360 million anmal budgen He was
appeinted by Prestdent Beagan's admin-
tstrativn Lo an adminissrative post wirh-
in the Farers Home Admimistration of the 115 Tepartment of
Aprienlnure in 1933, and assumed the position of Uregon Stae
Disecrar Under the administration of Presdident Busty Lie was
clevated o the position of Associare Administrator in
Washington, 02 In thar capacily, be assisred  the
Adminisrracer m memagine the Federal Govemment's chict
agriculiore and moral developoent agency, wich moze Lhan
2,000 emplovess, 2200 field offices nationwide and a lown
pardfalic exceeding 350 billian, with o anal bedger o
approximarely 270 Tallion

e Chen received Lis Masrer of Arts in Political Science
(o the Lreversoe ol Oregon, his Bachelor of Ans in
Mathematics Trom the Universicy of Washinaron, wnd
Bachelor of Arts i Public Administruton ram the Taosn
Marioral Ching T ang University, To addicen wo his respon-
cibilivies with the Tank, Mr Chen was appointed by e
Orregomy State Trossurer T gerve s o Pieratsl member for the
Oiregron Tacility Auchority.

T Wian Chane Member of the Boawd of Dhecinrs

Tomw Wan Chan, known as Tony Chen,
beman his career a5 an mvestient
banker specilizing i Asian equiry
financial  products for Pecegrine
Towestnent Holdings Timered (PILIL) in
Hone Kong, b Cluare was one of four
people respansible for scructuring sl
markenng for Peregring Dermvarives, o
subsidiary of PIHL, which prodiced
annuel recurring profiss of 20w 550
mullion,  More recenrly, Wr Chon
worked a5 an lvestent Bankear for
Commerzbank, Global Equities, where he was imvolved in the
cslublishmient of 2 new regionil business center in T long Kong
for the Global Equities Dissaion. Since July 1999 3 Chan has
werlad for Americun Froneer Binancml Corporuiion as an
lovestment Danker specializing in the coordmarion of the
Company's high wech and emerging lontemer relased srrareme
funding nctvitics,

Alesmder B, Koreling Meamber of the Board of [Direciors

felr, Borelin hus served cm rhe Tourd of
irecrors since 1985 He has haen
involyed in the fianciel cotnounily
since reociving his MBA in
Inrernatiomal Trade sl Finanes fram
the Universiry of Puger Sound. Hee bas
served ws wocohsultane o e publicly
raded compamices, lorcign kasad snocl:
crclanoes, and provace businesses sioee
tounding his awn firm in 1952, Because
ot e Korclinds eeperience and edu-
valion, he comrinues Lo provide the
cenicl mAanasement of the Bunb o with waluakle mput Il..‘g_.’_:-.ﬂ.‘l.litm
iy o day aperations and firure objectives.

M Karelin plars anoaccive tele i commiminy service balt in
Ovpewony and Soutbwest Washingtor, He is the Fresident of the
Feotury Club of Gredwer Clark Counry, Inthe pust be has served
as Fresident of Portlund’s Browdway Tnasrmasters; the Chuoinan
al the Fellpwship Committee of the Roary Clib of Portlund,
the Chatmuan ol the 1-3 (Children’s Innnunizaticon) Lask Foree
in Clark County, and 4 mwember of the Bourd of Dircctors of
Gireater Clark Counry Rotury Cluk where he was chairsn of
Communily Seryice.

Francis H. Henilricks: Momber of the Bowrd o Diwecioos

= blr, Tlendrcles is imvnlved in the amd-
cilmiral community o Awmaville,
Oirgonwhere he fus lived all of his liks:
[Te 15 o past member of the Aumsville
Schon] Tesrd foreight vears where, dur-
ing his terre, T served on e PBodger
Committes for o vears, e 15wl
member of the Wileo bzrmers Gronp
arw] thie Sublinity Harvess bostival, TTe
& ocurrently 2 member of the Board of
Dhrectors ol Sanriam Memonsd
Heapiral,




Tamies ML Mei: Memiber of the Toard of Direceors

br ke joined the Board of Direaroas i
Plecember 1390, and is an attemey in
Portland.  whwre
lcermational  Bosiness Transactions,
Chinse Luw and Thasiness [mmizration

he  apecializes in

Lawe He received his Juris Docior from
Woillametre Ulniversity, Ufrepon and
Buchielor of A Shatigliad
University, Clina, Mr. Mei represents

[rom

and  adwises many  Americun and

tultinational compunies conducting
Lwsiness i Ching and the Undted Srares. He alse handles bagsi.
ness angl amnisracdon cases Toe clivries o Asia and Europe,

M Mei dsoan sctive member of Amencan Bar Assecianian,
Chrezon and Washingron Srate Par Associanons, American
linmnigration Tawvers Assoctanen, and L, 5 Disrrice ol for
the Diiserict of Crvezan. In e past, Mr, Mei served on the Board
of Dhirecrors (o the Northwest Regional China Oouneil

MANAGEMENT

Dravad T Chen: Prasidend, Chief Execunas O et
el Wlotler ol e Board o Direciors

Richurd ¥, Chenng: Senior Vice Presidan,

Cheef Finanmal anad Oieranens O feer aned Clewhemate Secyeny

W Cheong begun his canser with
Avtinn Andersen & Company in 19483
as o mwember of the Munugemer)
Tnformation Consulnmg Division, In
thue sapacite, he succossully managed
cotnplex svstems develupuent projecrs.
Tlia responsibilities included preparation

wod smpleameiiation of the projects, o
aduition to supervision of the srall
assigril o the nnderraking. Poor o
joinmg the Bunk, Mr Cheang was un
investmenl managsl with a Japanese real wae sndicarion

COUIPHIY foir L s,

Te joined the Banle in 1991 and hae sinee heers elevated to his
presenl position. As Senisr Viee President and ORCYL M,
Cheongs respansibilites include shased respotsibilities in pec-
sortiel, operatoms, aml acoouncakilite for all foenciel and
AuCOnnLing aspecls of the Tank.

Mo Clveong halds on MDA snd an Bachelor of Buosiness
Adminisrration, heth o Finanes, fram the Universing of
Uregrrs, TTe woactive in the leenl community with Junior
Actuevement anel the Cregan Northwest Chinn Council, und
servent on the Board of Loaves and Fiches, Ine., United Way of
Oregon and Kids N Tennis.

1

[arlan Burcus: Sendor Vice Prasiden: and Chisl Uredit (Offeer

Br, Barcis has hesn actively invalved i
the financal services industzy for 138
vears. Prior o joinimg American Pacitic
Bunk, he was L maaping directoe of
Aaalyguesr, L1, a provider of sofreare,
ecducationul curricolum and consulring
servizes for Lhe linoncial sarvices indus-
iy, His carser began in 1931 wirh the
Federal Deposic Tnsurance Crorparation
i Portland asa bank examine: He was
alse an the faculty of the FDICS
Matiena] Training Cener in Wishingren, 130

I 195063 M, Bureus poined UL Bank in Parrland we a consul-
tane, and eventually became 3 vive prosidear and seruor loan
portlolic amalst (or LS80 Bank’s Credic A lmmisrration sl
Peliew. [ 1992 Be was promoted ro senicr eredil adminstrarion

wilicer, and inunuged rhe comnercial lous sysrems, munugemenr
mlomation systews und loan poolslio credic tisk analysis fun-
riona for the bank. ln 1995 Mr Tarcios et :_-;ppr_]inrud T ELL
nmagsr lor LS, Bank's fnterstate banking project, where he
successtully dirccied the merger and mtegrarion of LS. Bonles
mnltiple state lanks inte a single enrity.

W Harcus halds w Buchelnrs' Thesree  in Pusiness
Admmisration in Finance frone Wostern Srate Uneversity, and
iv wowraduare of e Pacific Coast Banking School a the
University of Washingion, e has also cerved on the facaliy of
che Mot hwess Commearnsial School of Leandi ng at U Ulniversiry

al Portlaned for severn] vears.

Dhomerean Wabks Semar Vice Freslene, Thwecear of Reod Sstore Lapicling

hlr Wb has therre-Fuve voans of bank-
ing exvericnee e bepan bis carcer in
LBE3 afrer attending college ar Orecon
State in Pusiness Admdnisoarion. He
has o stromy baclepronnd in real eseare
lending, eapeciully ineome properie. His
carcer srarrecd at Byuitable 5 & T whete
e held varions posirions as Deparoment
IMead, Bravch Munager of four dillerens
affices: and Vice President of the langes,
producticn office in che company, Mes
revenily, he has served az Senior Loon Officer and tion Vice
Fresident of American Facific Bank’s loan division, whee b

fus been respunsible for all real esrare lengding sctiviries. M
Wabs is w member of Mongage Brokerss Association ol America
aned Oregon Bankers Assocoarion, where he sits on the sisie real
eatate commitie. TTe las ulso held several vrvanizational affices
such we past Presidene of Mortgase Bankers Association in
Takima, Wushington, pasr Direclor of Oreson State Beuver
Club, and Vice President of Corvallis Home Toilders
Association, He is also a wradunce of the Mo luwese Banlsing
Schenl from the Lniversity of Washington



YOUR BANK AT WORK

Aarerican acific Buank meascres its sucoess inmany wiys praticabal:iy,
BRI, CUSTOMELD satisfacrom, and conrcibutions o the comaanicies
thiat wi semve,

Ar the core of cne lending programs 456 credit philosophy foousad v
lowwing aur cusromer aid understanding rhe borrower's abelity e
sepiny e loan, This sppreach, conbined wich experisced arl deci-
siwe mEmEgEenL, minimises i sl nasinees srofivaheling i cus
Lot satisfactiom,

The success of our commerei:] reas estare, husisiess, and crediz onrd
lemelone programs is evidenced by intgest ingeme and fes peneraticn of
e snlliom, resnling (e an averee vield on loans of T8, whichy s
advanzaseans ta onr costoiners and o Bk, This has been e
plished withour compromiong asset aunlity, s show by cur past e
e marton ool 0325, none-perfirmimys asset zacio of C47%, and et loan
Loss panio of (27990

Beal hurare Tending Lhsdston
Amierienn Facilic Bar s ea® Ferate Lending Division focnses peiveei-
lv ap min-pron lendiig for commmeraial and resideacial properres, con-
slruction fnancing for residencial ancd coranercial buildiags. oo rsi-
Jderaial loan brokering.

Lurmg 2001 we sold $L2 millie ol wini-cezm commeriial real estate
loavs as soreof wanaging oo balmee sheet, Neonetheless, the Real
Batare Divgion emdid 2000 wicn $559 aollion i leans, Besidenal
lesems orgivaved during 2007 waled over $ET nillem, due ia part fo
the frearshle decling I inzerest mies ducushour the yesn

Beal camare lowny ranpe i size o HI02,000 to $LEGCHNE Loans
whuve this rmnee ore parccijrated with orrer Teriders, allowing us o tuke
mart i larper crojects while minimizing cus vk esposce,

lix mitigare the ks inherent mowonstection sl seannereial real
eymare Loang, the Park actvele mansgss this porcdolio throseh fregueoc
inpections, coneralle] Jistursements, varidble fnwersst are pricing
with presestablished flaor ratis, mid sales to the seeondary aker
Lhoring
enue wicn over 25 inillion in inters
the prine veor,

I e Beal Fatace Dwston expetizaced solud wrowth o ev-
il fee inoome, o (% wain cver

RN
| Y0 CAR

QDT

|alipAAN T
ket :

Business Lendiog Division
e resenily escanlished Busires Lending Liyvistom, providing smell k-
gesses with limes of vredic, e firsmemey, S04 lears, aml vl mavage-
el motues. bad wogood year Lo ended 20 wic 347 mitlionom Lo
sutstunclingg and 532 million i conusiiments prder navagsen Fhels
these ammns wire Tes than we 5l plasmed, sartially due i e ecenom-
oo dowenituen, che Femb continoes b2 presemee i excellent osses qualing

Iring 2001 the Business Teriting Division comiributed $310,000 in
incerest amed e ineease and almoss PE00,000 o dopesits. Matasemenr
Sus prlanned for Lam gy 2 this Diesion: ol cioce than $10 willios
i 2002, annd Leolis torwom] tedn edocming anosmpuerlail, coperiburoT
the Fank's profisbilice and further divessifeng boch the sk and
ineene of the loan moreialio

Bankeard Center
Amencan Pacific Lank continues 1o be o of the Tes values in the
nation in seenmed] credit sacd prodhiets, qs rated by Cand Tral,

Secures credit cords reguize e accounr holder o deposit fund s with
rhee Banle o an amonnt seal fo, o greazer Tham, (the eredic limiz of the
accoum=. The depusits foz the seonmed eredic cards noe enly provide prae
leching agmingt losses b also provide omoeffective and mesponsve
firmiding source wo che Bank.

The Fenkeur] Center ended 2001 witha credit carg presiodn ol 32,7 mis-
Lo snd BE55. 0000 in iriteres and e ineorme, The net charge-off vare Ju-
fre 2001 wes 5.4%. wehich 15 comsideratly loseer than the vear bafore, in
spize of the eeomonzic dowrngm amd the rise of consamur Baakropucies

Amurican Online Bank
O balle eromssctiona! Tnieree beznch, Aanerican Oaline Fimk, vl i
v v e wser, b pose customess; provicling state-ol-hie-al conyenionos.

Othiee Banking Services
Ihrangh Girew satezically loeard branches, Amercan Pacific Banle
provides quality, peronal service to mdividuals and susmes Gl
ol the Barde e orede sren. A ﬁljt-;;igd picrethe: Bunlo serves i3 imimigran s
Je (e tlie Pasitic Thise aid Larin Awerca, with tilingus!]
sustomet semece tailored o chelr v needs

amd olien




DECEMBER 31, 2001, 2000, AND 19299

INDEPENDENT AUDITOR’S REPORT

MOSS -ADAMS LLP

CERTITIET PIIR LG A

TN TN
To che Baard of Directens und Stockhaldars
American Pacitic Puni

We hawve audited Lhe accompanying Ralance sheews of Amercan Pacilic Bank, as of Decendler 31, 2001 and
2000 o the relazed starements of income and comprebersive income, changes mostockholders” equiry,
andd cash tlows for esch ol Lhe years in rhe three-vear period ended Decenber 31, 2001, These financial
statements are the responstbiliry of American Pucitic Bank's management Our respansilility is L cxpress
an opinion o these financialsratenwnts based oo our andils.

Wie conduczed our audite in accotdunce wich audiring srandands venerally accepred in the United Srates of
Aunerica, These srandards require that we plan and perlonm che audire ra obiain reasonalile assurance dbou
whether the (inancial staremenrs ars free of tateral misstarament. An sudic includes EW ALY, LI i TSt
Easis, evidence supperting rhe amounts snd disclosures in he linancial starements, An audit ulse meludes
assessing the accoanring principles used and siznificant cetimuses made by tnugemnent, as wall as evalua-
ing the cverall (irunciul scarement presentanion. We believe thar our wudics provedes a reasonakle busis lor
CHLE AT,

Iri aur wpmicn, the financial statements relersed o ahove present Gairly, inall maverial wepects, the finan-
ciul pasicion of American Pacilic Bak, as of December 31, 2000 and 2000, ard the resules of irs aperations

and its cash Hows lor cach of che vears in rhe thoee e perind ended December 31, 2001, i corlomity
with secountng primaiples generally accepied o che Unired Srates of America.

/2% dafw uf

Portlumd, Chrezon
Jarmary 18, 20002

Mo These financial stalemenes bave nol been reviewad, ar Lonfirmesd fur socurney or relevance hy
rhe bedera) Deposit Insuranee Comperation,

20




YEARS ENDED DECEMBER 21

ASSETS

2001 2000
Cash due from banks 5 840954 $ 1,196,380
Federal funds sold _585 000 1.035.000
Total cash and cash eguivalents 1.434,994 2,231,980
[vestment securities available-for-sale 1,481,471 2,329,528
Federal Home Loan Bank stock EE0,000 446 100
Loans held-for-sale 576,753 1,175,500
Loans, net of allowance for lpan losses and unearned income 65,877 ZB8 70740475
Land, buildings, equipment. and |sasehold improvements, net 916,061 784,653
Accrued interast and other assets 757,804 1,023,315
Other real estate owned 52,200 #
Tolal assels $ 75748671 $.78.741.551
LIABILITIES AND STOCKHOLDERS® EQUITY 2001 2000
Dieposits:
Moninterest-bearing demand deposits 5 2438838 5 2353778
MNOW and money martket accounts 14:135 466 13.219.088
Savings and time deposits 41.002.262 47 778,22
Total deposits 57.576.686 83,351,087
Federal Home Loan Bank borrowings 11,000,000 8,800,000
Accrued interest and other liabilities 389,958 383813
Total liabilities 68 966,584 72.534 900
COMMITMENTS ANMD CONTINGEMNCIES (Mote 1)
STOCKHOLDERS' EQUITY _
Class B commen stock, no par value, 200,000,000 shares authorized,;
1,476,990 shares issued and outstanding in 2001,
1 467,734 shares issued and oulstanding in 2000 5,196,746 5. 176,611
Surplus 1,000,238 1.000.238
Retained earnings 574,254 37.0240
Accumulated other comprehensive income (loss), net of taxes 11.049 {7,218}
| Total stockholders' eguity _ B.782.287 6,206,651
Total I_iabilitiea and stockholders' equity § 75,748,871 $ 78,741,551

See accompanying notes.



YEARS ENDED DECEMBER 31

2001

1989

INTEREST INCOME
Interest and fees an loans T 5,967,281 % 6,346,257 T 4,654,700
Interest on investmeant securities
State and municipal subdivisions 3,100 3100 2812
U.S. government agencies obligations 78,964 210479 152,218
Other domestic taxable securities 27,600 15,740 8,303
Interesl on federal funds sold 300 550 142,798 338,903
Total interest income 7.377.495 6,708,412 5.156,945
INTEREST EXPENSE
lnterest on deposits and borrowings 3,684 875 3119 465 2161.040
het interes! income 3,692,620 &53&94? 2.995 905
PROVISION FOR LOAN LOSSES 173,268 362,165 100,969
Met interest income after provision for loan losses 2.515.352 3.226,782 2,884,936
NOMNINTEREST INCOME
Service charges and fees 153,885 113,589 121,150
Gain on sale of loans 368,535 141,499 88,840
Real astate hrokerage fees, netof commissions - - 51,506
Reimbursement of leasehold improvements = 53,666 z
Othar noninterest income _ 11,264 32,032 _ HA4TE
Total nonintersst income 533784 _ 340,786 _ 267.772
NONINTEREST EXPENSES
Salaties and employee benefits 1,483,188 1,405,897 1,286,850
Ocoupancy and eguipment expenses 516,819 373,491 202 180
Feal estate cormmissions, net of fees 124 721 21,450 -
Loss on sale of available-for-zale securities & 380 s
Other operating expenses 1.065 464 1.039.496 921.098
Total noninterest expenses 3180706 2.840,733 2,500,128
INCOME BEFORE PROVISION FOR INCOME TAXES 872,840 726,835 682,580
INCONE TAX PROVISION 335,608 _ 276,057 _ 190502
NET INCOME 537,234 450,798 472 (78
OTHER COMPREHENSIVE INGOME {(LOSS)
Unrealized gain (loss) on securities, net of tax:
Unrealized helding gain {loss) arising during period 18.267 23145 [32.741)
Other comprehensive income 18.267 23145 (32.741)
COMPREHENSIVE INCONME 5 EB5.5O1 $ 475843 & 441336
BASIC EARNINGS PER COMMON AND
CONMMON EQLIVALENT SHARE 5 0.36 3 0.32 3 0.37
DILUTED EARNINGS PER COMMON AND
COMMON EQUIVALENT SHARE 5 (.36 5 032 $ 0.37

Sog accompanying notes.
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YEARS ENDED DECEMBER 31

2001 2000 1999
CASH FLOWS FROM OPERATING ACTIVITIES
Met income 5 R3aFead4  $ 460708 S 472.07R
Adjustments to recongile net income to nat cash from operating activities:
Gain on saleg of loans (36B.535) {141,493) (88,640)
Depreciation and ameortization 123,979 89,336 57.185
Frovision for loan losses 173,268 352,165 100,965
Loss on sale of available-for-sale securities - 330 ]
Deferred income taxes 7.023 (57.682) {42,182)
Met originations of loans held-for-sale 874,854 (488,367) 1,415,066
Federal Home Loan Bank stock dividends (23.100) {15,600} {5,100)
Change in cash due to changes in certain assets and liabilities:
Decreasea (increase) in accrued interest and other assets 248 450 (332,120) {12,081}
Increase (decrease) in accrued interest and other liabilities 5.185 3.588 582 980
Met cash from operating activities 580,358 (122.991) 2,480,265
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of available-for-sale securities (1.009,311) - {2.286.511)
Purchases of Federal Home Loan Bank stock (80,800) (267,700 (157,700)
Proceeds from sale of Federal Reserve Bank stock - - 136,600
Froceeds from maturity of available-for-sale securities 1,975,248 1,519,604 464,303
Loans originated, nast of principal repayments 837174 (25,361.950) (10,507 .521)
Proceeds from the sale of other real estate owned - 200 5443 -
Furchase of credit card portfolios (2309,699) . >
Purchase of building improvements, squipment, and furniture [245.588) (221.751] _ 277757}
Met cash from investing activities (1177 022 (24,231,248} (12,628 588)
CASH FLOWS FRON FINANCING ACTIVITIES
Met increase (decrease) in naninterest-bearing demand,
MNOW, money market, and savings deposit accounts 864,489 {557,144} 3.696.081
Met increase (decrease) in time accounts {6,638.990) 168,578,720 (3,360,155)
Met increase in short-term borrowings 2,200,000 8.800.000 -
Repayment of mortgage on other real estate cwned . (164,973} -
Issuance of commaon stock 20,135 421.375 45.875
Met cash from financing activities (3,554,366 24 977 873 382,801
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS {795,086) 623,733 {9, 765,520)
CASH AND CASH EQUIVALENTS, bheginning of year 2,231,980 1,608,247 11,373,767
CASH AND CASH EQUIVALENTS, end of year $ 1434994 5§ 2231980 $_ 18608247
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Interest paid in cash $ 3,743,890 5 30588% % 2192080
Taxes paid in cash $ 332584 $_ 206300 $ 0,000
SUPPLEMENTAL DISCLOSURE OF NONCASH
INVESTING AND FINANCING ACTIVITIES
Unrealized gain {loss) on available-for-sale securities, net of taxes 5 18267 % 23145 % (30.363)
Acquired real estate in settlement of loans $__ 52500 % s § 200,548
Application of stock subscription payment to stock purchase b - 1§ 255750 & =
Tax benefit of stock options exercised 5 - % 59613 & 35.625

See accompanying noles.
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ORGANIZATION AND SUMMARY OF SIGHIFICANT
ACCOUNTIMG POLICIES

Organizalion — American Pacific Bank (the ank), headovarores in
Portland, Qregen, is an Cregon state-charlered bank. The Bank provides
commercial banking pracsucts and services ta the Portland and Salem,
Cragan, metrapalitan areas through three branch oflices.

MOTE 1-

The Bank is subject in the regulations of the Federal Depasit |nsurance
Carparation (FDIG) ard the Gregon State Department of Insurance ang
Finanue, Threuah their aversioht responsibilisios, these agenciss periooi-
cally canduct examiralions of tha Bank.

Managemenl's estimates and azsumptions - In preparing the financial
statements, management is required to make estimales and assumptions
[l alfect the reported amounts of asseis and lishilities as of fhe date of
the balance shests and revenues and expenses for the period. Estiniates
and assumplions mada by managemant primarily imeolve the valuation o
tha allowance for loan Iosses. Aciual results could differ signiticantly
from thnae estimates,

Investmenl securilies — The Ban is requived to specifically identify it
imsgstmant securitiss az "held-to-maturte” “available-tor-sale,” ar “rrading
eoounts,” Accordingly, maragemenl bas determired that all investment
sacurities held.zs of December 31, 2001 and 2000, arz “gvailable-forsale

fvaiiablz-for-sale sanurities vansist of banos, notes, dedentures, anc cer-
tain ety sscurilivs, Securities classified 25 available-far-sale may be
soltd in responsa to such factors as: (1) changes in market inlerest rates
and related changes in the seourity's prepaveent risk. {2 neads for lig-
Uidity, (31 changes in the availability of and the visld on alterative sl ru-
ments, and (4) changes o funding sources and terms. Gaing and losses
on the sale of dvailable-for-sale securities are delermined using the spe-
Lific-identification methad,

Unrealized holting gains and losses, net of e onoavailable-for-sale
seguritivs are reported asa nel amuunt in a separate comaonent of egui-
ty until raafized, Fair valuds tor investment seouriliss are hased on quot-
20 markel orises. Declines in the fair value of individual available-for-sala
seilritizs belaw their cosl that are other than temporary. resultin write-
downg af the individual securities to their Tal value, The related writa-
datwns woud oe included inearnings 45 realized Icsses. Preminms and
dscounts are recagnized as interest incame using e intérest method
over the geriod to maturity.

Loans. nel of allowance for loan losses and wiearnsd income — Loans
arg staled at the amaunt of unpaid principal. reduced by an aliowance lo:
laan losses and unearnad inceme. Intarest an lnans is calsulated by using
the simple-intsrest methed on daily balances of the princioal amount out-
standing. The allowanee far |van losses is estaokshed through a provi-
siun far laan losses charged to expense. Loans e chargod against the
dllowranize far loan losses when managemen: belioves that the collzclibil-
ity af the princing is unlikely, The allowance is an amaurt that manage-
ment balieves will be adeguate to ahsark probuable losses on axisting
lzans that may become uncallectible, based on evaluations af the cal-
lactibility of [oans and prior loan loss experiance. The evaluations take
into consideration such factors as changes in the nature and walume of
the [oan portfelio, overall portfalio cuality, review af specilic problem
laars, and current oconamic conditions that ray affoct the borrower's
ability to pay. Impaired loans ars measured based on the present valug of
expected Tuturs cash fluws discountec at the loar's alfaclive [nterest rate
arat the loan's market price or the fair valuz ol the coilateral if the lnzn s
collateral dependent. Accrual of interest is discontinued on a loan when
management believes, aftor considering ecanomic amd husiness condi-
Hens, collection efforts and callateral positivn, that the borrewer's finan-
cial condition is such that cellection of interest is danbitful, Loan ariging
tion fees and gerlain direct arigination costs are capltafized and recog-
Nized a5 an adjustmant i the vield of the rolated loan,

A laan is considercd impaired wher, based an current information and
events, i 75 probable that the Bank will be unable to collect the sehaduled
payments of prncipal or Interest wher dus accereing Lo the contractual
e of the luan agresment. Fastors considered by managementin deter-
mining impairmant include payrent status, collateral vaiie, and the prob-
adlity of collecting schoduled principal and interas) paymants when due.
Loans that exporience insignificant payment delzys and payment shar-

1%

fall= gererally are not classitied as impaired. Management determines tha
significance of payment defays and sayment shortfalls an a case-by-case
basig, taking into consideration all of the circumstances surrounding the
luan and the harrower. including the lenath of the defay, the redsons fr
the deday, the borrowar's prior pavmenl record, and the amaunt of |be
shartfall in relation ta the principal and interest cwed. Impairment is mea
sured on a loan by laan basis tor commarsial and construction loans by
gither the prasent value of expacted Tulure cash flows discounted at the
oan's effective interest rate, (he loan's chiainable market price, ar Ui fair
vailug of the collateral il \he loan is collatsral depsndent,

Large groups of smaler bafance homogenoous loans sugh 2s credic cord
loans gre coliectively evaluated for impsirment. Accordinaly, the Bank doss
notzeparataly identify individual credit card fans fur (mpairment diszlosires,

Vrizus regulatery agencies, as an integral part of their cxamiration
process, pariodically roview the Bank's allosances for oan josses. Such
agencies may roguire the Bank |o recognize aodzions to the alowancs
based an their judgmeants-auout infarmation availahle t hem ut the ima
of thelr sxaminalion. The Bank underwenl examinatuns by anplicahls
regulatory agencies duricg 2001, 2000, and 1989, The accompanying
finarcial statements reflacl any accounting adjustments raquirsd as 2
resuit of the regulatory examinatians.

Loans held-for-zale — Morigage loans ariginated and interded Ter salo in
the secondary markel are carried at the lower of cosl or estimated mar-
«et walug in lhe agaregate. Met unrealized losses are recognizes by
charges Lo income through a valuation allowance.

Iartgage loan sales are orimarly on & sesiging released basis, Gains or
In&ses are recognized o the exiani What the sales proceeds of the mortyage
loans sold 2xceed ar are less than the net book value at (ke lime of sale

Loan sales — The Bank sells parlicipations in loans, retaining ssrvicing
righls and an interest in the sold [oans, Gain or lass on ihe sale of Ioans
depends in part o the provious careing amaunt of the financial assets
imvolverd in the trapsfer, alocated belween the assets sold and the
retdingd interest based on (heir rolative tair value at the date of transter,
Quoted market prices dre gonarally not available for relained intorests, sn
the Bank generally estimates fair value based or the present walus of
future sxpected cash floves estimated Using managemant's nesl esliniates
of the key assumptions — credit losses, prepayment speecs, and discount
rates commensurate with the taks involver

Mo sarvicing asset or liability is recorded, hecanse the Bapk estimates
that the benefits of servicing are just adequale to componzate it for its
SEMICING respunsibilties.

Land, buildings, equipmeni, and leasehold improvemenis — Land,
huidings. equipment, and leasebold improverments are stated at cosl,
less accurmulated deoreciztion and amortization. Depreciation and amar-
tizalicn are camauted principally by the straight-lne method ower the
pstirnated usalul lives of tha assets, which range from 3 to 40 years

Diher real estate owned — el ostate acquires by the Bank in satisfac-
livr af deht is carried at the lower of cost or estimated net realizable
walue. When praparty is acquired, any excess of the foan balance nver ils
entimated net realizahle value s charged to the alowance for loan lissos,
Subsequent write-downs to net realizable walue, il any, or any disposition
dins of losses are included in aeninterest income and expenss.

Adverlising — Advarlising costs are chargen to expenss during the vear
i sehich they are incurred. Acvertising expenssy wore $20,294 ) §40,861
and 13,118 in 2001, 2000, and 1989, rospoctivaly.

Income faxes — [eferro tax assets and lizbililizs are determingd based an
Ihe tax ellests of the differences belwesn the book and tax hasss of vari-
aus halunce sheet assets and liahilites. Daterred tax assats and labilitios
are reflected at currently enacted income tax rates applicasle to the per-
ard i which the deforred tax assets or liabifilies ar expoctec to ba realized
or settlad. As changes in tax faws or raies are onacted, deferred tax aasats
dnd liabilities are adjusted through the provision far income Gies.

Slatements of cash flows — o7 the aurposi of presentation n the statamens
ol cash flows, cash and cash squivalents are generally 8l shorl-lerm imess
mants witka maturity af three months arlzss Cash and cash sauivalonts nor-
nally inc'udz-zash on hand, amounts due from banks. zrd fodera funds ol
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of-halance-shesi financial Instruments — The Bunk hotds na derivative
financial instruments. However, in the ardinary course of business the
Bank entors nlo off-palance-sheet financial-ingfruments consisting o
cammitments to extend credit, commitments under credil card areange-
mants, commercial letiaes of credit, and standhy letters of credit. Such
financizl instruments are regordad in the financial statements when the
crodils are fundad or related faes & earned.

Falr value of financial Instruments — The fullowicg metheds and
assumptions were used by the Bank in-estimating fair values of foancial
instruments gy distiosed harein:

Cash and cash eqlifalents — The carrying amaunts of cash ang. cash
eejuivalents approxirnate their fair value.

Avaitabio-far-sale securittes — Fairwvaluos for hisestmeant securities are
based an quoted market prices. If a quoted market price is N0 available,
fair wilue is estimated using guoted marke! prices for similar securities.

Federal Homa Loan Banh stock — The carrying valug of Federal Home
Loan Bang stack approximates fair vaiue,

Lins hain-for-sale — Fair valug rearasents the anticipated provesds Trom
sate of the lsans,

Lagns racenania — For variable-rate loans that reprice frequanthy and haves
e signiticant change in cradit risk, fairvalues are based an carrying val-
ues, Fairvalues for fixed-ratz loans are estimated using discounted cash
Hioue anlysis, uging interest rates currenlly Deing offered for loans with
similar terms to harrowers of similar credit gualily, Fair wvalugs for
irmpairel loans are estmated using discountzo cash flow analysis or
cnderiving collaleral walues, where aoplicatle,

Deposit ahiites — The fair values disciosed for demand deousits are, by
datinitian, cqual o the amount payable on demand at the reporting dute
{that is, thair carrying amounts). The carrying amounts of variable-rate,
fixpd-term money markst accounts and cerfificates of deposit (D08
appraximaze their Tair valles at the reparting date. Fair values for fiwnd-
rale GOs are estimated using & discountad cash tiow calculation that
applics interes| rates currently being offesed an ceriificates to a seheduls
af aggregated expected manthly maturities on time deposits:

Shart-term horrowings — Tha carrying amaounts of federal funds por-
rhased, borrowings fram the Federal Home Loar Bank. and ather shart
terr borrowings maturing swithin 40 days approximate ther fair values.

Anprien inferast ropoivabic and payatie — The carrying amounts: of
georued intarest recsivable and payahle approximate their fair values.

(fpalance-shaet insirumionts — The Bank's off-bulance-sheet fnstru-
ments nclude unfundes commitments 1o extend oredit and standby [et-
ters af credit. The fair value of these instrumeonts is nof cansidered drac-
lizalle 1o estimate because of the lack of quoted markst prices and the
inability to estmale fair value without incurring Sxcessive Gosts,

Stock opllons — The Bank measures compensation cost using the intrin-
sic waluz mothed, which computes compensation cost as the difference
between A company's stock orice anc the ootion price at the grant date.
Avcordingly, no campensation cost has been recognized for its stock
opticn plans. f the Banlk follosed the fair value basar method of account-
ing far stonk option plans, the effect would be insignificant ta the 2007,
2000, and 1999 Tinancial statements,

Recently issued aceounting standards — In August 2001, the Financial
Sccounfing Standards Boarc (FASE) issued Statement of Financial
Accounting Stancards (SFAS) Me. 144, “Accounting for the imparment or
Nisposal of Long-Lived Assets.” SFAS Ma. 144 clarifizs (e accounting for
the imparmznt of long-ivec assets anc for long-lives assetsto be dlsposan
of, inciuding the disposal of business segments and major nes of busi-
Negs, SFAS Mo 144 will be attestive Tur the Bank i the firzl guarter of 2002
Managerart doss nol expert that the apatvation af the provisians af this
statement will aave a material imoact on the Bank's financial statements.

I Juby 2001, FASE issued SFAS Mo, 143, "Accounting far Asssl
Fetiremant Ohligations." SFAS Mo, 143 addrosses the accounting and
reporing for obligations associated wilh the retirement of tangible long-
lived assets and the associated asset retirernent costs. SFAS Mo, 143 will
be efferzive for the Bank in the firat quarter of 2002. Management does
nat expect Ihal the application of g paovisions of this statement will
R o material impact on their financial statsments.

S

In July 2001, FASE issusd SFAS Mo, 141, "Business Cambinations,” and
SFAS Mo, 142 “Goodwill and Other Intangible Assets.” These. standards
shange the accounting for business corbirations by, ameng clber hings,
pranibiting the prospeclive use of paating-of-interssts accounting and requir-
ing companias to cease amortizing goodwill and cartsin inangiile assets
wiith an indefinice useful life created by business combinations ascounted for
nsing the purchase method of accounting. Instead, goodwill and intangibl:
ausels deemead tnhave an indatinite useful Hife witl b2 subject u an annual
review Zor impairment, The res standards will be effective ar the Bark in the
firs1 quarter of 2002 an tor purchase business combinations consummates
after June 30, 2001, The application of the provisions of these staiements will
Aot have a materiz| impact on the Bank's financial stazments,

In Septernoer 2000, FASE jssued SFAS Mo, 140, "Accrunting for Transtors
anil Servicing nf Financial Assets and Fxtinguishment of -Liabilitles — a
Replacemeont of FASE Statsment Mo, 1257 SFAS o, 140 revises the critaria
lof acoourting for securitizations and othar fransfers of finarciy assets and
collateral, In addivion. SFAS No. 140 reguires cartain additional disclusures.
Exnept for the rew disciosure provisions, Whicn were affeptiva for the year
enced Decembear 39, 2000, SFAS Moo 140 was stfective for the Lransfer of
financial assets oocurring after March 31, 2001, The provisions of SFAS Mo
140 did not have a significant offzot on he Bark’s financial slalements.

Reclassificalions — Certain reclassilizations have been made ta the 2000
and 19949 financial statamants o conform with current year pressniations.

NOTE 2 = INVESTMENT SECURITIES
The amorized vost and estimated fair values of available-for-sale invest-
ment securities are as tollows:

Gross Gross Estimated
Amarfized Unrzalized  Unrealized Warksl
Casi Gaing Lozses Value
[ecembes 31, P00
Collce-alized moraage
ubiliyasiong 3 MORME $ 369 ] - 5 205537
Runic 2zl saeir s 0,0 13 - 0,015
Agency notes and bonds S1099.512 6357 L
1,462,030 51871 B - E1ANIA
Gross -Gross Estimated
Amoritzed Unrealized  Wnrealized Market
Cosl Galng LozssE Vzlue

Uzzember 57, 2200
Gelaterallzad mortgane
nilligativrs

51 0rdded k & 064105

o000 &

Wurizipal s2punies B7.A7
Lpancy notzs and 2onds - 2annon e AR

£ 2340464 R Sy G U K St

The amoitizes cost and esticated Jairvalie of investrient sscurties as of
er 31, 2001, by pontractual maturity, dare shovwn below. Expected malu-
Il ditter from contractual maturties becagse borrowess may Fava tha
ruhl to cal o pregay asligations with or without call ar prepaymer! penlties,

Buailable-for-Fale Securliles

Amartized Estimatad
Cost Narkel Yalue
Liuz iF one wezr o 23s ; g S i .
Dz aller ane e thrzugh free vears 1748512 166G
[ Afterdiva wears Breaagh ber y2ars T
Dz after 167 years N 19.117
Callalaid zed motiags oaligstions P L 295,587

5 AR TAD 51481471

Az of Decamber 31, 20071 and 2000, investment socurities wilh an amor-
tizad cosl of 31,084,730 and 5713642, respectively, were pledged 1o
sacure deposits of poblic funds,

The Bank, as a member of the Federal Reserve Bank (FRB} and Fedéal
Home Laan Bank (FHLE) systeims, & recuired to maintain an investmeant
in restricted gquity seeuritiss of FRE and FHLR, Bath FRE and FHLE stuck
are not activel traded, but are redesmable at current baok value. n 19349,
tne Bank withdrews its membership in the FRE and redsemed its intarast
in FREstock for $136,600. As of Decomber 31, 2001, the Bank's invest-
ment in FALE stock was $50.000.




HOTE3 - LOAWS, NET OF ALLOWAMCE FOR LOAK LOSSES AND
LUHEARNED INGOME

The composition of Ioan balances is summarized as follows;

2001 2000
gyl # 47 B@1 BRR 544 420l
Raal gxlale — sorstostinn s el 1658 (
[laal g=tate — parrarant £ 0T g 08
Credit pasds LE40 [ES 271353
Inzzalirear 142,891
Deandralt ascaunts e L]
HEeY 4 71A51.032
Allanca 108 loan Insses (R T.ANA) b HOE
nBz e s o184 afds [7B1,700;
$00.977.243 §T0TADETE
Changas in the allowance for loan losses wers as follows:
2001 200 1498
Rl ANTE, haginning of vesr } BERGLT B 470554 8
Arowis 2 for 3z0 |2538 i AG2.165 11
_oang chargae-off 152,537 (230,280 (Fifi, A0S
Secovenas of loans scvlously Cianged ofl 18 223 PR3 4452
BALAMG= el of yaar 3 B57 805 } B26,.907 RATNERR

The Bank has recognized impaired loans having recorded balances of
5212 024 and $364 263 on December 31, 2007 and 2000, respectively
The tatal allowance for lean losses rolated to these |loans was 546,804
and 86,520 un December 31, 2001 and 2000, respectively, Inberesl
income recognized far cash pavments received on impaired loans was
ingignificantin 2004, 2000, and 1999, Had the impaired [cans pertormed
accoreing fo thelr origingl terms, additional interest income that vaould
fave been recognized during 2001, 2000, and 1999, respeatively, wauld
also have been insignifizant.

The malunty rangs of the lean parttolia, including loans held-fore-sale, as
of December 371, 2001, is a5 follows:

Due
Dua In Afler One

One Year Thraugh Due Alter
Or Lass Five Yaars Fiwe Years Tatal
cortiniral ane sl pstate S2UMSA900 1381675 B OB g0 192 55 21405
Crecit ra=l lnaas 2848035 7 2244.235
Ins=al e pans ang-averdiaks 109,500 33.069 327z 194711
FRRaRd0ah S 13260520  F35A2EacE /a9 23
Nanaczral nans —— W [IESTHITI]
$ 71,358,931
el cala azrs FIEDRE005 5 %08bd0d o uEEEEEE § 54,930,330
&diaszboa rate [oans _eHdhudl 10185861 16,123,907
SPEORENE FAESROEAN  SAIEEESED 7 0842%
MNoraccical loans 000
$0B0EIE

MOTE 4 = CREDIT CARD PORTFOLID

Certain ol the Bank's consumer credit card accountz were criginally
required o be fully secured with time certificates of depasil al the Bank.
The majority of these accounts have becaime parlilly unsecurcd with the
passage af time due to the customer's creditworthiness. The credit card
portfaliois sericed by VWesiarn States Bancarc Association (WSBA). The
Bank has assumed ail risk management rezponsibilities including callen-
fion and due diligence procedures. WSBA providss all vther portfolic sar-
wice requirements. Unsesured ascounts included in the credit card part-
folio tofaled 875,571 and 637,034 and secured and graduated securad
accounts totaled 31,772,484 and $2,076,499 as of Orcember 31, 2001
and 2000, respactivaly. Credit card account balances that wers more than
alt davs past due (omled $231,050 and 5155,459 as at Decamber 31,
2007 and 2000, rospoctively,

For the years ending Dacember 31, 2001, 2000, and 1999, the Bank's nef
nrgrast margin o eredit card accounts was as follows:

2001 20 134
Intzrest and fez irzome F (EE B4 SEIA444  F DEEE]
Intatcel pepersa i E SR 176,589 238, 1HE
Fet irterest mergi f.584 583 GEATEVE BERIAEE
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HOTE 5= ACCRUED INTEREST REGEIVABLE AND OTHER ASBETS
Accrued inlerest receivable and other assets consist of the fullowing:

20071
Arcriad arterast recaivekla 245,21
Nefarred incams taxes 236,067
Settizm znts 2cenaale a0,432
Prepaia CXf2nats Th245
Sblware a0z
Al redrivalblas {11 4841
3 TETEM F1o23.313

NOTE G- LAND, BLNLOINGS, EQUIPITEMT, AND LEASEHOLD IMPROVEMENTS
Majar ehassifications ot land, buldings, equipment, and leasehold
improvements are summatized as follows:

2001 2000
Lang 5 GheEE
Buildings 376,568
Ldizimznt R
Lestshad imprernants 464 470
1719644 1474052
Aecamnulaced 3eprecialivd wned armnrtization [ROZ.GEZ: 79 403)
F b 6 3. TR R53

NOTE Y - TIME DEPOSITS
lme cedificates of deposit of $100.000 or more aggregated $11,850 609
and 512 485,953 a5 of Decembar 31, 2001 and 2000, respectively.

The scneculed maturities for time certificates of deposil of $100,000 or
rnore and zll ethar time deposits are s folows as of December 31, 20071:

Tima Carblicales

of 5100, 000 All Other
Or Bioro Time Depozils
i 511208073 P 5
2004 746,331 KH ]
200e E TBE4DE
$11.350.600 SFEOFS IR
NOTE & - HOTES PAYABLE

The Bank i & inember of the Federal Home Loan Bank {FHLE) of Seattle
and hag entered into Acvances, Security and Deposit Agreaments which
provide a credit arrangement from FHLE, Barrowings under the credit
arrangement are collaleralizad by the Bank's FHLE stogk as wel as
deposits ar orther instruments which may be pledged. As of December 31,
2001 and 2000, the Bank had barrowings outstanding with the FHLE of
$11,000,000 and 58,800,000, respactivaly. The pramissary noles maturs
in 2002 and 2003, respectively, and carry interssl rates ranging from
2.38% 10 2.30%.

MOTE 9— SALE OF LDANKS

During 2001, the Bank sold $12.007.500 in mortgaoe loan participations
In a securitization transaction. In that transacticn, the Bank retained ser-
vicing rezpansibilities and a partion of the loans sole. As compensatian
far servicing the loans, the Bank retains 0.15% of loan proceeds before
distribution to the participants, The participants have no recourse to the
Bank's oiher pssets for failure of debtors to pay when due.

In 2001, the Bank rerognized pratax gains of $20.056 on hs sseuritize-
tion of lnans. Servicing fees received totalsd 58,772,

NOTE 10 - OTHER OPERATIHG EXPEMSES
Dther aperating expenses for 2001, 20040, and 1999 were comprised of
the fallowing:

2HA 2000 1993
Cradit cand aapeisa 1 236363 §ooBv0n 4 #4e e
1878 plotkssing axpensas 137 403 I, 50E 1£4ié
Frofessinnal seroes 132 4356 115,253 108.718
Teaphiane . postage, anc wine wansiy mepoises 166,733 147 4ET 141,206
InsLrance a6,191 AGTT df g
S.ainnary gupplics. aod prinkivy expanses 2,13 45512 44,554
Advert zing 29l 5B
Autzmic Lellsr mackina prosessing ‘ees 50862 4,004
Public retatinns ard huginess paneicgment (0,950 =
KSF ane athar oparsting losses 18E 1603
Cther uparstiag exsenses 100,064 =07, GEA

G 1.05% 458 FA039496 567028




HOTE 11 = [HCOME TAXES
The income tix provision cersists of e following:

2001 2000 1998
Larrent F 37EGER ik R }2ReGed
Dwlirad IR a7 A (42162
(12000 T Ay sion 4 45t 606 SR f 140508

(he 2001, 2000, ard 199% income @ arevisions differ Tram amaounts
compltsd sing statutory rates as follouws:

2001 2000 10890
Fecard inczeng Lages ol siainbore raes } 296,766 d247,7 3 L
S1te incame tazes, rat o’ federal benetic J8,0PR 58T 26,302
OLkar il anees g4 dnedy (BERST:
§ 355 66 e § 190,508
a8 43 P LA R.AS

Defarred tax assel and liabilily accounts consistar nf the folloving:

21 2000
Dederred tax assats
L Ioes -eaerye 5209174 F1e2 1A
Hat nparet g Ings varryforaas: 108,551 g, v
Zher S5 _n.nva
213834 311.899
Dlerred Lex fabilitics:
Apcnmidlated dapreciatioe (10,854 [" 5855
Uher b Fl| 14,255}
18351 [T RLAOY:
Fet cafarred raxe assets 5284 D87 £ 202090

A5 of December 31, 2001, the 3ank net operating loss carrvtorwards of
approsimately $209.000 available to oifsel Tulure income Taxes. Thess
carryforwards sxpire through the year 2011,

NOTE 12 - COMCEMYRATIONS OF CREDIT RISK _
Mozt of the Bank's commercial loan activity s to custamers Incated near
its headnuarters and aranch office. These geoaraphical arcas dre primar-
ily invalved in commercial business snd residential cevelnproent activi-
tigs. As of Decamber 31, 2001 and 2000, commercial roal ostate leans
wirg 83% and 59%. respectively, of the Bank's loan portfalio

The Bank's real estale lending depsrtment In Partland, Oregon, makes
real estate construction loansto builders and their costomans primarly in
the Parlland, Cragan, and Vancauver, Washington, metropotitan areas.
The office also provides real estate mortgags brokerage servicss 1o its
custamers for which 10 receives fee and commission income. As of
Cacembar 21, 20071 and 2000, 20% and 23%. respectively, of the Bank's
loan postfalio was sormprised of real estate canstruction loans.

The Bank makes cradit card loans to qualifisd individuals througheut the
United States. As of Decambar 31, 2007 and 2000, 4% of the Banks loan
portafiowas comprised of outstanding credit caro balances,

MOTE 13 - TRAMSACTIONS WITH RELATED PARTIES

Cortain directors, executive officers, and principal stockhalders are cus-
tomers of anc have had hanking fransactions with the Bank in the ordi-
nary course of business, and the Bank sxpects 1o have such fransactians
in the futire. All loang and commiments to lean included 1o sueh Trans-
dctiong were made in compliznee sl applicable laws oo substantialy
the same terms {incliding interest rates and collateral) as thess prevail-
Ing &t the tima for comparabls transsclions with other parsans and, inthe
gpinion nf the managemeant of the Bank, do not invole more than the
normal risk of codecthility or present any cther unfavaranle features. The
following tasle summarizes |oan transactions Deteeen Lhe Bank and refal-
& parties during:

2000
24 NICE, sapinning of vaar § 824,523
e R e T 106,305
~UdreE paid AR
FALANCE il ul yaar 5 a0a.26h

in December 1899, {he Bank entered into a Co-Branced Credit Card
Agreemenl with eBanker USA.Gom, Ing, (rBanken), a company for which
Lhe Bang's chairrman and chiat executive officer seree as mambers of the
Board of Directors, Under tha Agreament. gBanker maintaing a Weab site
for seliciting crocit care customers avar the Intzenet. The program is
designed to attract subprime anc business credit sard 2arrowers under a
cash securen arranoement. The Bank has agread to serdice the dcoaunts
for a menthly #2e on & cost-plus basis. eBanker furds the program. and
asaumes all risks and is respansiale for any |osses fram co-branded
ancounts. The program commenced doring the first guarter of 2000,
haerewer, as of Dacember-31, 2001, no activity had accorred.

KNOTE 14 - COMMON STOCK THAMSACTIONS

Stockosplit— Al of the Bark's camimon stock transactions and risclosures
provided below have boon adjusted, as appropriate, for the 18-to-10
stock split completed in 2000,

Brivata placement offering — In June 1999, the Bank's Boand of Dirsclors
approved a private placemant offering for the sale of 11 units af ecuity
interest at $46.500 per unit or an aggregate amount of $511,500, In the
private placement affering, each unit cansisted of 11,000 shares of com-
mon stock and warsanss far 190,800 additional shares. The exercisa prica
for (he warrants was 3423 per share intil September 30, 2000, then
increasing to $4.68 per share through September 30, 2001, to 55.14 per
share through Septomber 30, 2002, tc $3.59 per share through
septernber 30, 2003, and to $5.05 per sharg through Saptember 30,
2004 when the warrants expire. These prices raflect (e 2000 stock split.

Az af Decernber 31, 1993, the Bank's chairman had subscribed o 5172
units of the private placement afferng and paid the subscriplion price af
$255 750, Because finalization of the private placement cifering regquired
approval by the Bank's stockholders at the annual stackholders’ meeting
in Aprl 2000, the Bank recorded subscription funds received from the
chairman as a liakility a1 Becember 31, 1993,

The Bank's siockhaldars approved the private placement affering in April
2000, The liahility for subscriotion Tunds recorded has heen reclassified
to comman stock az of December 31, 20000 On July 28, 2000, the chair-
man subscribed the remaining 9-142 units and paid the subscripticn prics
ot 3255,750. The chairmar also received 1,210,000 cemman stack war-
rants from the private placement atfering. As of December 31, 2004, no
comman stack warrants had been exarcisad.

Stock opfian plans —In April 1992, stockholders of the Bank approved the
19592 Restated Moncualified Stack Optian Plan tor Employees (Emoloyes
Plan] and the Restated Mandiscretionary Stock Opticn Plan for
Nonemplsyes Directors [Dutsids Director Plan).

The Ermployes Plan provides far the-grant of optians o employees up to
an agoregate of 134,750 shares of common stock. All emplavess of the
Bank who mest eligibilioe reguirements may participata in the Employes
Plan, which is administored by a committge of the Board of Directars. The
committes has the authorty to grant options neluding determination of
the conditions and timing of grarts. desigraticn of e smplovees 1o
wihom options are to be granted, as well as the number of shares subject
to option and salectian of the exercise price for shares optioned, Under the
plan, opfions may ae exercised anly wWhile the grantee is an employoe or
within 12 manths fallowing tarmination of employment. The plan became
effective upon stockholder approval and options issued under the plan ter-
minate tei years afler e eflective date. A5 of December 31, 2007, options
for 11,550 shares were outstanding under the Employes Plan.

The Qulside Director Plan covers all nonemployes directars of the Bank.
This plan provides for the grant of opions Lo direciors up toan aggragate
af 10,725 shares of commen stock, The plan is administerad by 3 com-
mittee of the Board of Directars, which spoeifiss the conditions, liring,
and exercise price of grants of options. Under the plan, options may be
exercised anly whila the grantes serves ag a director ar within 12 months
following teemination as a difector. The exercise price far options may not
he less than B8% of fair market valie of the stock on the date of grant,
Sirmilar tothe Emplowes Plan, the Qutside Director Plan became sftective
i Aprl 1882, and will terminate inten vears. As of December 37, 2007,
aptions for 10,175 shares of comman stock were autstanding under the
Gutside Direclar Plan,

Both restated plans for employess and diseclors have B rastrictions in
the racipient’s exercise rights. First, recipisnts may not gxeiciss options
unt!l after sis months from the grant date. Furliier, the Bank may require
recinients nat to dispase of exercizsed sharss for upoto 12 manthg Tram
thecompletivn of an underwritten public offering of the Bark's securities,




[ September 2000, stocknalders of the Bank approven the 2000 Stock
Option Flan (he Plan for the granting of ingentive stock options to
priployeas and the granting of nonstatutory options (NOS0%) to nanem-
ployes firetars.

The Plan pru:-'riu:l-:s ior the grant of aptions up ta an augrpgatp nfavh,a0n
shares of stock, all of which may be awarded 1o eployees whe do oot
awn 10% or more of the woting stock of the 8ank. Mo more than 60% of
(he optiohz may be swarded as MOS0,

The Plan becarng effective upon stockholder approval and will terminats
len years after the effectave date of the plan. Toe plan is administered by
the Bazrd of Dirgclors. Options grardsd under this plan are not exercis-
able for one vear, and shall hava terms not exceeding five vears. Dations
may be exercized ondy while the grantee is anemployes Growithin three
rmonths following termination.

The Following summarizes cptiong available and oulstanding under ail
plans as ot Cacember 31, 2001:

Outside: 2000 Erack Combinad
Directir Plan Erigluyer Pliam fplien Plan Plams
Ticighted Veighted \Welghied
Auerage Rurrage fvarage
Dplisn Dplian Option
Shams  Prige Slares Price fhams Price SBaree
et il amling o al
Mg M 4333 285 £33 S5 e k) .'-1 '!'.!.'
Tadinng grantsl o 2000 S0 EOgT 1100 o
Tphieng sxzrzlzad no 20 - WB7,TA i
Cpbens zanzalad i 200 - 3= o PP ENEE
_FHGHB arztanding !5- b}
e (N3 LR P
LU —LLail w L ]
Moz L 31200 e TN IR A,
Aplinnece sl o as o
Dzl '-l CLLN N Py TR N1k T5EL F0 N
5o % | Sk 1,100
= 100 B8R 17U
B 'ﬁa'll [ B
Lepzmbe 3 2ol Lria §ads LEER EEAI 21,725
Elrru:-'u mrcis a2 0t
| b [ T T K LEEL Sw A ]
£1 sl Zipllt a0
At December 31, 2001, the range of exercise prices and weighted aver-

Afe remaining contractual lifo of autstancing options was $2.05 - 5502

and approgimately 3.6 vears, respactively,

MOTE 15 — EARNINGS PER COMMON AMD COMMORN EQUIVALENT SHARES
Basic earnings par share exeludes diltion and is computed oy dividing
incame available o cormmon stockholders by the weighted avorage num-
ber of commian shares outstanding for the year. Diluted edrnings per share
raflect the potential dilution that could azeur i comiman shiares. ware
issted pursuant to tho cxercise of options under the Bank's stock option
plans and cammeon stock warrants issued'in the private placement offer
ing. Comparalive garmings per share dala (ar the years ended December
31,2000 and 1999, have been restated to reflect the 2000 stock split. The
follodeing table illustrates the camputations of hasic And dilnted earmings
per share for the vears ended Decembee 37, 2001, 2000, and 1955%;

Ehares - Per Share
|Trnaminaior] Amounk

Income
pai1y] {Humeratnr)
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Basic earnings per share:

Inzeme geaiizbiz t2 common stockholders 5 402 0048 1,261.378 i3z
Effect nf dil isiva sacu-it 28
Juszanding anmrnnr stacantinns
and arranls 5 anaoy
DHuted earmings per shard:
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NOTE 16— EFi'IPLL'l‘l’EE BENEFIT PLANS

Tho Bank mainiaing 2 401(k) Retirement Salary Savings and Profit
Sharing Plar, &1 pprmanent employvess are aliginle once they meat the
g und Servise requirements. Employer contobuticns match 50% af all
gualified employes contributions, to a maximum of 3% of annual safary.
Emplover contributions of $27 965, 524 285, and $20.176 were made for
the years enced December 31, 2001, 2040, anc 1999, respoctively. The
Bank's cantributions Lo the Plan in 2007 and 2000 wese made in the form
o Bank comman stock. Accordingly, the Bank contribuled 8857 sharey
of cammon siock valued ai 3315 par share in 2001 and conlributed
8,258 shares of cammen sk vailed al 52,62 per sharg in 2002, The
Bani's 1982 contributions to e Plan were made haash.

NOTE 17 - FIMANCIAL INSTRUMEMTS WITH DFF-BALANCE-SHEET RISK
Ir thie nermal course af business o meet e Anaocing needs of its cus-
tormers, the Bank is a parly o financial insbiuments with of -balance-
shaet risk. These firancial instiruments include commitments 10 gxtend
credit and the issuance of ieitars of cradil. These ingtrments invoe, 1o
warying cegress, alements of nradt and interest rate risk in exress of the
amaounts recognized i the balance sheets. The contract amaunis of those
Inztruments raflect the extent of involvement the Bank has in paiticular
clagsas of tinancial instruments.

The Bank's expasure to oredit Ioss in the svent of nonperfarnsanns by the
athar party ta the financial instrument far commitments to extend credit
ano letters of credit written 18 represented by the contractual amannt of
those nstruments. The Bank uses the same credit policies in making
commitments and conditional abligations-as it doss tor cr-balance-sheat
irslruments.

Unlzgs noted atherwise, the Bank raquires collateral ar ather security fo
suppart financial instruments with credit risk.

Gonlract Andun
da 0f Decembar 31,

20 2000
Finaneal irstnoments whasa aorfrac
amaunts reprizaenl cradic g
Sorstrvation laaa camim boanls 5o4a1.000 3 E.2RR.000
Gredit cass camm tnents 2,136,400 445,000
L a® zredi zomnitmerts 157850 EEEEERTIO
Lelibrs ot nred e -

{12153.000

Commitments to extend credil are agreaments ta lend In @ cuslomer as
long as thers is np viclation-of any condilion estabished in the contract,
Cammitments gensrally have fixed expiation dates or-other termination
tlauses and may require payment of & fee. Singe many af the cammit-
mentz arg gxpectad to axpire withaut being drawn upan, the total com-
mitiment arnaunts da not necessarily represent tuture cash reguirements.
The armaunt of collatoral obtained, it deemed necessany by the Bank upon
extension of credit, is based on managements crodic cealuaticn of the
counterparly, Cullaterdl held warics bot may include depositony asoounts
held by the Bark, sceounts receiwabils, inventory, oroperty, equipment,
and income praducing propertes,

Letters af credit written are canditional commitments lssusd by the Buank
(e guaranter the performance of g customsr tooa hivd party, Those guar-
antzes are primarily ssued oosuppert publc and private heeeoeing
arrangements, Including commercial paper, bond financing, and similar
franzactions. The nradit sk invobead inissuing letters of cradit is essen-
fially the same as that nvolved in extending foan tacilitics to customars,
Ta suppart international letters of credit tor its custamers, the Bank main-
tains @ S250,000 line of credi with & correspondent Dank.



MOTE 18 — FAIR VALUES OF FINANCIAL INSTRUMENTS
The fallowing table illustrates the estimatad fair valys and the related ar-
rying amount of the Bank's firancial instrments,

20m 2000
Estimatad Estimated
Garrying Frir Garrylng Fair
fumni i Value Amouni Value
Cashand ¢ 12 T ks SooMESM 5 £49.38
Fegen2l ‘unds sull v HEEOB R RESOID
Invlned swcnlies avarable-ar-sae § 1581471 & 48747
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While these estimates of fair value are based on management's judgment
af the mast appropriate factors, there is 10 assurance that wers the Bank
to have disposed of such items at Decembier 31, 2001, the estimated fair
walugs would necessarily have leen achieved at that date, sinco market
values may differ depending o various circumstances, The estimatad fair
values at Decembiar 31, 2001, should not necessarily be considerad 1o
apply at subsequent dates.

In additivn, other assets and lizhilitios ot the Bank that are not defined as
financial instrumants are not included in the above disclosures, such as
property and equipment. Alse, nanfinancial inslrumants typically nol rec-
agnized in he financial statements nevertligless may have walle but aro
nat included in the above disclasures, These include, among other items,
the estimated earnings power of core deposit arcounts, the earnings
patential of loan servicing rohts, customer gandwill, and similar items.

MOTE 19 — COMMITMENTS aMD CONTINGENCIES

Empleyment agresments — The Bank has entered info revised ompioy-
ment agraements with its chiet axecutive officer, chief credit officer, and
chiet financial and vperations afficer. In addition to providing -customary
saiaries and Lenefits to the executives, (he agreoments which expirs on
May 31, 2008, provide for payments of 29%% of the axeclilives most
recent baso salaries in the svant of a change mn Bank cantrol, as detined
in the empleyment dgreements. Further, in the case of (he chiot executive
vificer, a Board resolution provides for incentive compensation in ceetsin
circumatances,

Dperating lease commiments — &s of Jecembar 31, 2004, 2000, and
1999, the Bank lsases certain branch facilities and eouipment. Rent
expenze for 2001, 2000, and 1999 was %240 233 5166954, anq
$185.071, raspectively, The approximale minimum annual cammitment
for fiture rentals under aperating leases is summarized as follous;

Years end 1 Locenber 31, 2007 418704
2005 149314

2004 MG.A510

2008 PARAT

2008 MEs10

Hhiezallar _ BEE 508

W gE EhE

Legal cantingencies — |n the ordinary course of husiness, the Bank may
Lecome invalved in various litgation arising from rormal barking activi-
ties. In the opinion of management, after consultation with legal counsel,
thers are no current matters gxpected to have a material adverse effect on
the Bank’s financial nandilion or results of cperations.

MOTE 20 - REGULATORY MATTERS

American Pacitic Bank Is sibject o various regulatary capital require-
ments administered by federal banking agencies. Failure to meel mini-
MmN capital requirements can initiate certain mandatary — and possibly
additicnal discretionary — actions by regulatars that, if undertaken, cauld
have a direct matardal oftect on the Bank and the Baak's financial state-
ments. Under capital adequacy quidelines and the regulatony frameworl
lor prompl corrective action, the Bank must mest specific capital guide-
lines that imvolve quantitative medsures of assets, liabilities, and cartain
off-balznce-sheet itams as calculaten under regulatary accaunting prac-

tices. Capital amounts and lassification are also subject |0 qualitative
judgments by the regulators about components, risk weightings, and
ather factors.

Quantitative measures established by regulation to ensure capital ade-
quacy reguire the Bank 10 meimain minimum ameunts and ratios (set
farth in the table helow) of total and Tier 1 capital (as defined in the reg-
ulations) to risk-weighted assets (as defined), ang of Tier 1 zapital o
BVErafe assets (as cetinad). Management befieves, as of December 31,
2001, that the Bark meets all capital adequacy requiremanls to which it
i subiect by regulation,

Az of Derembar 31, 2001, the maosl recent natitication fram the Federal
Deposit Insurance Corporation Gatsgorized the Bank as wel vapitslized
under ke reguiztary framesdork for prompt carrective action, To he catego-
Mized s well capitalizsd the Bank must maintair minimum total risk-based,
Tier 1 risk-based, and Tier 1 leverags ratios as sel forth inthe table bejos,

To Be Well
Capitalized Under
For Gapital Prampt Corrective
Aetal Adequacy Purposas Action Provishons

Amount Ratio Amouni  Ratio Amount  Falio
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NOTE 21 - |[MTEREST IN REAL ESTATE PARTHERSHIP

The Bank has acquired an undivided one-third interest in a partnershin as
d result of a lnan default. The partnership and the rea! property it owns
are cansidered lo have no value; howeyer, the site may require rameadial
environmental expenses. These potential costs are subject lo considers
able uncertainty which affects the Bank's ability to estimate its ultimate
cost of remediation efferts. Management believes that the autcome af
this uncartainty should not have a material adverse effoct on thie financial
conditian, cash Mows, or operating results of the Bank,

MOTE 22 — SUBSEQUENT EVENT

Subsequent to December 31, 2001, the Bank ideniifiad a series of frayd-
ulent transarctions initiated oy ane of its customer, Total exposire arising
fram the fraudulent tranzactions approximates 5149,000. Management
and legal counsel for the Bank are pursaing al appropriate and prodent
courses of action to resolve this matter formally for the Bank. At the pra-
senl Lime, management balisves the Banks exposurs to lass will be
insigniticant.
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