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{fn thousands, excaept for per share data)

Interest Income § 7.558 $ 7378 $ 6708

Interest Expense 2,296 3,685 3119
Net Interest Income 5,262 3,653 3,589
Provision for Loan Losses 470 173 32
Othar Incama 465 534 319
Cther Expenses 3,480 3,180 2819
Income Before Income Taxes 1,777 873 727
Income Taxes/{Benefit) 875 336 276
Met Income 1,102 537 459
Met Income Per Share 0.73 0.41 0.32
Book Value Per Share 5.29 4.47 4.23
Total Assets 100,423 75,749 78,741
Loans (Met of Loan Loss and Unearmed Income) 86,236 69,977 70740
Total Deposits 79,534 BY.B7Y 63,351
Shareholders’ Equity : 8,577 6,782 6,207
Return on Average Assets 1.23% 0.68% 0.68%
Heturn on Average Equity 14.70% 8.30% 7.87%
Average Equity to Average Assets 8.34% 8.24% 8.69%
Met Interest Margin to Average Assets 5.86% 4.70% 5.45%
Interest Income to Average Earning Assets 8.70% 10.09% 10.18%

Fourth Quarter £5.53 £4.69

Third Quarter 5.85 4.00

Second Cuarter 5.86 3.80

First Quarter 3.58 2.99

Fourth Quarter $3.15 $2.68

Third Guarter 3.85 3.00

Second Quarter 3.50 2.68

Firat Quarter 3.50 2.62




American Pacific Bank

Since 1979

INTRODUCTION

American Pacilic Bank was organized and continues ro operare under the
laws af the Srare of Oregon. The Bank is repulated and s deposits are
nsured by the Federal Deposit Insurance Corporation,  American Pacilic
Bank has traded within the NASDAL systems (Symbol AMPB) since
1969,

American Pacilic Bank was formed in 1979 ro provide banking services to
the rural communities of Aumsville and Mill City, Orepon. Since thar
time, the Banl has conrinued o evalve from irs beeinnings as a small com-
munity bank into an institution with the sirength to have an impact on
the [inancial community encompassing the Pacific Rim. The scope of the
Bank has increased to satsly not only the needs of the people where it orig-
inated, but ro also provide credit card services in addition w real cstate,
commereial, and personal lending services throughour Oregon and
Southwest Washington, Execurive olfices, including o [ull-service lending
office und « main branch, have been established in the financial district ol
downrown Portland.

Toduy, the Bank has a reputation of providing friendly, personal und effi-
cient service to customers living throughour Chepon and  Southwest
Washingron in rhe areas of conseruction lending, commercial loans, busi-
ness financing, consumer loans, credir cards and deposic services, The
Bank relocared o its new headguarters in the linancial disirict of down-
town Portland in January 2000 and also provides full Tnterner banking and
hill payment services to its customers through it online delivery channel,
American Online Pacific Bank, On March 1, 2001, the Bank opened its
new Wood Village Branch in Wal-Mare on the Hast Side of Portland.
American Pacific Bank's future will contitue 1o be churacierized by con-
tinued growth and profirabilicy.
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Message from Chairman and President

sarch 1, 2003
Diear Sharcholders and Friends,

We are pleased o inform our sharcholders that 2002 was a banncr year [or
rhe Bank, We exceeded 3100 million in assets at year-end 2002 and we
achicved the highest profies in the Bank's history, The Bank's asser quality
continues to be excellent and the detmand for our banking services con-
rinecs to increase,

It should be nared rhar for the twelve months ended December 2002, ner
earnings aller taxes were mote than doubled, excecding $1.1 million or
$0.73 per share, as compared to 50,36 per share reported for the same peri-
od lase year. Net interest income after loan loss rescrves was approximale-
Iy $4.8 million as compared o $3.5 million for the same period Last year,
an increase of 36%.

The Business Journal, in its 2003 Book of Lists, ranked American Pacific
Bunk the number one “Fastest-prowing FDIC-insured Institution” in the
Fortland/Vancouver region based on the percentage of asser grawrh from
19992001, From the yvear 2001 (o 2002, the Bank erew the asset size 33%,
exceeding 5100 million; total loans grew 23% to 587 million; and deposits
arew 38% to approximately $80 million.

The Bank concinues to be well-capiralized wich the leverage racio ar 8.85%
andd the risk-based capital matio at 10.79%. The book value of the Bank’s
stack as of December 31, 2002 was ar $5.29 as compared ra the December
2001 book value of 54.39 per sharc. The Business Tribune teported
American Pacific Bank common stock as the second-highest in stock mar-
ker price pain (62%) amonz Northwest scocks in 2002,

We cxpect 2003 will be another vear filled with progressive performance
and accomplishments, With our struregically located branches and our
American Online Pacific Bank {(www.apbank.com) delivery channel, the
Bank will continue to provide efficient and personalized services o iy cus-
totmers in the vears ro come.

Yours truly,

B o
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{

Fai H. Chan
Chairman, Board of Directory

David T. Chen
President and Chief Executive Officer

“Bridging global commumi-
ties through the Bank's
online banking sevvices will
present better opportunities
for our customers in the
new millennium”

Far H. Chan

“Clombming electronic

banking with old-fashioned
friencly customer service
will comtinue to set us
aficirt from other financial
mstitutions’

David T, Chen



AMERICAN PACIFIC BANK
BOARD OF DIRECTORS & MANAGEMENT

BOARD OF DIRECTORS
Dai T Chan: Chaivman of ihe Bogrd

Ruised in ITang Kong, whese he was
educared ar 5. Jusepls Collepe, M
Chan maved w Bnglind and cradoared
[roan Northweestern Falyrechnic with o
degree in hosiness managoinent  and
commarce. He enered the financal
coluipnily ws ool nvestmenr banker
unel cventaally became the principal in
a Hong Kong haged securivies firm

Mr, Chon became  Chairman ol
American Pacific Dank in 1937 when ot
weds still called Saoriam Vallew Bank sl onthe verre of faihire,
He assembled a camplately new neaagement team and immedi-
ately began a resttucturitye process, That process has evalved Lo
rhe point where today the Pank’s assers have grown lrom 39 mile
Lot weell coeer $73 million: Lhe signilicant loss posicion of
1986 haz rurned inno 4 profil, and he seovines reade wirhin the
PARTAL st

#r Chan s equally a0 hoine in the bosiness world of rhe
United Srares: Cuanwcda, Burope, and the Tar Easr. He Lrings
Prvealuable cxportise on oan mrermational level W Americun
[Pacilic Bank.

Dheid T, Chen: Prosidess, Chie) Execueive Officer
ared Wateker o ihe Bogrd of Divectors

Wlr, Chen began his cancer wich the
Watianal Bunk of Commerce [larer
called  Ranier Banl! in Seartle,
Washmeron in 19660 In 1970, he
enrared rhe pullic sector serving as the
Fitanoe Dircelor for varions municipal-
itice, The most recent of theae wa: e
city of Beavercon, Uregon where he s
directly responsible lor maneging the
cilys $60 million annun] hudeer. e was
uppointed by Presidene Reagan's adiin-
istraton rooan adminisirslive post with-
i the Furmers [ome Adminisreation of che LS, Departmenc of
Agriculure in 1983, and assumisl the posinon of Oregon Srare
Direcror, Loler the sdmipnustation of Presidant Bosh, be was
clevared (o the positon of Associare Adininistrator in
Washingron, TV In that wapacily, he assisted  the
Aclwinisrratar o mwneioge e Fedemal Government's chisl
agriculrre and rueal development agency, with more Uian
L2200 employees, 2,200 field affices mationwide and 4 loun
portfolio cxceeding $30 hillion, with an somual bodger of
approximarely $10 Lillico,

Mr Chen recerved his Wasrer of Ars in Politieal Seience
tram the Uneversiy of Oregony his Bachelor of Ars in
Mathemarics Trom the University of Washingran, and &
Bachelar of Arns in Public Admimstrarion from the Taiwan
Narional Chung Tlsing University. Tnadidition o his respon-
sibilitics with the Bank, M Chen was appointed by the
Dregon Srare Treasurer o serve ws 4 Board member for rthe
Qregron bacilivy Authority,

Tong Wan Clan: Member of the Bogrd of Directors

Tong War Claty, krsown us Tony Clhan,
begarny his curcer as un investmer
banler specializing in Asian equicy
financial  produces for Percurine
Trwvestrmernt Hollings Limiced (PITILY in
Haunwer Fong, Mr, Chan was one of Tour
peeple responsihle for srrocturing wnd
marketiong for Peregrine Dorivatives, o
aulmidivry ol PIHL, which prodoce:d
annuul Tecuning profits of 320 o 30
millior, Mare  recenrly, Mr Chun
worked as an lnvestnent Banker for
Comumerzbanle, Cilalkal Fguiticos, whire he was invalved in rhe
catnblishment of @ new terional business cencer in [eng Konge
for the Crlobal Equities Division. Smce Julv 1999, Mr, Clan has
warked [or American Franresr Fingncis]l Comporation as an
levvestmenr Banker specializing i the coordinadon of the
Company's high weeh snd emerging Tnterner related siratewic
funding activitics

Alewandear B, Koreling Member af the Board af Divecions

Mr. Korelin b served on the Board of
Dhirectors since 1955, Tle has leen
iwalved i the finansial comtuunicy
ance receiving his MBA O in
Irteznationg] Trade und Finance from
the Universicy of Puger Sound. He has
served as a consultanr ro large publicly
rraded companies, Forcign bused snock
enchanges, and private businesses since
[eurdivg his own firm in 1982 Because
of Mr Korelins experience aud edu-
carion, he continess (o provide the
senive managament af the Bank with valuable inpur reparding
dav to day operations and luome objectives,

Mr FBorelin plave an acrive rale in comuunity service Both im
Oypron and Srorhwest Washingron: Hae ds che Presidenr af the
Ratary Olub of Greater Clads Conmey, To the paat he has served
as President of Portland's Broadway Toasomastess; the Chuimaen
wl the Fellowship Commines of the Botary Club of Fortland,
the Chairmas of rhe 123 (Childoons lmmunization) Task Foree
m Clark Coonte, und @ member of the Board of Direcioes of
Chreater Clack Couney Rorary Clob whare Be wss chainman of
Cunununity Service.

Francis TL Tlendricks: Mamber of the Bowrd of Direcrors

Mr Tlendricls s invelved in the wgri-
colrural comnpunity  in Aumsville,
Oreoon whiere be has lived all of s life.
He is o past member of the Aumsville
Schoo] Brand fror eighn vears whers, dor-
trg his verore, be served onche Pudger
Ceotminittee for six yems [Te s alao s
member of the Wileo BFarmers Groug
and rhe Suklimire Harvest Bestival, He
ig currently s twenber of the Board of
Dircotors of  Santiam Wemorial
Huspizal,




Jurnws M. Mei: Member of the Doard of Divactoers

br Med joined che Board of Digectors in
Decermber 1996, and is an alommey in
Portland,  where he specializes  in
[erernarional Business Trameacrinns,
“hinese Law and Buziness Tmmigration
Law. Tle received his Juris Dioctor froum
Willomeere Universicy, Oregon and
Bachelor of Arts from . Shonghad
Ulniversivy, China Mo Mol weprosents
aiwl  advises  meny Americun und
Mulvinarignal companies conducling
busineas in China and rhe Lniced
States. Tle alza handles business and
itnmigrarion cazes for clients in Asia and Tirope:

Mr bei s unoactive meober of Anerican Bur Associution,
Opegon and Washingon Srate Dar Associalions, Aumerican
Lenmigration Lawyers Asaociation, and 1150 Disteice Coor For
the Disrricr of Orepon, Tn che past, M Mei served anorhe Doand
of Threctors for the MNarthwest Remonal China Conneil.

MANAGEMENT

aid |- Chen: Presiden, Chie] Execive Officer
ol Metiber of the Bourd of Divecirs

Richard ¥, Cheong: Sentor Viee Prasiden,
Chisf Financtal and Olperatans Officer and Corporan Seoverary

br. Cheonyg bepun his carver with
Arthor Anderen S Company in 1955 us
wotnewmher of e Mansgement
I lpemarion Consulting Division. 1nochat
capaciry, he successfully managed com-
plex systems develapmenr projects. TTis
responsibilivies meluded prepavation and
implementarion of the projeces, noaddi-
riom b supervision of the staff ussipned to
the undertakine. Prior @ joining e
Bank, W Cheang was an investmen,
mianager with a Japaness real eqae
syndicarion company far rwo years.

He joined the Buank in 1991 and b sipee been elevawed w his
present position. As Serior Wice Presidesy and CHEOL Mo
Cheongs responsibilities include recponsibilities in pesonnel,
operations, and accounrakilitg far all financial and accounring
aspects of the Danle.

Mro Cheone holds an MBA anad an Bachelor o Busitess
Adminizrration, hach in Finance, Fram the University ol
Orepeon,. He iz acrive in the local communitg wich Juniar
Achievernent and the Oresan Northwese China Council, and
strvid on the Board of Loaves and Tishes, Tnc,, Tnited Way of
Crepon und Kids W Tennis

Hurlun Barcus;

Sepsdor Viee President amd Chiel Cheedie Officer
blr. Barcus has been acoively invalved m
the fimuncial services indusery for 13
yours. Prior (o joining American Pacilic
Buank, he was the inanaeioy director of
Analvoguesy, LLC, a provider of soflware,
educariomal corriculum and  consulring
services for the financial services indus-
ery. Tlia career began in 1981 with the
Federnl Deposit Insurance Corporacion in
T'ortlund a5 a bank cxuminer. He was alsy
une the fuculty of the B Mational
‘ ’ Training Center in Washingron, [N

In 1993 Mr, Burcus joined LLS, Bunk in

Portlund as a consultint, snd eventwally becane w vice president

L.

and cetior losn porilelio waslyse for LLS. Bank’s Credit
Adminisrratian and Palicw In 1997 he was promated o senior
credic adminiscration allicer, and managed rhe commercial loan
syatems, management informarion systems and loan porrfolio
credit risk analysis funcrions tor the hank o 1995 Mr, Barcus
wis uppoiated propram manager for LLS, Bunlds mrerstate hank-
ing project, where he successtully directed the menger ond inte-
wration of LS, Punk’s multiple sture bunls ino a siogde cnticg
dr. Bareus holds a0 Bachelors’ Tlepree  in Business
Administracion In Finance from Wesrern Srare Universitg, and
ow graduate of the Pacific Coast Banlinge School ar the
Lmiversity of Washington, He has also served on dhe facaloy of
U Mortwest Commercial School of Lending au the Universicy
el Poetlan Tor soveral yours,

Dhoreran Waks: Senicr Viee Prestdeny, Divector of Real Batawe Lending

Br ke has chirty five veurs of bunking cxpericnce, He hegan
' his curcer i [263 aller awending col-
lege ar Oregon Scate in Busingss
Adminiscration. He has a strong Lack-
geonird in real estare lending, especially
incame praperty. Tlis career searted ar
Enirahle 5 & L, where he held varinus
poaitions oz Deparement [ead, Branch
slanoger of tour different offices; and
Vice Presidert of e lureest production
oflice inn the cotnpany. Most recently, he
bras served as Senior Loan Oificer and
then Yice President af American Pacific
Bank’s laan divizion, where he has hean
responsible for all real earare lending activities. Mo Waha i a
member of Mortpare Brokers Assocmtion of Aumerica and
Croegent Ponbers Associacion, where he sits on che stone real
exlate committes. Hae hos also held severol onganizacionul offices
such s past President of Morgage Bankers Association in
Yakima, Washinglon, past Hrecloe of Oregon Stale Besver
Tl and Wice  Presidente af Ooevallis Home Builders
Aasociacion, TTe is also a graduate of the Warthwesr Danking
School from the University of Washingron,

Baevin |- 8oCuane, Senior Vice Presidene, Divector of Business Lending

Wl Mcllann hos thitty-one vears of
harking experience. He began his career
in 1972 with Bank ol America, shortly
sl vhraining 4 Bachedors Devres 1o
Matragement  from California Slaw
Llniversivy in bullerran, California. He
has a aolid hackeround in many repes of
lending, mcluding  commercial  real
escate, commercial and business lend-
i Inaddition, he hos held NASD
serics 7,0, 5263 Leenses,

While Mr MeCann was with Bank of
America from 19721983, he was
itvislved in mstalhoene, commercial und conuuercia] real estate
lending and, from 19781983 was Vice President; Manager of
the bank’s commuercinl real cstate lending deparanent o
Newpore Center, California. From 19831993 e MeCann was
in rthe savings and loun indusiey, primoarily with Pacilic Firs
Tederul Savinpgs of Searcle, WA, first a3 a Vice Frezsident and
larer a5 a Senior Vice Presidenit be wsnmeed one oilice uil over-
suw the muanagement of two ather offices in Southern
Califrrnia. He lefi this position ine 1993 when b ioved o the
Morthwest to tejoin Bank of America, where he was a Vice
Fresidenr in the’ Beal Baate Leodiog Division. From 1993 10
2000, he was o Vice President with the bank’s Privare Banking
Deparrmentin Portland, OR arel Vancoueer, WA

M MeCann hus been involved inseveral non-prolie orcuniza-
rioms i the Pordland-Vancouver acca including Howse ol Ulinisia
and [Iabicar for Humanicy. He s currently a Cloore Appainred
Special Advocare {CASA) in Sourhwese Washingron.



Arnericam Thcific Bank messimes irs S0l 110 many ways oustomaer
satisfacricm, proficnbility, groweth, imd comribntioms foothe commmnimicias
thal we serves

At the cace of our lending progams is o credic philosopio ocused on
Lrowing our customer and oncerstanding the bomowers abilice w
repay che loan, This appresch, combined with expesienced ancl deci-
sive monagement, inimizes izl and moximizes praficability ang cus-
comer satisfaction,

The suceess of our commercial mesl csrare, bosinesa smed ored ourd
Tereling programme i% evideneud by inrerest meome and foe gemeranon of
FT6 milliom, resaltmg insm seenipe yick] o loans 2.53%0 This by
Twen accennplishand wathonr comprarmizsing e queliog ws dhown by
cnr st dne Towm mnic el TE2%, moneperformmmg asser ranue of Q005
aii et losn Toss o of D09%.

HReal Estate Lending divizsion
Aveneiican Pacilic Bank's Beal Baate Leading Division fcwses privmaii-
Ly o enisi-perin lending for commescial and resicenuial properiss, con-
struction faancing foc residenrial and commersial builelivies, ar resi-
deaciz] lean beokering.

[Her Bl Fetare Division emided 2002 with 097 millinn in loane
Tesiclemtinl Tooms orgmared drmg 2007 ratslud over 535 malliom, due
rerrh Favomable dechme dnimtemese Tatos.

s |

Feal estate Ioans mowe fnosize oo $LO2C00 w0 32,200,000, Loas
aborve Lhis anpe are pacticipated with crher lerless, 2llowing us o wake
pact in lagzer projects whils minimizine oor cisk sxposus

o mirigate che risks mhorent in constroction and commmemal ves)
earte: losmz, the Banls aenvely managss this portfolie theough fregqnent
mepecroms, controlled dishomiments, variabic inrenest mine pmcing
wirth prisesrahlished floor neres amd eales oo rhe secondary trarken.

Duzing 2002 the Real Baate Division experiencsd salid nrewh e
enue witlecver $5.3 million o incersst and fee ncome, 2o 5% galn over
the peioe ves,

YOUR BANK AT WORK

Business Lending THyision
The Dusitess Lendine Division provides small bosinesses with lines of
eredit. term finaeing, SBA beans, and cash mansgement products. [t
emided 002 wich 200 million in loans outstamding.

Druring 2002 the Pusiness Tendmg Division: contribaied $597,000 m
irteresl and e meome wnd over 313 willicn in deposis. The
bfanapement i pleaed with the prosress of this Division, and looks foe-
wand b its grcwitng ootaribotion woche Baalds proticability anel furdher
diversifying the risk and neome of the loan perctoliz.

Bankeard Conter
American Vacific Bonk continugs to Dooomeof the boese wabies inothe
mirm inesecured eredic curd products, as rated by Cand Trake

Secured vredit cands sequice the account holder o deposit funds with
the Bank it an meou equal wo, or oreacer than, che credic limitof the
account, The deposics o the secwied credic cards ot only provize cro-
toction againse losses, bur alse provide an effeccive and incxponsive
funding source oo the LBank,

The: Barkesnt Conter emdesd 2002 wich wocrediv cand portfoliv of $4.3
willioe arct FFAGO00 i foneresl amd (oo come, an U cease of 48%
and Z0% respectively teer tie privor vear. The net charge-off mee due-
freg 2002w 2.5%, which s less than the naticnal avezage and. sub-

stancizlly lower than the 5.4% level in 2001,

Aanerican Online Pacitic Danly
Chie Dnlly irarescriona] Intemes branch, Anperican . Oaline Pacilic
Bauk, continmes o be used by oanere costeiers, providing siate-olLhe-
ALL COIVETLETILEs,

Other Banling Secvices
Thremeh thress srmregionlly Tocated branches, Aivercan Pacilic Banl
provides gualiiy, pemonal servace o dadividuals and bosiness oo
vul the Bank's trade uren. A special aiche the Banl: serves is -
praocs and clisniele oo the Pacific Bim and Latin America, widh
bilingual customer sevvice toilared o their unique noeds.
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DECEMBER 31, 2002, 2001, AND 2000

INDEPENDENT AUDITOR’S REPORT

MOSS -ADAMS LLP

CERTLFLEDL PUBIC ACOOUNTS

To the Board of Direcrars and Stockhalders

Arnerican Pacific Bunk

e huve sudited the accompanying halance sheets of American Pacific Bank, as of Cecember 31, 2002 andd
200, and the reluted stotciments of ieome and comprehensive income, changes in arocldholders' cquily,
atd eash Aows for each of the vears in the dhree-year period enled December 31, 2002, These financial
stuteineits are Lhe respansibality of American Pacific Bank's manapement, Que responsibilive is o express
an apinion on these lnancial scarements hased onoore audics,

We conducted our audits in aceardance with auditing standards penerally accepred in the Unived Svares of
Avrnerica, Those semdards roguire that we plan and perform the andits o obeam reasomable assreance about
whether rha finanaial scatements are free of waterial ndsstacement Ao audit inclodes sxamining, on o oest
busis, evidence supparring the ameunts and dsclosures nthe finencial stutements. Anosudit alsa inclides
nssessing the accounting principles used and sinificanc estimates made by managemene, as well ws cvalua-
ing the averall financiul statcinent presentation. We halieve that roe audirs provide a reascmalble bosis Tor
G O .

ltv cut apinion, the financial statements elemred Lo above presend Fairly, it all marerial respeces, the fina-
ciul position of American Pacific Banl, us of Decomber 31, 2002 and 2001, and dhe resulis of itz aperatinns
and its cush flows for each of the years in the three-year perind ended Decernber 31, 2002, in conloemity

with accmmting principles generally accepred in rha Unired Srares of Amearica,

/2% dafw 2F

Portland, Chepon
January 30, 2003




YEARS ENDED DECEMBER 31

ASSETS

2002

2001

Cash due from banks ¥ 2748547 8 849 994
Federal funds sold 7.050 000 535,000

Tetal cash and cash eguivalents 9,798,547 1,434,994
Investment secunties available-for-cale 1,198,370 1,481,471
Federal Home Loan Bank stock 601,300 550,000
Loans, net of allowance for loan losses and unearned income 86,235,022 89,977,284
Loans held-for-sale 755,742 578,753
Land, buildings, squipment, and leasehold improvements. net 807,421 916,067
Accrued interest receivable and other assets 1,087,209 757,804
Other real estate owned = 52 500

Total Assats

LIABILITIES AND STOCKHOLDERS®' EQUITY

% 100,422,511

$ 75,748,871

2002 2001
Deposits:
Moninterest-bearing demand deposits & 4,769,857 § 2438838
NOW and money market accounts 18.083.362 14,135,466
Savings and time deposits 56691 248 41.002 282
Total deposits 79.534 467 57.576.586
Borrowed funds 11,600,000 17,000,000
Accrued interest payable and other liabilities 711,358 388,998
Total liabilities _51.845,825 68.066,584
COMMITMENTS AND CONTINGENCIES (Note 16 and 18)
STOCKHOLDERS EQUITY
Class B commen stock, no par value, 200,000,000 shares authorized;
1,621,027 shares issued and outstanding in 2002,
1,476,990 shares issued and outstanding in 2001 5,854,908 5,196,746
Surplus 1,000,233 1,000,233
Retained earnings 1,675,852 574,254
Accumulated other comprehensive income, net of taxes 5,668 1,043
Total stockholders’ equity _ 8,576,686 _ 6,782,287

Total liabilities and stockholders’ equity

See accompanying notes

$ 100,422 511

5 75.748.871




YEARS ENDED DECEMBER 31

2002 2001 2000
INTEREST INCOME
Interest and fees on loans 7,389,343 § 6,967,281 5 5,346,297
Interest on investment securties
State and municipal subdivisions 112 3,100 2,100
LS. government agencies 24 441 75,064 210,473
Other domestic taxable securities 34413 27,600 16,740
Interest on federal funds sold 80.0339 200,550 132 798
Total interest incoma 7.558 348 FA77.495 8708412
INTEREST EXPENSE
Interest on depesits and borrowings 2206 532 3.6584.875 1194
Met interest income 5,261,816 3.692 620 3,588,947
PROVISION FOR LOAN LOSSES 469 757 173.768 362 165
Met interest income after provision for loan losses 4,792,059 3.518.352 3,226,782
NMOMNINTEREST INCOME
Service chargas and fees 192,004 153,085 113,580
{Zain on sale of loans 267,612 368,535 141,499
Reimbursement of leasehold improvements = s 53,666
Other noninterest income 5.345 i1.264 32,032
Total noninterest income 464,561 533,784 340,786
NMONINTEREST EXPENSES
Salaries and employees benefits 1,841,174 1,483,188 1,405,887
Cocoupancy and eguipment expenses 519,466 516.9189 373,481
Heal estate commissions. net of fees 129.591 124,721 21,459
Loss on sale of invastment securities available-for-sale = = 380
Oither operating expenses 1.190.101 1.055.468 1.039.488
Total noninterast expenses 3,480,332 _3.180,298 2,840,733
INCOME BEFORE PROVISION FOR INCOME TAXES 1,776,688 872,840 726,835
PROVISION FOR INCOME TAXES 675.090 335608 276,037
NET INCOME 1.101.548 537.234 450,758
OTHER COMPREHENSIVE INCOME {(LOSS)
Unrealized (loss) gain on sacurities, net of tax:
Unrealized holding (loss) gain arising during period (5.361) 18267 23145
Total other comprehensive income (loss) [5.361) 18 267 23,145
COMPREHENSIVE INCOME $ 1,086,237 $ 555501 5 473,943
BASIC EARNINGS PER COMMON AND
COMMON EQUIVALENT SHARE 5 G._?B $ 0.36 F 0.32
DILUTED EARMNINGS PER COMMON AND
COMMON EQUIVALENT SHARE S 0.73 % 0.36 5 0.32

See accompanying notes.
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BALANGE, Docomber 31, 1999 1171,778 5 4,500,415 $na0.Ges Fra,7s) 5130,263) $5.005.970
Exercise ot options 52,500 5,625 - = 60,005
Taw banefil of stock nptions exertised - - 59,677 - 50615
lazurnce of slock 114,000 211,500 - - - 511.500
Stock split 115010 133,458 - - 5 = "

Met incema and camprehensive incame i & = _AB0, 08 23145 473,944
BALAMCE, Decambar 21, 2000 1,467,734 5175611 1,000,218 37020 (7,218} 8,206,651
Issrance of stock 9,254 20135 - - = 20,135
Met inzome and comprehansiva neome - - _hirz34 _ 13267 __hgh a0
BALANCE, Dacember 31, 2001 1,476,350 5,196,746 1,000, 238 574,254 11,049 f.7R2.287
Is5uanee of stock B.8RT 27,805 - - = 27905
Ewarcige of uptions 85,150 413.257 5 = - d13.257
Exercisg of wardnts R0,000 257,000 - - - 257,000
et income and comprehensive jnganms - - = LA 548 _(5.361) 1096 257
BALANCE, Dzcomber 31, 2002 1.621,027 5 5,894.908 $1.000.237 $ 1,575,852 $__5.688 $ B.576,636

Sea accompanying notes.




[EMEI kS
YEARS ENDED DECEMBER 31
2002 2001 2000
CASH FLOWS FROM OPERATING ACTIVITIES
Met income 5 1,101538 & 537,234 8 450,798
Adjustments to reconcile net income to net cash from operating activities:
Gain on sale of loans (267.612) (368,535) (141,499)
Loss an other real estate owned 20,650 - -
Dapreciation and amartization 115,165 123,972 89,336
Frovision for loan losses 469,757 173,268 362,165
Gain on sale of investment securitias available-for-sale - 3 390
Deferred income tax provision {benefit) 11,838 7.023 {57.683)
Met change in loans held-for-sale 90,623 875,226 (483 3686)
Federal Home Loan Bank stock dividends (35,200) [23.100] {15,600)
Stock contributed to 401 (k) retirement plan 27,905 20,135 5
Change in cash due to changes in certain assets and liakilities:
Accrued interest receivable and other assets (278.481) 249,078 (332 120)
Accrued interest payable and other liabilities 321,360 6,185 9.588
Met cash from operating activities 1.5677.603 1,600,453 122 991
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of investment securities available-for-sale {1,186,896) (1,095,311} -
FPurchases of Federal Home Loan Bank stock (16,100} (80.800) (287 ,700)
Frocaeds from sale of investment securities available-for-sale 70,000 - -
Proceeds from maturity of investment securities available-for-sale 1,385,218 1,975,246 1,519,604
Loans originated, net of principal repayments (15.514.256) 837,174 {25,361,950)
Proceeds from the sale of other real estate owned 335,850 - 200,548
Furchase of cradit card porifolios {1.518,135) {309,699) -
Purchase of buildings, eguipment, and lzasehald improvements {7.BE3} (245 HAG) _ (321,751)
Met cash from investing activities (16422 188) (1.177.022) (24.231.249)
CASH FLOWS FROM FINANCING ACTIVITIES
Met increase (decrease) in noninterest-bearing demand,
NOW,. money market, and savings deposit accounts 6,000,727 864 4859 (557,144}
Met increase (decrease) in time accounts 15407154 (6.638.590) 16,678,720
Met (decrease) increase in short-term borrowings {8,000,000) 2,200,000 8,800,000
Proceeds from long-term borrowings 0,600,000 - -
Repayment of mortgage on other real estate owned z (164,978}
Froceeds from options exercised 413,257 B85 625
Proceeds from warrants exercised 257,000 =
Issuance of common stock s 202,750
Met cash from financing activities 23228138 (3.574,501) 24 977 973
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 3,363,553 {796,086) 623,733
CASH AND CASH EQUIVALENTS, beglnning of year 1,434,084 £.231.980 1.608.247
CASH AND CASH EQUIVALENTS, end of year $ 97FORB47 5 1434994 5_2.231.980
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Interest paid in cash $ 2323649 § 3743090 5
Taxes paid in cash 332131 & 332584 5 206300
SUPPLEMENTAL DISCLOSURE OF NONCASH
INVESTING AND FINANCING ACTIVITIES
Unrealized (loss) gain on available-for-sale securities, net of taxes & [5.361) & 18.267 & 23145
Acnuired real estate in settlement of lnans $ 304000 § 52,500 $_ =
Application of stock subscription payment to stock purchase $ = g - %__ 255750
Tax benefit of stock options exarcised $ = 5 - $ 59613
See accampanying notes.
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MOTE1- ORGAHIZATION AHD SUMMARY OF SIGHIFICANT
AGCCOUNTING POLICIES

Organization — American Pacific Bank ithe Bank), headquartered in

Portland, Oregon, is an Oregon state-chartered bank, The Bank provides

cammergial banking products and services to the Partland and Salem,

Oregan, metropolitan areas thraugh three branch offices,

The Bank is subject to the regulations of the Federal Deposil Insurance
Corparation (FOIC) and the Oregon State Department of Insurance and
Finance. Theough their aversight responsibilities, thess agencies periodi-
cally conduct exarninations of the Bank,

Management's estimates and assumpfions — In preparing the financial
staternents, management is required to make estimates and assumptions
that affect the reported amounts of assets and liabilities as of the date of
the halance sheets and revenues and expenses far the reporting period.
Estimates and assumptions made by management primarily involve the
valuation of the allowanecs for loan losses. Actual resuits could differ sig-
nificantly from those estimates.

Investment securities — The Bank is required to specificalhy identify ilg
investment securities as “held-to-maturity,” “available-for-sale,” or “trading
aceounts.” Accordingly, menagomont has determined that all investment
securities held as of December 31, 2002 and 2001, are “available-for-sale.”

Available-for-gale securities consist of bonds, notes, debentures, and cer-
tain equity securities. Securities classified a3 available-for-sale may be
sold in response to such factors as: {1) changes in marker intaresl rales
and related changes in the security’s prapayinent risk, (2} needs tor lig-
wicity, £3) changes in the availability of and the vield on alternativa inslru-
ments, and (4] changes in funding sources and terms. Gains and losses
an the sale of available-for-sale securities are determined using e spe-
cific-identification methad.

Unrealized holding gaing and losses, net of tax, on avallable-for-sale
securities are reparted as a net amount in & saparate companent of equi-
by until realized. Fair values for investment secirities are based on guot-
ad market prices. Declines in the fir value of individuwal available-for-sale
securilies below thair cost that are other than temporary, result in wiite-
downs of the individisal secorities o their fair valoe, The related write-
downg would be included in earnings as realized Insses. Premiums and
discounts are recognized as interesl income using the interest method
et The period to maturity,

Loans, net of allowance for loan losses and uneamed income — Loans
are stated at the amount of unpaid principal, reduced by an-allowance for
loan losses and unearned income. Interest on loans is calculated by using
the simple-interest method on daily balances of the principal amodnt out-
standing. The allowance for loan losses is established through a provi-
sion for loan losses charged to expense. Loans are charged against tho
allowance for ipan losses when management believes that the callectibil-
ity of the principal is unlikely. The allowance is an amounl that manage-
ment believes will be adequate Lo absorb probable losses an existing
loans that may become uncallectible, based on evalualions of the col-
lactibility of loans and prior loan loss expericnce. The evaluations take
intg consideration such factors as changes in the nature and volume of
the loan portfalio, overall portfolio quality, roviow of specific prablem
loansg, and current econamic conditions that may affect (he borrower's
ahility to pay. Impaired loans are measured based on the present value of
expecled future cash tlows discaunted at the Inan's effective inlerest mte
or at the loan's market price or the fir value of the collateral if the loan is
collateral dependent, Accrual of inferest is diseantinued on a loan when
management believes, after cansidering sconomic and business condi-
tions, collection efforts and collateral position, that the borrowers Tinan-
cial condition iz such that collection of interest is doubtful. Loan arigina-
tion fess and certain direct origination costs are capitalized and recog-
nized as an adjustment to the yield of the related loan,

A loan is considered impaired whan, based on current information: and
events, it is prohable that the Bank will be unable to collect the scheduled
payments of principal or interest when dus according 1o the contractual
tzrms of the Ioan agreement, Factars considered by management in deter-
mining iinpairment include payment status, collateral value, and the prob-
ability of collecting scheduled pringipal and intarost payments when due.
Loans that exparience insignificant payment delays and payment short-
falls generally are not classified as impaired, Management determines the
significance of payment delays and payment shartfalls on a case-by-case
basis, taking into consideration all of the cimumstancos surrcunding the
loan- and the horrower, including the length of the delay, the reasons for
the delay, the borrower's prior payment recard, and the amount of the
shorifall in relation to the principal and interest owed. [mpairment is mea-
sured on a loan by loan basis for commercial and construction loans by

either the present value of expected future cash flows discounied al the
Inan's effective interest rale, the loan's obtainable market price, ar the fair
valug of tha collateral if the Ioan is callateral dependant,

Large groups of smaller balance hamogenaous loans, such as crodit card
Inans, are colleclively pvaluated for impairmant. Accordingly, the Bank dues
not separately identify individual credit card loans for impairment disclogores.

Various reguiatory apencizs, as an Integral part of their sxamination
process, perodically review the Banks allowances Tor loan losses, Such
agencias may require the Bank to recognize additions to the allowance
based on their judgments about information available to them at the time
af their examination. The Bank underwent examinations by applicable
requlatory agencies during 2002, 2001, and 2000. The accampanying
financial statements reflect any accounting adjustments required as a
result of the regulatary examinatians,

Loans held-for-sale — Maortgage loans originated and intended for sale in
the secondary market are carried at the lower of cost o estimated imar-
ket value in the aggregate, Met unrcalized |osses are recognized hy
charges to income through a valuation allowance,

Marlirage [oan sales are primarily on a servicing released basis, Gains or
losses are recognized to the extent that the sales proceeds of the mortgage
loans soid excead ar are less than the not book valug at the time of sale,

Loan sales — The Bank sells participalions In loans, retaining servicing
rights, and an interast in the sold loans. Gain o loss on the sale of loans
depends in parl an the previous carrying amaount af the financial assets
involvad in the transfer, allocated betwesn the assets sold and the
relaingd interost based an their relative fair value at the dale of transfor,
Quoted markal prices are generally not available for retained interests, so
the Bank generally estimales fair vilue based on the present value af
fulurs expected cash flows using management's best estimates of the key
assumlions — credit losses, prepayment speeds, and discount rales
commensurate with the risks involved.

Ma servicing asset or liability is recorded becavuse the Bank estimates that
the henefits of sarvicing are just adequate to compensate 1 Tor its servic-
ing responsibilities,

Land, buildings, equipment, and leasehold improvements — Lari,
buildings, equipment, and leasehald imorovements dre stated at cost,
less accurmulated depreciation and amartization. Depreciation and amor-
tization are computed principally by the straight-line method aver the
estimated useful lives of the assets, which rangs from 3 to 40 years.

Other real estale pwned — Real estate acquired by the Bank in satistac-
tinn of debl is carried at the lower of cost or estimated net realizable
valug. When propery is acquired, any excess ot the loan balance over its
estimated net realizable value is charged to the allowance for loan |osses.
Subsadquent write-downs to net realizable value, if any, or any disposition
gains ot losses are included in noninterest income and expanse.

Adverlising — Advertising cosls arg charged to expense during the year
in which they are incurred. Advertising expenses were $15,514, $20.294
and §40,861 in 2002, 2001, and 2000, respectively.

Income faxes — Deferred lax assets and liabilities are determined hased
an the tax ettects of the differences belween the book and tax bases of
various halancs sheet assets and liabilities. Deferred fax assets and lia-
bilities arg reflacted at currently enacted incame tax rates applicable 1o
the periad in which the deferred Lax assets or liabilities are expected o be
realized ar setted. As changes in tax laws of rates are enacted, deferred
tax assets and liabilities are adjusted through the provision far income
faxes. Valuation allowances are establishad to reduce deferred tax assets
if its more likely than not that all or a portion of the potential deferred tax
azget will ngl be realized.

Cash and cash equivalgnts - For the purpose of presentation in the stataments
of cash flows, cash and cash equivalents are generally all short-term invest-
rents with & maturity of thrae months or less. Gash and gash equivalents nor-
raly include ¢cash on hand, amounts due from banks, and federal funds sold,

Of-balance-gheet linancial instruments — The Bank halds no derivative
financial instruments. Howewver, in the ardinary course of business the
Bank enters into oft-balance-sheet financial instruments consisting of
commitments 10 exlend credit, commitments under credit card arrange-
ments, cemmercial letters of credil, and standby letters of credit. Such
financial instruments are recorded in the financial statements when the
credits are funded or related fees are earned.

Fair value of fingncial instrumenis - The following methods and

assumptions were used by the Bank in estimaling fair valugs of financial
instriuments as disclosed harein:




Cash and cash equivaients — The carnying amounts of cash and cash
pouivalents approdimate their tair value.

Auaifable-far-sale securities — Fair values far investmen! securities are
based oo guoted market prices: If a quoted market price is not available,
fair value is estimated using quoted market prices for similar securities.

federal Home Loan Bank sfock — The carrying value of Federal Home
Loan Bank stock approximates fair value.

Loars helg-for-sale— Fair value represents the anticipated procesds from
sale of the loans.

Loans recefialia— For variable-rale loans that reprice frequently and have
no significant change in cradit risk, fair values are based on carrying val-
ues. Fair values for tixed-rate loans are estimated using discounted cash
o analyses, using intorest rates currently being offered for loans with
similar terms 1o Dorrowers of similar credit guality, Fair valves for
impaired loans are astimated using discounted cash flow analyses or
underlying collateral values, where applicable.

Daposit ighiitias — The fair values disclosed for demand deposits are, by
definiticn, egual to the amount payalle on demand ar the reparting date
[that is, their carrving amounts). The carrying amounts of variahle-rate,
lixed-term money market accounts and cerificates of depasit (COs)
approgimate their fair values at the reporting date, Fair values for fixed-
rate COs are eatimated using a discounted cash flow calculation tht
applies interast rates currently heing offered on cedificates to a schedils
of aggrepated expacted monthly maturities on time depasits.

Short-farm berrowdngs — The carrving amounts of faderal Tunds pur-
chased, borrowings from the Federal Home Loan Bank, and nther shod-
terrn borrowings maturing within 90 days approximate their fair values.

Long-tarm darrwings — The fair walues of Iong-term horrowings are esti-
_rnatul:! using discounted cash flow analyses based an the Bank's carrent
incrernental borrowing rates for similar types of borrowing arrangements.

Accrued imfarest receivalile and pavable — The carrying amounts of
acirued intorost receivabie and pavable approximate their fair values.

Oft-batance-sheet insfriments — The Bank's off-balance-shest instru-
ments include unfunded commitments to extend credit and standby lat-
ters of gredit, The fair value of theso instruments is not considared prac-
ticable to estimate hecause of the lack of quoted market prices and the
inability to estimate fair value Without incireing excessive cosls.

Stock-based compensation — As permitted by Statement of Financial
Accaunting Standardg [SEASY Moo 123 “Accounting for Stock-Based
Compensation,” the Bank continues tn apply Accaunting Principals Board
[APE) Opinion Mo. 25 (APB 28} and related interpretations in accounting
for its stock option plans. Under SFAS Mo, 123, a fair value method is used
to determing compensation cosl far stk aptions or similar eguity instru-
ments. Compansation is measored at the grant date and is recagnized
over the service ar vesting period. Under APB 25, compensation cost is
the excess, if any, of the quoted market price of the stock af the rmeasure-
ment date aver the amoont that must be paid to acguire the stock,

Harl componsation cost tor the Bank's options granted been determined
cansistent with SFAS Mo, 123, net income nd diluted earnings per share
wolld appradimale the pro forma amaoets Beloe Tor 2002, Compensation
cast for opticns granted in 2001 and 2000 iz not significant,

As Reported Fro Forma
2002 Mol newine B Wl L S0RE01
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The fair value of each option granted is estimated at the grant date using
the Black-5chalss option pricing model which takes into account, as of
the grant date, the exgrciss price and expected lits of the option, the cur-
rent price of underlying stock and is expected walatility, expectad divi-
dends an the stock, and the risk-free interest rate for the term of the
nption, The following assumptions ware used to calculate the fair value of
stk aptions granted as of December 31, 2002;

Risk-free Expected Expected Expecied
Interast Rale Lila olatility Dividands
1.70% 2 vaars 16.16% -

The effects of applying SFAS No. 123 to this pro farma disclosure are not
indicative af fulure araonts.

Recently issusd accounting standards - In Dacember 2002, the Firancial
Accounting Standards Board (FASE) issued SFAS Mo, 148, "Accounting
for Stock-Based Compensation —Transition anid Disclosure — an

Amendment of FASE Staternent No. 1237 This statement amends FASE
atatement Mo, 123, “Accounting for Stock-Based Compensation,” to pro-
wide alternative methods of transition for a woluntary change to the fair
walue-based method of acceunting for stogk-hased emplavee compensa-
tion. |n addition, this statement amends the disclosure requirements of
SFAS Mo, 123 to reguire prominent disclosures in both annual and inter-
im financial staterments about the method of accounting far stock-based
emploves compensation and the effect of the method used on roported
results. The Bank's management intends to cantinug using the intrinsic
valug methad for stock-based employee nampensation arrangements and.
thersfore. does not expect that the application provisions of this statement
Will have & material impact on #s financial staternents.

In October 2002, the FASE issued SEAS No. 147, “Aoquisitions af Certain
Financial Institutions.” This statement provides guidance on the account-
ing far the acquisition of a financial institution and applies to all acquisi-
tions except those between two or morg mutual enterprises. The Bank's
management foes not expect that the application provigions of this state-
mient will hawe a material impact on its financial statements,

Im June 2002, the FASE issusd SFAS No. 146. “Accounting for Costs
Associated with Exit ar Digposal Activities.” This statement addresses finan-
cigl accounting and reparting for costs associated with exit ar disposal
aclivilizs and nullifies Emerging lssues Task Force {(EITF) [ssue Mo, 94-3,
“Liahility Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activily (Including Cerlain Cosls Incureed in a
Restructuring).” The statement is effective for exit ar disposal activilies that
are initiated after December 31, 2002, with eacly application encouraged,
The Bank's management does not expect that application of the provisions
af this-staternent will bave 8 material impact on its financial staterments.

In April 2002, the FASH issued SFAS Mo. 145, "Rescission of FASE
Statements Mo. 4, 44, and 84, Amendment of FASE Statement Mo. 13,
and Technical Garrections,” This statement rescinds FASE Staternent Mo,
4, "Reparting Gaing and Lasses fram Extinguishment of Debt,” and an
amendment of that staternent, FASE Statement Mo, 64, "Bxtinguishments
ol Debt Made to Satisty Sinking-Fund Requirements.” This staternent also
rescinds FASE Statement No. 44, “Accounting for Intangible Assets of
Motor Carriers.” This staterment amends FASE Statsment No. 13,
"Accounting for Leases.” to eliminate an incansistency between he
requirad accounting for sale-leaseback transactions and the required
aceounting for certain lease madifications that have econamic effects that
arg similar 10 sate-leaseback transactions, This statement also amends
other existing authoritative. pronouncements 1o make various lechnical
carrectians, clarify meanings, ar descring their applicahility under con-
flicting conditions. The Bank's managerment does not expect that the
applicaticn of the provisions of this statement will have a material impact
on its financial statements.

In January 2003, the FASH iszued (Interpretation Mo. 46 (FIM 46,
*Consolidation of Varizbio Interest Entities." This interpretation clarities the
application of Accounting Research Bulletin Mo, 51, “Consolidated
Financial Statements," and requires existing uncansalidated variable inler-
o5t entities to be consolidated by their primary bensficiaries if the entities
do not effectively disperse risks among parties involvad. This interpretation
explaing how to identify variable interest entities and how an enterprise
asseases its interests in-a variable interest entity 1o decids whether o con-
solidate that entity. This interpretation applies immediately to varlable
interest entities created after January 31, 2003, and to variable interest
entities in which an enterprise obtains an interest aftor that date. it applies
in the first figcal vear or interim perod beginnieg after June 15, 2003, to
entities in which an enterprise hoids a varlable interest thal is acquired
befara February 1, 2003. The interpretation applies to public entarprises as
of the beginning of the applicable interim or annual period. The Bank's
management does not expect that the application of the provisions of this
interpratation will have a material impact on ks financial staternents.

I MNuvernber 2002, the FASE issued Interpretation Mo, 45 [FIN 45),
“Guarantor’s Accounting and Disclosure Reguirements for Guarantess,
Including Indirect Guaramees of Indebledness of Others.” This Interpre-
tation elaborates on the disciosures to be made by a guarantar in its
financial statements about its obligations under certain guarantees that it
has issued. It also olarities that a guarantor is required to recognize, at the
inception of a puarantes, a liability for the fair value of the obligation
undertaken in issuing a quarantee, The disclosure requirements of FIN 45
are effective for financial statements of interim ar annual periods ending
after Decamber 15, 2002, and the initial recognition and initial measure-
ment provisions shall bo applied on a prospective basis to guarantees
issued or modified afler December 31, 2002, The Bank's management
doas not expect that the application of the provisions of this interprata-
tion will hawve a material impact on their financial statements.




NOTE 2 — INVESTMENT SECURITIES
The amortized cost and estimated falr value of available-for-sale invest-
ment securities aro as follows:

Gross Groes Estimated
Amortized Unreallzed  Unrealized Market
Cos Gains Losses Valug
Decanrhear 31, 2002
L&, gavermimant agansies 5 1.187.752 & BA1E £ = 1196 370
Decermacr 31, 2001
Gollateralized montgags N
abligatians P 235115 § g8g } - 3§ 245547
Buniciagl securitias 0000 15 - PR ]
U.5. govamment agencles  1.099.512 15,367 1.115.889
$.1.462, 730 51874 g 1aman

The amortized cost and estimated fair walue of investment securitieg
availahle-for-sale as of December 31, 2002, by contractual maturity, are
shawn below, Expected maturities will differ from contractual maturities
kecanse borrmsers may have the rght 1o call or prepay obligations with
or without call or prepaymeant penaties.

Amortizad Estimated

Gost Fair Yalug
JuE in pra wear ar less 3 2mdse 209443
Ok adtur unm year thrsngh fee sears — BEFg __GBE NS
§.1.187.757 R

As of December 31, 2002 and 2001, investment securities with an amor-
tized cost of 51,187,752 and 51,094,370, respectively, were pledged to
secure depasits of public funds.

The Bank, as & member of tha Fedaral Home Loan Bank (FHLB) system, is
r_Ec1_ufren to maintain an investment in restricted aguity securities of the FHLE.
FHLE stock is not actively traded but is redasmahle at current ook value, As
of Decamber 31, 2002, the Bank’s investment in FHLB stock was $607,300.

MOTER - LDANS, NET OF ALLOWAMGE FOR LOAN LOSSES AND
UMEARNED INCOME
The composition of loan balances is summarized as follows:

During 2004, the Bank sold §12,007,500 in mortgage loan participations
in @ securitization transactian. In that transacticn, the Bank retained ser-
vicing responsibilities and 4 portion of the loans sold. As compensation
for servicing the |oans, the Bank retains 0.15% af loan proceeds hefare
distribition to (he participants, The participants have no recourse to the
Bank's other assets for failure of dabiors to pay when due.

In 2001, the Bank recognized pretax gains of 390,056 Trom the securiti-
zation of laans. The Bank had no such transactions in 2002.

WOTE 3 - CREDIT CARD PORTFOLID

Cartair: of the Bank's cansumar cradit card accounts were originally raquired
to be fully secured with fime cerlificates of deposit or savings acoounts at
the Bank. The majority of these accounts have hecame partialiy unsecured
with the passags of time due fo the cuslomer's creditworthiness. Unsecurad
accaunts Included in the credit card portfolic totaled $2.305.755 and
$875.571 and secured and partially-secursd accounts totaled §1,663.707
and $1,772,484 as of December 31, 2002 and 2001, respectively. Gradit card
account balances that were more than 30 days past dus totaled $249 0584
and 231,050 as of December 31, 2002 and 2001, respectively.

The credit card porttolio is serviced by Western States Bankgard
Association (WSBAY, The Bank has assumed all risk management
responsibilities including coltection and due diligence proceduras, whils
WEBA provides all ather portiolio service reguirgmants.

Far the years ending December 31, 2002, 2001, and 2000, the Bank's net
interast margin an credit card accaunis was as follows:

200 200 200
Intzrest and f2e Incams $ rozana 8 72353 Foandddd
ritzrest expanse 103,431 (171.8781  [176.589)
Met intarest manin R . i T 3 -1

Frarm time to time, tha Bank bas purchased credit card portfolios from olher
parties. Generally, afler the first vear of purchase, the Bank pays a rebats to the
saller of 5% of net sal2s on accounts that were acouited. The Bank also main-
tains certain co-hranded credit card programs with other institutions. These

: 2002 20m gards am promated by both parties, and the Bank pays a ore-tima fee for sach
o me il g 5 67,703,128 47 681 6AG approved account applivation referred by the other party, a5 well a5 a percant-
E“;: E;LE = L:pflgﬂf” iigga'gg 3331335 age of nat salas on approved accounts. Co-branded credit card balances tolaled
Cred i rarns ' 3R GE  ReBED #1,868.445 and 531,519 as of December 31, 2002 and 2001, respectively.
!jl:—:iadlrnﬁm 1 :{1 .5.55 162,377
R B
RS dvounes Tuﬁg; — o WOTES— ACCRUED INTEREST REGEIVABLE AND OTHER ASSETS
& fal-b Pl g, i ol B e e i Melal
Allovarise Ler can losses 342,540 1267 8081 Accrued interest recehvable and other assets L-_UﬂSISt af tha following:
Uneamed incorma {251.231) £134 284) 2002 2001
Loans; net of allowiancs 13¢ laan loszes scorued Interest roativabile 3 A08 559 L {
Al unearnad iraome 686 243 oud CRER ] EJ;;;EEE irwir::ri; r':x:.l;“ i : 2?2:?59 5335:33-*
{ihanges in the allowance for loan losses were as follows: e e e i
2002 2001 Z000 Sofeesee 152 20,702
BALAMCE, seyivning of yaar TREFA0E & REBAOT & 470 %ad H_Lle 7 g $ 757B04
Frﬂ'-'lilﬂtl_'ll mrlljnn?__lusc;s 4G5, 7AT 171268 362,163
tars o -2 a0 B7s 152F32)  (230,280)
e S SR et S L L o (L HOTE 6 - LAND, BUILDINGS, EQUIPMENT, AKD LEASEHOLD IMPROVEMENTS
BALAMEE. sid nf yaar S844240  $_BEZEDE  BH2AL07 Major classifications of land, buildings, equipment; and leasehold

The Bank has recognized impaired loans having recorded halances of
217,179 and 5312.024 on December 31, 2002 and 2001, respectively. The
total allowance for loan losses related to these loans was $217,179 and
546,804 on Degember 31, 2002 and 2001, respectively. Interest incoms
recanized for cash payments received on impaired loans was insignificant
in 2002, 2001, and EUUCI. Harl the impaired loans performed according to
their ariginal terms, additional interest income that wauld have been recog-
nized during 2002, 20071, and 2000, waould also have been ingignificant,

The rmaturity range of the loan portfolio, including loans held-for-sale, a5
of December 31, 2002, is a3 follows:

Due
Oue fn After One
One Year Through Due After
Or Lass Five Years  Five Tears Tatal
Laminarcizl ard real estate 520343147 $124380086 551128217 §43314.234
Cradit zard loans 3,369,452 - - 4469 452

installment laans ard avardrafts 126.807 45,695 50,057 03979
24491396 S104BE5E  GA1GRPEL  38,087.135

Monaccisal Inang _Ewi

$ BE,087,125
b 59400652 § 1384352 % 08 272 12425136
204914 102188 44067896 76,GET, 70D
J2ddd i BE R12486 98] - ballanafd  BLDET1ZE

SEE D!‘!EE

Fiwad-rate loais
Adjusiaale rata inzrs

Naraacraal lazns

impravaments are summarized as follows:

2002 2007

Land 4 35483 F 33483
Fuildirgs 316 BES 316,869
Enuipraent 5% GBa £83.A14
Leazehald Impravaments _ B3 A% 285196
|.727.514 1,#19,644

Acaumilztad depracizton and amorEzation 20,04 (403,583

cand, buildings, swniprignt,

A Teazahr] impmvements, net G_A07 421 b_O 16061

MOTE 7 - TIME DEPOSITS
Time certificates of deposit of $100,000 or more aggregated $17,205,438
and $11,950,609 as of December 31, 2002 and 2001, respectively.

The scheduled maturities for time certificates of deposit of 5100,000 ar
rore and all ather time deposits are as follows a5 of December 31, 2002,

Tlme Cerilficates
af 100,000 All Oihar
Or More Time Deposiis
‘fugrs anding Desember 31, 2003 51558071 592 BB 1596
200 2118 5087 45048 580
2005 - £00. 586
617.984.438 b.26. 93442



NOTEE — LINES DF CREDIT AWDO BORROWED FUND3

The Bank s a member of the Federal Hame Loan Bank {FHLB) of Seattls
and has entered inta an Advances, Sscurity and Deposit Agreement which
provides a credil arrangement fram FHLB. Barrowings under the credil
arrangement are callateralized by the Bank’s FHLE slock as well as
depasits ar nther instruments which may De pledoed, As of December 31,
2002 and 2001 the Bank had harrowings autsianding with the FHLE of
$11,600,000 and 11,000,000, respactivaly. The pramissany nates rarry
fixed interast rates ranging from 2.49% to 3.30%.

The maturity of notes pavabls s as fallows:

“aars-antirg Decamber 31, 2003 52,000,000

i * 600,000
2005 S0
ST

Additiorially, the Bank has line of credit agroemoents with correspondant
banks with maximum borrowings available of 34,000,000 and an agresment
wilh the FHLE allowing barmoseings up to 25% of the Bank's tofal assots,

WOTE9 - OTHER OFERATING EXPENSES
Cther operating expenses were comprised of the fallowing:

200z 2001 2000
arelil gRn eEpHnsEs & A1B444 5 20GARY & ET1LRA
[zta orocessing expenses 206,465 l5¢.2llh 153 B
Talgafiang, posiage, ant wire ransfer aapesas 161,396 166, TR 147 487
Profassionzl services 127,726 | 54,20k 113231
Insurarn 3, A05 ARE1a1 AR T
Autamaric tzller machine precessing lees [IHE alg62
Slalinnary, supplies, and printicg gxpanses AhA52 hzAna
NEF and ather operatiag lossas 20,064 10,152

Pl malalinns cnd husiness gavelapmens AG,AT0 10,838
Bdvertising loald PR
Qbler opandling wenenses 1GE,A2A 105,964

3,100,107 51,055,466

MOTE 10 = INCOME TAXES
The provision far income taxes consiss of the folleaing:

2002 2001 2000
Conent lae cxpense:
Federal F B ROE B A § a0z 46
Hiaie BE,BED 20407 30.47&
[ R 222083 a33.7e0
Dw'ucrad lzx qxpensa bangdit:
Federal (bt 3301

Stalw 1,099 B2

11 B38 7.0
ShialB SEDBAE AN
A recanriliatian between the statutory federal income tax rate and the
effactive tax rale is as follows:

Srovlsion for Insome fixas

20k 2001 2000

ERER RIEG § 286, TE6

§ 47174

Federal incarng taxes &t =tatotery mies

State incarre texes, nat of federd benetit 13 226
Dler diFrraraes fi14
5335808

Difarred tax asset and Hability accounts consisted of the follawing:

0oz 2001
lafarrar Jox asaets

Lo lss resares 5 EERORT E 20817
ez coerating 255 camydoread L& huG 10,551
OLl:zr E.802 3,053
35| 5 518008

Caterre Lax lizlililing:
Arzurilsted depraciztan o1d,332) 18 554)
Ot (29:214) NTETT
i45.310) {33,031
el pafarrad fax aasets RATARER B E!’_A_‘..i'.l:’ﬁf

As of December 31, 2002, the Bank had netaperating loss carmyforwards
of approximately $155.000 available to offset future income taxes. These
sarryfonwards rxpirg thraugh the year 2006,

As of December 31, 2002, manaoomont has assessed the realizability of
deferred tax gssets and balieves it s more kel than nol that all deferred
fax azsets will be realized 0 the narmal course of husiness, Accardinghy,
Mmanagemment has not reduced deferred tax assets by & valuation allowance,

NOTE 11 - CONCENTRATIONS OF CREDIT RISK

Muost of the Bank's commercial loan activity is to customers located near
its headguarters and branch offices. These geographical areas are pri-
marily involved in commercial business and: residential development
activities. As of December 31, 2002 and 2001, commercial real estate
ioans wera T7% and 63%, respectively, of the Bank's Izan partfolic.

The Bank's real estale lending department in Portiand, Qregon, makes
real estate construction loans 1o bullders and their custamers primarily in
the Partland. Oregon. and Vancouver, Washington, metmapolitan dreas.
The depariment also provides real estate mortgage hrokerage services (o
its eustamers for which |1 receives Tee and commission income. As of
December 31, 2002 and 2001, 13% and 20%, respectively, of the Bank's
loan pretfolio was comprised of real estale construction leans,

The Bank makes credit card loans to qualities individuals threughout the United
States. A3 of December 31, 2002 anc 2001, 5% and 4%, respecivaly, of the
Bank's loan porttolio was comprised of cutstanding credit card balances.

MOTE 12 — TRANSACTIDNS WITH RELATED PARTIES

Certain dirsctars, executive officers, and principal stockholders arg us-
tamars of and have had banking transactiens with (he Bank in he ordinary
caurse of husiness, and the Bank expecls o bave such ransactions in the
futtare. &11 loans and commitements to loan ingluded in such ransactions
were made in-cemplianoe with applicable laws on substantially the same
terms, including interest rates and collateral, as these prevalling at the
time for corparable transactions with other persans and, in e apginian
of the managemenl of the Bank, do mot invalve mare than e aormal risk
of collectibilily or present gy ather unfavarable Teatueres, The fallawing
takle sumimarizes kan transactions bebween the Bank and relaled parties:

2002 2
BALBNTE, baginning of yesr F 52458 5 RREORR
Loagas made R OEE 567
|ong naid {13 78 11.591 by
GACAMCE, end of wez) F1 20k .

In December 1993, the Bank entered into a Co-Branded Credit Card
Agreament with eBanker USA.Cam, Inc. (eBanker), a company for which
the Bank's chairman and chief exacutive officer serve as members of the
Board af Directors. Under the Agreement, eBanker maintains a Web-site
for soliciting credit card customers aver the Internet. The program is
designed to attract subprime and business credit card borrowears under a
cash-secured arrangernent. The Bank has agreed to sendice the accounts
tor a menthly fee on a cost-plus basis. eBanker funds the pragram and
assumes all risks, and is respensible for any |osses from co-branded
accounts. The program commenced during the first guarter of 2000;
however, a5 of December 31, 2002, no activity had accorred.

NOTE 13 = COMMON STOCK THAHSACTIONS

Private placement affering — in Jung 1998, the Bank’s Board of Directars
approved a private placement offering for the sale of 17 units of equity
interest at 546 500 per unit or an aggregate amaunt of $511,500, In the
private placemeant nffering, each unit consisted of 17,000 shares of com-
mon stack and warrants for 110.000 additional shares. The exerrise price
for the warrants was $4.23 per share intil September 30, 2000, then
increasing to 54.G68 per share through September 30, 2001, 10 $5.14 per
share through Sepiember 300 2002, to 55589 per share through
September 30, 2003, and to 56.05 per share through Septemiber 20,
2004, whan the warrants pxpire.

As af December 31, 1999, the Bank's chairman had subscribed (o 5-1/2
Lnits of the private placement effering and paid (ke subscription price of
$255.750. On July 28, 2000, the chairman sebscribed Tor the remaining
5-17/2 units and paid the subscription price of $255,750. The chairman
Alzo received 1,270,000 comman stock warrants from the orivale place-
meaf oifering. As of Decemnber 31, 2002, all shares of cemman slock
pursuant 1o the private placement offering have been issued and 50,000
coimiman stock warrants had bewn exercised,

Siock option plans - [n April 1992, stockholders of the Bank approved
the 1992 Bostated Mongualified Stock Option Plan for Employees
iEmployee Plan} and the Restated Mandiscretionary Stock Option Plan for
Manemployes Directors {Dutside Girector Plan),

The Employves Plan provides for the grant of options to employess up fo
an agoregate of 134,750 shares of comman stock. Al employvess of the
Bank wha meet elgibility requirements may pariicipate in the Emplovees
Plan, wihich is adrministerod by 2 committes of the Board of Direcioes. The




committes has the authority b grant optiens including determinatian of
the conditions and timing of grants, designation of the emplovees to
wham aptions are ta be granted, a5 well a5 the number of shares subject
to option and selection of the exercise price for shares aptioned, Under
the plan, aptions may be exercised only while the grantee is an emplay-
ea or within 12 maonths following termination af employment. The plan
terminated in 2002, As of December 31, 2002, options far 8,800 shares
wore autstanding under the Empledses Plan.

The Qutside Director Plan covers all nonempicves direclors of the Bank,
This plars provides Tor ke grant of options to directors up to an aggregats
of 10,725 shares of commaon stock. The plan is administered by a commit-
teg of the Board of Dirsctors. which specities the conditions, timing. and
pxorcise price of grants of options. Under the plan, oplicns may be exer-
cised anly while 1he grantes serves a5 a directar ar within 12 months Tol-
lowing termination az a directar. The exercise price [or uptions may not be
s thian 85% of fair market value of the stock on the date of grant, Similar
to.the Employee Plan, the Quiside Directar Plan became offective in April
1992, and terminated in 2002, As of December 31, 2002, aptiohs for 7,075
sharas of commaon stock wers outstanding undsr the Dutside Directar Plan.

Both restated plans far employvees and direclars have bva restrictions in
the recipient’s exercise rights, First; recipients may not exercise aptions
until atter six months from the grant date, Further, the Bank may raquire
recipignts nal 1o dispose of pxercised shares far up to 12 menths fram
the completion of an underwritten pulblic eflering of the Bank's securities.

Ir: Beptember 2000, stockholders of the Bank apgroved the 2000 Stock Dation
Pran rthe Pin) Tor the granting uf incentive stock options to employess and
the granting of nonstatutory nptions (NGS02) o nonemployes directors,

The Plan provides for the grant of options up ta an agoregale of 275,000
shares of stock, all af which may be awarded to employees who da not
awn 10% or more of the voting stock of the Bank. Mo mors than 60% of
the aptions may be awarded as NGS0s.

Ihe Plan became effective upon stockholder approval and will terminate
ten years after the etfective date of the Plan. The Pian is adminisiered by
the Board of Directars. Options granted under this plan are not axercis-
able for ane year and shall have terms nat excesding five years, Oplions
may be exercised anly while the grantes is an employes or within three
months following termination. As of December 31, 2002, oplions for
13B.500 shares were guistanding under the 2000 Stock Option Plan.

Tha following summarizes options available and cutstanding under all
plans as af December 31, 2002

Qulsille HIN0-Emck Comhinsd
EM_I,‘BB_FIBI:I Nirecdor Plan Oplinn Plien Plans
I¥elghted Weighled Weinbried
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Dezembzr 31, 1He 39550 RS2 4,875 507 i L
Lizoens grached v 2000 106 EZCE L 3518 EELT
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As of December 31, 2002, the range of exarcise prices and weightad aver-
age remaining contractual lifs of outstanding options was 52.73 - §5.02
and approximately 4.1 years, respectively.

MOTE 14 — EARNINGS PER COMMON AND COMMON EQUIYALENT SHARES
Basle eamings per share excludes dilution and iz camputed by dividing
incoma availahle to commuon stockholders by the weighted average numhear
of cormmon shares outstanding for the vear Diluted earnings per shara
reflect the potential dilution that could ocour if comman shares wera issuel
pursuant to the exercize of aptions under the Bank™ stock option plans and
commor steck warrants issued in the private placement offering. The fol-
|cwving table illustrates he computations of basic and diluted earmings pat
share far the years anded Decembar 31, 2002, 2001, and 2000;

Ingome Shares Per Share
2002 {Humerator}  {Denominater) Amownt
Basic eamings ner share:
Inezme availeh 2t comeman sleskaaldes 57,100,598 1,500,016 E I
Effect of dildtl sacurilizs S
ulslanding cormnpe st 27008
Al wErcants I
Diluted sarnings per share:
Inearrz avzilahle 10 common stackholdins
plus assUmicd coviarsitns $1.01 5808 1500 e RN
200
Basic earnings per share:
Incre zealable tocommen stocikks dars § 537234 1,474, 7a2 5038
Eflictt f d litiva secrities: "N
Dwstaading sorrmon slock oplane
and wasianks —e=ivEE =1
Dilvied eamilngs per shara:
Iz o availzla ta carnman sioskaalders
pluz assurrad corvessions 5_ouraid AT $0.34
2000
Basic earnings per share:
Incomre avallasle o sommuon skckholders . & 450,795 1,400 647 e
ffacr of dilulive senurifios: TR
OulsLaiiivg eamrrsn siock aptiors
and warrarts =
Oilwted earnings per share:
rzare svailable to commen slocdiziers
Fliz assumed canursisns 3 450738 1d405.247 G

NOTE 15 = EMPLOYEE BEMEFIT PLANS

The Bank maintains a 40%(k) Retirement Salary Savings and Profit
Sharing Plan. All permanent employeas are eligible once they meet the age
and service requirements. Emplayer cantributions match 50% of all qual-
ified emplayes contributions up to @ maximum of 3% of annual salary,
Employer contributions of 28 2362, $27.965, and $24,295 were made for
the years ended Decamber 31, 2002, 2001, and 2000, respectively. The
Bank's contributions ta the plan in 2002 and 2001 were made in the form
of Bank common stock. Accordingly, the Bank confribited 3.887 shares of
commen stock valued al 33,75 per share in 2002 and contributed 9 256
shares of comman stack valued at 52 62 per share in 2001,

WOTE 16 — FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK
[r1 the normal course of business to meet the financing needs of its cus-
tomers, the Bank is a party to financial instruments with off-halance-shast
risk. Those financial instruments include commitments 10 extend crodit
and the issuance of letters of cradit. These instruments invalve, to varying
degrees, elements of credit and intzrest rale risk in excess of the amounts
recagmized in the balance shests. The contract amounts of those inslru-
ments reflect the extent ol involvement the Bank has in particular classes
af Tinaneial instruments. Unless noted otherwise, the Bank requires col-
lateral or cther securily to support financial instruments with credit risk.

[he Bank's axposure Iooeradil foss in the event of nonperformance by the
oifier party to the tinancial instrurment far commitmants to extend cradil and
letters of cradif wrillen is represented by the contractual amount of those
instruments. The Bank uses the same cradit policies in making commitments
nd canditicnzl ohligations &5 it does tor on-balance-sheet instrumants,

The fellawing summarizes the Bank's autstanding off-balance-sheet lnan
commitrments:

Cankracl Amount
a% ol Decembier 31,

2002 20

Funaraia inslraenents wose contact
Arrnfe reprasent crech risk
Credic zacd cammitments
Constouction 1027 comim lnenls

§ 4138000
4.8z H0

Line of credit 2oermibmerts : BFA
Lettars of credii 595 o __ adddd
}.21.950.572 §12 153000



Cammitments to exlend credit are agreements to lend toa customer as
lang a5 thers is no vislation of any condition stablished in the cantict.
Commitments generzlly have fixed expiration dates or othar termination
clauses and may require payment of a fee: Since many of he camemit-
ments are expected to expire withaut being draven wpan; the (olal cam-
mitrmenl amaunts do not necessarily rapresent future cash requirements.
The amaunt of collateral obtained, if deemed necessary by the Bank upan
evtension of credit, is based an management's credit gvaluation ot the
counterparty. Callateral held varies bul may include deposilory accounts
held by the Bank; accourts receivable, inventory, property, equipment,
ahd income-prodicing properhias.

Latters of cradit writlen are conditional commitments issuad by the Bank
to guarantes the parformance af a customer 1o a third party. Those guar-
antees are primarily issued o support public ang private borrowing
arrangemants, including commercial paper, band financing, and simlar
transactians. The credit risk involyed [0 issuing letiers of credit is essen-
tially the same as that involved in extending loan facilities o cuslomers.

MOTE 17 — FAIR YALUES OF FIMAKCIAL IMSTRUMENTS
The following table illustrates the ostimated fair value and the related car-
rying amaunt of the Bank's financial instruments.

nnz 2001
Estimaled Extimatad
Carrying Fair Carrying Fair
Amaunt Walug Amon Valug

Cash aml o o canks §oeTEEY b 24T §oosaan4d & RAgSW
Fzers fums sold fOTIENCOD B OSC00) §ooaR50C0 & SEGOO0
|rvpzmentsezaibes saidbetorsee §OLIARATD 8 1IBESTD 3O1A8AT B LARLATI
Feceral Home Loan Jank sines S ERLAM 5 BCEN £ OSAOLO0- 5 BECE
Leang, =t ol alizwanes for lnan

lasses 2l unezTed iPenrE SOE 80922 5 AR3E9,000 Pad a0y ey ST11E0OM
Loan's ild-lor2ak § o oTERl A T = R R -
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Homimtarssl-earing cemar deaostts & A TROBET § 47EAGET 3 bd4amna
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federz' =ame Loan Bark Sarcoings §1 600,000 £11,330.000 : § 10,585 LU0
Gepr o imaresy taobeard woae Lebiilies 0 G1I988 & 711355 i L

While these estimates of fair value are oased an management's judament
af the most appropriate factors, there is na assurance that were the Bank
to have disposed of such itams at December 31, 2002, the estimated fair
values would necessarily have been achieved at that date, since market
values may ditter depending an various circumstances. The estimaled fair
yaliues at Decernbar 31, 2002, shauld nat necessarlly be considersd 1o
apply at subseguent dates

In addition, other assets and liabilities of the Bank that are not defined as
financial instruments are nol included in the above disclosures, such a5
property and equipment. Also, nonfinancial instruments typically not rec-
ognized in the financial statemants nevertheless may hive value but ara
nat includad in the above disclosures. These inciude, amang other items,
the estimated earnings power of core depoesit accounts, the samings
potential of loan servicing rights, customer geodwill. and similar itams.

HOTE 13 - COMMITMENTS AND COMTINGEHCIES

Employment agreements — The Bank has entered inlo revised employment
agreements with its chief executive officer, chief credit officer, and chiel
financial and operations officer. In addition to providing custamary salares
and benefits to the axecutives, the agreements which expire on May 31,
2006, provide for payments of 208% of the executives” mast racenl ase
salarles in the event of a change in Bank control, as defined in the ermploy-
ment agresmants. Further, in the casa of the chief axsculive afficer, & Board
resolution provides for incantive compensation in certain clreumstances.

Operating lease commitments — As of Decernber 31, 2002, 2001, and
2000, (he Bank leased certain branch faciitios and equipment. Rent
gxpense for 2002, 2001, and 2000 was 5273813, $258382, and
$172.025, respectively, The approximate minimum anaual commitment
for future rentals undar aperating leases is summarized as follows,

Yaaes anning ez 31 2005 5 Z3bBH
2004 8010
2025
2008 2rEBl
2007 2eR Ry
Therantar

The Bank nas acquired an undivided ane-third interest in a partnership as
a resuit of a loan default. The parinership and the real property it gwns
are considered to have na value; however, the site may raquire remedial
anwironmental expenses. These potential costs are subject to consider-
ahle uncertainty which affects the Bank's ahility to estimate its ultimate
cost, if any, of remediation efforts. Management helieves that the oul-
came of this uncertainty should not have a material adverss effect an the
firiancial condition, cash flows, or operating results of the Bank.

Legal contingencies — In the ordinary course of business, the Bank may
hecome involved in various litigation arising fram normal banking activi-
ties. In the opinian of managament, after consultation with legal counsal,
thare are no current matters expectad to have a material adverss effect on
the Bank's financial condition of results ot operatlons.

MOTE 18 - REGULATORY MATTERS

The Bank is subjact to various regulatory capital requirements adminls-
terad by federal banking agencies. Fallure to meet minimum capital
requirements can initiate cerlain mandatory —and possibly additional dis-
cretionary — actians by regulators that, if undertaken, could have a direct
raterial affect on the Bank and the Bank's financial staternents. Under
capial adequacy guidelines and the requlatory framework for prompl car-
rective action, the Bank must meet specific capital puidelines that invalve
quantitative measures of assets, liabilities, and certain off-balance-sheat
iterns as calculated under regulatory accounting practices. Capilal
amounts and classification are also subject to qualitative judgments by the
requlators about components, risk weightings, and other faciors.

Ouantitative measires established by requiation to ensure capital ade-
quacy requira the Bank to maintain minimum amounts and ratios {set
fortl in the table below) of total and Tier 1 capital (as defined in the reg-
ulations} to risk-weighted assets (as defined). and of Tier 1 capital to
average assets (as defined), Management believes, as of December 31,
2002, that the Bank meats all capilal adequacy requiremeants to which it
is subject by regulation.

fs of Decermbier 31, 2002, the mast recent natification from the Federal
Deposit Insurance Corporation categorized the Bank as well-capitalized
under the regulatory framewark for prompt corrective action. To be cateqo-
rized a5 well-capitalizad, the Bank must maintain minimun total risk-based,
Tier 1 rizk-based, and Tier 1 leverage rativs a5 set forth in the Lable below.
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CORPORATE DATA
AMERICAN PACIFIC BANK

HEADQUARTERS AND MAIN BRANCH
315 SW Fifth Avenue
Partland, Oregon 97204
{503) 221-5801 « Fax (503) 221-6242
LENDING CENTER
sConstruction and Commercial Real Estate
+Business and Consumer
315 SW Fifth Avenue
_ Portland, Oregon 97204
1503) 221-5601 = Fax (5083) 221-6242

AUMSVILLE BRANCH
112 Main Street * P.O. Box 350
Aumsville, OR 87325
(503) 749-1200 » (503) 221-5815
* Fax (503) 749-1008

WOOD VILLAGE BERANCH
Wal-Mart » 23500 NE Sandy Blvd.
- Wood Village, OR 97060
(503) 492-4113 = Fax (503) 492-2244

BANKCARD CENTER
112 Main Street ¢ F.O. Box 350
Aumsville, OR 97325
(503) 749-1200 « (503) 221-5815
Fax (503) 749-3386

MARKET MAKERS
Knight Securities L.P.
NDB Capital Markets

- Archipelago, L.L.C.
Cincinnati Stock Exchange
Hill, Thompsen, Magid & Co.

CORPORATE COUNSEL
Hagen, Hirschy & Grein, F.C.

AUDITORS
Moss Adams, L.LLE

STOCK EXCHANGE LISTING
NASDAQ - AMPE

ONLINE BANKING
American Online Pacific Bank = www.apbank.com
E-mail » infoapbk@apbank.com

AMERICAN PACIFIC BANK
IS AN EOUAL HOUSING LENDER
INSLIRED BY FLiC




