


SELECTED FINANCIAL INFORMATION

RESULTS OF OPERATIONS

Interest Income
Interest Expense
Met Interest income

Pravision fof Loan Losses

Other Income
Other Expences

Income Before Income Taxes

Income Taxes/(Benefit)
Met Income

FPER SHARE DATA
Met Income Per Share
Book Value Per Share

{in thousands. except for per share data)

2003
$ 8.221
2,154
6,067
267

217
3,773
2.244
853
1,381

.85
B.06

BALANCES AT YEAR END

Tatal Assets

Loans (Net of Loan Loss and Unearned Income)

Total Deposits
Shareholders' Equity

108,312
87.982
84,020
11.334

SELECTED STATISTICS (in percentages)
Return on Average Assets

Return on Average Equity

Average Equity to Average Assets

Net Interest Margin to Average Assets
Interest Income to Average Earning Assets

1.27%
14.35%
B.88%
6.06%
7.53%

COMMON STOCK TRADING INFORMATON

Fiscal Year Ended Dec. 31, 2003 High
Fourth Qluarter 58.50
Third Quarter 7.09
Second Quarter 7.57
First Quartar 6.00
Fiscal Year Ended Dec. 31, 2002 High
Fourth Quarter %5.53
Third Quarter .08
Second Quartar 5.686
First Cluarter 3.28

2002
a3 7.558
2,298
5,262
470

465
3,480
AT
675
1,102

0.73
8.28

100,423
86,236
78,634

8,577

1.23%
14.70%
B.34%
5.86%
B.79%

2001
5 7,378
3,685
3,693
173

534
3,180
873

336
537

0.4
4.47

75,749
69,577
57 577

6,782

0.68%
B.30%
8.24%
4,7 0%
10.08%




American Pacific Bank

Since 19792

INTRODUCTION

American Pacific Bunk was organized and continues to operate under the
laws of rhe Srare of Oregon. The Bank i regulared and s deposits are
insured by the Federal Deposit Insurance Corporation.  American Pacific
Bank has traded within the NASDAQ swstemys (Symbal AMDPB) since
1989

American Pacific Bank was formued in 1972 w0 provide banking services to
the rutal communiries of Aumsville and Mill City, Oregon. Since that
time, the Bank hus continued 1o evolve (rom is beginndnes as a small com-
municry hank into an institotion with the strengeh to have an anpact on
the finuncial conmunity encompassing rhe Pacitic Rim. The scope of the
Bank has increased o satisty not only the needs of the people where iU orig-
inted, but 1o also provide credic card services in addirion o real estate,
commercial, and personul lending services throughout Orepon and
Southwest Washingron. Execurive offices, including 3 fullservice lending
office and a main branchy, have been established in the fimancial districr of
downrown Partland,

Today, the Bank has a repurarion of providing friendly, personal and effi-
cient service to custotners living throoghout Orevon and  Southiwese
Washineion in rhe arcas of construcrion lending, commercial loans, busi-
mess financing, comsunier loans, credic cards and deposit services. The
Bank relacarcd o its new headquarters in the financial district of down-
town Portland in January 2000 and also provides full Intemer banking and
hill payment services ta its customers through ity online delivery chanmel,
American Online Pacific Bank, On March 1, 2001, rhe Bank opened its
new Wood Village Bramch in Wal-Mart on the East Side of Pordand.
Aanerican Pacitic Bank's furure will continue to be characrerized by con-
tinued growth s profivabilicy.
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Message from Chairman and President

March 15, 2004

lcar Shareholders and Triends,

As American Pacilic Bank approaches it 25th Anniversary, we reflect
with pride om our past close relationship with the community,

We beliove that the success of American Pacilic Bank is a dirccl result of

management’s philosophy that “the Bank can profit only when irs cus-
tomners also profic” This way of doing business has allowed us o grow in
spite of ditficult economic times.

Nt carnings after taxes for the twelve months ended Decermber 2003 were
$1,391,542 or 3085 per share, ay compared to $1,101,598 or 50.73 per
share reported for the same fiscal period last year. 'This represenred an
incresse of 289 944 or 26%,

We exceeded $100 million in assets ar vear-end 2003, profirs were the
highest in our history and overall assew quality was excellent.

Sharcholders approved American Pacitic's holding company last year and
we are now simply awaiting repulatory approval w implenent changes
afforded by the new structure,

Combiting these changes with our stratceically located branches and
“American COnline Facific Bank” {www.apbank.com) delivery channel, we
will be able to provide even betier services to our customers in the years Lo
colne.

We look forward to continuing to assist all our existing and future
customers with the high level of commitment chat bas been our trademark.

Yours truly,

Fai Il Choan Duvid T. Chen
Chairman, Board of Dirccrors Fresident and Chief Execurive Officer

“Our online banking
sevvices will provide
extended banking services
to owr customers beyond
the traditional boundary.”
Fai H. Chan

“We have positioned
onrselves to meet our
cstomers’ needs with
friendly and efficient
services.”

David T, Chen




AMERICAN PACIFIC BANK
BOARD OF DIRECTORS & MANAGEMENT

BOARD OF DIRECTORS

Tai TT, Chang Chedrman of the Mool

PBaisel in Home Kong, where he was
cducared ar 5, Joseph College, M0
Chan meved ro England and graduace:d]
Mronn Northweesiern Polylechnie with o
degree i business wanngemens ad
commerce. [le enrerad the financial
communily s an o veslnenl baoker
arned cverttually becune the principal in
a 1lome Kong hosed sceumiries firm.

Mro Chan beowme Chainuan of
Arericun Dacitic Bunk o 1957 when it
wad atill called Sanriam Valley Banle and on the verge of failare.
He assernlled o camplately new management rean aosd inwneli-
dtiely baan o resirueiuring process. Tht process hos evelved w
the point where today the Bonk's assers huve mown from 9% mil-
et well ower $78 million: che sipacticant less prsition of
986 ks cormes] e a prolin, ancd the secumies tace within the

NASDAL syslen

S Chan s equally at hame i the business wield af the
Wlnited Stutes, Canads, Furope, sod the Far Fuast. He brings
mwvulunble cxpertise on oan intermational level o Amercan

Pacific Banle.

Lruveid T, Chiors Presicent, Ulie! Executive O Tieer
ainel tlember af the Doard of Divectors

W Chen boewan bis caccer withs U
Mutienul Bunk of Comnerce (lacer
called  Ranter  RBanld in Searcle,
Washinglon i 1H6A. In 1970, he
crtered thie public seetor serving as the
Fnamee Divecror for vorious mundcipael -
iries. The most recent of rhese was the
gty of Bemverion, Ureonn where be was
dircotly roporsible or munuging the
ciry's 500 millics ol budeet, He was
apprated by Prescdenr Reagan®s admin-
istrdlhot Lo acy aclminicrrative ks with-
it he Farowers Heomwe Admindstrunon ol the LS, Depactieny of
Avriculture o 11585, and assumed the posicion of Oregon S
Dyirecrar, Llrder rhe admunisrratinr of Fresident Thish, he was
elevared 1o the position o Associaie Adminisicarss in
Woashington, D00 lo thar cupucics, e oassisted the
Aduinestraror m o managpng the Federal Qovernment’s chicl
avriculture and noal developrment azency, wirh mors than
L2000 employvess, 2200 licld olices naionwice sl 2 loan
potfalio excecding $530 hillin, wity un snnoul badger of
approsimizely $128 Rilling,

s Clhen reccivod bis Masier ol A ine Political Scisnce
frome thie Ulniversizy ot Oregon, his Buchielor of Arls in
Mlatbwmarics from the Tlniversicy of Whashineton, and 2
Bachelor of Arts in Public Adminisreation from the Tarian
Maricnal Chung Hsing Unis
sibilivies with the Bunk, Mr Chen was appoinced by the
Chregon Srace Teewsurer oo serve 25 o Board member for the
ireon Tacility Autharity,

st L acddivion Lo lis respoin.

T Woan Chore Mesnber of the Bowd of Liveciors

Tomy Wan Char, kioeen s Tony: Chin,
gracduates Trom the Universite ol Bricisly
Calumbin wich a Bachelors of Commerce
npajuring in Fitwanee. He holds o Series 7
ared Series 74 lwenzes Tle hepan his
cireet us unn invesioenl banbkine specializ-
ing in Asian equiry financial prodecrs o
Deremine Invesmment Holding Limared
CPTHLY in Horg Keng. M Chian weas o
of fonir people responsible for stucomng
artd ok ting for Peregring Derivatives,
a suhaidiary PITTL, which produced annn-
al revurrite profics of 5200 $30 millivn: Mose recently, M Chon
warked az oan Imvestmem Banker G Commeschank, Global
Equities, where he was insalved i che eeeablishment of @ new
regiomal buginess conter in Hong Kong Tor the Global Bouities
Diviston,  Since TJuly 1999 My, Chan has wocked for American
Fromcer Financial Compordiion uy un vestroenn Banser spoeciuliz-
mmein the coardinarian of the Company's high tech and emersing
et reluzed strategic fundimg activities. He w new the
Lxecurive hrecror of an Asian comglomeratre called |Heng Fung
Huldings smd has been focusing on the cotporate activite of Heng
bung Halditigs soecilicatly inostrategic inves ments.

Mexander Th Koreling sdember o the Toand of Divectses

bdr. Krrelin has served an the Board of
Dlivectors since 1988, He bos hoen
iyl in the financial commonity
since  receiving  his MBA O in
Irermacions] Trade and Finanoe from
the University of Puget Sond  Tle has
served ws o consulban e leree poblicly
rraced] companies, foreipn based atocle

foarading his own firm in 1982, Because
af dir Korelin®s cxperience and edu-
cation, he convinees e provide e
sendor wanagemens of the Tank wich voluahle inpur regarding
day 1o clay wperations and Dooure objectives.

S Rorclin plavs an octve ole o commnity servive both i
Cregnn and Soorbwest Woashingron. Tle s rhe Presidanr of the
Rowwry Club ol Greater Clark Coumte, Lo che pust be b sorved o
Fresidenr of Pro landd’s Bradveay Tnastmasrers; the Chairman af the
Followship Comumitree of the Rotary Club of Fortland, the
Chhrairmar ol the -3 000D rercs Lnoarnanization? Task Fooee in Cllark
Cevnty, and o member of the Board of Dorectors of Cireater Clarks
Uty Botay Clab wiers b was chiainoan of Uonmgnity Service.

Frumicis H [endricks: Mesnber of the Booed of Direcior

e Tendricks @ volved in the ogr-
cultural  comumuriry e Avimeville,
Urregon where le bias eed allof his e,
He oo past wenslber of the Aumeville
schinn] Boasd for eighe vears where, due-
inu his comoure, b servedl on dhe Budget
Cloniminges o osix years. Tle oalsooa
member of the Wilco Farnrers Greoup
atul the Soblimig 1 lareesr Fearival. He
is currensly a methor of the Beasd of
Cirectors of  Sanriam Memarial
[ Tewpital.



Jates 3 Men Member of the Boasd of Dwecmors

bl e jained the Board of Thireciors in
Diecemnler 1996, and ivow attorney in
Fortland, where he apecializes  in
[mtermacivnol  Pusiness Transactions,
Chiness Law and Business Linmizrarion
Law. [e received hiz Jura ocior [Tom
Willumetee Universicy, Orepon and
Bachelor ol Ars from Shanchai
Ulniversiry, China Mr Mel represens
and wdvises  mony American and

sulrinananal comnrahivs condducting
husiness i Ching and the Unared States: Tle alse handles Lusi-
sy anal fdnigraiion cases for clicnts e Asin und Curope

MroMet i anoactive member of American Bar Associarion,
Urregom and  Washinguon Stale Bar Association:, Anterican
Immigranon Lawsers Associarion, and LS Diatner Couel Gor
Lhe Districl ol Oregon, Inche past, Mr Men served onthe Toard
of [rectors for the dorthwest Begions] Chita Coeundil,

MANAGEMENT

Dt T. Chen: Peestdene, Ol Rvacunes O ives
and Member of the Board of Diecions

Richard Y. Cheone: Exeoeee Vice Prescdent,
Cihlef Financiol and Ofserazions Offfcer and Corfeorate Seorotary

br. Cheonpg hepan his career wirh
Arhur Avndersen & Company in 1985
as m o member of he Manageneo
Informarion Consulning Division. In
it capscily b successtully msmared
complex spsrems development projects,
His respenaibilicies included prepararian
el dplemensaion of che projects, in
addirion raaupervision af the sl
wsslgned to the undersalime. Prior 1o
joining che Bauk, Mr Cheong sus an
imvesiinene manager wirh a Japanese real esrare apndicarion

LIy |’:'JF LA WICATs,

He joined the Bunk e 19971 and has simee been elevared to his
present position. Ay Sendor Viee DPresiolent acd CFO, Mo
Cherng's responsibalities include respansibilivies in pemsannel,
cperarions, and accomtabilicy for all finuneial and accouncing
aspects of the anlk.

M Cheonz halds sn MBA wil o Bachelor of Business
Administration, both in Finance, from rhe Liniversity of
Oregone Tle iy wctive in the locul community wich Junior
Achieveient and the Oregon Northwest Chinag Couneil, and
hias served an the Board of Loaves and Fishes, Tnc., Unired Way
of Oregun and Kids N Tenndgs.

Breven Prown:
Servor Vice Presidenin anel Chiel Crivaie Officer

bl Browern starced his banling coveer in
LBEL witks 13 Bank and renained for 21
vears. | lis career has focuzed cn lending
and  credit administrarion.  Berween
1981 ol 1987, he bl variows brunel
consumer and commercial lending josi-
cions in Southermn Orepon and rhe
Willwmeie Walley, Betweon L9387 and
2002, he keld warioos credo a2 credic
admmiscration positions, eainmg expo-
sur: Lo all of the comnpenys lenuling and

cdit funcrions. As a lending Helarionship Manager, he man-
agead o noalt-million dollur loan and deposic porcfolic. As a
Chradit Risk Asgessmiont and Adininisteation allicer, be was pro-
woted to VT Tle was larer promoted 8 VP and Credie Approval
llicer

As Anerican Dacdic Banles Seoior VP and Chuet Cradit Officer,

Bdr. Prowen's mesponsibiliiies melude muinsniog credic gquality

sonls and managing lean polioy and che lnarm apprval process,
: . . i

Heois the clar of the Lean Committee and manapes loan

administearion (unclions,

Mro lirown belds o Bachelors  Depree in Busmess
Adrmmniscration in Marketing oo he Ulniversie of Orewson,
anal s w0 grodunte of the Pacific Coast Banlang Schaal ar the

Uriivarsivy ol Woashingron:

Dioncean Wahsa:
Sevuir Vice Presicenr, Threcror of Real T

tace Tending

I, Wialka has coer forry wears o Banking
experience, He began his coreer in 1963
aler avtendinge collese ul Oreson Seate
University in Busmess Administrarion.
He has o strong bocksround in real
eatate lending, especially income prop-
erty. [lis career srarred ar kouirable
Suvinws and Lowrn, where he held such
warions positions as Deparinent Hoead,
Franch Manager of four different nffices,
aral Wice Presicdene of the largest loun
production office in the compary

Smee joming American Pacific Baok o 1992 he bas bad
regpotisibilioy for all real estate lending actwities. Mr Wahs i
affiliared with the Morteuge Bunkers Associuion of America
andl che Crepon Dankers Association, where He site on the Sae
Rl Bwawe Committee Mre Wabs iz alse o member af the
Metwarle of Oregon Allocduble Howsing {(NOAH)Y Loan
Caonunictee and the Trovhled Ascers Clommirtes. Previously, he
has hell positons in several organizational offices, such as pasre
President nof rhe Maorigege Bankers Associulion in Yaliines,
Washington, past Dhrecror of the Ohezan Srare Beaver Cloly;
and Yice President of the Corvallis Homes Builders Associarion,
He is also a praduate af the Sartbueest Banking School oo the
University of Whashington.




YOUR BANK AT WORK

Apmerican Pacific Bank messsumes it success b iy ways cusliner
sariafucton, profitbalitg, soowch, aod contiibutions oo the diverse
ciommmunlive thal we serve,

A the core of ow lending pregrames s a credic phidosoghy loeusad o
rowing our enstomer amed onderstacdions the bormowers alilig o
ropuy thi lown. This approach; cowbined witl expericiced and
decisive numapenent, minimizes sk and maximizes profitabilice and
cusbenner sdlislaction,

Ihe socooss af onr commerond] real catate, Tusiness aod cresdin cand
lemiding programes s cvidencs! by e luecest income and foo
grneraton ol 50 nallion, resulting in an average vicld on loans of
Tohe%, This lus leen sceomplished without compromising
qualily, a5 shovwn by our pose dve macio of [LSRYE, non-perlommning wase)
ratio of A%, and net loom Lo raei of 00270

d550T

Real Estate Lending Ihvision
American Pacilic Baoks Feal Bstace Lending Division foouses pricnarily
om nin-perin leading o commerelal and vesidential propertes anl
cotsbruc Lot finaneing tor resideneisl and commeraal Buildmgs.

Pl Real Fetare Thvistin ended 20075 itk S80.9 million o leans A
townl al 3457 nilliver was eeipiaaced by the Beal Lstote Divszion dhiomg
2003, This produced asolid growe in reverme of almase 30 malliom in
irceerest and tee ncorme tor oo 136 remm.

el ewrare Toams rumge o size T $Z30,000 20 230000000 Loans
s this rumue ure puricipated with othel lenders. allewng os torake
part i Tanger projects while minimicing our risk ceposure,

To mitigote the risks wherent i constroctivn and commercial real
et lonms, the Banke soively nanapes tis portfolio thoough frogquene
iregec e, conbrolled dislasensenes, vaciable imtoresr rate peicng
with presesablshed Qoor ates, and sales mothe secomdary marker il
tgedec,

1

Lk

WHO Sl
YOU CANT
HAT

AdeEaat ph-PR L
HANK

Business Lending Divizsion
The Business Lending Division provides small husinessas warh lines of
credit, tern lnanciogy, SBA loans, and cash mamagomen) produces T
ended 2003 with $13.8 million in loans ovrstansding.

[Taring 2003, the Business Lendimg Thvizion conviboced S1033,000 in
interost and fee income and over BL3 million o deposics, The
ansgement s plepsed warh the progeess of dhis Division and losks for-
weand fo growing s comtribuien e e Dank's profitahilite and furcher
diverafying the risk sned incowe of the loan poctfalic.

Hankeaed Center
Avcnerican Pacific Bank concinues o ke ome of the ket salues inthe
palion in secured credit casd producrs, s mared by CanlTralk,

Seenred credie cards regine the seomnt holdet o depesit funds wich
this Bank moam amonnt agqual w, e sreater Lhen, the credit Limit of the
acemmt. T he depusitg for e secured coedit cards not andy provide pro-
fectiom againgt Tosses, bul wlse provice ane effective and inespenss:
Narding sore ooo1he Bank

Tle Davkeeare] Cearer ended 2003 with v onsdil vand ponfuliv of $3.9
mrillion o $E9 3 000 in interesr amd fow moonme, ao oone inceense of
F6 over che price vwear, T he nes charge-oll e duroe 2007 was 4 9%,
which was less thom rhe naters] average.

Aamerican Online Pacific Bank
Ol Tolly ceansactional Tonernet braneh, Armerican Omlme TPacilic Fak
(ewewapbatkcom ), costinees to be used by mors costemers, provading
stale-cl-the-art colveniences,

Other Banking Services
Through three weategionlly located branches, Amerean Macific Bank
provides gualivy pemonal sereice 1o ndividuals amd Fosines: thraughioo
thie Dank's wade area. A special niche the Fank sonee
anel clientele from the Facific Bim smd Larn Amenca, with Bilingue)
custamel soivice tailared tochedr s mecds,

i5 nnipTans



AMERICAN PACIFIC BANK

INDEPENDENT AUDITOR’S REPORT
and
FINANCIAL STATEMENTS

DECEMBER 31, 2003, 2002, AND 2001

INDEPENDENT AUDITOR’S REPORT

MOSS ADAMS LLTP

CERTITIED FUBLO ACLDUNTS

Tor the Bourd of Directors und Stockholders
American Pacific Tank

We have audired the accompanying balance sheew of American Dacific Bank, as of December 31, 2003 and
2002, and the relared araremenes of income and comprehensive income, changes in atckhelders” cguicy,
arid cash flows for coch of e yoars in the threesvear period ended December 31, 2005, These financial
staternents are the responsibility of American Pacilic Bank’s msnsgement, Our responsibility is w0 express
anapinion on these financml staterents based on our audies,

We cnnduarad our audits m accordance with auditing standards generally sceepred in the United States of

Aunerica. Those standards require thar we plan and perform the andits ra choam reasomahle assurance about
whather the fivancial statemen s are free of marerial missraremenc. An awdit inclodes examinime, on o test
hazis, evidence supporting the smounts sod disclosures in tae freancial staemnents. An audit alse inclides
assessing rhe acaonnting principles used and simificant estimuees made by mamarement, as woll ws ovaluat-
it the overall Tinancial srarement prezentation. We bhelieve thar onr audits provide a reasonable busis for
LT CpiTiion.

In vur opinion, the loancial statemends referred to above present fairly, inoall marerial respeces, the finan-
cial position of American Pacific Buuk, as of Deceober 31, 2003 and 2002, sl the wsulls of irs operations
and irs cash flows for each of the yeors in the three-veur pericd ended December 31, 2003, i conloomily
with accouting principles generally accepred in the Unired States of America.

Hsssr Udiowit 1P

Portland, Oregon
Febroury 1O, 2004




AMERICAN PACIFIC BANK
BALANCE SHEET

YEARS ENDED DECEMBER 31

ASSETS 2003 2002
Cash dus from banks $ 1,155,545 5. 2748547
Federal funds sold 5.285 000 7.050.000
Total cash and cash eguivalents 5 .450.545 9798547
Investment securities available-for-sale 1,504,395 1,196,370
Federal Home Loan Bank stock. at cost 635,300 601,200
Loans. net of allowance for loan losses and uneared income: 97 983 407 86,285,022
Loans held-for-sale [ - 755,742
Land, buildings, equipment; and leasehold improvements, net 780,700 BO7 421
Accrued interast receivable and other assets 950991 1.027.203
TOTAL ASSETS 5 108312338 L B
LIABILITIES AND STOCKHOLDERS® EQUITY =003 2002
Daposits: ;
Noninterest-bearing demand deposits $ 5333569 § 4769857
NOW and money market accounts 20,834,384 18,083,362
Bavings and time deposits 55,852,345 56.681.240
Total deposits 84,020,295 79,534,467
Borrowed funds 12,600,000 11,600,000
Accrued interest payable and othar liabilities it iEETBT BT B '3
Total liakilities 95 978 168 91,845,825
COMMITMENTS AND CONTINGENCIES {Hote 17 and 18}
STOCKHOLDERS EQUITY j
Class B common slock, no par value, 200,000,000 shares autharized;
1,868,935 shares issued and outstanding in 20032,
1,621 027 shares issued and oulstanding in 2002 7,264,235 5,894 908
Surplus 1,000,238 1,000,238
Retained sarnings A.067,3506 1,675,852
Accumulated other comprehansive income, net of taxes 2 2,300 - 9.688
Total stockholders' equity 11,234 169 8,576,686

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

See accompanying notes.

$ 108.:312.096

$ 100422511



AMERICAN PACIFIC BANK

STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
YEARS ENDED DECEMBER 31

T T R R e e e e e e e e | e e R P e N R e M e R e

2003 =002 2001
INTEREST INCOME
Interest and fees on loans $ 8,014 441 5 7,389,343 $ 6.967,281
Interest on investment securities
LS. govarnment agencies 38,718 B4 4 78,964
Other domestic taxable securities 34,100 24,413 27.600
State and municipal subdivisions - 112 3100
Interest on federal funds sold 133,780 B80,035 200560
Total interest incomie B.251 038 7.053,348 a7 T 485
INTEREST EXPENSE
Interast on deposits and borrowings 2 153 588 2.208,532 3.684.876
Mef interaestincome 6.067. 453 5261816 26892 620
PROVISIONM FOR LOAN LOSSES 66,917 469,757 173,268
Met interest income after provision for loan losses 5.800.536 4,792,059 2518352
NONMINTEREST INCOME
Service charges and feas 196,038 192,004 153,885
Gain on sale of loans 8,889 267,612 368,533
Other noninterest income 16,055 5,345 11.964
Total noninterest income 217,082 484961 533,784
NONINTEREST EXPENSES ;
Salaties and employee benefits 1,815,637 1,641,174 1,483,188
Occupancy and equipment expenses 541 822 519,466 516,219
Real estate commissions, net of fees 3,890 129,591 124,721
Other operating expenses 1,411,881 1,180,107 1,055,468
Total noninterest expenses 3,773,330 3,480,332 3,180,296
INCOME BEFORE PROVISION FOR INCOME TAXES 2,244,288 1,??5,688 872840
PROVISION FOR INCOME TAXES 852 744 675,090 335 606
MNET INCOME 1,351,544 1101 588 537234
OTHER COMPREHENSIVE INCOME (LOSS)
Unrealized (loss) gain on securities; net of lax
Unrealized holding (loss) gain arising during periad [3.388) [5,3E1) _1B.267
Total other comprehansive income - (loss) (3.288) 5.361) 18.267
COMPREHENSIVE INCOME 5 1.3838.156 $ 1.096.237 5 555,501
BASIC EARNINGS PER CONMMON AND
CONMMON EQUIVALENT SHARE 085 g 0.73 5 D86
DILUTED EARNINGS PER COMMON AND
COMMON EQUIVALENT SHARE $ 0.78 g 0.73 3 0.36

See accompanying notes,




AMERICAN PACIFIC BANK
STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Accurnakatze Qther 1%
[ass B Common Slock Carnprehensive Slockhafucrs
Shares fumnrt Ghrnlis fiztained Carnings Incarne (Loss: ity
BALANCGE, December 31, 2000 1,467,734 5,176,611 1,000,238 37,070 (7218 6206, s
Issuarice of stock 9,756 20,185 - 20,138
Met incorng and comprebensiva income - - 537234 B i Y 055501
BALANCE, December 31, 2007 1,476,900 5,106, /46 1000238 574,254 11,049 6,782 267
[ssuance of stock B.867 27905 - - 27 005
Exgitise ol uplions 85,150 413,757 - - - 413057
Frarzise of warrants 50,000 257,000 - - - 257,000
Mot incoma ard comprehensive income - STl 8 - 1,101 588 [5.961) 1.096, 237
BALAMCE, December 1. 2002 1,621 027 § 5.504 208 1,000,238 $1.675.852 5§ HEHE $ 5576636
Issuance of stack 13,808 49,569 = - £0,869
Exercisr nf nptions 4100 13,758 = - 15,458
Exercize nf warrants 230,000 1,265,700 - £ 1,285,700
Mel income and comprehansivi incoms = - 1,391,544 _[3.358) 1368, 196
BALANCGE, December 31, 2003 1,RBA.535 $ 7264735 $1,000.238 % 3,0R7.286 § 2400 $11,334 169

See accompanying notes.
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AMERICAN PACIFIC BANK

STATEMENTS OF CASH FLOWS

\S

YEARS ENDED DECEMBER 31

=

2003 2002 2001
CASH FLOWS FROM DPERATING ACTIVITIES
Met income $ 1381544 5§ 1,101,598 i 537,234
Adjustments to recancile net incaome to net cash from aperating activities:
Gain on sale of loans (8,989) (267.612) (368,535)
Loss on other real estate owned - 20,650 -
Depreciation and amortization 113,544 115,165 123,979
Amgrtization of credit card purchase premium 28,683 = -
Provision for loan losses 266,917 469 757 173,268
Deferred income tax provision 16,917 11,8358 7,023
Met change in lpans held-for-zale 764,731 Q0,623 BY5.226
Federal Home Loan Bank stock dividends (34.000) {35,200) {23,100)
Stock contributed to 407 (k) retirement plan 31,534 27,805 20,135
Change in cash due to changes in certain assets and liabililies;
Accrued interast receivable and other assets 12,363 (278,481) 248078
Accrued interest payable and other liabilities (315,152) - 321,360 _B.185
Mel cash from operating aclivities 2.278.092 1.577.603 1.600.493
CASH FLOWS FROM INVESTING ACTIVITIES
Furchases of investment securities available-for-sale (1,897 664) (1,186, 856) (1,099,311}
Furchases of Federal Home Loan Bank stock - {16,100) (B0.800)
Froceeds from sale of investment securities available-for-sale - 70,000 -
Proceeds from maturity of investment securities available-for-sale 1,530,000 1,395,218 1,875,246
Loans originated, net of principal repayments (12,158 402) (15.514 256) 937,174
Froceads from the sale of other real estate owned 144 000 3358560 -
Furchase of credit card portfolios - {1:518,135) (308,693)
Purchase of buildings, equipment. and leazehold improvements (B9.317) (7. B69) (245 588]
MNet cash from investing activities (12.411,383) (16.422,183) {1,177.022)
CASH FLOWS FROM FINAMCING ACTIVITIES
Mat increase (decrease) in noninterest-bearing demand,
MOW, money market, and savings deposit accounts 6,205,257 6,550,727 864,489
Met increase (decrease) in time accounts (1,718,426} 15,407,154 (6,638,390
Met (decreasa) incroase in shorl-term borrowings - (9,000,000) 2,200,000
FProcaads from long-term borrowings 3,000,000 8,600,000 =
Repayment of long term-borrowings {2,000,000) = =
Proceeds from options exercised 13,768 413,257 -
Frocaeads from warrants axarcised 1.285.700 257.000
Met cash from financing activities 5,785,289 £23.228.138 (3.574.501)
INCREASE {DECREASE) IN CASH AND CASH EQUIVALENTS (3,348.002) 8.363.553 {796,586)
CASH AND CASH EQUIVALENTS, beginning of year - B.798.547 1.434.994 2,231,980
CASH AND CASH EQUIVALENTS, end of year 3 B6.450.545 $ 0798547 5 1434994
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Interest paid in cash 5 2187 386 5 2323648 $ 8743990
Taxes paid in cash . 118334hF & 332131 K] 332,584
SUPPLEMENTAL DISCLOSURE OF NONCASH
INVESTING AND FINANCING ACTIVITIES
Unrealized (loss) gain on availablo-for-sale securities, net of taxes LS {3.388) & {5,361 L 18,267
Acquired real estate in settlement of loans % 144.000 g 304 000 5 52 500
Stock issued in settlemeant of prior year accrued bonus S 28335 § = 3 =

See accampanying nofes.
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AMERICAN PACIFIC BANK NOTES TO FINANCIAL STATEMENTS

ORGANIZATION AMD SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Organization — American Pacilic Bank {the Bank), headguartered in
Parttand, Oregon, is an Oregan state-chartered finarcial inslitution. The
Bank provides commercial banking products and services to the Portland
and Salent, Oregan, metrpolitan sreas through three branch offices,

fg of December 31, 2003, Amearican Pacilic Bancorp, a bank helding
campany, was in formation and pending regulatory appraval 1o become
the Parenl Company of American Pacific Bank aftar a one-for-one tax-tree
exchange of comman stock: Management balisves the helding campany
will gain regulatary approval early in 2004 at which time the Bank will
becoing @ whully-owned subsidiary of Amsrican Pacific Bancorp,

The Bank is subject Lo the regulations of certain federal and shale agencios
and urdergoes periodic examinations by thase regulalory authorities.

IManagement's estimaltes and assumptions — In preparing the financial
staternents, management is required 10 rake estimates and assumptions
that affect the raported wnounts of assets and Fabilities as of the-dale of
the lalanee sheets and revenues and expenses far the reporling period.
Lstimates and assumpticrs made by managemesnt primarily involbee the
valuation of the allowancs for loan losses. Actual results could differ sip-
nificanily from Lhoss cstimates.

Cash and cash equivalenls — Cash and cash equivalents pormally
includs cash on hand, amounts due from barnks, and Tederal funds sald.

Invesimeni securiliss - The Bank is required to specifically dentify its
investment securities as "zvailable-for-sale,” “held-lo-maturity," or “trading
accounts.” Accordingly, managermsnt has determined that all investmen
securities held as of Decomber 31, 2003 and 2002, are “zuailabla-forsale.”

Awvailabla-for-sale securities consist ot bonds, notes; debentures, and car-
tain eyuity securitios. Securities classified as availahle-for-sale may bo
sold in response to such factars as: (1) changes in market intorest rates
and related changes in e securitys prepayment risk, {21 nesds far lig-
uidity, (31 chunges in the availability of and the viald an alternalive instru-
mienls, and (43 changes in funding sources and lerms, Gaing and logses
on the sale of available-far-sale securities are determined using the soe-
cific-identificalion mathod,

Unrealized halding yains and losses, net of tax, on availaole-far-sale
secirilies dre reportod as a net amaunt in a separate componant of egui-
Iy until realized. Fair values for investimeant securilies are based an guot-
o market prices. Daclings in the fair value of individual availabie-for-sale
securities belwe their cost that are other than tamparary, result in write-
dawns of the individual securities to their fair value, The related write-
downs would be included in earnings a4 realized losses. Premiums and
discaunts arg recognized as intorest income using the interest methocd
over the period to maturity.

Loans, net of allowance for (oan Iosses and unearned income — Loans
ara stated at the amaount of unpaid principal, reduced by an allowance for
luan loszes and unearned income. |nterest on loans is calculated by using
the simpte interest methed on daily balances of the principal amount out-
standing, The allowance far loan losses is established (hrough a provi-
sion for loan losses charged to expense, Loans are charged against the
allowanca for loan lesses when management believes that the collectibil-
ity of the principal is unlikely. The allowanee is an amount thal manage-
ment believes will be adequate o absorb probable losses on existing
loans that may hecome uncollectible, based on evaluations of the cal-
tectifiility of loans and prior Ioan loss experience. The evaluations take
int consideration such factars as changes in the nature and volume of
the loan portfalia, overall portfolic quality, roview of specific problem
loans, and current economic conditions that may affect the horrower's
ability tu pay. Impaired loans are measured hased on the present value af
expected future cash floves discounted at the loan's effective interest rate
Gratthe loan's market price or the fair value of the collateral if the loan is
collateral dependent. Accrual of interest is discantinued on a loan when
managoment believes, after nansidering ecanomic and business condi-
tins, collection efforls, and collateral position, that the barrower's finan-
clal condition is such that collection of interest is doubtful. Loan-arigina-
tian fees and cartain direct origination costs are capilalized and recog-
nized as an adjustrmant to the yield of the related loan,

A lnan is considered impaired when, hased on corrent informatian and
events, it is prohable that the Bank will be unable to collect the scheduled

NOTE1 -

12

axymenls of principad or interest when due accarding Io the gontractos
lsrims of the loan agreement. Factors cansidered by management in deter-
mining impairmant includs payicent status, collateral vaive, and the prab-
ability of collecting schedulzd principa! and interest pavments when due,
Loans (hal sxporience insignificant payment delays and pzyment short
falls generally are not clissified as impaired, Managemen: determines the
signiticance of payment deldys and payment shartralls on a case-ty-cass
basis, taking inlo consideration all of the crcumstancas surmneding the
laar and the borrower, including the length of the delay, he reasons for
the delay, the borrowers prioe paymenl record, and the amount of the
shartfall in refation to the pringipal and interest owed. |mpairment is mea-
sured ona lan-ly-loan basis for commercial and canstroction loars by
gither the present vaiue ot expected future cash flmws discounted at the
loar's effective interest rate, the loan's ohiainalile market price, or the fair
vilue of the coliateral if the loan is collatssl dependent.

ame groups ot smaller kzlance homogeneous (6ans, such as credit card
[nans, are collectively svaugled Tur imoairment, Accordingly, the Bank doas
not separately idenlify individual crodt card feans for impairment disclosures,

Varlous requlatary agencies, as an integral part of their examination
process, perindically review the Bank's allowances for loan losses. Sucl
afencies may requirg the Bank ta recagnize additions 1o e allowance
Easedl on their judgrents about infarmation available Lo 1hem at the time
ef their examination: The Bank underaent examinations by applicable
regulatory agencies during 2003, 2002, and 2001, The accampanying
financial slalgments reflect any accounting adjustments required s 8
resull of the regulatory examinations.

Loans held-for-sals - Mortgage loans ariginated and infenidad lorsuls in
the secondary market are carried at the lower of cost ar estimated mar-
ket value in the agoregate. As of December 31, 2002, mortgage loans
held-for-sale were carried ol cost which approximated tair market valis,
The Bank had no loans held-for-sale as of December 31, 2003,

Mortgage loan sales are primarily on a servicing refeased basis. Gaing ar
lpsses are recognized to the extent that the sale procesds of the morlgage
Inans sold exceed or are fess than the net boak value al he time of salz.

Loan sales — The Bank solls participations in foans, retaining servizing
Fights, and an interest in the sold laans. Gain ar Inss on the sale of loans
depends in part on the previous careying amounl of the financial assets
invalved in the transfer, allocated betwoen the assets sold and the
retained interest ased on their relative fair value at the date of transfer,
Cuated markel prices are genarally nat available for retainad interests, so
the Bank generally estimates fair value based on he presont walue ot
luture expacted cash flows using manaement’s best cstimates of the key
assurnptions — credil Iosses, propayment speads, and discount rafes
cammensirate with the risks imvalved.

Ma servicing assel or liability is revorded because the Bank estimates hat
the benefits of servicing are just adequate to compensate it far 15 servic-
img responsibilitios,

Land, bulldings. equipmeni, and leasehald improvements — Land.
buildings, equipment, and |easshald improvements are slaled al cost,
less accumuiated depreciation and amartization, Depreciation and amar-
tization are computed principatly by the straight-ling method over the
estimated useful lives of the assets, which range from 3 to 40 yvears.

Oiher real estale owned — Real eslate acquirad by the Bank in satisfac-
tian of deht is carried at the lowor of cost or estimated net realizable
vallie. When property is acquired, any excess of the loan balance over its
estimated net realizatle value is charged to the allowance for loan |osses.
Subsaguent write-downs o fiel realizable value, it any, or any disposition
gains ar losses are ncluded in noninterast income and expense, The
Bank hield no other real estate awned as of December 31, 2003 o 2002,

Adverlising — Advertising costs are charged to expense during the yvear
in vehich they are incurred. Advertising expenses were $21,498, $15.514
and $20,294 in 2003, 2002, and 2001, respactively.

Incame laxes — Defarred tax assets and liabilities are determined based on
ihe tax effects of the differences hetween the book and fax bases of vari-
ous balance sheet asgets and liabilities, Deferred tx assets and liabilities
are raflected at currently enacted income tax rates applicable to the peri-
od in which the deferred tax assets or liabilities are expected to be realized
or settled. As shanges in tax laws or rates are enacted, deferred tax assets
and |iabilitiss are adjusted through the provisian for ingome taxes.




Earnings per sharg  Basic carnings per share s compuled by dividing
net income available to stockholders by the weighted-average number of
commn shares cntstanding during the period, after giving retroactive
effest o stock dividends and splits. Diluted -earnings par share are com-
putad similar to basic earnings per share except that the denaminatar is
increased to include the number of additianal commaon shares that seanld
nave been outstanding i dilutive patential commaon shares had Heen
IssuEd Included inothe defominatar is the dilutive effect of warrants aod
stk aptions computed drider the treasury stock method,

Stock oplions — The Bank apolics Accounding Pringiples Board Opinicn
Mo, 25, "Accounting for Stock fssued to Emplovees.” and related inter-
prelativns, in-accounting for its- stock option pians using the intrinsiz
walug-nased method. Ascordingly, fompenzation costs are recagrized as
thie difterance detwoen the sxgreise price of sach aption and the market
price the Bank's. stock af the date of sach grant. Had compensation cost
for the Bank's 2003 and 2002 grarts for stock-based compensation plans
bt determingd cansistent with the tair value-based method defined in
Statement of Financial Aceounting  Standards (SFAS) Mo, 123,
“Rccounting for Stock-BazedCompensatian,” its net income and earmings
per camimon share for December 31, 2003 and 2002, would approvimate
the pro forma amounts shown belaw {in thausands, excenl oer share
dula), Gompensation costfor options grantad in 2007 is not significant,

2003 2002

ot roome:

A5 repored 31392 F1 32

1o o 31,344 1 el
Fissir garrings par shirs

A repnred i da BB

'ro torma S04z i BE
Ciliatud =ary vy pes sl

B rwpnr g a0,73 b i

Prn e 0.7 kO

The fair value ot cach option granted 5 estimated cnthe date of grant
using the Black-Scholes option oricing modsel seth the Tollmiing assumip-
finng far December 31, 2003 and 200

£k 2002

Divicard ald
Lxpeztac e [ears)
Lxpoatze volailize 15,27,
(ot L U | ] 1.40%
Thesllects al applying SFAS Ma: 123 in this pre forma disclosurs are not
indicative of future amounis.

Oif-bkalance sheet financial instrumenis — The Bank howds no derieative
financial insiriments. Hosevar, in the ordinany course of business 1he
Gank anters Inte off-bulance sheet financial Instruments: consisting of
commitments tooextend credit. cornritmerts under cradit card arrange-
meniE, commercial fetters of credit. and standiy letters of crecit. Such
linancial insteements are recorded (0 the findncizl staiements when the
credils are Tunderd o ralated Tees ara sarmed.

Fair valug of linancial instruments — The foliowing mathods and
dsseplions ware used by the Bank in estimating fair valugs of financial
[ristrurmenty s disclosed harein:

Cashoand cashoegwivalants — The carrying-amoeunls of mash-and cash
equialens aparoximate their fair valuz

Alsaftable-for-sale secinitias — Fair values for investment securitiss arg
basel on quaterd market prices. 1t a queted marbkel orice (s nal availahle,
Fir wazlue I estiater using quated market prices tor similar sscurities.

Fadara! Homoe Loan Bank sfock - The carrying value of Frderal Home
Loart Burl slock approximates far value.

Lears receivatie — Farvariabla rate loans thal reprics freguently and nave
o sigrificant-chiange incredit risk, tair values are bused an carrying vai-
ies: Fair walues Tor T rate loans are estimated using disuaunted cash
flowe anakeses, using nlerest rates corrently being oitered for loans with
similar terms to borcowers of similac cedit qualty. Fair values for
impared loans are sstimated wsing disceunted cash flow anaivses o
unicarlying collateral values, whero apolicable,

{ pans hald-for-salo - Fair value represents the anticipated orocoods fram
zale of the loans.

Deposit liablitios — The Tair walues disclosed far demand ceposits drs, by
definition, equal to tho amaunt pavable on dermand at the raparting data
ithat is, thair carrying amounts), The carrving amounts of varable-rato

(R R
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monay market accourts and Dxed-term: certificates of deposit (CDE)
approxitmate their fair values at the reperiing date. Fair values for tixed-
rate COs are estimated using a discounted cash flow calculation that
applies intorest tales corently being oftered on cerilicales (o-a scheduls
af aggregated expected monthly maturities on time deposits,

Sharl-ferm borrowdings — The carrying amounts of Tederal funds pur-
chased, barrowings from the Federal Home Loan Bank, wnd other sharl-
term barrowings maturing within 90 days approximate their fair values.

Lorg-term borrowings — The Tair values of long-term borrowings ane esli-
mated using discounted cash flow analyses basad on the Bank's current
incremiental borrowing rates for similar lyoes of Darrowing asrangements.

Accrugd igterest roogivalle and payatle — The carrying amounts of
accrued interest receivable and payubie approximate their fair values,

Off-batance sheet instrurmeids — The Bank's ott-balanco sheet instru-
ments include unfunded commitments 1o extend credit and standby let-
ters of credit. The fair value of theso instruments is not cansidersd prac-
tirable to estimale becanse of the lack of quoted markel prices anid the
inahility o estirmate falr value without incurring excessive custs,

Recently issued accounling standards — In Juns 2003, the Financial
Aeeounting Standards Board (FASE issued SFAS Mo, 14y “Aceounling far
Certain Financial Instruments with Characteristics of Both Liabilitics and
Equity.” Thiz statement ostablishes slandards ragarding classification and
measurement of cedain financial instruments with characteristics of both
lial:ilities and equity. 1t requires tinancial instruments within the seape of
I stalement lo e classified 25 liabilities {or assets o some girelnm-
stances), Mary of thess Trancial instraments were previously classificd as
equity. This statement is effective for Iinancial instruments enterad into ar
modifiec after May 21, 2002, and otheryise is efactive at the-beginning ot
the first intérin period heginning after June 15, 2003, For finannial instru-
niEnts orealed hefore 1he isstance date of this statemant and s1ill exsting
atthe beginning of the interim pericd of zdopticn, transition is achieved by
reperting the cumulative effect of a change in 2n accounting principle oy
initiaily measuring thetinancial Instruments & fir value. The Bank's man-
agement daes nat expect that the appication of the provisions of this state-
enen il e 2 material impact on'its financial statements,

In Aprit 2003, the FASE issued SFAS No. 149, "Amendment of Statermneant
133 on Darivative Ingtruments and Hedging Activities.” This slalsmenl

-amends and clarifiss linancial accaunting and repartng for derivalive

Instruments, including certain desuative instruments embedded in other
contracts and tor hedging activities ondes FASE Statement flo. 733,
“Aoeounting for Derivative Instruments and Headging Activities” The
Bank's management coas not expact that the application of the provisions
af this statement will have a material impact on its financial statements.

[ January 2003, the FASB issued Intorprotation Moo 4B (FIN 26)
“Comsalidalion of Varishle Interest Entities.” Thiz interpretaton clariies
the applicatior of Avcounting Research Bulietin Mo, 51, "Consolidated
Financiai Statements.” and requirss exisling uncensolidated variable intar
est entities to be cansalicated v thelr primary Seneficiaries if the entities
dn not effpctivaly disperse risks amang parties imealeed, This inerprea-
livn expiaing now 1o identity wvasable interest entities and how an enier-
prisno assesses ik interes! ina variahle interest entity to decidewhather to
conaolidate that entity, In Decamber 2003, FASE made sevisions and
delaved implementztion of cedain provisions of FIN-46. A% 2 public entity
that is not @ "Small Buziness lssuar” the Bunk is row requirsd ooapply
FiM 46 1o all incansalidates variadle interest entitig ne kter than March
31, 2004, with the exceplion of unconsclicated specisl-purposs entities
which kad an ‘implementation deadling of Deroember 31, 2003,

Specal-ourposs antilies far his provision are expected to include entities
whoso activitics are primanly relalsd to securitizations or other forms of
asset-backed tinancings or single-lessee lkasing arrangements. The Bank's
nanzgement does not expect that the application af the provisions of this
prlerpratation will have a materal impact on its financizl stalements,

In Mewarnber 2003, the Emerging lssues Task Forcr (EITE) researched a
ronsensus that certain quantitative and qualitative disclosures shauld e
recplired for debt and markaiable equity securitios classitied as available-
tor-sale or held-to-maturity, under FARE Statements Moo 115 and 124,
that are impaired a: the balance sheel date bt fos whkich an other-than-
temporary impairment bas not boen recopnized. This EITF consensus is
gffactive for fiscal years ending after Dopomber 1% 2003, Accordingly,
Ihe Rank has adapled this statement ag of December 31, 2003, and The
result didl nol bive an impact on the Bank's statemant of financial posi-
tion or resuits of operations.



WOTE 2 - |HYESTMENT SECURITIES
The-amartized cast and estimated fair value of available-for-sale invest-
ment securities aro as follows:

Girnss Gross Ezilmaled
Amortizad Unreglized  Untealized Fair
Gost Gainz Losses Talue
Recpmibar 31, FI0E
Aguily poles ard tonds 51407070 5 4ia B = 5ol 3o
Doz Bon 31, 2002 :
Agency naesand borss 51787757 5 AA18 4 51705370

The Bunk has no unrealized losses on inveslmient socurities as of
December 31, 2003,

The amorlized cost and estimated fair value of investment secorities
gallable-for-sale as of December 31, 2003, by contractual maturily, ars
shown below. Expected maturities will differ from contractual matorities
because horrowers may hivve the right to call or prepay obligations with
ar without call or prepayment penalties.

Amortlzed Ectimated
Coxl Fitlr Wi lua
D in snig ysdr or lgss 3 - 5
L arbar o e hrough fiva wears e ] frotl Bec1E
$_LAurs10 L e

As o December 31, 2003 and 2002, investment securities with an amnr-
tized cost of $859.653 and $1,187.752, respoctively, were pledged 1o
secure deposits of public Turids,
The Bank, 45 a member of the Federal Hore Losn Bank (FHLB) system, is
raguired to maintain an investment in restrictod squity securities of the FHLE,
FHLB stock s natactively raded but is redeemable 2t current bodk velug, A=
of Dacember 31, 2003, the Bank's investmant in FHLE slock was S545,300.
HOTE3 -~ LOANS, MET OF ALLOWANCE FOR LDAN LOSSES AND
UHEARNED INCOME
The compasition of loan balances is sumimarized as Tallows:
I 2002
& 80,563,200
~1.730,0R5

nnrmeial
Rual e=tile — nnszniction

Heal eelale  parraner R R
credit cards 1545 50
Inskal’'mens 7o
vl anez intg 30,35R
99380 0EG BEEM 505
Ao lor laan logsas £E10.305) 1244 4

Lraarrae | Com 896255 120120
Lians, nar 2f allowance tor loan lossas

i utearngd incame $.45 983,407 R OR.PR5 052

During 2001, the Bank sold $12.007.500 in mortgage laan participations
in a securitization trangactian, In that transaction; the Bank retained sor-
vicing responsibilities and a partion of the loans soid. As compensation
tar sarvicing the loans, the Bank retains 0.15% of Inan progeeds botare
distribution to the participants. The participants have no recourse 1o the
Banx's other assets for fallure of debtars to pay when dus,

In 2001, the Bank recognized pretax gaing of $90,055 from the securiti-
zation of loans. The Bank had no such transactions in 2003 or 2002,

WOTE 4— CREDIT CARD PORTFOLIO

Gertaln of the Bank’s consumer cradit card accounts wiers originall required
to be Tully zecured with time cerfilicates of depesit or savings accounts gl
the Bank. The majorite of these accounts have harome partially unsocured
wilh the passage of time due fo the customers’ creditearthiness. Unsecurad
accounts incleded in the credt card portfalio lotiled $1,947,993 and
52,305,755, and secured and partially secured accounts tomled $1.897,910
and §1,663.707 us of Becember 31, 2003 and 2002, raspectivaly. Cradit card
ducaunt baiances that were more than 30 days past dug tomled $198.199
and $245.084 as of Decamber 31, 2003 and 2002, respoctively

The credit card portfolio is serviced by Western States Bancard
Association (WSBA), The Bank has assumed all risk managoment
responsibilities including calleclion and due diligence procedures, while
WEBA provides all other portfolio service requirements,

Far the years ending December 31, 2003, 2002, and 2001, the Bank's nat
interest margin on credil card sccounts was as follows:

2003 2002 2001
boHEZ B ¥ 7EE A0 R 725,594

Irtergst and lud ingorrs

Intooas! ceuersn JE1A47) 1034017 LI aith
et nterast mangin b 3 BI2BI R GGRYIR

From time to fme, the Bank has purchascd cradit card portfolios from ofher
partias. Ganerally aftor the first vear of purchase, the Bank pays a rabate to the
sellerof 5% of net sales onaceuunis that wore acquired. The Bank alsa main-
taims certain co-branded credit card programs wilh elher institutions. Thase
cards are promated by bolf partiss, and the Bank payvs a one-time fee Tor 2ach
approved aceount appication referrad b the other party, a5 well 25 a percent-
age of net sales nn approved accounts. Go-brandad credit card balances totglad
$1.814.287 and $1 868 445 as of December 31, 2003 and 2002, razpactivly.

NOTE 5~ LAWD, BUILDINGS. EQUIPMENT, AND LEASEHOLD IMPROVEMENTS
Majar classifications of fand, buwildings, couipment, and leasehold
improvements are summarized as follows:

Changes in the allowance fr loan losses were as follows:

2003 2002 2007
BALAKGL, baginning of vear 5844 4 SEET.ENE R ORRRA07
Frovisian for par | cues 256 8] ¢ 4 175208
Luars zhargar-off (201,770 301, 152 bEE
Frcavarios pir lnans g-aviaus v charged-of 39.214 i 1h.PhE

919305 §ds6.240 ¥ GE7800
The Bank hias tecogrized impairad (nans having recorded halincesof 3244 5168
and $217,179 on December 31, 2003 and 2007, respectively. The total
allowsance for loan lossas reizted to these oans was 57,335 and 5217179 an
Cecember 31, 2002 and 2002, respectively, The Bank's average recordad
investment in impairad (oans for the yoars ended Cecembar 31 2003, 2002,
and 2001 was FR20,045. 2264.602, and $338,744. Interest income recognized
for cash payments received on impaired Inans was insignificant in 2003, 2002,
and 2001, Had the impaired loans performed according to their origingl terms,
additional interest income that wauld bave been recegnized during 2003, 2002
ane 2001 would alzo have been insignificant

The malurit range of the laan portiolio as of December 312003, s a5 foliows:
Due In Due After One

BALANCE angor vaa

One Yaar Through Due Afler

Or Less Fivae Years  Five Years Total
G me szial and real sstare F25960600 F GB54.042 - 551,575,955 £95,190.573
Sredit earg loans 3R, 125 k 3,840,123

187 rven® Inans.cverd sarls

and rzady raserees _ 4bEsd 41171 27T 11737

GELAREOET 5_9892 314 361403708 00154470

Honacsrual Inagz i [ R ke e T —_454.0%h
A_0E 500 005

Faed-rala nars 5801 357 B BO97A3% B B1,405709 5 8lns a4
Ardjustzl 4 rare |oang 2053130 ' BA01avS : 355 BEY
$O7 836557 S LEB4ME SEADET0G 39154473

Menzseria! icans LT T = e 214,416
$.29.398 255

Lanit ¥
Bulidings
cquigimnl
Luagehall improve mens
Tidal-land, buildings. 2gu gne.

and lezzehold g cvmants 1,416,530 1727418
Ao lated sepreciativie ann Emarization TLDAE 15 920,098

lerd . Baid:ras, equipncant;
and Baschule inprovamants, net S___jB!J.."UU doa07et

HOTE 6— ACCRUED INTEREST RECEIVABLE AND DTHER ASSETS
Accruzd interest receivable und other assats cansist of the fallowing:

FTIE] 00z
Arcriar Tiersst recaivabil 5405 835 3
Teferred Incams Lases 296,12
Settemart and vher rarajuskias 21,015
Frepicd cepanses B0.023 |&hday
Sallvar L IS . b
Trtal acorued Inlatesl racewagle grd ather assets §9RD.H9T 8027200

NOTE 7 - TIME DEPOSITS
Time certificates of deposit of $100,000 or mare aggregatsd §18,613,794
and §17.285.438 as of December 31, 2003 and 2002, respectively.

The scheduled maturitios for time certificates of deposit af $100.000 or
mare and all other time deposits are as follows as of December 31, 2003

Tiine Cerificalas

ol $100,000 All Dther
Or Maors Time Deposits
Yeiurs anding Jesember 51, 2004 8 18,A73,495 § 25,340,287
2005 B3R5 £, 236,755
BO0G B A BGA, 485
G19813 704 532050661




WOTE & — LIMES OF CREDIT AND BORROWED FUNDS

The Bank is a member of the Fedaral Home Loan Bank (FHLE) of Seattle
and has entered into an Advances, Security and Deposit Agreemant which
pravides a credil arrangerment rom FHLB, Barrowings under the credit
arrangernent arg collateralized by the Bank's FHLB stock as well as loans
orather instruments which may be pledged. &s of December 31, 2003
and 2002, the Bank had borrowings outstanding with the FHLE ot
512,600,000 and 511,600,000, respectively, The promissary notes carm
fixed interest rates ranging from 2.49% 1o 3.24%,

[he maturity of borrowed funds is-as follows:

Years endinn December 31 2004 & LRANON0
20058 BL0uaon

20086 3,000,000

q ":_i_.!3|:l|:l.|]|]|]

Aifditinnally. the Bank has line of credit agreements with: corraspondant
banks with masimum borfowings availehie of 54,000,000 and an agresment
with the FHLE allowing borrowings dp 1o 25% of the Bank's total asseis.

MOTE 11 — CONCENTRATIONS OF CREDIT RIZK

Muost of the Bank's commercial loan activity is to customers located near
its headdquarters and branch offices. These gengraphical areas are pri-
marily invelved in commercial business and residential developmant
activities. As of December 31, 2003 and 2002, commercial real estate
[ans were 75% and 77%, respectively, of the Bank’s loan portfolia.

The Bank's real estate lending department in Partland, Oreqon, inakes
real estate construction Toans tobulders and theircustamers primarily in
the Potiland, Oregon, and Mancouver, Washington, metrapolitan areas.
The department also provides real estate mortgage sarvices to its cus-
lomers for which it receives fee and interest income. As of December 31,
2003 and 2002, 12% and 13%, respactivedy. of the Bank's [oan porlfalio
was comprised of reul estate vanstruction [oans,

Thie Bank makes crodit card Inans ta qualified individuals throughoot the United
Slptes, As of December-31, 2003 and 2002, 4% and 5% respectively, of the
Bank's lan portfelio was comprised of outstanding credit card halanges.

NOTE 12 - TRANSACTIONS WITH RELATED PARTIES

HOTE 8 — OTHER OPERATING EXPENSES e e ] Rkl
Qther uperating sxpenses were comprised of the fallowing: Fﬂrwm virctors, executive officers, and principal stockholders are cus-
oy ; i tomers ot and have had banking transactions with the Bank in the ordinary
o L L course of business, and the Barik expects to have such Transactions in the
Lrecit cord suneases $o4ibers 5 B1B5 } DGRGRD future. Al loans and commitments to loan included in such transactions
Lald processing dspe isns PRRAAT R 187 405 s ST f ] ; sl
T e e S T 16 08 bk were mads in compliance with applicable laws an substantially the same
Processloral Sopvicos 17700 1PF7oR 134458 Ig#rrns. including interest rates and callateral, as those prevailing at the
|_n;:nanu_.=. . _ | E|gug Ebu:; 5L; | :; time for comparable transactians with other persons and, in the apinian
SUEZMAzIc Eer2r Maching proccssiag 1ocs 7.0 EHEE Al A B ¥ Tyl Flysye -l
Skalfsire, £ prilias, i EARn G 21770 45 ghg e I:'I:tl1e”m?_raa_ir_;|-:1r|nan‘r DT 1T_.\1e Bal]lk. £I|_LI:| net Ifl-“f-m-'-rebimicr.e.ihd'l 1f|[ehrwrrrl1a!~|_|srt
YSF and other Apesating |asses 1420 0,064 015z of ealletibililty ar present any other unfavorable features. The following
BUBHC 1o aliprs an osivass devalapriant 15,787 18,670 [0ag tablg summarizes |pan transactions between the Bank and related parties:
Anvertaing 21 45 13,574 20,234
Jther oporating ciponscs 138,067 e 109864 2003 FAT
3 O I 1 8 P ) R 1 1 FALANSE, bealnnlig ¢l wear 3 d1.43a 4 23450
s P Lt '||th|-: 240 146 Vs
NOTE 10— INCOME TAXES a7z aait (237272 13727
The provision for incame taxes consists of the following: SALANGE, end of yieal 5 3e342 8 214124
i —r Sk Iri Decomber 1999, the Bank entered into a Co-Branded Credit Card
T EETR Agrezment with eBanker USA.Gomm, [ne. (#Banker), a company Tar which
it B\ § 756,251 fadisas © 4 TOROSE the Bank's chaitman and chief execulive aflicer serve ws members of the
Slats TTATH 2.6 07 Baard of Direciors, Under the Agresment, sBanker maintains a Web-site
3507 ik St for soliviting credit card customers over the Internet. The program is
e e b T designed to attract subprime and business credit card barrowears nnder a
Diaterrad s axponsd (benedily: :
Fhrlural i 15546 [11,759 Hui cash secured arrangement. The Bank has agreed (o service the aoeounts
Statz 15T =000 iz for a manthly fee ond cosl-plug basis, eBanker funds the program and
__BY1F B e 11 R 1| assnmes all risks. and is rosponsible for any - losses from co-branded
B o L auiete s 3Bz A 4 675,090 accounts Tho program commenced . during. 2000; however, as of

Deferred tax asset and liahilin: acraunis cansisted of the Tollowing:

2003 2002
Deferred tax azses

Loab fass nesarea 3 254 820 5 A0R.CAT
bt ape-ating fas3 samiorsard A 24,544
Ot IBGTE An.A03
aFDTaF 421339

Deierred taz lighliten
Attt icd cuprogialion AR [TE.A85
Ther L ) e
(G2420] [HEEE
[t defarred tax asser LERRAR 311 0y

fs of [ecember 31, 2003, the Bank had net operating loss carryfonwards
ol approximately $102,293 available ta offset future incame taxes. Thess
carrytoraards axpire through the year 2006,

Management beliovis, based upon the Bank’s historical performance,
that the deferred tax asses will be realized in the normal course of oper-
atinry and, accordingly, maragement has not reduced deferrel fax assels
by o waluation allowsance.

A FEE!':-I‘EiliHIiUI'I botiweon the statutory federal income tax rate and the
effective tax rate is as follows:

2003 2002 20
Ferara] Ao Laxes At statutary ares GR35 5 A0 D } 246 V66
S Preame Fses, e of fedeeal Lenel 04,739 74101 38,226
OLlar riffe rances (At (38850 fl4
fagz7as SETEI30 3 836000
36.0% 6% 134

1

December 31, 2003, no activity had accuered.

HOTE 13 — COMMON STOCK TRANSACTIONS

Private placemend offeting —In Jung 19890 (he Bank's Board of Directors
approved a.private placement offering for the sale of 1 units of eguity
interest @l $46,500 per unit or an aggragate amount of $511.500. In the
privite placement otfering, each unit consisted of 171,000 shares of cam-
man steck andg warrants far 110,000 additional shares, The exercise pricg
for the warrants was 54.23 per share until Seplernber 30, 2000, thon
increasing to 84.68 per share through September 30, 2001, to $5.14per
share through September 30, 2002, to 8559 per share through
September 30, 2003, and ta $6.05 per share through Ssptember 30,
2004, when the warrants expire,

Ihe private placement was Ty subserbed Iy the Bank’s chairmin, who
paid the subseriplion price af $511,500; The chairman also received
1,210,000 coermmaon stock warrants fram the private placement offering.
As of Decernber 31, 2003, all shares of cammon stock pursuant to the
private placement offering have been issied ann 280,000 common stk
warrants had heen exercised, Warranls e plerchase 930,000 shares of
cammian stock remain cutstanding as ot Decembar 31, 2003,

Stock option plans — In April 1992, stockholders ot tha Bank approved
the 1992 Bestated Nongualified Stock Option Plan for Emplovess
{Employee Plan) and the Restated Meondiscretionary Stock Qption Plar for
Manemploves Directoes [Dutsids Directar Plan),

The Employes Plan provides tor thegrant ot optionsto employees up to
an agogregate of 134,750 shares of commaon sfock. Al emplayess of the
Bank wha mewt cliobility requiremants may participate in the Employees
Plan, which is administerad by a comimitles of the Board of Direclars, The
committes has the authority to grant aptions fncluding deterninatian of



the conditions and tining of granis, desipnation af the employecs to
whim options are to be'granted, as ywell as the numbear af shares subject
to optian.and sefection of (he exercige price for shares optioned, Under
(he plan, options may be exercised anly while the grantee is an employ-
ge ar within 12 months fallowing lenminatian ol employiment, The plan
lerrminated in 2002. As of December 31, 2003, aptions far 3,200 shares
warg outstanding under the Emnployes Plan,

The Dutside Cirector Plan cevers all nangmplayes direciors of the Bank.
This plan provides for the grant of options to directors up io an aggregate
of 10,720 shures of commarn slock, The plan s administérad by a com-
mitter of the Board of Directars, which specifies the conditions, fiming,
and exercise privg of grams of aptiaons. Under he plan, oplivns may be
exercised anlyuhile the grantee serves as a director ar within 12 manths
taliowing termination a3 a directer. The exercise price for options may nat
lig leqs than B5%. of fair market value of the stock on the date of grant.
Similar to the Employes Plan, the Qutside Director Plan became offcctive
in April 1292 and terminated in 2002. As of December 31, 2003, thers
were no options outstanding under the Dutside Director Plan,

Both restated plans for emplovees and directors have teo restrictions in
Ihe recipients’ exercise rights. First, recipients may nat exercize aptions
until after six months from the grant date. Further, the Bank may require
recipients not to dispose of exercised shares for up to 12 manths from
the completion of an undeswritton pueblic offering of the Bank's socuritios.

In-Septernbar 2000, stocknoldars of the Bank approved the 2000 Stock Ootion
Plan [the Plany for the granting of incentiva stock optionz to employees and
the granting of nonstatutory ootions (MOS0s) to nonemployes dirctors.

The Plan provides tor the grant ot opticns up to an aggregate of 275,000
shares of sinck, all of which may he awarded to employess who doonot
awn 10% or more of the voting stock of the Bank, Mo mare than 80% of
thie aptinns may be awarded a5 MOS0s.

The Plan hecame effactive upon stockholder aporoval and will terminate
ten vears after the eftective date of the Plan. The Plan is administered by
the Boasd of Direciors. Dptinns granted unter this plan are naot exercis-
able forore vear and shall kave terms not cxceeding five vears. Options
may be exercised anly while the grantes is an emploves ar within thies
months following termination. &5 of December 31, 2003, aptions far
20500 shares wers ourstanding wicer the 2000 Stack Option Plan

The follmwing summaries aptiong availahle anit antstanding under all
plans gs of December 31, 2003;

Outalde 20010 Hack Cambinad
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As of December 31, 2003, the range ot excrcise prices and weighled-
averagr remaining contraciual ife-of outstanding aptions was 53.00
$7.15 and approximataly 3.3 vears, rospectively,

The ottect of applying the fair value-based method fo stock options granted in
thie yaars ended December 31, 2008, 2002, and 2001, resultad in an astimated
wigightea-svarage qrant date fair value of $1.05. $0.54. and 50,32, respectivels
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WOTE 14 — EARNINGS PER SHARE

Basic eamings per share excludes dilution and 15 computed by dividing
income available to comman stockholders by the weighted-average number
el comemon shares outstanding for the year Dileted sarnings per share
reflact the potential dilution that coold-ascur if common shares wers i5sied
pursuant to the exercize ot options under the Bank's stock option plans and
pormmon stack warrants issued inthe private placement offering. The fol-
lowring table illustrates the computations of basic and diluted earnings per
share [or the vedrs ended December 31, 2003, 2002, and 2001 ;

2003 2002 LT
Basic earnings oer shard:
Inzamz availzile to comimian stockhotiers b1 T S O e R T P
\Weighted-average cammon snarcs oatstanding _LEdE [ 4a oo e 474 724
Ezzc zamings persiarz . .85 5 O 11,16
Miluzed eamings per share:

Incorme geallable W commen shackiodas - 91044 H L 00EEEC & B0V
Weigkied-auerage comran saares edtstaading. 1 bdE 148 (B RR TR | 4¢4.r44
Het sffecs of dilukwe stos: apilens -

bagen oo L Liseaare stack el

Ll daran mar] proe 141,617 - -
Weighled avirags comran = aes walslauling

i nenrnee skank fonivalanks 1, 7R3, TGE 1600070 AT T8
Dilutzed warrings sarshare I 478 - % 473-.8 036

MOTE 15 — EMPLOYEE BENEFIT PLAKS

Tha Bank maintaing a 401(k) Retirement Salany Sawings-and Profit Sharing
Plan, All permanent employees are cligible ones they meel the age and ser-
wice requirements. Employee contribitiong . mateh 50% of all - qualified
omployver contributions, to-a maximurm of 3% of annual satary: Employer
contributions of §21,105. 231,534, and $27.905 were mais for the years
anded December 31, 2003, 2002, and 2001, respectively. The Bank’s cordri
Butiors 1o 1he plan are mads in the form of Bank common stok. Aceardingly,
the Bank contributed 2,483 shares of common stock valued st $8.50 per
shars in 2003, 6,232 sharos of common stack velued al $5.06 per share in
2002, 8,887 shares of comimon stock valued at §3.14 per shars in 2001,

The Bank has established an employes incentive compensatian program
which provides cligible participants additional compensation based upan
the achievement of certain Bank goals: For the years ending December
31, 2003, 2002, and 2001, additional compensation of approximately
$275 534, 280054, and 5138,784, respectively, was paid to eligibla
omployees pursuant to this program.

The Bank entzred into an employmant agreomant with its chief sxecutive off-
cer The agreement provides cerlan henefits for a si-manth perind after the
chigt executive officer’s termination. Additionatly, upon termination of amploy-
mend, fhe Bank is abligated to pay the chiel executive officer Torall than acou-
mulated and unused vacation and sick [eave at his then prevailing salany rate.
Ag of December 31, 2003, the Bank had a liability of approximatel $132,500
a5 s abligation for past services pursuant @ the employment agfeament.

MOTE 16 — COMCEMTRATIONS DF CREDIT RISK

All af the Bank's Inans, commitments, and commercial and standby let-
lers of credit have been granted ko customersin the Bank's market arcas.
The majonty of such cistamers are also depositars of the Bank. The con-
centrations of credit by type of loan are set forth in Mota 3 The distribu-
tion af commitients to extend credil approximates the distribution of
loans outstanding. Commercial and standby letters of credit ware grant-
ed primarily o commercial borroseers as of December 31, 2003, The
Bank's loan policy does nat allose the extension of credit to any singla
borrower argroup of related barrowers in excess of $A00,000 withuul
approval from the Bank's loan commitise.

MWOTE 17 — FINANCGIAL INSTRUMENTS WITH OFF-BALAMCE-SHEET RISK
I the normal calnrss of hosiness to meet the financing needs of its cus-
lorners, the Bank is a party to tinancial instrumerts with off-balanoe-shoet
risk: Thase financial instruments inchide rammitments” to extend cradit
and the issuance of letters of credit. These instruments involve, to vaning
dagress, glements of vreditand interss) rale risk in exvess of the amounts
recogrized inthe balance sheets. The contract amaunts of those instri-
ments reflect the sxtent of involvement the Bank has in panicolar classes
af financial instruments. Hnless noted atherwize, the Bank requires col-
fateral ar othor security to suppart financial Instruments with Gredit risk,

The Bank's exposun: o credit loss in the svent of nonperfarmance by (he
athar party to the financial instrument for commitmants to extend cradit-and
letlers of credit- written 'is roprosented by the contractugl ameunt of those
instruments. The Bank uses the same credit pelicies in making commitmeants
and cenditional oblipations as it doas tor on-balenca-sheat instruments.
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The following summarizes the Bank's outstanding off-balance-shest loan
commitmants:

Gontrack Amount
as af Daeember 31
2003 2002

Frangla’ (astrL ments whiase conmrsat
amol rle rearasart ot ek
nred Fezndueannilres 260 IJ bR LR

Ganstriction aEr comeribments ZA17.202
LiF2 27 red t carmm fments 4,360,944
Lallers of Craoit 595 000

S AR e G et

Commitments tozdtend cradit are agreements o lend 08 customeras long
as thara is no wvioliion ef any condition sstablisked no the  coriel,
Gommitments generzlly beve fised expiration detes or othier termination olaus-
a5 dng may mguice pavmant of a a2, Since mamy of e commitments zre
axpectad tl: exnire without keing draver upon, (e el cormmilmen smounts
do not recessarily represert future cash raguirzments. Tha amourt of collst-
aral nblaived, if desmed neczssary by the 2ank Lpan extension of credt s
hazed on managernants cradit eealsation of the sountrparly Colaters held
wariaz but may nclude deacsitory accounts held by te Bank, accounts recey-
able, Imertory, progerly, r:uuipn"erl.anc nzome-procucing properiss,

Letters of credit wrtten are conditional commitments issied by the Bank
to guarantes the performance of 2 customer & a third party. Those guar-
ante—"-s are primarily issued o support public and private Doorowing

arrangements, including commercial paper, bend financing, and similar
trdns*Ltm 15, The cradit risk involved in issiing letters of credit is essen-
tialhy the same as that invelved in extonding foan fasilities Lo suslamers.

MOTE 18 — FAIR YALUES OF FINANGIAL IMSTRUMENTS
The follosing table estimates fair value and the related carmying smoum
ol the Bank's financial instrumsnts.

2003 2002
Eslimated Estimated
Carrying Fair Carrying Fair
Amount Valug Amount Yalug
Soer 2l due o Lanks §ollbbkds % LoAvdaT
“Helural vl san §oa2e0000 SR Enn
nesshmiErs secrifizg av: fahl=foesaly 301601258 15L 55 R B
“ederal Here Loz Bark § SN 5 RIEEM 3 E01,300
B i Rl 1 el | R R ]
izt sl Loaried e 97, 20340 £ 853,00
2z El-fealz i = 723,4
henied i mr evable §
aninbeiesl-besdng 20 1:|dr:a A T ;
L 2 ok ks L f gl JJ.M he 2
Javras arc fime ceposits | o £ 35057000 £ A5 24 BhE .uﬂ.JJL
Acrrowed unds § 12500, I‘I'u L12ETR O] ET1EC0000 317650000
Ao tecs ciacdcpnd oo feblte: 80 38RECL B BETATI e

While these estimates of fair vaiue are basad an management's judgment
of the most apprapriate factars, there is no assuranne that were the Bank
to have dispnsed of such items as of December 31, 2003 and 2002, Lhe
P%I imated fair values wouold necessarily have been achieved at that datae,

sinca markst valuas may diffor depending or varans sircumsances. The
estimated fair values as of Decembsar 31, 2005 and 2002, should ne
necessarily be considersd 1o apply af subsequent dates.

In addition, ather assets and liatilities ot the Bank that are nol delined a5
fimancial instrurmants are nol included inthe zhove disclosures, such as
prapesty and equipment. Also, noenfinansial nstruments typically not rec-
ponized inthe financial s@Eiements nevertheless may have valug Dul are
not inciuded i the abows disclpsires. These include. ameng othar itoms,
the estimated sarnings power of core depasit accrunts, the sarnings
potential of loan sarvicing rights, customer goodwill, and similar items.

MOTE 18— COMMITMENTS AND CONTIMGENCIES

Employment agreements — The Bank has entered Into revised amploy-
fnant agreements with its chis? exacutive officer and chist financial offi-
cern addilion to providing sustomary salaries and benefits o the exec-
utives, the-agreements sehich expire on WMay 31, 2008, provide far pay-
ments of 288% of the exerutives’ most recent base salarios in the gveni
of a change in Bank control, as defined in the employment agreemeants.
Further, in the case of the chiet expcutive officer, a Board resolutizn pro-
Wides [or incentive compensation in cartain circumstances,

|

Operating lease commitments — As of December 31, 2003, the Bank
leaged cortain branch fasilitiss and equipment. Rent expense rar 2003,
2002, and 2001 was $206,658, $273.812, anc $258.382, rospectively,
The appragimats minimium znnual commitment for future rentals under
nperating |eases is summarized as follows:

Yeass encing Docembar 31, 8008 §oo2za a0
2his st T

2008 210610

20E7 208alY

2hne 2ealy

The -aa‘tar 200474

$.344. 16

Partnership confinoency - The Bank acquired an undivided ore-third inter-
gzt in g parinership as & result of @ loan defaut in April 1284, The sartnersaip
and e real proporty it owng are conzidersd to have no value; however, the
Sihe may reguirs remetial environmental expsnses. These potential costsars
subject w0 considerable uncertainty which attects the Banl's shility to esti-
mate itz ullimate cosl, if any, of remediation sttorts. Mansgement belipves
that thie outcame of this unpertainty should not bavs & imatzsrial aoesrse affec)
an the financial condition, cask flows, or cperaticg resalls of (he Bank.

Legal contingencies — [n the sroinary course of business, the Bank may
hiecome invalved in various litigation arising from normal banking activi-
tigs. In the apinicn of management, after consultation with legal counssl,
thare are na current matters expected to have a materizl adwerse effect an
tha Bank’s financial candifian or results of ooerations.

MOTE 20 — REGULATORY MATTERS

The Bans is aubjecl o varions FeQUiRIOry capital requirements admin sterad by
federal and statz hanking agsncies. Fa|lure to meet minimum capital regquice-
mens can initiate cartain mandatory - and possitly additional disereticnany -
actions Gy ragulators that i undertaken could haws a dirscl inaleria affecl an
a bank’s financial statements. Urder caoital sdeguacy guidelings anc the regu-
lgtary framewosk for propnpt corractive goton, the Sans mist meet spacite cap-
ital guidetines thet involve quantitetive measies of assrts, liahilitiag, and car-
tain off-balance-shoet items as caleulated under segulatary accounting prac-
lices, Caoilel amounts and classicatinn arg also subjzct to qualitative Judg-
rents by the requiziors about companerts, ek weightings, anc cther factars

Cuantitative measures estabishod by regulation 1o ensurs capits: adequacy
reguire the Bank to maintain minimurm amaunts and ratios (set farth-in the
tahle below) of total and Tier T capital {as defned inthe regulztions) to rigk-
waighted assels (as debnedy, and of Tier 1 capital to average assets [as
defined), Maragement belisves, 25 of Decembar 31, 2003 that the Bank
miets all capital aoequacy requrements to whicn it s subjest by regulation,

The most recent notifications from the Bank's requlatory agencies cate-
gorized he Bank as wel-cagilgized under the requlatory framaseark for
promipt corrsclive aclion, There are no conditions or-events since that
notifigation that managzment belisves may have changad the institutian's
categony. To he categorized as wel- -capitalized, the Bank must maintain
minimum total risk- hased capital, Tier 1 risk-based capital, and Tier 1
leverane capial ratios as set torth inthe table below,

Ta Ea Ydsll
Gapltalized Under
For Capital Prampi Correctiva
Achual Adeyuacy Purpozes  Actlon Provislons

Lmonnt  Aalio Amuount Ratio Amuount  Aalio

A5 of Dacamber 31, 2004

o1 thnisAncs)
Teta! capital 17 r sk

weightze aseets F12E51 A% FTARE xA0% 500D 100
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wilghlae 2secls e 1V FEITE  aE 0w SRR HRAO%
Tt 1 vatpilal L svrag
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