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:; — n July of 1990, Mt. Rainier National Bank opened in

i
i

| Enumclaw, Washington, as an independent, locally owned
‘ national bank. At the annual meeting in 1993, shareholders

; approved the formation of Mountain Bank Holding Company.
i
—

Shares of Mt. Rainier National Bank were exchanged on a one-
for-one basis in the new company. The formation of this holding
company was an important step in the long-range plan to expand the

business and increase the value of the shareholders’ investment.

The Company has grown steadily and today is a full service bank with
four operating branches and one under construction that will open in
the spring of 2002. In addition, a site has been purchased and the
permit process started for a branch office in Sumner, Washington. Mt.
Rainier National Bank opened a mortgage department in 1992 and
provides all types of mortgage loans for our customers. In 1997, the
Company opened an in-house securities brokerage service through a
joint venture with Investment Centers of America. This service allows
customers to invest in mutual funds, stocks and other non-banking

investment products without leaving the bank.

Mountain Bank Holding Company’s plan for the future is to grow by
continuing to open bank branches staffed with local people dedicated
to serving customers. We know from experience that by creating value

for our customers, we create value for our shareholders.
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| or more than a decade, Mountain Bank Holding Company

and its subsidiary, Mt. Rainier National Bank, have enjoyed

———— quarter after quarter of growth. When this Company

_
x
JL

L value of shareholders’ investment, few thought it possible

started and outlined its plan for growth and increasing the

for a start-up bank in a small community to achieve such goals. Today,
with our solid history in place, we can look ahead with confidence and
krnow the aggressive plans established for 2002 and beyond are

achievable.

2001 proved to be a far more eventful year than Y-2K, without the
advanced publicity and anticipation we witnessed two years ago. Last
year we saw interest rates cut eleven times by the Federal Reserve,
which pushed the prime rate to a nearly 40-year low. This lower prime
rate forced banks to lower rates paid on CDs and money market and

other accounts and put a real squeeze on their main source of income,

interest rate spread. A general slow-down in the nation’s, or the




world’s, economy that began early in 2000 was
intensified by the tragic events of September Financial Highﬁghts 2001:
11, 2001. While this terrorist activity may have ASSELS v e $125,881,000
increased the problems with our soft economy,

Income ...........$940,000

its mission of weakening America and what it

stands for failed. Perhaps never in recent Loans .........$68,887,000

history has our country pulled together with Deposits .......$112,111,000

such a strong display of unity and patriotism,
New Accounts Opened ... 3,258

showing the terrorists that our nation would
not be defeated. Mortgage Loans up . ....178%

y 0,
In spite of all these shocking, concerning and Shareholder Equity up . . .. 9.4%

newsworthy events, Mountain Bank Holding
Company continues to set new records. Assets increased by 23.24% to

end the year at $125,881,000. If we look at this in hard dollars, not

just percentages, 2001 was the best growth year in the Company’s

history. Deposits increased by more than 25% for the year, ending at o
$112,111,000. Many banks experienced greater than expected Sy
deposit growth in the fourth quarter as depositors and investors
searched for safe, insured havens for their funds. Mt. Rainier
National Bank was no exception with almost 30% of our
deposit growth occurring in the last three months of

the year.

The largest single asset we have is our loan
portfolio, which totaled $68,887,000 at year-end.
Like the other key measurement factors we
track, loans also set a new record in 2001. More
important than volume in an unsettled
economic year like we just completed is asset
quality. At year-end our loan portfolio contained
1,285 loans with only five having payments past
due more than thirty days. These five loans
equaled just .04% of the total portfolio value. In
addition, at year-end there were two Visa
accounts out of nearly 600 that were delin-
quent. Loan quality is important to the

customer as well as the bank. By working with




our borrowers, we enjoy excellent asset quality and the customer has

credit available.

Even more impressive than growth in total

In spite of all these shocking, assets, deposits and loans, was last year’s net
concerning and newsworthy events, income that exceeded budget and closed at
Mountain Bank Holding Company $940,000 for the best year in our history.
continues to set new records. Shrinking interest rates, year-long economic

uncertainty and very unstable markets created

profit shortfalls for many companies, including banks. When interest
rates fall, loans often re-price faster than the deposits supporting them,
causing the spread between interest earned and interest paid to shrink
for a time. Last year our total interest income increased by only 7.2%
compared to 2000, while total interest expense increased by 20.1%. This
had a negative effect on our net interest spread which decreased to

~. 4.27% from 5.21% last year. Much of this increased expense came

from record deposit growth late in the year.

Our goal of maintaining a competitive edge by attempting to pay

Fa R higher interest rates than other banks in our area on some types of

products has not changed. It does, however, create a challenge for

management and staff who are charged with the responsibility of

making budget numbers. Our history of goal setting and day-to-day




Stock Sales H-ﬁsﬁ;@w planning for the purpose
$50 of improving efficiencies

L__| Sell Price 48 has value every year, but
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— really pays rewards in a
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1 = 2001.

330 — — H .
Some credit for this

25 , .
- year's successful income

20 performance goes beyond

$20

17.5
T our 1mprovement in

‘ L efficiencies. Shortly after
[ this bank was formed in

| i 1990 we opened a /N\

x z mortgage /
7/90  5/91 8/92 12/93 3/95 10/97 10/98 10/00 12/01

department. Qur
goal was not only
to service customers, but also to build another profit center { = . |

designed to protect the Company's bottom line in years when the \

bank experienced reduced interest margins. When interest rates
fall, resulting in decreased bank profits, the home refinance
and new home purchase market increases, creating
profit opportunities. Income generated by

mortgage loan origination fees helps to offset

“““““ decreases we experienced in the bank,

; r
proving that our plan is working. For the / - : ! 1\
same reason, Mountain Bank Holding f ’ : \‘

. Company formed an alliance with / jf o \\\
Investment Centers of America three | o I ﬁ;’; \
years ago. These additional financial / / o
but non-traditional banking activ- { : Hi , ‘ =
ities fulfill our promise to the {,f/ _ q»
community that Mt. Rainier \\ ST ®

National Bank will be a full service >
bank and support our goal of \]




increasing the value of our Shareholders E@ uity

shareholders’ investment. (millions)
15

Our plan for growth requires

a flow of new capital from

time-to-time during these
early years, but at a point -

in the future, expansion will I .

be supported from earnings

alone. Mountain Bank

Holding Company has been

fortunate to have loyal,

supporting shareholders who i
have kept us well ; |
capitalized. The Federal _—‘F

L

regulator's capital standard 1990 1991 1992 1993 199 1995 1995 1997 1998 1999 2000 2001

|
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considers a bank to be
adequately capitalized if total capital equals 8% of average assets. To be
considered well capitalized, a bank must
maintain a minimum of 10% capital to risk-
weighted assets. At year-end, our total
capital to risk-weighted assets was over
' 14%. Being considered a well-capitalized

bank by the Federal regulators is

important to us with our future

plans, and it also puts the

bank in a position to
take advantage of

opportunities. Mt.

Rainier National

Bank and




Mountain Bank Holding Company have had eight stock sales since
forming in 1990. Each sale had two specific purposes: first, to acquire
land, build a branch or to purchase major capital equipment; and
second, to always keep the capital position strong and the Company

positioned for growth.

Last year the Company paid, for the first time, a 5% stock dividend to
its shareholders. If you couple this dividend with the two previous two-
for-one stock splits and the $11.50 year-end resale price, our actual
stock appreciation is 484% over an original share purchased in 1990.
This growth in stock value supports one of our primary goals, which
was to increase the value of our shareholders” investment. In the last
11 years our shares have increased in value by about 15% compounded
annually, and the growth has been at a near linear rate. Today the

Company has over 1,000 shareholders and ended the year without any

resale shares available on the market.




The strength and 2001 Net Income by Quarter

momentum enjoyed by 350,000

Mt. Rainier National

300,000 —
Bank comes from many

sources. First, share-

250,000 [

holders supply the

capital and customers

200,000 .

tell friends about the

personal service, which 150,000 — L u | ]
helps build market
share. Add to this a 100,000 . L L L
dedicated staff;

without their efforts 50,000 — — L ]

this Company would

lOOk much llke any Quarter 1 Quarter 2 Quarter 3 Quarter 4

other bank in the

market. Last year, without opening facilities in any new markets, we

still managed to open 3,258 new accounts. We don't know of a magic

formula for growing the customer base; we simply make it a habit to

treat each customer the way we would like to be treated every time
they enter one of our branches. This is not difficult when you

2001 Loan Distribution

have a well-trained staff of local, community-oriented people

(miltions)
SBA 2,101 serving their neighbors. That is what really separates Mt. Rainier
. 00
Cash Secured 3.0% __Other 2.0% National Bank from its competition and has allowed us to build
Construction 3.3%. \/\ such an incredible market share. Today we are fortunate to
AG/Dairy 5. 3%/\\ \ _ .
WA commeneal \ have seven of our 63 employees with over ten years of
/N TN . .
Deed7 %fo,msh \ service and nearly 50% who are shareholders in the
° A e
I Company.
i == | pany.
\ Consumer 7\ Commercial o
‘ 16.9% 7 N B;éiglar/!g On March 26, 2002, at 7:00 p.m. you are invited to attend
‘-\ \\ b/ . .
\\ WOM_‘%O’\ \ our annual shareholders meeting at the VFW Hall in
ISASY \ . . . . ’
* \ / Enumclaw. There will be a presentation reviewing last year's

\—/ performance and a look at the Company’s plan for 2002,

followed by refreshments. This is an excellent time to talk with the
Directors and staff and ask questions or share thoughts and ideas you

have for the Company. Thank you again for being such an important

10




element in the formula that has produced such a successful company

that we can all be proud to own.

Roy T. Brooks
Chairman

Mountain Bank Holding Company

AL

Steve W. Moergeli

President

Mt. Rainier National Bank

o Member FDIC
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Board of Directors
Mountain Barnk Holding Company

Enumclaw, Washington

We have audited the accompanying consolidated balance sheet of Mountain Bank Holding Company and
Subsidiary as of December 31, 2001, and the related consolidated statements of income, shareholders’ equity
and cash flows for the year then ended. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements
based on our audit. The consolidated financial statements of Mountain Bank Holding Company and
Subsidiary as of and for the year ended December 31, 2000 were audited by Knight Vale & Gregory PLLC,
independent accountants, whose members became partners of McGladrey & Pullen, LLP on September 1, 2001.
Knight Vale & Gregory PLLC’s report, dated January 15, 2001, expressed an unqualified opinion on those

statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a

reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Mountain Bank Holding Company anrd Subsidiary as of December 31, 2001, and
the results of their operations and their cash flows for the year then ended, in conformity with accounting

principles generally accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the basic consolidated financial statements
taken as a whole. The supplementary information is presented for purposes of additional analysis and is not a
required part of the basic consolidated financial statements. The supplementary information has been
subjected to the auditing procedures applied in the audits of the basic consolidated financial statements and,
in our opinion, is fairly stated in all material respects in relation to the basic consolidated financial state-

ments taken as a whole.

WW 7 /WZ&L Lo p

McGladrey &
Tacoma, Washington

January 11, 2002




Consolidated Balance Sheets (Dollars in Thousands)
Mountain Bank Holding Company and Subsidiary
December 31, 2001 and 2000

SRS A

Assets
Cash and due from banks
Interest bearing deposits at other financial institutions
Securities available for sale
Federal Home Loan Bank and Federal Reserve Bank stocks, at cost
Loans held for sale

Loans
Allowance for credit losses
Net loans

Premises and equipment
Accrued interest receivable
Bank owned life insurance
Other assets

Total assets

Liabilities
Deposits:
Demand
Savings and interest-bearing demand
Time
Total deposits

Accrued interest payable
Note payable
Other liabilities

Total liabilities

Commitments and Contingencies

Shareholders’ Equity
Common stock (no par value); authorized 10,000,000 shares;

issued and outstanding: 2001 - 2,067,401 shares; 2000 - 1,945,136 shares

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income
Total shareholders’ equity

Total liabilities and shareholders’ equity

See notes to consolidated financial statements.

N N

2001

$ 3,620
13,455
31,612

634
1,003

68,887
753
68,134

3,545
650
3,031
107
$125,881

$ 17,009
46,983
48,119

112,111

292
38
137

112,578

1,034
8,698
3,474
97
13,303

$125,881

2000

$ 3,947
7,338
20,446
581

536

65,642
700
64,942

3,544
623

184
$102,141

$ 15,075
33,858
40,644
89,577

306
40
68

89,991

973
7,543
3,616

18
12,150

$102,141

13




Consolidated Statements of Income (Dollars in Thousands, Except Per Share Amounts)
Mountain Bank Holding Company and Subsidiary
Years Ended December 31, 2001 and 2000

2001 2000
Interest Income
Loans $6,376 $6,005
Deposits in banks 449 110
Investment income:
Taxable 1,421 1,442
Tax-exempt 15 12
Totat interest income 8,261 7,569
Interest Expense
Deposits 3,525 2,903
Federal funds purchased -- 31
Note payable 3 3
Total interest expense 3,528 2,937
Net interest income 4,733 4,632
Provision for Credit Losses 85 93
Net interest income after provision for credit losses 4,648 4,539
Non-Interest Income
Service charges on deposit accounts 519 529
Gains on mortgage loans sold 291 109
Gains (losses) on sale of securities available for sale 31 (3)
Other 306 235
Total non-interest income 1,147 870
Non-Interest Expenses
Salaries and employee benefits 2,534 2,224
Occupancy 218 248
Equipment 372 355
Other 1,253 1,205
Total non-interest expenses 4,377 4,032
Income before income taxes 1,418 1,377
Income Taxes 478 464
Net income $ 940 $ 913
Earnings Per Share
Basic $.46 $.47
Diluted Ab .45

14 See notes to consolidated financial statements.




Consolidated Statements of Shareholders’ Equity (
Mountain Bank Holding Company and Subsidiary
Years Ended December 31, 2001 and 2000

Dollars in Thousands)

Accumulated
Shares of Other
Common Common Paid-in Retained Comprehensive
Stock Stock Capital Earnings Income (Loss) Total
Balance at December 31, 1999 924,013 $ 924 $6,785 $2,703 ($250) $10,162
Comprehensive income:
Net income -- -- - - 913 -- 913
Other comprehensive income,
net of tax:
Change in fair value of
securities available for sale -- - - -- -- 268 268
Comprehensive income 1,181
2-for-1 stock split 924,013 - - - - - - -- - -
Sale of common stock under
employee stock purchase plan 1,732 1 14 -- -- 15
Exercise of stock options 26,664 13 54 - - -- 67
Sale of common stock 68,714 35 678 -- -- 713
Tax benefit from exercise of
stock options -- -- 12 -- -- 12
Balance at December 31, 2000 1,945,136 673 7,543 3,616 18 12,150

Comprehensive income:
Net income - - - - - - 940 - - 940
Other comprehensive income,

net of tax:
Change in fair value of

securities available for sale - - -- -- -- 79 79
Comprehensive income 1,019
5% stock dividend 98,198 49 1,031 (1,082) -- (2)

Sale of common stock under
employee stock purchase plan 1,781 1 15 -- -- 16
Exercise of stock options 16,000 8 32 -- -- 40
Sale of common stock 6,286 3 66 -- -- 69

Tax benefit from exercise of
stock options -- -- 11 -- -- 11
Balance at December 31, 2001 2,067,401 $1,034 $8,698 $3,474 $ 97 $12,303

See notes to consolidated financial statements. 15




L ]
Consolidated Statements of Cash Flows (Dollars in Thousands)

Mountain Bank Holding Company and Subsidiary

Years Ended December 31, 2001 and 2000

2001 2000
Cash Flows from Operating Activities
Net income $ 940 § 913

Adjustments to reconcile net income to net cash
provided by operating activities:

Provision for credit losses 85 93
Depreciation and amortization 345 342
Deferred federal income tax benefit (51) (24)
(Gain) loss on sales of securities available for sale (31) 3
Stock dividends received (30) (22)
Gains on loans sold (291) (109)
Originations of loans held for sale (28,415) (9,339)
Proceeds from sales of loans 28,149 9,206
Increase in accrued interest receivable (27) (87)
Increase (decrease) in accrued interest payable (14) 112
Other - net 274 {5)
Net cash provided by operating activities 934 1,083
Cash Flows from Investing Activities
Net increase in interest-bearing deposits in banks (6,117) (3,775)
Activity in securities available for sale:
Purchases (30,675) (1,071)
Maturities, prepayments and calls 18,475 6,475
Sales 1,029 999
Increase in loans made to customers, net of principal collections (3,283) {11,591)
Additions to premises and equipment (345) (537)
Purchase of bank owned life insurance (3,000) --
Net cash used in investing activities (23,916) (9,500}
Cash Flows from Financing Activities
Net increase in deposits 22,534 8,331
Net proceeds from issuance of stock 125 795
Repayment of note payable (2) (2)
Payment for fractional shares in stock dividend (2) --
Net cash provided by financing activities 22,655 9,124
Net change in cash and due from banks (327) 707
Cash and Due from Banks
Beginning of year 3,947 3,240
End of year $ 3,620 $ 3,947
Supplemental Disclosures of Cash Flow Information
Interest paid ‘ $3,542 $2,824
Income taxes paid 460 440
Supplemental Disclosures of Non-Cash Investing and Financing Activities
Unrealized gain on securities available for sale, net of tax $ 79 $268
Tax benefit from exercise of stock options 11 12
Stock dividend 1,080 --

16 See notes to consolidated financial statements.




Basis of Consolidation and Operations

The consolidated financial statements include the accounts of
Mountain Bank Holding Company (the Company) and its wholly
owned subsidiary, Mt. Rainier National Bank (the Bank). All
significant intercompany transactions and balances have been
eliminated. The Company is a holding company, which operates
primarily through its major subsidiary, the Bank.

The Bank operates four branches and has a customer base
centered in and around southeastern King County and north-
eastern Pierce County, Washington. The Bank provides loan
and deposit services to customers, who are predominantly
small- and middle-market businesses and middle-income
individuals in western Washington. Its primary funding source
is deposits from businesses and individuals in its market area.

Consolidated Financial Statement Presentation

The consolidated financial statements have been prepared in
accordance with generally accepted accounting principles and
practices within the banking industry. The preparation of
financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets
and liabilities, and the disclosure of contingent assets and
liabilities, as of the date of the balance sheet, and the
reported amounts of revenues and expenses during the
reporting period. Actual results could differ significantly from
those estimates. Material estimates that are particularly
susceptible to significant change in the near term relate to
the determination of the allowance for credit losses and the
valuation of loans held for sale and deferred tax assets.

Certain prior year amounts have been reclassified to conform
to the 2001 presentation. All dollar amounts, except per
share information, are stated in thousands.

Securities Available for Sale

Securities available for sale consist of debt securities that
the Bank intends to hold for an indefinite period, but not
necessarily to maturity. Such securities may be sold to
implement the Bank’s asset/liability management strategies
and in response to changes in interest rates and similar
factors, and certain equity securities. Securities available for
sale are reported at fair value. Unrealized gains and losses,
net of the related deferred tax effect, are reported as a net
amount in a separate component of shareholders’ equity
entitled “accumulated other comprehensive income (loss).”
Realized gains and losses on securities available for sale,
determined using the specific identification method, are
included in earnings. Amortization of premiums and accretion
of discounts are recognized in interest income over the
period to maturity.

Declines in the fair value of individual securities available for
sale below their cost that are other than temporary result in
write-downs of the individual securities to their fair value.
Such write-downs are included in earnings as realized losses.

Loans Held for Sale

Mortgage loans originated for sale in the foreseeable future
in the secondary market are carried at the lower of aggregate
cost or estimated market value. Gains and losses on sales of

Note 1 - Summary of Significant Accounting Policies

loans are recognized at settlement date and are determined
by the difference between the sales proceeds and the
carrying value of the loans. All sales are made without
recourse. Net unrealized losses are recognized through a
valuation allowance established by charges to income.

Loans

Loans are stated at the amount of unpaid principal, reduced
by allowance for credit losses. Interest on loans is accrued
daily based on the principal amount outstanding.

Generally the accrual of interest on loans is discontinued
when, in management’s opinion, the borrower may be unable
to meet payments as they become due or when they are past
due 90 days as to either principal or interest, unless they are
well secured and in the process of collection. When interest
accrual is discontinued, all unpaid accrued interest is
reversed against current income. If management determines
that the ultimate collectibility of principal is in doubt, cash
receipts on nonaccrual loans are applied to reduce the
principal balance.

Altowance for Credit Losses

The allowance for credit losses is maintained at a level
considered adequate to provide for estimated losses on
existing loans based on evaluating known and inherent risks
in the loan portfolio. The allowance is reduced by loans
charged off, and increased by provisions charged to earnings
and recoveries on loans previously charged off. The allowance
is based on management’s periodic, systematic evaluation of
factors underlying the guality of the loan portfolio, including
changes in the size and composition of the loan portfolio,
the estimated value of any underlying collateral, actual loan
loss experience, current economic conditions, and detailed
analysis of individual loans for which full collectibility may
not be assured. This evaluation is inherently subjective as it
requires estimates that are susceptible to significant revision
as more information becomes available. While management
uses the best information available to make its estimates,
future adjustments to the allowance may be necessary if
there is a significant change in economic conditions.

When available information confirms that specific loans or
portions thereof are uncollectible, these amounts are charged
off against the allowance for credit losses. The existence of
some or all of the following criteria will generally confirm
that a loss has been incurred: the loan is significantly delin-
quent and the borrower has not evidenced the ability or
intent to bring the loan current; the Bank has no recourse to
the borrower, or if it does, the borrower has insufficient
assets to pay the debt; the estimated fair value of the loan
collateral is significantly below the current loan balance, and
there is little or no near-term prospect for improvement.

When management determines that it is probable that a
borrower will be unable to repay all amounts due according
to the terms of the loan agreement, including scheduled
interest payments, the loan is considered impaired. Factors
considered by management in determining impairment
include payment status, collateral value, and the probability
of collecting scheduled principal and interest payments when
due. Loans that experience insignificant payment delays and

17
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payment shortfalls are generally not classified as impaired.
Management determines the significance of payment delays
and payment shortfalls on a case-by-case basis, taking into
consideration all of the circumstances surrounding the loan
and the borrower, including the length of the delay, the
reasons for the delay, the borrower’s prior payment record,
and the amount of shortfall in relation to the principal and
interest owed. The amount of impairment is measured based
on the present value of expected future cash flows
discounted at the loan’s effective interest rate or, when the
primary source of repayment is provided by real estate
collateral, at the fair value of the collateral less estimated
selling costs.

The ultimate recovery of all loans is susceptible to future
market factors beyond the Bank’s control. These factors may
result in losses or recoveries differing significantly from
those provided for in the financial statements.

Premises and Equipment

Land is carried at cost. Premises and equipment are stated at
cost less accumulated depreciation, which is computed on
the straight-line method over the estimated useful lives of
the assets. Gains or losses on dispositions are reflected in
garnings.

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales when
control over the assets has been surrendered. Control over
transferred assets is deemed to be surrendered when (1) the
assets have been isolated from the Bank, (2) the transferee
obtains the right (free of conditions that constrain it from
taking advantage of that right) to pledge or exchange the
transferred assets, and (3) the Bank does not maintain
effective control over the transferred assets through an
agreement to repurchase them before their maturity.

Income Taxes

Deferred tax assets and liabilities result from differences
between the financial statement carrying amounts and the
tax bases of assets and Liabilities, and are reflected at
currently enacted income tax rates applicable to the period
in which the deferred tax assets or liabilities are expected to
be realized or settled. The deferred tax provision represents
the difference between the net deferred tax asset/liability at
the beginning and end of the year. As changes in tax laws or
rates are enacted, deferred tax assets and liabilities are
adjusted through the provision for income taxes.

The Bank provides for income taxes on a separate return
basis and remits to the Company amounts currently payable.

Cash and Cash Equivalents

For purposes of presentation in the consolidated statements
of cash flows, cash and cash equivalents are defined as those
amounts included in the balance sheet caption “Cash and
due from banks.” The Bank maintains its cash in depository
institution accounts which, at times, may exceed federally
insured limits. The Bank has not experienced any losses in
such accounts.

Note 1 - Summary of Significant Accounting Policies

memtaes 20 gp e e ey

Stock-Based Compensation

The Company accounts for stock-based awards to employees
using the intrinsic value method, in accordance with APB No.
25, Accounting for Stock Issued to Employees. Accordingly, no
compensation expense has been recognized in the financial
statements for employee stock arrangements. However, the
required pro forma disclosures of the effects of all options
granted on or after January 1, 1995 have been provided in
accordance with SFAS No. 123, Accounting for Stock-Based
Compensation.

Earnings Per Share

Basic earnings per share exclude dilution and are computed
by dividing net income by the weighted average number of
common shares outstanding. The diluted earnings per share
reflect the potential dilution that could occur if common
shares were issued pursuant to the exercise of options under
the Company’s stock option plans.

Comprehensive Income

The Company applies Statement of Financial Accounting
Standards No. 130, Reporting Comprehensive Income (SFAS
No. 130), which requires that an entity report and display
comprehensive income in a financial statement that is
displayed with the same prominence as other financial state-
ments. Comprehensive income is defined as the change in
equity of a business enterprise during a period from transac-
tions and other events and circumstances from non-owner
sources. It includes all changes in equity during a period
except those resulting from investments by owners and
distributions to owners. With regard to the Company,
comprehensive income includes the net income reported in
the statements of income and any changes in fair value of
securities available for sale, reported as a component of
shareholders” equity.

Recent Accounting Pronouncements

SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities, became effective and was adopted by the
Company effective January 1, 2001. The Company does not
engage in hedging activities, nor did it have any derivatives
at December 31, 2001 or 2000. The adoption of SFAS No.
133 had no effect on the Company’s financial position or
results of operations as of or for the year ended December
31, 2001.

L. ]
Note 2 - Restricted Assets

Federal Reserve Board regulations require maintenance of
minimum reserve balances either in cash or on deposit with
the Federal Reserve Bank. The amounts of such balances for
the years ended December 31, 2001 and 2000 were $930 and
$848, respectively.




Note 3 - Debt and Eguity Securities

Debt and equity securities have been classified according to management’s intent. The carrying amounts of securities and

their approximate fair values are as follows:

Securities Aveilable for Sale

December 31, 2001
U.S. Treasury securities
U.S. Government agency securities
Mortgage-backed securities
Obligations of states and political subdivisions
Corporate securities

December 31, 2000
U.S. Treasury securities
U.S. Government agency securities
Mortgage-backed securities
Obligations of states and political subdivisions

Gross gains on the sale of securites were $31 in 2001. Gross losses on the sale of securities were $3 in 2000.

Amortized
Cost

$ 3,106
8,154
11,707
495
8,003
$31,465

$ 2,008
12,499
5,617
295
$20,419

Gains

$ 12
116
86

7

57
$278

$10
20
31
2
$63

Gross Unrealized Gross Unrealized
Losses

$ 28
32
24
47

$131

$36

Fair
Value

$ 3,090
8,238
11,769
502
8,013
$31,612

$ 2,018
12,488
5,643
297
$20,446

The carrying amount and approximate market value of debt securities at December 31, 2001 by contractual maturity are
shown below. Expected maturities may differ from contractual maturities because borrowers may have the right to call or
prepay obligations, with or without call or prepayment penalties.

Amortized
Cost
Due in one year or less $ 1,753
Due in one to five years 24,625
Due in five years or more 5,087
$31,465

Securities with a carrying value of $1,000 and $1,001 at December 31, 2001 and 2000, respectively, were assigned or pledged
to secure public deposits, certain short-term borrowings, and for other purposes as required by law.

Fair
Value
$ 1,772
24,745

5,095
$31,612

Note 4 - Loans
Loans at December 31 consist of the following:

Commercial and agricultural
Real estate:
Residential 1-4 family
Commercial
Construction
Consumer
Total loans

Changes in the allowance for credit losses for the years ended December 31 are as follows:

Balance at beginning of year
Provision for credit losses

Charge-offs

Recoveries
Net charge-offs
Balance at end of year

2001 2000
$18,483 $15,869
13,790 16,395
25,793 22,254
5,506 5,829
5,315 5,295
$68,887 $65,642
2001 2000
$700 $607

85 93

(38) .-

6 -

(32) --
$753 $700
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Note 4 - Loans

Following is a summary of information pertaining to impaired loans:

2001
December 31
Impaired loans without a valuation allowance $- -
Impaired loans with a valuation allowance --
Total impaired toans $- -
Valuaticn aliowance related to impaired loans $--
Years Ended December 31
Average investment in impaired loans $15

Interest income recognized on a cash basis on impaired loans - -

$21

At December 31, 2001, there were no commitments to lend additional funds to borrowers whose loans have been modified.
There were no loans 90 days and over past due still accruing interest at December 31, 2001 or 2000.

At December 31, 2001 and 2000, certain officers and directors, or companies in which they have 10% or more beneficial
interest, were indebted to the Bank in the aggregate amount of $2,817 and 34,074, respectively. During 2001 advances of

$1,775 were made, and repayments totaled $3,032.

Note 5 - Premises and Equipment

The components of premises and equipment at December 31 are as follows:

2001
Land $1,111
Buildings 2,520
Equipment, furniture and fixtures 1,927
Construction in process 215

5,773
Less accumulated depreciation 2,228
Total premises and equipment $3,545

2000
$1,111
2,494
1,835
5,440
1,896
$3,544

Construction in process includes construction costs to date related to two new branches. The estimated cost to finish both

branches in 2002 is estimated to be $1.1 million.

Note 6 - Deposits

The composition of deposits at December 31 is as follows:

2001
Demand deposits, non-interest bearing $ 17,009
NOW and money market accounts 35,466
Savings deposits 11,517
Time certificates, $100,000 or more 17,053
Other time certificates 31,066
Total $112,111

2000
$15,075
24,248
9,610
13,485
27,159
$89,577

Scheduled maturities of certificates of deposit for future years ending December 31 are as follows:

2002 $42,546
2003 4,417
2004 202
2005 586
2006 368
Thereafter --

$48,119




Note 7 - Note Payable
The note payable is secured by land, and is payable at $1 monthly, including interest of 8%. Future principal maturities are
$2 annually through 2006, and $28 thereafter.

L

Note 8 - Income Taxes
The components of the provision for income taxes are as follows at December 31:

2001 2000

Current $529 $488
Deferred benefit (51) (24)
Income taxes $478 $464

The effect of temporary differences that give rise to significant portions of deferred tax assets and liabilities at
December 31 follows:

2001 2000
Deferred Tax Assets
Allowance for credit losses $248 $219
Deferred compensation 14 12
Accumulated depreciation 28 27
Other 8 4
Total deferred tax assets 298 262
Deferred Tax Liabilities
Cash basis tax accounting 26 52
Deferred income 212 201
Unrealized gain on securities available for sale 50 9
Total deferved tax liabilities 288 262
Net deferved tax assets $ 10 $--
The following is a reconciliation between the statutory and effective federal income tax rates for the years ended December 31:
2001 2000
Percent of Percent of
Pre-tax Pre-tax
Amount Income Amount Income
Income tax at statutory rate $482 34.0% $469 34.0%
Increase {decrease) resulting from:
Tax-exempt income (5) (.3) (4) (.2)
Other 1 -- (1) (.1
Total income tax expense $478 33.7% $464 33.7%

Note 9 - Commitments and Contingencies

The Bank is party to financial instruments with off-balance-sheet risk in the normal course of business to meet the
financing needs of its customers. The financial instruments include commitments to extend credit and standby letters of
credit. These instruments involve, to varying degrees, elements of credit risk in excess of the amount recognized in the
consolidated balance sheets.

The Bank’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for
commitments to extend credit and letters of credit is represented by the contractual amount of those instruments.

The Bank uses the same credit policies in making commitments and conditional obligations as it does for on-balance-sheet
instruments. A summary of the Bank’s commitments is as follows:

2001 2000

Commercial and agriculture $6,826 $ 6,750
Real estate 1,250 2,959
Credit cards 2,777 3,200
$10,853 $12,909
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Note 9 - Commitments and Contingencies
Outstanding commitments under letters of credit totaled $519 and $627 at December 31, 2001 and 2000, respectively.
Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition estab-
lished in the contract. Since many of the commitments are expected to expire without being drawn upon, the total
commitment amounts do not necessarily represent future cash requirements. The Bank’s experience has been that approxi-
mately 75% of loan commitments are drawn upon by customers. The Bank evaluates each customer’s creditworthiness on a
case-by-case basis. The amount of collateral obtained, if deemed necessary by the Bank upon extension of credit, is based

on management’s credit evaluation of the party. Collateral held varies, but may include accounts receivable, inventory,
property and equipment, residential real estate, and income-producing commercial properties.

Letters of credit are conditional commitments issued by the Bank to guarantee the performance of a customer to a third
party. Those guarantees are primarily issued to support public and private borrowing arrangements. The credit risk involved
in issuing letters of credit is essentially the same as that involved in extending loans to customers. Collateral held varies as
specified above, and is required in instances where the Bank deems necessary.

The Bank has agreements with commercial banks for lines of credit totaling approximately $4,200, and a credit line with the
Federal Home Loan Bank totaling 10% of assets. The Bank has entered into a blanket pledge agreement with the Federal
Home Loan Bank to secure this credit line. These lines were not drawn upon at December 31, 2001 or 2000.

On February 13, 1997, the Company entered into a settlement agreement with the Bank’s former president whereby the
Company agreed to pay $155 for a three-year noncompete agreement and other benefits. In addition, the executive agreed
to forfeit stock options for 20,000 fully vested shares at an option price of $5 per share. Amortization of this non-compete
agreement totaled $4 for the year ended December 31, 2000 when the agreement was fully amortized.

The Bank has credit risk exposure, including off-balance-sheet credit risk exposure, as disclosed in Notes 4 and 9. The
ultimate collectibility of a substantial portion of the loan portfolio is susceptible to changes in economic and market condi-
tions in the region. The Bank generally requires collateral on all real estate loans and typically maintains loan-to-value
ratios of no greater than 75% - 80%. Loans are generally limited, by federal and state banking regulations, to 15% of the
Bank's shareholder’s equity, excluding accumulated other comprehensive income (loss). The Bank, as a matter of practice,
generally does not extend credit to any single borrower or group of related borrowers in excess of $1,500.

The contractual amounts of credit related financial instruments such as commitments to extend credit, credit card arrange-
ments, and letters of credit represent the amounts of potential accounting loss should the contract be fully drawn upon, the
customer default, and the value of any existing collateral become worthless.

Investments in obligations of states and political subdivisions involve governmental entities within the Bank’s market area.
Letters of credit were granted primarily to commercial borrowers.

Birector Plans The 1990 Director Stock Option Plan grants a director an option to purchase 12,600 shares of common stock
upon initial election to the Board of Directors at an exercise price equal to the fair market value of the common stock at
the date of grant. Options are exercisable on a cumulative basis in annual installments of one-third each on the third,
fourth and fifth anniversary of the date of grant. A total of 126,000 shares of the Company’s common stock were reserved
for option under this plan, of which options for 113,400 shares at $2.38 per share were granted on June 13, 1990, to expire
on June 13, 2005 and options for 3,150 shares at $10.48 per share were granted April 24, 2001, to expire April 24, 2016.
Options granted in 1990 are fully vested at December 31, 2001. Options granted in 2001 are not vested at December 31,
2001. Options for 4,200 shares were exercised in both 2001 and 2000 under this director plan.

The 1999 Director Stock Option Plan grants a director an option to purchase shaves of common stock at an exercise price
which must be no less than the greater of the fair market value of the common stock or the net book value of the common
stock at the time of grant. A total of 42,000 shares of the Company’s common stock were reserved for option under this
plan, of which options for 33,600 shares at $10.48 per share were granted November 21, 2000, expiring on November 21,
2015; none of these options granted are vested at December 31, 2001.

Employee Plans In 1990 and 1999, the Company adopted plans providing for granting certain key employees options to
purchase common stock. Under the terms of the plans, options are incentive stock options (as defined in the Internal
Revenue Code). The option price will be fair market value at the date of grant or a price determined by the Board of
Directors, but not less than fair value. Options are exercisable on a cumulative basis in annual installments of one-third
each on the third, fourth and fifth anniversary of the date of grant. Pursuant to these plans, 84,000 shares are reserved for
option as of December 31, 2001, of which 48,800 shares (after forfeitures) have been granted. A total of 35,200 shares
remain available for future grant under the 1999 plan at December 31, 2001. In 2001 and 2000, options for 12,600 shares
and 23,797 shares, respectively, were exercised under the employee plans.




Note 11 - Stock Option Plans (continued)

The Company has adopted the disclosure-only provisions of SFAS No. 123, but applies APB Opinion No. 25 in accounting for
its plans. If the Company had elected to recognize compensation cost for stock options issued subsequent to December 31,
1994 based on the fair value at the grant dates, consistent with the method prescribed by SFAS No. 123, net income and
earnings per share would have been changed to the pro forma amounts indicated below:

2001 2000
Net income:
As reported $940 $913
Pro forma 855 850
Earnings per share:
Basic:
As reported $.46 $.47
Pro forma 42 Ab
Diluted:
As reported b .45
Pro forma 41 43

The fair value of each option grant is estimated on the date of grant, based on the Black-Scholes option pricing model and
using the following weighted-average assumptions:

2001 2000
Dividend yield - % - %
Expected life 10 to 15 years 10 to 15 years
Average risk-free interest rate 4.88% 5.91%

The weighted average fair value of options granted during 2001 and 2000 was $4.11 and $4.42, respectively.

A summary of the status of the Company's stock option plans as of December 31, 2001 and 2000, and changes during the
years ending on those dates, is presented below:

2001 Weighted Average 2000 Weighted Average

Shares Exercise Price Shares Exercise Price
Qutstanding at beginning of year 244,650 $ 5.62 242,722 $ 9.24
Granted 20,450 10.76 37,800 10.27
Exercised (16,800) 2.38 (27,997) 2.38
Forfeited (15,750) 8.47 (7,875) 8.50

Outstanding at end of year 232,550 $6.09 244,650 $5.62

Options exercisable at year-end 122,150 121,798

The following information summarizes information about stock options outstanding and exercisable at December 31, 2001:

Range of Weighted Average Weighted Weighted
Exercise Number Remaining Contractual Average Number Average
Prices Outstanding Life (Years) Exercise Price Exercisable Exercise Price
$2.38 - $2.97 88,200 3.5 $2.41 88,200 $2.41
$5.24 - $6.19 47,250 5.5 5.87 32,550 5.82
$8.33 - $11.00 97,100 10.3 9.60 1,400 8.33

Note 12 - Profit Sharing Plan ’
The Bank's defined contribution profit sharing plan covers substantially all employees who have completed one year or more
of service. Employees are eligible to defer up to 25% of their gross salary, with employer contributions to the Plan made at
the discretion of the Board of Directors. The Bank’s contributions for the years ended December 31, 2001 and 2000 totaled
$40 and $36, respectively.
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Note 13 - Deferred Compensation Agreement
In 1993 the Bank established a deferred compensation agreement with a director under which the director will defer his
director fees. At retirement he will receive a benefit of $1 per month for 120 months. The accrued liability related to this
agreement totaled $42 and $37 at December 31, 2001 and 2000, respectively. Expenses associated with this plan were $5

and $6 in 2001 and 2000, respectively. The Bank has also purchased a whole-life insurance policy on the director, which
may be used to fund benefits under the deferred compensation agreement.

Note 14 - Employee Stock Purchase Plan
Effective July 1, 1995, the Company adopted an employee stock purchase plan whereby eligible employees can purchase
common stock at the lesser of the stock’s fair market value at the beginning or the end of the plan year. The aggregate
number of shares reserved under this plan is 42,000. No employee can purchase more than 420 shares of common stock

valued at more than $11.88 per share in any plan year; 1,870 and 1,819 shares were issued at a price of $8.57 and $5.95
per share for the years ended December 31, 2001 and 2000, respectively.
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Note 15 - Regulatory Matters

The Company and the Bank are subject to various regulatory capital requirements administered by federal banking agencies.
Failure to meet minimum capital requirements can cause certain mandatory — and possibly additional discretionary —
actions by regulators that, if undertaken, could have a direct matenal effect on the Company’s and the Bank's financial
statements. Under capital adequacy guidelines of the regulatery framework for prompt corrective action, the Company and
the Bank must meet specific capital adequacy guidelines that involve quantitative measures of the Company’s and the
Bank's assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices. The
Company's and the Bank’s capital classifications are also subject to qualitative judgments by the regulators about compo-
nents, risk weightings and other factors.

Quantitative measures established by requlation to ensure capital adequacy require the Company and the Bank to maintain
minimum amounts and ratios (set forth in the table below) of Tier 1 capital (as defined in the regulations) to total average
assets (as defined), and minimum ratios of Tier 1 and total capital (as defined) to risk-weighted assets (as defined).

As of December 31, 2001, the most recent notification from the Banks requlator categorized the Bank as well capitalized
under the regulatory framework for prompt corrective action. To be categorized as well capitalized, the Bank must maintain
minimum total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios as set forth in the table. There are no conditions or
events since that notification that management believes have changed the institution’s category.

The Company's and the Bank’s actual capital amounts and ratios are also presented in the table.

To be Well Capitalized

Capital Adequacy Under Prompt
Purposes Corrective Action
Actual Amount  Ratio Amount Ratic Provisions Amount  Ratio
December 31, 2001

Tier 1 capital (to average assets):

Consolidated $13,206 10.72% $4,927 4.00% N/A N/A

Bank 13,111 10.64 4,927 4.00 $6,159 5.00%
Tier 1 capital (to risk-weighted assets):

Consolidated 13,206 13.39 3,946 4.00 N/A N/A

Bank 13,111 13.29 3,946 4.00 5,915 6.00
Total capital:

Consolidated 13,959 14.15 7,892 8.00 N/A N/A

Bank 13,864 14.05 7,892 8.00 9,864 10.00
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Note 15 - Regulatory Matters

To be Well Capitalized

Capital Adequacy Under Prompt
Purposes Corrective Action
Actual Amount  Ratic Amount Ratio  Provisions Ameunt  Ratio
December 31, 2000

Tier 1 capital (to average assets):

Consolidated $12,132 12.29% $3,950 4.00% N/A N/A

Bank 12,050 12.20 3,950 4.00 $4,937 5.00%
Tier 1 capital (to risk-weighted assets):

Consolidated 12,132 17.53 2,768 4.00 N/A N/A

Bank 12,050 17.41 2,768 4,00 4,153 6.00
Total caprtal:

Consolidated 12,832 18.54 5,637 8.00 N/A N/A

Bank 12,750 18.42 5,537 8.00 6,921 10.00

Management believes, as of December 31, 2001, that the Company and the Bank meet all capital requirements to which they
are subject.

Restnc‘mns on Retamed Eammgs

National banks can initiate dividend payments in a given year, without prior regulatory approval, equal to net profits, as
defined, for that year plus retained net profits for the preceding two years. The Bank can distribute as dividends to the
parent company approximately $2,913 as of December 31, 2001 without regulatory approval.

N@te 16 - &Z@ndensed Hnanma& anormatmn Parent Company Only
Condensed Balance Sheets - December 31

2001 2000

Assets

Cash $ 83 § 82

Investment in the Bank 13,208 12,068

Other assets 12 --

Total assets $13,303 $12,150
Shareholders’ Equity $13,303 $12,150
Condensed Statements of Income - Years Ended December 31

Operating Expenses ($ 184) ($ 163)

Loss before income taxes and equity

in undistributed income of the Bank (184) (163)
Income Tax Benefit 63 55

Loss before equity in

undistributed income of the Bank (121) (108)
Equity in Undistributed Income of the Bank 1,061 1,021

Net income $ 940 $ 913
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Note 16 - Condensed Financial Information - Parent Company Only
Condensed Statements of Cash Flows - Years Ended December 31

2001 2000

Cash Flows from Operating Activities
Net income $ 940 $ 913
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:

Amortization of covenant not to compete -- 4
Equity in undistributed income of subsidiary (1,061) {1,021)
Decrease in receivable from subsidiary -- 37
Other (1) 79
Net cash provided by (used in) operating activities (122) 12
Cash Flows from Investing Activities
Investment in subsidiary -- (756)
Cash Fiows from Financing Activities
Proceeds from issuance of common stock 125 795
Payment for fractional shares in stock dividend (2) --
Net cash provided by financing activities 123 795
Net change in cash 1 51
Cash
Beginning of year 82 31
End of year $ 83 $ 82

Note 17 - Other Expenses
Other expenses include the following amounts which are in excess of 1% of the total of interest income and non-interest
income for the years ended December 31:

2001 2000
Professional fees $ 91 $ 86
Data processing 361 442
Office supplies and expenses 124 103
State taxes 104 50
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Note 18 - Earnings Per Share Disclosures
Following is information regarding the calculation of basic and diluted earnings per share for the years indicated:

Net Income Shares Per Share
(Numerator)  (Denominator) Amount
Year Ended December 31, 2001
Basic earnings per share:
Net income $940 2,061,662 $.46
Effect of dilutive securities:
Options -- 74,289 (.02)
Diluted earnings per share:
Net income $949 2,135,951 $.44
Year Ended December 31, 2000
Basic earnings per share:
Net income $913 1,955,518 $.47
Effect of dilutive securities:
Options -- 62,463 (.02)
Diluted earnings per share:
Net income $913 2,017,981 $.45

The number of shares shown for “options” is the number of incremental shares that would result from exercise of options
and use of the proceeds to repurchase shares at the average market price during the year.



Note 19 - Stock Dividend

On March 27, 2001, the Board of Directors announced a 5% stock dividend payable to shareholders of record as of June 15,
2001. The average number of common shares outstanding, and earnings per share and stock option information for the year
ended December 31, 2000 have been restated to show the effect of the dividend. On March 28, 2000, the Board of Directors
announced a two-for-one stock split payable to shareholders of record as of April 10, 2000. In connection with the stock
split, the par value of the Company's common stock was changed from $1.00 per share to no par value and the number of
authorized shares was increased from 5 million to 10 million.

Note 20 - Comprehensive Incom

Net unrealized gains and losses include, net of tax, $100 of unrealized gains arising during 2001 and $267 of unrealized
gains arising during 2000, less reclassification adjustments of $31 and $3 for gains included in net income in 2001 and
2000, respectively, as follows:

Before- Tax
Tax Benefit Net-of-Tax
Amount (Expense) Amount
2001
Unrealized holding gains arising during the year $151 ($51) $100
Reclassification adjustments for gains realized in net income (31) 10 (21)
Met unrealized gains $120 . (841) $ 79
2000
Unrealized holding gains arising during the year $404 ($137) $267
Reclassification adjustments for losses realized in net income 3 (2) 1
Net unrealized gains $407 ($139) $268

r = T

Note 21 - Fair Values of Financial Instruments
The estimated fair values of the Bank’s financial instruments at December 31 were as follows:

2001 2000
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial Assets
(Cash and due from banks, and
interest bearing deposits in banks $ 17,075 $ 17,075 $11,285 $11,285
Securities available for sale 31,612 31,612 21,027 21,027
Federal Home Loan Bank and
Federal Reserve Bank stocks 634 634 581 581
Loans receivable 68,134 68,512 64,942 63,462
Loans held for sale 1,093 1,093 536 536
Accrued interest receivable 650 650 623 623
Letters of credit 519 519 627 627
Financial Liabilities
Deposits $112,111 $112,561 $89,577 $89,845
Long-term borrowings 38 38 40 40
Accrued interest payable 292 292 306 306
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Note 22 - Quarterly Data (Unaudited)

First Second Third Fourth
Quarter Quarter Quarter Quarter
Year Ended December 31, 2001

Interest income $1,962 $1,986 $2,044 $2,039
Interest expense 918 903 897 810
Net interest income 1,044 1,083 1,147 1,229
Provision for credit losses 9 27 22 27
Noninterest income 329 359 293 396
Noninterest expenses 1,113 1,055 1,131 1,078
Income before income taxes 251 360 287 520
Income taxes 85 120 96 177
Net income $ 166 $ 240 $ 191 $ 343
Earnings per common share:

Basic $.09 $.12 $.09 $.16

Diluted . .08 11 .09 16

Year Ended December 31, 2000

Interest income $1,788 $1,835 $1,889 $1,979
Interest expense 639 698 766 834
Net interest income 1,149 1,137 1,123 1,145
Provision for credit losses 14 26 9 44
Noninterest income 214 219 251 264
Noninterest expenses 1,007 958 1,041 1,026
Income before income taxes 342 372 324 339
Income taxes 113 126 111 114
Net income $ 229 $ 246 § 213 $ 225
Earnings per common share:

Basic $.12 $.12 $.11 $.12

Diluted 12 11 .10 12
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Average Balances and Net Interest Income (Dollars in Thousands)
Mt. Rainier National Bank
Years Ended December 31, 2001 and 2000

2001 2000
Interest Interest
Average Income/ Average Average Income/ Average
Balarnce (Expenses) Rate Balance (Expenses)  Rate
Interest Earning Assets
Loans $ 67,875 $6,146 9.1% $61,675 $5,927 9.6%
Investment securities:
Taxable 25,484 1,421 5.6 23,839 1,442 6.0
Tax-exempt 353 23% 6.5 244 18* 1.4
Total investment securities 25,837 1,444 5.6 24,083 1,460 6.1
Interest bearing deposits at
other financial institutions 11,976 449 3.7 1,760 110 6.3
Total interest eaming assets/
interest income 105,688 8,039 7.6 87,518 7,497 8.6%
Cash and due from banks 3,591 3,503
Premises and equipment - net 3,447 3,462
Other assets 774 895
Allowance for credit losses (732) (642)
Total assets $112,768 $94,736
Interest Bearing Liabilities
Deposits:
Savings and interest bearing
demand $ 39,402 (943) 2.4% $36,446 (1,024) 2.8%
Time 44,865 (2,582) 5.8 32,355 (1,879) 5.8
Total deposits 84,267 (3,525) 4.2 68,801 (2,903) 4,2
Federal funds purchased - - - - - - 475 (31) 6.5
Other borrowings 39 (3) 7.7 41 (3) 7.3
Total interest bearing liabilities/
interest expense 84,306 (3.528) 4.2% 69,317 (2,937) 4.2%
Demand deposits 15,240 14,377
Other liabilities 527 464
Shareholders’ equity 12,695 10,578
Total liabilities and
shareholders’ equity $112,768 $94,736
Net interest income $4,511 $4,560
Net Interest Income as a Percentage
of Average Earning Assets
Interest income 7.6% 8.6%
Interest expense 3.3 3.4
Net interest income 4.3% 5.2%

* Tax equivalent basis
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