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Annual Report Copies

American River Bankshares will
provide its security holders and
interested parties, without charge, a
copy of its 2005 Annual Report on
Form 10-K, including the financial
statements and schedules thereto, as
filed with the Securities and
Exchange Commission. To request a
copy by mail, please contact
American River Bankshares. To view a
pdf version online, please go to our
web site at www.amrb.com.
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build \'bild\ 2. — 1: To establish, create or strengthen 2: To develop in extent or magnitude

— to construct as an integral or permanent part of 3: To enhance the value or reputation of

“When SBI decided to expand the scope of our landscape material
business, North Coast Bank helped us branch out. They not only
take care of us when we need it, but deliver on the everyday stuff
like the staftf knowing my name, -daily courier service and a
revolving line of credit that ultimately saves us time and money.
Our relationship with North Coast Bank has grown as we have.”

ROD MATTERI

Vice President - General Engineering
- Shear Builders, Inc. (Windsor)

We're builders. Okay, so on the surface, we might not look a lot like builders. After all, we usually don’t show up to

work with hard hats and hammers, except for special occasions.

But nonetheless, we're builders. We build relationships with our clients by providing real service and financial
solutions. We build shareholder value by focusing on smart and consistent growth. We build our communities by

giving meaningfully and empowering our employees to serve,

And as with most builders, while we're pleased at what we've been able to accomplish, we're most excited about
what is an the horizon. As the communities we serve continue to flourish, so does our dedication to the business of

banking — and to doing it right, we might add.

Sure, our plain-vanilla, old-fashioned style of relationship banking isn't revolutionary and it definitely won't land us
a feature on the cover of the local paper, we still think it does a pretty good job of strengthening families, growing

businesses and supporting neighbors.

Pictured: {L-R) Chris Roach - Vice President & Commercial Loan OHicer, North Coast Bank; Rod Matteri

American River Bankshares 2005 Aunual Repont 3
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“North Coast Bank can handle the needs of a mover and shaker in

the real estate business. From acquiring property, purchasing a
business to leasing equipment and buying a vineyard, North
Coast Bank says ‘yes!” They are always just a phone call away.”

CORALEE BARKELA

President

Pacific Union/Coralee Barkela Fine Properties (Santa Rosa)

When your team is small, it is extremely important to have a bank on your side that views itself as an extension of
your business. Just because your business is small, that doesn’t mean that you think small — you have ambitions and

goals as big as the next guy or gal. Or that you should get “small” service.

Enter American River Bank, Bank of Amador and North Coast Bank. We specialize in giving small business big-time
attention. We offer businesses of every shape and size the same friendly service that can only be found at a

hometown community bank while providing the financial products that rival those of any mega bank.

Courier service? Check. Cost-effective merchant bankcard solutions? Check. Financing for office equipment or heavy

equipment? Check, Check, Check!

Lending decisions are always quick, local and custom-tailored to fit the needs of your individual business — never
prescribed or pre-formulated. And we promise that you'll never need to press 1-2-3 to speak to your personal banker.

We're even known for making house calls. So put down the aspirin, get out of line and get ready for hassle-free banking.

Pictured: (L-R) Coralee Barkela; Ray Byrne, President, North Coast Bank

American River Bankshares 2045 Annual Report 5
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“As a residential and commercial contractor, I have been using
Bank of Amador for lot purchases and construction loans for 15
years. Service is always excellent and the Bank expedites my loans
very quickly. 1 financed the first speculative house of my career
through Bank of Amador and even today, the Bank is financing a
commercial office building that is under construction. I have been
a satisfied client for many years and will continue to use Bank of
Amador throughout my career.” |

NICK SEIDLER

Owner
Seidler Construction (Jackson)

Northern California is booming. And clearly, we're not the only ones to have noticed. It seems that every day, a new

bank starts up or an existing bank looks to expand into one of our communities.

That's why, more than ever, local experience counts. Our relationship bankers have first-hand knowledge of the
markets in which we do business, giving clients the resources and advantageé to successfully (and quickly) complete

their commercial or residential real estate and construction initiatives.

In 2005, American River Bank, Bank of Amador and North Coast Bank processed a record number of loans for new projects

from developers, builders, contractors and neighbors looking to do some home improvement or build their dream home.

From large to small projects, we have the lending power and expertise that makes all the difference in today's

competitive market.
Pictured: (L-R) Nick Seidler; Jim Wilmarth - Commercial Loan Officer, Bank of Amador

American River Bankshares 20005 Annual Report 7
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“Even after our church talked with other banks that claimed they
specialize in church financing, we found that they still tried to put us
in a mold that didn’t fit. With American River Bank, it was like — that’s
it? Quick and easy, as they really understood the needs of a church our
size. The Bank helped us acquire property, refinance an existing loan
and I will work with them in the future on a building project.”

PASTOR TERRELL JONES
New Saint Bethel Baptist Church (Sacramento)

American River Bank, Bank of Amador and North Coast Bank are proud to dedicate their financial expertise to
serving non-profit and faith-based organizations. And not just because they provide important services to our

community but because we also think that they make darn good businesses.

Indeed, our perspective may seem counter-intuitive, as it isn't often that “non-profit” and “business” share the same
sentence. But fiscal responsibility and sound management aren't just relegated to the offices of for-profit businesses.
We get that non-profit and faith-based organizations are in the business of impacting lives, teaching values and

improving the quality of our communities.

As a result, we take a consultative approach with our non-profit and faith-based clients, guiding them through the ins-

and-outs of the financial process, focusing on education and common-sense solutions, all with uncommonly good service.

A line of credit to balance cash flow. Online banking that goes beyond paying bills to managing staff payroll and establishing

automated tithing and script efforts, providing improved response to campaign initiatives. Or a car loan for the pastor.

Recognizing the distinctive needs of non-profit and faith-based organizations has helped our clients focus on what

really counts — the mission.

Pictured: {L-R) Mary Billingsley - Vice President & Real Estate Loan Officer, American River Bank; Pastor Terrell Jones

American River Bankshares 2405 Annual Report 9



MILLING DIVISIO!

“You really can’t ask for more from a bank - terrific to work with
and part of the community. Bank of Amador has grown with us
over the years, most recently financing our new store in Jackson.”

SUSAN MANNING

Owner
The Feed Barn (Jackson)

Pictured: {L-R) Susan Manning; Larry Standing - President; Trisha Ousby - Assistant Vice President & Loan Officer: Wayne Garibaldi - Senior Vice President &
Branch Manager, Bank of Amador

10 American River Bankshares 2005 \nunal Repon



“American River Bank has been there for every stage of my law
firm’s development - from start-up, to the financing of large cases
and the purchase of our offices. The Bank consistently delivers
unparalleled personal service. It isn't uncommon for bank staff to
come out to my office with documents or to talk about my
financial needs. I know that I can count on American River Bank
today and into the future.”

JOHN M. O’'BRIEN

‘ Attorney at Law
John M. O'Brien & Associates, P.C. (Elk Grove)

Pictured: {L-R) Linda Aseltine - Vice President and Branch Manager, American River Bank; John O'Brien

American River Bankshares 20005 \niual Report 1
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Every day, American River Bank, Bank of Amador and North Coast Bank help our communities reach their full potential. And
while we're proud of the financial impact we've been able to make, we believe that in order to make a community really shine,

nothing less than a little elbow grease will do.

We've empowered our employees to serve as active community ambassadors by allowing them time during working hours
to participate in volunteer activities without taking vacation or flex time and volunteer support grants that match an

employees’ time with a donation or sponsorship.

“The result is an employee volunteer program that not only increases our employees’ satisfaction with their job but also
produces dividends in the communities we serve. In 2005, 45 of our émployees volunteered on a regular basis with
approximately 85 different non-profit organizations and service groups. In addition, 21 of our employees sit on 30

different non-profit boards.

pmjec‘is
AMADOR COUNTY FAIR

For over twenty years, the employees of Bank of Amador have served as clerks at the Junior Livestock Auction,

making loans and collecting bids in order to support the hard work of Amador County youths.

BILL YOUNG MEMORIAL GOLF CLASSIC

Since 1988, employees have organized and staffed the tournament, raising over $330,000 to benefit the Parkinson
Association of the Sacramento.Region (PASR) and Christmas Promise, a non-profit organization that anonymously

answers “Dear Santa” letters from needy children in the Sacramento area.

TEACH CHILDREN TO SAVE DAY

As the only bank in Northern California to participate in this national program created by the American Bankers
Association, employee volunteers teach elementary students about saving, how interest makes money grow,

budgeting and needs versus wants.

American River Bankshares 2005 Annual Report 13
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American River Serving Communities in Amader, Placer, Sacramento and Sonoma Counties
Bankshares American River Bank | Bank of Amador | North Coast Bank

The American River Bankshares Foundation, established in July 2004, is committed to supporting organizations that
create opportunity, enhance self-esteem, and provide physical and emotional well-being for the most vulnerable

women and children.

The Foundation is a 100% volunteer organization, with no paid staff and little overhead, so as to make the largest
contribution possible to important organizations based in the communities in which we do business: Amador, Sacramento,
Sonoma and South Placer. Proposals were accepted both to fund the general operations of an organization’s mission or

for a specific program relating to women and children.

_The American River Bankshares Foundation awarded $65,000 in funds in 2005: $60,000 to grant recipients and $5,000
for the disaster relief effort for Hurricane Katrina. In the wake of Hurricane Katrina, our employees raised over $5,000 for
those devastated by the hurricane. The Foundation matched dollar for dollar all donations from employees and their

families, with 100% of the $10,000 raised going to the Salvation Army for disaster relief efforts.
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OPERATION CARE

Operation Care, founded in 1980, provides domestic violence and sexual assault support services, crisis intervention and
education to people in crisis in Amador County. www.operationcare.org.

ROBERTS FAMILY DEVELOPMENT CENTER

The mission of the Roberts Family Development Center is to provide services in the North Sacramento Community that
will meet the individual needs of each family member. Founded in 2001, RFDC provides a holistic approach focusing on
early childhood and family education, economic empowerment and technology. Our goal is to nurture personal growth,
strengthen families and enhance community development and civic involvement. wwuw.robertsfdc.com.

SIERRA ADOPTION CENTER

Sierra Adoption Services — now in its 20th year of finding loving families for the children who wait — is a nonprofit
adoption agency with a unique mission. Unlike traditional private adoption agencies, SAS serves those children least likely
to be adopted, children with tragic histories of abuse and neglect. The agency is built on the firm belief that no child is
"un-adoptable.” www:.sierraadoption.org. ‘

CASA - SONOMA COUNTY

The CASA Program is committed to serving the abused and neglected children in Sonoma County who come before the
Juvenile Court for protection. The purpose of CASA is to humanize the complicated, unfamiliar, and frightening legal and
child welfare systems for the child victim by providing a trained volunteer who will act as a consistent mentor, role model,
support person, and advocate. www.50nomacasa.org. ‘

American River Bankshares 2005 Annual Repost 15



Dear Fellow Shareholder,

"Consistency Builds Value' continues to be a guiding philosophy at American River Bankshares, and 2005 proved to be
no different. On January 19, 2006, American River Bankshares announced its year-end results, which marked our 88th
consecutive profitable quarter. In 2005, the Company increased its cash dividend four consecutive quarters and distributed
a 5% stock dividend, resulting in a 5.6% total return on investment for 2005.

American River Bankshares set two records in 2005, reporting highest profit for a full year (9.2 million) and for the fourth
quarter ($2.6 million). While our overall growth was modest ($26 million), the two key areas where we had the highest
growth were commercial loans, which increased 16.6% and non-interest bearing deposits, which increased 14.4%. in
2005, the Company experienced tremendous loan production, booking over 300 new loans for a total of $215 million.

The fourth quarter of 2005 marked a full year of partnership with Bank of Amador. After a successful transition, the Bank

* has introduced new products and services, enhancing its brand in Amador County. With the combined lending power of

Bank of Amador and American River Bank, as well as the strong leadership of Larry Standing, the Bank has been able to
take on large and exciting projects.

So what's in store for 2006 and beyond? American River Bankshares will maintain our present growth strategy of focusing
on good quality assets within our current geographical footprint. Business Bankihg, cross-selling consumer products and
training of branch personnel to promote a sales culture are top priorities. Also in 2006, the Company will ook to further
expand on its philanthropic efforts, through both the American River Bankshares Foundation and each bank’s local
community involvement.

The contribution of the Company's leadership — Greg Patton of American River Bank, Ray Byrne of North Coast Bank and
Larry Standing of Bank of Amador — has been instrumental to the development of strong brand reputations in their
respective markets of Sacramento, Amador and Sonoma. We believe that our business is built on long-term relationships
and American River Bankshares is unsurpassed in our dedication to provide high-quality service and tailored financial
solutions to our clients.

Thank you for your investment and for the trust you have placed in our company. We lock forward to continuing business
with you, and working to enhance your investment.

Sincerely,

Pz D T4

Charles D. Fite
Chairman of the Board

David T. Taber
President & CEQO

16 American River Bankshares 2003 Aunual Repont



2240 Douglas Blvd., Suite 100

‘Roseville, CA 95661
(916) 786-7905

Baﬁk_ of Amador**

‘Buckhm—'n ‘6
. 26675 Tiger Creek Road

Pioneer, CA 95666
(209) 295:2265

lone (7
66 Main Street
lone, CA
(209) 274-4731

Jackson (8
422 Sutter Street .’
Jackson, CA 95642

"(209) 223-2320

*Member FDIC / Equal Housing Lender

NASDAQ Symbol: AMRB

Bank of

Amador

Marker Capitalization: $159 million*

* Year Founded: 1983
Number of Offices: 11 Full Service

1 Convenience
Number of Employees: 127
Headquarters: Rancho Cordova, CA

A suburb of Sacramento

. As of 3/1/06

North Coast Bank**

- Healdsburg 9
412 Center Street

Healdsburg, CA 95448
(707) 431-8800

Santa Rosa 1'0

50 Santa Rosa Avenue
Santa Rosa, CA 95404
(707) 528-6300

Windsor 11

8733 Lakewood Drive
Windsor, CA 95492
(707) 838-8030

American River Bankshares
Headquarters *

3100 Zinfandel Drive, Suite 405

Rancho Cordova, CA 95670

This location also serves as a convenience

branch for American River Bank

** Bank of Amador and North Coast Bank are divisions of Amencan River Bank
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Dollars in thousands

Statement of Operations
Ner interest income

Provision for loan and lease loss
Noninterest income
Noninterest expense

Net income

Balance Sheet
Total assets

Net loans and leases
Deposits
Shareholder equity

Per Share

Basic earnings

Diluted earnings

Book value

Cash dividends paid per share

Operating Ratios

Return on average assets

Return on average equity

Return on average tangible equity

Efficiency (fully taxable equivalent)

Ner interest margin

Tortal risk based capital to risk weighted assets

Asset Quality Ratios

Allowance for Joan and lease losses to total loans and leases
Nonperforming loans and leases to total loans and leases

Net chargeoffs to average loans and leases

2005

$ 26,462

322
2,329

13,493
$ 9,184

2005

$ 612,763
365,571

500,706

62,746

2005

$ 163
1.60

1120

0.54

2005
1.54%
15.14%
21.64%
45.16%
4.98%
11.85%

2005
1.53%
0.02%
0.04%

2004

$ 19418
895

2,395
11,713

$ 5,827

2004

$ 586,666
352,467
475,387
58,990

2004

$ 1.24
1.18

10.57

0.42

2004
1.33%
14.88%
15.48%
53.12%
4.90%
10.90%

2004
1.54%
0.07%
0.08%

Percent Change
36.3%
(64.09%)
(2.8%)
15.2%
57.6%

Percent Change
4.4%
3.7%
5.3%
6.4%

Percent Change
31.5%
35.6%
G.0%
28.6%

18 American River Bankshares 2005 A\nnual Repor




Diluted EPS Efficiency Ratio 2005 AMRB Total Return

$1.60 Fully taxable equivalent Vs Major Indexes
o)
5.6%
$1.18 ‘ o
$0.95 $1C.go 55.37% . '
5086 O 53.43 53,73/053.12%
2.2%
45.16%
-4%
‘ O
2001 2002 2003 2004 2005 2001 2002 2003 2004 2005 © NASDAQ America’s AMRB
i Composite Community  Shareholder
Bankers Return
Index
Loan Mix
in thousands
Commerciat _

$77.971 (21%) L o Consumer $11,900 (3%)
T et Agricuitural $8,129 (2%)
Lease $7,967 (2%)
Residential Mortgage $4,680 (1%)

Commercial Real Estate

$154,500 {42%) - Real Estate Construction $103,048 {28%)

Multi-Family Real Estate $3,767 (1%)

Total $371,962

Deposit Mix
in thousands :
Time

Noninterest Bearing $118,791 (24%)
+ (1]

$164,397 (33%)

;Savings
.$37,711 (8%)

Maney Market /
Interest Checking

$179,807 (35%)

Total $500,706
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Selected Financial Data.

FINANCIAL SUMMARY-The following table presents certain consolidated financial information concerning the
business of the Company and its subsidiaries. This information should be read in conjunction with the Consolidated
Financial Statements, the notes thereto, and Management's Discussion and Analysis included in this report. All per
share data has been retroactively restated to reflect stock dividends and stock splits. In December 2004, the Company
completed a merger with Bank of Amador. The merger transaction was accounted for using the purchase method of
accounting and accordingly the results of their operations are included in the table below.

As of and for the Years Ended December 31, (In thousands, except per share amounts and ratios)

Statement of Operations Data
Net interest income

Provision for loan and lease losses
Other income

Other expenses

Income before income taxes
Income taxes

Net income

Earnings per share — basic
Earnings per share - diluted
Cash dividends per share

Book value per share
Tangible book value per share

Balance Sheet Data
Balance sheet totals-end of period:
Assets
Loans and leases, net
Deposits
Shareholders’ equity
Average balance sheet amounts:
Assers
Loans and leases
Earning assets
Deposits
Shareholders’ equity

Selected Ratios
For the year:
Return on average equity
Return on average assets
Efficiency ratio *
Ner interest margin *
Net chargeoffs to average loans & leases
At December 31:
Average equity to average assets
Leverage capital ratio
Allowance for loan and leases losses to
total loans and leases

* fully taxable equivalent

2005 2004 2003 2002 2001
$ 26462 $ 19418 $ 16866 $ 15073 § 14,577
322 895 946 644 791
2,329 2,395 2,253 2,323 2,365
13,493 11,713 10,372 9,389 9,502
14,976 9,205 7,801 7,363 6,649
5,792 3,378 3,060 2,904 2,612

$ 9184 $ 587 $ 4741 $ 4459 $ 4,037
$ 163 $ 124 8 108 $ 102 $§ 092
1.60 1.18 1.00 0.95 0.86

0.54 0.42 0.27 0.21 0.16
11.20 10.57 7.93 7.31 6.39
7.98 7.29 7.92 7.29 6.37

$ 612,763 $ 586,666 $ 397,393 $ 342,563 § 286,559
365,571 352,467 262,464 229,008 195,026
500,706 475,387 322,507 275796 254,888
62,746 58,990 35,457 31,726 27,942

$ 596,670 $ 439,012 $ 363,175 $ 309,574 $ 279,049
360,319 277,647 248342 209,133 202,624
537,031 400,265 333,800 280,623 255,904
494,905 357,420 279,883 263,323 246,960
60,641 39,163 33,461 29,509 26,316
15.14%  14.88%  14.17%  15.11%  15.34%
1.54% 1.33% 1.31% 1.44% 1.45%
45.16%  53.12%  53.73% = 53.43%  55.37%
4.98% 4.90% 5.10% 5.43% 5.76%
0.04% 0.08% 0.08% 0.03% 0.31%
10.16% 8.92% 9.21% 9.53% 9.43%
7.66% 8.35% 8.96% 8.93% 9.49%
1.53% 1.54% 1.48% 1.38% 1.32%
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American River Bankshares and Subsidiaries Management’s Discussion and Analysis of Financial Condition and Results of Operations

N

Management's Discussion and Analysis of
Financial Condition and Results of Operations

The following is American River Bankshares management's
discussion and analysis of the significant changes in income
and expense accounts for the years ended December 31,
2005, 2004, and 2003.

Cautionary Statements Regarding Forward-
Looking Statements

Certain matters discussed or incorporated by reference in
this Annual Report including, but not limited to, matters
described herein are “forward-looking statements” within
the meaning of Section 21E of the Securities Exchange
Act of 1934, as amended, and Section 27A of the
Securities Act of 1933, as amended. Such forward-looking
statements may contain words related to future projec-
tions including, but not limited 1o, words such as

»

“believe,” “expect,” “anticipate,” “intend,” “may,” “will,”
“should,” “could,” “would,” and variations of those words
and similar words that are subject to risks, uncertainties
and other factors that could cause actual results to differ
materially from those projected. Factors that could cause
or contribute to such differences include, but are not
limited to, the following: (1) variances in the actual versus
projected growth in assets; (2) return on assets; (3) loan
and lease losses; (4) expenses; (5) changes in the interest
rate environment including interest rates charged on
loans, earned on securities investments and paid on
deposits; (6) competition effects; (7) fee and other nonin-
terest income earned; (8) general economic conditions
nationally, regionally, and in the operating marker areas of
the Company and its subsidiaries; (9) changes in the regu-
latory environment; (10) changes in business conditions
and inflation; (11) changes in securities markets; (12) data
processing problems; (13) a decline in real estate values in
the Company’s operating market areas; (14) the effects of
terrorism, the threat of terrorism or the impact of the
current military conflict in Iraq and the conduct of the
war on terrorism by the United States and its allies, as
well as other factors. The factors in this report and other
cautionary statements and information should be carefully
considered and understood as being applicable to all
related forward-locking statements contained in this
report, when evaluating the business prospects of the
Company and its subsidiaries.

Forward-looking statements are not guarantees of
performance. By their nature, they involve risks, uncer-
tainties and assumptions. The future results and
shareholder values may differ significantly from those
expressed in these forward-looking statements. You are
cautioned not to put undue reliance on any forward-

American River Bankshares 2005 Annual Report

looking statement. Any such statement speaks only as of
the date of this report, and in the case of any documents
that may be incorporated by reference, as of the date of
those documents. We do not undertake any obligation to
update or release any revisions to any forward-looking
statements, to report any new information, future event
or other circumstances after the date of this report or to
reflect the occurrence of unanticipated events, except as
required by law. However, your attention is directed to
any further disclosures made on related subjects in our
subsequent reports filed with the Securities and Exchange
Commission on Forms 10-K, 10-Q and 8-K.

Critical Accounting Policies

General

The Company's financial statements are prepared in
accordance with accounting principles generally accepted
in the United States of America (“GAAP”). The financial
information contained within our statements is, to a
significant extent, financial information that is based on
measures of the financial effects of transactions and
events that have already occurred. We use historical loss
data, peer group experience and the economic environ-
ment as factors, among others, in determining the
inherent loss that may be present in our loan and lease
portfolio. Actual losses could differ significantly from the
historical factors that we use. Other estimates that we use
are related to the expected useful lives of our depreciable
assets. In addition, GAAP itself may change from one
previously acceptable method to another method.
Although the economics of our transactions would be the
same, the timing of events that would impact our trans-
actions could change.

Allowance for Loan and Lease Losses

The allowance for loan and lease losses is an estimate of
the credit loss risk in our loan and lease portfolio. The
allowance is based on two basic principles of accounting:
(1) Statement of Financial Accounting Standards
(“SFAS”) No. 5, “Accounting for Contingencies,” which
requires that losses be accrued when they are probable of
occurring and estimable; and (2) SFAS No. 114,
“Accounting by Creditors for Impairment of a Loan,”
which requires that losses be accrued based on the differ-
ences berween the value of collateral, present value of
future cash flows or values that are observable in the
secondary market and the loan balance.

The allowance for loan and lease losses is determined
based upon estimates that can and do change when the
actual risk or loss events occur. The analysis of the
allowance uses an historical loss view as an indicator of
future losses and as a result could differ from the loss




incurred in the future. However, since our analysis of risk
and loss potential is updated regularly, the errots that
might otherwise occur are mitigated. The use of factors
and ranges is inherendy subjective and our actual losses
could be greater or less than the estimates. The Company’s
goal is to maintain an allowance for loan and lease losses
that is between the lower and upper ranges as described
above. If the allowance for loan and lease losses falls below
the lower range of adequate reserves (by reason of loan and
lease growth, actual losses, the effect of changes in risk
ratings, or some combination of these factors), the
Company has a strategy for supplementing the allowance
for loan and lease losses, over the short term, so that it
would again fall within the lower and upper acceprable
ranges. For further information regarding our allowance
for loan and lease losses, see “Allowance for Loan and
Lease Losses Activity” discussion on page 13.

Stock-Based Compensation

The Company accounts for its stock-based compensation
under the recognition and measurement principles of
Accounting Principles Board (“APB”) Opinion No. 25,
Accounting for Stock Issued to Employees, and related
interpretations. Since the Company’s stock option plan
provides for the issuance of options at a price of no less
than the fair market value at the date of the grant, no
compensation expense is recognized in the financial state-
ments unless the options are modified after the grant date.

In December 2004, the Financial Accounting Standards
Board issued Statement Number 123 (revised 2004) (“FAS
123 (R)”), Share-Based Payments. FAS 123 (R) requires all
entities to recognize compensation expense in an amount
equal to the fair value of share-based payments such as
stock options granted to employees. The Company is
required to apply FAS 123 (R) on a modified prospective
method, beginning on January 1, 2006. Under this
method, the Company is required to record compensation
expense (as previous awards continue to vest) for the
unvested portion of previously granted awards that remain
outstanding at the date of adoption. Management believes
that the effect of FAS 123 (R) will be consistent with its
pro forma disclosures included in Note 2 to the
Consolidated Financial Statements on page 36.and 37.
The fair value of each option is estimated on the date of
grant and amortized over the service period using an
option pricing model. Critical assumptions that affect the
estimated fair value of each option include expected stock
price volatility, dividend yields, option life and forfeiture
rates and the risk-free interest rate.

Goodwill

Business combinations involving the Company’s acquisi-
tion of the equity interests or net assets of another
enterprise ot the assumption of net liabilities in an acqui-
sition of branches constituting a business may give rise to
goodwill. Goodwill represents the excess of the cost of an
acquired entity over the net of the amounts assigned to
assets acquired and liabilities assumed in transactions
accounted for under the purchase method of accounting.
The value of goodwill is ultimately derived from the
Company’s ability w generate net earnings after the acqui-
sition. A decline in net earnings could be indicative of a
decline in the fair value of goodwill and result in impair-
ment. For that reason, goodwill is assessed for impairment
at a reporting unit level at least annually following the
year of acquisition. The Company performed an evalua-
tion of the goodwill, recorded as a result of the Bank of
Amador acquisition, during the fourth quarter of 2005
and determined that there was no impairment. While the
Company believes all assumptions utilized in its assess-
ment of goodwill for impairment are reasonable and
appropriate, changes in earnings, the effective tax rate,
historical earnings multiples and the cost of capiral could
all cause different results for the calculation of the present
value of future cash flows.

Overview

Net income in 2005 increased 57.6% to $9,184,000
versus $5,827,000 in 2004. Diluted earnings per share for
2005 and 2004 were $1.60 and $1.18, respectively. For
2005, the Company realized a return on average equity of
15.14% and a return on average assets of 1.54%, as
compared to 14.88% and 1.33% for 2004. During
December of 2004, the Company completed a merger
with Bank of Amador, therefore, 2005 includes the first
full year of results from Bank of Amador.

Net income for 2004 was $1,086,000 (22.9%) higher
than the $4,741,000 recorded in 2003. Diluted earnings
per share in 2003 were $1.00, return on average assets was
1.31% and return on average equity was 14.17%. All
share and per share data for 2005, 2004 and 2003 have

. been adjusted for a three-for-two stock split distributed

on October 31, 2003 and 5 percent stock dividends
distributed on December 23, 2005 and January 28, 2005.

Table One below provides a summiary of the components
of net income for the years indicated:
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Table One: Components of Net Income

For the twelve months ended:
(In thousands, except percentages)

2005 2004 2003
Net interest income* $ 26,767 % 19602 $§ 17,035
Provision for loan and lease Josses (322) (895) (946)
Noninterest income 2,329 2,395 2,253
Noninterest expense (13,493) (11,713) (10,372)
Provision for income taxes (5,792) (3,378} (3,060)
Tax equivalent adjustment (305) (184) (169)
Net income $ 9184 $ 5827 $ 4,741
Average total assets $§ 596,670 $ 439,012 § 363,175
Net income as a percentage of average total assets 1.54% 1.33% 1.31%

* Fully taxable equivalent basis (FTE)

During 2005, total assets of the Company increased $26,097,000 (4.4%) to a total of $612,763,000 at year-end. At
December 31, 2005, net loans totaled $365,571,000, up $13,104,000 (3.7%) from the ending balances on December
31, 2004. Deposit growth for the year was 5.3% resulting in ending deposit balances of $500,706,000. The Company
ended 2005 with a Tier 1 capital ratio of 10.6% and a total risk-based capital ratio of 11.9%.

Results of Operations

Net Interest Income and Net Interest Margin

Net interest income represents the excess of interest and fees earned on interest earning assets (loans, securities, federal
funds sold and investments in time deposits) over the interest paid on deposits and borrowed funds. Net interest margin
is net interest income expressed as a percentage of average earning assets.

The Company’s fully taxable equivalent net interest margin was 4.98% in 2005 and 4.90% in 2004. The fully taxable
equivalent net interest margin in dollars was up $7,1635,000 (36.6%) in 2005 over 2004.

The fully taxable equivalent interest income component increased from $22,820,000 in 2004 to $33,518,000 in 2005,
representing a 46.9% increase. The increase in the fully taxable equivalent interest income for 2005 compared to the
same period in 2004 is broken down by rate (up $3,036,000) and volume (up $7,662,000). The rate increase can be
attributed to increases implemented by the Company during 2004 and 2005 in response to the Federal Reserve Board
(the “FRB”} increases in the Federal funds and Discount rates. Increases by the FRB have resulted in thirteen 25 basis
point increases since June 2004. The overall increasing interest rate environment over the past year and a half has
resulted in a 54 basis point increase in the yield on average earning assets from 5.70% for 2004 to 6.24% for 2005. The
volume increase was the result of a 34.2% increase in average earning assets, Average loan balances were up $82,672,000
(29.8%) in 2005 over the balances in 2004, while average investment securities balances were up $53,499,000 (46.7%).
The increase in average loans and investments is the result of the Bank of Amador acquisition which was completed in
December 2004, and a concentrated focus on business lending, the demand for commercial real esrate and the effects of
a favorable local market.
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The fully taxable equivalent interest income component
increased from $19,937,000 in 2003 o $22,820,000 in
2004, representing a 14.5% increase. The increase in the
fully raxable equivalent interest income for 2004 compared
to the same period in 2003 is broken down by rate (down
$562,000) and volume (up $3,445,000). The rate decrease
in 2004 can be attributed to decreases implemented by the
Company during 2001 and 2002 in response to the FRB
decreases in the Federal funds and Discount rates. Rate
increases by the FRB resulted in five 25 basis point
increases from June 2004 to December 2004; however,
these increases have had only a minor effect. The overall
lower interest rate environment during this period has
resulted in a 27 basis point drop in the yield on average
carning assets from 5.97% for 2003 to 5.70% for 2004.
The volume increase was the resule of a 19.9% increase in
average earning assets. Average loan balances were up
$29,305,000 (11.8%) in 2004 over the balances in 2003,
while average investment securities balances were up
$39,566,000 (52.7%). The increase in average loans is the
resule of a concentrated focus on business lending, the
demand for commercial real estate and the effects of a
favorable local market. The increase in investment securi-
ties is primarily due to the Company investing its excess
funds in investment securities. The excess funds were
created by an increase in deposit balances and other
borrowings. The Bank of Amador acquisition was
completed in December 2004 and had a minimal impact
on the average balances during 2004.

Interest expense increased $3,533,000 (109.8%) in 2005
compared to 2004. The average balances on interest
bearing liabilities were $91,680,000 (32.5%) higher in
2005 versus 2004. The higher balances accounted for a
$1,028,000 increase in interest expense. The higher
balances were due to the Bank of Amador acquisition and
internal growth of average interest bearing deposits. The

increase in rates paid on interest bearing liabilities resulted
in an increase of $2,505,000 in interest expense. The rates
paid on interest bearing liabilities increased 67 basis points
on a year-over-year basis and was a result of the higher
interest rate environment over the past year and a half.

Interest expense increased $316,000 (10.9%) in 2004
compared to 2003. The average balances on interest
bearing liabilities were $45,734,000 (19.4%) higher in
2004 versus 2003. The higher balances accounted for a
$452,000 increase in interest expense. The higher
balances were due to internal growth of average interest
bearing deposits ($33,991,000) and an increase in other
borrowings (811,743,000). The decrease in rates paid on
interest bearing liabilities partially offser the increased
expense due to the volume growth. The decrease in rates
paid on interest bearing liabilities was a result of the lower
interest rate environment over the past three years.
Although rates increased over the last few months of
2004, the rates paid on interest bearing liabilities
decreased nine basis points on a year-over-year basis and
accounted for a decrease in interest expense of $136,000
for the period.

Table Two, Analysis of Net Interest Margin on Earning
Assets, and Table Three, Analysis of Volume and Rate
Changes on Net Interest Income and Expenses, are
provided to enable the reader to understand the compo-
nents and past trends of the Company’s interest income
and expenses. Table Two provides an analysis of net
interest margin on earning assets setting forth average
assets, liabilities and shareholders” equity; interest income
earned and interest expense paid and average rates earned
and paid; and the net interest margin on earning assets.
Table Three sets forth a summary of the changes in
interest income and interest expense from changes in
average asset and liability balances (volume) and changes
in average inteest rates.
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Table Two: Analysis of Net Interest Margin on Earning Assets

(Taxable Equivalent Basis)
(In thousands, except percentages)
Year Ended December 31,
2005 2004 2003
Avg Avg Avg Avg Avg Avg
Balance Interest  Yield Balance Interest  Yield Balance Interest Yield

Assets

Earning assets:
Loans and leases (1) $360,319 $ 26,536  7.36% $277,647 $ 18,115 6.52% $248,342 § 16,744  6.74%

Taxable investment

securities 141,855 5,436 3.83% 101,728 3,751 3.69% 64,159 2,312 3.60%
Tax-exempt investment
securiries (2) 25,705 1,228 4.78% 12,324 713 579% 10,519 637  6.06%
Corporate stock 559 40 7.16% 568 40 7.04% 376 28 7.45%
Federal funds sold 2,826 90 3.18% 2,711 67 2.47% 5,595 48 0.86%
Investments in time
deposits 5,767 188  3.26% 5,287 134 2.53% 4,809 168  3.49%
Total earning assets 537,031 33,518 6.24% 400,265 22,820 5.70% 333,800 19,937 5.97%
Cash & due from banks 29,566 30,263 24,914
Other assets 35,760 12,836 7,993
Allowance for loan and
lease Josses (5,687) (4,352) (3,532)
$596,670 $439,012 $363,175

Liabilities & Shareholders’ Equity

Interest bearing liabilities:

NOW & MMDA $185,634 2,247 1.21% $146,041 1,099  0.75% $ 120,772 912 0.76%

Savings 39,102 150 0.38% 24,527 56 023% 16,714 35 0.21%
Time deposits 113,719 3,249 2.86% 72,987 1,356 1.86% 72,078 1,443 2.00%
Other borrowings 35,003 1,105 3.16% 38,223 707 1.85% 26,480 512 1.93%
Toral interest bearing
liabilities 373,458 6,751 1.81% 281,778 3,218 1.14% 236,044 2,902 1.23%
Demand deposits 156,450 113,865 90,685
Other liabilities 6,121 4,206 2,985
Total liabilities 536,029 399,849 329,714
Shareholders” equity 60,641 39,163 33,461
$596,670 $439,012 $363,175

Nert interest income &

margin (3) $ 26,767 4.98% $ 19,602 4.90% $ 17,035  5.10%

{1) Loan and lease interest includes Joan and lease fees of $1,091,000, $741,000 and $814,000 in 2005, 2004 and 2003, respectively.

(2) Includes taxable-equivalent adjustments that primarily relate to income on certain securities that is exempt from federal income
taxes. The effective federal statutory tax rate was 34% for the periods presented.

(3) Net interest margin is computed by dividing net interest income by total average earning assets.
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‘able Three: Analysis of Volume and Rate Changes on Net Interest Income and Expenses

Year ended December 31, 2005 over 2004 (dollars in thousands)

Increase (decrease) due to change in: Volume Rate (4) Net Change
Interest earning assets:
Net loans and leases (1){2) $ 5,394 § 3,027 $ 8,421
Taxable investment securities 1,480 205 1,685
Tax-exempt investment securities (3) 774 (259) 515
Corporate stock )] 1 -
Federal funds sold & other 3 20 23
Investment in time deposits 12 42 54
Total 7,662 3,036 10,698
Interest-bearing liabilities:
Demand deposits 298 850 1,148
Savings deposits 33 61 94
Time deposits 757 1,136 1,893
Other borrowings (60) 458 398
Total 1,028 2,505 3,533
Interest differential $ 6,634 $ 531 $ 7,165

Year Ended December 31, 2005 over 2004 (in thousands)

Increase (decrease) due to change in: Volume Rate (4) Net Change
Interest earning assets:
Ner loans and leases (1)(2) $ 1,976 $ (605) §$ 1,371
Taxable investment securities 1,354 85 1,439
Tax-exempt investment securities (3) 109 (33) 76
Corporate stock 14 (2) 12
Federal funds sold & other (25) 44 19
Investment in time deposits 17 &2Y) (34)
Toral 3,445 (562) 2,883
Interest-bearing liabilities:
Demand deposits 191 (4) 187
Savings deposits 16 5 21
Time deposits 18 (105) (87)
Other borrowings 227 (32) 195
Total 452 (136) 316
Interest differential $ 2993 $ (426) $ 2,567

(1) The average balance of non-accruing loans and leases is immaterial as a percentage of total loans and leases and, as
such, has been included in net loans and leases.

(2) Loan and lease fees of $1,091,000, $741,000 and $814,000 for the years ended December 31, 2005, 2004 and
2003, respectively, have been included in the interest income computation.

(3) Includes taxable-equivalent adjustments that primarily relate to income on certain securities that is exempt from
federal income taxes. The effective federal statutory tax rate was 34% for the periods presented.

(4) The rate/volume variance has been included in the rate variance.
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Provision for Loan and Lease Losses

The Company provided $322,000 for loan and lease
losses in 2005 as compared to $895,000 for 2004. Net
loan charge-offs for 2005 were $139,000 as compared to
$209,000 in 2004. In 2005, net loan charge-offs as a
percentage of average loans ourstanding were .04%
compared to .08% in 2004. In 2003, the Company
provided $946,000 for loan and lease losses and net
charge-offs were $194,000. For further information please
see “Allowance for Loan and Lease Losses Activity.”

Service Charges and Fees and Other Income

Table Four below provides a summary of the components
of noninterest income for the periods indicated (dollars in

thousands):

Table Four: Components of Noninterest Income

Year Ended December 31, 2005 2004 2003
Service charges on

deposit accounts $ 6728 551 % 534
Gain on life insurance

death benefit - 553 -
Accounts receivable ‘

servicing fees 356 316 247
Merchant fee income 509 393 357
Fees from lease

brokerage services - 9 381
Income from residential

lending division 283 187 366
Gain on sale of

available-for-sale securirties 48 - 33
Other 461 386 335

$2,32% $ 2,395 $2,253

Noninterest income was down $66,000 (2.8%) to
$2,329,000 in 2005 from the 2004 level. A portion of this
decrease represents the tax-free net proceeds from a life
insurance policy ($553,000) the Company received in June
of 2004 as a result of the death of a former executive officer.
Without the life insurance proceeds received in 2004,
noninterest income for 2005 would have shown an increase
of $487,000. The increase in noninterest income can be
attributed to increases in fees from service charges (up
$121,000 or 22.0%), increases in fees from merchant
income (up $116,000 or 29.5%), and an increase in resi-
dential lending fee income (up $96,000 or 51.3%). The

increase in service charges and merchant fee income is the

American River Bankshares 2005 Annual Report

direct result of an increased number of deposit and
merchant accounts, many of which can be attributed to the
Bank of Amador acquisition completed in December 2004.

Noninterest income was up $142,000 (6.3%) to
$2,395,000 in 2004 from the 2003 level. Much of this
increase ($553,000) represents the tax-free net proceeds
from a life insurance policy the Company received in June
of 2004 as a result of the death of a former execurive officer.
Without the life insurance proceeds, noninterest income
would have shown a decrease of $411,000. The decrease in
noninterest income can be attributed to decreases in fees
from lease brokerage services (down $372,000 or 97.6%)
and a decrease in residential lending fee income (down
$179,000 or 48.9%). The decrease in lease brokerage
services resulted from the majority of originated leases being
recorded during 2004 on the books of the Company as
opposed to receiving fee income for brokering the leases to
outside funding sources. In addition, overall lease volume
decreased (from $5,940,000 in 2003 to $4,967,000 in
2004) as a result of the change from a nationwide lessor to
a lessor that does business in California counties located
near American River Bank branch locations. The residential
lending division experienced a decrease in loan volume as a
result of a slight increase in mortgage rates, which caused
the number of refinances to decrease.

Salaries and Benefits

Salaries and benefits, which include commissions, were
$6,958,000 (up $910,000 or 15.0%) for 2005 as
compared to $6,048,000 in 2004. The increase is prima-
rily the result of salaries, taxes and benefits paid to the
employees of the three new offices added as a result of the
Bank of Amador acquisition which was completed in
December 2004 ($742,000) and co